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OATH OR AFFIRMATION

. swear {or affirm) that, to the best of

I, Stephen J. Perrone

my knlowlt:dgel and belief the accoméan’ying financial statement and supporting schedules pertaining to the firm of
Northeast Securities, Inc. , a8

of _.December 31, N ~,2006 | are true and correct. 1 further swear (or affirm) that

Lo . ‘ 1 . . . . . .
neither the corpany 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:

',
| K |

o |

: . /)

ignature
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M 7 T "
[ M&\, WILLIAM . TOWERS, JR.
‘ Nolary Public, Stata of New York

. ,Notary Public | 4 No.01TOG022872
i Cualifled in Sutfolk County / {

Gormmission Expires Aprit 12, 20,

This report ** contains (check all a'pplicable boxes):
Kl {a) Facing Page. i :

&l (b) Statement of Financial Condition.
Bl 'c) Statement of Income (Loss). *

a3 ’(d) Statement of Changes in F:inancial Condition. .
Kl [(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
O |(fh Statement of Changes in Liabilities Subordinated to Claims of Creditors.
Bl |(g) Computation of Net Capital.
O |(hy Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
O {(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O |G A Reconciliation, includin'g 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 between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation. '
B[ (1) An Oath or Affirmation. |
| (m) A ¢opy of the SIPC Supplemental Report.
O {n) A report describing any m%aterial inadequacies found to exist or found to have existed since the date of the previous audit.
X |[{o} Independent apditor's report on internal accounting control
**For conditions of confidential treatment of certain portions of this filing, see section 240.1 7a-5(eg(3).
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We have audited the accompanymg statement of financial condition of Northeast Securities, Inc. as of December
31, 2006, and the related statements of income, changes in stockholders' equity, and cash flows for the month 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 b'nased on our audit,

- I
We conducted our audit inlaccordance with generally accepted auditing standards. Those standards require that we

plan and perform the aud:t 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 ﬁnancml statements. An audit also includes assessing the accounting principles used and
significant estimates madeiby management, as well as evaluatmg the overall financial statement presentation. We
beheve that our audit prov1des a reasonable basis for our opinion.

|
Board of Directors -
Northeast Securities, Inc.

In our opinion, the ﬁnanc:lal statements referred to above present fairly, in all material respects, the financial
posmon of Northeast Secu'ntles Inc. as of December 31, 2006, and the results of its operations and its cash flows
for the year then ended in c|:onfonn1ty with generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information contamed in Schedule 1 is presented for purposes of additional analysis and is not a required part
of the basic financial statcments 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

ﬁnanglal statements taken as a whole.

Garden City, New York
February 19, 2007




N()RTHEAST SECURITIES, INC.

BALANCE SHEET
December 31, 2006

L

L

]

ASSETS

TOCKHOLDERS' EQUITYI

5 |
Cashd i
Receivable from broker-dealers and clearing organizations
Securities owned: :
Marketable, at market value
Not readily marketab]e at estimated fair value
Furniture and equ1pment|at ‘cost, less accumulated
deprecnatlon of $ 981' 308

Other assets I

. TOTAL ASSETS
I

' \

[ABILITIES AND SHAREHOLDERS' EQUITY
. {
IABILITIES i
|

Securities sold, not yet purchased

Margm loan payable !

Accounts payable and accrued expenses

Income taxes payable (n}cludmg $242,786 deferred taxes)
Capitalized lease payablé

. TOTAL LIABILITIES
I

Pre_fcrred stock, l,OOO,OIOO shares $.01 par value authorized,
0 shares issued ;

12,363,591 shares 1ssued and outstanding
Addmonal paid-in capmﬂ
Retained eammgs |
Unamortized deferred compensatlon
Treasury stock (at cost)J

I, TOTAL STOCKHOLDERS' EQUITY

4,380,011
4,046,963

1,865,225

1,651,057 °

665,478
624,817

$

13,233,551

Common stock, 20,000,000 shares $.01 par value authorized,

. TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

f

‘ The accompanying notes are an

| integral part of these financizal statements.
|
i

27,400
2,134,051
3,854,381

285,365

11,080

6,312,277

123,636
4,390,642
5,608,282

(55,556)

(3,145,730)

6,921,274

$

13,233,551
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N(')RTHEAST SECURITIES, INC,

[NICOME,STATEMENT
For the year ended December 31, 2006

RIEVENUES
Commissians
Principal transactions
Investment advisory
Investment banking
Interest and dividends

!

