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OATH OR AFFIRMATION

Keith Knox , swear {or affirm) that, to the best of my knowledge and belief the accompanying

financial statement and supporting schedules pertaining to the firm _Hudson Securities, Inc., as of March 31, 2007, are true
and carrect, [ 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:

ot/

TAEWOO KIM 7 —5

. ID § 2348074 Signature
- - NOTARY PUBLIC OF NEW JERSEY /
Commission Bphres /82011 WL)T\T‘"
itle
feawsrs lGu, $£f25107
Notary Public

This report** contains (check all applicable boxes):
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(a)
(b)
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(d)
()
69
(8)
(h)
(1)
@)

(k)
)

Facing Page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Changes in Financial Condition.

Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.
Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

A Reconciliation, including 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.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(m)

A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit,

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e}(3).
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Eisner LLP
Elsner Accountants and Advisors

750 Third Avenue

New York, NY 10017-2703

Tel 212.949.8700 Fax 212.891.4100
www . eisnerlip.com

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Hudson Securities, Inc.
Jersey City, New Jersey

We have audited the accompanying statement of financial condition of Hudson Securities, Inc. as of
March 31, 2007 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. Our responsibility is to
express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards of the Public Company Accounting
Oversight Board (United States). 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 examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statement. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financiat statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In cur opinicn, the financial statement referred to above presents fairly, in all material respects, the

financial position of Hudson Securities, Inc. as of March 31, 2007, in conformity with accounting
principles generally accepted in the United States of America.

Méﬁlo

New York, New York
May 25, 2007

ndependent Member of Baker Tilly International



HUDSON SECURITIES, INC.

Statement of Financial Condition
March 31, 2007

ASSETS
Cash $ 4,485,917
Cash - restricted 235,837
Receivable from broker dealer 945,031
Securities owned 14,188,748
Income taxes receivable 512,366
Fumiture, equipment and leasehold improvements,
net of accumulated depreciation of $1,976,698 235,929
Deferred taxes 160,000
Due from affiliate 51,862
Other assets 231,133
Goodwill 1,111,179
$22,158,002
LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities:
Securities sold, but not yet purchased $ B,266,395
Commissions payable 628,088
Accrued expenses and other liabilities 784,914
Due to parent 142,151
Total liabilities 9,821,548
Commitments and contingencies
Stockholder's equity:
Common stock, $0.001 par value, 30,000,000 shares authorized,

10,967,000 shares issued and outstanding 10,967
Additional paid-in capital 11,244 787
Retained eamings 1.080,700

Total stockholder's equity 12,336,454
£22,158,002

See notes to statement of financial condition 2



HUDSON SECURITIES, INC.

Notes to Statement of Financial Condition
March 31, 2007

NOTE A - ORGANIZATION AND OPERATIONS

Hudson Securities, Inc. (formerly Wien Securities, Corp. ("Wien")} (the "Company”} is a registered broker-dealer
under the Securities and Exchange Act of 1934 and is a member of the National Association of Securities
Dealers, Inc. (the "NASD"). The Company is an introducing broker and clears ail transactions through a clearing
organization on a fully disclosed basis. Accordingly, the Company is exempt from rule 15¢3-3 of the Securities
Exchange Act of 1934. The Company has offices in New Jersey and Florida.

In January 2003, the stockholders of Wien entered into an Agreement whereby they granted certain new
employees {the "Trading Group") an option to acquire 51% of the outstanding shares of Wien's common stock
("51% Option"} from Wien's stockholders. Upon the exercise of the 51% Option, the Trading Group would be
entitled to purchase the remaining outstanding shares of Wien's common stock within six months, pending NASD
approval of the transfer of Wien's common stock. The Agreement included employment clauses for four of Wien's
stockholders for pericds ranging from 1 to 2.5 years.

