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OATH OR AFFIRMATION

1, Rick Hardwick ' , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Texas Securities, Inc. , as
of _December 31 ,2011 , 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:

oy Signature
"\ % Laura Jane Smith .
{ ix My Commission Expires P
AN R 111712012 (e=s( dervt
¢ Title

" Nota# Public

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

& (a) Facing Page.

X (b) Statement of Financial Condition.

&l (c) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition.

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

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

X (g) Computation of Net Capital.

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

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

O @) 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.

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

X (1) An Oath or Affirmation.

X (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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Hartman Leito & Bolt, LLP
Accountants and Consultants -

INDEPENDENT AUDITORS' REPORT

Board of Directors
Texas Securities, Inc.:

We have audited the accompanying statement of financial condition of Texas Securities, Inc. (a
Texas Corporation) (the “Company”) as of December 31, 2011 and the related statements of
income, changes In stockholder’s equity, and cash flows 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 Company's management. Our responsibility Is to express
an opinion on these financlal statements based on our audit.

Woe 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 consideration of internal controi 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 opinior. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures In the financial statements, assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overal! 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 the Company as of December 31, 2011, and the resuits 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 a whole. The information contalned in the supplemental material listed In the
accompanying table o7 contents Is presented for purposes of additional analysis and is not a
required part of the basic financial statements, but ie supplemental information required by Rule
17a-5 under the Securities and Exchange Act of 1934. Such information has been subjected to the
auditing procedures applied in our 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.

Hastra leh 2 Boet, e,

February 17, 2012
Dallas, Texas

Fort Worth 6050 Southwest Bivd | Sulta 300 | Fort Worth, Texas 76109 | phone 817.738.2400 fax 817.738.1935
Dallas 1600 Vicaroy Drive | Suite 720 | Dallas, Texas 75235 | phone 214.689.5600 fax 214.689.5699
www.hiblip.com



TEXAS SECURITIES, INC.
Statement of Financial Condition
December 31, 2011

ASSETS
Current assets:
Cash $ 146,949
Related party receivable 24,938
Prepaids and other current assets 85,913
Total current assets 257,800

Property and equipment:

Office equipment 48,726
Furniture and fixtures 136,710
185,436

Less accumulated depreciation (163,074)

Net equipment 22,362

Other assets 10,000
Total assets $ 290,162

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

Accounts payable $ 8,877
Accrued liabilities 28,104
Total current liabilities 36,981

Commitments and contingencies -

Stockholder's equity:
Common Stock, $.01 par value; 100,000 shares
authorized, 100,000 shares issued and outstanding 1,000
Additional paid-in capital 1,868,230
Accumulated deficit (1,616,049)
Total stockholders' equity 253,181
Total liabilities and stockholders' equity $ 290,162

See accompanying notes and independent auditors’ report.
(3)



TEXAS SECURITIES, INC.
Statement of Income

For the Year Ended December 31, 2011

Revenues:
Commission income
Sales agency fee
Total revenues
Expenses:
Selling, general and administrative expenses
Other expense

Total expenses

Net income before state income tax expense
State income tax expense

Net income

$ 2,572,209

506,000

3,078,209
3,042,927
4,703

3,047,630
30,579

6,328

$ 24,251

See accompanying notes and independent auditors’ report.
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TEXAS SECURITIES, INC.
Statement of Changes in Stockholder’s Equity
For the Year Ended December 31, 2011

Additional
Common Paid-In Accumulated
Stock Capital Deficit Total
Balances at January 1, 2011 $ 1,000 $ 1,868,230 $ (1,640,300) $ 228,930
Net income - - 24,251 24,251
Balances at December 31, 2011 $ 1,000 $ 1,868,230 $ (1,616,049) $ 253,181

See accompanying notes and independent auditors’ report.
(5)



TEXAS SECURITIES, INC.
Statement of Cash Flows
For the Year Ended December 31, 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 24,251
Adjustments to reconcile net income to net cash
provided by operations:

