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ROTH CAPITAL PARTNERS, LLC 

NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION 
AS OF JUNE 30, 2016 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Organization — Roth Capital Partners, LLC (the “Company”), a California limited liability 
company, was formed on February 2, 2001. The Company is a broker/dealer registered with the 
Securities and Exchange Commission (SEC) and a member of the Financial Industry Regulatory 
Authority (FINRA), and all securities transactions for the accounts of the Company and its 
customers are cleared by another broker/dealer on a fully disclosed basis. 

The Company’s accompanying consolidated financial statements include the results of wholly 
owned affiliates, BTG Investments LLC (BTG), which is solely engaged in principal investment 
activities, and Roth Capital Partners Hong Kong Limited, which was registered with the Hong Kong 
Securities and Futures Commission (“SFC”) through January 20, 2014.  Roth Capital Partners Hong 
Kong Limited no longer conducts SFC regulated activities but maintains a FINRA registered branch, 
in Hong Kong.  All intercompany transactions and balances have been eliminated in consolidation. 

Basis of Presentation — The consolidated financial statements of the Company have been prepared 
on the accrual basis of accounting in conformity with accounting principles generally accepted in the 
United States of America (U.S. GAAP). 

Use of Estimates — The preparation of financial statements in conformity with U.S. GAAP 
requires 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 consolidated 
financial statements and the reported amounts of revenues and expenses during the reporting period. 
Actual results could differ from those estimates. 

Securities Transactions — Securities transactions and the related revenues and expenses are 
recorded on a trade-date basis. Interest income is recorded when earned and dividends are recorded 
when declared.  Gains and losses are recorded on an average cost basis. 

Cash and Cash Equivalents — Cash and cash equivalents consist of cash balances of $13,542,148 
held in demand deposit accounts maintained at various banks and $230,794 in money market mutual 
funds. Money market mutual funds are valued through the use of quoted market prices (a Level 1 
input), or $1, which is generally the net asset value of the fund.  The combined weighted-average 
yield of the cash in banks and money market accounts is approximately 0%.  

At June 30, 2016, of the total cash and cash equivalents amounts described above, $279,912 was 
maintained at institutions that are fully insured by the Federal Deposit Insurance Corporation. 

Cash - Restricted — Restricted cash represents uninvested funds held in three separately managed 
accounts managed by affiliated entities of the Company.  Additionally, the restricted cash balance 
includes $195,682 held as collateral for a standby letter of credit (see footnote 7). 

Securities Owned — Marketable securities owned and securities sold but not yet purchased are 
comprised of common stock and are valued at current market prices. Securities not readily 
marketable consist of cash, partnership interests, notes and common stock of private companies, and 
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warrants that are exchangeable into investment securities that cannot be publicly offered or sold, 
unless registration has been effected under the Securities Act of 1933 or cannot be currently sold or 
accessed because of other arrangements, restrictions, or conditions applicable to the securities and 
cash. 

Deferred Deal Expense — In connection with its participation in an underwriting of securities and 
other corporate finance activities, the Company may receive various types of revenues as well as 
incur various related expenses which include but are not limited to marketing and advertising fees, 
legal fees, and other costs associated with setting up the syndicate group.  When the related 
underwriting expenses are incurred prior to the actual issuance of the securities, such expenses are 
deferred and recognized at the time the related revenues are recorded.  In the event that the 
transaction is not completed and the securities are not issued, the entities that have agreed to 
participate in the costs associated with the underwriting or the financing activity write these costs off 
to expense.  Included in Other Assets is deferred deal expense totaling $478,032.  

Securities Sold But Not Yet Purchased — The Company engages in short-selling activities, 
wherein the Company borrows securities and sells them to third parties. The value of the open short 
position is recorded as a liability and the Company records an unrealized gain or loss to the extent of 
the difference between the proceeds received and the value of the open short position. The Company 
records a realized gain or loss when the short position is closed out. The Company invests in 
securities sold but not yet purchased as part of its underwriting activities and to reduce its exposure 
to market risk and to enhance its investment opportunities.   

Commissions — Commission revenue related to trading on customer investment accounts is 
recorded on a trade-date basis. 

Corporate Finance and Syndicate Income — Corporate finance and syndicate revenues are 
recognized and recorded upon closure of the financing effort. Such revenues are accrued for in trade 
receivables in the accompanying consolidated statement of financial condition. 

