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McStadry Pufle LLP
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McGladrey

Independent Auditors Report

To the Board of Directors

David Noyes Company

Chicago Illinois

We have audited the accompanying statement of financial condition of David Noyes Company the

Company as of September 30 2010 that you are filing pursuant to Rule 7a-5 under the Securities

Exchange Act of 1934 This financial statement is the responsibility of the Companys 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 obtain reasonable assurance

about whether the statement of financial condition is free of material misstatement An audit includes

examining on test basis evidence supporting the amounts and disclosures in the statement of financial

condition An audit also includes assessing the accounting principles used and significant estimates

made by management as well as evaluating the overall statement of financial condition presentation We
believe that our audit provides 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 David Noyes Company as of September 30 2010 in conformity

with accounting principles generally accepted in the United States of America

Chicago Illinois

November 19 2010
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David Noyes Company

Statement of Financial Condition

September 30 2010

Assets

Cash

Receivable from clearing broker-dealer

Securities owned at fair value

Employee receivables

Furniture equipment and leasehold improvements at cost less

accumulated depreciation and amortization of $157561

Other assets

Total assets

Liabilities and Stockholders Equity

376472

2211817

2700622

566216

102631

182543

6140301

Liabilities

Accounts payable and accrued expenses

Total liabilities 2813867

Commitments and Contingent Liabilities Note

Stockholders Equity

Common stock no par value authorized 300000 shares

issued and outstanding 67901 and 66356 shares respectively

Accumulated deficit

Total stockholders equity

Total liabilities and stockholders equity

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

3326434

6140301

4023299

696865



David Noyes Company

Notes to Statement of Financial Condition

Note Nature of Business and Significant Accounting Policies

David Noyes Company the Company is broker-dealer registered with the Securities and

Exchange Commission SEC New York Stock Exchange NYSE and the Financial Industry Regulatory

Authority FINRA and guaranteed introducing broker of R.J OBrien futures commission merchant

The Company is engaged in principal and agency transactions in securities and other related activities

The Companys customer securities and commodities transactions are cleared through another broker-

dealer and futures commission merchant on fully disclosed basis

The Company operates under the provisions of paragraph k2ii of Rule 5c3-3 of the Securities

Exchange Act of 1934 and accordingly is exempt from the remaining provisions of that rule Essentially

the requirements of paragraph k2ii provide that the Company clear all transactions on behalf of

customers on fully disclosed basis with clearing broker-dealer and promptly transmit all customer

funds and securities to the clearing broker-dealer The clearing broker-dealer carries all of the accounts

of the customers and maintains and preserves all related books and records as are customarily kept by

clearing broker-dealer

Significant accounting policies are as follows

Accounting policies The Company follows accounting standards set by the Financial Accounting

Standards Board the FASB The FASB sets generally accepted accounting principles GAAP that the

Company follows to ensure consistent reporting of financial condition results of operations and cash

flows References to GAAP issued by the FASB in these footnotes are to the FASB Accounting

Standards Codification sometimes referred to as the Codification or ASC The FASB finalized the

Codification effective for periods ending on or after September 15 2009

Use of estimates The preparation of financial statements in conformity with GAAP requires

management to make estimates and assumptions that affect the reported amounts of assets 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 reporting period Actual results could differ from those

estimates

Cash The Company maintains deposits with high-quality financial institutions in amounts that are in

excess of federally insured limits however the Company does not believe it is exposed to any significant

credit risk

Securitiesowned Principal transactions and related revenues and expenses are recorded at fair value

on trade-date basis as if they had settled

Employee receivables Employee receivables consist primarily of forgivable loans offered to certain

employees Loans are forgivable annually in installments proportional to their stated terms which are

generally three to five years The Company does not record valuation allowance for the employee
loans because the loans are forgiven If an employee leaves the Company before loan is forgiven the

