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NDEPENDENT AUDITORS REPORT

To the Board of Directors and Stockholder of

FCS Securities Inc

We have audited the accompanying statement of financial condition of PCS Securities Inc the Company as of

December 31 2013 that you are filing pursuant to Rule 17a5 under the Securities Exchange Act of 1934 and the

related notes to the financial statement

Managements Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of the statement of financial condition in

accordance with accounting principles generally accepted in the United States of America this includes the design

implamentation and maintenance of internal control relevant to the preparation and fair presentation of the

statement of financial condition that is free from material misstatement whether due to fraud or error

uditors Responsibility

Our responsibility is to express an opinion on the statement of financial condition 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

statement of financial condition is free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the

statement of financial condition The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the statement of financial condition whether due to fraud or

error In making those risk assessments the auditor considers internal control relevant to the Companys

preparation and fair presentation of the statement of financial condition in order to design 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 Accordingly we express no such opinion An audit also includes evaluating the

appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by

mar agement as well as evaluating the overall presentation of the statement of financial condition

We believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for our audit

opinion

Opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respects the

finaicial position of P05 Securities Inc as of December 31 2013 in accordance with accounting principles

generally accepted in the United States of America

Roseland New Jersey

February 20 2014



PCS SECURITIES INC

STATEMENT OF FINANCIAL CONDITION

December 31 2013

ASSETS

Cash and cash equivalents 1433902

Receivables 505591

Prepaid research costs 591465

Other assets 9033

2539991

LIABILITI ES AND STOCKHOLDERS EQUITY

Liabilities

Accrued research costs 626113

Accrued expenses 58833

Total liabilities 684946

Stockholders equity

Common stock $01 par value 1000 shares

authorized and 100 issued and outstanding

Additional paid-in capital 1841006

Accumulated profit 14038

Total stockholders equity 1855045

2539991

See accompanying notes to financial statement



PCS SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Nature of business

PCS Securities Inc the Company is broker-dealer that is registered with the Securities and Exchange

Commission SEC and is member of the Financial Industry Regulatory Authority FINRA The Company is

primarily engaged in providing independent research products to institutional investors under various arrangements in

which broker-dealer provides research to customer in return for certain volume of commission revenue from that

customer The Companys affiliate Institutional Research Services Inc IRS sells third-party research to

institutional money managers on hard-dollar basis The money managers remit payment for these services to

the Company The Company performs administrative services including payment to the research producers for their

research and charges research processing fee for these services The Company has one office located in Seattle

Washington

The Company does not carry accounts for customers nor performs custodial functions related to securities The

Company clears its securities on fully-disclosed basis through its clearing brokers

The Company conducts substantially all of its business within the safe harbor of Section 28e of the Securities

Exchange Act of 1934 as amended In that regard the Company executes brokerage transactions for investment

advisors money managers and plan sponsors Money Managers at negotiated commission rate As an incentive

to use the Companys services for the execution of such brokerage transactions the Company has developed

system to provide third-party research services to Money Managers based upon the level of brokerage transactions

The amount of third-party research services that the Company will furnish to the Money Managers is based on the

amount of commissions that the Company receives or expects to receive for execution of brokerage transactions and

is measured by the Company in terms of commission total balance commissions paid less research provided It is

understood by the Money Managers and the Company that the commission total balance is not redeemable in cash

and when redeemed may only be used to obtain third-party research services through the Company The

accumulated commission total balance of Money Managers is reduced when such Money Managers request the

Company to provide third-party research services

Summary of significant accounting policies

Basis of Presentation

The financial statements have been prepared in conformity with accounting principles generally accepted in the

United States of America GAAP

These financial statements were approved by management and available for issuance on February 20 2014

Subsequent events have been evaluated through this date

Revenue Recognition

The Company earns revenue from research processing fees at the time such services are provided for facilitating

the research services between the institutional money managers IRS and the third party research producers

