JURAIA

I

l

l

|

|

’ "~ OMB APPROVAL
G, 250
Estimated average burden
ANNUAL AUDITED REPORT ~lfousperresponse..... 1900
FORM X-17A-5 ['SEC FILE NUMBER |
FACING PAGE T -Lo0713Y

Information Required of Brokers and Dealers Pursuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING 1/01/2019 AND ENDING 12/31/1 9 ,
MM/DDIYY T MMIBDIYY

A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: Innovation Capital, LLC ' | OFFICIALUSE-ONLY.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM 1.D. NO.

222 N. Pacific Coast Hwy., Suite 1300

(No. and Street)

_ElSegundo CA -~ 90245
(City) Stare) S © (ZipCoadey
NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Malt Sod! ‘ ... 510-305-9333

{Area Code - Telephone Number)

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
Alvarez & Assoclates, Inc.

(Name — if Individual, state Tast, first, middle nanic)

9221 Corbin Avenue, Suite 165 Northridge , CA 91324
(Address) T Ty * (State) "OT1ip Code)
_ Mail Processing
CHECK ONE: Securities and Exchange Commission Section
: pcrtiﬁed Public Accountant Trading and Markets fpg B 7020
Public Accountant 2020 h L
Accountant not resident in United States or any of its ii%s:ogs  Washington Lt
| = _ Y D ECEIVED 415
N . . __FOR OFFICIALXME/ONL ,

*Claims for exemption from the requirement (hal the annual report be covered by the opinion of an independent public uccountant
must be supported by a statement of facts and circumstances relied on as the basis_for the exemption. See Section 240.17a-5(¢)(2)

Potentlal persons who are to respond:to the collection of

informatlon ontained in this form:are hot tequired to.respond
SEC 1410 (11-05) unless the form displays a currently vaild om%cﬁmrol nun‘:b'a{r;

\M‘/\S

Gig.




OATH OR AFFIRMATION

I, Matt Sodi __» swear (or affirm) that, to the best of

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

Innovation Capital, LLC L, 88

of Decem5§r31 - 2019 .. , are true and correct. | further swear (or affirm) that

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

classified solely as that of a customer, except as follows:

Y Signature
Founding Partner, President & Managing Director
 TTitle

Notary Public”

‘I'his report ** contains (check all applicable boxes):
[€] (a) Pacing Page.

[#] (b) Statement of Financial Condition. .
(c) Statement of income (Loss) or, if there is other comprehensive income in the period(s) presented, a Statement

_ of Comprehensive Income (as defined in §210.1-02 of Regulation S-X).
7] (d) Statement of Changes in Financial Condition.
(¢) Statement of Changes in Stockholders’ Equity or Partners® or Sole Proprietors’ Capital,
] (f Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital.
(h) Computation for Determination of Resetve Requirements Pursuant to'Rule 15¢3-3,
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule {5¢3-1 and the
Computation for Determination of the Resetve Requirements Under Exhibil A of Rule 15¢3-3.
[:] (k) A Reconciliation between the audited and unaudited Stalements of Financial Condition with respect to methods of

consolidation.
7] (1) An Qath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
[] (n) A reportdescribing any material inadequacics found to exist or foun

d to have existed since the date of the previous audit.

A natary public or other officer completing this cerifficate .
verifies only the identity of the individuai wha signed the
document to which this cerfificats is attached, and not the
fruthfulness, accuracy, or validily of that document.

State of A 4len ynem__
County of ./ ¢t £Z4 1Pl € ~ (
Subscribed and sworn to (dF affirmed) before me on this /8 _day of frp(or b 2y, 20026

by . . . N
i fw’{/b J @’(f ( proved to me on the basis of satisfactory evidences to be

the person who appeared bisfare me,
Notary Public 472" ¥ £ N1
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A\ P )ALVAREZ & ASSOCIATES, INC
¥ CERTIFIED PUBLIC ACCOUNTANTS
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To Those Charged with Governance and the Member of Innovation Capital, LLC:

Opinion on the Financial Statements
We have audited the accompanying statement of financial condition of Innovation Capital, LLC (the "Company")

as of December 31, 2019, the related statements of income, changes in membetr's equity, and cash flows for the year
then ended, and the related notes (collectively referred to as the "financial statements"). In our opinion, the financial
statements present fairly, in all material respects, the financial position of the Company as of December 31, 2019,
and the results of its operations and its cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States,

Basis for Opinion
These financial statements are the responsibility of the Company's management. Our responsibility is to express an

opinion on the Company's financial statements based on our audit. We are a public accounting firm registered with
the Public Company Accounting Oversight Board (United States) ("PCAOB") and are required to be independent
with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and
regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our gudit in accordance with the standards of the PCAOB, . Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, whether due to error or fraud. Our audit included performing procedures to assess the risks of material
misstatement of the financial statements, whether due to error or fraud, and performing procedures that respond to
those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements. Our audit also included evaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the financial statements. We
believe that our audit provides a reasonable basis for our opinion.

