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INDEPENDENT AUDITORS' REPORT

Board of Directors
Saxony Securities, Inc.

We have andited the accompanying statement of financial condition of Saxony Securities, Inc.
as of March 31, 2012 that you are filing pursuant to rule 17a-5 under the Securities and
Exchange Act of 1934. This financial statement is the responsibility of the Company's
management. Our responsibility is to express an opinion on this financial statement 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 attain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes 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 financial statements,
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 statement of financial condition referred to above presents fairly, in all

material respects, the financial position of Saxony Securities, Inc. as of March 31, 2012, in
conformity with accounting principles generally accepted in the United States of America.

Petl Seiatorth, bl .éﬁmaz 4

Oak Brook, Illinois
May 23, 2012

1211 West 22nd Street, Suite 110 I Oak Brook, iifinois 60523 | Phone: 708.489.1680 Fax: 847.750.0490 | dscpagroup.com



SAXONY SECURITIES. INC.
STATEMENT OF FINANCIAL CONDITION

MARCH 31,2012

ASSETS
Cash and cash equivalents A v $ 837,337
Receivable from broker/dealers . 845,487
Concessions and fees receivable 540,736
Notes receivable, net of allowance for
doubtful accounts of $141,301 ~0-
Furniture, equipment and software, at cost
net of $136,189 accumulated depreciation 72,184
Other assets _ 127,654
TOTAL ASSETS | $ 2,423,308
LIABILITIES AND SHAREHOLDER'S EQUITY
LIABILITIES ,
Accounts payable and accrued expenses $ 345,823
Commissions payable 1,346,744
Total Liabilities } : $ 1,692,567
SHAREHOLDER' S EQUITY
Common stock $ 14,081
Additional paid-in capital , ‘ 553,919
Retained earnings 162,831
Total Shareholder’s Equity $ 730,831
TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY $ 2,423,398

The accompanying notes are an integral part of this financial statement.



SAXONY SECURITIES. INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
YEAR ENDED MARCH 31, 2012

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

Organization - Saxony Securities, Inc. (the “Company™) was incorporated in the
state of Missouri on July 13, 2001. The Company is a wholly-owned subsidiary
of Saxony Holdings, Inc. The Company is registered with the Securities and
Exchange Commission and the Commodities Futures Trading Commission and
is a member of the National Futures Association and the Financial Industry
Regulatory Authority (FINRA). The Company's principal business activity is
the sale of securities. Operations began in February 2002.

Securities Transactions - Commission revenue and related expense arising from
securities transactions are recorded on a trade date basis.

Concentrations of Credit Risk - The Company is engaged in various trading and
brokerage activities in which the counterparties primarily include
broker/dealers, banks, other financial institutions and the Company’s own
customers. In the event the counterparties do not fulfill their obligations, the
Company may be exposed to risk. The risk of default depends on the
creditworthiness of the counterparty or issuer of the instrument. It is the
Company’s policy to review, as necessary, the credit standing of each
counterparty.

In addition, the Company’s cash is on deposit at several financial institutions
and the balances at times may exceed the federally insured limit. The Company
believes it is not exposed to any significant credit risk to cash.

Cash Equivalents - For purposes of the Statement of Cash Flows, the Company
has defined cash equivalents as highly liquid investments, with original
maturities of less than three months that are not held for sale in the ordinary

- course of business.
Notes Receivable - The Company reviews its notes receivable for collectability
on a regular basis. The allowance for doubtful accounts reflects management’s
best estimate of probable losses determined principally on the basis of historical
experience.

Furniture, equipment and software - Depreciation is provided using the straight-
line method over three to ten year periods.



SAXONY SECURITIES. INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
YEAR ENDED MARCH 31, 2012

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES - (Continued)

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 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. Actual results could differ
from those estimates.

Subsequent Events - The Company evaluated all significant events or
transactions that occurred through the audit report date, the date these financial
statements were available to be issued.

NOTE 2 - FAIR VALUE MEASUREMENT

FASB ASC 820 defines fair value, creates a framework for measuring fair
value, and establishes a fair value hierarchy which prioritizes the inputs to
valuation techniques. Fair value is the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. A fair value measurement assumes that
the transaction to sell the asset or transfer the liability occurs in the principal
market for the asset or liability or, in the absence of a principal market, the most
advantageous market. Valuation techniques that are consistent with the market,
income or cost approach, as specified by FASB ASC 820, are used to measure
fair value.

