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OATH OR AFFIRMATION

Mike Hernandez swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

RCap Securities Inc as

of December31 20 13 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

1/
Signature

Chief Financial Officer

NATHALIE URIBE Title

Notary Pubkc State of New York

--6--- Qualffied in Queens Count

Notar jjic Commission Expires 5/9/2
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El Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
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El report describing any material inadequacies found to exist or found to have existed since the date of the previous audit
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Report of Independent Registered Public Accounting Firm

To the Board of Directors of

RCap Securities Inc

We have audited the accompanying statement of financial condition of RCap Securities Inc the

Company as of December 31 2013 and the related notes to the statement of financial

condition

Managements Responsibility for the Financial Statement

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

condition in conformity with U.S generally accepted accounting principles this includes the

design implementation and maintenance of internal control relevant to the preparation and fair

presentation of statement of financial condition that is free from material misstatement

whether due to fraud or error

Auditors 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 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 financial statement The procedures selected depend on the auditors judgment

including the assessment of the risks of material misstatementof the financial statement 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

management as well as evaluating the overall presentation of the statement of financial

condition

member hrm of Ernst Yourrg Global Lirreted



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 financial position of RCap Securities Inc at December 31 2013 in

conformity with U.S generally accepted accounting principles

1r4 1K1
LLP

February 26 2014



RCap Securities Inc

Statement of Financial Condition

As of December 31 2013

Assets

Cash and cash equivalents 27839752

Reverse repurchase agreements 7429758666
Securities borrowed 2582892886
Securities owned at fair value $1113026601 pledged as collateral 1117915271

Deposits with clearing organizations 143423993

Receivable from brokers dealers and clearing organizations 84543546

Derivative contracts at fair value 3486884
Interest receivable 3717585
Other assets 962930

Total assets $11394541513

Liabffities

Repurchase agreements 6503936887
Securities loaned 2527668461
Securities sold not yet purchased at fair value 1918394122

Payable to brokers dealers and clearing organizations 43248016

Derivative contracts at fair value 438511

Interest payable 2879429

Payable to affiliate 277945

Accounts payable and other liabilities 2907825
Total liabilities 10999751196

Stockholders equity

Common stock par value $.01 per share 1000000

shares authorized 1000000 issued and outstanding 10000

Additional paid-in capital 375990000

Retained earnings 18790317

Total stockholders equity 394790317

Total liabilities and stockholders equity 11394541513

See notes to financial statements



RCap Securities Inc

Notes to Financial Statements

December 31 2013

Organization and Nature of Business

RCap Securities Inc the Company or RCap was incorporated in Maryland on July

2008 and is registered as broker-dealer with the Securities and Exchange Commission SEC
and member of the Financial Industry Regulatory Authority FINRA RCap was granted

membership to FINRA in January 2009 and commenced operations in February 2009 RCap
received approval as member of Fixed Income Clearing Corporation FICC on May 2009

Depository Trust and Clearing Corporation DTCC on October 22 2009 and Options

Clearing Corporation 0CC on July 24 2012 RCap is wholly-owned taxable Real Estate

Investment Trust REIT subsidiary of Annaly Capital Management Inc the Parent
RCaps principal business activities include operating financing matched book of

predominantly U.S Agency mortgage-backed and U.S Treasury securities engaging in

securities lending activities of U.S equity and corporate fixed income securities as well as

conducting proprietary trading of U.S Treasury notes and bonds futures and options contracts

RCap is also approved to participate in underwriting syndicates

Significant Accounting Policies

Basis of Presentation The financial statements and related footnotes are presented in

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

GAAP
Cash and Cash Equivalents The Company defines cash and cash equivalents as short-term

highly liquid securities and interest-earning deposits with maturities when purchased of 90 days

or less This includes amounts deposited in money market funds Cash and cash equivalents are

carried at cost which approximates fair value

Reverse Repurchase and Repurchase Agreements The Company enters into reverse repurchase

agreements and repurchase agreements collectively Repos as part of the Companys matched

book trading activity The Company generates income from the spread between what is earned

on the reverse repurchase agreements and what is paid on the matched repurchase agreements