Supplemental Information
The information contained in Schedules I and II (“Supplemental Information™) has been subjected to audit

procedures performed in conjunction with the audit of the Company’s financial statements. The Supplemental
Information is the responsibility of the Company’s management. Our audit procedures included determining
whether the Supplemental Information reconciles to the financial statements or the undetlying accounting and other
records, as applicable, and performing procedures to test the completeness and accuracy of the information
presented in the Supplemental Information. In forming our opinion on the Supplemental Information, we evaluated
whether the Supplemental Information, including its form and content is presented in conformity with 17 C.F.R. §
240,17a-5. In our opinion, Schedules I and 11 are fairly stated, in all material respects, in relation to the financial

statements taken as a whole.
Alvarez & Agabiates, Inc,

A

We have served as the Company's auditor since 2018:
Northridge, California
February 10, 2020

9221 Corbin Avenue Suite 165 A
& 818-451-4661 Northridge, California 91324




Innovation Capital, LLC
Statement of Financial Condition
December 31, 2019

ASSETS
Cash $445,409
Prepaid expenses 29,822
Accounts receivable 674,708
Other assets 5,555
Investments, at market value 159,201
Right of use asset 151,020
Total Assets $1,465.715
LIABILITIES AND MEMBER'’S EQUITY
Accounts Payable $8,729
Lease liability 196,441
Total Liabilities 205,170
MEMBER’S EQUITY
Member’s Equity ‘ 1,260,545
Total Member’s Equity 1,260,545
Total Liabilities and Member’s Equity $1.465,715

The accompanying notes are an integral part of these financial statements.




Innovation Capital, LLC
Statement of Income
For the Year Ended December 31, 2019

REVENUES

$10,343,495

Fee Based Income
Dividend and interest income 48,168
Net Investment gains / (losses) 273
Total Revenues 10,392,936
EXPENSES
Occupancy Expenses 107,596
Payroll 4,969,922
Marketing 4,398
Insurance 151,977
Office Supplies 10,268
Professional Fees 1,629,732
Travel & Expenses Internal 395,511
Travel & Expense Client Reimbursable 16,626
Printing & Shipping 3,882
Utilities 13,768
Other Operating Expenses 96,084
Total Operating Expenses 7,399,764
Net Income (Loss) Before Income Tax Provision 2,993,172
Income tax provision 6,800
Net Income (Loss) S 2986372

The accompanying rotes are an integral part of these financial statements.




Innovation Capital, LLC
: Statement of Changes in Member's Equity
! For the Year Ended December 31, 2019

Balance at December 31, 2018 $614,753

Member's distributions (2,340,580)

Net Income 2,986,372
Balance at December 31, 2019 $1.260.545 .

The accompanying notes are an integral part of these financial statements.
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Innovation Capital, LLC
Statement of Cash Flows

For the Year Ended December 31,2019

Cash flow from operating activity:
Net Income (loss)

Adjustments to reconcile net income (Joss) to net
cash provided by (used in) operating activities:
Amottization - Right of Use Asset

(Increase) decrease
Accounts Receivable
Prepaid Expenses
Investments, at market value
(Decrease) increase in:
Accounts Payable

Total adjustments

Net cash provided by (used in) operating activities

Net cash provided by (used in) investing activities

Cash flow from financing activity:
Repayments of lease liability
Repayments of defetred rent
Capital distributions

Net cash provided by (used in) financing activities
Net cash increase (decrease) in cash

Cash at December 31, 2018
Cash at December 31, 2019

Supplemental disclosure of cash flow information:
Cash paid during the year for:

Interest

Income taxes

Supplemental disclosures of non-cash transactions:

$ 2,986,372

$ 75510

(492,400)
(12,675)
(159,201)
—(10.484)

__(599.250)

2,387,122
(85,690)
(3,089)
(2,340,580)

(2,429,359)

(42,237)

... 487,646,

el
$15,721
$6,800

The Company recognized a right of use asset of $282,131 and right of use liability of $282,131. The
company reduced its right of use asset with a previously accrued lease liability of $55,601.




