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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: NGAS Securities, Inc. OFFICIAL USE ONLY
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FIRM LD. NO
120 Prosperous Place
{No. and Street)
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INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Hall, Kistler & Company LLP

(Name -« if tndividual, state Tast, first, mididle name

220 Market Avenue, S., Suite 700, Canton, Ohic 44702

(Address) (City) (State) (Zip Code)
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[[] Public Accountant
[ Accountant not resident in United States or any of its possessions.
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*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(¢)(2)
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OATH OR AFFIRMATION

1, Katherine Anderson,swear (or affirm) that, to the best of my knowledge and belief the accompan ying financial statement
and supporting schedules pertaining to the firm of NGAS Securities, Inc.,as of December 31, 2009, are true and
correct. 1 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 a customer, except as follows:
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his report **contains (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.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule
15¢3-3 and the Computation of Determination of the Reserve Requirements Under Exhibit A of Rule
[5e¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect
to methods of consolidation.

An Oath or Affirmation.

A copy of the SIPC Supplemental Report.

A report describing any material inadequacics found to exist or found to have existed since the
date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITOR’S REPORT

Board of Directors
NGAS Securities, Inc.
Lexington, KY

We have audited the accompanying statement of financial condition of NGAS
Securities, Inc. (the “Company™) as of December 31, 2009, and the related statement of operations,
changes in shareholder’s equity and cash flows for the year ended December 31, 2009 that you are
filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934, These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audit,

We conducted our audit in accordance with U.S. generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable
assutance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of NGAS Securities, Inc. at December 31, 2009, and the
results of their operations and their cash flows for the year ended December 31, 2009 in conformity
with U.S. generally accepted accounting principles.

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

tatements, taken as a whole, The information contained in Schedules I, IT and III is presented for

pmp@ses of additional analysis and is not a required pau of the basic financial statements, but is

supplementary information required by rule 17a-5 under the Securities Exchange Act of 1934

Such information has been sub}ected to the auditing pzoeedmes applied in the audit of the basic

financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

[
HALL, KISTLER & C OMPANY L
Canton, Chio
February 16,2010

KISTLER & COMPANY LLP A T T




STATEMENT OF FINANCIAL CONDITION

NGAS SECURITIES, INC.

December 31, 2009

ASSETS
CURRENT ASSETS
Cash $ 89,254
Accounts receivable - trade 169,502
Accounts receivable - related party 59,234
TOTAL CURRENT ASSETS 317,990
FIXED ASSETS
Furniture and fixtures, net of accumulated depreciation of $51,954 16,500
TOTAL ASSETS $ 334,490
LIABILITIES AND SHAREHOILDER'S EQUITY
LIABILITIES
Accounts payable $ 26,655
TOTAL LIABILITIES 26,655
SHAREHOLDER'S EQUITY
Capital stock:

Common, no par value:

1,000 shares authorized, 120 shares issued and outstanding, $1,000 stated value 120,000
Paid-in capital 125,000
Retained earnings 62,835

TOTAL SHAREHOLDER'S EQUITY 307,835
TOTAL LIABILITIES AND

SHAREHOLDER'S EQUITY $ 334,490

See independent auditor's report and notes to financial statements.



STATEMENT OF OPERATIONS

NGAS SECURITIES, INC.

For the year ended December 31, 2009

REVENUES
Service fee and commission income - related party
Commission income - other

EXPENSES
Commissions and fees
Employee compensation and benefits
Business travel
Office and printing
Occupancy
Legal and accounting
Miscellaneous
Depreciation
Maintenance

NET INCOME BEFORE TAXES

Income tax expense - current

NET INCOME AFTER TAXES

See independent auditor's report and notes to financial statements.

$

1,733,894
144,517

1,878,411

626,077
623,896
140,208
157,059
69,708
30,298
2,584
10,065
1,121

1,661,016

217,395

80,000

$

137,395




STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY

NGAS SECURITIES, INC.

