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OATH OR AFFIRMATION

I, D A\l \r)\ g . m (1 LG ot , swear {(or affirm) that, to the best of
my knowledge and belief the accompanying iJmanciaI statement and supporting schedules pertaining to the firm of

, as
of Fa_\’-, r[,;mp\,l I|§ , ,200071 , are true and correct. 1 further swear {or affirm) that

neither the company Lor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

(FE4
Si gnatfre 6 /

M&J_%MM
%A AAd M MICHELLE A. TOMSIK

J Notary Public, Stats of Ohio, Cuy. Cly.
Notary Public My commission expires Mar. 23, 201“;
This report ** contains (check all applicable boxes):
{a) Facing Page,
(b) Statement of Financial Condition.
(¢) 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.

Kl
B
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(g} Computation of Net Capital.
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£3]
O
O
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O

(h) 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¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

(I} An OQath or Affirmation.

(m) A copy of the SIPC Supplemental Report,

{n) Areportdescribing 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. ]7&-5(9)(3).
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MEMBER
LONGBOW SECURITIES, LLC

Independent Auditors’ Report

We have audited the accompanying statement of financial condition of Longbow
Securities, LLC (a wholly-owned subsidiary of Longbow Research, LLC) as of December 31,
2006, and the related statements of income, changes in member’s equity, and cash flows for the
period November 1, 2005, through December 31, 2006, that you are filing pursuant to Rule 17a-5
under the Securities 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 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 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 the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above presents fairly, in ail material
respects, the financial position of Longbow Securities, LLC, at December 31, 2006, and the
results of its operations and its cash flows for the period November 1, 2005, through December
31, 2006, 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 in Schedules |, Il and ill 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 of the Securities Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied in our audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the

financial statements taken as a whole.

February 8, 2007
Westlake, Ohio

L]
4 an inggpendent member ol A
BAKER TILLY %ﬁ"?llf

ation
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- LONGBOW SECURITIES, LLC ' PAGE 3

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2006

ASSETS
CASH AND CASH EQUIVALENTS $ 2,344,095
RECEIVABLE FROM CLEARING BROKER 234,257
ACCOUNTS RECEIVABLE 99,366
PREPAID EXPENSES 67,977
PROPERTY AND EQUIPMENT - AT COST
Office equipment $ 64,430
Fumiture and fixtures 42,847
Leasehold improvements 4,270
111,547
Less: Accumulated depreciation and amortization 8,320 103,227
$ 2,848,922
LIABILITIES
ACCOUNTS PAYABLE AND ACCRUED EXPENSES $ 103,719
ACCRUED PAYROLL 1,149,432
DEFERRED RENT 65,438
1,318,589
COMMITMENT
MEMBER’S EQUITY
MEMBER'S EQUITY 1,530,333
$ 2,848,922

The accompanying notes are an integral part of these statements.




The accompanying notes are an integral part of these statements.
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" LONGBOW SECURITIES, LLC PAGE 4
STATEMENT OF INCOME
FOR THE PERIOD NOVEMBER 1, 2005, THROUGH DECEMBER 31, 2006
REVENUE

Commissions $ 4,757,837
Interest income 41,706
Consulting 2,625,843
7,425,386

EXPENSES
Clearing 511,978
Payroll and related benefits 3,746,679
Commissions 1,295,428
Communications and data processing 296,623
Occupancy 223,542
Office 38,672
Professional 63,268
Travel 541,974
Regulatory 47,553
Taxes 29,239
Other 23,377
_ 6,818,233
NET INCOME $ 607,153
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STATEMENT OF CHANGES IN MEMBER’S EQUITY
FOR THE PERIOD NOVEMBER 1, 2005, THROUGH DECEMBER 31, 2006

BALANCE - NOVEMBER 1, 2005 $ 1,377,644
NET INCOME 607,153
CONTRIBUTIONS 509,912
DISTRIBUTIONS (964,376)
BALANCE — DECEMBER 31, 2006 $ 1,530,333

The accompanying nofes are an integral part of these statements.




" LONGBOW SECURITIES, LLC PAGE 6

STATEMENT OF CASH FLOWS

FOR THE PERIOD NOVEMBER 1, 2005, THROUGH DECEMBER 31, 2006

CASH FLOW PROVIDED FROM OPERATING ACTIVITIES
Net income $ 607,153
Adjustments to reconcile net income to net cash
provided from operating activities

Deferred rent 4,981
Depreciation and amortization 8,418
Loss on disposal of property and equipment 437

Increase (decrease) in cash caused by changes
in current items

Receivable from clearing broker (234,257)
Accounts receivable (99,366)
Prepaid expenses (30,371)
Accounts payable and accrued expenses 89,890
Accrued payroll 1,054,658
Net cash provided from operating activities 1,401,543

CASH FLOW PROVIDED FROM INVESTING ACTIVITIES

Acquisition of property and equipment ' (112,082)
Repayments of advances to affiliate 736,679
624,597

CASH FLOW USED IN FINANCING ACTIVITIES

Proceeds from member contributions 509,912
Distributions to member (964,376)
(454,464)

NET INCREASE IN CASH AND CASH EQUIVALENTS 1,571,676
CASH AND CASH EQUIVALENTS — BEGINNING OF PERIOD 772,419
CASH AND CASH EQUIVALENTS — END OF PERIOD $ 2.344.095

The accompanying notes are an integral part of these statements.