The fair value hierarchy prioritizes the inputs to valuation techniques used to
measure fair value into three broad levels:

e Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities the Company has the ability to access.

e Level 2 inputs are inputs (other than quoted prices included within level
1) that are observable for the asset or liability, either directly or
indirectly. '



" SAXONY SECURITIES. INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31, 2012

NOTE 2 - FAIR VALUE MEASUREMENT - (Continued)

o Level 3 inputs are unobservable inputs for the asset or liability and rely
on management’s own assumptions about the assumptions that market
participants would use in pricing the asset or liability. (The
unobservable inputs should be developed based on the best information
available in the circumstances and may include the Company’s own

data.)

Level 1 inputs have been applied to value cash equivalents on the statement of
financial condition. Notes receivable have been valued at their net realizable
value. No valuation techniques have been applied to all other assets and
liabilities included in the statement of financial condition. Due to the nature of
these items, all have been recorded at their historical values.

NOTE 3 - NET CAPITAL REQUIREMENTS

As a registered broker/dealer and member of the Financial Industry Regulatory
Authority and National Futures Association, the Company is subject to the
Securities and Exchange Commission Uniform Net Capital Rule (rule 15¢3-1),
which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed
1500%. At March 31, 2012 the Company's net capital and required net capital
were $487,527 and $112,838 respectively. The ratio of aggregate indebtedness

to net capital was 347%. :

NOTE 4 - OFF-BALANCE-SHEET RISK AND CLEARING AGREEMENT

The Company’s customers may enter into various transactions involving
derivatives and other off-balance-sheet financial instruments. These financial
instruments include options, mortgage-backed to-be-announced securities
(TBA’s) and securities purchased and sold on a when-issued basis. These
derivative financial instruments are used to meet the needs of customers and are
subject to varying degrees of market and credit risk. In addition, the
Company’s customers may sell securities that they do not currently own and
will, therefore, be obligated to purchase such securities at a future date.



- SAXONY SECURITIES, INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
AR ENDED MARCH 31. 2012

NOTE 4 - OFF-BALANCE-SHEET RISK AND CLEARING AGREEMENT - (Continued)

Since the Company enters into the aforementioned transactions only for the
benefit of its customers, the Company does not bear any of the credit or market
risk of those customers, with the exception of the risk to the Company should its
customers fail to honor their obligations related to these derivative and other
off-balance sheet financial instruments, as mentioned below.

Clearing Agreement - To facilitite securities transactions, including the
aforementioned transactions, on behalf of its customers, the Company has
entered into an agreement with another broker/dealer (Clearing Broker/dealer)
whereby the Company forwards (introduces) customer securities transactions to
the Clearing Broker/dealer, fully disclosing the customer name and other
information. The processing and, if applicable, any financing pertaining to the
introduced securities transactions are performed by the Clearing Broker/dealer.
The customer account is therefore maintained and recorded in the books and

- records of the Clearing Broker/dealer on the Company’s behalf. In
consideration for introducing customers to the Clearing Broker/dealer, the
Company receives commissions and other consideration, less the processing and
other charges of the Clearing Broker/dealer. As part of the terms of the
agreement between the Company and Clearing Broker/dealer, the Company is
held responsible for any losses arising when the customers introduced by the
Company to the Clearing Broker/dealer fail to meet their contractual
commitments pertaining to the purchase, sale and possible financing of
securities transactions. The Company may therefore be exposed to off-balance-
sheet risk in the event the customer is unable to fulfill its contracted obligations
and it is necessary for the Clearing Broker/dealer to purchase or sell the
securities at a loss. The Company’s exposure to risk would consist of the
amount of the loss realized and any additional expenses incurred pertaining to
the transaction or other customer activity. :

The Company is required to maintain a minimum deposit of $100,000 with the
Clearing Broker/dealer to assure the Company's performance under the
agreement. This amount is included in the “Receivable from broker/dealers” on

the statement of financial condition. The agreement may be terminated by
either party with 90 days prior notification.