Depreciation and Amortization — Depreciation and amortization are provided for using the 
straight-line method over estimated useful lives as follows: 

Furniture and equipment Five years
Leasehold improvements Lesser of useful life or the term of the lease
 

 

New Accounting Pronouncements - In January 2016, the FASB issued ASU No. 2016-
01, Financial Instruments – Overall (Subtopic 825-10): Recognition and Measurement of Financial 
Assets and Financial Liabilities. ASU No. 2016-01 amends certain requirements related to the 
recognition, measurement, presentation and disclosure of financial instruments. The Company is 
currently evaluating the impact of the future adoption of ASU No. 2016-01, which is effective for 
the fiscal year ending June 30, 2020. 
 
In February 2016, the FASB issued Accounting Standards Update (ASU) No. 2016-02, Leases 
(Topic 842). The guidance in this update supersedes the requirements in Topic 840, Leases. ASU 
No. 2016-02 requires lessees to recognize assets and liabilities arising from most operating leases on 
the balance sheet. For the Company, the adoption of ASU No. 2016-02 is effective for the fiscal year 
ending June 30, 2021. The Company is currently evaluating the impact of the future adoption of this 
ASU on its consolidated financial statements. 
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In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 
606). The guidance in this update supersedes the revenue recognition requirements in Topic 
605, Revenue Recognition, and most industry-specific guidance throughout the industry topics of the 
Codification. ASU No. 2014-09, as amended by ASU No. 2015-14, Deferral of the Effective Date, 
ASU No. 2016-08, Principal versus Agent Considerations, ASU No. 2016-10, Identifying 
Performance Obligations and Licensing, and ASU No. 2016-12, Narrow-Scope Improvements and 
Practical Expedients, is effective for fiscal year ending June 30, 2020. The Company is currently 
evaluating the impact of the future adoption of this ASU on its consolidated financial statements. 
 

2. SECURITIES OWNED  

Marketable securities owned (at market value), held as of June 30, 2016, consist of unencumbered 
equity securities totaling $12,001,881 and equity securities held as collateral for employee payables 
totaling $45,908.  Included in marketable securities owned are three separately managed accounts 
totaling $1,731,592 managed by two affiliated entities of the Company.  Not readily marketable 
securities consist of the following investments, at estimated fair value: 

Collateral for
Employee

Not Readily Marketable Securities Payables Unencumbered Total

Common stock 305,936$      1,179,885$     1,485,821$     
Warrants 4,785,975     2,773,752       7,559,727       
Privately held equity 188,852        188,852          377,704          

                                                             

  Total 5,280,763$   4,142,489$     9,423,252$     

 

3. FAIR VALUE MEASUREMENTS 

U.S. GAAP establishes a fair value hierarchy that prioritizes and ranks the level of market price 
observability used in measuring assets and liabilities at fair value. Market price observability is 
impacted by a number of factors, including the type of financial instrument, the characteristics 
specific to the instrument, and the state of the marketplace (including the existence and transparency 
of transactions between market participants). Assets and liabilities with readily available actively 
quoted prices or for which fair value can be measured from actively quoted prices in an orderly 
market will generally have a higher degree of market price observability and a lesser degree of 
judgment used in measuring fair value. 
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Assets and liabilities measured and reported at fair value are classified and disclosed in one of the 
following categories based on inputs: 

Level 1 — Quoted prices in active markets for identical investments. Fair valued assets that would 
generally be included in Level 1 are U.S. listed and over-the-counter equity securities and mutual 
funds.  

Level 2 — Pricing inputs include other significant observable inputs, such as quoted prices for 
similar investments or quoted prices for identical investments on inactive markets. Fair valued assets 
that are generally included in this category are common stock warrants which there are market-based 
implied volatilities and thinly traded common stock. 

Level 3 — Pricing inputs include significant unobservable inputs, such as the Company’s own 
assumptions in determining the fair value of assets and liabilities. The inputs into the determination 
of fair value require significant judgment or estimation by management. Consideration is given to 
the risk inherent in the valuation technique and the risk inherent in the inputs of the model. The 
types of assets and liabilities that would generally be included in this category include fair valued 
securities issued by private entities, restricted publicly traded equities for which market observable 
value was not available, common stock warrants for which the underlying securities are restricted, 
and partnership investments.  

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value 
hierarchy. In such cases, the determination of which category within the fair value hierarchy is 
appropriate for any given investment is based on the lowest level of input that is significant to the 
fair value measurement. The Company’s assessment of the significance of a particular input to the 
fair value measurement in its entirety requires judgment and considers factors specific to the 
investment. 