Depreciation 2,636
Changes in operating assets and liabilities:
Increase in related party receivable (13,688)
Increase in prepaids and other
current assets (11,328)
Increase in accounts payable 1,649
Increase in accrued liabilities 15,800
Net cash provided by operating activities 19,320

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of equipment (4,803)

CASH FLOWS FROM FINANCING ACTIVITIES -

Net increase in cash 14,517
Cash at beginning of year 132,432
Cash at end of year $ 146,949

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid for income taxes $ 6,328

See accompanying notes and independent auditors' report.
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TEXAS SECURITIES, INC.
Notes to Financial Statements
As of and For the Year Ended December 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Organization and Nature of Business

(b)

(c)

(d)

On February 13, 2002, Texas Securities, Inc., (the “Company”) became a Texas
Corporation. The Company is registered with the Securities and Exchange Commission
(“SEC”) and various state regulatory jurisdictions as a broker-dealer and is a member of
The Financial Industry Regulatory Authority (“FINRA”). The Company is also a member of
the Securities Investor Protection Corporation (“SIPC”), which insures customers’
deposits up to $500,000 including $100,000 in cash.

On August 26, 2010, all stockholders’ equity was transferred to the Grisham 2010
irrevocable Trust.

The Company is in the business of selling interests in joint ventures organized for drilling
of oil and gas wells in the United States. Crown Exploration, Ltd. (“Crown”) and Crown
Exploration II, Ltd. (“Crown 11”) serve as the managing venturer of their respective joint
ventures.

The Company cannot take possession of customer funds. Accordingly, the Company
operates under the exemptive provisions of SEC Rule 15¢3-3(k)(2)(i).

Accounts Receivable

Accounts receivable is recorded net of an allowance for expected losses. The allowance is
estimated from historical performance and projections of trends. No allowance was
recorded at December 31, 2011.

Property and Equipment

Depreciation is provided by the straight-line method over the estimated useful lives of the
related assets, generally five years. The Company capitalizes all assets with a cost greater
than $500 and estimated useful life greater than one year. Generally, office equipment are
depreciated over periods ranging from 3 to 5 years and furniture and fixtures are
depreciated over a period of 5 years.

Income Taxes

The Company is organized as an S corporation. Therefore, no provision has been made for
income taxes since these taxes are the responsibility of the stockholder. The Company is
subject to income tax under the Texas State Margin Tax. Currently, the Company is not
under examination for income tax purposes by any taxing jurisdiction. Open tax years
subject to examination are as follows:

State of Texas 2007 to present
United States 2008 to present

(7) (Continued)



1.

TEXAS SECURITIES, INC.
Notes to Financial Statements
As of and For the Year Ended December 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(d)

(e)

)

(9)

(h)

U

Income Taxes (Continued)

The Company follows the guidance of the Financial Accounting Standards Board (“FASB”)
Accounting Standards Codification (“ASC") Accounting for Uncertainty in Income Taxes.
Under this guidance a company must recognize the tax benefit associated with tax
positions taken for tax return purposes when it is more-likely-than-not that the position
will be sustained. The Company does not believe there are any unrecognized tax benefits
that should be recorded. For the year ended December 31, 2011, there were no interest or
penalties recorded or included in the statement of operations.

Statement of Cash Flows

The Company has defined as cash equivalents highly liquid investments, with original
maturities of less than ninety days that are not held for sale in the ordinary course of
business.

Management's Estimates and Assumptions

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 the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. The actual results could
differ from these estimates.

Concentrations of Credit Risk

The Company sells interests in joint ventures, which results in accounts receivable arising
from commissions earned. The Company does business with many individual investors
and thus believes that its receivables credit risk exposure is limited.

Impairment of Long-Lived Assets

The Company periodically reviews the carrying value of its long-lived assets, including
equipment, whenever events or changes in circumstances indicate that the carrying value
may not be recoverable. An impairment loss is recognized to the extent fair value of a
long-lived asset is less than the carrying amount. Fair value is determined based upon the
estimated future cash inflows attributable to the asset less estimated future cash outflows.
No such losses were recognized during the year.

