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OATH OR AFFIRMATION

1, Joseph McSherry

: swear (or affirm) that
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the

Watson Securities Corp.

December 31

2004 are true and correct. 1 further swear (or affirm) that neither the o

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as
a customer, except as follows:

Lt R

Lo

/

President
MQ//ZWU |

Notarg Public ¥ ¥

-

his report** contains (check all applicable boxes):

X (a) Facing page.

X (b) Statement of Financial Condition.

£ (c) Statement of Income (Loss).

2 (d) Statement of Changes in Financial Condition.

X (e) Statemem of Changes in Stockholders' Equity or Panners’ or Sole Proprietor’s Capital.

— (N Swatement of Changes in Liabilities Subordinated to Claims of Creditors.

X (g) Computation of Net Capital

Z (h) Computauon for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

~ (i) Informauon Relaung to the Possession or control Requirements Under Rule 15¢3-3.

— () A Reconciliation, including appropriate explanation. of the Computation of Net Capital Under Rule 15¢3-1 a
Computaton for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

— (k) A Reconcibauon between the audited and unaudited Statements of Financial Condition with respect to methods ¢
sobdation.

() An Oath or Affimmation.
{m)A capy of the SIPC Supplemental Report.

{n) A repon describing any material inadequacizs found 1o exist or found to have existed since the date of the previous

1l

**For conduions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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CPA’s, P.C.

120 Broadway TEL (212) 425-7790
Suite 940 FAX {212) 425-1165
New York, NY 10271 E-mail: Ihb@lhbassociates.com

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Watson Securities Corp.

We have audited the accompanying statement of financial condition of Watson Securities Corp. as of
December 31, 2004, and the related statements of operations, changes in stockholder's equity and cash
flows for the year then ended, which have been prepared on the basis of accounting principles generally
accepted in the United States. These financial statements are the responsibility of the Company’s
management. 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.
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 includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes 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 financial statements referred to above present fairly, in all material respects, the
financial position of Watson Securities Corp. as of December 31, 2004, and the results of its operations
and retained earnings and its cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements, taken
as a whole. The information contained in the supplementary schedule is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 of the Securities and Exchange Commission. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly stated in all material respects, in relation to the basic financial statements taken as a
whole.

\t\g‘,‘ an %\A«W\S
CPAy @

Hagan & Burns CPA’'s P.C.

New York, New York
January 28, 2005



WATSON SECURITIES CORP.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

Assets

Cash

Organization costs- net of accumulated amortization
of $4,453

Other assets

Total Assets

Liabilities And Stockholder’s Equity

Liabilities
Accrued expenses and other liabilities
Loans from shareholder

Total Liabilities
Stockholder’s Equity
Common stock, $0.01 par value, 1,000,000 shares
Authorized, 500,000 shares issued and outstanding
Additional paid in capital
Retained earnings (deficit)

Total Stockholder’s Equity

Total Liabilities And Stockholder’s Equity

The accompanying notes are an integral part of these financial statements.

HAGAN & BURNS

$ 13,551

8,422
1,200

§ 23,173

$ 2,955
2,304

5,259

5,000
47,000

(34,086)

17.914

$ 23173




WATSON SECURITIES CORP.
STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2004

Revenue
Total Revenue

Expenses
Occupancy
Professional fees
Amortization
Other expenses
Total Expenses

Loss Before Provision For Income Taxes
Provision For Income Taxes

Net Loss

The accompanying notes are an integral part of these financial statements.

1,039
3,025
2,575
3,071
9,710

(9,710)

455

$ (10,165)



WATSON SECURITIES CORP.
STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY
YEAR ENDED DECEMBER 31, 2004

Stockhoider’s Capital
Beginning of year

Contribution to paid-in
capital

Net (loss)

Stockholder’s Capital
End of year

The accompanying notes are an integral part of these financial statements.

Common Paid-in
Stock Capital

$ 5,000 $40,000
7,000

5,000 47,000

HAGAN & BURNS

Retained
Earnings
{Deficit) Total
$(23,921) $21,079
7,000
(10,165) (10,165)
$(34,086) $17.914




WATSON SECURITIES CORP.
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2004

Cash Flows Used By Operating Activities:

Net (Loss)

Adjustments to reconcile net income to net
cash used by operating activities:
Amortization

Changes in operating assets and liabilities
Other assets
Accrued liabilities

Net Cash Used By Operating Activities

Cash Flows From Financing Activities:

Contributions to paid-in capital

Loans from shareholder

Net Cash Provided From Financing Activities

Net Decrease In Cash
Cash, Beginning of Year

Cash, End of Year

Supplemental Disclosures:
Income taxes paid during 2004

Interest paid during 2004

The accompanying notes are an integral part of these financial statements.

