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GOODRICH BARON GOODYEAR LLP

Certi/Ie/ Pl//1i ACOI1/itUI1tS

INDEPENDENT AUDITORS REPORT

The Board of Directors

JDL Securities Corporation

Newport Beach California

Report on the Financial Statements

We have audited the accompanying financial statements of JDL Securities Corporatoin

the Company which comprise the statement of financial condition as of September 30 2013 and

the related statements of income changes in stockholders equity and cash flows for the year then

ended that are filed pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 and the

related notes to the financial statements

Managements Responsibility for the Financial Statements

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

statements 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 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 involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statements The procedures selected depend on the auditors judgment

including the assessment of the risks of material misstatement of the financial statements 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 the financial statements 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 the financial statements

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 statements referred to above present fairly in all material

respects the financial position of JDL Securities Corporation as of September 30 2013 and the

results of its operations and its cash flows for the year then ended in accordance with accounting

principles generally accepted in the United States of America

Other Matter

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

statements as whole The supplementary information contained on pages 12-14 is presented for

purposes of additional analysis and is not required part of the financial statements but is

supplementary information required by Rulel7a-5 under the Securities Exchange of 1934 Such

information is the responsibility of management and was derived from and relates directly to the

underlying accounting and other records used to prepare the financial statements The information

on pages 12-14 has been subjected to the auditing procedures applied in the audit of the financial

statements and certain additional procedures including comparing and reconciling such information

directly to the underlying accounting and other records used to prepare the financial statements or to

the financial statements themselves and other additional procedures in accordance with auditing

standards generally accepted in the United States of America In our opinion the information on

pages 12-14 is fairly stated in all material respects in relation to the financial statements as whole

Long Beach California

November 12 2013
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JDL SECURITIES CORPORATION
STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30 2013

ASSETS

Cash and cash equivalents

Cash 8872

Deposit Clearing Agent allowable 25000

Total cash and cash equivalents 33872
Receivables

Commissions 4143
Mutual fund concessions

Under 30 days allowable 228

12b1 Non-allowable 75000

Total receivables 79371

Other assets

Due from parent 13000

Prepaid expenses 2980
CRD Flex Funding account 118

Total other assets 16098

Total assets 129.341

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Accounts payable and accrued liabilities 8799
Commissions payable Settled trades 7793
Commissions payable Trade not settled 114

Total liabilities 16706

Stockholders equity

Common stock no par value 100000 shares

authorized 50100 shares issued and outstanding 50100
Retained earnings 62535

Total stockholders equity 112635

Total liabilities and stockholders equity 129.341

The accompanying notes are an integral part of these financial statements
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JDL SECURITIES CORPORATION
STATEMENT OF INCOME

YEAR ENDED SEPTEMBER 30 2013

Revenues

Commissions and concessions 1634390
Interest and dividends 414

Other revenue 1750
Realized and unrealized gains/losses on securities 3496

Total revenues 1640050

Operating expenses
Travel 1767
Meals and entertainment 949

Commissions 527697
Data processing 9998
Office supplies and printing 893

Regulatory fees 15855
Professional fees 25189
Maintenance 4685
Clearing broker fees 43570
Quote services 2090
Salaries wages and employee benefits

See Note 468858

Fidelity bond 2000
Taxes and licenses 3747
Dues and subscriptions 26390
Administrative expense allocation See Note 72732
Other expense See Note 38727

Total expenses 1245147

Income before income taxes 394903

Income taxes 10800

Net income 384.103

The accompanying notes are an integral part of these financial statements

-4-



JDL SECURITIES CORPORATION
STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY

YEAR ENDED SEPTEMBER 30 2013

Common Retained

Stock Earnings Total

Balance at beginning of year 50100 48432 98532

Dividend paid 370000 370000

Net income ______ 384103 384103

Balance end of year 50.100 62.535 112.635

The accompanying notes are an integral part of this financial statement
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JDL SECURITIES CORPORATION
STATEMENT OF CASH FLOWS

