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OATH OR AFFIRMATION
I, William Ellis » Swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statement and supporting schedules pertaining to the firm of S.W. Childs Management Co oration, as
of September 30 » 2008, 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.

/A

SANDRINA SNIPES

Notary Public - Stats of New York Signature
NC. D1SNAO7AZT74
Qualifiad in Rockland County
Ay Commzwon Expires 1D -) 5‘2‘20 PRESIDENT

“Notary Public

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

X1 (a) Facing page. '

X1 (b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders' Equity or Partners’ or Sole Proprietor's 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.

() 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.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Qath or Affirmation.
{(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(0) Independent Auditor’s Report on Internal Control
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5 (e)(3).
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McGladrey & Pullen

Certified Public Accountants

Independent Auditor's Report

To the Board of Directors
S. W. Childs Management Corporation
New York, New York

We have audited the accompanying statement of financial condition of S.W. Childs Management Corporation as of
September 30, 2006 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 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 a 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 slatement of financial
condition 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 fairly, in all material respects, the financial
position of S.W. Childs Management Corporation as of September 30, 2006 in conformity with accounting principles

generally accepted in the United States of America.
%m / A Io%(/ L L~

New York, New York
November 15, 2006

McGladrey & Pullen, LLP is an independent member firm of
RSM Intemational, an atflliation of independent accounting
and consulting firms. 1




S.W. Childs Management Corporation

Statement of Financial Condition
September 30, 2006

ASSETS

Cash and cash equivalents

Cash segregated under federal
requlations (Note 2}

Receivables {Note 3):
Customers
Directors

Due from broker

Securities owned, at market value:
Common stock
U.S Treasury Bill

Furniture and equipment, at cost net of accumulated
depreciation of $36,563

Deferred income taxes, net {Note 5)

Other assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities

Bank loans payable, collateralized {Note 4):
Customers

Payables (Note 3):
Customers
Directors

Accrued expenses and other liabilities

Total liabilities

Commitments (Notes 7 and 8)

Stockholders' equity
Common stock, no par value, authorized and
issued 6,000 shares
Additional paid-in capital
Retained earnings

Less cost of 3,600 shares of common stock in treasury
Total stockholders' equity

See Notes 1o Statement of Financial Condition.

$

1,379,358
100,159

357,459
72,857

118,750

1,296,121
31,257

$

6,049
252,828
1,479,517
70,053
430,316
8,551

48,000
8,410

%

2,303,725

500,000
6,667
§24,481

118,750

1,327,378
75,167

1,331,148
548,718

1,521,295

782,430

2,303,725




S. W. Childs Management Corporation

Notes to Financial Statements

Note 1. Nature of Business and Significant Accounting Policies

Nature of business: S.W. Childs Management Corporation (the “Company”) is a registered clearing broker-dealer in
securities under the Security Exchange Act of 1934, The Company’s customers are primarily members of the principal
slockholder's family. The Company is regulated by the Securities and Exchange Commission {(SEC) and the National
Association of Security Dealers, Inc. (NASD).

A summary of the Company's significant accounting policies follows:

Use_of estimates: The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions tha! affect the reported amounts of assets and liabilities and
disclosure 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 frem those estimates.

Cash and cash equivalents: For purposes of reporting cash flows, the Company considers only amounts deposited in the
Company's demand deposit account to be cash equivalents. All other cash deposits, including those in segregated
accounts are excluded from cash equivalents.

Security transactions: Customer and proprietary securities transactions (and related commission revenue and expense)
are recorded on the settlement date basis, the effect of which is not materially different from the trade date basis as of
year-end. Realized gain and loss from the purchase and sale of proprietary securities are recorded on an identified cost
basis. Securities owned are valued at market with the unrealized gains and losses included in earnings of the current
period.

Depreciation: Furniture and equipment is recorded at cost and is depreciated on a straight-line basis using estimated
uselul lives of three to five years.

Income Taxes: The Company files federal, state and local income/franchise tax returns. Differences between the carrying
amounts of assets and liabilities for financial reporting purposes and their tax basis are recorded as deferred income tax
assels or liabilities in accordance with the provisions of Statement of Financial Accounting Standards No. 109 (“SFAS
No.109"). The deferred fax asset results from temporary differences related to depreciation, loss carryforwards, bonus
accruals and certain other accrued expenses. A valuation allowance is recognized if it is more likely than not that some
portion of the deferred asset will not be recognized. When evaluating whether a valuation allowance is appropriate, SFAS
No. 109 requires a company 1o consider such factors as previous operating results, future earnings potential, tax planning
strategies and future reversals of exisling temporary differences. The valuation allowance is increased or decreased in
future years based on changes in these criteria. Management of the Company believes that no valuation allowance is
deemed necessary at September 30, 2006.