Recent Accounting Pronouncements

The Company’s management has evaluated the recently issued accounting
pronouncements through the date these financial statements were available to be issued
and has determined the application of these pronouncements will have no material impact
on the Company'’s financial position and results of operations.

(8) (Continued)



TEXAS SECURITIES, INC.
Notes to Financial Statements
As of and For the Year Ended December 31, 2011

RELATED PARTY TRANSACTIONS

Pursuant to a certain sales agency agreement with Crown and Crown Il, the Company shall
receive up to 15% of all funds raised from individual investors as defined by the management
agreement. For the year ended December 31, 2011, the Company received commission income
of $2,572,209 related to this agreement. In addition, the Company received $506,000 during
2011 for sales agency fees from Crown |l in consideration of the Company acting as Crown II's
exclusive broker-dealer. As of December 31, 2011, the Company was owed $24,938 from
Crown Il sponsored joint ventures for commission income.

The Company also paid Crown Il $27,000 for accounting and administrative assistance fees
and another related party $105,752 for office space.

RETIREMENT

The Company has a retirement plan which qualifies under Section 401(k) of the Internal
Revenue Code. Subject to certain limitations, employees who are at least 18 years old and
have completed one hour of service are eligible to participate in the plan and may contribute a
maximum of 50% of compensation and a minimum of 3% of compensation. The Company may
make annual discretionary contributions to the plan. The Company did not contribute to the
plan during 2011.

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission's Uniform Net Capital
Rule (Rule 15¢3-1), which requires the maintenance of minimum regulatory net capital and
requires that the ratio of aggregate indebtedness to regulatory net capital, both as defined,
shall not exceed 15 to 1. At December 31, 2011, the Company had regulatory net capital, as
defined under SEC Rule 15¢3-1, of $127,180, which was $122,180 in excess of its required
regulatory net capital of $5,000. The Company's ratio of aggregate indebtedness to regulatory
net capital was 29.08%.

LEASE OBLIGATIONS

The Company leases office space from a related party (see Note 2). Rental expense for office
space totaled $105,752 for the year. The lease requires monthly payments of $7,430 through
December 2012. Future minimum payments under this non-cancelable lease are $89,160.

SUBSEQUENT EVENT

The date to which events occurring after December 31, 2011, the date of the most recent
statement of financial position, have been evaluated for possible adjustment to the financial
statements or disclosure is February 17, 2012, which is the date on which the financial
statements were issued.

9) (Concluded)
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TEXAS SECURITIES, INC.
Computation of Net Capital under Rule 15¢3-1
of the Securities and Exchange Commission
For the Year Ended December 31, 2011

COMPUTATION OF NET CAPITAL:

Total Stockholder's equity $ 253,181
Less: Non-allowable assets 125,875
Less: Haircuts on securities 126

Net capital 127,180

Net capital requirement 5,000

Excess net capital $ 122,180

There are no material differences between the computation of net capital contained herein
and the corresponding computation prepared by Texas Securities Inc. and included in the
Company's unaudited Part IIA Report Filing as of December 31, 2011.

(10)



TEXAS SECURITIES, INC.
Statement of Changes in Liabilities Subordinated to Claims of Creditors
For the Year Ended December 31, 2011

Claims at January 1, 2011 $ -
Additions -
Reductions -

Claims at December 31, 2011 $ -

(1)



TEXAS SECURITIES, INC.
Information Relating to the Possession
Or Control Requirements Under SEC Rule 15¢3-3
of the Securities and Exchange Commission
For the Year Ended December 31, 2011

The Company claims exemption from the requirements of SEC Rule 15¢3-3, under Section k(2)(i)
of the Rule.

A computation for determination of reserve requirements pursuant to Rule 15c3-3 required by
Rule 17a-5(d)(3) and information relating to possession or control of securities as required by
Rule 15¢3-3 and Rule 17a-5(d)(3) of the SEC were both omitted as the Company can not take
possession of customer funds.