Repos are accounted for as collateralized financing transactions and are recorded at their

contracted resale or repurchase amount plus accrued interest The Company earns and incurs

interest over the term of the Repo on an accrual basis Repos with the same counterparty and the

same maturity are presented net in the Statement of Financial Condition when the terms of the

agreement permit netting



RCap Securities Inc

Notes to Financial Statements continued

Significant Accounting Policies continued

The Companys policy is to monitor the fair value of the underlying collateral daily versus the

related receivable or payable balances Should the fair value of the underlying securities decline

or increase additional collateral is requested or excess collateral is returned as appropriate

Repos are transacted under master repurchase agreements that give the Company the right in the

event of default to liquidate collateral held and to offset receivables and payables with the same

counterparty

Securities Borrowed and Loaned Transactions The Company records securities borrowed and

loaned transactions as collateralized financings Securities borrowed transactions require the

Company to provide the counterparty with collateral in the form of cash or other securities The

Company receives collateral in the form of cash or other securities for securities loaned

transactions in an amount generally in excess of the fair value of the securities loaned The

Company monitors the fair value of the securities borrowed and loaned on daily basis with

additional collateral obtained or refunded as necessary Securities borrowed and securities loaned

transactions are recorded at contract value

Securities Owned and Securities Sold Not Yet Purchased The Company trades in U.S

Treasury Securities for its proprietary portfolio which consists of long and short positions on

U.S Treasury notes and bonds U.S Treasury securities are classified as trading investments and

are recorded on trade date at cost Fair value is determined using end of day quoted prices in

active markets

Deposits with Clearing Organizations The Company is member of various clearing

organizations with which it maintains cash required for the conduct of its day-to-day clearance

activities The Company carries cash deposited with clearing organizations at cost which

approximates fair value

Derivative Contracts The Company enters primarily into U.S Treasury Eurodollar federal

funds and German government and U.S equity index futures and options contracts Generally

these contracts are entered into as an economic hedge to the proprietary portfolio The Company

maintains margin accounts which are settled daily with futures and options commission

merchants

Interest Receivable and Interest Payable Interest receivable and interest payable on U.S

Treasury notes and bonds is accrued based on the outstanding principal amount of those

investments and their stated terms



RCap Securities Inc

Notes to Financial Statements continued

Significant Accounting Policies continued

Other Assets and Other Liabilities Other assets consist primarily of receivables receivables

from affiliates pre-paid expenses deposits and equipment and facilities less accumulated

depreciation Other liabilities consist primarily of accrued expenses accounts payable and

accounts payable to affiliates

Equipment and Facilities Generally the Company does not own or lease its own equipment and

facilities The cost of the majority of equipment and facilities with the exception of the

Companys data storage equipment and select trading equipment is shared with affiliates and is

allocated to the Company by the Parent based on an expense sharing agreement

Use of Estimates The preparation of the financial statements in conformity with GAAP

requires management to make estimates and assumptions that affect the reported amounts of

assets and liabilities 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

Actual results could differ from those estimates

Fair Value Measurements and Disclosures Accounting Standards Codification ASC 820

Fair Value Measurements requires the disclosure at fair value of all financial instruments

including assets and liabilities recorded in the Statement of Financial Condition at their contract

amounts Management estimates that the carrying values of these financial instruments

approximates their fair value as they are short-term in nature or are open contracts subject to

frequent re-pricing

Legal Reserves The Company accrues liability when it is probable that liability has been

incurred and the amount of the loss can be reasonably estimated In many lawsuits and

arbitrations including class action lawsuits it is not possible to determine whether liability has

been incurred or to estimate the ultimate or minimum amount of that liability until the case is

close to resolution in which case no accrual is made until that time As of December 31 2013

the Company was not aware of any outstanding claims or legal actions against the Company

