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McGladrey & Pullen

Certified Public Accountants

Independent Auditor’s Report

Tothe Board of Directors
Baird, Patrick & Co., Inc.
Jersey City, New Jersey

We have audited the accompanying statement of financial condition of Baird, Patrick & Co., Inc. as of December 31,
2006, and the related statements of operations, changes in stockholders' equity 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 respon5|b|hty 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 mlsstatement 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 evalualing 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 financial position of
Baird, Patrick & Co., Inc. as of December 31, 2006, and the results of its operations and its cash flows for the year then
ended in conformity with accounting principles.generally accepted in the United States of America.

An audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The
information contained in the supplementary schedules is presented for purposes of additional analysis and is not a
required pan 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.
/7/%&7 / /&Z&m/ o

New York, New York
February 19, 2007

McGladrey & Pulten, LLP is a member firm of RSM Intemational,
an affiliation of separate and independent legal entities. 1
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Baird, Patrick & Co., Inc,

Statement of Financial Condltlon
December 31, 2006

ASSETS

Cash

" Deposit with clearing broker

Receivable from broker-dealers and clearing organizations

Funiture, equipment, and leasehold improvements, at cost,
less accumulated depreciation and amortization of $21,666

Recoverable income taxes

Other assets

I
UABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:
Accounts payable and accrued expenses
Deferred rent credits

Stockholders' Equity:

Preferred stock ($1 par value, 18 030 shares authorized,
no shares issued or outstandlng)

Common stock ($1 par value, 200,000 shares authonzed
51,471 shares issued)

Additional paid-in capital

Retained earnings

Less: Treasury stock, 15, 250 shares at cost

- See Notes to Financial Statements.

$ 103,530
160,075
99,302

367,210
10,464
| 3,860

$ 744441

$ 16,130 -
189,830

205,960

51,471
200,000
1,168,260
(881,250)

538,481

§ 744441 -




Baird, Patrick & C_o., Inc.

Statement of Operations _
Year Ended December 31, 2006

Revenues:
Commissions

- Principal transactions
Interest and dividends
Other

Expenses:
* Employee compensation and benefits

Floor brokerage, exchange, and!cléarance fees

Communications and data processing
Interest ‘
Occupancy !
Other expenses o

(Loss) before provision for income taxes
Provision for local income taxes

Net (loss)

See Notes to Financial Statement?.

$ 611,675
232,147
66,291

56,067

966,180

595,304
127,134
111,746

11,198
310,115

127,499

1,282,996

(316,816)

- 1,700

$ (318516) -




Baird, Patrick & C_o., Inc.

Statement of Changes in Stockholders' Equity.

Year Ended December 31, 2006
Additional | | Total
Common Paid-In Retained “ Treasury Stockholders'
Stock Capital . Eamings Stock Equity
Balance, January 1, 2006 ’ $ 5147 $ - $ 1486776 § (881,250) $ 656,997
Stockholders’ capital contributions, - 200,000 - 200,000
Net (loss) ¥ - . (318,516) - (318,516)
Balance, December 31,2006 : $ 514N $ 200000 § 1,168260 § (881,250) $ 538,481
See Notes to Financial. Statements.
4




Baird, Patrick & Co,, Inc.

Statement of Cash Flows =~ |
Year Ended December 31, 2006

Cash Flows From Operating Actl\rllles _

Net (loss)
Adjustments to reconcile net (1oss) io net cash
provided by operating activities:
Depreciation & amortization -
Deferred rent credit
Changes in assets and liabilities:
(Increase) decrease in: '
Securities owned; net
Net receivable fromfpayable to brokers- dealers and clearing organlzatlons
Other assets : ~
Increase (decrease) in:
Accounts payable and other liabilities
Income taxes payable

Net cash provided by operating activities

Cash Flows (Used In) Investing Actlvmes

Capital expenditures :
Landlord contribution to Ieasehold improvements
Deposit with clearing broker

|
Net cash (used in) in;vesting activities

|
Net Cash Provided By Financing Activities:

Stockholder capital contributions
Increase in cash

Cash: | ,
Beginning

End

Supplemental Disclosures of Cash Flows Information:
Cash paid for:
Interest

Income taxes

|
See Notes to Financial Statements.
N

$ (318,516).