Oth»‘er

EXPENSES
Employee compensation,and benefits
Commissions, floor brokerage, exchange, and clearance fees
Communications and data processing

Interest and dividends

Occupancy

Other operating expenses

H

NET INCOME

|

NET OPERATING INCOME

|
|
|
|
|
|
i
|

|
|
|
|

|
i
|
|
|

EQUITY IN EARNINGS OF SUBSIDIARY
o |
INCOME BEFORE INCOME TAXES

PROVISION FOR INCOME TAXES

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

A Y R

25,263,187
11,452,681
4,526,370
5,367,656
156,688
2,375,363

49,141,945

19,158,447
21,344,830
1,032,448
21,616
1,200,859
3,808,896

46,567,096

2,574,849

18,500

2,593,349

{1,073,018)

1,520,331




NORTHEAST SECURITIES, INC.
STATEMENT OF STOCKHOLERS' EQUITY
For thejperiod .T anuary 1, 2006 to December 31, 2006

Iy i

Additional Treasury Stock Total
Common Stock Paid-In Retained At Cost Deferred  Stockholders'
Shares | Amount Capital Earnings Amount Compensation Equity ,
Balancz at 1/1/2006 l2,148,59ll $ 121,486 3$4,129,172 §$4,087,951 § (3,145730) § (138,889) $5,053,990 !
. I , i
Issuancl:c of | ‘ i
Common Stock 215,000 2,150 261,470 263,620
‘ | [
. L . 1
Net Income (Loss) ‘ ‘ _ 1,520,331 1,520,331 !
Deferred ‘
i 83,333 83,333

| .
Compensation Expense

Balance at 12/31/2006 12,363,591 § 123,636 $4,390,642 35,608,282 3§ (3,145,730) $ {55,556) $6,921,274

| ;

The accompanying notes are an
integral part of these financial statements. ‘
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N()RTHEAST SECURITIES INC {
ST ATEMENT OF CASH FLOWS

Folr the year ended December 31 2006 " '
!

CASH FEOWS FROM OPERATING ACTIVITIES
Net income (loss) A 1,520,331
Adjustments.to reconcile net income ‘
to net cash used in operatmg activities '
Depreciation and.amortlzatlon : 256,199
Deferred taxes } ' 48,343
Deferred compensation; 83,333 i
(Incrcase) decrease in operating assets: i
Net receivable from broker-dealers and clearing organizations (3,168,204) )
'Securities owned, nct (2,283,183) ;
Prepaid expenses L ‘ (65,338) ‘
. Security deposits and other receivables (201,660)
Increase (decrease) in éperating liabilities: J
. Accrued payables and accrued liabilities (370,825)
. Income taxes payallale (22,462) i
i Securities sold, not| yet purchased 27,400 |
[ Total adjustn%ents _(5,696,397)
|
NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES (4,176,066) '
CASH PROV[DED (USED) BY INVESTING ACTIVITIES
. Loans repaid | 13,889 (I
,, Purchase of fumitulre and equipment (314,107) : |
NET CASH PROVIDED (U jSED) BY INVESTING ACTIVITIES (300,218)

|
CASH PROVIDED (USED) BY FINANCING ACTIVITIES
Loans and lease payable (net) 1,864,908 !