In May 2004, the Wien stockholders and the Trading Group amended the Agreement, which changed the 51%
Option to a 100% opticn. The Agreement, as amended, provided that upon the exercise of the 100% option, the
exercise price and the remaining purchase price of the shares of common stock of Wien to be paid by the Trading
Group would be calculated at 100% of the book value of Wien at December 31, 2002 multiplied by 1.25, plus the
increase in the book value of Wien from December 31, 2002 to June 30, 2004, Wien received NASD approval for
this transaction and on June 30, 2004, the Trading Group consummated the exercise of the 100% option to
purchase all of the outstanding shares of Wien's common stock for a purchase price of approximately $7,136,000.
The transaction was treated for accounting purposes as a purchase of the Company. As a result, the Company
recorded goodwill of approximately $1,111,000, which represents the excess of the purchase price over the fair
value of the assets acquired and liabilities assumed. Subsequently, on July 21, 2004 Wien formed a wholly
owned subsidiary named Hudson Capital Markets, Inc. ("HCMI"), which was organized in the state of Delaware.
HCMI was authorized to issue 30,000,000 shares of common stock with a par value of $.001 per share. HCMI
issued 1,000 shares of common stock to Wien as the sole stockholder. On July 31, 2004, Wien was merged into
HCMI, with HCMI becoming the surviving entity ("HCMI Merger”} and the name of HCMI was changed to Hudson
Securities, Inc. In connection with this merger, the stockholders of Wien received 83,333.33 shares of the
Company for each share of Wien owned. In connection with this merger, the Company’s historical stockholders
equity was restalted retroactively to give effect to the shares issued in connection with the HCMI Merger, while the
historical retained eamings was carried forward. Prior to November 1, 2004, the Company revoked its election to
be treated as Subchapter S Corporation for Federal and New Jersey income tax purposes. Effective
November 1, 2004 the Company is treated as C-corporation.

in December 2004, the Company entered into an agreement and Plan of Merger (the "Agreement”) with Health
Outcomes Management, Inc. ("HOM"), a non operating public company. Under the terms of the Agreement, the
Company's stockholders exchanged all of the issued and outstanding shares of common stock and warrants of
the Company in exchange for 154,672,671 shares of HOM common stock, $.01 par value (the "Exchange”). On
May 3, 2005, the Company consummated the merger with HOM. The HOM shares that were issued represent
94% of HOM's Aggregate Voting interest at the time of this exchange. In connection with the legal form of this
transaction, the Company became a wholly owned subsidiary of HOM. For financial reporting purposes, the
Exchange represents a capital transaction of Hudson Securities, Inc., or a "reverse merger” rather than a
business combination. Accordingly, the historical stockholders equity of Hudson Securities, Inc. was adjusted to
give effect to the shares cancelled in connection with the HOM Merger, while the historical retained earnings was
carried forward. On September 6, 2005 HOM was reincorporated in Delaware, and changed its name to Hudson
Holding Corporation ("Hudson"). On March 2, 2007 the Board of Directors approved the issuance of 10,966,999
shares of common stock to Hudson.



HUDSON SECURITIES, INC.

Notes to Statement of Financial Condition
March 31, 2007

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

[11

[2]

3]

[4]

(3]

Securities transactions:
The Company records transactions in securities on a trade-date basis.
Securities owned and securities sold, not yet purchased, are stated at market value.

Securities which do not have a readily ascertainable market value are valued at their estimated fair value as
determined by management. Because of the inherent uncertainty of valuation, the management determined
values may differ significantly from values that would have been used had a ready market for these
securities existed and the differences could be material.

Income taxes:

The accounts of the Company are included in the consolidated federal income tax return filed by its Parent
{(Hudson). The Company files separate state income tax returns. The Company computes its federal tax
expense as if it were a separate entity.

