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GENE KAPLAN (212) 742-9600

(Arca Code - Telephone Number)

B. ACCOUNTANT IDENTIFICATION
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OATH OR AFFIRMATION

1, GENE KAPLAN , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
MIDWOOD SECURITIES, INC. , as

of DECEMBER 31 ‘ ,20 o5 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

ROSLYN S. HARPER =

NOTARY PUBLIG, STATE OF NEW YORK Signature
No. 01HAE070734
QUALIFIED IN KINGS COUNTY CHIEF FINANCIAL OFFICER
MY COMMISSION EXPIRES MARCH 11 2006 Title

%JW

UNotary Public

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

(a) Facing Page."

(b) Statement of Financial Condition.

(¢) Statement of Operations.

(d) Statement of Cash Flows. _

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

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

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

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

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.’

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

K. (o) Independent auditor's report on internal control.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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KAUFMANN,
GALLUCCI &
GRUMER LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT
To the Stockholders of Midwood Securities, Inc.:

We have audited the accompanying statement of financial condition of Midwood Securities, Inc.,
as of December 31, 2005, that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. This financial statement is the responsibility of the Company's
management. Our responsibility is to express an opinion on the financial statement based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America as established by the Auditing Standards Board of the American Institute of
Certified Public Accountants. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statement is free of material
misstatement. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statement as well as 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 statement referred to above presents fairly, in all material respects,

the financial position of Midwood Securities, Inc. as of December 31, 2005 in conformity with
accounting principles generally accepted in the United States of America.

Janary 31,2006 g fs,,‘ 'M'WW cer
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MIDWOOD SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2005

ASSETS
Cash and cash equivalents $ 2,396,187
Cash and securities segregated for the exclusive benefit of customers 194,507
Receivable from clearing broker 364,975
Receivable from other brokers and dealers 242.061
Investment in securities at market value 615,985
Other investment at fair value 51,210
Furniture, fixtures and leasehold improvements, less accumulated
depreciation and amortization of $528,085 67,421
Secured demand notes receivable 200,000
Other assets 106,870
$ 4,239,216
LIABILITIES AND STOCKHOLDERS' EQUITY
Accounts payable, accrued expenses and other liabilities $ 1,963,065
Employee compensation payable 402,314
Deferred rent 105,840
2,471,219
Commitments
Subordinated borrowings 200,000
Stockholders' equity
Common Stock, no par - authorized, issued
and outstanding, 222 shares 400,000
Retained earings 1,167,996
Total ‘stockholders' equity 1,567,995

$ 4,239,216

The accompanying notes are an integral part of this financial statement.
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NOTE 1 -

NOTE 2 -

MIDWOOD SECURITIES, INC.
NOTES TO FINANCIAL STATEMENT
DECEMBER 31. 2005

ORGANIZATION AND NATURE OF BUSINESS

Midwood Securities, Inc. (the "Company"), was incorporated on December 16,

1988. The Company is a registered broker-dealer with the Securities and
Exchange Commission, and is a member of New York Stock Exchange, National
Association of Securities Dealers, Inc., Municipal Securities Rulemaking Board
and SIPC.

The Company clears securities transactions through another broker-dealer on a
fully disclosed basis. The Company earns commissions as an introducing broker
for the transactions of its customers. The Company has agreed to indemnify its
clearing broker for losses the clearing broker may sustain from customer accounts

“introduced by the Company. The Company seeks to control the risk associated

with customers transactions by monitoring all customer activity and reviewing

‘information it receives from its clearing broker on a daily basis.

The Company is also engaged in various securities and brokerage activities in

-which counterparties primarily include banks and other financial institutions. The

Company may be exposed to off-balance-sheet risk in the event the other party is
unable to fulfill its contracted obligation and the Company has to purchase or sell
the financial instrument underlying the contract at a loss. The risk of default
depends on the creditworthiness of the counterparty or issuer of the instrument. It
is the Company's policy to review, as necessary, the credit standing of each
counterparty with which it conducts business.

