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OATH OR AFFIRMATION

I, Randy Hill , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Markets, Inc. as

of December 31 , 20 10 | are true and correct. I 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:

/12 | L

CHRISTINA LY
, State of New York
M:;rgliﬁl L|;235119 / Signature
™ 14
commission . 118/20 President
L Title

jf ]
£ — 2 -
[/' e Notary Public

This report ** contains (check all applicable boxes):

A (a) Facing Page.

3 (b) Statement of Financial Condition.

[ (c) Statement of Income (Loss).

[0 (d) Statement of Changes in Financial Condition. )

[0 (e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

[0 (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

[J G) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

3 (1) An Oath or Affirmation.

[ (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing 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 240.17a-5(e)(3).
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholder of
DnB NOR Markets, Inc.

We have audited the accompanying statement of financial condition of DnB NOR Markets, Inc.
(the “Company”) as of December 31, 2010. This statement of financial condition is the
responsibility of the Company’s management. Our responsibility is to express an opinion on this
statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the statement of financial condition is free of material misstatement. We were not
engaged to perform an audit of the Company’s internal control over financial reporting. Our
audit included consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the statement of financial condition,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall statement of financial condition presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all

material respects, the financial position of DnB NOR Markets, Inc. at December 31, 2010, in
conformity with U.S. generally accepted accounting principles. -

W % %ﬁ( &

February 25,2011

A member firm of Ernst & Young Global Limited
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DnB NOR Markets, Inc.

Statement of Financial Condition

December 31, 2010

Assets

Cash and cash equivalents

Investment banking and advisory fees receivable

Taxes receivable and deferred tax asset ‘
Fixed assets, at cost (net of accumulated depreciation and amortization of $131,050)
Prepaid expenses and other assets

Total assets

Liabilities and Stockholder's Equity
Accrued expenses and interest payable

Subordinated bofrowings from Parent

Stockholder's Equity
Common stock - $1.00 par value, 1,000 shares authorized, issued and outstanding
Additional paid in capital )
Retained earnings
Total stockholder's equity

Total liabilities and stockholder's equity

' The accompany notes are an integral part of this statement of financial condition.

45,601,500
2,724,688
1,519,181

449,135
120,161

50,414,665

5,415,300

30,000,000

1,000
365,366
14,632,999

14,999,365

50,414,665
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DnB NOR Markets, Inc.

Notes to Statement of Financial Condition

December 31, 2009

1. Nature of Operations and Organization

DnB NOR Markets, Inc. (the “Company”) is a wholly owned subsidiary of DnB NOR Bank

~ ASA (the “Parent”) based in Norway. The Company was formed under the laws of the state of

New York on January 10, 2003 as a corporation. The Parent owns 100% of all membership
interests in the Company.

The Company is based in the United States and conducts business from its main office in New
York City, its branch office in Houston, Texas, and its Office of Supervisory Jurisdiction in
London, England, which was registered on March 26, 2010. The Company is a registered
broker-dealer under the Securities Exchange Act of 1934 and is a member of the Financial
Industry Regulatory Authority (“FINRA”). The Company was approved as a broker-dealer and
began securities operations on December 9, 2003.

The Company engages primarily in rendering merger and acquisition financial advice, advice
with respect to other financial transactions, and in offering of securities. In the fourth quarter of
2009, the Company established a sales desk in New York for the trading of non-U.S. equity and
fixed-income securities by Major U.S. Institutional Investors, as defined in Rule 15a-6 under the
Securities Exchange Act of 1934 (“Rule .152-6”) and clients eligible to open an “institutional
account” as defined in NASD Rule 3110. The Company clears all trades on a DVP/RVP basis
through the Parent and does not carry securities accounts for customers or perform custodial
functions relating to customer securities and, accordingly, is exempt from the reserve
requirement provisions of Rule 15¢3-3 under the Securities Exchange Act of 1934 (“Rule 15¢3-
3”) pursuant to paragraph (k)(2)(i) of Rule 15¢3-3.

In the first quarter of 2011, the Company secured final approval from FINRA (the Company’s
FINRA Membership Agreement had already been amended accordingly on May 7, 2010) for the
expansion of its business operations by modifying its existing Membership Agreement to permit
the solicitation of U.S. institutional investors to establish and maintain accounts on a fully
disclosed basis with a registered clearing firm for the purpose of purchasing and selling of U.S.
equity and debt securities pursuant to (k)(2)(ii) of Rule 15¢3-3. Goldman Sachs Execution &
Clearing, L.P., will act as the Company’s clearing-broker for such activity. Trading is expected
to begin in 2011.

