T —

06050702 , CURITIESAND EXCHANGE COMMISSION OMB Number: 3235-0123
. Washington, D.C. 20549 Expires: January 31, 2007
Estimated average burden
| o ANNUAL AUD'TED REPORT hours per response...... 12.00
| e NOV 2 7 2008 <EORMSETTALS ™ SEC FILE NUMBER

PART I o 45650

FACING PAGE
Ation Required of Brokers and Dealers Pursuant to Section 17 of the

| Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING_ October 1, 2005 AND ENDING_September 30, 2006
MM/DD/YY MM/DD/YY

A. REGISTRANT IDENTIFICATION

ADDRESS OF PRINCIPAL PLACE QOF BUSINESS: (Do not use P.O. Box No.) FIRM I.D. NO.
34 Chambers St,
! (No. and Street)
Princeton NJ 08542
(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

William Sword Jr. 6099246710
: (Area Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION

o
INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Withum, Smith & Brown

{Name - if individual, state lasy, first, middle name)

5 Vaughn Drive, Princeton NJ 08540
{Address) {City) (State) {Zip Code)

cgncx ONE: N PROCESSED

K] Certified Public Accountant

O Public Accountant DEcﬂ 7 2006
O Accountant not resident in United States or any of its possessions. THOMSON
;/ - d
FOR OFFICIAL USE ONLY FINANCIAI

*Claims for cxemption from the requirement that the annual report be covered by the opinion of §n independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exempan.| Seg Section 240.17a-5(e)(2)

Potential persons who are to respondyto colle tic
information contalned in this form are nofjyequirkd to r

d

' SEC 1410 (06-02) unlessthe form displays a currently valid nirol number.




-OATH OR AFFIRMATION

L William Sword, Jr. , swear (or affirm) that, to the best of
my knowledge and belief the accompanymg financial statement and supporting schedules pcrtammg to the firm of

. Sword Securities Corporation » a8
of September 30 ,20_pg_ , are true and correct. [ 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:

- \
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PP L2 Managing Director
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G 21,5 i5E KATHLEEN CAMISA
'cf‘,.f‘- s = NOTARY PUBLIC OF NEV JERSEY

(O S X pmdssion Bxplies ‘
G}(/,_/ / ..-\\‘ I\I ary Pubhc . mmll

'Of ; i, o

"".['I’.is-rcpdn s contains (chcck all applicable boxes):
& (a) Facing Page.
{b) Statement of Financial Condition.
{c) Statement of Income (Loss).
{d) Statement of Changes in Financial Condition.
B4 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
B8 (g) Computation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
OO (i) iInformation Relating to the Possession or Control Requirements Under Rute 15¢3-3. .
B (i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

P (1) An Oath or Affirmation.

0 (m) A copy of the SIPC Supplemental Report.
O -(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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WithumSmith+Brown
A Professional Gorporation
Certified Public Accountants and Consultants

5 Vaughn Drive

Princeton, New Jersey 08540 USA
809 520 1188 . fax 609 520 9882
www.wiJhum.com )

Additional Offices in New Jersey
and Pennsylvania .

Independent Auditors' Repdrt

To the Board of D.ire'ctors_
Sword Securities Corporation:

We have audited the accompanying statements of financial condition of Sword Securities Corporation as of
September 30, 2006 and 2005, and the related statements of income, changes in stockholder’s equity and cash
flows for the years then ended. These financial statements are the responsibility of the Company's management.
QOur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits 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 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 weli as evaluating the overall
financial statement presentation. We believe that our audits provide 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 Sword Securities Corporation as of September 30, 2006 and 2005, and the results of its operations
and its cash flows for the years then ended in conformity with accounting principles generally accepted in the

. United States of America

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in the supplementary schedules of computation of net capital pursuant to Rule
15c3-1 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 audits 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.