* Issuancg of common stock 263,620 .
NET CASH PROVIDED (USED) BY FINANCING ACTIVITIES 2,128,528 1
NET INéREASE (DECREASE) IN CASH ‘ (2,347,756) 1
COASH AT BEGINNING OF ?{EAR 6,727,767 :I
CASH AT END OF YEAR 1 $ 4380011
SUPPLEMENTAL CASH I;'LOW DISCLOSURE:
Income tax payments E $ 1,052,878
: $ 21,616

Interest payments i
‘ |

The accompanying notes are an
integral part of these financial statements.
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NORTHEAST SECURITIES INC.
NOTES TO FINANCIAL STATEMENTS

De .ember 3 1, 2006 |

b

a.’

C."

g

1. Organization and Natur;e of Business

The Company is a broker-dealer registered with the Securities and Exchange Commission (SEC) and is a
member of the Natlonal Association of Securities Dealers, Inc.

2. Sulmmary of Significant Accounting Policies
|

Business Description

Northeast Securities, Inc., (the Company), is a New York Corporation and acts as a fully disclosed
broker-dealer engaged in the following types of businesses: Listed and OTC Stocks, Mutual
Funds, Government and Municipal Securities, Put and Call Options, Limited Partnerships,
Annuities, and Tax Shelters. The company acts as a market maker in selected OTC stocks.

Basis of Presentation
| .
The Company is engaged in a single line of business as a securities broker-dealer, which comprises
| . . . . . . . -
several classes of services, including principal transactions, agency transactions, investment
banking, inves}ment advisory, and venture capital businesses.
i :

. | .
Securities' Transactions

Proprietary securities transactions in regular-way trades are recorded on trade date, as if they had
settled. Profit and loss arising from all securities and commodities transactions entered for the
account and nsk of the Company are recorded on trade date. Amounts receivable and payable for
securities transactlons that have not reached their contractual settlement date are recorded net on
the statement of financial condition. Marketable securities are valued at market value, and
securities not readlly marketable are valued at fair value as determined by the Board of Directors.

Commissions i‘

|
Transactions e'xecuted by the broker-dealer as agents for customers and related commission
income and expenses are recorded on a settlement date basis which is not materially different from
a trade date basis.

{

Fee Income

Fee income is!recorded as earned, with billed but not paid amounts reflected as accounts

receivable and| amounts received but not earned reflected as deferred fee income.

Cash and cash equivalents for purposes of reporting cash flows includes cash on hand and highly
liquid lnvestments with original maturities of less than ninety days.

Deferred income taxes are provided when income and expenses, principally relating to unrealized
gains on long term investments, depreciation expense and deferred compensation expense are
recognized inidifferent years for financial and tax reporting purposes.

|
|
J
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’ h. Depreciation is/provided on a straight-line basis using an estimated useful life of five years with a
half-year provaslon in the year of acquisition. Amomzatlon of computer soﬁware is provided on a
straight-line ba51s over sixty months.

1

3. Rt?ceivable From Broke:‘r-Dcalers and Clearing Organizations
' | Receivable fror;n broker-dealers and clearing organizations . $ 4,046,963
o | 5.4,046963
4, Concentrations of Credit Risk

|
The Company and its subsidiaries are engaged in various trading and broker-age activities in
which counlerpartles primarily include broker-dealers, banks, and other financial institutions. In
the event counterpartles do not fulfill their obligations, the Company may be exposed to risk. The
risk of default dcpends on the creditworthiness of the counterparty or issuer of the instrument. Itis
the Company’s policy to review, as necessary, the credit standing of each counterparty.

. l
5. Securities Owned and Sold, Not Yet Purchased

Marketable securities owned consist of trading and investment securities at market values, as

follows:
Sold,
Not Yet
‘ Owned Purchased
: Government and agency obligations $ 1,863,352
: Corporate stocks and bonds 1,900 § 27400
[ $ 1,865,225 §_27.400

i

! .
Selcunues not readily marketable include investment securities (a) for which there is no market on a securities
exchange or no independent pubhcly quoted market, (b) that cannot be publicly offered or sold unless registration
ha:s been effected under the SeCuntles Act of 1933, or (c) that cannot be offered or sold because of other
anang,ements restrictions, or condmons applicable to the securities or to the Company.