For the year ended December 31, 2009

RETAINED TOTAL
COMMON PAID-IN EARNINGS SHAREHOLDER'S
STOCK CAPITAL (DEFICIT) EQUITY
Balance at January 1, 2009 $ 120,000 $ 125,000 $ (74,560) $ 170,440
Cash contributed - - - -
Net income - - 137,395 137,395

Dividends paid - - - -

Balance at December 31,2009 § 120,000 $ 125,000 $ 62,835 $ 307,835

See independent auditor's 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 $ 137,395
Adjustment to reconcile net income to net cash
provided by (used in) operating activities:

Depreciation 10,065
Changes in assets and liabilities:
Increase in accounts receivable (181,469)
Increase in accounts payable 7,801
Net cash (used in) operating activities (26,208)

Cash flows from investing activities -

Cash flows from financing activities -

Net (decrease) in cash (26,208)
Cash at beginning of year 115,462
Cash at end of year $ 89,254

See independent auditor's report and notes to financial statements.



NOTES TO FINANCIAL STATEMENTS

NGAS SECURITIES, INC.

December 31, 2009

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Nature of Business
NGAS Securities, Inc. (“the Company™) is a registered broker-dealer in Lexington,
KY and is a member of the Financial Industry Regulatory Authority (FINRA). The
Company is a 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 a 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 a 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 retived 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 $10,065.

Revenue Recognition
Service fee and related fee income are recorded as services are performed.




NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE A - 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 a two-step
process for recognizing and measuring income tax uncertainties. First, a 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 a 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 a 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 February 16, 2010, the date
which the financial statements were available to be issued.

NOTE B - TRANSACTIONS WITH RELATED PARTY
During 2009, the Company collected service fees and commission income of
$1,733,894 from Daugherty Petroleum, Inc. Amounts receivable from Daugherty
Petroleum, Inc. as of December 31, 2009 are $59,234.




NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOTE C—~ NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission (SEC) Uniform
Net Capital Rule (rule 15¢3-1) which requires the maintenance of $5,000 minimum
net capital as a broker who does not carry customers’ accounts. The SEC requires that
the ratio of the aggregate indebtedness to net capital shall not exceed 15 to 1. As of
December 31, 2009, the Company had net capital, as defined, of $62,599 which was
$57,599 above its required net capital of $5,000, and aggregate indebtedness of
$26,654. The net capital ratio to aggregate indebtedness, as defined was .43 to 1.

NOTE D ~ EMPLOYEE BENEFIT PLAN

The Company maintains a salary deferral plan under section 401(k) 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 a tax deferred basis until a participating employee withdraws the funds
allowable based on a vesting schedule. The Company’s matching contributions totaled
$29,793 for the year ended December 31, 2009.




COMPUTATION OF NET CAPITAL UNDER SEC RULE 15¢3-1

NGAS SECURITIES, INC.

December 31, 2009

SCHEDULE I

NET CAPITAL
Total shareholder's equity qualified for net capital

Deduct nonallowable assets:
Accounts receivable - other
Accounts receivable - related party

Furniture and fixtures - net of accumulated depreciation
NET CAPITAL

TOTAL AGGREGATE INDEBTEDNESS

COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS
Minimum net capital required

Excess net capital
Excess net capital at 1,000%

Ratio: Aggregate indebtedness to net capital

RECONCILIATION OF FINANCIAL STATEMENTS TO FOCUS REPORT
Net capital, as reported in Company's Part Il (unaudited) FOCUS report

Net capital above

See independent auditor's report.

$ 307,835
169,502
59,234
16,500

$ 62,599
$ 26,654
$ 5,000
$ 57,599
3 59,934

43101
3 62599

S 6259



SCHEDULE I

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

NGAS SECURITIES, INC,

December 31,2009

The Company operateé under SEC Rule 15¢3-3(k)(2)(i) (the Customer Protection Rule) and
therefore does not hold customer funds, safe-keep customer securities or have any customer
accounts.

See independent auditor’s report.



SCHEDULE IIL
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER SEC RULE 15¢3-3

NGAS SECURITIES, INC.

December 31, 2009

The Company operates under SEC Rule 15¢3-3(k)(2)(i) (the Customer Protection Rule) and
therefore does not hold customer funds, safe-keep customer securities or have any customer
accounts.

