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STATE OF WEST VIRGINIA .

OATH OR AFFIRMATION

~

1, Timothy M. Bidwell 7y , swear (or affirm) that, to the best of

my knowledge and belief the accumpahying financial statement and supporting schedules pertaining to the firm of
Hazlett, Burt & Watson, Inc. , a8

of _ December 31 - ,2006 , are true and correct. I further swear (or affirm) that

neither the company 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:

Statutory short form for an individual acting in his
or her own right (from W. Va. Code §39-1 A-6):

COUNTY OF QHIOQ .
The foregoing instrument was acknowledged before me

d (i by __Timothy M, Bidwell \ }'itle
i 06-15-08 § -
{02 SN

B commission expirges

KN 0.0

Notary Public

OFFICIAL SEAL

NOTARY PUBLIC
STATE OF WEST VIRGINIA
SUSAN L. WEISENBORN

Hazlatt, Burt & Watson, Inc.
1300 Chapline Street

Whaoling, Wast Virginia 26003
My Commrission Expires Juns 15, 2008_‘

This report ** contains {check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) -Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(b} Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rale 15¢3-3.

(k) A Reconciliation between the audited and unandited Statements of Financial Condition with respect to methods of
consolidation. .

(1) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

(n) Arcportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

H HEHEOTUERBH

HOR

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Shareholder
of Hazlett, Burt & Watson, Inc.:

Watson, Inc., as of December 31, 2006 and 2005, and the related statements of income, changes
in shareholder's equity and cash flows for the years then ended that you are filing pursuant to rule
17a-5 under the Securitics 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 based on our audits.

We conducted our audits 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 misstatement.
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 evaluating overall financial statement
presentation. We believe that our audits provide 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 Hazlett, Burt & Watson, Inc., as of December 31, 2006 and
2005, and the results of its operations and its cash flows for the years then ended, in conformity
with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained on Pages 13 through 15 is presented for
purposes of additional analysis and is not a required part 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 retation to the
basic financial statements taken as a whole.

Wheeling, West Virginia, ‘Bcaé:”v W_,L,Q@,-N - 4(%!««: f Lt

February 2, 2007.

(1



I HAZLETT, BURT & WATSON, INC.
STATEMENTS OF FINANCIAL CONDITION
l DECEMBER 31, 2006 AND 2005
ASSETS
I 2006 2005
Cash $ 610,743 88,217
' Receivable from broker-dealers 156,430 111,671
Receivable from customers 3,971,591 3,508,448
Receivable from officers and employees 1,229 22,844
I Receivable from clearing broker 134,254 1,233,307
Firm trading account, at market value 229,046 430,881
Firm investment account;
I Marketable, at market value 1,513,033 1,160,950
Not readily marketable, at estimated fair value 5,102,067 303,230
I Exchange membership, at cost {(market value
$-0- and $3,550,000, respectively) - 79,500
Furniture, equipment and leasehold improvements
l at cost, less accumulated depreciation of
$370,880 and $343,191, respectively 95,071 122,495
Real estate and improvements at cost, less
I accumulated depreciation of $71,106 and
$57,470, respectively 227,726 241,362
I Other assets 928,806 436,053
$ 12,969,996 7,738,958
I LIABILITIES AND SHAREHOLDER'S EQUITY
Liabilities:
I Payable to broker-dealers and clearing organizations $ 219,727 121,868
. Payable to customers 1,824,809 2,516,591
Payable to banks 690,000 213,757
I Accounts payable and accrued liabilities 715,565 653,593
$ 3,450,101 3,505,809
l Shareholder's equity:
Capital stock, $1.6667 par value, 250,000 shares
I authorized; 203,500 shares outstanding in 2006
and 2005 $ 339,173 339,173
Less - Treasury stock, 2,000 shares in 2006 and 2005 (3,333) (3,333)
l Capital in excess of par value 400,754 400,754
Retained earnings 8,783,301 3,496,555
l $ 9,519,895 4,233,149
l $ 12,969,996 7,738,958
The accompanying notes are an integral part of these statements.
i @



HAZLETT, BURT & WATSON, INC.

STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31. 2006 AND 2005

2006 2005
REVENUES: _
Commissions on security transactions $ 1,590,058 $ 1,962,435
Fee based brokerage revenues 1,551,787 1,631,309
Investment advisory revenues 207,695 -
Floor brokerage commissions - 38,211
Income on firm trading and investments 2,400,267 1,681,714
Interest and dividends 451,382 421,629
Miscellaneous fees and other income 878,150 729,601
Unrealized appreciation (depreciation) in the value of
firm investment and trading accounts 5,090,303 (112,832)
$ 12,169,642 $ 6,352,067
EXPENSES:
Employee compensation and benefits 3 2,290,748 $ 2,255,110
Commissions 1,797,271 1,971,442
Communications and data processing 423,803 449,737
Interest 36,100 59,871
Rent and maintenance 167,244 185,966
Depreciation 51,784 65,447
General, administrative and other expenses 817,826 745,307
$ 5,584,776 $ 5,732,880
Net income $ 6,584,866 $ 619,187
Earnings per share based upon net income $ 32.36 $ 3.04

The accompanying notes are an integral part of these statements.
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HAZLETT, BURT & WATSON, INC.
STATEMENTS OF CHANGES IN SHAREHOLDER'S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Capital in
Capital Stock Excess of Retained Treasury Stock
Shares Dollars Par Value Earnings  Shares Dollars
Balance, December 31,2004 203,500 $ 339,173 § 400,754 $ 3,638,318 2,000 § (3,333)
Net income for the year ended
December 31, 2005 619,187
Distribution to shareholder
during the year ended
December 31, 2005 (760,950)
Balance, December 31,2005 203,500 $ 339,173 $§ 400,754 $§ 3,496,555 2,000 § (3,333)
Net income for the year ended 6,584,866
December 31, 2006
Distribution to shareholder
during the year ended (1,298,120)
December 31, 2006
Balance, December 31,2006 203,500 $ 339,173 $ 400,754 $ 8,783,301 2,000 $§ (3,333)

The accompanying notes are an integral part of these statements.
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HAZLETT, BURT & WATSON, INC.

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

Cash Flows from Operating Activities:
Cash received from brokerage operations
Interest and dividends received
Cash paid to suppliers and employees
Interest paid
Cash paid to others - net
Net cash provided by operating activities

Cash Flows from Investing Activities:
Payment for purchase of equipment
Proceeds from sale of investment securities
Net cash provided by investing activities

Cash Flows from Financing Activities:
Distributions to sharecholder
Net proceeds (payment) of short term borrowing
Net cash used by financing activities

Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

Reconciliation of Net Income to Net Cash Flows
from Operating Activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Loss on disposal of fixed asset
(Increase) decrease in:
Net receivables - customers
Other assets
Trading securities
Investment securities, net
Exchange membership
Increase (decrease) in:

Net payables to broker-dealers and clearing organizations

Accounts payable and accrued liabilities
Net cash provided by operating activities

2006 2005
$ 5992250 §$ 5,269,709
451,382 421,629
(5,088,233) (4,697,981)
(36,100) (59,871)
(817,826) (745,307)
$ 501473 $ 188,179
$ (11,075 $  (31,359)
854,005 386,251
$ 842,930 S 354,802
$ (1,298,120) $ (760,950)
476,243 (321,672)
$ (821,877) § (1,082,622)
$ 522,526 $ (539,551)
88,217 627,768
$ 610,743 $ 88,217
$ 658486 §$ 619,187
51,784 65,447

351 -
(1,154,924) 2,460,913
(471,138) 234,836
201,834 (9,162)
(6,004,925) (119,896)

79,500 -
1,152,153 (2,992,584)
61,972 (70,562)
§ 501,473 § 188,179

The accompanying notes are an integral part of these statements.



HAZLETT, BURT & WATSON, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

1. Summary of Significant Accounting Policies

Organization and Nature of Business - The Company is a broker-dealer registered with the
Securities and Exchange Commission (SEC) and is a member of the New York Stock Exchange
and the National Association of Securities Dealers (NASD). The Company is a West Virginia S
Corporation that is a wholly owned subsidiary of HB&W, Inc.

Basis of Accounting - The financial statements are presented using the accrual method of
accounting.

Security Transaction Accounting — Firm securities transactions effected in the firm
investment account are recorded on a trade date basis. All other firm proprietary and customer
security transactions along with related commission revenues and expenses are recorded on a
settlement date basis. Settlement is generally required on the third business day following the
trade date.

