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OATH OR AFFIRMATION
Katherine Anderson swear or affirm that to the best of my knowledge and belief the accompa ying financial statement

and supporting schedules pertaining to the firm oFNGAS Securities lnc.as of December 31 2009 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

__
Signature

r-i.f AO 10

Title

This report eontains check all applicable boxes
Facing Page
Statement of Financial Condition

Statement of Income Loss
Statement of Cash Flows
Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital
Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

It Computation for Determination of Reserve Requirements Pursuant to Rule 15e3-3

lnformatio it Relating to the Possess ion or Control Require me tits Under Rule 5c 33
Re cone liatlo including approp nate explanation of the Computation of Net Capital IJnde Rule

lSe3-3 and the Computation of Determination of the Reserve Requirements Under Exhibit of Rule

5e3-3
Reconciliation between the audited and unaudited Statements of Financial Condition with respect

to methods consolidation
An Oath or Affirmation

in copy of the IPC Supplemental Report

report describ any mate nat inadequacies found to exist or fou iid to have existed since the

date of the previous audit

LI DIIC

For conditions of confidential treatment of certain portions of this filing see section 240 I7a-5e3L



INDI PEN DEN Al ID 11 OR Rb POR

Boaid of Directors

NGAS Secunties Inc

Lexington KY

We have audited the accompanying statement ot financia condition of NUAS

Securities Inc the Company as otDcccmbei 31 2009 and the ielated statement of operations

changes in shareholdefis equity aad cash flosss for the
yeai

ended December 31 2009 that you arc

filing pursuant to rule ia5 undei the Secutities Exchange Act o1 1934 These financial statements

are the esponsibIity of the Company management ur iesponsihiliti is express an opinion on

these fiiianfal statements based on our audit

We conducted our audit in accoidance vith JS encralIy accepted aoditiug

standards rose staniaids require that we plan and peefflun the audit to obtain reasonable

assurance about whether the financial statements aic free at iiatcrial inistatement An audit

includes exam mug on test basis es idence supporting the amounts and disclosures in the financial

stateme its zi audit also includes assessing the accounting puncples used and significant estimates

made by management as sell as esaluating the overall financial statement picsentation We believe

that our audit pros ides reasol able basis foi our opinion

In our opinion the hnanc al statements relbrre to bove present thirly in all

material respeats the financial poshu ii of NOES Securities Inc at Decetnhei 31 2009 and the

results of then operations and then cash flows Ur the eat ended December 2009 in conthrmity

with U.S grnerally accepted accounting principles

Our audit nas conducted fbr the purpose of fbrming an opinio on the basic financial

statements taken as whole he infotniatmon contained in Schedules Il and III is presented film

purpost of additional anatyss and is not required part of the basic financial statements hut is

suppleinentaiy information requited by rule 7m5 undem the Securities Exchange Act of 1934

Such iiorniatmon has been subjected to th audittng proceduies applied in the audit of the basic

financial statements and in ow opinion is thiril stated in all mnatenal espects in relation to tile

basic financial statements taken as sshote

Canton Ohio

February l6 2010

hALl K1STtI COMPANY ftP

llA Ii ftMfiiNY lIP



STATEMENT OF FINANCIAL CONDITION

NGAS SECURITIES INC

December 31 2009

ASSETS

CURRENT ASSETS

Cash 89254

Accounts receivable trade 169502

Accounts receivable related party
59234

TOTAL CURRENT ASSETS 317990

FIXED ASSETS

Furniture and fixtures net of accumulated depreciation of $51954 16500

TOTAL ASSETS 334490

LIABILITIES AND SHAREHOLDERS EQUITY

LIABILITIES

Accounts payable 26655

TOTAL LIABILITIES 26655

SHAREHOLDERS EQUITY

Capital stock

Common no par value

1000 shares authorized 120 shares issued and outstanding $1000 stated value 120000