See independent auditor’s report.
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Board of Directors
NGAS Securities, Ine.
Lexington, Kentucky

We have audited the financial statements of NGAS Securities, Inc. as of December 31, 2009. In
connection therewith, at your request, we have performed the following procedures with respect
to the SIPC 2009 Anmual General Assessment Reconciliation Form and the accompanying
schedule of SIPC assessment payments:

[y

Compared the listed assessment payments with the respective cash disbursement entries;

2. Compared amounts reported from the beginning of the fiscal year to the end of the fiscal
year in the Company’s financial statements with amounts reported in the Annual General
Assessment Reconciliation Form (Form SIPC-7T);

3. Compared adjustments reported in Form SIPC-7T with supporting schedules and working
papers; and

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the

schedules and working papers supporting adjustments.

We make no representation as to qmsmm of legal inierpremtien of the applicable instructions or
as to the sufficiency for the Securities and Exchange Commission’s or SIPC’s purposes of the
procedures enumerated in the preceding paragraph; also, such p;ocuﬁmes would not necessarily
reveal misstatements of “gross rtevenues from securities business” reported in financial
statements.

As a result of performing the foregoing procedures, nothing came to our attention that caused us
to believe that amounts shown on the accompanying schedule of SIPC assessment payments
were not determined in accordance with the applicable instructions to Form SIPC-7T.

Certified Public A.waum nts

Canton, Ohio
February 16,2010




SECURITIES INVESTOR PROTECTION CORPORATION
805 15th St. N.W. Sulte 800, Washington, D.C. 20005-2215
202-371-8300
Transitional Assessment Reconclifation

SIPC-TT

(27-REV 3/09)

SIPG-7T

{27-REV 8/09)

{Read carsfully the Instructions in your Working Gopy before completing this Form)

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

1. Name of Member, address, Deslgnated Examining Authority, 1934 Act registration no. and month in which fiscal year ends for
purpases of the audit requirement of SEC Rule 17a-5:

" Note: Hf any of the Informatlon shown on the mailing label
NGAS Securities, Inc. requires corraction, please e-mail any carrections to

{ . d s9 Indicale on the lorm fifed. '
120 Prosperous Place, Lexington KY 40509 #m@slpo.org end 8o Inficala on fha lorm e

FINRA - Name and telephone number of person 1o conlact
CRD#131510 respecting this form.

L_SEC #8-66476 December 31 } Katherine Anderson 404-303-8840 x202

2. A, General assessment [em 2e from page 2 {not [ess than $150 minimum)) ’ $ 150

B. Less payment made with SIPC-4 made In January, Februaty or March 2008 { 150 }
{For all Hiscal yeat ends excep! January, February, or March)

March 2009
Date Pald 0
Assessment balance due

Interest computed on late payment {See instruction €) for______days at 20% per anrum

Tolal assessment balanes and interast due {or overpayment carried forward)

mom e o

PAID WITH THIS FORM:
Check enclosed, payable to SIPG 0
Total {must be same as £ above) 3§

3. Subsidiaries (§) and predacassors {P) Included n this torm {give name and 1934 Act reglstration number}:

The SIPG membar submitting this form and the

person by whom It is axecuted reprosent thereby NGAS Securities, Inc
that all informaltion contained hersin is true, corract

and compiete Z ; ! [I ﬁzmv of covporaug, Patlasrship o alhat organizalion}
(Avtheilied Signature]

Dated the 2, 3 day of_F & by 2010 ceol EANOP

s

{vitls)

This form and the assessment payment Is due 60 days after the end of the Iiscal year. Retaln the Working Copy of this form
for a period of not fess than 6 years, the latest 2 years in an easlly accessible place,

2 Dates:

E Postmarked Recsived Reviewed

&5 Caleuiatlons . Documentation . Forward Copy
[

e> Exceptions:

e

17

Disposition of exceptions:



DETERMINATION OF “SIPC NET OPERATING REVENUES"
AND GENERAL ASSESSMENT

Amounts for the fiscal period
beginniag April 1, 2008
and ending 12/31 ____, 20_0
Eliminate cenls

ftem No, :
2a. Tolal ravenve (FOGUS Ling 12/Part A Line 9, Code 4030) s 1,265,489

2b, Additions:
{1) Total revanues from the sacuritles business of subsidiatias {axcep! foralgn subsldiaries) and
predscassors not includsd shove.