32,199
11,688

889,076
(535,724)
15,523

(53,982)

- (10,525)

29,739

—t——

(388,877) -
178,142.
3,422

-—_—

(207,313) -

200,000

-_—

22,426

81,104

——

$ 103530

$ 11,198

$ 11810




Baird, Patrick & Co., Inc.

Notes to Financial Statements

Note 1. Organization

Baird, Patrick & Co., Inc. (the Company) was incorporated in the State of Delaware in December 1973. The Company is
a broker-dealer in securities reglstered with the Securities and Exchange Commission (SEC) and the National Association
of Securities Dealers, Inc. (NASD). The Company's principal office is located in Jersey City, New Jersey.’

The Company operates under the 'provisions of Paragraph (k)(2)(ii) of rule 15¢3-3 of the Securtty and Exchange Actof

1934.and, accordingly, is exempt from the remaining provisions of that rule. Essentially, the requirements of Paragraph
(k){2)(ii) provide that the Company clear all transactions on behalf of customers on a fully dlsclosed basis with a clearing
broker-dealer and promptly transmit all customer funds and securities to the clearing broker-dealer. The clearing broker-

dealer carries all the accounts of|the customers and marntams and preserves all related books and records as are -
.customanly kept by a clearing broker-deater

P
Note 2. Summary of Stgnlflcant Accounting Policies

Revenue Ftecodnltlon Secunty transactlons and related income and expenses are recorded on a trade date basns :

Furniture, Equipment and Leasehotd Improvements: Furniture office equipment and leasehold |mprovements are stated
atcosl. Depreciation is computed by the straight-line and accelerated methods over the following estimated useful lives:

Years
Fumniture and office equipment " _ - 57
Leasehold improvements ~ 11.4 years

Leasehold improvements are depreciated over the shorter of the term of the lease or their estimated useful lives.
t

Deferred Rent Credits: Landlord contributions of $178,142 toward the renovations of the Company s new office space are .

being amortized over the-term of the lease. Additionally, rent expense is recorded on a stralght -line basis over the lease
term. Deferred rent credits included in the accompanying balance sheet result from rent reductions provided for at the

. inception of the lease and the unamortized amount of the landlord's contribution. !

t
Use of Estimates: The preparatlon of financial statements in conformrty with accountlng pnncrples generally accepted in

the United State of America requrres management to make estimates and assumptions that affect the amounts reported
in the financial statements and accompanylng notes. Although these estimates are based on management’s knowtedge'

of current events and actions it may underlake in the future, they may. uItlmatety differ from actual results.

Note 3. Transactions with Clearing Agent

The Company has an agreement with a clearing agent to clear customer's securities transactions on a fully disclosed |

basis. The agreement provides for clearing charges at a fixed rate multiplied by the number of tickéts traded by the
Company. The agreement also requrres the Company to maintain a minimum of $150, 000 as a deposit in an account

_with the agent

Note 4. Income Taxes

The Company has federal net operatlng loss carry forwards of approximately $3,070,000 which expire in the years 2024
through 2026. A full valuation allowance has been recorded against the related deferred tax asset of approximately
$1,043, 000 at December 31, 2008, as realization of this asset is uncertain.




Baird, Patrick & Co., Inc.

Notes to Financial Statements’

Note 5. Commitments and C'ontingencies ‘

Leases: The Company is obhgated under the terms of an operatrng lease for its current office space through September
2017 ‘ !
]

Minimum rental commitments under nor-cancellable operating leases as of December 31, 2006 are as follows: -

2007 ' : . $ 94,300
2008 : : 94,300
2009 ' : A 94,300
2010 ‘ : ' 95243
2011 ' _ ' 105,616
Thereafter - o _ 678,960

$ 1,162,719 -

3

The-lease also contains provrsrons,for escalation charges based upon certain cost increases incurred by the lessor. Rent
expense for 2006 was approxlmately $258,500.