SIGNIFICANT ACCOUNTING POLICIES

a) Proprietary securities transactions, commission revenues, and related expenses
are recorded on a trade date basis

b) Marketable securities are valued at market value, and securities not readily
marketable are valued at fair value as determined by management with the
resulting unrealized gains and losses reflected in the statement of operations.
From time to time, the Company may sell securities not yet purchased (short
positions). These positions represent an obligation of the Company to deliver
the specific securities. To satisfy this obligation, the Company must acquire
the securities at the prevailing market prices in the future, which may differ
from the market value reflected on the statement of financial condition and
may result in a gain or loss to the Company. At December 31, 2005,
marketable securities include U.S., state and municipal obligations, and
corporate stocks.

c) Cash and cash equivalents include cash, money market funds and highly
liquid debt instruments purchased with an original maturity of three months or
less.




NOTE 2 -

NOTE 3 -

NOTE 4 -

NOTE S -

MIDWOOD SECURITIES, INC.
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2005

SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

'd) Furniture, fixtures and leasehold improvements are carried at cost less

accumulated depreciation and amortization. Depreciation is computed using a
straight-line method over the estimated useful lives of the assets. Leasehold
improvements are being amortized on a straight-line basis over the term of the
operating lease.

e) The Company has elected to be treated as a small business corporation under
the provisions of Subchapter S of the Internal Revenue Code and New York
State tax law. Under these provisions, any income or loss of the Company is
passed through to stockholders. The Company is subject to certain state and
local taxes which are reflected in the financial statements.

f) The preparation of financial statements in conformity with accounting

principles generally accepted in the United States of America requires the use
of estimates and assumptions regarding certain types of assets, liabilities,
revenues and expenses. Actual results may differ from those estimates.

'g) The Company maintains its cash in bank accounts, which, at times, may

exceed federally insured limits.

CASH AND SECURITIES SEGREGATED FOR THE EXCLUSIVE

BENEFIT OF CUSTOMERS

Cash has been segregated in a special reserve account, maintained at a bank, to
satisfy reserves established for potential future commission rebates to customers.

RECEIVABLE FROM AND DEPOSIT WITH CLEARING
ORGANIZATION

The receivable from clearing organization represents cash held by the clearing
organization for commissions generated in December 2005 and received in
January 2005. The deposit with the clearing organization of $100,000 is required
by the clearing agreement and included in investments in U.S. government
securities on the Statement of Financial Condition.

SUBORDINATED BORROWINGS

Subordinated borrowings at December 31, 2005, consist of two secured demand
notes of $100,000 each maturing on June 30, 2006 and September 3, 2006. The
secured demand notes bear interest at 5% per annum and are collateralized by
cash and securities of approximately $323,000 at December 31, 2005. The
secured demand notes are available in computing net capital under the Securities
and Exchange Commission uniform net capital rule.
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NOTE 6 -

NOTE 7 -

NOTE 8 -

MIDWOOD SECURITIES, INC.
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2005

'COMMITMENTS AND CONTINGENCIES

-The Company leases four NYSE seats and office space in New York and New
‘Jersey under operating leases through January 2010. In addition to base rent, the
leases provide for the Company to pay certain expenses. The Company subleases
part of the New York office to a third party for approximately 27% of the monthly
rent. Rent expense under the office leases, net of sublease income of $93,000, was

-approximately $278,000 for the year ended December 31, 2005. The approximate
‘minimum annual lease payments for office space and NYSE seats at December
31, 2005 are as follows:

Year ended Minimum
December 31 lease
payments
2006 $517,759
2007 348,725
2008 348,725
2009 348,725
Thereafter to
January 31, 2010 29,060
$1,592.994

- In the normal course of business, the Company may be a party to various
litigation and regulatory matters. At December 31, 2005, there were no legal
' proceedings pending against the Company.

RELATED PARTY TRANSACTIONS

The Company leases from its principle stockholder one of its NYSE membership

- seats under an agreement which expires May 31, 2006. Lease expense paid to this

- stockholder totaled to $112,083 for the year ended December 31, 2005.
- REGULATORY REQUIREMENTS

- The Company is subject to the Securities and Exchange Commission Uniform Net

Capital Rule (SEC 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
define, shall not exceed 15 to 1. At December 31, 2005, the Company had net
capital of $1,383,195 which was $1,133,195 in excess of the required minimum

" net capital at that date of $250,000. The Company's aggregate indebtedness to net

capital ratio was 1.66 to 1.