SAXONY SECURITIES. INC.
NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31. 2012

NOTE 5 - LEASE COMMITMENTS

Occupancy - The Company is party to a noncancellable lease agreement for
office space that expires March 31, 2013. Pursuant to terms of the lease
amendment dated June 3, 2009, the Company has two renewal options, each for
an additional 3 year period. These options provide for a 3% increase over the
prior period’s base rent and other provisions. The total expenditure for office
space for the year ended March 31, 2012 was $60,336. This amount includes
additional charges pursuant to the lease agreement. ,

Other Operating Leases - The Company has entered several noncancellable
operating leases for quotation, communications and other services. These
agreements expire at various dates through March 2017. In addition, most have
automatic renewal periods that range for additional one or two year periods.
Total expenses relating to these agreements for the year ended March 31, 2012

were $196,263.

Future minimum lease payments for all leases, exclusive of additional payments
which may be required, are as follows:

Year Ended

Maxch 31 Total
2013 $§ 167,668
2014 24,360
2015 960
2016 960
2017 : 320
Total - $__194.268

NOTE 6 - INCOME TAXES

The Company reports its income for federal and state income tax purposes on a
consolidated basis with the income of its parent company, Saxony Holdings,
Inc. (Parent). In addition, the Parent uses the calendar year for income tax
filings. Since both entities are S-Corporations, the shareholders of the Parent

are responsible for any income taxes.



SAXONY SECURITIES. INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR D CH 31,2012

NOTE 7 - CONTINGENCIES

In August 2011, a former customer of the Company filed an arbitration claim
with the Financial Industry Regulatory Authority (FINRA) against muitiple
parties, including the Company, a former registered representative of the
Company and the firm that the customer transferred her account to with the
former registered representative when he left the Company. The customer
alleges improper use of discretion over trading in the account and purchasing
unsuitable investments. The remedies requested by the Claimant are against the
Respondents jointly and severally in the amount of $227,152 plus punitive or
treble damages in the additional amount of $454,304, plus additional amounts

- for legal fees and other costs pertaining to the arbitration. The Company has
denied the allegations and the hearing is set for September 2012. The Company
-plans to vigorously defend itself. However, at this time, the Company’s
management and its legal counsel are unable to predict a favorable or
unfavorable outcome regarding this matter.

In October 2011, the Company received a complaint from a former customer
regarding her three accounts. Her complaint alleges unsuitable, speculative and
risky investments were made in her accounts without her authorization. The
complaint initially requested $250,000 but was reduced to $150,000. The
Company has denied the allegations. The Company plans to vigorously defend
itself. However, at this time, the Company’s management and its legal counsel
are unable to predict a favorable or unfavorable outcome regarding this matter.

In November 2011, the Company received a complaint from a former customer
alleging “substantial cost” incurred in connection with the liquidation of their
account on its initial rebalancing and not being informed of any tax
consequences from the liquidations. The complaint does not specify the amount
of commissions to be refunded. The complaint requests refund of commissions
paid and $60,000 in taxes. The Company has denied the allegations. The
Company plans to vigorously defend itself. However, at this time, the
Company’s management and its legal counsel are unable to predict a favorable
-or unfavorable outcome regarding this matter.



SAXONY SECURITIES. INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION

YE ED CH 31,2012

NOTE 7 - CONTINGENCIES - (Continued)

In May 2012, the Company received a complaint from a former registered
representative, employee and shareholder of the Company’s parent demanding
certain payments, of which approximately $70,000 relate to the Company. The
Company has denied the allegations. The Company plans to vigorously defend
itself. However, at this time, the Company’s management and its legal counsel
are unable to predict a favorable or unfavorable outcome regarding this matter.

In October 2008, the Securities and Exchange Commission (SEC) conducted an
examination of the Company. During the year ended March 31, 2011, the SEC
declared one issue of that examination to be an “open matter under inquiry” and
requested additional information and documentation. Since the Company’s
submission of the requested information to the SEC during May through July of
2010, the SEC has not responded. '

Although the SEC has not made any determination in the aforementioned
matter, they may, at some future date, seek fines or other consent orders against
the Company. If such a determination is made, the Company plans to
vigorously defend itself. At this time, the Company’s management and its legal
counsel are unable to predict a favorable or unfavorable outcome regarding this

miatter.

