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OATH OR AFFIRMATION

I, Marc Baltuch, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of Watermark Securities, Inc., as of December 31
2010, 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: :

No exceptions.

MOSHE A. LUCHING |
Notary Public, State of New York W
N ¥

0. 02LUB078353
Qualified in New York Coun:xy ——
Commission Expires May 27, 20 ‘\

President

D hH

Notary Public

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

(a) Facing Page.

X (b) Statement of Financial Condition.

[] (c) Statement of Income (Loss).

[] (d) Statement of Cash Flows.

[] (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietorss Capital.
[] () Statement of Changes in Liabilities Subordinated to Claims of Creditors.

[] (g) Computation of Net Capital.

[] (h) 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.

[] G) 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.

[] () A report describing any material inadequacies found to exist or found to have existed since the date of the previous
audit.

[] (o) Independent Auditors’ Report on internal control required by SEC Rule 17a-5.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Tel: 212-885-8000 100 Park Avenue
Fax: 212-697-1299 New York, NY 10017
www.bdo.com
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Independent Auditors’ Report

Board of Directors
Watermark Securities, Inc.
New York, New York

We have audited the accompanying statement of financial condition of Watermark Securities,
Inc. (“Company”) as of December 31, 2010. 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 consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company's internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the statement of financial
condition, 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.

In our opinion, the statement of financial condition referred to above present fairly, in all
material respects, the financial position of Watermark Securities, inc. at December 31, 2010, in
conformity with accounting principles generally accepted in the United States of America.

fﬁbo U\SA) LCPR

February 24, 2011

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of
the international BDO network of independent member firms.

BDO is the brand name for the BDO network and for each of the BDO Member Firms.
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Watermark Securities, Inc.

Statement of Financial Condition

December 31, 2010

Assets

Cash and cash equivalents $ 626,697
Receivable from clearing broker 328,318
Investment in security, at fair value (cost - $29,025) 35,595 .
Prepaid expenses and other , 34,266
Property and equipment (net of accumulated depreciation and amortization »
of $225,316) 125,917
$1,150,793
Liabilities and Stockholders’ Equity
Liabilities:
Accrued expenses and other liabilities $ 60,492
Commitments (Notes 9 and 10)
Stockholders’ Equity 1,090,301
$1,150,793

See accompanying notes to statement of financial condition.



Watermark Securities, Inc.

Notes to Statement of Financial Condition

1. Business

Watermark Securities, Inc. (“Company”) is a broker-dealer providing services for affiliated
institutional clients, and clears all such transactions through another broker-dealer pursuant to a
clearance agreement on a fully disclosed basis. Accordingly, the Company operates under the
exemptive provisions of the Securities and Exchange Commission (“SEC”) Rule 15¢3-3(k)(2)(ii).

2. Significant Accounting Policies
Cash and Cash Equivalents

The Company considers all highly liquid investments, with original maturities of less than ninety
days that are not held for sale in the ordinary course of business, as cash and cash equivalents. All
cash and cash equivalents held at financial institutions, at times, may exceed the amount insured
by the Federal Deposit Insurance Corporation.

Securities Transactions

The Company records security transactions based on a trade date. Dividend income is recognized
on the ex-dividend date, and interest income is recognized on an accrual basis.

Property and Equipment

Property and equipment are stated at cost, net of accumulated depreciation and amortization.
Depreciation of property and equipment is computed using the straight-line method over the
estimated useful lives of the assets which range from three to seven years. Leasehold
improvements are amortized over the lesser of the economic useful life of the improvement or the
term of the lease.

Fair Value Measurement
Investments in all financial instruments are measured at fair value.

The fair values of the Company’s assets and liabilities, which qualify as financial instruments
under Accounting Standards Codification (“ASC”) 825, “Financial Instruments”, approximate the
carrying amounts presented in the statement of financial condition.

Fair value estimates are made at a specific point in time, based on market conditions and
information about the financial instrument. These estimates are subjective in nature and involve
uncertainties and matters of significant judgment and, therefore, cannot be determined with
precision. Changes in assumptions could significantly affect the estimates.

