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KAUFMANN,
GALLucc &
GRUMER LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT

To the Stockholders of Midwood Securities, Inc.:

We have audited the accompanying statement of financial condition of Midwood Securities, Inc.,
as of December 31, 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. Qur responsibility is to express an opinion on the 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 financial statement is free of material misstatement. An
audit includes 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 financial statement as well as 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 statement referred to above presents fairly, in all material respects,
the financial position of Midwood Securities, Inc. as of December 31, 2006 in conformity with
accounting principles generally accepted in the United States of America.

February 8, 2007 ' v
W , Cep

80 Broad Street, Suite 1901 » New York, NY 10004 « Tel: (212) 269-0572 « FAX: (212) 968-1279




MIDWOOD SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2006
ASSETS
Cash and cash equivalents $ 2,573,552
Cash and securities segregated for the exclusive benefit of customers 264,334
Receivable from clearing broker 218,817
Receivable from other brokers and dealers 251414
Securities owned, at market value 681,065
Furmniture, equipment and leasehold improvements, less accumulated
depreciation and amortization of $555,790 60,140
Secured demand notes receivable 200,000
Other assets 230,836
$ 4,480,158
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:
Accounts payable, accrued expenses and other liabilities $ 2,088,202
Employee compensation payable 385,409
Deferred rent 137,820
2,611,431
Subordinated borrowings 200,000
Stockholders' equity:
Common Stock, no par; 1000 authorized,
222 shares issued and outstanding 400,000
Retained earnings 1,268,726
Total stockholders' equity 1,668,726
$ 4,480,158

The accompanying notes are an integral part of this financial statement.
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NOTE 1 -

NOTE 2 -

MIDWOOD SECURITIES, INC.
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2006

ORGANIZATION AND NATURE OF BUSINESS

Midwood Securities, Inc. (the "Company”), was incorporated on December 16,
1988. The Company is a registered broker-dealer with the Securities and
Exchange Commission, and is a member of New York Stock Exchange, National
Association of Securities Dealers, Inc. Municipal Securities Rulemaking Board
and SIPC.

The Company clears securities transactions through another broker-dealer on a
fully disclosed basis. The Company earns commissions as an introducing broker
for the transactions of its customers. The Company has agreed to indemnify its
clearing broker for losses the clearing broker may sustain from customer accounts
introduced by the Company. The Company seeks to control the risk associated
with customers transactions by monitoring all customer activity and reviewing
information it receives from its clearing broker on a daily basis.

The Company is also engaged in various securities and brokerage activities in
which counterparties primarily include banks and other financial institutions. The
Company may be exposed to off-balance-sheet risk in the event the other party is
unable to fulfill its contracted obligation and the Company has to purchase or sell
the financial instrument underlying the contract at a loss. The risk of default
depends on the creditworthiness of the counterparty or issuer of the instrument. It
is the Company's policy to review, as necessary, the credit standing of each
counterparty with which it conducts business.

SIGNIFICANT ACCOUNTING POLICIES

Proprictary securities transactions, commission revenues, and related expenses are
recorded on a trade date basis,

Marketable securities are valued at market value, and securities not readily
marketable are valued at fair value as determined by management with the
resulting unrealized gains and losses reflected in the statement of operations.
From time to time, the Company may sell securities not yet purchased (short
positions). These positions represent an obligation of the Company to deliver the
specific securities. To satisfy this obligation, the Company must acquire the
securities at the prevailing market prices in the future, which may differ from the
market value reflected on the statement of financial condition and may result in a
gain or loss to the Company. At December 31, 2006, marketable securities
consisted primarily of federal government, state and municipal obligations.

Cash and cash equivalents include cash, money market funds and highly liquid
debt instruments purchased with an original maturity of three months or less.




NOTE 2 -

NOTE 3 -

NOTE 4 -

MIDWOOD SECURITIES, INC.
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2006

CONTINUED

Furniture, equipment and leasehold improvements are carried at cost less
accumulated depreciation and amortization. Depreciation is computed using a
straight-line method over the estimated uscful lives of the assets. Leasehold
improvements are being amortized on a straight-line basis over the term of the
operating lease.