The Company accounts for income taxes in accordance with the provisions of Statement of Financial
Accounting Standards No. 109, "Accounting for Income Taxes" ("SFAS No. 109"). SFAS No. 109 requires
that the Company recognize deferred tax liabilities and assets for the expected future tax consequences of
events that have been included in the financial statements or tax returns. Under this method, deferred tax
liabilities and assets are determined on the basis of the difference between the tax basis of assets and
liabilities and their respective financial reporting amounts {"temporary differences™) at enacted tax rates in
effect for the years in which the temporary differences are expected to reverse. The Company records an
estimated valuation allowance on its deferred income tax assets if it is not more than likely that these
deferred income tax assets will be realized.

Furniture, equipment, leasehold improvements and depreciation:

Fumiture, equipment and leasehold improvements are recorded at cost. Depreciation is computed using
the straight-line method cver the estimated useful life of the related asset and leasehold amortization is
computed using the lesser of the estimated useful life of the refated asset or the remaining term of the lease.
Estimates:

The preparation of financial statements in conformity with accounting principies generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements. Actual results could differ from those estimates.

Cash and cash equivalents:

For purposes of the statement of cash flows, the Company considers all highly liquid investments purchased
with a maturity of three months or less to be cash equivalents.

Restricted cash represents an automatically renewable, fourteen month time deposit which collateralizes a
letter of credit (see Note G[4]).



HUDSON SECURITIES, INC.

Notes to Statement of Financial Condition
March 31, 2007

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)

[6]

(8]

Concentrations of credit risk:

The Company is engaged in trading on a principal and/or agency basis with and for primarily other securities
broker-dealers and institutional investors such as mutual funds, hedge funds, banks and similar businesses.
Counterparties to the Company's business activities include broker-dealers and clearing organizations, and
can include banks and other financial institutions. The Company uses one clearing broker to process
transactions and maintain customer accounts. The clearing broker exitends credit to the Company's
clientele which is secured by cash and securities in the clients’ account. The Company's exposure to credit
risk associated with the non-performance by their customers and counterparties in fulfilling their contractual
obligations can be directly impacted by volatile or illiquid trading markets, which may impair the ability of
customers and counterparties to satisfy their obligations to the Company. Additionally, the Company has *
agreed to indemnify the clearing broker for losses it incurs while extending credit to the Company's clients.
Amounts due from customers that are considered uncollectible are charged back to the Company by the
clearing broker when such amounts become determinable.

In the normal course of business, the Company enters into transactions in various derivative instruments for
trading purpeses and to manage market risk. These transactions include securities sold short, but not yet
purchased, option and warrant contracts.

Securities sold short, but not yet purchased represent obligations of the Company to deliver the underlying
securities sold and option and warrant contracts written represent obligations of the Company to purchase
of deliver the specified security at the contracted price. The Company's ultimate obligation on such
instruments may exceed the amount recognized in the statement of financial condition. The Company
monitors its positiocns continuously to reduce the risk of the potential loss due to changes in market value or
failure of counterparties to perform.

Substantially all of the Company's cash and security positions are deposited with its clearing broker for
safekeeping purposes. The broker is highly capitalized and is a member of major securities exchanges.

The Company maintains cash in bank accounts, which, at times, may exceed federally insured limits. The
Company has not experienced any losses in such accounts and believes it is not exposed to any significant
credit risk on cash.

Goodwill:

The Company accounts for its goodwill in accordance with Statement of Financial Accounting Standards
No. 142, "Goodwill and Other Intangible Assets™ ("SFAS No. 142"). Under SFAS No. 142, goodwill is not
subject to amertization, bul rather an annual assessment of impairment by applying a fair value based test.
As a result of its annual assessment, the Company has determined no such impairment needs to be
recognized during the year ended March 31, 2007,

Commissions receivable reserve:

Commissions receivable represent cumulative draws and benefits provided to traders and salespersons in
excess of cumulative commissions earned. The Company is expected to collect these receivables from
future earned commissions. The Company establishes reserves as an offset to the receivable balance on
the basis of historical collections and estimates of future collections. As of March 31, 2007, the Company
had $160,269 of commissions receivable offset by a reserve of the same amount.