G572 LB o

November 13, 2006

I A member of HLB International. A world-wide organization of accounting firms and business advisers.
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Sword Securities _C_.‘_brpdrétio'n

Statements of Financial Condition

September 30, 2006 and 2005

Assets

Cash - K . o
Receivable from correspondent broker
Due from Parent [
Deposits ‘
Equipment, net of accumulated depreciation
. of $2,810 and $2,186 for 2006 and 2005, respectively

!
Liabilities and Stockholder's Equity

Liabilities .

“-Accounts payable and accrued expenses
Accounts payable - related party
Income taxes payable

Total liabilities

Stockholder's equity
Common stock, $1 par value; authorized 3,000
shares, issued and outstanding 100 shares
Additional paid-in capital
Accumulated deficit
Total stockholder's equity

2006 2005
b s 58374 $ 62,243
13,908 13,411
. 17,386 -
253 380
- 624. -
$ 89,921 -$ . 76,658 .
$ 9,918 $ 135
- 2,898
520 500
10,438 3,533
- 100 100
112,691 112,691
(33,308) (39,666)
79,483 73,125
$ 89921 $ 76,658

The Notes to Financial Statements are an integral part of these statements.
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‘Sword Securities Corporation

Statements of Income

Years Ended September 30, 2006 and 2005

Revenues
Brokerage commissions
Management fees
Interest
Total're've_nués :
Costs and expenses _

. Commissions e
Communications and research
Regulatory fees '
.Accounting

. Legal
Consulting
Business meals and entertainment
Printing and supplies
Postage
Miscellaneous
Depreciation
Total costs and expenses

Income bhefore provision for income taxes

Provision for income taxes
Current

Total provision for income taxes

Net income

The Notes to Financial Statements are an integral part of these statements.

3

2006 2005
$ 166,158 $ 199,671
296,833 120,015
497 331-
463,488 - 320,017
49383 50,102
S 87
7,136 6,994
7,224 9,850
131 125
391,401 213,932
- 125

50 -
38 49
80 127
624 1,249
456,067 291,640
7,421 28,377
1,063 5,780
1,063 5,780
$ 6,358 $ 22,597




~ Sword Securltles Corporatlon - S s
‘Statements of Changes in Stockholder's’ Equuty I
Years Ended September 30, 2006 and 2005

Additional
Common  Paid-In  Accumulated
Stock  Capital Deficit Total -
October 1, 2004 3 100 $ 112691 % (62,263) $ 50,528
Net income - - 22,597 22,597
September 30, 2005 - _ 100 112,691 (39.666) 73,125
Net income . . — ~ 6,358 6,358
September 30, 2006 $ - 100 $ 112,691 $ (33,308) $ 79,483

‘The Notes to Financial Statements are an integral part of these statements.
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Sword Securities Corporation

 Statements of Cash Flows.

Years Ended September 30, 2006 and 2005

Cash flows from operatmg actl\ntles

Net income -

Adjustments to reconcile net income to net cash
provided (used) by operating actlvmes
Depreciation
Cash provided (used) by changes in

Restricted cash
Receivable from correspondent broker
Deposits
Accounts payable and accrued expenses
~ Accounts payable - related party
Income taxes payable
Net cash provided (used) by operating actlvmes

Cash flows from investing activities
Increase in due from Parent

Net cash used by investing activities

Decrease in cash

Cash
Beginning of year

End of year

Supplemental Disclosure of Cash Flow Information
Cash paid during the year for
Income taxes

The Notes to Financial Statements are an integral part of these statements.
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2006 2005

6358 $ - 22507

624 1,249

- 4,105

(497) (228)

127 258

9,783 (70,162)

(2,898) 2,898

20 (2.215)

13,517 (41,498)
(17,386) -
(17,386) -

(3,869) (41,498)

62,243 103,741

$ 58374 $ 62243

$ 1,043 $ 6.646




Sword Securities Corporation
Notes to Financial Statements
September 30, 2006 and 2005

1. Summary of Significant Accounting Policies

Nature of Business Operations
Sword Securities Corporation was incorporated in September 1992 under the laws of the State of
Delaware and was registered as a broker-dealer on May 21, 1993 pursuant to Section 15(b) of the
Securities Exchange Act of 1934, as amended. The Company is a wholly owned subsidiary of Wm Sword
& Co. Incorporated.

