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OATH OR AnIgMATrnN
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Independent Auditors.Report

January 282012

Board of Directors

Southwestern Capital Markets Inc

140 Houston Suite 20.2

San Antotho.TX 78205

have audited the accompanying balance .shaet of SouthwesternCapital Markets Inc. as of December

312011 and the related statements of income retained eainnigs changes in stoekholder equity

changes In liabilities subordinated to claims of general creditors and cash flows for the years then ended

that you are filing pursuant to rule ha-S under the Securities Exchange Act of 1934 These financial

statements are the responsibility of the Coinpanysmanagemet My responsibilIty is to express an

opinion on these financial statements based.on my audit

conduôtedmy audit in accordance with auditing standards generally.accepted in the United States of

America Those standards
require

that plan and perform the audit to obtain reasonable assurance about

whether the Ilnan jul statements are free .f material misstatement An audit includes examining on
test basis evidence supporting the amounts and disclosures in the financial statements An audit also

includes assessing the accounting principles used and sigrilficantestitnates made by management as

well as evaluating the overall financial statement presentation believe that my audit provides

reasonable basis for my opinion

In my opinion the financial stateinentsreferred to above present fairly in all material aspects the

financial position of Southwestern Capital Markets Inc of December fl 2011 and the results of its

operations retained earnings changes in stockholder equity and cash flows for the year then ended in

conformity with accounthig principles generally accepted in the United States of America

My examination waS made for the purpose of tbrming an opinion Ofl the basic financial statements taken

as whole The information contained in the supplemental schedules of computation of net capital

eomputation.of basic net capital requirement computation of aggregate indebtedness exeniptive

provisions under rule 5c3-3 statement of thanges in liabilities subordinated to the claims of general

creditors and the reconciliation of the computation of net capItal under rule l5c3-ia are presented for

additional analysis and are not arequfred part of the basic financial statements but are supplementary

inforniation required by rule 7à-5 of the Securities and Exchange Act of 1934 Such information has

been subjected tothe auditing procedures applied in the audit of the basic flnancialstatements andjn

my opinion is fain stated in all material respects to the basic financial statements taken as whole

CA

Edward Richardson Jr CPA



Southwestern Cäpia Markets ihe

BALANc.E SHEET
As of December 31 2011

ASSETS

CURRENT ASSETS
Dash fri Bank 199 842.02

Cash In Bank 50.022.74

Prepeki Expenses Sii5

Total current Assets sa1

PROPERTY AND EOUPMENT
Equipnient 30473.00

Less Accumulated Depredation 3047t00

OTHER ASSETS
SecurIty Deposit 1oooa

Total Other Assets 15000.00

TOTAL ASSETS S_ 971 .331ii

TM footnotes are an inteural part of the Mnncaf statements



Southwestern Capital Markts Inc

BALANCE SHgET
As of December 31 2011

UABILI1IES..AND STOCKHOLDERS EQUITY

CURRENT UABIUTS

LONGTER UABL1TES

$TOCKIOLDERSQUJTY
Convertible np.par vu i2BOOOOC

1OOOOO herŒsauthothed16000

shaces issued and outstanding

Cwmnon Stock no par value 1000000 73753
shares authotizØd533272hares
Issued and 36327 outstanding

Retained Eamngs

Total SQckhcdrs qIty 371

TOTAL .UALfl1ES AND
STOCKHOLDS EQUITY

The footnotes are an iMeira1 part of th financial 5thenens



Southwestern Capital Markets no

STATEMENT OF IPICOME

t2 Months Ended
December 3t 2Oii

Revenues

Management Income 1850.00

Otharincome 358193.66

Interest Income 693$

Ictil RevenUes

Operk Expenses

ErtiployeO compensation and ban 24219.68

Floor brokerage exchange and 2849i7
Communications and data pttKes lcZ02.36

Qccpancy 4718700

Other expenses 244320.43

tote Yoernttng Expenses

Operaltng Income Loss t15585.i4

Net income LoS

The footnotes ate an integral part of the financial $tatemanth



Southwestern Capfta Markets ktc

STATEMENT OF CASH ROWS
F.orthe 12 months Ended December 31 2011

2il

CASH FLOWS FROM OPERATING ACTMTIES
Net income Loss 1858614

Adjustments tb resoncile Net income

Loss to net Cash pro vkied by

used in operating aciMlies

Lasses Gains on sSes.of

Fixed Assets DM0
Losses Oaths on sales of

Decrease Increase in

.OpeSbng Assets

Accounts Receivable t72000O

Other 2$53A5

Increase Decrease in

Operating Liaboules

Accounts Payable 1875
Accrued UabifltJea tOO

Total Adjustments ___iia4-70

Net Cash PrevldedSv Used In

Operating Activities 19269.ee

CASH FLOWS FROM INVESTING Actlvmf
Proceeds From Sele of FbcM Assets 000

Nat Cash Provided EviUsed In

Investing Activities 0.00

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds From Sale of Stock 824O.Oo

