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Bauerle
AND COMPANY

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS REPORT

To the Shareholder of Phillips Capital Inc

Denver Colorado

Report on the Financial Statements

We have audited the accompanying financial statements of Phillips Capital Inc

Nevada corporation which comprise the statement of financial condition as of

December 31 2013 and the related statements of operations changes in shareholders

equity and cash flows for the year then ended that are filed pursuant to Rule 17a-5

under the Securities Exchange Act of 1934 and the related notes to the financial

statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these

financial statements in accordance with accounting principles generally accepted in the

Unites States of America this includes the design implementation and maintenance of

internal control relevant to the preparation and fair presentation of financial statements

that are free from material misstatement whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on these financial statements 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

statements are free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts

and disclosures in the financial statements The procedures selected depend on the

auditors judgment including the assessment of the risks of material misstatement of the

financial statements 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 financial statements 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 financial statements

7887 Belleview Ave Ste 700 American Institute of Certified Public Accountants

Denver CO 80111

MAIN 303.759.0089 Colorado Society of Certified Public Accountants

FAX 303.759.2189

www.bcclenver.com PKF North America an association of legally independent hrms



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 financial statements referred to above present fairly in all material

respects the financial position of Phillips Capital Inc as of December 31 2013 and
the results of its operations and its cash flows for the year then ended in accordance
with accounting principles generally accepted in the United States of America

Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial

statements as whole The information contained in the supplementary schedule is

presented for purposes of additional analysis and is not required part of the financial

statements but is supplementary information required by Rule 17a-5 under the

Securities Exchange Act of 1934 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 statements The information in the supplementary
schedule has been subjected to the auditing procedures applied in the audit of the

financial statements and certain additional procedures including comparing and

reconciling such information directly to the underlying accounting and other records

used to prepare the financial statements or to the financial statements themselves and
other additional procedures in accordance with auditing standards generally accepted in

the United States of America In our opinion the information in the supplementary
schedule is fairly stated in all material respects in relation to the financial statements as

whole

/VZ
Bauerle and Company P.C

Denver Colorado

February 20 2014



PHILLIPS CAPITAL INC

ASSETS

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2013

ASSETS

Cash and Cash Equivalents

Accounts Receivable

Prepaid Expense and Other Assets

265083

276758

1408

TOTAL ASSETS 543249

LIABILITIES

Accrued Expenses

LIABILITIES AND SHAREHOLDERS EQUITY

811

SHAREHOLDERS EQUITY

Common Stock $0.10 Par Value

250000 Shares Authorized 33000

Shares Issued and Outstanding

Additional Paid-In Capital

Treasury Stock at Cost

27815 Common Shares

Retained Earnings

TOTAL SHAREHOLDERS EQUITY

TOTAL LIABILITIES AND

SHAREHOLDERS EQUITY

The accompanying notes are an integral part of the financial statements

3300

160601

278487
657024

542438

543249



PHILLIPS CAPITAL INC

STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31 2013

REVENUES

Commissions 434679

Underwriting Income 139400

Transaction Advisory Fees 379250

Service Revenue 12000

Interest Income and Other 35474

Total Revenues 1000803

EXPENSES

Salaries and Employee Benefits 52954

Commissions 416619

Rent 63460

Other General and Administrative 88081

Total Expenses 621114

NET INCOME 379689

The accompanying notes are an integral part of the financial statements



PHILLIPS CAPITAL INC

STATEMENT OF CHANGES IN SHAREHOLDERS EQUITY

FOR THE YEAR ENDED DECEMBER 31 2013

Additional Total

Common Paid-In Treasury Retained Sharholders

Stock Capital Stock Earnings Equity

Balance January 2013 3300 160601 278487 426813 312227

Distribution to Shareholder 149478 149478

Net Income ___________ 379689 379689

Balance December 31 2013 3300 160601 278487 657024 542438

The accompanying notes are an integral part of the financial statements



PHILLIPS CAPITAL INC

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31 2013

CASH FLOWS FROM OPERATING ACTIVITIES

Net Income 379689

Changes in Operating Assets and Liabilities

Accounts Receivable 228070

Prepaid Expense and Other Assets 6591

Accrued Expenses 616

Net Cash Provided By

Operating Activities 157594

CASH FLOWS FROM FINANCING ACTIVITIES

Distributions to Shareholder 149478

NET INCREASE IN CASH AND CASH EQUIVALENTS 8116

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 256967

CASH AND CASH EQUIVALENTS AT END OF YEAR 265083

SUPPLEMENTAL DISCLOSURE

Interest Paid

The accompanying notes are an integral part of the financial statements



PHILLIPS CAPITAL INC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31 2013

Nature of Operations and Significant Accounting Policies

Nature of Operations Phillips Capital Inc the Company is broker-dealer

registered with the Securities and Exchange Commission SEC and is member of

the Financial Industry Regulatory Authority FINRA The Company primarily earns

revenues from private placement offerings and commissions on mutual fund

transactions

The Company operates under the provisions of paragraph k1 of Rule 5c3-3 of

the Securities Exchange Act of 1934 and accordingly is exempt from the remaining

provisions of that rule

Use of Estimates The preparation of financial statements in conformity with

accounting principles generally 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 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