The Company also engages in the following business activities through its Debt Capital Markets
(DCM) department: the introduction of Norwegian companies to U.S. financial institutions;
participating from time to time in underwritings of corporate debt securities in the United States
as a selling group or syndicate member; U.S. debt securities advisory (debt structuring and debt
raising); and the arrangement and sales of syndicated loans.



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies

The accompanying Statement of Financial Condition may not necessarily be indicative of the
condition that may have existed if the Company had been operated as an unaffiliated entity.

Use of Estimates and Indemnifications

The preparation of the Statement of Financial Condition in conformity with accounting
principles generally accepted in the United States requires management to make estimates and
assumptions that affect reported amounts in the Statement of Financial Condition and
accompanying notes. Management believes that the estimates utilized in preparing its Statement
of Financial Condition are reasonable and prudent; however, actual results could differ from
those estimates.

In the normal course of business, the Company enters into contracts that contain a variety of
representations and warranties which provide general indemnifications. The Company’s
maximum exposure under these arrangements is unknown as the contracts refer to potential
claims that have not yet occurred. However, management expects the risk of loss to be remote.

Cash and Cash Equivalents

The Company considers all highty liquid investments with original maturities of 90 days or less
at the date of purchase to be cash equivalents unless the investments are legally or contractually

restricted. At December 31, 2010, cash equivalents included $33.0 million in a money market

fund, which invests in securities issued or guaranteed as to principal and interest by the US
government and repurchase agreements collateralized by such securities.

Investment banking and advisory fees receivable, net

I[nvestment banking and advisory fees receivable, net includes receivables relating to the
Company’s investment banking and advisory engagements. The Company records an allowance
for doubtful accounts on these receivables on a specific identification basis.

Commission

Commission income recognized but not yet received is recorded as a receivable on the Statement
of Financial Condition.



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)
Income Taxes

Income taxes are accounted for under Accounting Standards Codification (“*ASC”) 740, Income
Taxes, (formerly Statement of Financial Accounting Standards (“SFAS”) No. 109). Deferred tax
assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in
tax rates is recognized in income in the period that includes the enactment date. . To the extent
that it is more likely than not that deferred tax assets will not be recognized, a valuation
allowance would be established to offset their benefit.

The Company accounts for uncertainties in income taxes pursuant to ASC 740-10. ASC 740-10
requires recognition and measurement of a tax position taken or expected to be taken in a tax
return and provides guidance on de-recognition, classification, interest and penalties, and
disclosure. The Company accounts for interest and penalties as a-component of income tax
expense.

Fixed Assets

Fixed assets are stated at cost less accumulated depreciation and amortization. Depreciation on
automobiles, equipment, and computer hardware are calculated on a straight-line basis using
estimated useful lives of 2 to 4 years. Leasehold improvements are amortized on a straight-line
basis over the lesser of the useful life of the improvements or the term of the lease.

Fair Value
The Company estimates that the fair value of financial instruments recognized on the Statement

of Financial Condition, including receivables and payables, approximates their carrying value, as
such financial instruments are short term in nature.



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

3. Related Party Transactions

The Company has entered into several subordinated loan agreements with the Parent. Effective
December 31, 2008, cach of the agreements were amended to extend the maturity date to
December 31, 2012. The interest rate on these loans is LIBOR plus 50 basis points. As of
December 31, 2010, the outstanding amounts on these loans were $10.0 million with interest
accruing at .75% (based on 3 month LIBOR) and $20.0 million with interest accruing at .73%
(based on 1 month LIBOR). The loans’ carrying values approximate their fair value.

The Parent has also granted credit lines of $10.0 and $80.0 million to the Company. Effective
December 31, 2008, each agreement was amended to extend the maturity dates to December 31,
2012. The interest rate on the outstanding principal under each agreement is the rate agreed to at
the time of drawing. As of December 31, 2010, there were no outstanding balances on these lines
of credit.

The loans are subordinated to claims of general creditors, are covered by an agreement approved
by the FINRA and are included by the Company in computing net capital under the SEC’s
Uniform Net Capital Rule. To the extent that such borrowings are required for the Company's
continued compliance with minimum net capital requirements, they may not be repaid.

The Company has entered into agreements with the Parent, whereby the Parent provides the
Company with certain services which include but are not limited to, shared occupancy and
administrative services including payroll, employee benefits, accounting and cash management,
financial and credit services, purchasing and/or leasing of equipment, use of its information
technology systems, and record storage.