The following valuation techniques and inputs are used by the Company in assessing the fair value 
of its securities owned, securities sold but not yet purchased, and short-term investments: 

Common Stock  — Equity securities that are actively traded on a securities exchange are carried at 
fair value based on quoted prices from the applicable exchange and are classified as Level 1 
securities. Equity securities traded on inactive markets are fair valued using significant other 
observable inputs including recently executed transactions adjusted as applicable for the integrity of 
the market sector and issuer, the individual characteristics of the security, and information received 
from other market sources pertaining to the issuer or security. Equity securities traded on inactive 
markets may be classified as Level 2 or 3, depending on the significance of the assumptions used in 
the valuations.  Equity securities subject to a restriction on sale that are publicly traded investments 
in active markets are reported at the market closing price less a discount, as appropriate, as 
determined in good faith to reflect restricted marketability.  Restricted securities may be classified as 
Level 2 or 3, depending on the significance of the assumptions used in the valuations. 

Warrants — For the warrants, the Company uses the Black-Scholes valuation methodology or 
similar techniques. This method uses observable inputs such as volatility (20.36% at June 30, 2016), 
current market price, and discount factors based on a U.S. Treasury yield curve. In certain cases, 
management may apply an additional discount to the Black-Scholes value for the period of time the 
warrants are not exercisable or for the restrictive nature of the underlying common stock.  

Privately-Held Equity — The methods used to estimate the fair value of private investments 
include: (1) the public market comparable method whereby fair value is derived by reference to 
observable valuation measures for comparable companies or assets adjusted by the Company for 
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differences between the investment and the referenced comparables, (2) the discounted cash flow 
method whereby estimated future cash flows and estimated weighted average cost of capital are used 
to calculate fair value,  (3) the cost of a recent transaction that occurs at or near the measurement 
date, and (4) bid prices for pending transactions. Inputs in these methods are based on the best 
information available and are determined by reference to information including, but not limited to, 
the following: projected sales, net earnings, earnings before interest, taxes, depreciation, and 
amortization (EBITDA), balance sheets, public or private transactions, valuations for publicly-
traded comparable companies, and consideration of any other pertinent information including the 
types of securities held and restrictions on disposition. The amount determined to be fair value may 
incorporate the Company’s own assumptions (including appropriate risk adjustments for 
nonperformance and lack of marketability). These valuation methodologies involve a significant 
degree of judgment. Due to the absence of readily determinable fair values and the inherent 
uncertainty of valuations, the estimated fair values for private investments may differ significantly 
from values that would have been used had a ready market for the securities existed, and the 
differences could be material. 
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The following table presents, by fair value hierarchy level, the Company’s investments that are 
carried at fair value as of June 30, 2016: 

Level 1 Level 2 Level 3 Total

ASSETS:
  U.S. Securities owned:
    Consumer products 438,145$       38,120$         -$                476,265$      
    Healthcare 676,445         89,732           766,177        
    Industrial & energy 866,458         135,920         1,002,378     
    Services- consumer & financial 7,104,421      486,766         7,591,187     
    Technology 222,301         735,284         957,585        
    Mutual funds-small & mid cap 2,266,540      2,266,540     
  Foreign equities 473,478                                              473,478        

        Common stock 12,047,788    1,485,822                       13,533,610   

  Warrants:

    Consumer products 8,333             8,333            
    Healthcare 4,273,581      56,115        4,329,696     
    Industrial & energy 239,456         239,456        
    Services- consumer & financial 2,932,675      2,932,675     
    Technology                     49,567                            49,567          

        Warrants                     7,503,612      56,115        7,559,727     
                   

  Privately held equity:
    Healthcare                                         377,704      377,704        

        Privately held equity                                         377,704      377,704        

TOTAL 12,047,788$  8,989,434$    433,819$    21,471,041$ 

LIABILITIES:
  Securities sold not yet purchased:
    Healthcare (1,492,500)$   $                  $              (1,492,500)$  

        Common stock (1,492,500)$   $                  $              (1,492,500)$  

 

The following table provides quantitative information about our Level 3 fair value measurements of 
our securities owned—not readily marketable as of June 30, 2016. In addition to the techniques and 
inputs noted in the table below, according to our valuation policy we may also use other valuation 
techniques and methodologies when determining our fair value measurements. The below table is 
not intended to be all-inclusive, but rather provides information on the significant Level 3 inputs as 
they relate to our fair value measurements. 
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Balance Range

 as of June 30, Valuation Unobservable (Weighted

Assets: 2016 Techniques Inputs Average)

Privately held equities 377,704$        Option Pricing as a Share price -Private N/A

Proxy for Discount for Transaction

Lack of Marketability in Marketability 30%

Private Company Valuations Discount

Warrants 56,115$          Black Scholes Exercisability 7.5% - 27.5%

Discount

 

4. RELATED PARTY TRANSACTIONS 

The Company makes payments for operating expenses on behalf of its affiliates, BTG and Roth 
Capital Partners Hong Kong Limited. The associated intercompany balances are eliminated in 
consolidation.   