Income Taxes The Company is taxable as domestic Corporation and is subject to federal

state and local income taxes based upon its taxable income The Company provides for income

taxes on all transactions that have been recognized in the financial statements Accordingly in

the event that there are deferred tax assets or liabilities the deferred taxes would be adjusted to

reflect the tax rates at which future taxable amounts will likely be settled or realized Valuation



RCap Securities Inc

Notes to Financial Statements continued

Significant Accounting Policies continued

allowances are established when necessary to reduce deferred tax assets to the amounts expected

to be realized As of December 31 2013 the Company does not have deferred tax asset thus no

valuation allowance is required

The provisions of ASC 740 Income Taxes clarify the accounting for uncertainty in income

taxes recognized in financial statements and prescribe recognition threshold and measurement

attribute for tax positions taken or expected to be taken on tax return ASC 740 also requires

that interest and penalties related to unrecognized tax benefits be recognized in the financial

statements The Company does not have any unrecognized tax benefits that would affect its

financial position Thus no accruals for penalties and interest were necessary as of December 31
2013

Related Party Transactions

The Company enters into the majority of the reverse repurchase agreements with affiliated

entities to provide them with financing source The Company has also entered into

administrative service agreements with certain affiliated entities by which the Company earns

administrative and service fee revenues Receivables from affiliates for Administrative and

service fees are included in Other assets in the Statement of Financial Condition

Payables to affiliates consist of expenses to be reimbursed to the Parent pursuant to an expense

sharing agreement

Related party transactions are comprised of the following

Receivable from Parent

Reverse repurchase agreements 7329757722

Receivable from Affiliates

Administrative and service fees 13250

Payable to Parent

Accounts payable net of administrative and service fees 277945



RCap Securities Inc

Notes to Financial Statements continued

Securities Financing Transactions

The Company enters into Repos and secured borrowing and lending transactions to obtain

securities for settlement of its matched book transactions to finance trading inventory and to

earn residual interest rate spreads

Under these agreements and transactions the Company receives collateral including U.S

government and Agencies corporate fixed income and equity securities Under many agreements

the Company is permitted to sell or re-pledge the securities received as collateral and deliver to

counterparties to cover short positions As of December 31 2013 the fair value of securities

received as collateral where the Company is permitted to sell or re-pledge the securities was

$10297951470 of which $7665172212 was received from affiliated companies The fair

value of these securities that had been sold or re-pledged was $9788278852 of which none

have been sold or re-pledged to affiliated companies

Reverse Repurchase and Repurchase Agreements

Repos with the same counterparty and the same maturity are presented net in the Statement of

Financial Condition when the terms of the agreements permit netting The following table

summarizes the gross amounts of Repos amounts offset in accordance with netting arrangements

and net repos as on the Statement of Financial Condition at December 31 2013

Gross Amounts Eligible Net

Amounts For Offset Amounts

Reverse repurchase agreements 9854766248 2425007582 7429758666

Repurchase agreements 8928944469 2425007582 6503936887

Derivative Contracts

In connection with the Companys proprietary trading activities the Company enters primarily

into U.S Treasury Eurodollar federal funds and German government and U.S equity index

futures and options contracts The Company takes positions in futures and options contracts for

economic hedging purposes to reduce exposure to changes in yields of its U.S Treasury

securities and for speculative purposes to achieve capital appreciation The Company uses

appropriately licensed futures commission merchants to execute its orders to buy and sell futures

and options contracts



RCap Securities Inc

Notes to Financial Statements continued

Derivative Contracts continued

The following table summarizes the fair value information about our derivative assets and

liabilities as of December 31 2013

Location on Statement Total Total

of Financial Condition Contracts Amounts

Assets

U.S Treasury Futures Derivative Contracts at fair value 1805 3486884

Liabilities

U.S Treasury Futures Derivative Contracts at fair value 2610 438511

The following table summarizes information about our derivative assets and liabilities amounts

that are eligible for offset in accordance with netting arrangements as of December 31 2013