Paid-in capita 125000

Retained earnings 62835

TOTAL SHAREHOLDERS EQUITY 307835

TOTAL LIABILITIES AND
SHAREHOLDERS EQUITY 334490

See independent auditors report and notes to financial statements



STATEMENT OF OPERATIONS

NGAS SECURITIES iNC

For the year ended December31 2009

REVENUES

Service fee and commission income related party 1733894

Commission income other 144517

1878411

EXPENSES

Commissionsand fees 626077

Employee compensation and benefits 623896

Business travel 140208

Office and printing 157059

Occupancy 69708

Legal and accounting 30298

Miscellaneous 2584

Depreciation 10065

Maintenance 1121

1661016

NET INCOME BEFORE TAXES 217395

income tax expense current 80000

NET INCOME AFTER TAXES 137395

See independent auditors report and notes to financial statements



STATEMENT OF CHANGES EN SHAREHOLDERS EOUITY

NGAS SECURITIES INC

For the year ended December 31 2009

Balance at January 2009

COMMON
STOCK

120000

PAID-IN

CAPITAL

125000

RETAiNED

EARNINGS

DEFICIT

74560

TOTAL

SHAREHOLDERS

EQUITY

170440

Cash contributed

Net income 137395 137395

Dividends paid

Balance at December 31 2009 120000 125000 62835 307835

See independent auditors report and notes to financial statements



STATEMENT OF CASH FLOWS

NGAS SECURITIES INC

For the year ended December 31 2009

Cash flows from operating activities

Net income

Adjustment to reconcile net income to net cash

provided by used in operating activities

Depreciation

Changes in assets and liabilities

Increase in accounts receivable

Increase in accounts payable

Net cash used in operating activities

Cash flows from investing activities

Cash flows from financing activities

Net decrease in cash

Cash at beginning of year

Cash at end of
year

26208

115462

89254

137395

10065

181469
7801

26208

See independent auditors report and notes to financial statements



NOTES TO FINANCIAL STATEMENTS

NGAS SECURITIES INC

December 31 2009

NOTE SUMMARY OF SIGNIFICANT ACCOUNTiNG POLICIES

Organization and Nature of Business

NGAS Securities Inc the Company is registered broker-dealer in Lexington

KY and is member of the Financial Industry Regulatory Authority FINRA The

Company is wholly-owned subsidiary of Daugherty Petroleum Inc The Company

receives income related to oil and gas ventures and programs

Income Taxes

The Company and Daugherty Petroleum Inc file consolidated Federal income tax

return Federal income tax is calculated utilizing an effective tax rate of

approximately 40% The Company records its share of the consolidated Federal

income tax expense benefit and that amount is remitted to or received from

Daugherty Petroleum Inc

Cash and Cash Equivalents

For purposes of the Statement of Cash Flows the Company considers all highly

liquid debt instruments purchased with maturity of three months or less to be cash

equivalents

Use of Estimates

The preparation of financial statements in conformity with U.S generally accepted

accounting principles requires management to make estimates and assumptions that

affect certain reported amounts and disclosures Accordingly actual results could

differ from those estimates

Furniture and Fixtures

Assets are carried at cost Major additions and improvements are capitalized while

maintenance and repairs including the replacement of minor items are expensed as

incurred When retired or otherwise disposed of the related carrying value and

accumulated depreciation are cleared from the respective accounts Depreciation is

provided over the estimated useful lives of the related assets over the straight-line

method from 5-7 years Depreciation expense for the year ended December 31

2009 amounted to $10065

Revenue Recognition

Service fee and related fee income are recorded as services are performed



NOTES TO FINANCIAL STATEMENTS CONTINUED

NOTE SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED
Uncertain Tax Positions

The Company adopted the provisions of FASB ASC 740-10 Accounting for

Uncertainty in Income Taxes FIN 48 The provisions prescribe two-step

process for recognizing and measuring income tax uncertainties First threshold

condition of more likely than not should be met to determine whether any of the

benefit from an uncertain tax position should be recognized in the financial

statements If the recognition threshold is met FASB ASC 740-10 FIN 48
provides additional guidance on measuring the amount of the uncertain tax position