The Company has entered into an agreement with DnB NOR Bank ASA, London Branch
effective as of April 1, 2010, whereby a registered representative of the London Branch provides
U.S. customer soliciting activities for the Company and the Company compensates London for
all direct and indirect costs associated with the provision of administrative services, provision of
office space and other support and any corresponding liabilities related to the U.S.-oriented
activities of the registered representative of the London Branch.

The Company has entered into an agreement with the Parent effective as of October 20, 2010,
whereby the Company acts as the Parent's debt capital market product specialists and advisors,
and provides a full range of debt advisory services and manages all aspects of .the loan
syndication process in return for fees specified for each applicable transaction.



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

4. Fixed Assets

At December 31, 2010, fixed assets are comprised of the following:

Computer hardware $ 92,706
Leasehold improvements : ' 424,643
Automobiles 39,072
Equiment 13,759
Furniture 10,005
Total Cost 580,185
Less accumulated depreciation and amortization 131,050
Total cost, net of accumulated depreciation and amoritzation $ 449,135

5. Fair Value Measurements and Disclosures

In accordance with ASC 820, Fair Value Measurements and Disclosures, fair value is defined as
the price that the Company would receive to sell an asset or pay to transfer a liability in an
orderly transaction between market participants at the measurement date. ASC 820 also
establishes a framework for measuring fair value, and a three level hierarchy for fair value
measurements based upon the transparency of inputs to the valuation of an asset or liability.
Inputs may be observable or unobservable and refer broadly to the assumptions that the market
participants would use in pricing the asset or liability. Observable inputs reflect the assumptions
market participants would use in pricing the asset or liability based on market data obtained from
sources independent of the Company. Unobservable inputs reflect the Company’s own
assumptions about the assumptions that market participants would use in pricing the asset or
liability developed based on the best information available in the circumstances.

Each investment is assigned a level based upon the observability of the inputs which are
significant to the overall valuation.

The three tier hierarchy of inputs is summarized below:

Level 1: Valuation inputs are unadjusted quoted market prices for identical assets or
liabilities in active markets;



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

5, Fair Value Measurements and Disclosures (continued)

Level 2: Valuation inputs are quoted prices for identical assets or liabilities in markets that
are not active, quoted market prices for similar assets and liabilities in active
markets and other valuation techniques utilizing observable inputs directly or
indirectly related to the asset or liability being measured;

Level 3: Valuation techniques utilize inputs that are unobservable and significant to the fair
value measurement.

At December 31, 2010, the Company did not own any assets or liabilities other than cash and
cash equivalents or other assets and liabilities with short and intermediate term maturities and
defined settlement amounts. The carrying amounts of cash and other assets and liabilities with
defined settlement amounts are reported at their contractual amounts, which approximates fair
value. The Company’s cash equivalents are categorized as Level 1 assets as the net asset value
of a share in the money market fund is quoted and not subject to redemption restrictions.

6. Income Taxes

At December 31, 2010, the Company recorded a deferred tax asset of $1,830,274, which
primarily relates to accrued bonus compensation not yet deductible for tax purposes. The
Company recorded a deferred tax liability of $382,814, which primarily results from a change in
the accounting method (for income tax purposes only) related to its accrued bonus compensation.
At December 31, 2010, the Company did not have a valuation allowance for the deferred tax
assets as it is, more likely than not, that it will be fully realized.

At December 31, 2010, the Company determined that it has no uncertain tax positions, interest,
or penalities as defined in ASC 740-10.

The Internal Revenue Service recently concluded its audit of the Company’s federal tax returns
for the 2006 and 2007 tax years. There were no assessments. The Company is not currently
under audit by any taxing authority. Tax returns filed with each jurisdiction remain open to
examination under the normal three-year statute of limitations (with the exception of Federal,
which is now closed for 2006 and 2007).



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

7. Commitments and Contingencies

The Company subleases office space under an Amended and Restated Sublease with the Parent,
dated as of March 29, 2010, the lease term of which commenced on April 1, 2010, and will
expire on May 14, 2021.

As of December 31, 2010, the minimum annual rental commitments, subject to escalation based
on increases in certain costs incurred by the lessor, are as follows:

Year ending December 31,

2011 $ 298,956
2012 298,956
2013 298,956
2014 : 298,956
2015 298,956
Thereafter 1,905,845

Total minimum future rental payments $ 3,400,625

Lehman Litigation Matter

The Company was added as a defendant in an amended complaint filed on October 27, 2008, in a
putative class action pending in the U.S. District Court for the Southern District of New York
brought on behalf of purchasers of various Lehman Brothers Holdings Inc. (“Lehman”) debt and
equity securities. The complaint alleges that the Company underwrote and sold $25 million of
Lehman 6.875% Notes in an April 2008 offering.