YEAR ENDED SEPTEMBER 30 2013

Cash flows from operating activities

Net income 384103

Adjustments to reconcile net income to

net cash provided by operating activities

Unrealized/realized gain loss on securities 3497
Increase in accounts receivable 72383
Increase in prepaid expenses 1218
Decrease in other assets 109

Decrease in accounts payable and accrued expenses 3726
Increase in commissions and concessions payable 1414

Net cash flows provided by operating activities 304802

Cash flows from investing activities

Sales of securities 57153

Purchase of securities 8447

Net cash flows provided by investing activities 48706

Cash flows from financing activities

Dividend paid 370000
Loan to parent 13000

Net cash flows used for financing purposes 383000

Net decrease in cash 29492

Cash beginning of year 63364

Cash end of year 33.872

SUPPLEMENTAL CASH INFORMATION

Cash paid during the year for

Interest

Income taxes

The accompanying notes are an integral part of these financial statements

-6-



JDL SECURITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

JDL Securities Corporation is California corporation that is securities broker-dealer and

wholly-owned subsidiary of Derek Lewis Associates Inc registered investment adviser

registered with the Securities and Exchange Commission The Firm is subject to minimum net

capital requirement of $5000 pursuant to SEC Rule 15c3-1 and operates pursuant to the

k2ii exemptive provisions of SEC Rule 15c3-3 The Firm is an introducing broker/dealer

and clears transactions with and for customers on fully-disclosed basis through clearing

agent The Firms primary business consists of mutual funds The Firm does not hold customer

funds or securities The Firm requires no collateral for its trade receivables

Method of Accounting

The Firm maintains its books and records on the accrual basis of accounting and uses the trade

date basis for recording all securities transactions

SI PC

The SIPC assessment has been determined fairly in accordance with instructions and was

remitted timely

Cash Equivalents

For purposes of the statement of cash flows the Firm considers all highly liquid debt instruments

purchased with maturity of three months or less to be cash equivalents

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting

principles requires the use of managements estimates and assumptions that affect certain

reported amounts and disclosures Actual results could differ from those estimates

Income Taxes

The Firm files consolidated federal and state income tax returns with its parent Derek Lewis

and Associates Inc and is allocated portion of the consolidated tax liability based upon its

share if any of net income

The Firm has adopted the provisions of FASB ASC Income Taxes-Overall-Recognition which

requires them to disclose unrecognized tax benefits as result of tax positions taken during

prior period FASB ASC also requires the Firm to recognize any interest and penalties

associated with its tax positions Management believes more likely than not that tax positions

taken will be sustained

-7-



JDL SECURITIES CORPORATION

NOTES TO FINANCIAL STATEMENTS CONTINUED

SEPTEMBER 30 2013

INVESTMENTS

Fair Value Measurements

As required by the Fair Value Measurements and Disclosures Topic of Financial Accounting

Standards Board Accounting Standards Codification FASB ASC the Firm is required to use

three-tiered fair value hierarchy in determining fair value for its marketable securities FASB

ASC defines fair value thereby eliminating consistencies in guidance found in various prior

accounting pronouncements and increase disclosures surrounding fair value calculations It

also establishes three-tiered fair value hierarchy that prioritizes inputs to valuation techniques

used in fair value calculations The three levels of inputs are defined as follows

Level1 Valuations based on unadjusted quoted prices for identical assets or liabilities in active

markets accessible by the Organization at the measurement date

Level Valuations based on inputs that are observable in the marketplace other than those

inputs classified as Level

Level Valuations based on inputs that are unobservable in the marketplace and significant to

the valuation

FASB ASC also requires the Firm to maximize the use of observable inputs and minimize the

use of unobservable inputs If financial instrument uses inputs that fall in different levels of

hierarchy the instrument will be categorized based upon the lowest level of input that is

significant to their fair value calculation As of September 30 2013 all issues of stock and

mutual fund investments were sold/redeemed

INCOME TAXES

Income tax expense consists of the following

Federal California Total

Current 800 800

Deferred 7000 3000 10000

Total 7.000 3.800 10.800

The Firm accounts for its income taxes per the Income Taxes Topic of FASB ASC and uses an

asset and liability approach The asset and liability approach requires the recognition of

deferred tax liabilities and assets for the expected future tax consequences of temporary

differences between the carrying amounts and the tax bases of other assets and liabilities