Innovation Capital, LLC
Notes to Financial Statements
December 31, 2019

1. GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTINGPOLICIES

General

Innovation Capital, LLC (the "Company"), was organized in the State of Louisiana on February 19,
2004. The Company is a registered broker-dealer in securities under the Securities and Exchange Act
of 1934, a member of the Financial Industry Regulatory Authority ("FINRA"), and the Securities
Investor Protection Corporation ("SIPC").

The Company is a wholly-owned subsidiary of Innovation Capital Holding, LLC (the "Parent").

The Company is engaged in business as a securities broker-dealer that provides several classes of
services, including financial advisory services. The Company raises capital for corporate clients and
provides financial advisory services related to mergers and acquisitions.

Under its membership agreement with FINRA and pursuant to Rule 15¢3-3(k)(2)(i), the Company does
not execute or clear securities transactions for customers. Accordinigly, the Company is exempt from
the requirements of Rule 15¢3-3 under the Securities Exchange Act of 1934 pertaining to the possession
or control of customer assets and reserve requirements.

Summary of Significant Accounting Policies

The presentation 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 revenue and expenses during the reporting
period. Actual results could differ from those estimates.

Accounts receivable are stated at face amount with no allowance for doubtful accounts. An allowance
for doubtful accounts is not consideted necessary because probable uncollectible accounts are

immaterial.

The Company earns fees from mergers & acquisitions advisory services; capital raises and other
advisory engagements. The Company recognizes these revenues as its associated performance
obligations are completed, in accordance with the terms of written engagement agreements with
customers. These agreements provide for various billing arrangements, such as initial and on-going
retainers; transaction success fees; and advisory services.

Success fees are recognized upon the completion of the underlying transaction, at which point the
Company’s performance obligations have been completed; the transaction price is known or
estimable; and collection is reasonably assured. :




Innovation Capital, LLC
Notes to Financial Statements
December 31,2019

Retainers are nonrefundable and generally recognized in the period billed, which corresponds to the
Company’s completion of its performance obligations.

Other advisory services are recognized as the Company completes its performance obligations.

The Company is treated as a disregarded entity for federal income tax purposes, in accordance with
single member limited liability company rules. All tax effects of the Company's income or loss are
passed through to the Parent. Therefore, no provision or liability for Federal Income Taxes is included

in these financial statements.
2. INVESTMENTS, AT MARKET VALUE

Investments, at market value consist of mutual funds. These are classified as trading securities and stated
at their fair market value based on quoted market prices. At December 31, 2019, these securities are
carried at their fair market value of $159,201. The accounting for the mark-to-market on proprietary
accounting is included in the Statement of Income as net investment gains of $273.

3. FAIR VALUE MEASUREMENT - ACCOUNTING PRONOUNCEMENT

On January 1, 2009, the Company adopted FASB ASC 820, Fair Value Measurements and Disclosures,
which defines fair value, establishes a framework for measuring fair value, and establishes a fair value
hierarchy which prioritizes the inputs to valuation techniques. Fair value is the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. A fair value measurement assumes that the transaction to sell
the asset or transfer the liability occuts in the principal market for the asset or liability or, in the
absence of a principal market, the most advantageous market. Valuation techniques that are
consistent with the market, income, or cost approach, as specified by FASB ASC 820, are used to

measure fair value.
The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value
into three broad levels:

Level 1 - Quoted prices in an active matket for identical assets or liabilities;

Level 2 - Obsetvable inputs other than Level 1, quoted prices for similar assets or liabilities
in active markets, quoted prices for identical or similar assets and liabilities in markets that
are not active, and model derived prices whose inputs are observable or whose significant
value drivers are observable;

Level 3 - Assets and liabilities whose significant value drivers are unobservable.

The following table presents the Company’s fair value hierarchy for those assets and liabilities
measured at fair value on a recurring basis as of December 31, 2019:




Assets —PFair Valye _ Level 1 Inputs Level 2 Inputs Level 3 Inputs

Investments, at market value § . 159501 § . 159201 $. . T
Total $ 159201 § 159200 § . §

4. INCOME TAXES

As discussed in the Summary of Significant Accounting Policies (Note 1), the Company operates as a
limited liability company treated as a disregarded entity for tax purposes. As such, the Company is
subject to a limited liability company gross receipts tax, with a minimum franchise tax. The Company
files its tax returns using the accrual method of accounting. As of December 31, 2019, the income tax
provision consists of the following:

Franchise tax
Gross receipts
Total income tax

5, 401 (K) PLAN

Effective January 1, 2008, the Company adopted a Section 401(k) Plan (the "Plan"). All employees,
21 years of age or older, are eligible to make elective deferrals in the Plan, provided they have
completed ninety (90) days of service. Contributions are discretionary, up to a maximum of 4% of
employee compensation or 100% of employee deferral, whichever is less. For the year ended
December 31, 2019, the Company made a contribution of $ 19,508.

