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KEMPISTY & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS, P.C.
15 MAIDEN LANE - SUITE 1003 - NEW YORK, NY 10038 - TEL (212) 406-7272 - FAX (212) 513-1930

INDEPENDENT AUDITORS' REPORT

To the Stockholder of
Chelsea Morgan Securities, Inc.
D/B/A Chelsea Financial Services

We have audited the accompanying statement of financial condition of Chelsea Morgan Securities, Inc. D/B/A
Chelsea Financial Services as of December 31, 2006. This financial statement is the responsibility of the
Company's management. Our responsibility is to express an opinion on this 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
statement of financial condition is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the statement of financial condition. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall statement of financial condition presentation. We believe that our audit provides a reasonable basis for our
opinion.

{n our opinion, the statement of financial condition referred to above presents fairly, in all material respects, the
financial position of Chelsea Morgan Securities, Inc. D/B/A Chelsea Financial Services as of December 31, 2006,
in conformity with accounting principles generally accepted in the United States of America.

f &(M%;ﬂﬁ’mj (PAs P

Kemplsty & Company
Certified Public Accountants PC

New York, New York
February 8, 2007




CHELSEA MORGAN SECURITIES, INC.
D/B/A CHELSEA FINANCIAL SERVICES

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2006

ASSETS
Deposit with clearing broker (cash $25,000) (Note 4)

Commissions receivable (Note 4)
Deposits receivable

Fixed Assets (net of depreciation of $2,475)
TOTAL ASSETS
LIABILITIES AND STOCKHOLDER'S EQUITY
Bank overdraft
Accounts payable
Accrued expenses
TOTAL LIABILITIES
Commitments and contingent liabilities (Note 3)
Stockholder's equity
Common stock, par value $0.01, 1,000 shares authorized,
issued and outstanding
Paid-in capital
Deficit

Total Stockholder's Equity

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

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

2

25,000
61,062
1,150

87,212

2,275

89,487

6,750
44,749
12,431

63,930

10
86,990
(61,443)

25,557

89,487




NOTE 1-

NOTE 2-

CHELSEA MORGAN SECURITIES, INC.
D/B/A CHELSEA FINANCIAL SERVICES

NOTES TO FINANCIAL STATEMENTS
December 31, 2006
ORGANIZATION AND NATURE OF BUSINESS
Chelsea Morgan Securities, Inc. D/B/A Chelsea Financial Services (an S corporation) (the
"Company") was incorporated in the State of New York on May 5, 1999. The Company is a broker-
dealer registered with the Securities and Exchange Commission and is a member of the National

Association of Securities Dealers, Inc.

The Company earns commission income by introducing and forwarding as a broker, transactions and
accounts of customers to another broker-dealer who carries such accounts on a fully disclosed basis.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Depreciation

The cost of furniture and equipment is depreciated over the estimated useful lives of the related assets
of 5 to 7 years on a straight line basis for book and on an accelerated basis for tax purposes.

Concentration of Credit Risk

The Company is engaged in various investment and brokerage activities in which counterparties
primarily include broker-dealers, banks, and other financial institutions. In the event counterparties do
not fulfill their obligations, the Company may be exposed to risk. 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.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires the Company's 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
financtal statements and the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from those estimates.

Securities Transactions

Customers' securities transactions are reported on a settlement date basis with related commission and
fee income and expenses also reported on a settlement basis. There is no material difference from
reporting on a trade date basis.




NOTE 2-

NOTE 3-

NOTE 4-

CHELSEA MORGAN SECURITIES, INC.
D/B/A CHELSEA FINANCIAL SERVICES

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fair Value of Financial Instruments

The Company considers that the carrying amount of financial instruments, including commission
receivable, deposits, accounts payable and accrued expenses approximates fair value because of the
short maturity of these instruments.

Comprehensive Income

The Company adopted Statement of Financial Accounting Standards No. 130, "Reporting
Comprehensive Income ("SFAS No. 130"). SFAS No. 130 requires an entity to report comprehensive
income and its components and increases financial reporting disclosures. This standard has no impact
on the Company's financial position, cash flows or results of operations since no elements of the
Company's comprehensive income exist other than the loss from operations.

COMMITMENTS AND CONTINGENCIES

Operating Leases

The Company rents its office and storage space on a monthly basis. During 2006 the Company paid
$13,892 in rent expense.

The Company has an operating lease agreement for office equipment which expires in 2007. During
2006 the Company paid $3,435 in rent expense for this equipment. Remaining commitments under
the operating leases are as follows:

Year ending December 31, Amount
2007 $ 2,520

RECEIVABLE FROM BROKER-DEALERS AND CLEARING ORGANIZATIONS

Amounts receivable from the Company's clearing organization at December 31, 2006, consist of the
following:

Receivable
Deposit with clearing broker 3 25,000
Commissions receivable 61,062

$ 86,062




NOTE 5-

NOTE 6-

NOTE 7-

NOTE 8-

CHELSEA MORGAN SECURITIES, INC.
D/B/A CHELSEA FINANCIAL SERVICES

NOTES TO FINANCIAL STATEMENTS
December 31, 2006

PROVISION FOR INCOME TAXES

The Company has elected "S Corporation” status with the Internal Revenue Service and state taxing
authorities. The stockholder includes the "S Corporation” income or loss in his individual tax return,
and accordingly, no federal or state income taxes or benefits are provided for in the financial
statements during the period of "S Corporation" status.

The components of the Company's local tax provision were as follows:
Current local tax expense 5 10,493

Deferred local tax expense -
3 10,493

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 | and 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 of $22,132, which was $17.132 in excess of its
required net capital of $5,000. The Company's net capital ratio was 2.89 to 1.

EXEMPTION FROM RULE 15¢3-3

The Company is exempt from the Securities and Exchange Commission Rule 15¢3-3 and, therefore, is
not required to maintain a "Special Reserve Bank Account for the Exclusive Benefit of Customers”.

OFF BALANCE SHEET RISK

Pursuant to a clearance agreement, the Company introduces all of its securities transactions to its sole
clearing broker on a fully disclosed basis. Therefore, all of the customers' money balances and long
and short security positions are carried on the books of the clearing broker. Under certain conditions
as defined in the clearance agreement, the Company has agreed to indemnify the clearing broker for
losses, if any, which the clearing broker may sustain from carrying securities transactions introduced
by the Company. In accordance with industry practice and regulatory requirements, the Company and
the clearing broker monitor collateral on the securities transactions introduced by the Company.
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