HAaAGAN & BURNS

$ (10,165)

2,575

(200)
(2.251)

{10,041)

7,000

2,305

9,305
(736)

14,287

_ e

3 13,551




WATSON SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2004

NOTE 1--Business And Summary Of Significant Accounting Policies
Watson Securities Corp. (the "Company”) was incorporated under the laws of the state of New York on
April 3, 2002. The business purpose of the Company is to engage as a broker/dealer in the private
placement of securities. On April 4, 2003, the Company was approved as a member of the NASD. As of
the date of this report, no business has been conducted.
The following is a summary of significant accounting policies followed by the Company:
Accounting Method
Assets, liabilities, income and expenses are recorded on the accrual basis of accounting.
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States 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 repcrted amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.
Organization Cost
Organization costs are amortized on a straight-line basis over sixty months, commencing with
the date the Company was approved as a member of the NASD.
NOTE 2--Net Capital Requirements
The Company is subject to the Securities and Exchange Commission's 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 15 to 1. At December 31, 2004, the
Company had net capital of $7,292, which was $2,292 in excess of the amount required. The Company's
ratio of aggregate indebtedness to net capital was .72 to 1 at December 31, 2004.

NOTE 3-- Income Taxes

The provision for income taxes consists of the following:

New York State $ 155
New York City 300
Total $ 455

The tax provision consists principally of minimum tax calculations.

HAGAN & BURNS
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WATSON SECURITIES CORP.

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2004

Net Capital
Total stockholder’s equity

Deductions and/or charges
Non-allowable assets

Net capital before haircuts on securities positions
Haircuts on securities positions
Net Capital
Aggregate Indebtedness
Items included in the statement of
financial condition

Accounts payable and accrued liabilities
Loans from shareholder

Computation Of Basic Net Capital Requirement
Minimum net capital required

Ratio: Aggregate indebtedness to net capital

$17,914

10,622

— e

7,292

$ 7292

$ 2955
2,304

——

$ 5259

12101

Note: There is no material differences between this audited computation of net capital and that included

in the Corporation's unaudited December 31, 2004 Part lIA filing.

HAGAN & BURNS
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CPA’s, P.C.

120 Broadway TEL (212) 425-7790
Suite 940 FAX (212) 425-1165
New York, NY 10271 E-mail: Ihb@Ilhbassociates.com

INDEPENDENT AUDITORS’ REPORT ON INTERNAL
CONTROL STRUCTURE REQUIRED BY SEC RULE 17a-5

To the Board of Directors
Watson Securities Corp.

in planning and performing our audit of the financial statements of Watson Securities Corp. for the year
ended December 31, 2004 we considered its internal control structure, including procedures for
safequarding securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control structure.

Also, as required by Rule 17a-5{g)(1) of the Securities and Exchange Commission (the "Commission")we
have made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in making
the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and the
procedures for determining compliance with the exemptive provisions of Rule 15¢3-3. We did not review
the practices and procedures followed by the Company in making quarterly securities examinations,
counts, verifications and comparisons, and the recordation of differences required by Rule 17a-13 orin
complying with the requirements for prompt payment for securities under section 8 of Regulation T of the
Board of Governors of the Federal Reserve Systems, because the Company does not carry security
accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal control
structure and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgements by management are required to assess the expected benefits
and related costs of internal control structure policies and procedures 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 Commission's above-mentioned objectives. Two of the objectives of an
internal control structure 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
management's authorization and recorded properly to permit preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control structure or the practices and procedures referred
to above, errors or irregularities 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.

10




Our consideration of the internal control structure would not necessarily disclose all matters in the internal
control structure that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control structure elements does not reduce to a relatively low level the
risk that errors or irregularities in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters involving the internal control
structure, including procedures for safeguarding securities that we consider to be material weakness 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 Commission 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 a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company's practices and
procedures were adequate at December 31, 2004 to meet the Commission's objectives.

This report is intended solely for the use of management, the Securities and Exchange Commission, the

NASD and other regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of
1934 and should not be used for any other purpose.

H» &,a AN ) WA
CPARY |'—
Hagan & Burns CPA's, P.C.

New York, New York
January 28, 2005

HAGAN & BURNS
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