6. LEASE

The Company is a lessee in a noncancelable operating lease for office space subject to ASC 842, The
lease agreement does not include a termination or renewal option for either party, or restrictive financial
ot other covenants.

The components of lease cost for the year ended December 31, 2019 are as follows:

Operating lease cost $106,345
Variable lease costs 1,251

Total lease costs include in occupancy expenses $107,596




Innovation Capital, LLC
Notes to Financial Statements
December 31, 2019

Amounts teported in the Statement of Financial Condition as of December 31, 2019 are as follows:

Operating lease:
Right-of-use asset $151,020
Lease liability $196,441

Maturities of lease liabilities under the noncancelable operating lease as of December 31, 2019 are as
follows:

2020 $124,910
2021 85,195
Total undiscounted lease payments $210,105

Less imputed interest (13,664)

Total lease liability $196,441

Other information as of December 31, 2019:

The discount rate used for the lease present value calculations is its incremental borrowing rate (“IBR”)
of 8% at the lease’s commencement date, The Company’s IBR represents the rate of interest it would
have to pay on a collateralized basis to borrow an amount equal to the lease payments under similar
terms and in a similar economic environment. The lease’s implicit rate was not readily determinable.




7. COMMITMENTS AND CONTINGENCIES
Contingencies

The Company maintains several bank accounts at financial institutions. These accounts are insured
either by the Federal Deposit Insurance Commission ("FDIC"), up to $250,000, or the Securities
Investor Protection Corporation ("SIPC"), up to $500,000. At times during the year ended December
31, 2019, cash balances held in financial institutions were in excess of the FDIC and SIPC's insured
limits. The Company has not experienced any losses in such accounts and management believes that
it has placed its cash on deposit with financial institutions which are financially stable.

Litigation

The Company is periodically involved in legal actions and claims that arise as a result of events that
occur in the normal course of operations. At this time, management does not believe that any of the
company's pending legal matters will have a material adverse effect on the Company's financial
statements.

Guarantees

In accordance with FASB ASC 460, Guarantees, the Company has issued no guarantees at December
31, 2019, or during the year then ended.

Concentration

The Company’s business at any point in time is typically concentrated in a small number of
engagements. Its business model is dependent on securing an ongoing flow of generally nonrecurring
engagements.

8. RECENTLY ISSUED ACCOUNTING STANDARDS

Effective Januaty 1, 2019, the Company adopted the new FASB accounting standard ASC 842, Leases,
which governs the accounting and reporting of leases by lessees. Lessor accounting and reporting is
largely unchanged. ASC 842 generally applies to leases that have a lease term greater than 12 months
at lease commencement, or that include an option to purchase the underlying asset the Company is
reasonably certain to exercise. ASC 842’s principal changes are: 1) recognizing leases on the Statement
of Financial Condition by recording a Right-of-use asset and a Lease liability; 2) changes in lease
expense recognition during the lease term based on its classification as an Operating lease or Finance
lease; and 3) expanded disclosures of lease agreements, costs and other matters.

The Company is a lessee in a noncancelable operating lease for office space subject to ASC 842, as
disclosed in Note 4. Under the modified retrospective transition method, the Company recorded a Right-
of-use asset of $226,530 and a Lease liability in the amount of $282,131 as of January 1, 2019,




9. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. Rule 15¢3- 1 also
provides that equity capital may not be withdrawn or cash dividends paid if the resulting net capital
ratio would exceed 10 to 1. Net capital and aggregate indebtedness change day to day, but on
December 31, 2019, the Company had net capital of $536,132 which was $531,132 in excess of its
required net capital of $5,000; and the Company's tatio of aggregate indebtedness $54,150 to net
capital was 0.1 to 1, which is less than the 15 to 1 maximum allowed.

10. SUBSEQUENT EVENTS

The Company has evaluated events and transactions subsequent to the statement of financial condition
date for items requiring recording or disclosure in the financial statements. The evaluation was
performed through the date the financial statements were available to be issued. Based upon this review,
the Company has determined that there were no events or transactions which took place that would
have a material impact on its financial statements.