J
Al Deccmber 31, 2006 these sécurities at estimated fair values consist of the following:

Equities | ‘ $ 1,651,057
|
6. Related Party Transactlions

. ! :
The company at times advances money to its shareholders or other sharcholder owned entities on a short-

term basis. At December 31, 2006, there were no shareholder loans.

|
|
!
|
|




10.

Debt

The company meets its ‘short-term financing needs by borrowing against securities it owns for investment
purposes, The interest rate is a floating rate above the prime rate. There was § 2,134,051 outstanding
under this facility at December 31, 2006. The company financed equipment under a capitalized lease in

2004 The principal is due as listed below:

Fiscal Year : Amount
2007 | $ 4,726
2008 | 5,386
2009 ' 968

$ 11,080

v TOTAL

!
Commitments and Contingencies

The Company has obligations under operating leases with initial terms in excess of one year. Minimum
aggregate annual rentals for office space and equipment at December 31, 20006, are approximately as listed

below:

g Fiscal year J . Amount
2007 $ 1,398,316

2008 i 1,248,851

| 2009 ! 927,340

: Aggregate arrnount thereafter 272,988

Rent expense for the y{ear ended December 31, 2006 aggregated $ 1,200,859.

The company is contingently liable for a standby letter of credit in the amount of $ 137,222 issued by
Chase Manhattan Bank presentable if the company is in default on its lease for its Lower Manhattan
Office. The company also has a $ 72,900 letter of credit to secure performance of its lease on its Midtown
Manhattan Office issued by Commerce Bank.

The Company - together with various other broker-dealers, corporations, and individuals - has been named
as a defendant in a few lawsuits that claim substantial damages. Management of the Company, after
consultation with outsyde legal counsel, is highly confident that the resolution of these various lawsuits will
not result in any material adverse effect on the Company's financial position.

i
Capital Stock
The authorized, issued, and outstanding shares of capital stock at December 31, 2006, were as follows:

| .
“Common stock, $.01 par value, authorized 20,000,000 shares, 12,363,591 shares issued and
outstanding. |

Preferred stock, $.01 par value, authorized 1,000,000 shares, 0 shares issued and outstanding.

Pension Plan

The compahy has a 401(K) plan which allows eligible employees to voluntarily defer a percentage of
salary. The company at its option can match employee deferrals. The company made matching
contributions for the period ended December 31, 2006 of $ 6,778.




11

12}

Net Capital Requirements
t

The Company is subjec‘t to the Securities and Exchange Comrnission Uniform Net Capital Rule (Rule
15¢3-1) which requires the maintenance of minimum net capital and requires the ratio of aggregate
indebtedness to net capltal both as defined, shall not exceed 8 to 1 in its initial year and 15to 1 in.
subscquent years.

At Decembe'r 31, 2006,‘r the Company had net capital of $ 3,975,551, which was § 3,556,557 in excess of its
required net capital of ﬁli 418,994. The Company's net capital ratio was 1.57 to 1.

Income Taxes ‘E

The income tax provisilon consists of the following:

- Total Currently Payable ' Deferred Tax Credit (Debit)
Federal $: 796,793 - § 758,736 ' $ 38,057
State and local ; 276,225 265,939 10,286
$1,073,018 3 1,024,675 3 48,343

The Company's effective tax rate was greater than the statutory rate because non-deductible expenses
exceeded non-taxable income.

\

|
|
|
i
|
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| INDEPENDENT AUDITOR'S SUPPLEMENTARY REPORT ON INTERNAL
o | CONTROL STRUCTURE

Board of Directors ‘
Northeast Securities, Inc. |

In planning and performing' our audit of the financial statements and supplemental schedules of Northeast Secunties,
Inc. (the Company), for the year ended December 31, 2006, we considered its internal control structure, including
procedures for safeguardmg securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the intermal control structure.

