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INDEPENDENT AUDITORS REPORT

To the President of

Douglas Co Municipals Inc

Report on the Statement of Financial Condition

We have audited the accompanying statement of financial condition of Douglas Co
Municipals Inc the Company and the related notes as of May 31 2013 that you are

filing pursuant to Rule 7a-5 under the Securities Exchange Act of 1934

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of this financial

statement in accordance with accounting principles generally accepted in the United

States of America this includes the design implementation and maintenance of

internal control relevant to the preparation and fair presentation of financial statements

that are free from material misstatement whether due to fraud or error

Auditors Responsibility

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 obtain reasonable assurance about whether this financial statement

is free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts

and disclosures in the financial statement The procedures selected depend on the

auditors judgment including the assessment of the risk of material misstatement of this

financial statement whether due to fraud or error In making those risk assessments

the auditor considers internal control relevant to the Companys preparation and fair

presentation of this financial statement in order to design audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on

the effectiveness of the Companys internal control Accordingly we express no such

opinion An audit also includes evaluating the appropriateness of accounting policies

used and the reasonableness of significant accounting estimates made by

management as well as evaluating the overall presentation of this financial statement



We believe that the audit evidence we have obtained is sufficient and appropriate to

provide basis for our audit opinion

Opinion

In our opinion the financial statement referred to above presents fairly in all material

respects the financial position of the Company as of May 31 2013 for the year then

ended in accordance with accounting principles generally accepted in the United States

of America

LL

Wilton Connecticut

July 2013



DOUGLAS CO MUNICIPALS INC

STATEMENT OF FINANCIAL CONDITION

MAY 31 2013

ASSETS

Cash 142539

Securities owned at fair value 1595930

Receivable from clearing broker 662663
Fixed assets net of accumulated depreciation of 79719 7333

Other assets 47778

TOTAL ASSETS 2456243

LIABILITIES AND SHAREHOLDERS EQUITY

LIABILITIES

Accrued expenses and other liabilities 62542

SHAREHOLDERS EQUITY

Preferred stock $1000 par value 200 shares authorized

-0- shares issued and outstanding

Common stock no par value 200 shares authorized

issued and outstanding 9900 shares 50000

Retained earnings 2343701

TOTAL SHAREHOLDERS EQUITY 2393701

TOTAL LIABILITIES AND SHAREHOLDERS EQUITY 2456243

The accompanying notes are an integral part of this statement



DOUGLAS CO MUNICIPALS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

MAY 31 2013

ORGANIZATION AND NATURE OF BUSINESS

Douglas Co Municipals Inc the Company is registered broker-dealer in

municipal bonds with the Securities and Exchange Commission SEC and member

of Financial Industry Regulatory Authority Inc FINRA In this capacity it executes

both principal and agency transactions for itself and its customers The Companies

proprietary transactions are performed by its clearing broker Pershing LLC

Pershing The Company does not hold funds or securities for nor owe funds or

securities to customers Any funds or securities received by the Company are promptly

transmitted to the clearing broker

In the normal course of its business the Company enters into financial

transactions where the risk of potential toss due to changes in market market risk or

failure of the other party to the transaction to perform counterparty risk exceeds the

amounts recorded for the transaction The Companys policy is to continuously monitor

its exposure to market and counter-party risk through the use of variety of financial

position and credit exposure reporting and control procedures

The Company introduces its customer transactions to Pershing with whom it has

correspondent relationship for execution and clearance in accordance with the terms

of clearance agreement In connection therewith the Company has agreed to

indemnify Pershing for losses that the clearing broker may sustain related to the

Companys customers After May 31 2013 all amounts related to customer

transactions were received by Pershing Securities purchased by customers in

connection with those transactions are held by the clearing broker as collateral for the

amounts owed

The clearing and depository operations for the Companys proprietary and

customer transactions are performed by Pershing pursuant to the clearance agreement

At May 31 2013 the receivable from clearing broker reflected on the statement of

financial condition was substantially in cash

SIGNIFICANT ACCOUNTING POLICIES

Purchases and sales of securities are recorded on settlement date basis For

financial statement purposes the difference between settlement date and trade date

basis is not material Realized gains and losses on security transactions are based on

the first-in first-out or the specific-identification method All positions are reported at

market value and any change in market value is reflected in the accompanying

statement of income as gain or loss as it occurs



DOUGLAS CO MUNICIPALS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION continued

