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REPORT OF INDEPENDENT AUDITORS

To the Stockholders
Warren D. Nadel & Company
Glen Cove, New York

We have audited the accompanying statement of financial condition of Warren D. Nadel &
Company (the "Company") as of December 31, 2006. This statement of financial condition is the
responsibility of the Company's management. Our responsibility is to express an opinion on this
statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. 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. We
were not engaged to perform an audit of the Company's internal control over financial reporting. Cur
audit included 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 statement of financial condition, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall statement 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 the Company as of December 31, 2006, in conformity
with accounting principles generally accepted in the United States.

\/LLLA’/ w‘rﬁ/w §o

Jericho, New York
February 2, 2007
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WARREN D. NADEL & COMPANY
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2006

ASSETS

Cash in banks $133,223
Due from clearing brokers (Note 1) 328,248
Deposit with clearing broker 25,000
Securities owned:

Marketable, at market value 338,690
Secured demand note receivable, collateralized (Note 2) 85,000
Other assets 13,991
Total assets $924.152

LIABILITIES AND STOCKHOLDERS® EQUITY

Liabilities

Accounts payable and accrued liabilities (Notes 6 and 7) $236.450
Liabilities subordinated to claims of general creditors (Note 2) 85.000
Commitments (Notes 3, 5, 6 and 7)

Stockholders' Equity (Note 5)

Common stock, $.01 par value - 100,000 shares authorized,

54,441 shares issued and outstanding 544
Additional paid-in capital 49,885
Retained earnings 552,273
Total stockholders’ equity 602,702
Total liabilities and stockholders’ equity $924.152

See accompanying summary of business and significant accounting policies
and notes to statement of financial condition.
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WARREN D. NADEL & COMPANY
SUMMARY OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES
DECEMBER 31, 2006

BUSINESS

Warren D. Nadel & Company (the Company) is a registered broker-dealer with the
Securities and Exchange Commission (SEC) and the National Association of
Securities Dealers, Inc. (NASD). The Company is also registered as an introducing

broker with the Commodity Futures Trading Commission.

The Company claims exemption from the requirements of Rule 15¢3-3 under Section
(k)(2)(11) of the Rule.

INCOME TAXES

The Company is an S corporation for both Federal and New York State ("NYS”)
income tax purposes and, as such, income or loss flows through to the stockholders’
individual income tax returns. As a result, the Company is not liable for Federal and
NYS income taxes.

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 could differ
from those estimates.

SECURITIES OWNED

The Company has an investment in 11,000 shares of common stock of the NASDAQ
Stock Market, Inc. The investment in common stock has been valued at the quoted
market price of the shares at December 31, 2006.




WARREN D. NADEL & COMPANY

SUMMARY OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

NOTE 1 -

NOTE 2 -

NOTE 3 -

DECEMBER 31, 2006

DUE FROM CLEARING BROKERS

The Company has clearing agreements with two brokerage firms to carry its
accounts. The clearing brokers have custody of some of the Company's securities
and, from time to time, cash balances which may be due from these brokers.

These securities and/or cash positions serve as collateral for any amounts due to the
clearing brokers and as collateral for potential defaults of the Company’s customers
which are carried on the books and records of the clearing brokers.

The Company is subject to credit risk if the clearing brokers are unable to repay
balances due or deliver securities in their custody.

LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL CREDITORS

Borrowings under a subordinated loan from a related party were $85,000 at
December 31, 2006. These borrowings are noninterest bearing and mature on
January 31, 2010. The subordinated loan is covered by an agreement approved by the
National Association of Securities Dealers, Inc. and the National Futures Association
and is thus available in computing net capital under the Securities and Exchange
Commission’s Uniform Net Capital Rule and Commodity Futures Trading
Commission’s minimum financial requirements. To the extent that such a loan is
required for the Company’s continued compliance with minimum net capital
requirements, it may not be repaid. In conjunction with this borrowing, the Company
was issued an $85,000 secured demand note collateralized by securities with a market
value of $178,626.

RELATED PARTY TRANSACTIONS

The Company occupies premises under a lease agreement with an entity controlled by
the Company’s president and majority stockholder through December 31, 2018.

The future minimum lease payments required under the lease are approximately:

Year ended December 31,

2007 $ 110,700
2008 110,700
2009 110,700
2010 110,700
Thereafter 885,600
$1,328.400

-6-




WARREN D. NADEL & COMPANY

SUMMARY OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

NOTE 3 -

NOTE 4 -

NOTE 5 -

NOTE 6 -

DECEMBER 31, 2006

RELATED PARTY TRANSACTIONS - continued

A related entity which is registered with the SEC as an investment advisor acts as an
investment manager on a discretionary basis and trades primarily in equity securities
and options for a select group of customer accounts whose accounts are carried on the
books of another broker-dealer on a full disclosure basis. This group of accounts are
customers of the Company.

REGULATORY 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 regulatory
net capital and requires that the ratio of aggregate indebtedness to regulatory net
capital, both as defined, shall notexceed 15 to 1. The Company is also subject to the
Commodity Futures Trading Commission’s minimum financial requirements
(Regulation 1.17), which requires that the Company maintain minimum regulatory
net capital, as defined, of 6-2/3% of aggregate indebtedness, as defined, or $45,000,
whichever is greater. At December 31, 2006, the Company had regulatory net capital
and regulatory net capital requirements of $582,191 and $45,000, respectively. The
Company’s net capital ratio was .41 to 1.

OFF-BALANCE SHEET RISK

In the normal course of business, the Company executes, as agent, transactions on
behalf of customers through its clearing brokers. The Company regularly reviews all
client accounts to ensure that there are sufficient funds to meet all transaction
obligations. If the agency transactions do not settle because of failure to perform by
the customer, the Company may be obligated to discharge the obligation of the
customer, and, as a result, may incur a loss if the market value of the security
fluctuates to the detriment of the Company.

The Company does not anticipate nonperformance by customers. The Company’s
policy is to monitor its market exposure and risk. In addition, the Company has a
policy of reviewing, as considered necessary, the credit standing of each customer
with which it conducts business.

DEFINED BENEFIT PENSION PLAN

In 2005, the Company implemented a defined benefit pension plan covering certain
employees with at least two years of service, but excluding all highly compensated
employees other than owner/employees and their spouses. The Company’s funding

-7-




WARREN D. NADEL & COMPANY

SUMMARY OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

NOTE 6 -

NOTE 7 -

DECEMBER 31, 2006

DEFINED BENEFIT PENSION PLAN - continued

policy is to contribute annually the maximum amount that can be deducted for federal
incomie tax purposes.

The following sets forth the funded status of the plan:

Actuarial present value of benefit obligations:

Vested benefit obligation $567,602

Nonvested benefit obligation -0-

Accumulated benefit obligation $567.,602
Fair value of plan assets at December 31, 2006 $564,337
Benefit obligation at December 31, 2006 567.602
Funded status $_(3.265)

Accrued benefit cost recognized in
the Statement of Financial Condition:

Benefit cost $276,768
Employer contributions 160,000
Plan participants’ contributions -0-
Benefits paid : -0-

Weighted-average assumptions used to determine
net periodic benefit cost for the year ended

December 31, 2006:

Discount rate 6.0%
Expected return on plan assets 6.0%
Rate of compensation increase 3.0%

The Company’s investment policy for plan assets is to manage the portfolio to
preserve principal and liquidity while maximizing the return on the investment
portfolio through the full investment of available funds.

PROFIT SHARING PLAN

The Company has a profit sharing plan covering all eligible employees. Company
contributions vest equally at a rate of 20% a year, staring in the second year of
service.

END