Treasuq Stock
DM0

Net Cash Provided Used In

Financing Activities

NET INCREASE DECREASE ll CASH

ANL CASH EQUIVALENTS 97a56

CASH AND GASH EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS AT END OF PERIOD

The Tocfnctes aManlntsal part of The tinandal statements



SOUTHWESTERN CAPITAL tARKETS INC

STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY

FOR THE YEAR ENDED DECEMBER 31 2011

total

Retained Stockholders

Pretarred Stock Common Stnclc PS-in Capital Eainings Equity

Shares Amount Shares Amount Shares Amount Amount Amount

Balance at January 12011 16000 128000 335679 712139 391184 448955

Net Income
155885 155865

Capital Transactions 78240 75240

Prior Period Adjustments ________ _________

Balanceat December 31 2011 180% 128000 3317 790379 LSiil 371

The footnotes are an integral part of the finandal statements



South western Qapital Markets.5 Inc

STATEMEhT OF RETAINED EARNINGS

12 Mnths Ended
December 312011

Beginning of eiod 391 183M1

Pius Netincorne 155.85M4
Less Dividends Rd 0.00

Less Prior Period AdjustmeAt t93

RETAINED EARNINGS
END Off PERiOD

itie foatnotes are art integral pant of tile financial statements



SQUTHWESTYJR CAPitAL MAREZtS INC.

NOTfl TO FINM1CIAL STATEMEI.TS

Deeember.312011

NOTE A- SUMMA$ OF ACCOUNTEGPOLICIES

Accounting principles foflowedhy the Company and the nietheds of applying those principles

which materially aflbct the determination ofnanciai posdic results of operation and cash flows

are sumutarizedhelow

Organizntion

Southwestern Capital Marketsjnc Texas Coivoration the Company was incorporated on

May 17 1983 The Company was regiStered with the Securities and Exchange Commission on

January 10 1985 The Company is authorized to engage in the following types of businest

broker or dealer retailing corpcn-ate securities over the counter brOker or dealer retailing

coiporate debt securities underwriting or selling group participant corporate securities other

than mutual fluids mutual fund retailer government securities dealer US
government securities broker municipal securities deelar.h municipal securities broker and

investment advisoryservices

The financial statements of the Company have been prepared on the accrual basiL of accounting

and accordingly reflect all significant receivables payables and other liabilities

Cash mid Cash EquivaSta

lie Company consi4ers as cash all short-term investments with an original maturity of three

months or less to be cash equivalents

Accounts Receivable

Accountreceivables primarily represent balances due from other underwriters andpertuiato

designated sales an4 mshagement fees owed under the terms of the Agreement among
UnderwrIters for the particular underwrite igs involved

Accounts Receivable Recognition of Bad Debt

The Company considera accounts receivable to be filly collectible accordingly no allowance for

doubtful asathits is required If amounts become uncollectible they will be charged to

operations when that detertninItion is made

Property and equipment are recorded at cost Depreciation is calculated using the straight line

method over the estimated useful lives principally five yearsw Leasehold improvements are

amortized over the lesser of the iiie of the lease or theestimateduseflil life of the improvement

See accountants audit report



SOUTflESTtRN CAP1TAL.MAiJ TS INC
NOTES TO FIX NOAX STATE1Et1TS

Deeºmber31 2011

Revenue Recognition

Investment banking revenue Is recorded as follows utderwriting management fees financial

advisory fees end sales commissions are recognized at settlement date and underwritmg risk fbes

ale recognized at the time the underwriting is complete settlement date and the income is

reasonably determinable Actual amountsreoeived from the senior manageron underwriting

transactions may vary from amounts originally recorded due to adjustments controlled by the

senior inam ger Adjustments to income from underwriting transactions are recorded inthe period

that the Cornpan is notiflód bythe symlicate manager

Primary and secondary trade revenue is recognIzed on the trade or.settlernentdate whichever is

ajplioabló under the .thuurnstnnces

Estimates

The preparation otfinattcial statements in conformity with accounting principles genraI1y

accepted in the United States of America requires management to make estimates and

assumptions That affect the reported amounts of assets and liabilities and disclosure of contingent

assetnnd liabilIties at the date of the financial statements and the reported amounts of revenues

and eçenses during the reporting period Actual results could differ from those estimates