The Company has elected to be treated as a small business corporation under the
provisions of Subchapter S of the Internal Revenue Code and New York State tax
law. Under these provisions, any income or loss of the Company is passed
through to stockholders. The Company is subject to certain state and local taxes
which are reflected in the financial statements.

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires the use of estimates
and assumptions regarding certain types of assets, liabilities, revenues and
expenses. Actual results may differ from those estimates.

The Company maintains its cash in bank accounts, which, at times, may exceed
federally insured limits.

CASH AND SECURITIES SEGREGATED FOR THE EXCLUSIVE
BENEFIT OF CUSTOMERS

Cash has been segregated in a special reserve account, maintained at a bank, to
satisfy reserves established for potential future commission rebates to customers.

RECEIVABLE FROM AND DEPOSIT WITH CLEARING
ORGANIZATION

The receivable from clearing organization represents cash held by the clearing
organization for commissions generated in December 2006 and received in
January 2007. The deposit with the clearing organization of $100,000 is required
by the clearing agreement. The deposit is comprised of a U.S. government
treasury note with a market value of $104,773 which value is included in
investments in securities at market value on the Statement of Financial Condition
(See Note 5).




MIDWOOD SECURITIES, INC.
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2006

NOTES-  SECURITIES OWNED

At December 31, 2006, marketable securities consisted of:

Obligations of municipalities $470,591
Obligations of U.S. government 164,153
Investment in NASDAQ Stock Market, Inc. 46,321

$681,065

NOTE 6 - FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Furniture, equipment and leasehold improvements consist of the following:

Furniture $ 67,570
Equipment 522,417
Leasehold improvements 25.942
615,929
Less accumulated depreciation 555.789
$_60,140
Depreciation expense for the year ended December 31, 2006 amounted to
approximately $27,800.

NOTE 7 - ACCOUNTS PAYABLE, ACCRUED EXPENSES AND OTHER
LIABILITIES

Accounts payable, accrued expenses and other liabilities consist of the following:

Reserve for rescarch expenditures $1,695,811
Operating expenses 392,391
$2,088,202

NOTE8-  SUBORDINATED BORROWINGS

Subordinated borrowings at December 31, 2006, consist of two secured demand
notes of $100,000 each maturing on June 30, 2007 and September 3, 2007. The
secured demand notes bear interest at 5% per annum and are collateralized by
cash and securities of approximately $274,000 at December 31, 2006. The
secured demand notes are available in computing net capital under the Securities
and Exchange Commission uniform net capital rule.




MIDWOOD SECURITIES, INC.
NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2006

NOTE 9 - COMMITMENTS AND CONTINGENCIES

The Company leases office space in New York and New Jersey under operating
leases through September 2016. During the year, the Company entered into
substitution and lease modification agreement for its office space in New York.
Under this substitution agreement, the lease was extended for additional six years
and eight months. In addition to base rent, the leases provide for the Company to
pay certain expenses. The approximate minimum annual lease payments for office
space at December 31, 2006 are as follows:

Year ended Minimum
December 31 lease
payments
2007 $ 200,160
2008 200,160
2009 200,160
2010 200,160
2011 217,910
Thereafter 1,058.053
$2,076,603
The net rent expense incurred by the Company in 2006 was approximately
$284,000.

In the normal course of business, the Company may be a party to various
litigation and regulatory matters. At December 31, 2006, there were no legal
proceedings pending against the Company.

NOTE 10- RELATED PARTY TRANSACTIONS

The Company leased from its principal stockholder a NYSE membership seat
under an agreement through March 7, 2006. Payments to this stockholder totaled
to $11,130.

NOTE 11- REGULATORY 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
define, shall not exceed 15 to 1. Net capital and aggregate indebtedness change
from day to day. At December 31, 2006, the Company had net capital of
$1,331,236 which was $1,081,236 in excess of the required minimum net capital
at that date of $250,000. The Company's aggregate indebtedness to net capital

ratio was 1.86 to 1.
; END



