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OATH OR AFFIRMATION

Albert Holman III swear or affirm that to the best of

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

Chestnut Securities Inc
as

of December 31 20 09
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
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President

Title

Facing Page

Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

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 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

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

consolidation

FI An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies 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 240.1 7a-5e

This report contains check all applicable boxes

SHERYL LvtiE THISOUTOTt-Comnnweam of Massadiusetis
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DiCicco GuLMAN COMPANY LLP

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

Professional Excellence On Personal Level

Independent Auditors Report

Board of Directors

Chestnut Securities Inc

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

as of December 31 2009 and the related statements of loss cash flows and changes in

shareholders equity for the year then ended that you are filing pursuant to Rule 17a-5 under the

Securities Exchange Act of 1934 These financial statements are the responsibility of the

Companys management 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 includes examining on 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 reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Chestnut Securities Inc as of December 31 2009 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 of America

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

taken as whole The information contained in Schedules and II is presented for purposes of

additional analysis and is not required part 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 subjected to the auditing procedures 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 whole

UP

February 22 2010
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CHESTNUT SECURITIES INC

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2009

ASSETS

Cash and cash equivalents 183517

Prepaid expenses 7338

Total assets 190855

LIABILITIES AND SHAREHOLDERS EQUITY

Liabilities

Accounts payable and accrued expenses

Shareholders equity

Common stock no par 1000 shares authorized

380 shares issued and outstanding 102

Additional paid-in capital 301000

Accumulated deficit 110247

Total shareholders equity 190855

Total liabilities and shareholders equity 190855

The accompanying notes are an integral part of the financial statements



CHESTNUT SECURITIES INC

STATEMENT OF LOSS

FOR THE YEAR ENDED DECEMBER 31 2009

Revenues

Investment banking fees 200258

Investment income 3293

Total revenues 203551

Expenses

Administrative 303100

Interest expense 1645

Legal and accounting 6405

Regulatory fees and other expenses 15351

Taxes other 423

Total expenses 326924

Net loss 123373

The accompanying notes are an integral part of the financial statements



CHESTNUT SECURITIES INC

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31 2009

Cash flows from operating activities

Net loss 123373

Adjustments to reconcile net loss to net cash

used in operating activities

Interest accretion on marketable securities 2543
Change in operating assets and liabilities

Prepaid expenses 6162

Accounts payable and accrued expenses 1071
Accrued state income taxes 194900

Total adjustments 192352
Net cash used in operating activities 315725

Cash flows from investing activities

Proceeds upon maturity of marketable securities 999900

Net cash provided by investing activities 999900

Cash flows from financing activities

Distributions to shareholder 550000
Net cash used in financing activities 550000

Net increase in cash and cash equivalents 134175

Cash and cash equivalents beginning of year 49342

Cash and cash equivalents end of year 183517

The accompanying notes are an integral part of the financial statements
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CHESTNUT SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

Note Summary of Significant Accounting Policies

Nature of Business

Chestnut Securities Inc the Company is registered broker-dealer with the Securities and

Exchange Commission and member of the Financial Industry Regulatory Authority The

Company does not carry security accounts for customers or perform custodial functions related

to customer securities The Company engages in investment banking activities including the

structuring and arranging for financing of venture capital transactions The Company also

provides oversight and analysis functions for client investment accounts held at other firms for

which the Company may or may not have discretionary trading authorization related

organization Chestnut Partners Inc CPI provides financial consulting services and general

investment banking advice including acting as financial advisor for merger and acquisition

assignments

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 certain reported amounts and disclosures Accordingly actual results

could differ from those estimates

Cash and Cash Equivalents

The Company maintains cash in demand deposit accounts with federally insured banks At

times the balances in these accounts may exceed federally insured limits The Company has not

experienced any losses in such accounts and does not believe it is exposed to any significant

credit risk related to cash

The Company has defined cash equivalents as money market funds and highly liquid

investments with original maturities of three months or less that are not held for sale in the

ordinary course of business Cash equivalents may include investments which are not insured or

otherwise guaranteed by the U.S Government

Marketable Securities

Management classifies marketable securities as available-for-sale and are carried in the

financial statements at fair value The fair values of investments for which exchange quotations

are readily available are valued at the last sales price or if no current sales price exists at the

closing bid price Securities for which exchange quotations are not readily available are valued

using dealer-supplied valuations or at their fair value as determined in good faith under

consistently applied procedures established by and under the general supervision of the

Companys management

Realized gains and losses on the disposition of securities and declines in value judged to be

other than temporary are determined using the specific identification method and included in

earnings in the statement of income



CHESTNUT SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

Note Summary of Significant Accounting Policies Continued

Marketable Securities Continued
Unrealized gains and losses on available for sale marketable securities are reported as

separate component of comprehensive income loss in the statement of changes in shareholders

equity and as separate component of shareholders equity on the balance sheet Gains or losses

realized on the disposition of marketable securities which had been reported as unrealized in

prior year are reflected in other comprehensive income loss as reclassification adjustment

Fair Value of Financial Instruments

The Company is required to disclose information on all assets and liabilities reported at fair

value that enables an assessment of the inputs used in determining the reported fair values

fair value hierarchy is established that prioritizes valuation inputs based on the observable nature

of those inputs The hierarchy defines three levels of valuation inputs

Level Unadjusted quoted prices in active markets that are accessible at the measurement date

for identical unrestricted assets or liabilities

Level Quoted prices in markets that are not active or inputs which are observable either

directly or indirectly for substantially the full term of the asset or liability

Level Prices or valuation techniques that require inputs that are both significant to the fair

value measurement and unobservable i.e supported by little or no market activity

Revenue Recognition

The Company derives all of its revenues from the performance of investment banking services