The Company may recognize tax benefit from an uncertain tax position under

FASB ASC 740-10 FIN 48 only if it is more likely than not that the tax position

will be sustained on examination by taxing authorities based on the technical merits

of the position The tax benefit recognized in the financial statements from an

uncertain position should be measured under FASB ASC 740-10 FIN 48 based on

the largest benefit that has
greater

than 50% likelihood of being realized upon
ultimate settlement FASB ASC 740-10 FIN 48 also provides guidance on

derecognition classification transition and increased disclosure of uncertain tax

positions The Company recognized no liability for unrecognized tax benefits

resulting from the adoption of FASB ASC 740-10 FIN 48 for the initial

application date and as of December 31 2009

Subsequent Events

The Company has evaluated subsequent events through Februaiy 16 2010 the date

which the financial statements were available to be issued

NOTE TRANSACTIONS WITH RELATED PARTY

During 2009 the Company collected service fees and commission income of

$11733894 from Daugherty Petroleum Inc Amounts receivable fiom Daugherty

Petroleum Inc as of December 31 2009 are $59234



NOTES TO FINANCIAL STATEMENTS CONTINUED

NOTE NET CAPITAL REQUIREMENTS
The Company is subject to the Securities and Exchange Commission SEC Uniform

Net Capital Rule rule 15c3-l which requires the maintenance of $5000 minimum

net capital as broker who does not carl customers accounts The SEC requires that

the ratio of the aggregate indebtedness to net capital shall not exceed 15 to As of

December 31 2009 the Company had net capital as defined of $62599 which was

$57599 above its required net capital of $5000 and aggregate indebtedness of

$26654 The net capital ratio to aggregate indebtedness as defined was .43 to

NOTE EMPLOYEE BENEFIT PLAN
The Company maintains salary deferral plan under section 401k of the Internal

Revenue Code The plan allows all eligible employees to defer up to 15% of their

annual compensation through contributions to the plan with matching contributions by
the Company up to 3% of the participating employees compensation plus half of their

plan contributions between 3% and 5% of annual compensation The deferrals

accumulate on tax deferred basis until participating employee withdraws the funds

allowable based on vesting schedule The Companys matching contributions totaled

$29793 for the year ended December 31 2009



SCHEDULE

COMPUTATION OF NET CAPITAL UNDER SEC RULE 15c3-1

NGAS SECURITIES INC

December 31 2009

NET CAP1TA1

Total shareholders equity qualified for net capital 307835

Deduct nonallowable assets

Accounts receivable other 169502

Accounts receivable related party 59234

Furniture and fixtures net of accumulated depreciation 16500

NET CAPITAL 62599

TOTAL AGGREGATE INDEBTEDNESS 26654

COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS

Minimum net capital required 5000

Excess net capital 57599

Excess net capital at 1000% 59934

Ratio Aggregate indebtedness to net capital
.43 to

RECONCILIATION OF FINANCIAL STATEMENTS TO FOCUS REPORT
Net capital as reported in Companys Part II unaudited FOCUS report 62599

Net capital above 62599

See independent auditors report



SCHEDULE II

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER SEC RULE 15c3-3

NGAS SECURITIES INC

December 31 2009

The Company operates under SEC Rule 15c3.3k2i the Customer Protection Rule and

therefore does not hold customer funds safe-keep customer securities or have any customer

accounts

See independent auditors report



SCHEDULE III

RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER SEC RULE 15c3-3

NGAS SECURITIES INC

December 31 2009

The Company operates under SEC Rule 5c3-3k2i the Customer Protection Rule and

therefore does not hold customer funds safe-keep customer securities or have any customer

accounts

See independent auditors report
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Board of Directors

NOAS Secutities Inc

Lexington Kcntnck

We have audited tire financial statencnrs ofNGAS Securities Inc as ol Dectmher 31 200 In

connection therewith at out request re hare perfot med the fotiossing ioeedures with respect

to the DPC 2009 Annual General Assessment Reconciliation Form rod the accompanying

schedule of St PC assessment payments

Conipared the listed assessment payments with the respective cash dishursemeot entries

uompared anrounts epor ted fioni tile hernning of the fiscal year to the end of tIre fiscal

year in tile Company financial statements with amoun reported in the Annual eneral