Use of Estimates . ' ' ‘
Te preparation of financial statements in conformlty with generally accepted accounting principles reqwres_‘ : |
management to make estimates and assumptions that affect the reported amounts of assets and Ilabllltles |
- 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. ,
- Revenue Recognltlon
In accordance with industry practlce brokerage commissions on securities transactions are recorded on a
settlement date basis, generally the third business day following the transaction date. There would-be no' |
material effect on the financial statements if such transactions were recorded on the trade date. |

Receivables and Credit Policies _
Receivables from correspondent broker consist of commissions earned through the Company's clearing
agreement and are generally payable within 30 days. Amounts receivable over 30 days are considereq

delinquent. Management assesses the need to record an allowance for uncollectible receivables based
on past due amounts. There are no delinquent accounts as of September 30, 2006. |

Depreciation
Depreciation is computed using the straight-line method over the asset's economic useful lives. The
depreciable life of the Company’s equipment is three to five years.

Income Taxes .
Deferred income tax assets and liabilities are recognized for the differences between financial and income
tax reporting basis of assets and liabilities based on enacted tax rates and laws. The deferred income ta'>g
provision or benefit generally reflects the net change in deferred income tax assets and liabilities durln'g
the year.

1

2. Correspondent Broker Agreements
The Company has a clearing agreement with a correspondent broker, Bear Stearns.

3. Receivable from Correspondent Broker

The receivable from correspondent broker represents commissions earned from another broker—dealer
with whom the Company acts as an introducing broker-dealer, forwarding all of the transactions of |ts
customers to the correspondent broker-dealer for clearing on a fully disclosed basis. Receivables from
correspondent brokers amounted to $13,908 and $13,411 as of September 30, 2006 and 2005,
respectively. '
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- Sword, Securltles Corporatlon. | ST . __
- Notes to Financial Statements - ' o : '
September 30, 2006 and 2005

v

4. Net Capital Requirements ' ' ;

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule
15¢3-1), which requires the maintenance of a minimum net capital amount and requires that the ratio of
aggregate indebtedness to net capital, as defined, shall not exceed 15.0 to 1.0. At September 30, 2006
the Company had net capital of $61,844, which was $56,844 in excess of its required minimum net cap:tal
of $5,000. Also, at’ September 30, 12008, the Company's ratio of aggregate lndebtedness to net capltala :
was 0.2 to 1.0. _ , i
5. Special Account for the Exclusive Benefit of Customers :
The Company is exempt from the provisions of Rule 15¢3-3 of the Securities Exchange Act of 1934 and!"
therefore, is not required to maintain a "Special Reserve Bank Account for the Exclusive Benefit of!
Customers" since it meets the requirements of Rule. 15c3-3(k)(2)(B) which, among other prowsmns"
requires the Company to clear all transactions with and for customers on a fully-disclosed basis with a
clearing broker or dealer, and to promptly transmit all customer funds and securities to the clearing broker,

or dealer which carries all of the accounts of such customers. |
) l

[

6. Income Taxes

Temporary differences which give rise to significant deferred income tax assets and (liabilities) at
September 30, 2006 and 2005 are as follows:

2006 2005
Assets _ :
Capital loss carryforwards . ' $ 8727 $ 8,727
State net operating loss carryforwards ‘ 3,920 4616
Accrual to cash adjustment 739 394
Valuation allowance (13,386) (13,737)
Deferred tax asset, net . $ - % — :

|
The provision for income tax expense for the years ended September 30 consist of the following

components:
2006 2005 |
State - current 3 1,063 $ 5,780 .
Total _ . $ 1,063 $ 5780 |'
1

The income tax prowsmns differ from the expected tax computed at the federal statutory rates due to non- ]
deductible expenses and the use of net operating loss carryforwards. The Company files its Federal
income tax return as part of the consolidated Parent income tax return. The Company has net operating
loss carryforwards for state purposes expiring as follows: 2011 - $12,107, 2014 - $39,654 and 2015 |

$507. i
]




. Notes to Financial Statements : :
‘September 30, 2006 and 2005 ,

L o - : o
Sword- Securltles Corporatlon ' E oo ’ o !