Note 2. Cash Segregated Under Federal Regulations
Cash of $252,829 was segregated in a special reserve bank account for the exclusive benefit of customers in accerdance
with the reserve requirements of rule 15¢3-3 of the Securities and Exchange Commission. At September 30, 2006, the

Company was required under this rule to have a reserve deposit of $97,464.

Note 3. Receivables From and Payables to Customers and Directors

The amounts receivable from and payable to customers and directors represent balances resulting from cash and margin
securities transactions. Securities owned by customers represent collateral for these receivables and are not reflected in
the financial statements.




S. W. Childs Management Corporation

Notes to Financial Statements

Note 4. Broker Loan Payable, Collateralized

The loan payable balance at September 30, 2006 is collateralized by a securily owned by a customer of the Company.
The loan is payable on demand and interest is payable monthly at the broker call rate plus 1%.

Note 5, Income Tax Matters

The Company has a net deferred tax asset consisting of the following components as of September 30, 2006:

Detferred tax liability:

Unrealized gain on securities $ 52,000

Deferred tax asset:
Prepaids and accrued expenses 13,000
Depreciation 2,000
Loss carrylorwards 85,000
Net deferred tax asset $ 48,000

The Company files its tax returns on a calendar year basis. As of December 31, 2005, the Company has net operating
loss carryforwards of $424,789 available under provisions of the Internal Revenue Code 1o be applied against future
taxable income. The loss carrylorwards have the following expiration dates:

Expiration date Amount
2006 $ 126978
2007 16,392
2008 2,095
2015 119,797
2016 32,032
2022 66,193
2023 61,300

$ 424,789

The Company has determined that no valuation allowance on the deferred tax asset is necessary, as management
believes the amount will be fully utilized. Realization of the deferred tax asset is dependent upon sufficient future taxable
income during the period the deductible temporary differences and carryforwards are expected to be available to reduce
taxable income.




S. W. Childs Management Corporation

Notes to Statement of Financial Condition

Note 6. Net Capital Requirement

The Company is subject to the Securities and Exchange Commission 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 1510 1. The rule also provides that equity capital may not be withdrawn or cash dividends
paid if the resulting net capital ratio would exceed 10 to 1. At September 30, 2006, the Company had net capital of
$614,836 which was $364,836 in excess of its required net capital of $250,000. The Company's net capital ratio was 2.32
to 1.

Note 7. Operating Lease
The Company has a lease agreement which commenced January 1, 2006 and will expire on December 31, 20086.
The annual future minimum rental commitments are as follows:

Year Ending September 30,
2007 $ 15,000.00

Total rent expense was $71,000 for the year ended September 30, 2006. In the normal course of business, this lease is
expected lo be renewed.

Note 8. Financial Instruments With Off-Balance-Sheet Risk and Concentration of Credit Risk

In the normal course of business, the Company's customer activilies involve the execution, settlement and financing of
customers' securities transactions. These activities may result in off-balance-sheet credit risk in the event the customers
are unable to fulfill their contracted obligations. Customer securities transactions are transacted on either a cash or
margin basis and, in the case of the latter, credit is extended to customers subject to various regulatory and internal rules
conceming the maintenance of adequate collateral by the customer. In connection with these activities, the Company
executes and clears customer transactions which may involve the sale of securities not yet purchased.

These transactions may expose the Company to off-balance-sheet risk in the event margin requirements are not sufficient
1o fully cover losses which customers may incur. Should the customer be unable to satisfy their abligations, the Company
may be required to purchase or sell financial instruments at prevailing market prices in order to fulfill the customers'
obligations. As discussed in Note 1, customers’ securities transactions are recorded on a settlement-date basis (generally
the third business day after the dale a transaction is executed) in accordance with industry practice. The risk of loss
associated with transactions executed but not yet settled is similar to settled transactions in that it relates to the
customers’ inability to meet the terms of their contracts.

The Company seeks to control these risks by monitoring collateral value on a daily basis and requiring additional
collateral or the reduction of securities positions, when necessary, and eslablishing credit limits.

At September 30, 2006, the Company has outstanding borrowings of $118,750 from a broker, which borrowings are
collateralized by cuslomers’ securities. Should the broker be unable to return this collateral when required, the Company
may be required to purchase such securities in the open market.

The Company also clears its security transactions on an omnibus basis with another broker dealer. A substantial portion
of its customer security positions are mainlained in this account on a commingled basis. Should this broker default on its
cuslodial obligations, the Company might be required to purchase securities in the open market.