Amounts

Gross Eligible Net

Amounts For Offset Amounts

Assets

U.S Treasury Futures 3486884 438511 3048373

Liabilities

U.S TreasuryFutures 438511 438511

Fair Value Measurement

The Company follows fair value guidance in accordance with GAAP to account for its financial

instruments The fair value of financial instrument is the amount that would be received to sell

an asset or paid to transfer liability in an orderly transaction between market participants at the

measurement date

GAAP requires classification of the instruments into three-level hierarchy based on the priority

of the inputs to the valuation technique The fair value hierarchy gives the highest priority to

quoted prices in active markets for identical assets or liabilities Level and the lowest priority

to unobservable inputs Level If the inputs used to measure the financial instruments fall



RCap Securities Inc

Notes to Financial Statements continued

Fair Value Measurement continued

within different levels of the hierarchy the categorization is based on the lowest level input that

is significant to the fair value measurement of the instrument Financial assets and liabilities

recorded at fair value on the Statement of Financial Condition or disclosed in the related notes

are categorized based on the inputs to the valuation techniques as follows

Level inputs to the valuation methodology are quoted prices unadjusted for identical

assets and liabilities in active markets

Level inputs to the valuation methodology include quoted prices for similar assets and

liabilities in active markets and inputs that are observable for the asset or liability either

directly or indirectly for substantially the full term of the financial instrument

Level inputs to the valuation methodology are unobservable and significant to the overall

fair value

Securities owned and Securities sold not yet purchased are valued based on quoted prices

unadjusted in an active market U.S Treasury securities consist primarily of U.S Treasury

notes and bonds that are highly liquid and heavily traded on the secondary market Derivative

contracts are listed derivatives that are actively traded and valued based on quoted prices from

exchanges and are categorized in Level of the fair value hierarchy

Level Level Level

Assets

Securities owned 1117915271
Cash equivalents money market funds 22400000
Futures contracts 3486884

Liabilities

Securities sold not yet purchased 1918394122
Futures contracts 438511

10



RCap Securities Inc

Notes to Financial Statements continued

Commitments Contingencies and Guarantees

The Company provides guarantees to securities clearinghouses and exchanges Under the

standard membership agreement members are required to guarantee the performance of other

members Under the agreements if another member becomes unable to satisfy its obligations to

the clearinghouse other members would be required to meet shortfalls The Companys liability

under these arrangements is not quantifiable and could exceed the cash and securities it has

posted as collateral However management believes the potential for the Company to be

required to make payments under these arrangements is remote Accordingly no contingent

liability is carried in the Statement of Financial Condition for these transactions

From time to time the Company may be involved in various claims and legal actions arising in

the ordinary course of business As of December 31 2013 the Company was not involved in any

claims or legal actions and therefore no accrual was required

The Company makes use of various policies in the risk management process

Market Risk Market risk is the potential change in an instruments value caused by fluctuations

in interest and currency exchange rates equity and commodity prices credit spreads or other

risks The level of market risk is influenced by the volatility and the liquidity in the markets in

which financial instruments are traded

Interest Rate Risk Interest rate risk arises from the possibility that changes in interest rates will

affect the value of financial instruments

Equity Price Risk Equity price risk arises from the possibility that equity security prices will

fluctuate affecting the value of equity securities and other instruments that derive their value

from particular stock

Counterparty Credit Risk The Company is exposed to risk of loss if an issuer or counterparty

fails to perform its obligations under contractual terms

The Company has established policies and procedures for mitigating credit risk including

reviewing and establishing limits for credit exposure limiting transactions with specific

counterparties maintaining qualifying collateral and continually assessing the creditworthiness

of counterparties

11



RCap Securities Inc

Notes to Financial Statements continued

Commitments Contingencies and Guarantees continued

In the normal course of business the Company executes settles and finances various

counterparty defined as non-customer pursuant to SEC Rules 5c3 -1 and 5c3 -3 securities

transactions These activities may expose the Company to default risk arising from the potential

that counterparty may fail to satisfy their obligations The Company seeks to control the risks

associated with its counterparty activities by requiring counterparties to maintain collateral in

compliance with regulatory and internal guidelines

Concentrations of Credit Risk The Company provides financing and related services to

diverse group of domestic counterparties The Companys exposure to credit risk associated with

these transactions is measured for each individual counterparty To reduce the potential for risk

concentration credit limits are established and monitored in light of changing counterparty and

market conditions The Companys primary counterparty to the reverse repurchase agreements is

the Parent

As of December 31 2013 the Companys significant concentration of credit risk was with the

