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Independent Auditors Report

To the Director of

Darwood Associates Inc

Hillsborough New Jersey

Report on the financial statements

We have audited the accompanying statement of financial condition of Darwood Associates Inc

the Company as of December 31 2013 and the related statements of income changes in

stockholders equity and cash flows for the year then ended that you are filing 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 perfonn 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 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
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Opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Darwood Associates Inc as of December 31 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 information contained in the Schedule of Computation of Net Capital
for Broker

Dealers Pursuant to Rule 5c3- and the Reconciliation to the Computation of Net Capital

Included in Part hA of Form X- 7A-5 and the Schedule of Computation for Determination of

Reserve Requirements Pursuant to Rule 5c3-3 are presented for purposes of additional analysis

and are not required part of the financial statements but are supplementary information

required by Rule 7a-5 under the Securities Exchange Act 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 in the

Schedule of Computation of Net Capital for Broker Dealers Pursuant to Rule 5c3- and the

Reconciliation to the Computation of Net Capital Included in Part hA of Form X- 7A-5 and the

Schedule of Computation for Determination of Reserve Requirements Pursuant to Rule 5c3-3

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 in

the Schedule of Computation of Net Capital for Broker Dealers Pursuant to Rule 5c3- and the

Reconciliation to the Computation of Net Capital Included in Part hA of Form X- 7A-5 and the

Schedule of Computation for Determination of Reserve Requirements Pursuant to Rule 5c3-3 is

fairly stated in all material respects in relation to the financial statements taken as whole

KBL LLP

New York NY

February 17 2014



DARWOOD ASSOCIATES INC
STATEMENT OF FINANCIAL CONDITION

DECEMBER 312013

Assets

Cash 7779

Commission receivable 19471

Marketable securities at fair market value 23880

Clearing deposit 35000

Security deposits and other assets 2345

Total assets 88475

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued expenses 25960

Total liabilities 25960

Stockholders equity

Common stock no par value 50000 authorized 50000 issued

and outstanding 50000

Retained earnings 12515

Total stockholders equity 62515

Total liabilities and stockholders equity 88475

The accompanying notes are an integral part of the financial statements



DARWOOD ASSOCIATES INC
STATEMENT OF INCOME

FOR THE YEAR ENDED
DECEMBER 31 2013

Revenue

Commissions 589879

Total revenue 589879

Operating expenses

Salaries and related expenses 272656

Commission 22500

Professional fees 11378

Travel 18204

Rent 25151

Insurance 36649

Telephone 23615

Office expenses 56910

Regulatory fees and expenses 71518

Meals and entertainment 27456

Automobile expenses 7542

Charitable contributions 150

Dues and subscriptions 1761

Miscellaneous expenses 16097

Total operating expenses 591587

Loss from operations before other income expense 1708

Other income expense
Unrealized gain on marketable securities 8886

Total other income expense 8886

Income from operations before provision for income taxes 7178

Provision for income taxes



Federal and state income expense 3017

Total provision for income taxes 3017

Net income 4161

The accompanying notes are an integral part of the financial statements



DARWOOD ASSOCIATES INC
STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY

FOR THE YEAR ENDED
DECEMBER 312013

Total

Common Retained stockholder

stock Earnings equity

Balance beginning 50000 8354 58354

Net income 4161 4161

Balance ending 50000 12515

The accompanying notes are an integral part of the financial statements

62515



DARWOOD ASSOCIATES INC
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED
DECEMBER 312013

Cash flows from operating activities

Net income 4161

Adjustments to reconcile net income to net cash used in operating

activities

Unrealized gain on marketable securities 8886

Changes in operating assets and liabilities

Decrease in commission receivable 2356

Decrease in security deposit and other assets 246

Increase in accounts payable and accrued expenses 1478

Net cash used in operating activities 645

Decrease in cash 645
Cash beginning of year 8424

Cash end of year 7779

Supplementary disclosures of cash flow information

Cash paid during the year for

Income taxes 3471

Interest expense

The accompanying notes are an integral part of the financial statements





DARWOOD ASSOCIATES INC

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1- ORGANIZATION

Darwood Associates Inc the Company is registered as broker and dealer in

securities pursuant to Section 15 of the Securities and Exchange Act of 1934

The Company was incorporated on April 1971 in the State of New York

Recently Issued Accounting Pronouncements

The Company does not believe that the adoption of any recently issued but not yet

effective accounting standards will have material effect on its financial position and

results of operations

NOTE 2- SUMMARY OF SIGNIFICANTACCOUNTING POLICIES

Basis of Presentation

The Companys financial statements are prepared in accordance with accounting

principles generally accepted in the United States

Cash and cash equivalents

The Company considers all highly liquid investments with maturity of three months or

less when purchased to be cash equivalents Cash equivalents are carried at cost which