Company seeks to collect the remaining amount of the loan and make an assessment as to the

collectibility of the loan at that time



David Noyes Company

Notes to Statement of Financial Condition

Note Nature of Business and Significant Accounting Policies Continued

Furniture equipment and leasehold improvements Furniture equipment and leasehold

improvements are recorded at cost and depreciated/amortized on accelerated methods over the

estimated useful lives of the assets

Income taxes The Company with the consent of its stockholders has elected to be taxed under

sections of the federal income tax laws which provide that in lieu of corporation income taxes the

stockholders separately account for their pro rata shares of the Companys items of income deductions

losses and credits

FASB Accounting Standards Codification Topic 740 Income Taxes 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 expense and liability in the

current year For the year ended September 30 2010 management has determined that there are no

material uncertain tax positions and accordingly has not recorded liability for the payment of interest or

penalties

The Company is not subject to examination by U.S federal and state tax authorities for tax years before

2006

Note Fair Value of Financial Instruments

The Company follows the provisions of the FASB ASC 820-10 Fair Value Measurements which define

fair value as the price that would be received to sell an asset or paid to transfer liability in an orderly

transaction between market participants at the measurement date and sets out fair value

hierarchy The fair value hierarchy gives the highest priority to quoted prices in active markets for

identical assets or liabilities Level and the lowest priority to unobservable inputs Level Inputs are

broadly defined under FASB ASC 820 as assumptions market participants would use in pricing an asset

or liability The three levels of the fair value hierarchy are described below

Level Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting

entity has the ability to access at the measurement date The type of investments included in Level

includes listed equities and listed derivatives

Level Inputs other than quoted prices within Level that are observable for the asset or liability

either directly or indirectly and fair value is determined through the use of models or other valuation

methodologies Investments which are generally included in this category include corporate bonds and

loans less liquid and restricted equity securities and certain over-the-counter derivatives significant

adjustment to Level input could result in the Level measurement becoming Level

measurement



David Noyes Company

Notes to Statement of Financial Condition

Note Fair Value of Financial Instruments Continued

Level Inputs are unobservable for the asset or liability and include situations where there is little if

any market activity for the asset or liability The inputs into the determination of fair value are based

upon the best information in the circumstances and may require significant management judgment or

estimation Investments that are included in this category generally include equity and debt positions in

private companies

In certain cases the inputs used to measure fair value may fall into different levels of the fair value

hierarchy In such cases an investments level within the fair value hierarchy is based on the lowest level

of input that is significant to the fair value measurement The Companys assessment of the significance

of particular input to the fair value measurement in its entirety requires judgment and considers factors

specific to the investment The following section describes the valuation techniques used by the

Company to measure different financial instruments at fair value and includes the level within the fair

value hierarchy in which the financial instrument is categorized

Common stock is recorded at fair value based on quoted market prices U.S Government securities

Government-sponsored enterprises and corporate bonds are stated at fair value based on third-party

dealer quotes These financial instruments are classified in Level of the fair value hierarchy

Securities owned include certificates of deposit with maturity dates when purchased of more than three

months held at reputable financial institution These investments are stated at face value plus accrued

interest which approximates fair value These financial instruments are classified as Level in the fair

value hierarchy

Certain investments in common stock of an exchange are recorded at the most recent bid price There is

not an active market for the shares owned Accordingly such investments are classified as Level in the

fair value hierarchy

The following table presents the Companys fair value hierarchy for those assets measured at fair value

on recurring basis as of September 30 2010

Fair Value Measurements Using

Quoted Prices in Significant Significant

Active Markets for Other Observable Unobservable

Identical Assets Inputs Inputs

Assets

Securities owned

Certificates of deposit

Common stock

State and municipal government

obligations

United States government bonds

Level Level Level Total

2000000 2000000

46054 5000 51054

644240 644240

5328 5328

695622 2000000 5000 2700622



David Noyes Company

Notes to Statement of Financial Condition

Note Receivable from Clearing Broker-Dealer

The amount receivable from clearing broker-dealer at September 30 2010 is comprised of the following