U.S government and its Agencies The Companys indirect exposure results from maintaining

U.S government and Agency securities as collateral for reverse repurchase agreements The

Companys direct credit exposure on these transactions is with the Parent thus the Company has

credit exposure to the U.S government and its Agencies only in the event of the Parents default

The Companys significant industry credit concentration is with financial institutions as well as

REITs including both affiliates and third parties Financial institutions include other brokers and

dealers and commercial banks This concentration arises in the normal course of the Companys
brokerage trading and financing activities

12



RCap Securities Inc

Notes to Financial Statements continued

Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule SEC Rule 15c3-l which

requires the maintenance of minimum net capital The Company computes its net capital under

the alternative method permitted by SEC Rule 5c3- which requires that minimum net capital

shall be the greater of 2% of aggregate debit items ADI arising from customer transactions or

$250000 As of December 31 2013 the Companys regulatory net capital of $391520506

exceeded the minimum requirement of $250000 by $391270506

10 Other Regulatory Requirements

The Company is subject to the customer protection requirements of SEC Rule 15c3-3 under the

Act For the December 31 2013 customer reserve computation there was no requirement to

segregate securities into the special reserve account for the exclusive benefit of customers

11 Subsequent Events

On January 31 2014 the Company ceased its proprietary trading activities

13
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Report of Independent Registered Public Accounting Firm on Applying Agreed-Upon Procedures

To the Board of Directors and Management of

RCap Securities Inc

We have performed the procedures enumerated below which were agreed to by the Board of Directors and

management of RCap Securities Inc the Securities Investor Protection Corporation SIPC the Securities

and Exchange Commission and the Financial Industry Regulatory Authority in accordance with Rule 17a-

5e4 of the Securities Exchange Act of 1934 We performed the procedures solely to assist the specified

parties in evaluating RCap Securities Inc.s compliance with the applicable instructions of the General

Assessment Reconciliation Form SIPC-7 for the period from January 2013 through December 31 2013

RCap Securities Inc.s management is responsible for RCap Securities Inc.s compliance with those

requirements This agreed-upon procedures engagement was conducted in accordance with attestation

standards established by the American Institute of Certified Public Accountants The sufficiency of these

procedures is solely the responsibility of those parties specified in this report Consequently we make no

representation regarding the sufficiency of the procedures described below either for the purpose for which this

report has been requested or for any other purpose

The procedures we performed and our findings are as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement record

entries and check payments

No exceptions were noted

Compared the amounts reported on the FOCUS report with the amounts reported in Form SIPC-7 for

the period from January 2013 through December 31 2013

No exceptions were noted

Compared any adjustments reported in Form SIPC-7 with supporting schedules and working papers

for the period from January 2013 through December 31 2013

No exceptions were noted

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related

supporting schedules and working papers supporting the adjustments

No exceptions were noted

We were not engaged to and did not conduct an examination the objective of which would be the expression

of an opinion on compliance with the applicable instructions of the General Assessment Reconciliation Form
SIPC-7 for the period from January 2013 through December 31 2013 Accordingly we do not express such

an opinion Had we performed additional procedures other matters might have come to our attention that

would have been reported to you

member frm of Erost Young Global Limited



EY
Building better

working world

This report is intended solely for the information and use of the specified parties listed above and is not

intended to be and should not be used by anyone other than these specified parties

LL

February 26 2014

member firm of Ernst Young Global Limited
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