Assessment Reconciliation Form Form 51FF 7T
Cmnpared adjustments reported in Form SIPC7T with suppottng schedtdes and working

iapers
and

Pros ed the anthmetieal aeur icy
ot the calculations mefieetcd in Form SIPC-7T and in the

schedules and working papers supporting adjustments

We make no representation as to questions of legal interpretatio
of the applicable instructions or

as to the suffieiene for the Securtics and f-reliange Commissions or S1FCs purgoses of tile

proeedraes enumerated in the preceding paragraph also such procedures would not necessarily

reveal misstatements of gross me cirrus fiom securities busi tess reported in financial

statements

As resutt of performing the ifiregoing procertuies nothing came to our attention that caused us

to belirve that amounts shown on the accompanying schedule of SIPC assessnLcnt paymemrts

were iv determined in accordance with tIre applicable instructions to Form SlPC7

Certihed Public Accountants

Canton Ohio

lebrua 162010



sIPc-IT

27-REV 3109

SECURITIES INVESTOR PROTECTION CORPORATION
805 15th St N.W Suite 800 WashIngton D.C 20005-2215

202-371-6300

TansttIonaI Assessment ReconclUallon

Read caretuliy the instructions In your Working Copy before completing
this Form

SIPCM7T

27-REV 3109

General assesameot Item 2a from page not lass than 15O minlmumJ

Less payment made with S1PC-4 made in January February or March 2009

For all fiscal year ends except January Febniary or March

March 2009

Date Paid

Assessment balance due

interest computed on late payment see Instruction For daysat 20% par annum

Total assessment balance and interest due or overpayment carried forward

PAID WITH THIS FORM
Check enclosed payable to S1PO

Total must be same as above

Subsidiaries and predecessors included In this form give name and 1934 Act registratIon number

The SIPO member submitting this form and the

person by whom His executed represent thereby

that eli intormailon contained herein is true correct

and complete

Dated the.2.. day of 20jQ..

NGAS Securities Inc

Pall lalp at othti oattiialralt4Ut

1c-ôtptiJor
tTId

This form and the assessment payment Is due 60 days after the end of the Ilsosi year Retain the WorkIng Copy of this form

for petlod of not less than years the latest years In an easily accessible place

LU
Dates ____________

Postmarked Received

LU

Calculations

Exceptions

Disposition of oxcepttons

TO BE FILED BY ALL SIPO MEMBERS WITH FISCAL YEAR ENDINGS

Name of Member address Designated Examining Authority 1934 Act registration no and month in trich fiscal year ends for

purposes of the audit requirement of SEQ Rule lla-5

Securities Inc
Note if any of the Information shown on the mailing label

requires correction please e-mail any corrections to

Iorm@sfpc.org and so indicate on the term filed

120 Prosperous Place Lexington KY 40509

FINRA CRD131510 Name and telephone number of person to contact

respecting this form

SEC I8-68476 December 31 Katherine Anderson 404-303-8840 x202

$150

150

$0

Reviewed

Documentation _________ Forward Copy



DETERMINATION OF SIPC NET OPERATING REVENUES
AND GENERAL ASSESSMENT

item No
2a Total revenue FOCUS Line l2lParl hA Line Code 4030

2b Additions

Total revenues freon the securities business of subsidiaries except foreign subsidiaries and

predecessors not included above

Net loss front principal iransaclionu in securities in trading accounts

31 Net loss from principal transactions in commodities in trading accounts

thtorest and dividend expense deducted in determining Item 2a

Net loss from nianagement of or participation in the
undurwritirt or distribution of securities

Expenses other than advertising printing regiskation fees and
legal tees deducted In determining not

profit from management of or participation in underwriting or distribution of securities

Net toss from securities in invastrnoni accounts

Total additions

2c Deductions

Revenues from the distribution of shares of registered open end Investment company or unit

invstinont trust from the eale of variable annuities from the business of insurance morn tnvestnienl

advisory cervices rendered to registered investment companies or insurance company separate

accounts and from transuctlcns in security futures products

Revenues from commodity transactions

Commissfrma floor brokerage end clearance
paid to other 5IPC members in connection with

securities transactions

C41 Reimbursements for postage in connection with
proxy solicitation

Net gain Jrm securities in investment accounts

100% of commissions and markups earned front transacttons in cenlitlcalos of
daposil and

ii Tessury bitis bankers acceptances or commercial paper that mature nine months or less

from issuance date

Direct expenses of printing advertising and legal fees inatrmrad In connection with other revenue

related to the securities business revenue doilned by Section 169L of the Act

Other revenue not related either directly or irtdiectty to the securities business