Also, as required by rule 17a-5(g)(1) of the Securities 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
indebtedness (or aggregate debits) and net capital under rule 172-3(a)(11) and for determining compliance with the
exemptive provisions of mle 15¢3-3. Because the Company does not carry securities accounts for customers or
perform custodial funcnons 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, and comparisons

2. Recordation oﬁ differences required by rule 17a-13

- 3. Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve

Regulation T oif the Board of Governors of the Federal Reserve System.

The management of the Colmpany is responsible for establishing and maintaining an internal control structure and the
practlces and procedures 1|”eferred to in the preceding paragraph. In fulfilling this responsibility, estimates and
_]udgments by managernent are required to assess the expected benefits and related costs of internal control structure
policies and procedures aqd 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 an mtemal control structure and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company has responmb:hty 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 accordance with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the

preceding paragraph. !

Because of inherent limitaltions in any intemal control structure or the practices and procedures referred to above,
errors or irregularities may. occur and not be detected. Also, projection of any evaluation of them to future periods is

|
|
|
|
f

i




1
subject to the risk that they may become inadequate because of changes in conditions or that the effectiveness of their
design and operation may detenorate

Our cbnsideration of the internal control structure would not necessarily disciose 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 v:vealmess is a condition in which the design or operation of the specific internal control
structure elements does notireduce to a relatively low level the risk that errors or irregularities 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
the internal control structure, including procedures for safeguarding securities, that we consider to be material
weaknesses as defined abov"e. :
v |

We understand that practicés 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 regulatlons and that practices and procedures that do not accomplish such objectives in all material
respects indicate a material !madequacy for such purposes. Based on this understanding and on our study, we believe

that thé Company's practices and procedures were adequate at December 31, 2006 to meet the SEC’s objectives.
|

This xleport is intended sollaly for the use of the Board of Directors, management, the SEC, the NASD, and other

regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of
registered brokers and dealers and should not be used for any other purpose.

W«JM/A«»VW

Rabmus. Scegel. WW&W LLp
February 19, 2007 |
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NOR'.IFHEAST SECURITIES, II}IC.

Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commiss:ion

As of December 31, 2006

NET

CAPITAL

Total stockholders' equity
Deductions and/or charges: !
Securities not readily marketable
Furniture and equipmeht, net

Other non-allowable asl,scts

|

'INet cap:ital before haircuts on securities positions

Haircuts on securities .

Tfading and investment securities
Stocks, bonds, mLtua] funds
Money market funds

Net Capital g
|
|

AGGREGATE INDEBTEDNESS

IAccounts payable and accrued expenses
I[ncome.t_axe:s payable

Margin loan payable |
Capitalized lease payable ;

|
Total aggregate indebtedness

$

1,651,057
665,478
614,548

6,921,274

2,931,083

continued

13,501
1,139

3,990,191

14,640

s 3975551

3,854,381
285,365
2,134,051

11,080

6,284,877
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' SCHEDULEI |
NORTHEAST SECURITIES, INC.
Cll)mputati_on of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission

Aj of December 31, 2006

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
|

- . .
Minimum net capital required
v |
y , |
Excess net capital ‘-

Exce§s net capital at 1,00|0%

| |
Ratio Aggregate indebtegdness to net capital

: |

RECONCILIATION WITH COMPANY'S COMPUTATION (included in Part II
of Form X-17A-5 as of D:ecember 31, 2006

Net capital, as reported in Company's Part I (unaudited)

- Focus report
. | . .
“Haircut and undue concentration adjustment

Non allowable assets reported as allowable
“Net audit adjustmeqts

Net éapita] per above

3 418,994
S 3556557
$ 3,347,063

1.58to |

$ 4,086,462
37,000
(124,608)
(23,303)

END




