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Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 5c3-3
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Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
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copy of the SIPC Supplemental Report
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors

DH Frederick Securities Inc

We have audited the accompanying statement of financial condition of DH Frederick Securities Inc the

Company wholly owned subsidiary of Frederick Capital Corporation as of December 31 2011 that you

are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 This financial statement is the

responsibility of the Companys management Our responsibility is to express an opinion on this financial

statement based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statement is free of material misstatement An audit includes consideration of internal

control over financial reporting as basis for designing audit procedures that are appropriate in the

circumstances but not for the purpose of expressing an opinion on the effectiveness of the Companys internal

control over financial reporting Accordingly we express no such opinion An audit also includes examining

on test basis evidence supporting the amounts and disclosures in the financial statement assessing the

accounting principles used and significant estimates made by management as well as evaluating the overall

financial statement presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the financial statement referred to above present fairly in all material respects the financial

position of DH Frederick Securities Inc as of December 31 2011 in conformity with accounting principles

generally accepted in the United States of America

Our audit was conducted for the purpose of forming an opinion on the financial statement taken as whole The

supplementary information contained in Schedule required by Rule 7a-5 under the Securities Exchange Act of

1934 is presented for
purposes

of additional analysis and is not required part of the financial statement Such

information is the responsibility of management and was derived from and relates directly to the underlying

accounting and other records used to prepare the financial statement The information applied has been subjected

to the auditing procedures applied in the audit of the financial statement and certain additional procedures

including comparing and reconciling such information directly to the underlying accounting and other records

used to prepare the financial statement or the financial statement themselves and other additional procedures in

accordance with auditing standards generally accepted in the United States of America In our opinion the

information is fairly stated in all material respects in relation to the financial statement taken as whole

As discussed in Note to the financial statements the Company has restated its 2011 financial statement to

correct an error related to the recording of consulting expense

M1 LLP

KMJ Corbin Company LLP

Costa Mesa California

February 2012 except for the effects of the restatement

disclosed in Note as to which the date is July 31 2012

p74 380 6565 714 380 6566 555 Anton Blvd Suite 1000 Costa Mesa CA 92626 kmjportnerscpa.com

p76043l 5465 760 431 5466 2768 Loer Avenue West Suite 101 Carlsbad CA 92010



DII FREDERICK SECURITIES INC
WUOLLY OWNED SUBSIDIARY OF FREDERICK CAPITAL CORPORATION

STATEMENT OF FINANCIAL CONDITION

December 31

ASSETS 2011

Cash 39931

Accounts receivable 8232

Prepaid expenses 5971

54134

LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities

Accounts payable 26380

Commitments and contingencies

Stockholders equity

Common stock $0.01 par value 1000 shares authorized 1000

shares issued and outstanding 10

Additional paid-in capital restated 368307

Accumulated deficit restated 340563

Total stockholders equity 27754

54.134

See report of independent registered public accounting firm

and accompanying notes to financial statement



DII FREDERICK SECURITIES INC
WHoLLY OWNED SUBSIDIARY OF FREDERICK CAPITAL CORPORATION

NOTES TO FINANCIAL STATEMENT

For The Year Ended December 31 2011

NOTE 1- GENERAL

DH Frederick Securities Inc the Company was incorporated in the State of California on June

2003 and commenced operations on October 2003 The Company is wholly owned by

Frederick Capital Corporation FCC
The Company is registered with the Securities and Exchange Commission SEC as

broker/dealer in securities and is member of the Financial Industry Regulatory Authority

FINRA The Company is exempt from the provisions of Rule 15c3-3 pursuant to paragraph

k2i of such rule under the Securities Exchange Act of 1934 as the Company is an introducing

broker/dealer which promptly transmits all funds and delivers all securities received in connection

with its activities as broker/dealer and does not hold funds or securities for or owe money or

securities to customers Because of such exemptions the Company is not required to prepare

determination of reserve requirements and possession or control requirements of Rule 5c3-3

NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Risks Uncertainties and Concentrations

Net Capital Requirements

The Company must maintain at all times minimum net capital of $5000 or 6-2/3% of aggregate

indebtedness whichever is greater and ratio of aggregate indebtedness to net capital of less than

15 to as defined under SEC Rule 5c3- Net Capital Requirements for Brokers or Dealers As

of December 31 2011 the Company had net capital of $21783 which was $16783 in excess of

the required minimum net capital and had ratio of aggregate indebtedness to net capital of 1.21 to

Registration

The Company must register with state departments which govern compliance with securities laws

in which it does business The Company generates substantial amount of income in the State of