approximates market value

Accounting basis

The Company uses the accrual basis of accounting for financial statement and income tax

reporting Accordingly revenues are recognized when services are rendered and expenses

realized when the obligation is incurred

Commission Receivable

Accounts receivable are stated at the amounts management expects to collect from

outstanding balances Management provides for probable uncollectible amounts through

charge to earnings and credit to valuation allowance based on its assessment of the

current status of individual accounts Balances outstanding after management has used

reasonable collection efforts are written off through charge to the valuation allowance

and credit to trade accounts receivable Management has determined that no allowance

for doubtful accounts at December 31 2013 are required





DARWOOD ASSOCIATES INC
NOTES TO THE FINANCIAL STATEMENTS

NOTE 2- SUMMARY OFSIGNIFICANTACCOUNTING POLICIES CONTINUED

Income taxes

The Company accounts for income taxes using the asset and liability method under

which deferred tax assets and liabilities are determined based upon the differences

between financial statement carrying amounts and the tax bases of existing assets and

liabilities Deferred taxes also are recognized for operating losses that are available to

offset future taxable income

Pursuant to accounting guidance concerning provision for uncertain income tax

provisions contained in Accounting Standards Codification ASC 740-10 there are no

uncertain income tax positions The federal and state income tax returns of the Company

are subject to examination by the IRS and state taxing authorities generally for three

years after they were filed

Marketable Securities

Marketable securities are carried at fair market value with unrealized gains and losses

reported in net earnings Realized gains or losses are computed based on specific

identification of the securities sold and are charged or credited to current earnings

Purchases and sales of marketable securities and the related commission revenue and

expense are recorded on trade date basis which is generally three business days before

settlement

Estimates

The preparation of financial statements in conformity with generally accepted accounting

principles requires management to make estimates and assumptions that affect the

reported amounts of assets and liabilities and disclosures of contingent assets and

liabilities at the date of the financial statements and the reported amounts of revenues and

expenses during the reported period Actual results may differ from these estimates

Fair Values of Financial Instruments

Financial Accounting Standards Board Accounting Standards Codification ASC 825

Financial Instruments requires the Company to disclose estimated fair values for its

financial instruments Fair value estimates methods and assumptions are set forth below

for the Companys financial instruments The carrying amount of cash accounts

receivable prepaid and other current assets accounts payable and accrued expenses

approximate fair value because of the short maturity of those instruments

NOTE 3- CLEARING DEPOSIT



As of December 31 2013 the Company has $35000 deposit with RBC Capital Markets

pursuant to the Fully Disclosed Clearing Agreement



DARWOOD ASSOCIATES INC
NOTES TO THE FINANCIAL STATEMENTS

NOTE 4- OPERATING LEASE

The Company leases its facilities in New Jersey under lease agreements expiring June 30

2014 In addition the Company leases space in New York on renewable one-year terms

The Company paid $25151 in office rent including area maintenance costs for 2013

Future minimum lease payments are as follows

December 31 2014 8400

NOTE 5- MARKETABLE SECURITIES

The Company purchased 300 warrants divided into four tranches to purchase shares of

common stock of The NASDAQ Stock Market Inc The first two tranches expired

worthless The Company exercised the warrant for the third tranche and paid $4500 for

300 shares of restricted stock in 2005 In 2006 the Company exercised the warrant for the

fourth tranche and paid $4800 for 300 shares of restricted stock As of December 31

2013 all restrictions on the marketability of the stock were lifted Accordingly the

Company now carries the security as an allowable asset for net capital purposes at market

value

NOTE 6- SUB SEQUENT EVENTS

The Company evaluated events occurring between the end of its fiscal year December

31 2013 and February 17 2014 when the financial statements were issued



DARWOOD ASSOCIATES INC
COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
DECEMBER 312013