ASC 820, “Fair Value Measurements and Disclosures”, establishes a hierarchy for inputs used in
measuring fair value that maximizes the use of observable inputs and minimizes the use of
unobservable inputs by requiring that the most observable inputs be used when available.
Observable inputs are inputs that market participants would use in pricing the investment
developed based on market data obtained from sources independent of the Company.
Unobservable inputs are inputs that reflect the Company’s assumptions about the factors market
participants would use in pricing the investment developed based on the best information
available in the circumstances. The hierarchy is broken down into three levels based on the
reliability of inputs as follows:



Watermark Securities, Inc.

Notes to Statement of Financial Condition

Level 1 - Valuations based on quoted prices in active markets for identical investments that the
Coinpaiy has the ability to accoss. An active market for the investment is a market in which
transactions for the investment occur with sufficient frequency and volume to provide pricing
information on an ongoing basis. Since valuations are based on quoted prices that are readily and
regularly available in an active market, valuation of the investment does not entail a significant
degree of judgment. Valuation adjustments and block discounts are not applied to Level 1
instruments.

Level 2 - Valuations based on quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectty.

Level 3 - Valuations based on inputs that are unobservable, supported by little or no market
activity, and significant to the overall fair value measurement.

The availability of observable inputs can vary from investment to investment and is affected by a
wide variety of factors, including, for example, the type of product, whether the product is new
and not yet established in the marketplace, the liquidity of markets, and other characteristics
particular to the transaction. To the extent that valuation is based on models or inputs that are
less observable or unobservable in the market, the determination of fair value requires more
judgment. Accordingly, the degree of judgment exercised by the Company in determining fair
value is greatest for instruments categorized in Level 3.

The inputs used to measure fair value may fall into different levels of the fair value hierarchy. In
such cases, for disclosure purposes, the level in the fair value hierarchy within which the fair
value measurement falls in its entirety is determined based on the lowest level input that is
significant to the fair value measurement in its entirety.

Fair value is a market-based measure considered from the perspective of a market participant
rather than an entity-specific measure. Therefore, even when market assumptions are not readily
available, the Company’s own assumptions are set to reflect those that market participants would
use in pricing the asset or liability at the measurement date. The Company uses prices and inputs
that are current and best available as of the measurement date, including during periods of
market dislocation.

The following are types of investments the Company held as of December 31, 2010:
Exchange-Traded Equity Securities

Exchange-traded equity securities are generally valued based on quoted prices from the exchange.
To the extent these securities are actively traded, valuation adjustments are not applied and they
are categorized in Level 1 of the fair value hierarchy. '

Cash Instruments

Certain registered money market accounts are generally categorized in Level 2 of the fair value
hierarchy.



Watermark Securities, Inc.

Notes to Statement of Financial Condition

Income Taxes

The Company has elected S Corporation status for income tax purposes and, as such, income flows
through to the stockholders’ individual income tax returns. As a result, the Company is not liable
for Federal or New York State income taxes. The statement of financial condition includes a
provision for a New York State minimum tax and New York City corporate income taxes, as New
York City does not recognize S corporation status.

The Company applies the provisions of ASC 740, “Income Taxes”, which clarifies the accounting
for and reporting of income tax uncertainties, and requires additional disclosures related to
uncertain income tax positions. ASC 740 prescribes a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return. ASC 740 requires that the Company determines whether it is
more likely than not that a tax position will be sustained upon examination, including resolution of
any related appeals or litigation processes, based on the technical merits of the position. In
evaluating whether a tax position has met the more-likely-than-not recognition threshold, the
Company presumes that the position will be examined by the appropriate taxing authority that has
full knowledge of all relevant information.

It is the policy of the Company to comply with the provisions applicable to S corporations, as
defined by Subchapter S of the Internal Revenue Code. Therefore, no Federal income tax provision
is required.

The Company files U.S. Federal and various state and local income tax returns. No income tax
returns are currently under examination. The statutes of limitations on each of the Company’s
U.S. Federal income tax returns remain open for the three years ended December 31, 2010. The
statutes of limitations on each of the Company’s state and local income tax returns may remain
open for an additional year depending upon jurisdiction. ‘

Management has analyzed the Company’s tax positions taken on Federal income tax returns for all
open tax years and has concluded that, as of December 31, 2010, no liabilities are required to be
recorded in connection with such tax positions in the Company’s statement of financial condition.

New Accounting Pronouncements

In January 2010, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards
Update (“ASU”) 2010-06, “Fair Value Measurements and Disclosures (Topic 820): Improving
Disclosures About Fair Value Measurements”.