Rent expense is recorded on a strazght -line basis over the lease term. Additionally, the Companys landlord coniributed
$178,142 toward the renovations of the Company’s new office space. The contribution has been recorded as a deferred
rent credit and is being amortized over the term of the lease.

Note 6. Net Cepital Requirements

b
The Company is subject to the Secuntres and Exchange Commission Uniform Net Caprtal Ftule (SEC rule 15¢3-1), which
requires the maintenance of mlnlmum net capital. The Company calculates its minimum capltal requirement pursuant o
the aggregate indebtedness method which requires the Company to maintain minimum net capital, as defined, equal to
the greater of $100,000 or 6 2/3% of its aggregate indebtedness, as defined. ‘The Rule also provides that equity capital
may not be withdrawn or cash drvrdends paid if the resulting net capital ratio would exceed 10 to 1. At December 31,
2006, the Company had net caprta[I of approximately. $306,000, which was $206, 000 in excess of its required net capital.

Note 7. Off-BaIance-Sheet Risk

As discussed in Note 1, the Companys customers' securities transactlons are introduced on a fully-disclosed basis with
its clearing broker-dealer. The cteanng broker-dealer carries all of the accounts of the customers of the Company and is
responsible for execution, collectron of and payment of funds and, receipt and dehvery of securities relative to customer
transactions. Off-balance-sheet nsk exists with respect to these transactions due to the possrbrlxry that customers may be

‘unable to fulfill their contractual commltments wherein the clearing broker-dealer may charge any losses it incurs to the

Company. The Company seeks to minimize this risk through procedures desrgned to monitor the credit worthiness of its

customers and that customer transactions are executed properly by the clearing broker-dealer.




Baird, Patrick & Co., Inc.

Schedule of Computation of Net Capital Under
Rule 15¢3-1 of the Securities and Exchange Commission

December 31, 2006 -

Combutation of Net Capital

- Total Stockholders' Equity per Statement of Financial Condition

Deductions:
Non-allowable Assets: : ‘
Furniture, equipment and leasehold improvements, less

landlord reimbursement of $154,736 for leasehold improvements

included in deferred rent credit, net of current portion
Recoverable income taxes '
Other assets

Net Capital Before Haircuts on Securities Positions

Haircuts on Securities Positions:
Other Securities

Net capital
Computation of Basic Net Capital Requirement

Aggregate Indebtedness:
Accounts payable and accrued expenses
Deferred rent credits, net of amount offsetting non-allowable assets

Minimum Net Capital Required at 6 2/3% of
Aggregate Indebtedness

Minimum Dollar Net Capital Requirement of Reporting Broker
Net Capital Requirement {Greater of Abové)

Excess Net Capital ( $306,279 - $100,000)

Net Capital in Excess of the Greater of 120% of The Minimum Net Capital
Requirement or 10% of Aggregate Indebledness - :
{$306,279 - $120,000)

$ 538,481

212,474
10,464
3,860

——mrerea

226,798

311,683
(5,404) )

$ 306,279

$ 16,130
35,094

$ 51,224

$ 3415

. $ 100,000

$ 100,000

$ 206,279

$ 186,279



. Baird_, Patrick & Co., Inc.