The Company records income from commissions on trade-date basis



PCS SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Summary of significant accounting policies continued

Research Costs

Amounts relating to all customers with positive total balance are reflected in the accompanying statement of

financial condition as accrued research costs Such amounts represent the estimated third-party research services to

be provided to all customers from whom the Company has earned commissions for execution of brokerage

transactions or revenue from direct sales Amounts relating to all customers with negative commission total

balance are reflected in the accompanying statement of financial condition as prepaid research costs Such amounts

represent the amount of research services paid on behalf of all customers for which future commissions are expected

to be received The provision for uncollectible commissions is determined under the direct write-off method which is

not materially different from the allowance method As of December 31 2013 no allowance for uncollectible

commissions was necessary as management believes all commissions receivable and prepaid research costs will be

realized

Cash and Cash Equivalents

The Company considers money market accounts and all highly liquid debt instruments with original maturities of three

months or less to be cash equivalents

Receivables from Clearing Brokers

Commissions receivable are reported at the amount management expects to collect on balances outstanding at year-

end The Company considers all commissions receivable to be fully collectible

Other Receivables

The Company carries its accounts receivable at cost less an allowance for doubtful accounts On periodic basis

the Company evaluates its accounts receivable and establishes an allowance for doubtful accounts based on

history of past write-offs and collections and current credit conditions At December 31 2013 there was no allowance

for doubtful accounts

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and amortization The Company provides for

depreciation and amortization using the straight-line method over the estimated useful lives Furniture and fixtures

are being depreciated over years Software is being depreciated over years

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and

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

liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the

reporting period Actual results could differ from those estimates



PCS SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Summary of significant accounting policies continued

Income Taxes

The shareholders of the Company have elected to be treated as an corporation under Subchapter of the

Internal Revenue Code Accordingly no provision has been made for federal income taxes since the income or loss

of the Company is allocated to the individual shareholders for inclusion in their personal income tax return The state

of Washington does not impose an income tax

The determination of the Companys provision for income taxes requires significant judgment the use of estimates

and the interpretation and application of complex tax laws Significant judgment is required in assessing the timing

and amounts of deductible and taxable items and the probability of sustaining uncertain tax positions The benefits of

uncertain tax positions are recorded in the Companys financial statements only after determining more-likely-than-

not probability that the uncertain tax positions will withstand challenge if any from tax authorities When facts and

circumstances change the Company reassesses these probabilities and records any changes in the financial

statements as appropriate Accrued interest and penalties related to income tax matters are classified as

component of income tax expense

In accordance with GAAP the Company is required to determine whether tax position of the Company is more

likely than not to be sustained upon examination by the applicable taxing authority including resolution of any related

appeals or litigation processes based on the technical merits of the position The tax benefit to be recognized is

measured as the largest amount of benefit that is greater than fifty percent likely of being realized upon ultimate

settlement De-recognition of tax benefit previously recognized could result in the Company recording tax liability

that would reduce stockholders equity At December 31 2013 management has determined that the Company had

no uncertain tax positions that would require financial statement recognition This policy also provides guidance on

thresholds measurement de-recognition classification interest and penalties accounting in interim periods

disclosure and transition that is intended to provide better financial statement comparability among different entities

Managements conclusions regarding this policy may be subject to review and adjustment at later date based on

factors including but not limited to on-going analyses of and changes to tax laws regulations and interpretations

thereof

The Company files its income tax returns in the U.S federal and various state and local jurisdictions Generally the

Company is no longer subject to income tax examinations by major taxing authorities for years before 2009 Any

potential examinations may include questioning the timing and amount of deductions the nexus of income among
various tax jurisdictions and compliance with U.S federal state and local tax laws The Companys management
does not expect that the total amount of unrecognized tax benefits will materially change over the next twelve months



PCS SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Property and equipment

Details of property and equipment at December 31 2013 are as follows

Software 126607
Furniture and fixtures 15268

141875
Less accumulated depreciation and amortization 141875

Depreciation and amortization expense for the year ended December 31 2013 was approximately $1541