The ASU requires disclosures about purchases, sales, issuances and settlements in the rollforward
of activity in Level 3 fair value measurements. Those disclosures are effective for fiscal years
beginning after December 15, 2010.



Watermark Securities, Inc.

Notes to Statement of Financial Condition

3. Risk Factors

Commitments and Financial Instruments With Off-Balance Sheet Risk
The Company is subject to the following:

Market Risk

Market risk represents the potential loss that can be caused by a change in the fair value of the
financial instrument.

Off-Balance Sheet Risk and Concentration of Credit Risk

Credit risk represents the maximum potential loss that the Company would incur if the
counterparties failed to perform pursuant to the terms of their agreements with the Company.

In the normal course of business, the Company facilitates the execution of securities transactions
on behalf of customers as an agent. If the agency transactions do not settle because of failure to
perform by either the customer or the counterparty, the Company may be obligated to discharge
the obligation of the nonperforming party and, as a result, may incur a loss if the market value of
the securities differs from the contract amount. '

The Company is also subject to credit risk to the extent that the Company’s clearing broker may
be unable to fulfill its obligations either to return the Company’s securities held as deposits or
repay net commissions owed.

The Company’s policy is to monitor its market exposure and counterparty risk.

4. Financial Ihstruments and Fair Value

The Company’s assets and liabilities recorded at fair value have been categorized based upon a
_fair value hierarchy in accordance with ASC 820 as of December 31, 2010. '

Quoted Prices in
Active Markets for  Significant Other
Identical Assets Observable Inputs
(Level 1) {Level 2) Balance

United States:
Financial institution:
Cash and cash equivalents: .
. Certain registered money market funds S - $62,852 $62,852
Regulatory agency:
Investment in security:
Exchange-traded equity security 35,595 - 35,595

Total financial instruments $35,595 $62,852 $98,447




Watermark Securities, Inc.

Notes to Statement of Financial Condition

5. Receivable From Clearing Broker

The Company is required to maintain a collateral account with its clearing broker with a minimum
market value of $50,000. Included in cash and cash equivalents is $62,852 in a money market fund
held in this account at December 31, 2010. These securities serve as collateral for potential
defaults of the Company and for any amounts due to broker.

Receivable from clearing broker represents the net commissions due from this broker.

6. Property and Equipment
At December 31, 2010, property and equipment consists of:

Amount

Computer equipment $ 288,536
Furniture and fixtures 23,941
Leasehold improvements 38,756
351,233
Less: Accumulated depreciation and amortization (225,316)
$ 125,917

7. Related Party Transactions

An affiliate provides certain administrative, operational, and other services whose costs are
allocated to the Company. Included in accrued expenses and other liabilities is $6,242 for 2010
allocated costs that exceeded payments to this affiliate.

8. Employee Benefit Plan

The Company participates in a profit sharing plan covering substantially all employees, which
provides for annual contributions as determined by the Company.

9. Regulatory Net Capital Requirements

Under the “Uniform Net Capital Rule” of the SEC, the Company is required to maintain regulatory
net capital, as defined, equivalent to the greater of $5,000 or 6-2/3% of aggregate indebtedness,
as defined, and requires that the ratio of aggregate indebtedness to regulatory net capital, as
defined, shall not exceed 15 to 1. While regulatory net capital and aggregate indebtedness may
change from day to day, at December 31, 2010, the Company’s regulatory net capital of $923,522
exceeded minimum requirements by $918,522 and the ratio of aggregate indebtedness to
regulatory net capital was .07 to 1.



Watermark Securities, Inc.

Notes to Statement of Financial Condition

10. Commitments

The Company leases office space from an affiliate under a lease agreement expiring January 31,
2012. The future minimum annual lease payments as of December 31, 2010 under such lease are

as follows: :

Year ending December 31,

201 S 924,000
2012 77,000
$1,001,000
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Watermark Securities, Inc.

Statement of Financial Condition
December 31, 2010

FILED PURSUANT TO RULE 17A-5(e)(3) AS A PUBLIC DOCUMENT.

'+ The report accompanying these financial statements was issued by
i BDOUSA, LLP, a Delaware limited liability partnership and the U.S. member A

of BDO International Limited, a UK company limited by guarantee.




Watermark Securities, Inc.

Statement of Financial Condition
December 31, 2010

FILED PURSUANT TO RULE 17A-5(e)(3) AS A PUBLIC DOCUMENT.
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