' Reconciliation of Compulaiion 61 Net Capital Under
. Rule 15¢3-1 of the Securities and Exchange Commission -
B December 31, 2006
- At December 31, 2006 there were the foliowing differences between the Net Capital as reporfed
. by the Company in Part 1A of its unaudited Form X-17A-5, Financial and Operational Combined

Uniform Single (FOCUS) report and the Net Capital presented in the Supplemental Schedule:

- . - Net Capital as reported in Company's Part 1A FOCUS Report ' $ 321,884
. Increase in deferred rent credits | | | (15,605}
. o Net Capital per Supplemental Schedule . $ 306,2?9
o 9




Baird, Patrick & o, Inc. -

Schedule of Computation Of Reserve Requirements
Under Rule 15¢3-3 ' . ‘

December 31, 2006

The Company is exempt from SEC ‘Fiu_ie 15¢3-3 since it clears all customer transactions tﬁrough another broker-dealer,
Pershing, LLC., on a fully disclosed basis. ' .

10



Baird, Patrick & Co., Inc.

Information Relating To The Possession Or Control Requirements
Under Rule 15¢3-3

December 31, 2006

The Company is exempt from SEC Rule 15¢3-3 since it clears aII customer transactions through another broker- dealer,
Pershing, LLC, on a fully disclosed Dbasis.

11




McGladrey &Pullen

Certified Public Accountants

Independent Auditor's Report
On Internal Control

To the Management
Baird, Patrick & Co., Inc.
Jersey City, New Jersey

In planning and-performing our audit of the financial statements of Baird, Patrick & Co., Inc. (the “Company”), as of and
for the year ended December 31, 2006, in accordance with auditing standards generally accepted in the United States of
America, we considered the Company’s internal control over financial reporting {“intemal control”) as a basis for designing
our auditing procedures for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s intemal control. Accordingly, we do not express an opinion
on the effectiveness of the Company's 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 consideration of control activities for safeguarding
securities. This study included 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 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 éecurities examinations, counts, vériﬁcations, and 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 Govemdrs of the Federal Reserve System.

The management of the Company is responsible for estabhshmg and maintaining internal control and the practices and
procedures referred to in the preceding paragraph. In fulfiling 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 fo provide management with reasonable but not absolute assurance that assets -for which the
Company has responsibility are safequarded against loss from unauthorized use or dlsposmon and that transactions are
executed in accordance with management's authorization and recorded properly to pemm the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additiona! objectives of the
practices and procedures listed in the preceding paragraph.

McGladrey & Pullen, LLP is a member fir of ASM International,
an affiliation of separate and independent legal entities.
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Because of inherent limitations in rnternal control and 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 is subject to the risk that they may
become inadequate because of changes in condmons or that the effectiveness of therr design and operation may
deteriorate. _

A control deficiency exists when the desrgn or operatron of a control does not aliow management or employees in the
normal course of performing their assigned functions, to prevent or detect misstatements on a'timely basis. A significant -
defictency is a control deficiency, or combination of control deficiencies, that adversely affects the entity’s ability to initiate,
authorize, record, process, or report financial data reliably in accordance with generally accepted accountrng principles
such that there is more than a remote likelihood that a misstatement of the entity’s financial statements that is more than
mconsequentlal will not be prevented or detected by the entity's internal control '

A material weakness i is a signifi icant deficiency, or combtnatlon of srgnlt”cant def ciencies, that results in'more than a
remote likelihaod that a material misstatement of the financial statements will not be prevented or detected by the entity’s
internal control.

Qur consideration of internal control was for the limited purpose described in the trrst and second paragraphs and would
not necessarily identify all deficiencies ‘in internal control that might be material weaknesses. We did not identify any
deficiencies in internal control and control activities for safeguardmg 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 Secuntres Exchange Act of 1934
and related regulations, and that practices and procedures that do not accomplish such objectlves 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, as described in the second paragraph of this report were adequate at December
31, 2008, to meet the SEC's objectives. . :

This report is mtended solely for the information and use of the Board of Directors, management, the SEC, National
Association of Securities Dealers, Inc., and other regulatory agencies that rely on rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulatlon of registered brokers and dealers, and is not intended to be and should not be

used by anyone other than these specrﬁed parties. ‘ _
%4%417 / /&Z&q_/ e

New York, New York
February 19, 2007
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