7. Related Party Transactions

For the year ended September 30, 2006, the Company paid its Parent $46,767 in consulting fees, and had
advanced its Parent $17,386 as of September 30, 2006. This advance is non-interest bearing and IS
‘expected to be repaid by December 2006. An additional $20,000 was advanced to the Parent on Octoberl
3, 2006. For the year ended September 30, 2005, the: Company paid its Parent $63,931 in, consultmg :
fees, $2,898 of wh:ch is in accounts payable - related party as of September 30 2005. oo
. Sl
8. ... Concentration of Credlt Risk ; - :
i .- I
The Company mamtams cash in bank deposut ‘accounts, whlch,,at tlmes may exceed federally msured ‘
limits. The Company has not expenenced any losses in such accounts The Company-believes it is notu
exposed to any signifi cant credit risk on its cash balances. - - L L ;
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Sword Securities Corporation

~ Schedules of Computation of Net Capital Pursuant to Rule 15¢3-1
‘September 30, 2006 and 2005

. Total stockholder's equity

Less nonallowable assets
Deposits
Due from Parent
Equipment, net - ‘
Total nonallowable assets

Haircuts
Net capital
Minimum net capital required

"Net capital over minimum requirement

Reconciliation with Company's computation,
Included in Part ll A of Form X-17A-5, as of
September 30, 2006 and 2005

Net capital as reportéd'in Company's
September 30, 2006 and 2005 FOCUS reports

Accounts payable
Receivable from correspondent broker
Income taxes payable

Net capital, as stated above

 See Independent Auditors’ Report.

2006 2005
©$ 79483 § 73125
253 380
17,386 -
- 624
17,639 1,004
61,844 72,121
5,000 5,000
$ 56844 $ 67,121
$ 61,865 $ 72,622
- (1)
(1) -
(20) (500)
$ 61844 $ 72,121
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Independent Auditors’ Report on Internal Accounting Control Requured by SEC Rule 17A-5
For a Broker -Dealer Claiming an Exemption from Rule 15c3 3

'To the Board of Directors,
Sword Securities Corporation:

In planning and performing our audit of the financial statements of Sword Securities-Corporation for the year

securities, in order to detérmine our auditing procedures for.the purpose. of expressmg our opinion on the
financial statements and not to provide assurance on the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commlssron (SEC),-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 maklng the periodic computations of aggregate

" indebtedness and net capital under Rule 17a- 3(a)(1 1) and for determining’ compliance with the exemptive
provisions of Rule 15¢3-3. 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:” ,

differences required by rule' 17a-13

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

3. Obtaining and maintaining physical possession or controt of all fully paid and excess 'rna'rgin securities of
customers as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal controt and the
practices and procedures referred to in the preceding paragraph. In fuffilling 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 above-mentioned objectives. Two of the objectives of internal
control and the practices and procedures are to provide management with reascnable, 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

A member of HLB International. A world-wide organization of accounting firms and businass advisers.

ended September 30, 2006, we considered its internal control, including control activities for safeguarding -

1. Making quarterly securities examinations, counts, verifications and comparisons and recordation of

-




principles. Rule 173-5(9) lists 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 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, , :

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 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 contral, including 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 arid 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 September 30,
- 2006 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers, The New York Stock Exchange, and other regulatory agencies that
- rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regutation of registered broker dealers,
and is not intended to be and should not be used by anyone other than these specified parties.

November 13, 2006