Firm_Trading and Investment Accounts — Marketable securities are carried at market
value and securities not readily marketable are valued at fair value as determined by
management. Changes in unrealized appreciation or depreciation on the firm trading and
investment accounts are reflected in the results of operations along with dividend or interest
income from such securities.

Depreciation - Depreciation on real estate and improvements, furniture, equipment and
leasehold improvements is provided using various methods over their estimated useful lives of
five to thirty nine years.

Statement of Cash Flows - For purposes of the statement of cash flows, cash as presented
on the statement, represents cash in banks.

Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assurnptions that affect certain reported amounts and disclosures. Accordingly, actual results
may differ from those estimates.

Reclassifications — Certain accounts in the prior-year financial statements have been
reclassified for comparative purposes to conform with the presentation in the current-year
fiancial statements.

(6)



HAZLETT. BURT & WATSON, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

2. Lease Commitments

The Company leases office facilities and equipment under noncancelable leases which
expire at different dates from 2007 through 2012. Certain existing leases contain renewal
options. Minimum lease payments under these operating leases are as follows:

2007 $ 151,154
2008 41,796
2009 21,252
2010 1,932
2011 1,932
Thereafter 1,288
h) 219,354

3. Receivable from and Payable to Broker-Dealers and Clearing Organizations

Amounts receivable from and payable to other broker-dealers and clearing organizations
result from normal trading and borrowing transactions.

2006 2005
Receivables -
Dividends and interest $ 156,430 § 4,485
Securities failed-to-deliver - 107,186
$_156430 § 111671
Receivable from clearing broker $§ 134254 § 1,233,307
Payables -
Payable to clearing organization and other brokers $ 219727 $__121,901

4. Net Capital Requirement

The Company is subject to the net capital rule (Rule 15¢3-1) of the Securities and
Exchange Commission. This rule requires that the ratio of aggregate indebtedness to net capital
not exceed 15 to one. At December 31, 2006, the Company's ratio of aggregate indebtedness to
net capital was approximately 1.10 to one and net capital, as computed in accordance with Rule
15¢3-1, was $3,128,211 as compared to a minimum net capital requirement of $250,000.

Q)




HAZLETT, BURT & WATSON. INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

5. Employee Benefits

The Company has a discretionary, trusteed profit shaning 401(k) plan covering substantially
all employees who have attained age 21 and one year of service. The plan is funded through
contributions of both employee and employer. The 401(k) provision of the plan was
implemented during 2004 and called for a mandatory 3% safe harbor employer contribution of
all eligible employee earnings. The safe harbor contribution was $72,983 for 2006 and $82,736
for 2005 and is included in the Company’s total contribution. The Company's total contribution
was $280,157 for 2006 and $247,830 for 2005.

6. Earnings Per Share

Earnings per share are calculated based upon the weighted average number of shares issued
during 2006 and 2005. There are no common stock equivalents.

7. Pavable to Banks

The Company maintains various lines of credit at local banks which total $1,850,000. As of
December 31, 2006, the Company had not drawn on the available credit. These lines of credit
are unsecured, are payable on demand and carry interest rates ranging from 7.75% to 9.25%.

The Company also maintains a $15,000,000 brokerage credit agreement. As of December
31, 2006, the Company had collateralized $3,779,738 of this credit line and had utilized
$690,000 of this credit line, leaving a balance available of $14,310,000. The available credit was
collateralized by $864,998 in customer’s margined securities, $1,275,950 in firm owned
securities, and $1,638,790 in related household (household members and other persons related to
principals) securities. This credit agreement is payable on demand, and bears a variable interest
rate of 6.45%.

8. Income Taxes
The Company has elected by unanimous consent to be taxed under the provisions of
Subchapter S of the Internal Revenue Code. Under those provisions, the Company does not pay

Federal or State corporate income taxes on its taxable income. Instead, all taxable income flows
through to the shareholder. (See Note 10).

(8)




HAZLETT, BURT & WATSON, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

9. Firm Trading and Investment Accounts

The statements of financial condition reflect the market value of marketable securities and
the estimated fair value of not readily marketable securites in the firm trading and investment
accounts. The related cost and unrealized appreciation (depreciation) are as follows:

2006 2005
Firm Trading Investment Firm Trading Investment
Cost $ 231,723 $§ 675452 $§ 431426 § 617,000
Market / Fair Value 229,046 _ 6,615,100 430.881 _1.464.180

Unrealized Appreciation

(Depreciation) $___(Q.677) $5939.648 5 (545) § 847,180

Gross realized gains from the sale of investing securities were $813,754 in 2006 and
$213,611 in 2005 which is included in Income on Firm Trading and Investments.