{2) Net loss from principal transactions in securlties in trading accaunts.

{3 Nel Joss from pencipal transactions In cemmoditiss In trading accounts.

{4) Interast and dividend expanss dadustad in delermining item 2a.

{5) Net loss from management of or participation In the underwiiting or distribution of securitias.

{6) Expensas othar than advsrlising, piinling, registration tass and lagal loas deducted In datormining nel
profit trom managsment of or pariicipation in underweiling or distifbution of sacuritfes.

{7) Nat loss trem sacwilles In Invastmant accounts.

Total additlons 0
2¢. Dsduclions: :
{1} Revenuas from the distrlbution of shares of a reglstered open and invesiment company or unit
Invasiment trust, from the sale of variable annultles, from the businass of insurans, irom Investment
advisory services renderad To raglstered investmant companies or insurence company separale
aceounts, and from transactlons in security futures products.
{2) Revenues from commodlly transastions,
{8} Commisslons, floor brokerags and cleatanca pald Lo other SIPC members In connection with
securitles lransaclions.
{4} Relmbursements for postags In connection with proxy sollcitation.
{5) Nat gain from securilies in Invesimant accounls.
{8) 100% of commissions and markups earnad from Kansactions in {I) cettiticates of dasosil and
(if) Treasury bills, bankers acceplances or commerclal paper that mature nine months or lass
from issuance date,
(7} Dlrect expensas of printing advartising and lagal fass Incuirad In connestion wilk other ravanus
related 1o the sacutltias businass {revenus dellned by Section 16(9){L) of the Act).
{8} Other sevenue not rslated efther directly or indirestly to the securitiss business,
(Ses instruction G):
Private Placement of non-registered Limited Partnership Units 1,265,489
{8} (1} Total interost and dividend expanse {FOCUS Lina 22/PART 1A Line 13,
Geda 4075 plus line 2b(4) sbova) but not In excess
of tolal Intetsst and dividend ingoms.
{If} 40% of Intatest sarnad on cusiomars sacuritles accounts
{40% of FOCUS line 5, Coda 3950),
Enter the greater of fine {I) or (i1}
Total dedustions 1,265,489
2d, SIPG Net Operating Ravenuss $ 0
2p, Gensral Assessment @ ,0025 $ 0

{to page T but nol less than
92 $150¢ minimuem)
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Beard of Directors

NGAS Securities, Inc.

120 Prosperous Place — Suite 201
Lexington, Kentucky 40509-1866

In planning and performing our audit of the financial statements of NGAS
Securities, Inc. (the Company), as of and for the year ended December 31, 2009, in accordance
with auditing standards generally accepted in the United States of America, we considered its
internal control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on
the internal control. Accordingly, we do not express an opinion on the effectiveness of the
Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission
(SEC), we have made a study of the practices and procedures followed by the Company,
including consideration of control activities for safeguarding securities. This study included tests
of compliance with such practices and procedures that we considered relevant to the objectives
stated in rule 17a-5(g) in making the periodic computations of aggregate indebtedness (or
aggregate debits) and net capital under rule 17a-3(a)(11) and for determining compliance with
the exemptive provisions of rule 15¢3-3. 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:

1. Making the quarterly securities examinations, counts, verifications, and comparisons, and
the recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T 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 SEC’s above-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
management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with U.S. generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

JTH
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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.

A control deficiency exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity’s 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 a remote likelihood that a
misstatement of the entity’s financial statements that is more than inconsequential will not be
prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material misstatement of the
financial statements will not be prevented or detected by the entity’s 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 identify 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 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 a material inadequacy for such purposes. Based on this understanding and on our study,
we believe that the Company’s practices and procedures were adequate at December 31, 2009, to
meet the SEC’s 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-5(g) 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 patties.

/MM ;‘1%41,9

HALL, KISTLER & COMPANY LLP
Canton, Ohio
February 16,2010