The Company was in compliance with the conditions of the exemptive provisions of SEC Rule
15¢3-3 at December 31, 2011.

(12)



g Hartman Leito & Bolt, LLP
Accountants and Consultants

Independent Auditors’ Report
on Internal Control Required by
SEC Rule 17a-5(g)(1) for a Broker-Dealer Claiming
an Exemption From SEC Rule 15¢3-3

Board of Directors
Texas Securities, Inc.:

In planning and performing our audit of the financial statements and supplemental material of
Texas Securities, Inc. (the “Company”), as of and for the year ended December 31, 2011 in
accordance with auditing standards generally accepted in the United States of America, we
considered the Company’s internal control over financial reporting (internal control) as a 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
Company'’s 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 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 quarterly securities examinations, counts, verifications, and comparisons and
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 generally accepted accounting principles. Rule 17a-5(g) 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.

Fort Worth 6050 Southwest Blvd | Suite 300 | Fort Worth, Texas 76109 | phone 817.738.2400 fax 817.738.1995
Dallas 1600 Viceroy Drive | Suite 720 | Dallas, Texas 75235 | phone 214,689.5600 fax 214.689.5699
www.hlbilp.com



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 deficlency, or combination of
deficlencles, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

A material weakness Is a deficiency, or combination of deficiencies, In internal control, such that
there Is a reasonable possibility that a material misstatement of the Company's financial
statements wiil not be prevented or detected and corrected on a timely basis.

Our consideration of internal control was for the limited purpose 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 deficlencies in internal control and control actlvities
for safeguarding securities that we consider to be material weaknesses, as defined previously.

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, as described in the second paragraph of this report, were
adequate at December 31, 2011, 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 thelr regulation of registered brokers and dealers, and is not intended to be and
should not be used by anyone other than these specified parties.

HCWW Ledn = Boer LCp

February 17, 2012
Dallas, Texas

(14) {Concluded}



g Hartman Leito & Bolt, LLP
Accountants and Consultants

AGREED UPON PROCEDURES REPORT

To the Board of Directors of
Texas Securitles, Inc.

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, we have
performed the procedures enumerated below with respect to the accompanying Schedule of
Assessment and Payments [General Assessment Reconcillation (Form SIPC-7T)] to the Securities
investor Protection Corporation (SIPC) for the year ended December 31, 2011, which were agreed
to by Texas Securities, Inc. (the “Company”) and the Securities and Exchange Commission,
Financlal Industry Regulatory Authority, Inc., and the SIPC, solely to assist you and the other
specified parties in evaluating the Company's compliance with the applicable Instructions of the
General Assessment Reconciliation (Form SIPC-7T). The Company’s management is responsible
for the Company’'s compliance with those requirements. This agreed-upon procedures
engagement was conducted in accordance with attestation standards established by the
American Institute of Certifled Public Accountants. The sufficlency of these procedures is solely
the responsibility of those parties specified in this report. Consequently, we make no
representation regarding the sufficlency of the procedures described below either for the purpose
for which this report has been requested or for any other purpose. The procedures we performed
and our findings are as follows: ’

1. Compared the listed assessment payments in Form SIPC-7T with respective cash
disbursement records entries noting no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended
December 31, 2011, as applicable, with the amounts reported in Form SIPC-7T for the
year ended December 31, 2011, noting no differences;

3. Compared any adjustments reported in Form SIPC-7T with supporting schedules and
working papers, noting no differences;

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and In
the related schedules and working papers supporting the adjustments noting no
differences.

We were not engaged to, and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance.

Accordingly, we do not express such an opinion. Had we performed additional procedures, other
matters might have come to our attention that would have been reported to you.

This report Is Intended solely for the Information and use of the specified parties listed above and
is not Intended to be and should not be used by anyone other than these specified parties.

H dotlrma ;Zénlo 2 B&&fﬁ CCp

February 17, 2012
Dallas, Texas
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