Investment securities at market value / fair value are as follows:

2006 2005
Marketable corporate stocks % 1,513,033 $ 1,160,950
Not readily marketable stock 5,102,067 303,230

$ 6615100 $ 1464180

Trading securities at market value are as follows:

2006 2005
Government agencies $ 24,284 $ 361,584
Corporate bonds - 14,556
State and municipal obligations 201,687 14,687
Corporate stocks 3,075 40,054

$ 229,046 $ 430,881

10. Related Party Transactions

During 1999 a West Virginia Corporation, HB&W, Inc. was formed to serve as a holding
company for Hazlett, Burt & Watson, Inc. and Security National Trust Co. Security National
Trust Co. is a national nondepository bank that provides trust and custodial services. Both
Hazlett, Burt & Watson, Inc. and Security National Trust Co. are 100% owned subsidiaries of
HB&W, Inc.

Hazlett, Burt & Watson, Inc. has paid for various costs for HB&W, Inc. and this amount is
reflected within the "Other Assets" section of the statements of financial condition as a
receivable. As of December 31, 2006 and 2005, Hazlett, Burt & Watson, Inc. is owed $121,320
and $123,770 from HB&W, Inc.

)



HAZLETT., BURT & WATSON, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

10. Related Party Transactions (continued)

11.

In addition Hazlett, Burt & Watson, Inc. periodically provides brokerage, clerical, computer
support and miscellaneous services at cost and leases office space to Security National Trust Co.
in the Wheeling, West Virginia office. The terms of the lease require Security National Trust
Co. to pay $30,000 per year for the period January 1, 2005 through December 31, 2009.

Security National Trust Co. had entered into a one year lease, beginning January 1, 2005, to
sub-lease office space and fumiture from Hazlett, Burt & Watson, Inc. at the Lancaster,
Pennsylvania location for $18,000 per year. In 2006 Security National Trust Co. exercised their
option to renew the lease for one 12-month period under the same terms. This option was not
renewed for fiscal year 2007.

Security National Trust Co. acts as Trustee and Custodian of the Hazlett, Burt & Watson,
Inc. Profit Sharing 401(k) Plan, which Plan has been adopted by both companies for
substantially all of its employees. Security National Trust Co. charges the standard and
customary fees for providing these services.

Financial Instruments with Off -Balance-Sheet Risk

In the normal course of business, the Company's customer and broker activities involve the
execution, settlement, and financing of various customer securities transactions. These activities
may expose the Company to off-balance-sheet risk in the event the customer or other broker is
unable to fulfill its contracted obligations and the Company has to purchase or sell the financial
instrument underlying the contract at a loss.

The Company's customer securities activities are transacted on either a cash or margin basis.
In margin transactions, the Company extends credit to its customers, subject to various
regulatory and internal margin requirements, collateralized by cash and securities in the
customers' accounts. In the event the customer fails to satisfy its obligations, the Company may
be required to purchase or sell financial instruments at prevailing market prices to fulfill the
customer's obligations.

The Company seeks to control the risks associated with its customer activities by requinng
customers to maintain margin collateral in compliance with various regulatory and internal
guidelines. The Company monitors required margin levels daily and, pursuant to such
guidelines, requires the customer to deposit additional collateral, or reduces excess positions,
when necessary.

(10)



11.

12.

13.

14.

HAZLETT, BURT & WATSON, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2005

Financial Instruments with Off -Balance-Sheet Risk (continued)

The Company's customer financing and securities settlement activities require the Company
to pledge customer securities as collateral in support of various secured financing sources such
as bank loans. In the event the counterparty is unable to meet its contractual obligation to return
customer securities pledged as collateral, the Company might be exposed to the risk of acquiring
the securities at prevailing market prices in order to satisfy its customer obligations. The
Company controls the risk by monitoring the market value of securities pledged on a daily basis
and by requiring adjustments of collateral levels in the event of excess market exposure. In
addition, the Company establishes credit limits for such activities and monitors compliance on a
daily basis.