Innovation Capital, LLC
Schedule I - Computation of Net Capital
Pursuant to SEC Rule 15¢3-1
As of December 31, 2019

Computation of net capital

Member's equity
Total Member's equity $1,260,545
Less: Non-allowable assets
Accounts receivable (674,708)
Prepaid expense (29,822)
Deposits (5.555)
Total non-allowable assets - 7‘1‘.0_ 085
Net Capital before haircuts 550,460
Haircuts on stock mutual funds (14328)
Total haircuts and undue concentration _{(14.328)
Net Capital 536,132

Computation of net capital requirements
Minimum net capital requirements

6 2/3 percent of net aggregate indebtedness
Minimum dollar net capital required

Net capital required (greater of above) (5.000)

Excess net capital $531.132
Aggregate indebtedness ' $54,150 '
Ratio of aggregate indebtedness to net capital 01:1

There was no material difference between net capital computation shown here and the net capital
computation shown on the Company's unaudited Form X-17A-5, Part IIA report dated December 31,
2019.

See Report of Independent Registered Public Accounting Firm




INNOVATION CAPITAL, LLC

Schedule II - Computation for Determination of the Reserve Requirements and Information
Relating to Possession or Control Requirements For Brokers and Dealers Pursuant to

SEC Rule 15¢3-3
As of December 31, 2019

The Company is exempt from the provision of Rule 15¢3-3 under paragraph (k)(2)(i) in that the
Company carries no accounts, does not hold funds or securities for, or owe money or securities to
customers. Accordingly, there are no items to report under the requirements of this Rule.

See Report of Independent Registered Public Accounting Firm




Innovation Capital, LLC
Report on Exemption Provisions
Pursuant to Provisions of 17 C.F.R. § 15¢3-3(k)
For the Year Ended December 31,2019




(/\) ALVAREZ & ASSOCIATES, INC
¥ CERTIFIED PUBLIC ACCOUNTANTS

h 4

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To Those Charged with Governance and the Member of Innovation Capital, LLC:;

We have reviewed management's statements, included in the accompanying Assertions Regarding
Exemption Provisions, in which (1) Innovation Capital, LLC identified the following provisions of 17
C.F.R. § 15¢3-3(k) under which Innovation Capital, LLC claimed an exemption from 17 C.F.R. § 240.15¢3~
3: (k)(2)(D) (the "exemption provisions") and (2) Innovation Capital, LLC stated that Innovation Capital,
LLC met theidentified exemption provisions throughout the year ended December 31, 2019 without
exception. Innovation Capital, LLC’s management is responsible for compliance with the exemption
provisions and its statements,

Our review was conducted in accordance with the standards of the Public Company Accounting Oversight
Board (United States) and, accordingly, included inquiries and other required procedures to obtain evidence
about Innovation Capital, LLC's compliance with the exemption provisions. A review is substantially less
in scope than an examination, the objective of which is the expression of an opinion on management's
statements. Accordingly, we do not express such an opinion,

Based on our teview, we are not aware of any material modifications that should be made to management's
statements referred to above for them to be fairly stated, in all material respects, based on the provisions set
forth in paragraph (k)(2)() of Rule 15¢3-3 under the Securities Exchange Act of 1934.

Alvarez & Assoélatés, Inc.
Northridge, California

February 10, 2020

9221 Corbin Avenue Suite165. 4.

B 8184514661 Northridge, California 91324
\ WWW.AAICPAS.com @




Innovation Capital
Tvoestment Bankers

Assertions Regarding Exemption Provisions

We, as members of management of Innovation Capital (“the Company™), are responsible
for compliance with the annual reporting requirements under Rule 17a-5 of the Securities
Exchange Act of 1934. Those requirements compel a broker or dealer to file annuals
reports with the Securities Exchange Commission (SEC) and the broker or dealet’s
designated examining authority (DEA). One of the reports to be included in the annual
filing is an exemption report prepared by an independent public accountant based upon a
review of assertions provided by the broker or dealer. Pursuant to that requirement, the
management of the Company hereby makes the following assettions:

The Company claims exemption from the custody and reserve provisions of Rule 15¢3-3
by operating under the exemption provided by Rule 15¢3-3, Paragraph (k)(2)(i).

The Company met the identified exemption provision without exception for the year
ended December 31, 2019,

Innovation Capital

By:

: U (Nam““dmle) e

Innovation Capital, LLC
222 North Sepulveda Blvd., Suite 1300
El Segundo, CA 90245
Tel (310) 335-9333
Member FINRA/SIPC