The deferred tax items consist primarily of the use of accrual basis for financial purposes and

the cash basis for tax purposes
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JDL SECURITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS CONTINUED

SEPTEMBER 30 2013

INCOME TAXES Continued

The Firms income tax returns are subject to examination by the taxing authorities for three

years Federal and four years California subsequent to their filing

COMMISSION AND CONCESSION REVENUE

Included in commission and concession revenue in the accompanying statement of income

are the following

Commissions Clearing agent 95636
Concessions Direct/Mutual Funds 105053
Concessions Trails/Mutual Funds 205083
Concessions529 Plan 19214
Section 12b1 fees 1209404

1.634390

Included as part of Commisssions Clearing agent are commissions from the following

Listed/OTC 12816

Mutual Funds 13.709

Third Market Transactions 21.018

Trails 47.942

Preferred 60

Other 91

EXPENSE-SHARING AGREEMENT

The Firm has entered into an expense-sharing agreement with its parent Derek Lewis

Associates Under this agreement certain administrative personnel and other expenses are

initially paid by the parent and portion is allocated to the Firm The monthly amount received

by the Firm under this agreement is $13099
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JDL SECURITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS CONTINUED

SEPTEMBER 30 2013

RETIREMENT PLAN

For several years the Firm had sponsored Simplified Employee Pension Plan which it

discontinued effective December 31 2012 Prior to discontinuance the Firm contributed

$96273 to the plan during the year

Effective January 2013 Derek Lewis Associates and its subsidiary JDL Securities Corp
adopted 401k Profit Sharing Plan the JDLA 401k Profit Sharing Plan Employees over the

age of 21 and who have completed one month of service are eligible to participate in the 401k
Plan Employees have the option of making retirement contributions to their account by

reducing their salary on Pre-Tax or Roth Elective Deferral basis The plan offers 1%

Company Match up to 4% of employees gross salary deferral and the employer will contribute

Safe Harbor contribution in the amount of 3% of gross annual salary to all eligible employees

Annual Profit Sharing contributions will be at the discretion of the employer and eligible only to

those employees that complete 1000 hours of service Employer contributions have 5-year

vesting schedule excluding Safe Harbor contributions which are always 100% vested The

Summary Plan Description and Plan Highlights are as follows

JDLA 401k Plan Eligibility Vesting

Pre-tax and Roth Deferral 21 years old and one 100%

optional month of service

1% Match 21 years old and one 5-year vesting

month of service schedule

3% Safe Harbor 21 years old and one 100%

month of service

PSP New Comparability 21 years old and one 5-year vesting

month of service 1000 schedule

hours during the Plan

Year and be employed

on the last day of the Plan

Year

As of year-end the Firm has contributed $27087 to the Plan during the year

OPERATING LEASES

The Firm leases certain office equipment under operating leases Any long-term commitments

under such leases are not material

-10-



JDL SECURITIES CORPORATION

NOTES TO FINANCIAL STATEMENTS CONTINUED

SEPTEMBER 30 2013

SUBSEQUENT EVENTS

Management has evaluated subsequent events and transactions occurring after year-end

through the date that the financial statements were available for issuance which was November

12 2013 No transactions or events were found that were material enough to require

recognition in the financial statements

NET CAPITAL

The Firm is subject to $5000 minimum capital requirement pursuant to SEC Rule 15c3-1

which requires that the ratio of aggregate indebtedness to net capital shall not exceed 15 to

The net capital and the related net capital ratio fluctuate on daily basis however as of

September 30 2013 the net capital was $21537 which exceeded the required minimum capital

by $16537 The aggregate indebtedness to net capital ratio was 0.78 to

11



JDL SECURITIES CORPORATION
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 5c3-1

SEPTEMBER 30 2013

Total equity from statement of financial condition 112635

Less non-allowable assets

CRD Flex Funding deposit 118
Prepaid expenses 2980
12b1 receivables 75000
Due from parent 13000 91098