Concentrations of Credit Risk

The Company currently maintains operations in Wheeling and Vienna, West Virginia and in
Lancaster, Pennsylvania. At these locations the Company engages in various trading and
brokerage activities whose 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 with which it conducts business.

As of December 31, 2006, Hazlett, Burt & Watson, Inc. maintains several bank accounts at
various banks. Accounts at a banking institution are insured by the Federal Deposit Insurance
Corporation (FDIC) up to $100,000. Cash at several of these institutions exceeded federally
insured limits. The amount in excess of the FDIC limit totaled $501,815.

Cash Segregated Under Federal Regulations

Included in the cash account on the statements of financial condition is cash of $1,000 that
has been segregated in a special reserve bank account for the benefit of customers under Rule
15¢3-3 of the Securities and Exchange Commission.

Commitments

As of December 31, 2004 the Company had entered into employment agreements with
certain employees. The initial agreements expire on December 31, 2008 and automatically
renew for an additional one year period at the end of each year. In the event employment is
terminated (other than voluntarily by the employee or by the Company for cause in all
agreements or upon disability in one of the agreements), the Company is committed to pay
various benefits, including monthly severance of not more than $35,000 per month. The benefits
are to be paid from the date of termination over varying lengths of time in accordance with the
terms of each agreement.

(11)
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16.
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18.

HAZLETT, BURT & WATSON, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2003

Other Assets

Included in “Other assets” are deposits with clearing organizations in the amount of
$135,721, consisting of $117,917 in cash, $2,083 in preferred stock and $15,721 in common
stock, as of December 31, 2006. As of December 31, 2005 the Company had deposits in the
amount of $118,000, consisting of $116,750 in cash and $1,250 in preferred stock.

Receivable From and Pavable to Customers

Accounts receivable from and payable to customers include amounts due on cash and margin
transactions. Securities owned by customers are held as collateral for receivables.

Investment Advisory Revenues
In May 2006, the Company formed Security Capital Management (SCM). This division of

the Company is registered with the Securities and Exchange Commission as an Investment
Advisor. SCM provides investment management services under an investment advisor model.

Exchange Membership

The Company’s exchange membership, as of December 31, 2005, was carried at cost. In
March 2006, as a result of a merger between the New York Stock Exchange, Inc. and
Archipelago Holdings, Inc, an all-electronic stock exchange operator, the Company’s
membership was exchanged for $300,000 in cash and 80,177 restricted shares of the newly
merged company (NYSE Group). While the Company has elected to remain under the
regulatory jurisdiction of NYSE Regulation, it has not elected to lease a trading license for direct
access to the trading markets of NYSE Group.

In May 2006, the Company participated in a limited secondary offering of its shares in
NYSE Group. In that offering, 12,946 shares of the restricted stock were sold for proceeds
totaling approximately $780,000. The remaining 67,231 shares of NYSE Group remain
restricted from sale as follows:

13,781 Shares - restriction expires March 7, 2007

26,725 Shares — restriction expires March 7, 2008
26,725 Shares - restriction expires March 7, 2009

(12)



HAZLETT, BURT & WATSON, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
IN SUPPORT OF SPECIAL RESERVE BANK ACCOUNT FOR THE
EXCLUSIVE BENEFIT OF CUSTOMERS UNDER RULE 15C3-3
OF THE SECURITIES EXCHANGE ACT OF 1934
AS OF DECEMBER 31, 2006

Computation of total credits:
Free credit balances and other credit balances

in customers' security accounts 1,801,423
Customers' securities failed to receive 158,568
CNS net reconciliation 61,159
Other miscellaneous haircuts and charges 24,565
Payable to banks 690,000

' 2,735,715
Computation of total debits:
Debit balance in customers' cash and margin accounts-
Total customer debit balances (excluding accounts of
officers of $674,484) 3,297,107
Minus 1% haircut (32,971)
Dividends and interest receivable 155,871

Other miscellaneous 134,254

53558261

Reserve computation:
Excess of total credits over total debits required
to be on deposit in reserve bank account None

Amount held on deposit in "Reserve Bank Account”, including

value of qualified securities, at end of reporting period $ 1,000
Amount of deposit N/A
New amount in Reserve Bank Account after adding deposit $ 1,000
Date of deposit N/A

Note: No material differences exist between this schedule and Part II of the
unaudited FOCUS Report dated December 31, 2006, filed by the
Company, other than reclassifications between total credits and total
debits, plus minor audit adjustments.

