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A, REGISTRANT IDENTIFICATION

NAME OF BROKER - DEALER: QFFICIAL USE ONLY
The Riderwood Group Incorporated

FIRM 1D. NO.

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.)
1107 Kenilworth Drive, Suite 206

{No. and Street)

Towson Maryland 21204
(City) {State) {Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TQO CONTACT IN REGARD TQ THIS REPORT
Mitchell Fillet 410-825-5445

{Area Code — Telephone No.)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinton is contained in this Report*

Sanville & Company

(Name - Jf individual, stase Tast, firse, midedie wame)
1514 Old York Road Abington PA 19001
(Address) (City} {State) {Zip Code)

CHECK ONE:

(X Certified Public Accountant PQ@CESSED

(] Public Accountant
[] Accountant not resident in United States or any of its possessions.

Arr 11 2007

*Claims for exemption from the requirement thai the annual report be covered by the opinion of an independent public accountant
must be supporied by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).
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OATH OR AFFIRMATION

I, Mitchell Fillet , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
The Riderwood Group Incorporated , as of
December 31 , 2006, 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 soley as that of
a customer, except as follows:

9 2a

Signature

President

N_lary Public

TOMMONWEA! T OF FENNSYLVANIA
NOTARIAL SEAL ‘

MARY ALICE BF~" "8, Nglary Myhlic
Abingtor Twn., A,
My Commigsion sxpua

Jomery Counly
ghember 12, 7uL7J

This report** contains (check all applicable boxes):
(@) Facing page.
B3 (b) Statement of Financial Condition.
(c) Statement of Income (Loss).
E (d) Statement of Cash Flows.
0 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.
BJ (H Statement of Changes in Liabilities Subordinated to Claims of Creditors.
X (g) Computation of Net Capital.
{d (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.
BXJ () 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.
N/A J (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.
BJd () An Oath or Affirmation.
N/A* [J(m) A copy of the SIPC Supplemental Report.
N/A [J(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
X(0) Independent Auditor’s Report on Internal Accounting Control.

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

*Minimum assessment in effect.
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INDEPENDENT AUDITOR'S REPORT

To the Shareholders and
Board of Directors
The Riderwood Group Incorporated

We have audited the accompanying consolidated statement of financial condition of The
Riderwood Group Incorporated and Subsidiary (the Company) as of December 31, 2006 and the related
consolidated statements of income, changes in stockholders' equity, changes in liabilities subordinated to
claims of general creditors, and cash flows for the year then ended that you are filing pursuant to rule 17a-
5 under the Securities Exchange Act of 1934. 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 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 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
consolidated financial position of The Riderwood Group Incorporated and Subsidiary at December 31,
2006, and the results of their operations and their cash flows for the vear then ended in conformity with
accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules ! and 11 is presented for purposes of additional
analysis and 1s not a required part of the basic financial statements, but is supplementary information
required by rule 17a-5 under the Securities Exchange Act of 1934, 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.

r
Abington, Pennsylvania M S

February 27,2007 Certified Public Acco ts




ASSETS

THE RIDERWOOD GRQUP INCORPORATED AND SURBSIDIARY
Consolidated Statement of Financial Condition
December 31, 2006

Cash and cash equivalents (Note 2) $
Deposit with clearing broker
Receivables:
Investment banking fees
Clearing broker
Other receivables
Furniture and equipment, net (Notes 2 and 7)
Prepaid expenses and deposits

Total Assets $

LIABILITIES AND STOCKHOLDERS' EQUITY

Accounts payable and accrued expenses $

Total Liabilities

Commitments and Contingent Liabilities (Note 8)

Stockholders' Equity

Total Liabilities and Stockholders' Equity $

‘The accompanying notes are an integral part of these financial statements.
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173,226
50,000

208.000
1,440
26,344
5,328

39.455

503,793

431,555

503,793




THE RIDERWOOD GROUP INCORPORATED AND SUBSIDIARY

Consolidated Statement of Income

For the Year Ended December 31, 2006

REVENUE

Investment banking fees
Commissions and fees
Interest and dividends
Other

Total revenue

EXPENSES

Employee compensation and benefits
Commissions and floor brokerage
Communications

Uncollected fees

Depreciation

Occupancy and equipment rental
Professional fees

Regulatory fees and expenses

Travel and entertainment

Other operating expenses

Total expenses
Income before income taxes
Income taxes (Note 9)