HUDSON SECURITIES, INC.

Notes to Statement of Financial Condition
March 31, 2007

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

[9]

Stock based compensation:

The Company's parent, Hudson, has established a stock option plan (the "2005 Plan”), which provides for
the granting of options o purchase up to an aggregate of 2,000,000 shares of Hudson common stock,
pursuant to which employees, consultants, independent contractors, officers and directors are eligible to
receive incentive and/or nonqualified stock options. Options granted under the 2005 Plan are exercisable
for a period of up to 10 years from the date of grant at an exercise price which is not less than the fair value
on the date of grant, except that the exercise price of options granted to a stockholder owning more than
10% of the outstanding capital stock shall in no event be less than 110% of the fair market value of the stock
covered by the option at the time the option is granted and shall not be exercisable more than five years
after date of grant. Options issued under the 2005 Plan will typically vest over either a three or four year
period from the anniversary date of the grant. Exercises of options granted under the 2005 Plan will
typically result in the issuance of new Hudson common shares.

The Company accounts for stock options issued under the 2005 Plan under the recognition and
measurement principles of Statement of Financial Accounting Standards No. 123 (revised 2004), Share-
Based Payment, ("SFAS 123(R)"). Under the provisions of SFAS 123(R), the Company is required to
measure the cost of employee services received in exchange for an award of equity instruments based on
the grant-date fair value of the award. That cost is then recognized over the period during which an
employee is required to provide services in exchange for the award, usually the vesting period.

The Company has computed the fair value of options granted using the Black-Scholes option pricing model.
Under SFAS 123(R) forfeitures are estimated at the time of valuation and reduce expense ratably over the
vesting period. This estimate is adjusted periodically based on the extent to which actual forfeitures differ, or
are expected to differ, from the previous estimate. The expected term of options granted represents the
estimated period of time that options granted are expected to be outstanding. Given that Hudson's shares
don't have a long history of being publicly traded since May 3, 2005, the Company developed an expected
volatility figure based on a review of the historical volatilities, over a pericd of time, equivalent to the
expected life of these options, of similarly positioned public companies within its industry, during the early
stages of their life as a public company. The risk-free interest rate was determined from the implied yields
from U.S. Treasury zero-coupcn bonds with a remaining term consistent with the expected term of the
options. Hudson has not paid any dividends in the past and does not expect to pay any in the near future.
In applying the Black-Scholes option pricing model, the Company used the following weighted average
assumptions:

For the year ended
March 31, 2007

Risk free interest rate 4.82%
Expected term (years) 245
Expected volatility 65%

Expected dividends —

The weighted average fair value of the stock options granted during the year ended March 31, 2007 was
$0.37 per share.



HUDSON SECURITIES, INC.

Notes to Statement of Financial Condition
March 31, 2007

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

[9] Stock based compensation (continued):

As of March 31, 2006, the Company had not issued any options under the 2005 Plan. A summary of the
status of the options issued under the 2005 Plan during the year ended March 31, 2007, is presented in the

table below:

Weighted
Weighted Average
Average Remaining
Number of Exercise Contractual Intrinsic
Options Price Term Value

Balance, March 31, 2006 - % -
Granted 1,510,000 1.00
Exercised - -
Forfeited {185,000) 1.01
Balance, March 31, 2007 1,325,000 § 1.00 3.2 % -
Exercisable, March 31, 2007 - % $ -

A summary of non-vested options for the year ended March 31, 2007 is presented in the table below:

Weighted
Average

Grant Date

Fair Value

Options
Non-vested, March 31, 2006 -
Granted 1,510,000
Forfeited {185,000)
Non-vested, March 31, 2007 1,325,000

NoTe C - RECEVABLE FROM CLEARING BROKER

$ -

0.37
0.39

$ 0.37

At March 31, 2007, the receivable from the clearing broker in the statement of financial condition represents the

Company's cash balance with its clearing broker.