The Company also provides administrative services, shared space and equipment to its parent 
company and other affiliates.  Certain Company administrative officers’ compensation was allocated 
to the parent company using a fixed percentage of the officers’ base compensation.  Payments made 
by the parent company and affiliates were based on lease and use agreements with the Company. 

The Company invests funds through separately managed accounts which are managed by two 
affiliated entities.  The securities and cash are held at third party custodians. 

Payable to Employees for Securities Owned totaling $5,326,671 represent amounts accrued as 
compensation to executive management and certain investment banking and commissioned 
employees associated with the fair value of securities owned by the Company. The accrual is based 
on a fixed percentage of the fair value of the security. The amounts are considered discretionary and 
payments are made to existing employees only from realized proceeds from various security 
positions owned by the Company.  

5. INCOME TAXES 

As a limited liability company, the Company is generally not subject to federal or state income 
taxes, and accordingly, no provision for income taxes has been made in the accompanying 
consolidated financial statements. The members are required to report their proportionate shares of 
income on their individual tax returns. 

The Company reviews and evaluates tax positions in its major jurisdictions and determines whether 
or not there are uncertain tax positions that require financial statement recognition. The Company 
recognizes uncertain tax positions if it is more likely than not to be sustained upon examination by 
the applicable taxing authority, including the resolution of any related appeals or litigation 
processes, based on the technical merits of the position. Tax benefits are measured as the largest 
amount of benefit that is greater than fifty percent likely of being realized upon ultimate settlement, 
which could result in the Company recording a tax liability that would reduce member’s equity.  
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Based on its review, the Company has determined the major tax jurisdictions to be where the 
Company is organized and where the Company makes investments. Such jurisdictions are U.S. 
Federal and certain foreign jurisdictions. 

As of June 30, 2016, no reserves for uncertain tax positions were required to have been recorded for 
uncertainty in income taxes for any of the Company’s open tax years. The Company is not subject to 
examination by U.S. federal tax authorities for the tax years before 2012 and by state tax authorities 
for tax years before 2011. The Company’s policy is to recognize interest and penalties on 
unrecognized tax benefits in income tax expense in the consolidated statement of operations. The 
Company did not recognize any interest and penalties for the year ended June 30, 2016. The 
Company is additionally not aware of any tax positions for which it is reasonably possible that the 
total amounts of unrecognized tax benefits will change materially within 12 months subsequent to 
June 30, 2016. As a result, no other income tax liability or expense has been recorded in the 
accompanying consolidated statement of financial condition. 

6. EMPLOYEE BENEFIT PLAN 

The Company has a 401(k) employee savings plan that covers all full-time employees who are at 
least age 21 with six months or more of continuous service. The Company may match employee 
contributions at its sole discretion. The Company accrued employer contributions of $382,262 for 
the benefit plan year ended June 30, 2016. 

7. COMMITMENTS AND CONTINGENT LIABILITIES 

Settlement of Securities Transactions — The Company is obligated to settle transactions with 
brokers and other financial institutions even if its customers fail to meet their obligations to the 
Company. Customers are required to complete their transactions on the settlement date, generally 
three business days after the trade date. If customers do not fulfill their contractual obligations, the 
Company may incur losses. The Company has established procedures to reduce this risk by 
requiring deposits from customers for certain types of trades. 

Underwriting Transactions — In the normal course of business, the Company enters into various 
underwriting commitments. In the opinion of management, the settlement of transactions that were 
open as of June 30, 2016, relating to such commitments will have no material impact on the 
Company’s consolidated statement of financial condition. 

Litigation — The Company is named as a defendant in various lawsuits in its normal course of 
business, including class action lawsuits, related to customer transactions. These lawsuits allege 
violations of federal and state securities laws and, in the aggregate, claim substantial damages. 
Management of the Company, after consultation with outside legal counsel, believes that the 
resolution of these various lawsuits will not result in a material adverse effect on the Company’s 
consolidated statement of financial condition. 
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Leases — The Company leases office facilities and equipment under non-cancelable operating 
leases having terms through 2026. Aggregate minimum commitments at June 30, 2016, under these 
leases are as follows: 

Years Ending

June 30 Amount

2017 2,467,659$   
2018 1,802,458     
2019 677,858        
2020 660,862        
2021 702,731        

2022 through 2026 3,487,264     

9,798,832$   

 

Aggregate minimum commitments have not been reduced by minimum sublease rentals. There were 
two non-cancelable subleases as of June 30, 2016. 