Contingencies expense of $170,000 is included in other expenses on the
statement of income and other liabilities on the statement of financial condition.

NOTE 8 - RELATED PARTY TRANSACTIONS

As mentioned in Note 1, the Company is a wholly-owned subsidiary of Saxony
Holdings, Inc. In addition, through common ownership and/or management, the
Company is affiliated with Saxony Advisors, LLC (SA), Saxony Financial
Holdings, LLC (SFH), Saxony Capital Management, LLC (SCM), Saxony
Insurance Agency, LLC (SIA), RECA Group, Inc. (RECA), Coastline Financial
Corp. (CFC) and Patrick Capital Markets, LLC (PCM), a registered
broker/dealer.



- SAXONY SECURITIES, INC,

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31. 2012

NOTE 8 - RELATED PARTY TRANSACTIONS - (Continued)

The Company has entered into a promissory note agreement with SFH, which
expires on September 17, 2012, that enables SFH to borrow funds not to exceed
$50,000. Additional terms of this note state that any amounts borrowed will
bear interest at the prime rate as defined. At March 31, 2012, the principal
balance of the note was $0 and interest earned by the Company was $0.

The Company has an agreement with RECA to lease software on a month to
month basis. The agreement may be terminated by either party with 30 days
written notice. Total payments made by the Company during the year ended
March 31, 2012 relating to this agreement were $12,300.

The Company has been reimbursed $510,577 from SCM for commissions,
payroll and other expenses the Company has paid on SCM’s behalf.

The Company has paid CFC $121,866 for expense reimbursements and business
development services it has provided the Company.

The Company has incurred expenses to SIA totaling $54,000 for licensing
services provided during the year ended March 31, 2012. In addition, the
Company has been reimbursed $6,000 from SIA for wages and other payroll
expenses the Company has paid on SIA’s behalf.

The Company has entered into a promissory note agreement with an officer of
the Company with a stated interest rate of 10%. At March 31, 2012, the balance
of the note was $0 and the interest earned by the Company during the year was
$166 related to this note.

The Company has been reimbursed $91,993 for salary, payroll, rent and other
expenses the Company has incurred on behalf of PCM during the year ended
March 31, 2012. In addition, PCM earned $38,841 in commissions for revenue
it earned on securities transactions introduced through the Company, of which
$6,511 was owed to PCM at March 31, 2012. The Company earned $110,616
in commissions for revenue it earned on securities transactions introduced

through PCM.



SAXONY SECURITIES. INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
YEAR ENDED MARCH 31. 2012

NOTE 9 - COMMISSION REVENUE

One registered representative of the Company was responsible for
approximately 42% of the commissions and concessions revenue earned during
the year ended March 31, 2012, as stated on the statement of income.

NOTE 10 - NOTES RECEIVABLE

The notes receivable, with combined balances of $141,301, have various
expiration dates and the interest rates range from prime to 14% per annum. In
addition, an allowance for doubtful accounts has been created for $141,301.
The net balance of the notes receivable at March 31, 2012 is $0.

NOTE 11 - OTHER AGREEMENTS

Third Party Broker Agreements - The Company has entered into agreements
with other broker/dealers (third party brokers) whereby the third party brokers
will introduce securities transactions to the Company and the Company will then

. introduce the same transactions to the Company’s Clearing Broker/dealer (see
Note 4). This is commonly referred to as a piggyback arrangement. The third
party brokers receive commissions from the Company for the transactions
introduced through the Company to its Clearing Broker/dealer, less certain fees
and charges. The agreements have initial 12 month terms that automatically
extend for additional 12 month periods.

Either party may terminate the agreement at any time with thirty days prior
written notice. Additional terms state that each party will not hire or recruit
registered representatives from the other without prior written consent until 12
months have elapsed after the termination of any agreement. These agreements
contain the same off-balance-sheet risk as discussed in Note 4.

NOTE 12 - CAPITAL STOCK

The authorized, issued, and outstanding shares of capital stock at March 31,
2012, were as follows:

Common stock, $1 par value; 18,000 shares authorized; 14,081 shares issued
and outstanding. :

Preferred stock, $5 par value, voting, 10% non-cumulative 4,000 shares
authorized; none issued and outstanding.