MAY 31 2013

SIGNIFICANT ACCOUNTING POLICIES continued

Security transactions and financing with Pershing are classified as operating

activities on the statement of cash flows since this is the Companys principal business

The Company maintains its books and records on an accrual basis in

accordance with accounting principles generally accepted in the United States of

America which require management to make estimates and assumptions in determining

the reported amounts of assets and liabilities and disclosure of contingent assets and

liabilities at the date of the financial statements Actual results could differ from these

estimates

Statement of Financial Accounting Standards No 157 Valuation of Investments

in Securities and Securities Sold Short at Fair Value Definition and Hierarchy ASC
820 requires the Company to classify its assets and liabilities based on valuation

methods using three levels Level values are based on quoted prices in active

markets for identical investments Level values are based on significant observable

market inputs such as quoted prices for similar investments and quoted prices in

inactive markets Level values are based on significant unobservable inputs that

reflect the Companys determination of assumptions that market participants might

reasonably use in valuing the investments The valuation levels are not necessarily an

indication of risk or liquidity associated with the underlying investments As of May 31
2013 all of the investments held by the Company are classified as Level securities

PROVISION FOR INCOME TAXES

For federal tax purposes the Company has net operating loss carryforwards

totaling approximately $538000 which expire starting in 2019 As result of usage of

the loss carryforwards the current tax expense included in the financial statements

reflects only provision for the State and City of New York income taxes

Statement of Financial Accounting Standards No 109 Accounting for Income

Taxes requires an asset and liability approach to financial accounting and reporting of

income taxes Deferred income tax assets and liabilities are computed annually for

differences between the financial statement and tax bases of assets and liabilities that

will result in taxable or deductible amounts in the future based on enacted tax laws and

rates applicable to the period in which the differences are expected to affect taxable

income Valuation allowances are established when necessary to reduce deferred tax

assets to the amount expected to be realized At May 31 2013 the Company has

gross deferred tax asset of approximately $183000 relating to these net operating

losses The Company has recognized valuation allowance to offset the entire

deferred tax asset



DOUGLAS CO MUNICIPALS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION continued

MAY 31 2013

PROVISION FOR INCOME TAXES continued

FASB provides guidance for how uncertain tax positions should be recognized

measured disclosed and presented in the financial statements This requires the

evaluation of tax positions taken or expected to be taken in the course of preparing the

Companys tax returns to determine whether the tax positions are more-likely-than-not

of being sustained when challenged or when examined by the applicable tax

authority Tax positions not deemed to meet the more-likely-than-not threshold would be

recorded as tax benefit or expense and liability in the current year For the year ended

May 31 2013 management has determined that there are no material uncertain income

tax positions

COMMITMENTS

The Company leases office space in New York City under non-cancelable

lease agreement The lease expires April 30 2016 and contains provisions for

escalations based on increases in certain costs incurred by the lessor Future minimum

rent payments on the lease are as follows

Year Ended May 31

2014 91500

2015 94833

2016 87542

Total $273875

RULE 15C3-3

The Company is exempt from the provisions of Rule 15c3-3 under paragraph

k2ii in that the Company carries no margin accounts promptly transmits all

customer funds and delivers all securities received does not otherwise hold funds or

securities for or owe money or securities to customers and effectuates all financial

transactions on behalf of customers on fully disclosed basis



DOUGLAS CO MUNICIPALS INC

NOTES TO STATEMENT OF FINANCIAL CONDITION continued

MAY 31 2013

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commissions Net

Capital Rule 15c3-1 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 15 to At May 31 2013 the Company had net capital of $2216968 which

exceeded the minimum requirement of $100000 by $2116968 The Companys ratio

of aggregate indebtedness to net capital ratio was .028 to

LIABILITIES SUBORDINATED TO THE CLAIMS OF GENERAL CREDITORS

As of May 31 2013 the Company had not entered into any subordinated loan

agreements

CONTINGENT LIABILITIES

The Company had no contingent liabilities and had not been named as

defendant in any lawsuit at May 31 2013 or during the year then ended

SUBSEQUENT EVENTS

Events have been evaluated through July 2013 the date that these financial

statements were available to be issued and no further information is required to be

disclosed