Fair Value of Financial Instrumerts

Financial instruments that are stthject to fair value disclosure requirements are carried in the

financial statements at amonuttilat approximate fair value an include oat and cash equivalents

Fair values are based on quoted market prices and assumptions concerning the amount and timing

of estimated future cash flows and assumed discount rates reflecting varying degrees of perceived

risk

ornpzehnuive Income

Statement of Financial.Aqcounting Standards SPAS No 130 Reporting Comprehensive

Income establishes requiiements fordisclosure of Comprehensive Income that includes certain

items previously not included in the statement of income including unrealized gains and osss

on available-for-sales securities and Ibreign currency translation a4justment among others

During the year ended December 31 2011 the Company did not have any components of

Comprehensive Income to report

Qcn ins

The Company has revenueconcentmtions eonipany.speclalizing in syndicated transactions

advisory roles

See accountants audit report



SOErHwISflR CiJffAL MAR $.JNCS

NOTES TO flNtNCIALTATEMENfl
December 3i20h1

NOTE 13 -NETCAPITAL REQUIREMENTS

Pursuant to the netcapital provisions of Rule 15c3-3 Lofthó Securities and Ex4bauge Act of 1934
the Company is required to maintain romirawu net capitaL as defined under such provisions

Net capital and the Mated hot capital ratio may f1uctuate on daily bSSlsc

There were no material differences in the in the net amount rape nNetpitsl in the audited

ComputaIS of Net Ca$W and the btoket-deals coriespendinunauditàitart hA of the

FOCUS port required nuder Rule iSó3-l

NOTE C-POSSESSION OR CONTROL REQUIREMENTS

The Company doesnothave anypossessien or control of oustomers..flsnds or securities There

were no material inadequacies in the procedures followed in adhering to the exernptrve provisions

of SEC Rule c-3-3k2ii by promptly transmitting all customer fluids to the clearing brolcer

who carriOs the custOmer accoutta

NOTED CONCENTRATIONOF CREDITP$K

Cash is deposited in ofhianciÆI institUtions one is insured upto $100000 by the Federal

Deposit Insurance Corporation FO1C and the other is insured ap to $100000 by the Securities

Investor Protection Corporation SIPC Addithmally the SIPC lusures securities up to

maximum of$500000 As of December 312011 the Company had $0 of deposits in -eccess of

FOIC coverage $50022 94 of deposits in excess oISIPC coverage and $1 of securities in excess

of S1PC securities.covcrage

In managements viewlhere is not significant concentration ofcredit risk in the Companys
trade accounts Management believes concentrations of credit risk In accounts receivable are

limited due to its governmental and corporate clients whioh.management believes are credit

quality

NOTE -RElATED PARTY TRANSACTIONS

The u4ority stockholder and president of the Company is also the majority stockholder of

Vaquero Capital Corporation Inc The Company pays Vqquero Capital Corporation Inc

monthly consulting feefor their services However Vaquero Capital CorporatinuJnc waives its

rights to receive any pamieætsfrom the Company if the eidatenco Of such right would cause the

Conipenys amount of netcapitalto fall below the level reqhlred pursuant to Rule15e3-i of the

Securities and Exchange Comnussion of rules of any national securities association or any self

regulated organizatiut of which the Company may become amembet

Duringte.year en4ed December 31 2011 the Company tirade paymeutsof $125617.11 in

operating expenses to Vaquero CapItal Corporation Inc

See accountants audit report
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SOVT WESTERN CAPiTAL MARKETS INC
NOTES TO FINANCIAL STATEMENTS

December 3120.11

NOTE CORRESPONDENT AGREEMENT WITh CLEAJRJNO BROKER

The Company has adopted Corporate Account Agreement with clearitig broker authorizing

ttading inteurlties and petinittirtg margin transaction Ad4itionally Fu1l Disclosed