Net income

2,388,229

1,467,223
115,246
65,431
357,000
2,600
122,665
17,460
33,842
62,895

33,661

2,278,023

110,206

$

The accompanying notes are an integral part of these financial statements.
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THE RIDERWOOD GROUP INCORPORATED AND SUBSIDIARY
Consolidated Statement of Changes in Subordinated Borrowings
For the Year Ended December 31, 2006

Subordinated borrowings at January 1, 2006 $ -
Increases -
Decreases -
Subordinated borrowings at December 31, 2006 $ -

The accompanying notes are an integral part of these financial statements.
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THE RIDERWQOOD GROQUP INCORPORATED AND SUBSIDIARY
Consolidated Statement of Cash Flows
For the Year Ended December 31, 2006

Cash flows from operating activities:
Continuing operations:
Net income $ 110,206
Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation and amortization 2,600

Changes in assets and liabilities:
(Increase) decrease in assets:

Receivable from clearing broker ( 1,440)
Investment banking fees (200,500)
Other receivables 11,756
Prepaid expenses ( 26,665)
Investment in unconsolidated subsidiary 100
Increase (decrease) in liabilities:
Due to clearing broker ( 2,100)
Accounts payable and accrued expenses ( 57,864)
Net cash used in continuing operations (163,907)

Cash flows from investing activities:
Property and equipment acquisitions ( 7,329)
Net cash used in investing activities { 7.329)

Cash flows from financing activities:

Proceeds from sale of common stock 125,950
Net cash provided by financing activities 125,950
Net decrease in cash and cash equivalents ( 45,286)
Cash and cash equivalents at beginning of year 218,512
Cash and cash equivalents at end of year $ 173,226

Supplemental disclosures of cash flow information:
Cash paid during the year for:

Income taxes $ -
Interest $ -

The accompanying notes are an integral part of these financial statements.
8




THE RIDERWOOD GROUP
INCORPORATED AND SUBSIDIARY
Notes to Consolidated Financial Statements
December 31. 2006

. 'ORGANIZATION

The Riderwood Group Incorporated (the Company) was incorporated under the laws of the state
of Maryland effective May 13, 1985. The Company is a broker-dealer registered with the
Securities and Exchange Commission (SEC) and is also a member of the National Association of
Securities Dealers, Inc. (NASD). The Company has a subsidiary, Inner Harbor Asset
Management that is registered as an investment advisor with numerous states.

The Company, like other securities firms, is directly affected by general economic and market
conditions, including fluctuations in volume and price levels of securities, changes in interest rates
and securities brokerage services, all of which have an impact on the Company's liquidity. The
Company's main office is located in Towson, Maryland.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation - The consolidated financial statements include the accounts of the
Company and its wholly-owned subsidiary. All material intercompany balances and transactions
have been eliminated in consolidation.

Cash and Cash Equivalents -The Company considers all highly liquid debt instruments purchased
with a maturity of three months or less to be cash equivalents.

Property and Equipment - Property is recorded at cost.  Depreciation and amortization are
generally computed using straight-line and accelerated methods over their estimated useful lives.

Revenue — Securities transactions (and related revenue and expense, if applicable) are recorded on
a settlement date basis, generally the third business day following the transaction date. This is not
materially different from trade date basis.

Investment Banking Fees — Investment banking revenues include gains, losses, and fees, net of
syndicate expenses, arising from securities offerings in which the Company acts as an underwriter
or agent. Investment banking revenues also include fees earned from providing merger and
acquisition and financial restructuring advisory services. Investment banking management fees
are recorded on offering date, sales concessions on settlement date, and underwriting fees at the
time the underwriting is completed and the income is reasonably determinable.

Income Taxes — The Company's method of accounting for income taxes conforms to Statement of
Financial Accounting Standards No. 109, Accounting for Income Taxes ("SFAS No. 109") (Note
9). This method requires the recognition of deferred tax assets and liabilities for the expected
future tax consequences of temporary differences between the financial reporting basis and tax
basis of assets and liabilities.
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THE RIDERWOOD GROUP
INCORPORATED AND SUBSIDIARY
Notes to Conselidated Financial Statements (Continued)
December 31, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Use of Estimates — The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that 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 may differ from those estimates and assumptions.

Fuir Value of Securities — The market value of securities owned is determined by the Company
using quoted market prices, dealer quotes and prices obtained from independent third parties.

DEPOSIT WITH CLEARING BROKER AND PAYABLE TO CLEARING BROKER

The Company maintains a clearing agreement with National Financial Services, LLC (NES).
Under the agreement the Company maintains a clearing deposit of $50,000.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS

The Company will operate in accordance with the exemptive provisions of Paragraph (k)(2)(i1) of
SEC Rule 15¢3-3. All customer transactions are cleared through NFS.