California Various regulatory requirements exist in each state with which the Company must

comply Should the Company violate certain state securities laws it could be prohibited from

doing business in that state



DH FREDERICK SECURITIES INC
WHOLLY OWNED SUBSIDIARY OF FREDERICK CAPITAL CORPORATION

NOTES TO FINANCIAL STATEMENT

For The Year Ended December 31 2011

NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Cash

At times the Company may maintain cash balances in excess of the Federal Deposit Insurance

Corporation limits per customer per financial institution

Revenue Recognition

Commissions are recorded during the period in which services are performed

Use of Estimates

In the normal course of preparing financial statements in conformity with accounting principles

generally accepted in the United States of America management is required to make estimates and

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

assets and liabilities at the date of the financial statements and the reported amounts of revenues

and expenses during the reporting period Significant estimates made by the Companys
management include but are not limited to the collectibility of receivables Actual results could

differ from those estimates

Income Taxes

The Company has elected to be taxed as qualified subchapter corporation under the Internal

Revenue Code and under the tax laws of the State of California pursuant to which taxes on income

of the Company are the responsibility of the stockholder Under this election the Companys
taxable income or loss flows through to the stockholders federal and state income tax returns The

State of California imposes an $800 minimum tax per year and tax equal to 1.5 percent of taxable

income which may be offset by available tax credits ancLlor loss carryforwards

The Company recognizes any uncertain income tax positions on income tax returns at the largest

amount that is more-likely-than not to be sustained upon audit by the relevant taxing authority

An uncertain income tax position will not be recognized if it has less than 50% likelihood of

being sustained There are no unrecognized tax benefits as of the date of adoption There are no

unrecognized tax benefits included in the statement of financial condition that would if

recognized affect the effective tax rate The Companys policy is to recognize interest and/or

penalties related to income tax matters in income tax expense The Company had $0 accrued for

interest and penalties on the Companys statement of financial condition at December 31 2011



DH FREDERICK SECURITIES INC
WHOLLY OWNED SUBSIDIARY OF FREDERICK CAPITAL CORPORATION

NOTES TO FINANCIAL STATEMENT

For The Year Ended December 31 2011

NOTE 2- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

The Company is subject to taxation in the U.S and State of California The Company does not

foresee material changes to its gross uncertain income tax position liability within the next

twelve months The Company is no longer subject to IRS or state examinations prior to 2007

Liquidity and Risks

The Company has limited operating history and relies on small group of customers for all of

its operating cash flow

The Companys ability to continue in existence is dependent on among other factors the

Companys ability to generate adequate cash flows from operations and from debt and equity

financing to fund its operations The Company has addressed the factors mentioned above by

focusing on its business plan to further develop its customer base Management believes that this

plan is sufficient to allow the Company to adequately fund its operations through at least

February 28 2013 In the event that additional funds are required FCC has committed to

provide such funding

Subsequent Events

The Company has evaluated and determined that no events have occurred subsequent to the

statement of financial condition date and through the date of issuance of this financial statement

which would require inclusion or disclosure in its financial statement

NOTE 3- COMMITMENTS AND CONTINGENCIES

Related Party Transactions

The Company was obligated to pay $3000 monthly in 2011 in the form of management fees to

FCC for general and administrative service support including facilities provided to the Company
Management fee expense was $36000 for the year ended December 31 2011 which was recorded

as contribution from FCCby mutual agreement of the parties

During the year ended December 31 2011 the Company recorded consulting expense of $90000

restated for services provided by FCC



DII FREDERICK SECURITIES INC
WHOLLY OWNED SUBSIDIARY OF FREDERICK CAPITAL CORPORATION

NOTES TO FINANCIAL STATEMENT

For The Year Ended December 31 2011

NOTE 3- COMMITMENTS AND CONTINGENCIEScontinued

Indemnities and Guarantees

During the normal course of business the Company has made certain indenmities and guarantees

under which it may be required to make payments in relation to certain transactions These

indemnities include certain agreements with the Companys officers under which the Company

may be required to indemnify such person for liabilities arising out of their employment

relationship The duration of these indemnities and guarantees varies and in certain cases is

indefinite The majority of these indemnities and guarantees do not provide for any limitation of

the maximum potential future payments the Company could be obligated to make Historically the

Company has not been obligated to make any payments for these obligations and no liabilities have

been recorded for these indemnities and guarantees in the accompanying financial statement