Net capital requirement

The Company is member of FINRA and subject to the SEC Uniform Net Capital Rule 15c3-1 This Rule requires

the maintenance of minimum net capital and that the ratio of aggregate indebtedness to net capital both as defined
shall not exceed 15 to and that equity capital may not be withdrawn or cash dividends paid if the resulting net

capital ratio would exceed 10 to At December 31 2013 the Companys net capital was approximately $749000
which was approximately $703000 in excess of its minimum requirement of approximately $46000

Related party transactions

The Company incurred marketing and research fees of approximately $247000 to companies owned wholly or in part

by one of the Companys shareholders through research agreements

Concentrations

The Company maintains all of its cash and cash equivalents at two financial institutions which at times may exceed

federally insured limits The Company is subject to credit risk to the extent any financial institution with which it

conducts business is unable to fulfill contractual obligations on its behalf Management monitors the financial

condition of such financial institutions and does not anticipate any losses from these counterparties At December 31
2013 cash and cash equivalents totaled approximately $1434000 of this balance approximately $3000 is held in

money market

The Companys customers are concentrated in the financial services industry and include investment banks
institutional investors and private equity funds The Company derives most of its revenue from customers located

within the United States The Company generally does not require collateral and evaluates credit worthiness on

customer-by-customer basis based on the reputation of the customer within the industry historical trends and other

information To date losses related to bad debts have been within managements expectations



PCS SECURITIES INC

NOTES TO FINANCIAL STATEMENT

Concentrations continued

During the year ended December 31 2013 approximately 59% approximately $247000 of research costs as

reflected on the statement of operations were provided by two suppliers which are related parties

Pursuant to clearance agreements the Company introduces all of its securities transactions to its clearing brokers

on fully disclosed basis All of the customers money balances and long and short security positions are to be

carried on the books of the clearing broker In accordance with these clearance agreements the Company has

agreed to indemnify these brokers for losses the clearing brokers may sustain from customer accounts introduced

by the Company It is not practicable to estimate the fair value of the indemnity clause however the Company

does not anticipate that it will incur any losses as result of the indemnification

Exemption from Rule 15c3-3

The Company is exempt from the SEC Rule 15c3-3 pursuant to the exemptive provision of sub-paragraph k2ii
as all customer transactions are cleared through other broker dealers on fully disclosed basis

Recent Regulatory Developments

In July 2013 the U.S Securities and Exchange Commission SEC adopted amendments to its broker-dealer

reporting rules which will now require among other things that audits of all SEC-registered broker-dealers be

conducted under Public Company Accounting Oversight Board PCAOB standards for fiscal years ending on or

after June 2014 effectively replacing the American Institute of Certified Public Accountants with the PCAOB as

the auditing standard-setter for auditors of broker-dealers and replacing Generally Accepted Auditing Standards

with PCAOB standards for broker-dealers that are subject to audit Broker-dealers will be required to file either

compliance reports or exemption reports as applicable and file reports of independent public accountants

covering compliance reports or exemption reports prepared in accordance with the PCAOB standards

Additionally effective December 31 2013 if broker-dealer is Securities Investor Protection Corporation

SIPC member firm broker-dealer audited financial statements will also be required to be submitted to SIPC

and broker-dealers will be required to file new quarterly Form Custody

In addition SEC adopted amendments to various financial responsibility rules For broker-dealer such as the

Company these amendments were mostly technical in nature and effectively ratified various interpretive and

noaction positions taken by SEC staff over many years or which conformed to existing practices or self-regulatory

organization rules

Management has evaluated the implications of the amendments to the broker-dealer reports and the financial

responsibility rules and does not expect that the adoption of the amendments will have material impact on the

Company or its financial statements

Subsequent Events

In January 2014 the Company distributed $200000 to its sole shareholder