Correspondent Agreement hasbeen executed between the Compaüy and the clearing broker As

part of this agreement and in compliance with the net capital requirements of the Sethrities and

Exchange Commission the Company is required to niamtain clearing deposit with the clearing

broker in the aniount of $150 000

NOTE 0- CAPITAL STOK

One hundred percent 100% of dividends declared and paid by the Company during any period

in which convertIble preferred stock is issued and outstanding shall be to the hoiderà of the

convertible preferred stock rn proportion to their holdings provided however that such

preference does not include the period in which the convtrtlbie preferred stock is to be converted

into common stuck Preferred stock is automatically converted to common stock atthe point in

time when the aggregate amount of dividends paid on convertible preferred stock since issuance

is eqUal the subscription price thereof Prthrences related to preferred stock terniinthe at that

time Dividends preferred arC deciafed at the discretion of the Board of Directors

NOTEE DEFINED CONTRIBUTRION PENSION PLAN

The company maintains Simplified Employee Plan SEP plan in accotdance with Internal

Revenue Code SectIon 401 IC covering all employees The Company may contribute

niaxinrut of 15% of an eligible participants at util compensation For 2011 the Company does

not expect to contribute to the pension plan

NOTE 1-OTHER COMM TMENTS A1D CONTINGENCIES

Included in the Companys clearing Cgkeement with its clearing broker-dealer is an

indemnification clause This clause relates to instaneeswhere the Companys customers ffl

settle security transactions In the event this occun the Company will indemnify the clearing

broker-dealer to the extent of the net loss on the unsettled trade At December 312011

management of the Company bad not been notified by the clearing broker-dealer nor were they

otherwise aware of any potential losses relating to this indemnificatIon

NOTE PROPERTY EQUIPMENT AND LEASEHOLO IMPROVEMENTS

Property.equipnrent and leasehold improvements are stated at cost less accumulated depreciation

Expenditurui for maintenance and repairs are charged to expense as incurred Depreciation is

calculated on the double declining method The following isa summary of property equipment

and leasetold improvements

See accountants audit report



SOUThWESTERN kTTTAL MARKETS INC
NOTES TO FINANCIAL STATEWNTS

December 312011

EstImated iJseM Life

Furniture Fixtures years 21899

Telephone System years

.30.473

Less accumulated depredation 30.473
Total

Depreciation expense was SOMO for the year December 312011 and is included in the operating

etperiseS in the accompanying statement of income.

NOTE LEASES

Qp.lsei-The CcmpÆtiy has lease agreement for the rental of office space in San

Antonio The lease agreement is.motith to.thonth Total rt expense under this agreement tbr the

year.endedDeceüiber 31 2011 was $47iS7.0O

NOTE ADVERTISING

The a4veflising expense for the year $450.40 the entire amount was expensed as incurred

See accountants audit repctt
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Supplementary

Pursuanti nile 11-S of the

Secuthies and EitbMAge Act of 134

As of and furthe Year hailed December 312011

Sec acountantsflcIitrçptt

14



Southwestern Capital Markets Inc

Supplemental SACduIeü Requlfld by Rifle 17a-5

Maraud frt the year eaded December 31 2011

Computatimi olNetCapitul

Total Stoclclioldersequily 371331.71

Nonallowable assets

Atsre.vbieth 0.00

Other Assets .ji466S5

Net allowable capital 349864.76

Minimum net capital requirad as percentage of aggregata mndibtàdncss ALOft

Minimum dollar net capital wqufrement.of reporting brokers dealer

Net oapitai requhernent

Excess net capital

q4jpn of Anrente Infiebledness

Total Aggregate indebtedness LL 0.00

Percentage of aggregate in ebtedness to net capital QQJQ

Reeondfl4jp of the Computation of Net Capital per Rule 15c34

Coniputation of Net Capital reported on FOCUS EAs of December 312011 34986476

Mjustinents

Change in Equity Adjustthents 0110
Change in Non Allowable Assett 00.001

NCC per Audit 349864.76

Differaice

See accoUntants audit report
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SmathwSern CapitAl Markeb 1uc

Supplentatal SØhedules Rtqufred by Rule 17a-5

As of sadler the year ended Detember 312011

xesw$in.FrovWoesk15c3-3

The Company isexempt orn Rule 15c34 because all cnstomaliansactions aro cleared throuh

another brokeradealer oi fully disclosed basis The name of the clearing finn is Southw4st