Revenue Recognition Underwriting income is recorded at the time the private

offering is complete Income from commissions on mutual fund transactions is

recorded on trade-date basis which is the date that the transaction is executed

Transaction advisory fees and service revenues are recognized as earned based

upon the terms of the specific contracts with the customers

Cash and Cash Equivalents The Company considers all highly liquid

investments with original maturities of three months or less to be cash equivalents At

December 31 2013 cash equivalents consisted of money market account held with

bank

Accounts Receivable Accounts receivable are stated at the amount billed to

customers The Company provides an allowance for doubiful accounts which is

based upon review of outstanding receivables historical collection information and

existing economic conditions At December 31 2013 no accounts were deemed

doubtful and thus no allowance is provided Accounts receivable are ordinarily due 30

days after the issuance of the invoice Accounts that are unpaid after the due date do

not bear any interest Delinquent receivables are written-off based on specific

circumstances of the customer



PHILLIPS CAPITAL INC

NOTES TO FINANCIAL STATEMENTS CONTINUED
DECEMBER31 2013

Nature of Operations and Significant Accounting Policies Continued

Financial Instruments and Concentrations of Credit Risk The book values of

the Companys cash and cash equivalents accounts receivable and accrued liabilities

approximate their fair values given their short term nature Financial instruments

which potentially subject us to significant concentrations of credit risk consist primarily

of cash and cash equivalents and accounts receivable As of December 31 2013 the

Companys cash accounts did not exceed federally insured limits however

periodically during the reporting period balances in various operating accounts may
have exceeded federally insured limits We have not experienced any losses in such

accounts

At December 31 2013 substantially all of the balance of accounts receivable is

due from one customer and was collected in January 2014 During the year ended

December 31 2013 three customers accounted for approximately 90% of the

Companys revenue The Company performs ongoing credit evaluations of is

customers and generally does not require collateral as the Company believes it has

collection measures in place to limit the potential for significant losses

Income Taxes The Company with the consent of its sole shareholder has

elected to be taxed under the provisions of Subchapter of the Internal Revenue

Code and therefore is not directly subject to income taxes Therefore taxable

income or loss is reported to the individual shareholder for inclusion in the

shareholders tax return As such no provision for federal or state income taxes has

been included in the accompanying financial statements

Generally Accepted Accounting Principles require the Company to disclose any

material uncertain tax positions that management believes does not meet more

likely-than-not standard of being sustained under an income tax audit and to record

liability for any such taxes including penalties and interest As of December 31 2013

management has not identified any uncertain tax positions The Company evaluates

the validity of its conclusions regarding uncertain income tax positions on an annual

basis including its status as pass-through entity to determine if facts or

circumstances have arisen that might cause management to change its judgment

regarding the likelihood of tax positions sustainability under examination The

Company files income tax returns in the U.S Federal jurisdiction and in various state

jurisdictions These returns are currently open for income tax examinations under the

statute of limitations by the Internal Revenue Service for the years ended December

31 2010 and after and by various state taxing agencies for years ended December

31 2009 and after



PHILLIPS CAPITAL INC

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31 2013

Nature of Operations and Significant Accounting Policies Continued

Property and Equipment Property and equipment consists of furniture and

fixtures and leasehold improvements having cost of $103469 and $77267

respectively which was fully depreciated under straight-line methods over the useful

lives of the respective assets prior to the year ended December 31 2013 At

December 31 2013 the net book value of property and equipment was $-0- and

depreciation expense was $-O- for the year ended December 31 2013

Treasury Stock Common stock shares repurchased are recorded at cost Cost

of shares retired or reissued is determined using first-in first-out method

Subsequent Events Subsequent events have been evaluated through February

20 2014 which is the date the financial statements were available to be issued

Net Capital Requirement

The Company is subject to the Securities and Exchange Commission uniform net

capital rule Rule 15c3-1 which requires the maintenance of minimum amount of

net capital and requires that the ratio of aggregate indebtedness to net capital both as

defined shall not exceed 15 to Rule 15c3-1 also provides 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 Company had net capital of $259215
which was $254215 in excess of its required net capital of $5000 The Companys
net capital ratio was 0.003 to at December 31 2013