NoTE D - SECURITIES OWNED AND SECURITIES SOLD, NOT YET PURCHASED

Securities owned and securities sold, not yet purchased, at March 31, 2007 consist of:

Securities
Securities  Sold, not yet
Owned Purchased

Equity securities

$14,188.748  $8,266,395



HUDSON SECURITIES, INC.

Notes to Statement of Financial Condition
March 31, 2007

NOTE E - INCOME TAXES

The principal components of deferred tax assets, and the valuation allowance are as follows as of March 31,
2007:

Deferred tax assets:

State operating loss carryforward $ 54,000
Reserve for commissions receivable

and bad debt 63,000
Deferred rent 43,000
Stock-based compensation 22,000
Excess of tax over book basis of

fixed assets 32,000

Total deferred tax assets, before

valuation allowance 214,000
Less: Valuation allowance {54 000)
Total net deferred tax assets § 160,000

As of March 31, 2007 the Company has a state net operating loss carryforward of approximately $914,000 which
expires between 2011 and 2014.

A valuation allowance has been established to offset a portion of the deferred tax asset to the extent the
Company has not determined that it is more likely than not that the future tax benefits will be realized. During the
year ended March 31, 2007, the valuation allowance decreased by $18,000.

NOTE F - SALARY REDUCTION RETIREMENT PLAN

The Company sponsors a 401(k) Savings Plan (the "Savings Plan") which covers all eligible employees.
Participants may contribute no less than 1% of their gross eamings and up to the maximum allowable per the
internal Revenue Service regulations. In addition, the Company may make discretionary matching contributions
to the Savings Plan, subject to certain limitations.

NOTE G - COMMITMENTS AND CONTINGENCIES
[1] Leases:

On April 4, 2006, the Company entered into an agreement to sublease an additional 26,875 rentable square
feet of office space in Jersey City, New Jersey. The sublease is guaranteed by Hudson. The lease
commenced on June 21, 2006 and expires on August 30, 2012,

On February 1, 2007, Hudson entered into an agreement to sublease an additional 2,744 rentable square
feet of office space in Tinton Falls, New Jersey. The office space will be utilized by the Company and is
deermned to be a commitment of the Company. The lease commenced on March 1, 2007 and expires on
March 31, 2010.

The Company now leases office space at two Jersey City, New Jersey |ocations and two satellite locations
The Company occupied the new Jersey City location during September 2008. It is the Company's intention
to maintain the original Jersey City office space as a back-up site untit November 2007, when the lease
expires.



HUDSON SECURITIES, INC.

Notes to Statement of Financial Condition
March 31, 2007

NOTE G - COMMITMENTS AND CONTINGENCIES (CONTINUED)

(1

(2]

Leases: (continued)

As of March 31, 2007 the Company had a deferred lease liability of $108,443 which represents the excess
of rent expense recognized on a straight-line basis over the term of the leases as compared to cash rental
payments and is included in accrued expenses and other liabilities on the Statement of Financial Condition.

Future minimum commitments related to non-cancelable leases as of March 31, 2007 are as follows:

Years Ended Office Equipment
March 31, Leases Leases Total
2007 $ 702000 $ 104,000 % 806,000
2008 489,000 70,000 559,000
2009 559,000 4,000 563,000
2010 524,000 0 524,000
2011 583,000 593,000
Thereafter 239,000 239.000

$ 3106000 § 178000 § 3.284.000
Employment agreements:

On January 4, 2007, Hudson entered into five year employment agreements, effective as of January 1,
2007, with Mr. Martin C. Cunningham and Mr. Keith R. Knox, whereby each will continue in their present
positions, Chief Executive Officer and President, respectively. Mr. Cunningham and Mr. Knox are key
employees of the Company and these employment agreements are deemed to be commitments of the
Company. The agreements provide that each shall receive a salary of $200,000 per year, plus a formula-
based annual bonus. In addition, the Company entered into a two year employment agreement with
another key employee, effective as of December 1, 2006, which provides that the employee shall receive a
salary of $150,000 per year.