The defendants in the action include certain of Lehman’s officers and directors, and numerous
underwriters who participated in one or many of multiple debt and equity security offerings by
Lehman during the purported class period. The complaint alleges violations of Section 11 and
Section 12(a)(2) of the Securities Act of 1933 against all defendants, including the Company.
The complaint seeks, among other things, unspecified compensatory and/or rescission damages.

On January 9, 2009, the Court consolidated the action in which the Company was named as a
defendant with other actions relating to the sale of Lehman securities. A second amended
complaint in the consolidated action was filed on February 23, 2009.

On April 27, 2009, a motion to dismiss the Securities Act claims levied against the underwriters
was filed. The motion was fully briefed as of July 31, 2009, and oral argument was held on
January 26, 2010.



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

7. Commitments and Contingencies (continued)

In light of new facts unearthed by the publication of the Lehman Bankruptcy Examiner's report
(the "Report"), on April 23, 2010, the Lead Plaintiffs' counsel filed a third amended complaint
(the "TAC"). The motion to dismiss the TAC (the "Motion") was fully briefed on July 13, 2010.
No indication has as of yet been given by the court on when the judge plans to issue a ruling on
the Motion.

If the Securities Act claims in the complaint survive the Motion, the discovery process will
commence vis-a-vis the Company. Given the nature and preliminary status of this claim, the
Company cannot yet determine the amount of potential loss in this matter, if any.

Intervale Litigation Matter

On December 3, 2009, the Company filed suit in New York State Supreme Court, County of
New York, against Intervale Capital, LLC, and Intervale Capital Fund, L.P. (collectively,
"Intervale") (the "Case").

The Case arose out of Intervale's refusal to pay fees owed to the Company under an advisory
services contract dated June 9, 2009 (the "Engagement Letter"). In exchange for a negotiated
fee, the Company agreed to act as an advisor and provide investment banking services to
Intervale in connection with its acquisition of Proserv Group AS ("Proserv"), a Norway-based
international oil services company focused on the offshore global market.

The Company was seeking (1) the $500,000 owed under the Engagement Letter; (2)
reimbursement for costs and expenses, including, without limitation, reasonable attorneys' fees,
disbursements and court costs, and costs of investigation and preparation incurred in
investigating, preparing, and pursuing its claims against Intervale in an amount to be determined
at trial; and (3) such other relief as the court would deem just and proper.

On January 19, 2010, the Company received Intervale's answer, which contained counterclaims
in the amount of $66.9 million, alleging breach of contract due to negligence and/or bad faith.

On May 7, 2010, the Company successfully settled the Case. Under the terms of the settlement,
Intervale paid the Company $75,000 up front and an additional $425,000 on August 31, 2010.

10



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

7. Commitments and Contingencies (continued)
Guaranteed Compensation

The Company has entered into guaranteed compensation arrangements with certain employees.
At December 31, 2010, the Company accrued $2,260,000 related to these arrangements in
accrued expense and interest payable on the Statement of Financial Condition, of which
$877,500 was deferred and will be paid in December 2011. The Company also guaranteed
$400,000 in compensation in 2011.

8. Benefit Plans

The Company instituted a defined contribution 401(k) plan in 2004. Eligible employees electing
to enroll in this plan may receive an employer match of 100% up to 10% of the employees’
salary, capped at the annual deferral limit, as defined.

The Company sponsors a noncontributory defined benefit pension plan for all employees (the
“General Plan”). The General Plan is administered and funded by the Parent.

9. Concentration of Credit Risk

The Company maintains its cash and cash equivalents with one financial institution, which at
times may exceed federal insured limits. The Company has not experienced any losses in such
accounts. The Company is also exposed to credit risk as it relates to the collection of receivables
from third parties, including lead managers in underwriting transactions and the Company’s
corporate clients related to mergers and acquisitions and financial advisory services.

10. Net Capital Requirements

As a registered broker-dealer and a member of the FINRA, the Company is subject to the
Securities and Exchange Commission’s Uniform Net Capital Rule 15¢3-1 which requires that the
Company maintain minimum net capital of $250,000. As of December 31, 2010, the Company
had net capital of $39,510,583, which exceeded the regulatory requirement by $39,260,583.
Advances to affiliates, dividend payments and other equity withdrawals are subject to certain
notification and other requirements of Rule 15¢3-1 and other regulatory bodies.

11



DnB NOR Markets, Inc.

Notes to Statement of Financial Condition (continued)

11. Subsequent Events

The Company evaluated subsequent events and found no material impact to the Company’s
financial condition. '

12
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