NOTE 4- RESTATEMENT

Subsequent to the year ended December 31 2011 management determined that the Company did

not properly record consulting services provided by FCC during 2011 The following tables

present summary of the effects of the restatement adjustments on the Companys statement of

financial condition at December 31 2011

Statement of Financial Condition

As

Previously As

Reported Adjustments Restated

Additional paid-in capital 278307 90000 368307

Accumulated deficit 250563 90000 340563



DH FREDERICK SECURITIES INC
WHOLLY OWNED SUBSIDIARY OF FREDERICK CAPITAL CORPORATION

SCHEDULE I- COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1

OF THE SECURITIES AND EXCHANGE COMMISSION

As of

December 31
2011

Net capita

Total stockholders equity from statement of financial condition 27754

Deduction

Unallowable assets prepaid expenses 5971

Net capital 21783

Minimum net capital requirement the greater of 6-2/3% of

aggregate indebtedness of $26380 or $5000 5000

Excess net capital 16783

Aggregate indebtedness 26380

Ratio of aggregate indebtedness to net capital 1.21 to

NOTE reconciliation of the above net capital with the Companys corresponding unaudited

Form X-17a-5 Part hA is summarized as follows

Net capital per computation included in the Companys corresponding

unaudited Form X-17a-5 Part hA filing 21783

Reconciling items

Miscellaneous adjustments to net income

Net capital per above 21.7
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON INTERNAL
ACCOUNTING CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors

DH Frederick Securities Inc

In planning and performing our audit of the financial statements of DH Frederick Securities Inc the

Company as of and for the year ended December 31 2011 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control over

financial reporting internal control as basis for designing our auditing procedures for the purpose of

expressing our opinion on the financial statements but not for the purpose of expressing an opinion on

the effectiveness of the Companys internal control Accordingly we do not express an opinion on the

effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control activities

for safeguarding securities This study included tests of such practices and procedures that we considered

relevant to the objectives stated in Rule 7a-5g in making the periodic computations of aggregate

indebtedness or aggregate debits and net capital under Rule 7a-3a 11 and for determining compliance

with the exemptive provisions of Rule 5c3-3 Because the Company does not carry securities accounts for

customers or perform custodial functions relating to customer securities we did not review the practices and

procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 17a-13

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

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraph In fulfilling this responsibility 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 in the preceding paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs previously mentioned objectives Two of

the objectives of internal control and the practices and procedures are to provide management with

reasonable but not absolute assurance that assets for which the Company has responsibility are

safeguarded against loss from unauthorized use or disposition and that transactions are executed in

accordance with managements authorization and recorded properly to permit the preparation of financial

statements in conformity with accounting principles generally accepted in the United States of America

Rule 7a-5g lists additional objectives of the practices and procedures listed in the preceding

paragraph

Because of inherent limitations in internal control and the practices and procedures referred to above

error or fraud may occur and not be detected Also projection of any evaluation of them to future periods

is subject to the risk that they may become inadequate because of changes in conditions or that the

effectiveness of their design and operation may deteriorate

714 380 6565 714 380 6566 555 Anton BOd Suite 1000 Costa Mesa CA 92626 kmjpartnerscpa.com

p760 431 5465 760 431 5466 2768 LoMr Avenue West Suite 101 Carlsbad CA 92010



deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect misstatements on timely basis significant deficiency is deficiency or combination of

deficiencies in internal control that is less severe than material weakness yet important enough to

merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the Companys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identif all deficiencies in internal control that might be material

weaknesses However we identified the following deficiency in internal control that we consider to be

material weakness as defined above This condition resulted in the restatement of the Companys
financial statement for the year ended December 31 20 11 and was considered in determining the nature

timing and extent of the procedures performed in our audit of the restated financial statement of the

Company as of December 31 2011 This condition further resulted in the modification and re-issuance

of our report on the restated financial statement dated February 2012 except for the effects of the

restatement disclosed in Note as to which the date is July 31 2012

Subsequent to the year ended December 31 2011 the Companys management determined

that it did not properly record consulting services provided to the Company by its parent

Frederick Capital Corporation This error was corrected by the Companys management

and resulted in the restatement of the Companys financial statement for the year ended

December 2011

We did not identif any deficiencies in control activities for safeguarding securities that we consider to

be material weaknesses

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the

Securities Exchange Act of 1934 and related regulations and that practices and procedures that do not

accomplish such objectives in all material respects indicate material inadequacy for such purposes

Based on this understanding and on our study we believe that the Companys practices and procedures

as described in the second paragraph of this report were adequate at December 31 2011 to meet the

SECs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC and other regulatory agencies that rely on Rule l7a-5g under the Securities Exchange Act of 1934

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

anyone other than these specified parties

KMJ CotLLP

KMJ Corbin Company LLP

Costa Mesa California

February 2012 except for the effects of the

material weakness disclosed above as to which the

date is July 31 2012