Letter of Credit — The Company secured an irrevocable standby letter of credit for the benefit of 
its landlord for the required security deposit for the Company’s office facility in New York. 

The Bank letter of credit is in the amount of $194,693.  The letter of credit expires on August 31, 
2016 and contains a provision for automatic extension without written amendment, for one year 
periods to August 31 in each succeeding calendar year. 

The letter of credit was collateralized by $195,682 of cash at June 30, 2016 which was included as 
restricted cash on the statement of financial condition. 

Indemnifications — In the normal course of its business, the Company indemnifies certain service 
providers, such as its clearing agent, against specified potential losses in connection with their acting 
as an agent of, or providing services to, the Company, its affiliates, or its customers. The potential 
amount of future payments that the Company could be required to make under these 
indemnifications cannot be estimated. However, the Company believes that it is unlikely it will have 
to make material payments under these arrangements and has not recorded any contingent liability in 
the consolidated financial statements for these indemnifications. 

In the normal course of business, the Company may enter into underwriting agreements that may 
contain routine indemnification clauses. The Company’s maximum exposure under these 
arrangements is unknown, as this would involve future claims that may be made against the 
Company that may have not yet occurred. However, based on experience, the Company expects the 
risk of loss to be remote. 

8. DERIVATIVE INSTRUMENTS 

In the normal course of business, the Company acquires warrants in connection with its investment 
banking services for private and public companies and holds them for long-term investment 
purposes. These warrants represent the right to buy the underlying equity securities at specified 
prices and future dates. The Company’s exposure to credit risk associated with counterparty 
nonperformance on the warrants, which are not exchange traded, is typically limited to the 
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unrealized gains reported as assets associated with such contracts. The Company carries the 
investments at estimated fair value. 

As of June 30, 2016, the volume of the Company’s warrant activities, based on the number of shares 
and fair value, categorized by primary underlying risk, is as follows: 

Primary Underlying Risk Shares Value

Equity — warrants 9,474,819     7,559,727$    

 

The volume of derivative activity as of June 30, 2016, as presented above, is representative of the 
level of derivative use by the Company during the year ended June 30, 2016. 

Assets related to warrants are presented as “SECURITIES OWNED — Not readily marketable” on 
the consolidated statement of financial condition. The following table identifies the fair value of 
warrants not accounted for as hedging instruments included in the consolidated statement of 
financial condition, categorized by primary underlying risk, as of June 30, 2016. Balances are 
presented on a gross basis, prior to the application of the impact of counterparty and collateral 
netting.  

9. CONCENTRATION OF CREDIT RISK 

The Company is engaged in various trading and brokerage activities. Counterparties to these 
activities 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. 

10. NET CAPITAL REQUIREMENTS 

The Company is subject to the SEC’s Uniform Net Capital Rule (Rule 15c3-1), which requires the 
maintenance of minimum net capital. At June 30, 2016, the Company has net capital of $18,947,371 
computed under the alternative method, which is $18,254,871 in excess of its required net capital. 
The accounts of BTG have been included in the computation of net capital by the Company. 

11. RESERVE REQUIREMENTS AND INFORMATION RELATING TO THE POSSESSION 
OR CONTROL REQUIREMENTS FOR BROKERS OR DEALERS 

The Company is exempt from the provisions of Rule 15c3-3 (pursuant to paragraph (k)(2)(ii) of 
such rule) of the Securities Exchange Act of 1934 as an introducing broker or dealer that carries no 
customers’ accounts, promptly transmits all customer funds and delivers all customer securities 
received to the clearing broker, and does not otherwise hold funds or securities of customers or 
dealers. Because of such exemption, the Company is not required to prepare a determination of 
reserve requirement and the Company is not subject to the provisions of Rule 15c3-3 pertaining to 
the possession or control requirements for brokers or dealers. 
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12. SUBSEQUENT EVENTS 

The Company has evaluated events subsequent to June 30, 2016 and through August 26, 2016, the 
date the consolidated financial statements were available to be issued.  On July 19, 2016, the 
Company became aware of a dispute relating to a receivable (an investment banking fee totaling 
$425,000) owed to the Company as a result of a successful merger and acquisition transaction for 
which the Company acted as an advisor.  The Company’s engagement agreement with its client 
provides that the fee owed is a clear contractual obligation.  Accordingly, the Company intends to 
file an arbitration action to collect the fee and believes it will be successful in obtaining an award in 
the full amount owed. 

* * * * * *  


