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AFFIRMATION

»

-~

We, Robert N. Gordon and Jonathan Krasnoff, affirm that, to the best of our knowledge and belief, the
accompanying financial statements and supplemental schedules pertaining to Twenty-First Securities
Corporation for the year ended March 31, 2006, are true and correct. We further affirm that neither the
Company nor any officer or director has any proprietary interest in any account classified solely as that of a

customet.
/.7{/ 5/19/06

Signature[ ‘ Date

Robert N. Gordon
President

//Q//D %/ 5/19/06

S1gn ture Date

Jonathan Krasnoff
Controller

Subsctibed and sworn to before
me on this 19th day of May, 2006




TWENTY-FIRST SECURITIES CORPORATION
(SEC 1L.D. No. 8-30714)

STATEMENT OF FINANCIAL CONDITION
AS OF MARCH 31, 2006
AND
INDEPENDENT AUDITORS’ REPORT
AND
SUPPLEMENTAL REPORT ON INTERNAL CONTROL

* ok % % ok %

Filed pursuant to Rule 17a-5(e)(3) under
the Securities Exchange Act of 1934
as a PUBLIC DOCUMENT.




Grant Thornton &

ants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors of
Twenty-First Securities Corporation:

We have audited the accompanying statement of financial condition of Twenty-First Securities Corporation
(the “Company”) as of March 31, 2006. This financial statement is the responsibility of the Company’s
management. Qur 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 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 1s free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are approprate 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 exptess no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statement,
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 statement of financial condition referred to above presents faitly, in all material respects,
the financial position of Twenty-First Securities Cotporation as of March 31, 2006, in conformity with
accounting principles generally accepted in the United States of America.

/%\cmf/ Haomton LLT

New York, New York
May 19, 2006

'Broad Street

w Yark, NY 10004
212.422.1000
212.422.0144
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ant Thornton LLP
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TWENTY-FIRST SECURITIES CORPORATION

STATEMENT. OF FINANCIAL CONDITION

AS OF MARCH 31, 2006
ASSETS
Cash | § 134,927
Secunties owned 434,900
Receivables from affiliates . 874,044
Receivables from broker-dealers 272,175
Other recetvables 103,332
Furniture, equipment and leasehold improvements (Jess accumulated

depreciation and amortization of $469,733) 15,294
Other assets 225,988
Total assets | $2.060,660

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES:
Accounts payable and accrued liabilities $ 454,903
Commissions payable 143,232
Total hiabilities 598,135
STOCKHOLDERS’ EQUITY: -

Common stock, no par value, at stated value, 500 shares voting
and 500 shares nonvoting authorized, 499 shares voting and

1 share nonvoting issued and outstanding 49,900
Additional paid-in capital 2,419,743
Retained earnings (1,007,118)

Total stockholders’ equity 1,462,525
Total liabilities and stockholders’ equity $ 2,060,660

See notes to statement of financial condition.




TWENTY-FIRST SECURITIES CORPORATION

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF MARCH 31, 2006

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations-Twenty-First Securities Corporation (the “Company”) is a broker-dealer that
provides investment strategies and execution services for its corporate, institutional and high net-worth
clients. The Company is a registered broker-dealer with the Securities and Exchange Commission and a
registered introducing broker and commodity trading advisor with the Commodity Futures Trading
Commission. The Company cleats its securities transactions on a fully disclosed basis through other
broker-dealers (the “Clearing Brokers”). Substantially all of the common stock of the Company is
owned by Twenty-First Holdings, Inc. (the “Parent”), which is wholly-owned by the president of the
Company.

Use of Estimates—The preparation of the Company’s statement of financial condition in conformity
with accounting principles generally accepted in the United States of America requires management to
make estitates and assumptions that affect the reported amounts of the assets and liabilities and the
disclosure of contingent assets and liabilities in the statement of financtal condition. Management
believes that the estimates utilized in preparing the statement of financial condition are reasonable and
prudent. Estimates, by theit nature, are based on judgment and available information. As such, actual
results could differ materially from the estimates included in this statement of financial condition.

Furniture, Equipment and Leasehold Improvements—Furniture and equipment are depreciated
using the double declining-balance method. Computer software is depreciated using the straight-line
method over the estimated useful lives of the assets, generally five years. Leasehold improvements are
amortized using the straight-line method over the life of the lease.

2. SECURITIES OWNED

At March 31, 2006, securities owned consisted of money market investments.

3. INCOME TAXES

The Company utilizes the asset and liability method (pursuant to Statement of Financial Accounting
Standatrds No. 109) for accounting for income taxes. The Company is included in the Parent’s
consolidated Federal and combined New York State and local income tax returns.