See instruction

Private Placement
of non-registered Limited Partnership Units

Amounts for the fiscal period

beginning April 2000

and ending 12131 20...9

Eliminate cents

p265489

265489

Total interest end dividend expense FOCUS Line 22/PART hA Line t3

Code 4075 pius tine 2b4 above but not to excess

of total Interest and dividend income $_______

If 40% of Interest earned ems customers securities accounts

40% of FOCUS tine Coda 3960 $_______

Enter the greater of line or II

Total deductions

2d $tPC Net
Operating Revenues

2e General Assessment .0025

1265489

to page but net loss than

$150 minimum
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Board of lreetors

NGAS Seer ru jew Inc

120 Prosperor Place Suite 201

Lexington Kentucky 405094866

In planning and pert rming our audit of the nnanuial staieinents of NCjAS

Securities Inc the Company as of and for the yet
ended December 91 2009 in accordance

with or diting standards generally accepted in the United States of America we considercd its

internal control 05 er financial reporting basis fot designing our auditing procedures for the

purposo of expressing our opinion on the tinancial statements and not to provide assurance on

the internal control Aeconling1 we do nr express an opinion on the effectiveness of the

Conipa ny internal ontro

Also as requned by role 7a-5t of the Secuuties and Lxchange oninnssion

SLC we have made stnth of The ractices and procedures followed by the Company

inclndhig considcmtion of conti ci acuvilies fin safeguarding securities This study included tests

of compliance with such practiccs
and procedures that we considered devout to the objectives

stated in rule /a-5g in making the periodic computations of aggregate indebtedness or

aggregate debits and net capital under wile 7a1al and fot determining compliance with

the exemptive pros isions of rule Se3D Because the Company does not eairy
seenrtties

accounts for customers om perform custodial functions relating to customer securities sse did not

review the
prr

ctiees and procedures followed by the Company any of the following

Makirg the quarterly
securitim ext nunations counts venrications and comnpamisOns anrl

the recordation of differences required by rule 7t ii

Complying with time 1eqrnren tents for prompt pa urent foi securities under Section uf

Federal Reseive Regulation of the Board ofUosetnoms of the federal Reserve System

The mnanagemen of the Company is responsible for estahlislnng and maintaIning

mnteual contiol and the practices nd procedures refenerl 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 reArred to in

the preceding paragraph and to assess whether those practices .mnd praecdores can be expected to

achieve time Sd above-mentioned objeetires Twu of the objectives of internal control amid the

practices and procedures are to pmos mdc moanagement 8th measonable hut not absolute assrmranee

that assets far which the Conpamiy has responsibility ame safeguamded against loss front

unauthorixed use 01 disposition and that transactions are executed in accordance wdth

managements armthotmzatmon and rocorded properly to permit the preparation of financial

starentents in eonfornoty with US generally accepted accounting prinempi
Rule 7a-5g lists

addhionai oheetives of the pmaetiees and procedures listed in the preceding paragraph



-2-

Because of inherent limitations in internal control or 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

control deficiency exists when the design or operation of control does not

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

prevent or detect misstatements on timely basis signflcant deficiency is control

deficiency or combination of control deficiencies that adversely affects the entitys ability to

initiate authorize record process or report financial data reliably in accordance with U.S

generally accepted accounting principles such that there is more than remote likelihood that

misstatement of the entitys financial statements that is more than inconsequential will not be

prevented or d.etected by the entitys internal control

inatericil weakness is significant deficiency or combination of significant

deficiencies that results in more than remote likelihood that material misstatement of the

financial statements will not be prevented or detected by the entitys internal control

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

first and second paragraphs and would not necessarily disclose all matters in internal control that

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

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

defined above

We understand that practices and procedures that accomplish the objectives

referred to in the second paragraph of this report ate 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 were adequate at December 31 2009 to

meet the SECs objectives

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

Directors management the SEC and other regulatory agencies that rely on rule 17a-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 parties4d /4JZIP
HALL KISTLER COMPANY LLP

Canton Ohio

Februaiy 16 2010