Net capital

Total equity capital 62515

Liabilities subordinated to claims of general creditors allowable in

computation of net capital

Non-allowable assets 2345

Net capital before haircuts and undue concentration on securities

positions 60170

Haircuts and undue concentration on securities positions 4179

Net Capital 55991

Aggregate indebtedness

Items included in the statement of financial condition

Accounts payable and accrued expenses 25960

Less short positions payable

25960

Ratio aggregate indebtedness to net capital
.46 to

Computation of basic net capital requirement

Minimum net capital required based on 2/3%

of aggregate indebtedness 1731

Computation of basis net capital requirement

Minimum net capital required 5000

Excess net capital 50991

EXCESS NET CAPITAL AT 1000% Net Capital

10% of Aggregate Indebtedness 53395

Reconciliation of December 31 2013 audited computation of net capital and

Companys unaudited December 31 2013 Part hA filing

Unaudited December 31 2013 net capital per December 31 2013 Part hA

filing 55991

Audit adjustments

Net capital 55991

The accompanying notes are an integral part of the financial statements 10



DARWOOD ASSOCIATES INC
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS

FOR BROKER/DEALER UNDER RULE 15c3-3 OF THE SECURITIES

EXCHANGE ACT OF 1934

DECEMBER 31 2013

The Company is exempt from SEC rule 5c3-3 pursuant to the exemptive provisions

under sub-paragraph k2ii and therefore is not required to maintain Special

Reserve Bank Account for the Exclusive Benefit of Customers

The accompanying notes are an integral part of the financial statements



11



DARWOOD ASSOCIATES INC
INFORMATION RELATING TO POSSESSION OR CONTROL

REQUIREMENTS UNDER RULE 15c3-3

DECEMBER 31 2013

The Company had no items reportable as customers fiuiiy paid securities not in the

Companys possession or control as of the audit date for which instructions to reduce to

possession or control had been issued as of the audit date but for which the required

action was not taken by the Company within the time frames specified under Rule 15c3-3

or for which instructions to reduce to possession or control had not been issued as of

the audit date excluding items arising from temporary lags which result from normal

business operations as permitted under Rule 15c3-3

The accompanying notes are an integral part of the financial statements
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Independent Auditors Report on Internal Control

To the Director of

Darwood Associates Inc

Hulisborough New Jersey

In planning and performing our audit of the financial statements of Darwood Associates Inc the

Company as of and for the year ended December 31 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 effectiveness of the Companys internal

control

Also as required by Rule 7a-5g 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 and net capital under Rule 7a-

3a 11 and for determining compliance with the exemptive provisions of Rule 5c3-3 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

Making quarterly securities examinations counts verifications and comparisons

and recordation of differences required by Rule 7a- 13

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 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 managements authorization and recorded properly to permit the preparation

of financial statements in accordance with generally accepted accounting principles Rule

7a-5g lists additional objectives of the practices and procedures listed in the preceding

paragraph

13
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Because of inherent limitations in internal control or 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 business 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 the 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 above

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 were adequate as of

December 31 2013 to meet the SEC objectives

This report is intended solely for the information and use of the members the Board of

Directors management the SEC the Financial Industry Regulatory Authority 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

ir1

KBL LLP

New York NY

February 17 2014
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DARWOOD ASSOCIATES INC
SUPPLEMENTAL SIPC REPORT

FOR THE YEAR ENDED
DECEMBER 31 2013
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CER1IFCD PUSUC ACCOUNTANTS AND ADVISOSI

Supplemental SIPC Report

To the Director of

Darwood Associates Inc

Hilisborough New Jersey

In accordance with Rule 7a-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-7J to the Securities

Investor Protection Corporation SIPC for the year ended December 31 2013 which were

agreed to by Darwood Associates Inc and the Securities and Exchange Commission Financial

Industry Regulatory Authority Inc SIPC and other designated examining authorities solely to

assist you and the other specified parties in evaluating Darwood Associates Incs compliance

with the applicable instructions of the General Assessment Reconciliation Form SIPC-7

Darwood Associates Inc.s management is responsible for Darwood Associates Inc.s 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

records entries noting no differences

Compared the amounts reported on the audited Form X- 7A-5 for the year ended December

31 2013 as applicable with the amounts reported in Form SIPC-7 for the year ended December

31 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

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 matter might have come to our attention that

would have been reported to you

This
report is intended solely for the informational 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

LU
KBL LLP

New York NY

February 17 2014 16
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DARWOOD ASSOCIATES INC
DETERMINATION OF SIPC NET OPERATING REVENUES

AND GENERAL ASSESSMENT
FOR THE YEAR ENDED DECEMBER 31 2013

SCHEDULE OF ASSESSMENTPAYMENTS

General Assessment 1266.22

Less Payments Made

Date Paid Amount

7/29/13 623.40

623.40

Interest on late payments

Total Assessment Balance and Interest Due 642.82

Payment made with Form SIPC 642.82

See Independent Auditors Report
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DARWOOD ASSOCIATES INC
DETERMINATION OF SIPC NET OPERATING REVENUES

AND GENERAL ASSESSMENT
FOR THE YEAR ENDED DECEMBER 31 2013

Total revenue 598765

Additions

Various list

Total additions

Deductions

Revenues from the distribution of shares

of registered open end investment

company or unit investment trust from

the sale of variable annuities from

the business of insurance from investment

advisory services rendered to registered
investment companies or insurance company

separate accounts and from transactions

in security futures products
23127

Commissions floor brokerage and clearance

paid to other SIPC members in connection with

securities transactions 54686

Net gain from securities in investment

accounts 8886

Other 312

40% of margin interest earned on customers
Securities accounts 5268

Total deductions 92279

SIPC NET OPERATING REVENUES 506486_
GENERAL ASSESSNT .0025 1266.22_

See Independent Auditors Report
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