(13)



HAZLETT, BURT & WATSON, INC.

COMPUTATION OF NET CAPITAL UTILIZING THE BASIC METHOD

UNDER RULE 15c¢3-1 OF THE SECURITIES EXCHANGE ACT OF 1934

AS OF DECEMBER 31, 2006

Total shareholder's equity

Less - Non allowable assets:
Securities owned not readily marketable
Investment in and receivable from affiliate
Property, furniture and equipment
Prepaid expenses and other assets
Loans and advances
Total nonallowable assets

Less - Capital charges:
Percentage charge on market value of securities in trading
and investment accounts and undue concentrations
Total nonallowable assets and capital charges

Adjusted net capital

Computation of aggregate indebtedness:
Payable to clearing organization
Bank loan - customer collateral
Failed to receive
Customers’ secunity accounts - including free credit
balances of $1,611,972
Accounts payable and accrued expenses
Aggregate indebtedness

Aggregate indebtedness as a percentage
of adjusted net capital

Reconciliation with Hazlett, Burt & Watson, Inc. calculation:
Net capital, as reported in the Company's Part II
Focus Report
Net audit adjustment

Net capital per above
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9,519,895

5,102,067
123,281
322,797
501,190

1,228

6,050,563

341,121

6,391,684

3,128,211

61,159
690,000
158,569

1,824,809
715,565

3,450,102

110%

3,128,211

3,128,211




HAZLETT, BURT & WATSON, INC.
INFORMATION FOR POSSESSION OR CONTROL REQUIREMENTS UNDER
RULE 15¢3-3 OF THE SECURITIES EXCHANGE ACT OF 1934
AS OF DECEMBER 31, 2006

Number of Items

Customers' fully paid and excess margin securities
not in the respondent's possession or control as of
December 31, 2006, (for which instructions
to reduce to possession or control had been
issued as of December 31, 2006 but for which
the required action was not taken by respondent
within the time frames specified under Rule 15¢3-3) None

Customers' fully paid securities and excess margin
securities for which instructions to reduce to possession
or control had not been issued as of December 31,
2006, excluding items arising from "temporary lags
which result from normal business operations" as
permitted under Rule 15¢3-3 None

Note: No material differences exist between this schedule and Part II of the unaudited FOCUS
Report dated December 31, 2006, filed by the Company.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL
ACCOUNTING CONTROL REQUIRED BY SEC RULE 17a-5

To the Board of Directors and Shareholder
of Hazlett, Burt & Watson, Inc.:

In planning and performing our audit of the financial statements of Hazlett, Burt & Watson,
Inc. (the Company), for the year ended December 31, 2006, we considered its internal control,
including control activities for safeguarding 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 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 tests of
compliance with such practices and procedures that we considered relevant to the objectives stated
in rule 17a-5(g), in the following: (1) Making the periodic computations of aggregate indebtedness
and net capital under rule 17a-3(a)(11) and the reserve required by rule 15¢3-3(¢); (2) Making the
quarterly securities examinations, counts, verifications, and comparisons, and the recordation of
differences required by rule 17a-13; (3) Complying with the requirements for prompt payment for
securities under section 8 of Federal Reserve Regulation T of the Board of Governors of the Federal
Reserve System; and (4) Obtaining and maintaining physical possession or control of all fully paid
and excess margin securities of customers as required by rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling 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 to provide management with reasonable but not absolute assurance that assets
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for which the Company has responsibility 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 preparation of financial statements in conformity 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 limitations in internal control or 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
conditions or that the effectiveness of their design and operation may deteriorate. Our consideration
of intenal control would not necessarily disclose all matters in internal control that might be
material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that misstatements
caused by error or fraud 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 internal
control, including control activities for safeguarding 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 Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that do not accomplish such objectives 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 were adequate at December 31, 2006, to meet the SEC's
objectives.

This report is intended solely for the information and use of the Board of Directors,
management, the Securities and Exchange Commission, the New York Stock Exchange and other
regulatory agencies that rely on Rule 17a-5(g) under the Securities and Exchange Act of 1934 in
their regulation of registered brokers and dealers, and is not intended to be and should not be used
by anyone other than these specified parties.

Wheeling, West Virginia, 865?% LU/L’QQ'M —t+ M f (I
February 2, 2007.

END
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