4. COMMITMENTS

Operating Leases~The Company’s current lease for its office space in New York City expires in
November 2010. At March 31, 2006, future minimum payments for this lease were as follows:

Fiscal year ending March 31:

2007 ' $ 608,000
2008 608,000
2009 608,000
2010 608,000
2011 390,134
Total $2.822,134

In addition to the minimum lease payments set forth above, the lease contains a provision for escalations
based upon certain costs incurred by the lessor.

5. TRANSACTIONS WITH AFFILIATED COMPANIES AND OTHER RELATED PARTIES

The Company has various affiliates to which 1t provides operational and administrative setvices at no
charge. In the normal course of business, the Company advances funds to its affiliates on a non-
interest bearing basis. Receivables from affiliates are comprised of a receivable from Patent of
$798,685 and receivables from two other subsidiaties of Parent of $47,195 and $28,164.

Included in other receivables is a note from a senior executive of the Company totaling $101,105 which
includes accrued interest.

Such amounts are excluded from regulatory net capital as nonallowable assets.

6. CONCENTRATIONS OF CREDIT RISK

Pursuant to its clearing contracts with its Clearing Brokers, the Company is liable for bad debts of any
clients introduced by the Company to its Clearing Brokers. As of March 31, 2006, there were no
material bad debts from clients introduced by the Company to its Clearing Brokets.

7. NET CAPITAL REQUIREMENTS

The Company as a registered broker-dealer is subject to the minimum net capital requirements of
Uniform Net Capital Rule 15¢3-1 (the “Rule”) under the Secutities Exchange Act of 1934. The Rule
requires that the Company maintain minimum net capital equivalent to the greater of $25,000 or 6-2/3%
of aggregate indebtedness. The Company is also subject to the net capital rules under the Commodity
Exchange Act. These rules require that the Company maintain minimum net capital equivalent to the
greater of $30,000 ot the capital required under the Rule. At March 31, 20006, the Company’s net capital
and excess net capital were $196,719 and §156,844, respectively, and the Company’s aggregate
indebtedness to net capital ratio was 3.04 to 1.




Proprietary accounts held at the Clearing Brokers (“PAIB assets™) are considered allowable assets in the
computation of net capital pursuant to agreements between the Company and the Clearing Brokers
which require, among other things, for the Clearing Brokers to perform a computation for PAIB assets
similar to the customer reserve computation set forth in Rule 15¢3-3.
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Grant Thornton &

~countants and Business Advisors

May 19, 2006

Twenty-First Securities Corporation
780 Third Avenue
New York, New York 10017

In planning and petforming our audit of the financial statements and supplemental schedules of Twenty-
First Securities Corporation (the “Company™) for the year ended March 31, 2006, we considered its internal
controls, including control activities for safeguarding customer and firm assets, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we have made a
study of the practices and procedures followed by the Company, including tests of such practices and
procedutes 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 for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not catty 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:

1. Making quarterly securities examinations, counts, verifications, and comparisons and recordation of
differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin securities
of customers as required by rule 15¢3-3

In addition, as required by Regulation 1.16 of the Commodity Futures Trading Commission (“CFTC”), 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 Regulation 1.16, in the
following: (i) in making the periodic computations of minimum financial requirements pursuant to
Regulation 1.17, (i) in making the daily computations of the segregation requirements of Section 4d(2) of
the Commodity Exchange Act and the regulations thereunder, and the segregation of funds based upon
such computations, and (11} in making the daily computations of the foreign futures and foreign options
secured amount requitements pursuant to Regulation 30.7 of the CFTC.

{0 Broad Street

iow York, NY 10004
212.422.1000
212.422.0144

. www.grantthornton.com

-ant Thornton LLP
3 member of Grant Thornton International




Twenty-First Securities Corporation
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Page 2

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 SEC’s and CFTC’s 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 management’s
authorization and recorded propetly to permit the preparation of financial statements in accordance with
accounting principles generally accepted in the United States of America. Rule 17a-5(g) and Regulation
1.16(d)(2) List additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, errors
* or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods 1s
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.

Our consideration of internal control would not necessarily disclose all matters in internal control that might
be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A matenial weakness 1s a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that etror or fraud 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 internal control, including control activities for safeguarding securities, customer
and firm assets 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 and
third paragraphs of this report are considered by the SEC and CFTC to be adequate for their purposes in
accordance with the Securities Exchange Act of 1934 and related regulations and the Commodity Exchange
Act 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 March 31, 2006, to meet
_ the SEC’s and CFTC’s objectives.

This tepott is intended solely for the use of the Board of Directors, management, the SEC, the CFTC, the
National Futures Association, the National Association of Securities Dealers, Inc., and other regulatory
agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of
registered brokers and dealers, or Regulation 1.16 of the CFTC, and should not be used by anyone other
than these specified parties.
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