Net capital 21.537

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required

6-2/3% of aggregate indebtedness or

$5000 whichever is greater 5.000

Net capital from above 21537

Excess net capital 16.537

COMPUTATION OF RATIO OF AGGREGATE INDEBTEDNESS

Total aggregate indebtedness 16.706

Ratio of aggregate indebtedness

to net capital 0.78 to

Percentage of debt to debt-equity total

computed in accordance with Rule 5c3-1 N/A

The computation of net capital as reported in the unaudited Part IIA filing agrees with the audited net

capital above
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JDL SECURITIES CORPORATION

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
PURSUANT TO RULE 5c3-3

SEPTEMBER 30 2013

Not Applicable The Firm is exempt pursuant to the k2ii exemptive provision of SEC Rule 15c3-

and does not hold customer funds or securities
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JDL SECURITIES CORPORATION
INFORMATION RELATING TO THE POSSESSION

OR CONTROL REQUIREMENTS PURSUANT TO RULE 15c3-3

SEPTEMBER 30 2013

Not Applicable The Firm is exempt pursuant to the k2ii exemptive provision of SEC Rule 15c3-

and does not hold customer funds or securities
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GOODRICH BARON GOODYEAR LLP

rIi/leil P117/it TOl/J1t11 rs

REPORT ON INTERNAL ACCOUNTING CONTROL

The Board of Directors

JDL Securities Corporation

Newport Beach California

In planning and performing our audit of the financial statements of JDL Securities

Corporation the Company as of and for the year ended September 30 2013 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 effectivenessof the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission

SEC we have made 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 7a-5g in

making the periodic computations of aggregate indebtedness or aggregate debits and net capital

under Rule 7a-3a1 and for determining compliance with the exemptive provisions of Rule 5c3-

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-l

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 previously 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 managements authorization

and recorded properly to permit the preparation of financial statements in conformity with generally

accepted accounting principles Rule 7a-5g lists additional objectives of the practices and

procedures listed in the preceding paragraph

-15-



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

deficiency in internal control 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 and correct misstatements on timely basis significant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control

such that there is reasonable possibility that material misstatement of the Companys financial

statements will not be prevented or detected and corrected on 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 deficiencies in internal control and control

activities 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 material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at September 30 2013 to meet the SECs 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 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

Long Beach California

November 12 2013
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GOODRICHBARONGOODYEAR LLP
Certified Public Accountants

The Board of Directors

JDL Securities Corporation

Newport Beach CA

Dear Board Members

In accordance with Rule 17a-5e4 under the Securities Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying Schedule of Assessment and

Payments Assessment Reconciliation Form SIPC-7 to the Securities Investor Protection

Corporation SIPC for the year ended September 30 2013 which were agreed to by JDL Securities

Corporation and the Securities and Exchange Commission Financial Industry Regulatory Authority Inc

and SIPC solely to assist you and the other specified parties in evaluating JDL Securities Corporations

compliance with the applicable instructions of the General Assessment Reconciliation Form SIPC-7
JDL Securities Corporations management is responsible for the JDL Securities Corporations

compliance with those requirements This agreed-upon procedures engagement was conducted in

accordance with attestation standards established by the American Institute of Certified Public

Accountants The sufficiency of these procedures is solely the responsibility of those parties specified in

this report Consequently we make no representation regarding the sufficiency 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

Compared the listed assessment payments in Form SIPC-7 with respective cash

disbursement record entries noting no differences

Compared amounts reported on the audited Form X-17A-5 for the year ended

September 30 2013 as applicable with the amounts reported in Form SIPC-7 for the

year ended September 30 2013 noting no differences

Compared any adjustments reported in Form SIPC-7 with supporting schedules and

working papers noting no differences

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the

related schedules and working papers supporting the adjustments noting no

differences

Compared the amount of overpayment applied to the current assessment with the Form

SIPC-7 on which it was originally computed 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



The Board of Directors

JDL Securities Corporation

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

Long Beach California

November 12 2013
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