SUPPLEMENTARY INFORMATION

Pursuant to Rule 17a-5 of the

Securities Exchange Act of 1934

10



PHILLIPS CAPITAL INC

COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1

OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31 2013
___________

Net Capital

Total Shareholders Equity

Non-Allowable Assets

Accounts Receivable

Prepaid and Other Assets

Total Non-Allowable Assets

Haircut on Money Market Account

276758

1408

278166

5057

Net Capital 259215

Aggregate Indebtedness 811

Minimum Net Capital Required 5000

Capital in Excess of Minimum Requirement 254215

Ratio of Aggregate Indebtedness to Net Capital 0.003 to

There were no material differences between the amounts presented above and the

amounts presented in the Companys computation file with Part II Form X-1 7A-5 for

December 31 2013 Accordingly no reconciliation is necessary

542438

11



Bauerle
AND COMPANY

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS REPORT

ON INTERNAL CONTROL UNDER SEC RULE 17A-5g1

To the Shareholder of Phillips Capital Inc

Denver Colorado

In planning and performing our audit of the financial statements of Phillips Capital Inc the

Company as of and for the year ended December 31 2013 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 and net capital under rule 17a-

3a11 and for determining compliance with the exemptive provisions of Rule 15c3-3

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 7a-1

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 generally accepted accounting principles

Rule 17-a5g lists additional objectives of the practices and procedures in the preceding

paragraph

7887 Befleview Ave Ste 700 American Institute of Certified Public Accountants

Denver CO 80111

MAIN 303.759.0089 Colorado Society of Certified Public Accountants

FAX 303.759.2189

www.bcclenver.com PKF North America an association of legally independent firms



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

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 and correct 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 indentify all deficiencies in internal control that

might be material weaknesses We did not identify any deficiencies in internal control and

control activities for safeguarding securities that we consider to be material weaknesses as

defined previously

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 2013 to meet the SECs objectives

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

management the SEC the Financial Industry Regulatory Authority and other regulatory

agencies that rely on rule 7a-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

tIv
Bauerle and Company P.C

Denver Colorado

February 20 2014
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Bauerle
AND COMPANY

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT ACCOUNTANTS AGREED-UPON
PROCEDURES REPORT ON SCHEDULE OF ASSESSMENT

AND PAYMENTS FORM SIPC-7

To the Shareholder of Phillips Capital Inc

Denver Colorado

In accordance with Rule 7a-5e4 under the Securities Exchange Act of 1934 we have performed

the procedures enumerated below with respect to the accompanying Schedule of Assessment and

Payments General Assessment Reconciliation Form SIPC-7 to the Securities Investor Protection

Corporation SIPC for the year ended December 31 2013 which were agreed to by Phillips Capital Inc

the Company and the Securities and Exchange Commission Financial Industry Regulatory Authority

Inc and SIPC solely to assist you and the other specified parties in evaluating Phillips Capital Inc.s

compliance with the applicable instructions of the General Assessment Reconciliation Form SIPC-7

Phillips Capital Inc.s management is responsible for the Companys 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

records noting no differences

Compared the amounts reported on the audited Form X-17A-5 for the year ended December 31

2013 with the amounts reported in Form SIPC-7 for the year ended December 31 2013 noting no

differences

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

noting no differences

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

schedules and working papers supporting the adjustments noting no differences

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

expression of an opinion on compliance 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

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

vpMv
Bauerle and Company P.C

Denver Colorado

February 20 2014

7887 BeIeview Ave Ste 700 American Institute of Certified Public Accountants

Denver CO 80111

MAIN 303.759.0089 Colorado Society of Certified Public Accountants

FAX 303.759.2189

www.bcclenver.com PKF North America an association of legally independent firms



PHILLIPS CAPITAL INC

SCHEDULE OF SIPC ASSESSMENT AND PAYMENTS

FOR THE YEAR ENDED DECEMBER 31 2013

GENERAL ASSESSMENT 2214

LESS PAYMENTS MADE
Date Paid Amount

July 24 2012 1315

Total Payments Made 1315

Total General Assessment Balance or Overpayment 899

Payment Made with Form SIPC-7 899

15



PHILLIPS CAPITAL INC

COMPUTATION OF SIPC GENERAL ASSESSMENT

FOR THE YEAR ENDED DECEMBER 31 2013

TOTAL REVENUE

ADDITIONS

None

DEDUCTIONS

Revenues from Distributions of Registered

Investment Companies

Fees Earned Not Securities Related
____________

Total Deductions

SIPC NET OPERATING REVENUES

GENERAL ASSESSMENT .0025 minimum$150

1000803

67599

47473

115072

885731

2214

16