Future minimum salary commitments pursuant to these employment agreements are as follows:

Years Ended

March 31,
2007 $ 550,000
2008 500,000
2009 400,000
2010 400,000
2011 300,000
Thereafter -

£.2.150,000



HUDSON SECURITIES, INC.

Notes to Statement of Financial Condition
March 31, 2007

NoOTE G - COMMITMENTS AND CONTINGENCIES (CONTINUED)
[3] Litigation:

The Company has been named as a defendant in various actions relating to its activities as a broker-dealer
including civil actions and arbitration. From time to time, the Company is also involved in proceedings and
investigations by self-regulatory organizations. Although the ultimate outcome of these matters involving
the Company cannoct be predicted with certainty, management believes it has meritorious defenses to all
such actions and intends to defend each of these actions vigorously. Although there can be no assurances
that such matters will not have a material adverse effect on the results of operations or financial condition of
the Company in any future period, depending in part on the results for such period, in the opinion of the
Company's management the ultimate resolution of such actions against the Company will have no material
adverse effect on the Company's financial condition.

[4] Letter of credit:

In connection with the new Jersey City office lease, on April 20, 2006, the Company deposited a one-year
$225,000 irrevocable standby letter of credit with the landlord as security, which automatically renews for
additional one-year terms, unless sixty days written notice is provided. Pursuant to the lease agreement,
the Company is required to maintain the letter of credit until sixty days following the expiration of the lease.
On April 5, 2006, the Company deposited $225,000 with the issuing financial institution in the form of an
automatically renewable, fourteen month time deposit, in order to collateralize the letter of credit.

NoTE H - NET CAPITAL REQUIREMENT

The Company is subject to various regulatory requirements, including the Securities and Exchange Commission's
Uniform Net Capital Rule (SEC rule 15c3-1), which is intended to ensure the general financial socundness and
liquidity of broker-dealers by requiring the maintenance of minimum levels of net capital. These regulations place
limitations on certain transactions, such as repaying subordinated borrowings, paying cash dividends, and making
loans to its parent, affiliates or employees. Broker-dealers are prohibited from such transactions which would
result in a reduction of its total net capital to less than 120% of its required minimum net capital. Mareover,
broker-dealers are required to notify the Securities and Exchange Commission before entering into such
transactions which, if executed, would result in a reduction of 30% or more of its excess net capital (net capital
less the minimum requirement). The Securities and Exchange Commission has the ability to prohibit or restrict
such transactions if the result is detrimental to the financial integrity of the broker-deater.

At March 31, 2007, the Company under the alternative standard method had net capital of $8,393,065, which was
$7,393,065 in excess of its required net capital of $1,000,000.

NOTE | - SUBSEQUENT EVENTS

In May 2007, the Company granted non-qualified stock options to a consultant pursuant to the 2005 Stock QOpticn
Plan. The grant enables the consultant to purchase 250,000 shares of common stock at an exercise price of
$0.80 per share, which was the market value on the date of the grant. Vesling occurs over three years and the
options expire in November 2010. This option was initially valued at $85,000 or $0.34 per share utilizing the
Black-Scholes option pricing model and wili be amortized to stock-based compensation over the three year
vesting period in accordance with Emerging Issues Task Force pronouncement No. 96-18 - "Accounting for Equity
Instruments That are Issued to Other than Employees for Acquiring, or in Conjunction with Selling, Goods or
Services” ("EITF 96-18"). On a quarterly basis, the Company will recalculate the current fair value of the
unvested options on a mark-to-market basis, and an adjustment will be recorded to current period amortization in
order to properly reflect the cumulative amortization of the current fair value of the unvested options over the

elapsed vesting period.
GG "". _;D 10
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