NET CAPITAL 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 defined, shall not exceed 15 to 1, 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 December 31, 2006, the Company had net capital, as
defined, of $152,123 that was $32,123 in excess of its required net capital requirement of
$100,000. The Company's net capital ratio (aggregate indebtedness to net capital) was 0.47 to | at
December 31, 2006.

PROPERTY AND EQUIPMENT

At December 31, 2006 property and equipment conststs of the following:

Computer equipment $ 20852

Furniture and equipment 13,926
34,778

Less: Accumulated depreciation (29.450)

For the year ended December 31, 2006 depreciation expense totaled $2,600.

10




THE RIDERWOOD GROUP
INCORPORATED AND SUBSIDIARY
Notes to Financial Statements (Continued)
December 31. 2006

OPERATING LEASES

The Company leases office space and equipment for its main office and two branch offices under
various operating lease agreements expiring in years 2008 through 2010.

Equipment lease expense and the annual office rental for the year ended December 31, 2006 was
$30,219 and $73,450, respectively.

The following is a schedule by years of future minimum lease payments under operating leases:

Year Offices Equipment
2007 % 122,320 § 24,993
2008 0§ 92848 F 16,238
2009 § 74443 3 9,904
2010 $ 20273 % 3,680

The Company has entered into a sub-lease agreement with Base Management Company (“Base”).
Base will pay the Company $1,900 per month for the use of all occupancy costs, including rent,
telephone, internet access and other miscellaneous costs. This agreement is cancelable by either
party with four months notice. The amount of rent that Base paid the Company for the year ended
December 31, 2006 was $20,800.

INCOME TAXES

For federal income tax purposes, the Company has available unused operating loss carryforwards
of $21,151 that may be applied against future taxable income. These losses expire as follows:

Operating Expiration
Loss Carryforward Date
§ 7,542 2024
$13,609 2025

Under SFAS No. 109, an entity would generally record a deferred tax asset for the future tax
benefits of net operating loss carryforwards, assuming that the generation of future net income
would be offset by the loss of carryforwards. Using a combined income tax rate of 22%, the
deferred tax asset at December 31, 2006 would be $4,653. Since the Company's future
profitability and the related application of the net operating losses cannot be projected with any
degree of certainty at this time, a valuation allowance has been established for the entire potential
future tax benefits.

11




10.

THE RIDERWOOD GROUP
INCORPORATED AND SUBSIDIARY
Notes to Financial Statements (Continued)
December 31. 2000

STOCK OPTIONS

The Company’s chief executive officer (CEO) has two options to purchase voting common stock
of the Company. The first option entitles him to purchase 51% of the voting common shares of the
Company for a fixed price of $200,000. These shares will be issued by the Company. The first
option is exercisable at anytime the CEO is employed by the Company. The second option is
exercisable only after the first option has been exercised. The CEO has the option to purchase all
remaining common voting stock from each and every sharcholder for a purchase price of $200,000.

Subsequent to signing the aforementioned option agreement the CEO has agreed to give a portion
of his options to certain employees as an inducement to them for accepting employment with the
Company. These agreements do not effect the terms of the CEQ’s option agreement.

In September, 2006 the CEO has exercised his option by foregoing compensation totaling
$200,000.

REGULATORY MATTERS

During the year ended December 31, 2006 the Company inadvertently violated SEC Rule 15¢3-1.
The Company sent out the appropriate notifications to SEC and NASD. The Company has taken
corrective action to prevent this occurrence in the future. The Company is negotiating with the
NASD with respect to a monetary fine by the NASD. The Company does not believe that any fine
will have a material adverse effect on the financial condition of the Company.

12
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Schedule ]

THE RIDERWQOD GROUP INCORPORATED AND SUBSIDIARIES
Computation of Net Capital Under Rule 15¢3-1
Of The Securities and Exchange Commission

For the Riderwood Group Incorporated (Parent Only)
December 31, 2006

COMPUTATION OF NET CAPITAL

Total stockholders' equity - unconsolidated § 431,555
Deduct: Stockholders' equity not allowable for Net Capital ( 100)
Total stockholder's equity qualified for Net Capital 431,455

Add: Subordinated indebtedness allowable in computation of Net Capital -
Total capital and allowable subordinated liabilities 431,455

Total deductions and/or charges:
Nonallowable assets:

Investment banking fees receivable (208,000)

Other receivables ( 26,344)
Receivables from subsidiary ( 2,120)
Furniture and equipment, net ( 5,328)
Prepaid expenses and deposits ( 37.378)
(279,170}

Net Capital before haircuts on securities positions 152,285

Other:

Money Market Account ( 162)

Net Capital § 152,123

COMPUTATION OF AGGREGATE INDEBTEDNESS

Aggregate indebtedness (excluding subordinated)
Items included in consolidated statement of financial condition:

Accounts payable and accrued expenses § 72,238
Percentage of aggregate indebtedness to Net Capital 47.49%
Percentage of debt to debt-equity total computed in accordance with Rule 15¢3-1(d) 0.00%

15




Schedule 1 (Continued)

THE RIDERWOOD GROUP INCORPORATED AND SUBSIDIARIES
Computation of Net Capital Under Rule 15¢3-1
Of The Securities and Exchange Commission
For the Riderwood Group Incorporated (Parent Only)

December 31, 2006

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum Net Capital (6 2/3% of $72,238) $ 4816

Minimum dollar Net Capital requirement of reporting broker or dealer

and minimum Net Capital requirement § 100,000
Net Capital requirement $ 100,000
Excess Net Capital $ 52,123
Excess Net Capital at 1000% h) 144,899

RECONCILIATION BETWEEN COMPUTATION OF ANNUAL AUDIT REPORT
AND COMPUTATION IN COMPANY'S UNAUDITED FOCUS REPORT

Computation of Net Capital Under Rule 15¢3-1

No material difference exists between the broker's most recent, unaudited Part [IA
filing and the Annual Audit Repot.

Note: This computation is done for the parent company only (The Riderwood Group
Incorporated). The NASD has approved the exclusion of the subsidiaries for this
computation.

16




Schedule II

THE RIDERWOOD GROUP INCORPORATED AND SUBSIDIARIES
Computation For Determination of the
Reserve Requirements Under Rule 15¢3-3
Of the Securities and Exchange Commission
For the Riderwood Group Incorporated (Parent Onlv)
December 31. 2006

The Company is exempt from the provisions of Rule 15¢3-3 in accordance with
Section (k) (2) (ii).

RECONCILIATION BETWEEN COMPUTATION OF ANNUAL AUDIT REPORT
AND COMPUTATION IN COMPANY'S UNAUDITED FOCUS REPORT

Computation for Determination of Reserve Requirements Under Exhibit A of Rule 15¢3-3

No material difference exists between the broker's most recent, unaudited, Part [1A
filing and the Annual Audit Report.




San,\l'tﬂ,)e/ & Gamp,an‘tjz

MEMBERS OF

CERTIFIED PUBLIC ACCOUNTANTS AMERICAN INSTITUTE OF
ROBERT F. SANVILLE, CPA CERTIFIED PUBLIC ACCOUNTANTS
MICHAEL T. BARANOWSKY, CPA 1514 OLD YORK ROAD ABINGTON, PA 19001 PENNSYLVANIA INSTITUTE OF
JOHN P. TOWNSEND, CPA , CERTIFIED PUBLIC ACCOUNTANTS

(215) 884-8460 » (215) BB4-B8686 FAX

140 EAST 45™ STREET NEW YORK, NY 10017
(212) 661-3115 » (646) 2270268 FAX

Board of Directors
The Riderwood Group Incorporated
and Subsidiary

In planning and performing our audit of the consolidated financial statements and supplemental
schedules of The Riderwood Group Incorporated and Subsidiary (“the Company™) for the vear ended
December 31, 2006, we considered its internal control, including control activities for safeguarding
securities, in order to determine our auditing procedures for the purpose of expressing our optnion 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 Commission (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 making the periodic
computations of aggregate indebiedness 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 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:

1) Making quarterly securities examinations, counts, verifications, 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.

The management of the Company 1s responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fultfilling 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 1o provide management with
reasonable but not absolule 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 the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-3(g) 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 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 matiers in internal control
that might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a conditton in which the design or operation of one or more
of the internal control components does not reduce to a relatively low level the risk that misstatements
caused by error or fraud in amounts that would be matenal 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, 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 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, 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 NASD, and other regulatory agencies that rely on rule 17a-3(g) under the Securities
Exchange Act of 1934 in their regulation of registered brokers and dealers, and 1s not intended to be and
should not be used by anyone other than these specified parties.

Abington, Pennsylvania
February 27, 2007 Cemﬁed Public Acc