Investment banking services include underwriting counseling securities distribution placement

of securities and post placement consulting services The Company also derives revenue from

the oversight and analysis functions for client investment accounts held at other firms The

Company enters into contracts with clients for periods usually lasting one year or less Revenue

is recognized when fixed or determinable under the contract terms the services are provided and

collection is reasonably assured

Income Taxes

The Company with the consent of its shareholder has elected to be taxed as an Corporation

and as result its shareholder includes the income or loss of the Company in their individual

income tax return Accordingly no provision for income taxes is included in the financial

statements Income taxes may be provided for state income tax purposes when certain revenue

thresholds are achieved



CHESTNUT SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

Note Summary of Significant Accounting Policies Continued

Income Taxes Continued
Effective January 2009 the Company was required to adopt new accounting standard which

prescribes the threshold tax position is required to meet before being recognized in the

financial statements For purposes of this new standard the pass-through status of the entity at

the federal and state level is considered tax position An additional liability for uncertain tax

positions UTPs is recognized and recorded as component of current income tax expense for

differences between financial and income tax reporting positions which do not meet this

threshold Any interest and penalties related to UTPs are recorded as component of income tax

expense The Company has reviewed its income tax filings that remain subject to examination

by tax authorities and has not identified any material UTPs and thus has not recorded any

additional liability at December 31 2009 Consequently the implementation of this new

standard did not have material impact on the Companys financial position cash flows or

results of operations

The Company files income tax returns in federal and state jurisdictions The Companys income

tax returns are subject to examination by taxing authorities Because the application of tax laws

and regulations to many types of transactions is susceptible to varying interpretations amounts

reported could be changed at later date upon final determination by taxing authorities The

Company is no longer subject to examinations by tax authorities for years prior to 2006

Currently there are no income tax audits in process

Subsequent Events

The Company has evaluated subsequent events through February 22 2010 the date the financial

statements were approved and authorized for issuance by management and determined that there

have been subsequent events that would require recognition in the financial statements or

disclosure in the notes to the financial statements

Note Marketable Securities and Fair Value Information

Unrealized gains on marketable securities consist of

Net unrealized gains begiiming of year 2543

Net unrealized gains related to securities

sold during the year 2543

Net unrealized gains at year end

Realized gains of $2543 have been included in investment income for the year ended December

31 2009

10



CHESTNUT SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

Note Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

Rule 5c3 -1 which requires the maintenance of minimum net capital and requires that the

percentage of aggregate indebtedness to net capital both as dcfined shall not exceed 1500

percent At December 31 2009 the Company had net capital of $183518 which was $178518

in excess of its net capital required of $5000

Note Related Party Transactions

Revenue

In 2009 the Company provided financial consulting to one legal entity in which the shareholder

has financial interest Revenues include $53156 for providing such services

Administrative Expenses

The Company has an agreement with an entity under common control the Affiliate whereby

the Affiliate has agreed to fund certain administrative expenses of the Company Under the

agreement which is renewable annually the Company reimburses the Affiliate for its share of

the administrative expenses funded on its behalf In 2009 the Company reimbursed the Affiliate

for administrative expenses incurred in the amount of $300000

Note Supplemental Cash Flow Information

Cash paid for interest and state income taxes was $1645 and $195323 respectively for the year

ended December 31 2009 Short term loans from shareholder with an original maturity of less

than three months have been netted in the statement of cash flows During 2009 $200000 was

loaned from the shareholder to the Company and repaid to the shareholder within 45 days

11
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SCHEDULE

CHESTNUT SECURITIES INC

COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1

OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31 2009

Net capital

Total shareholders equity qualified for net capital 190855

Deductions and/or charges

Non-allowable assets

Prepaid expenses 7338

Netcapital 183517

Aggregate indebtedness

Computation of basic net capital requirement

Minimum net capital required 5000

Percentage of aggregate indebtedness to net capital 0%

Computation of excess net capital

Net capital 183517

Minimum net capital required 5000

Excess net capital 178517

Reconciliation with Companys computation included in Part II of

Form X-17A-5 as of December 31 2009

Net capital as reported in Companys Part II

unaudited FOCUS report 183517

Net audit adjustments

Net capital per above 183517

No material differences exist between the Audited Computation of Net Capital and the Net

Capital reported in the Companys Part II FOCUS report at December 31 2009

12



SCHEDULE II

CHESTNUT SECURITIES INC

COMPUTATION FOR DETERMINATION OF RESERVE

REQUIREMENTS UNDER RULE 15c3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

AS OF DECEMBER 31 2009

The Company claims exemption to the Reserve Requirement Rule under the provision of Rule

5c3-3k

13



DICICCO GuLMAN COMPANY LLP

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

Professional Excellence On Personal LeveP

EXHIBIT

Report of Independent Auditors on Internal Control

Required By SEC Rule 7a-5

Board of Directors

Chestnut Securities Inc

In planning and performing our audit of the financial statements and supplemental schedules of

Chestnut 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 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 Exchange Commission SEC we have

made study of the practices and procedures foflowed 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 17a-5g in making the

periodic computations of aggregate indebtedness or aggregate debits and net capital under Rule

17a-3a1 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- 13

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 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

14
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unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit preparation of financial statements

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

Rule 17a-5g lists additional objectives of the practices and procedures listed in the preceding

paragraph

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

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 sign Ulcant 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 accounting principles generally

accepted in the United States of America 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 detected by the entitys internal control

material 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 purposes described in the first and

second paragraphs and would not necessarily identify 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 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 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 Securities and Exchange Commission the Financial Industry Regulatory Authority and other

regulatory agencies which 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

February 22 2010
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