Cash at clearing broker-dealer

Fees and commissions receivable

Clearing deposit

1585721

376096

250.000

Note Furniture Equipment and Leasehold Improvements

Furniture equipment and leasehold improvements at September 30 2010 consist of

Furniture and equipment

Leasehold improvements

Accumulated depreciation and amortization

Note Profit Sharing and Salary Reduction Plan

2211817

96981

163211

157561
102631

The Company has profit sharing and salary reduction plan to which the Board of Directors may
authorize salary reduction matching payments and profit sharing contributions The plan is funded on

discretionary basis and covers substantially all employees

Note Commitments and Contingent Liabilities

The Company leases office space under various noncancelable operating leases expiring through

July 31 2020 Minimum annual rentals under these leases exclusive of additional payments which may
be required for certain increases in operating and maintenance costs are as follows

Years ending September 30

2011

2012

2013

2014

2015

Thereafter

1161610

848756

737704

717334

732908

3.275.348

7473660

The Company had received abatements of rent on its office facilities leases which provide for annual

incremental increases in rent over the term of the lease For financial reporting purposes lease expense
is recognized on straight-line basis over the term of the lease Deferred rent is recognized for the

difference between lease expense and the rent paid over the term of the lease At September 30 2010

approximately $1327000 is related to the aforementioned deferred rent and is included in accounts

payable and accrued expenses in the statement of financial condition



David Noyes Company

Notes to Statement of Financial Condition

Note Commitments and Contingent Liabilities Continued

The terms of the fully disclosed clearing agreement provide that early termination of the agreement may
result in termination fee being due the clearing firm

In the normal course of business the Company is subject to various litigation and arbitration matters

These matters are vigorously defended and management believes numerous meritorious defenses exist

Management does not believe the eventual outcome of this litigation in the aggregate will have material

adverse effect on the Companys financial statements

The Company has letter of credit for $2000000 to satisfy an office lease deposit requirement This

letter of credit is collateralized by certificates of deposit and matures on March 22 2011

Note Financial Instruments with Off-Balance-Sheet Credit and Market Risk

Customer securities and commodity transactions are introduced to and cleared through clearing brokers

on fully disclosed basis Under the terms of its clearing agreements the Company is required to

guarantee the performance of its customers in meeting contracted obligations Such transactions may

expose the Company to significant off-balance sheet risk in the event margin requirements are not

sufficient to fully cover losses that customers may incur In the event the customer fails to satisfy its

obligations the Company may be required to purchase or sell financial instruments at prevailing market

prices to fulfill the customers obligations In conjunction with the clearing brokers the Company seeks to

control the risks associated with its customer activities by requiring customers to maintain collateral in

compliance with various regulatory and internal guidelines Compliance with the various guidelines is

monitored daily and pursuant to such guidelines the customers may be required to deposit additional

collateral or reduce positions where necessary Pursuant to the Companys clearing agreements the

Company is required to maintain deposit with one of its clearing organizations

The Company does not anticipate nonperformance by customers or its clearing broker In addition the

Company has policy of reviewing as considered necessary the clearing broker with which it conducts

business

Note Net Capital Requirements

The Company is broker-dealer subject to the SEC Uniform Net Capital rule Rule 5c3-1 The

Company has elected to use the alternative net capital method permitted by Rule 5c3-1 Under this rule

the Company should not permit its net capital to be less than the greater of $250000 012 percent of

aggregate debits arising from customer transactions At September 30 2010 the Company had net

capital of $2372846 which was $2122846 in excess of its required net capital of $250000 The net

capital rule may effectively restrict the payment of cash distributions to stockholders

Note Indemnifications

In the normal course of business the Company enters into contracts that contain variety of

representations and warranties that provide indemnifications under certain circumstances The

Companys maximum exposure under these arrangements is unknown as this would involve future

claims that may be made against the Company that have not yet occurred The Company expects the

risk of future obligation under these indemnifications to be remote



David Noyes Company

Notes to Statement of Financial Condition

Note 10 Subsequent Events

The Company has evaluated subsequent events for potential recognition and/or disclosure through

November 19 2010 the date that these financial statements were issued There were no subsequent

events to disclose