Secutities Inc

Statement of CbanaeainJAEbIlides Suordinated to the Ciajms of Genernl Creers

Balance of snub claims.atjaneary 12011

Additions

Reductions

Balariceof such claims at December 31 2011

See accountants audit report

16



RIiPORT ON JNTThNAL.CONLROL

For the year ended December31 2011

See accoutitants audit repott.
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Edward Rkhardson CPA
15565 Northland Suite 508 West

South aid Ml 4075

Febniaiy 12012

Board ofDhectors

Southwestern Capital MÆetsJnc
Book on.the BuildIng

140 Houston

Suite 201

San Antonio TX 72O5

in planning and performing my audit of the financial statements and supplemental schedules of

Southwestern Capital Marka Inc..for the year ended December 312011 I.considered its

internal control in order to determine my auditing procedures for the prepose of expressing ray

opinion on The financial statements and net to provide assurance on internal control

Also as required byrS l7a..5gXl of the Securities and Exchange Commission SEC Ihave

made study of the practices and procedures followed by the company including tests of such

prtctsaudProcedures that considered relevant to the objective stated in rule 17a-Sig in

.niakjng.thperio4io computations ofaggregate indebtedness and netcapital underrate .17a-

3aXl and for determining compliance with the exemptive provisions of rule 15c3-3 Because

the Company does not cany securities accounts for customers or perform custodial functions

relating to customer securities did not mtvietbe practices and procedures followed by the

Company.in any of the following

MakIng quarterly securities exandnations counts verifIcations and comparisons

Recerdation of differences re4uired by rule 17a43

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve.Regalation of the BSrd of Governors of the Federal Reserve System

The management of the Cbtnpanyisresponsiblo for establishing and maintainirg internal control

and the prictices and procedures referred to the preceding paragraphs ln.fSlfihlLg this

responsibthty estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices-and procedures referred to hi the

preccdlngperagraphs and to assess whether those practices and procedures can be expected to

achieve-the SECs above mentioned oltjeàtives Two of the objecti of intornal control and the

practices and proccdures are to provide management with reasonable but not absolute assurance

that ease forwhith the Company has responsibility are safeguarded against loss from

unaóthorlzed macf disposition and that transactions are executed in accordance with

managements authoriÆtioæand recorded properly to permit the preparation of flnanciah

statements in accordance with accounting principles generally accepted in the United States Rule

17a-5g lists additional objectives oftheprnctiees.and procedures listed lithe preceding

paragraphs

Soc ccountantS audit report
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Because of inhereut theitatious in interiS eontrdi.ortbe practices and procedures referred to

above errors or fraud may occur and not be detected Also projection or any evaluation of them

to fiduire periods is.subject to the tbat they inaybeeozne inade4uate because of óbanges iii

conditions or tht the effectiveness of their design and oporatiOn may deteriorate.

My consideration of internal control would not necessarily disclose all matters in internal control

that might be material weaknesses under standards established by the Amenctui Institute of

Certified Public Accountants maternal weakness is condition in which the design or operation

the specific internal ctintroJ components does not reduce to relatively low level the risk that

errors or fraud in amounts that would be material in relation to the financial statements being

audited may occur and not be detected within timely period by employees in the normal course

of petfcrniing their assigned functions However noted the fbliowing condition that consider

to be material weaknees aS deEEed above

Only one person is responsible for all aeccunting and reporting

functions Accordingly there lane segregation of duties OS to

thesize of the Company matiagninent doesnot feel it is cost-

effective to.thaÆge this condition

umlerstand that practices and procedures that accomplish the objectives referred to in the

preceding paragraphs of this report are considered by the SEC to be adequate for its purposes in

accordance with the curities and Exchange Act of l34 and related regulations and that

practices and procedures that do not accomplish such objectives mall material respects indicate

inatetial iæade4ucyforsuch ptir$ses Based Ott this wideretanding and my study beJieve that

the Companys practices andlprocedures wee adequate otoeceuiber31 201 1.toineetthe SECs

objectivc

This repS is intended solely for the Information and use of tPanagement theSEC and the

regulatoiy agenolestlaut rely cartdet7a$g under the$ecudti andExcbaage Act of 1934 in

their regulation of registered brokers and dealers and is not intended to be and should not be

u4byanyone.oth than these specified parties

Edward Richardson itCPA

See accountants audit report
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