LONGBOW SECURITIES, LLC PAGE 7

NOTES TO THE FINANCIAL STATEMENTS

1. ORGANIZATION

Longbow Securities, LLC (the Company) is a broker-dealer registered with the Securities
and Exchange Commission (SEC) and the State of Ohio, and is a member of the
National Association of Securities Dealers, Inc. (NASD). The Company received its final
approval to -become a registered broker-dealer from the NASD on November 8, 2005.
The Company is a wholly-owned subsidiary of Longbow Research, LLC (the Parent).

The Company commenced operations on September 15, 2005, and shall continue in
perpetuity unless it is dissolved or terminated pursuant fo its operating agreement or
involuntarily pursuant to any regulatory action.

The Company was in the development stage at October 31, 2005. The period November 1,
2005, through December 31, 2006, is the first period during which it is considered an
operating company.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The Company is engaged in a single line of business as a securities broker-dealer and
conducts agency transactions.

Cash and Cash Equivalents

At December 31, 2006, the Company's cash accounts exceeded the related amount of
Federal depository insurance. The Company has not experienced any loss in such
accounts and believes it is not exposed to any significant credit risk.

The Company considers financial instruments with a maturity of less than 90 days to be
cash equivalents.

Restricted Cash

Included in the cash balance is $100,000 that is required to be on deposit with the
Company's clearing broker pursuant to its clearing agreement.

Accounts Receivable

Accounts receivable are uncollateralized customer obligations due under normal trade
terms requiring payment upon receipt of invoice. The Companies do not accrue interest
on delinquent customer balances. Accounts receivable are stated at the amount billed to
the customer. Customer account balances with invoices dated over 30 days old are
considered delingquent. Payments of accounts receivable are allocated to the specific
invoices identified on the customer's remittance advice or, if unspecified, are applied to
the earliest unpaid invoices.




LONGBOW SECURITIES, LLC PAGE 8

NOTES TO THE FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Accounts Receivable {(Continued)

The carrying amount of accounts receivable is reduced by a valuation allowance that
reflects management’s best estimate of the amounts that will not be collected.
Management individually reviews all accounts receivable balances that exceed 90 days
from the invoice date and based on an assessment of creditworthiness, estimates the
portion, if any, of the balance that will not be collected. In the opinion of management at
December 31, 2006, all accounts receivable were considered collectible and no
allowance was necessary.

Depreciation and Amortization

Depreciation and amortization of property and equipment are provided by the use of the
straight-line method over the following estimated useful lives of the assets:

Office equipment 3 -5 years
Fumiture and fixtures 7 years
Leasehold improvements Term of lease

Commissions

Commissions and related clearing expenses are recorded on a trade-date basis as
securities transactions occur.

Consulting

Consulting income includes the estimated net realizable value of fees charged for research
provided to customers.

Concentration of Credit Risk

The Company is engaged in various trading and brokerage activities in which counterparties
primarily include broker-dealers, banks, and other financial institutions. In the event
counterparties do not fulfill their obligations, the Company may be exposed to risk. The
risk of default depends on the creditworthiness of the counterparty or issuer of the
instrument. it is the Company’s policy to review, as necessary, the credit standing of
each counterparty.

Income Taxes

The Company is a single member LLC and, therefore, is a disregarded entity for Internal
Revenue Services filing requirements. The Company files as part of a consolidated
income tax return which includes the activity of the Parent. The Parent has elected to be
treated as a partnership as defined in the Internal Revenue Code. As a result, no
provision for federal income taxes has been provided, however, the Company is liable for
any local income taxes.
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NOTES TO THE FINANCIAL STATEMENTS

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Accounting Estimates

Management uses estimates and assumptions in preparing financial statements in
accordance' with accounting principles generally accepted in the United States of
America. Those estimates and assumptions affect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities, and the reported revenue
and expenses. Actual results could vary from the estimates that were used.

3.  RETIREMENT SAVINGS PLAN

The Company maintains a 401(k) retirement savings plan, covering all employees who
have completed twelve months of service and are at least 202 years of age. Matching
contributions are authorized at the discretion of the managing member. No contributions
were authorized in the period.

4.  NET CAPITAL PROVISION OF RULE 15¢3-1

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of
1934, the Company is required to maintain a minimum net capital balance, as defined,
under such provisions.

The Company’s minimum capital requirement is the greater of $5,000 or 6.667% of
aggregate indebtedness, as defined, under Securities and Exchange Commission Rule
15c3-1(a)(1), as it does not maintain customer accounts. Net capital may fluctuate on a
daily basis. At December 31, 2006, the Company had net capital of $1,259,663, which
was $1,171,758 in excess of its required net capital of $87,905.

In addition to the minimum net capital provisions, Rule 15¢3-1 requires that the Company

maintain a ratio of aggregate indebtedness, as defined, to net capital, of not more than
15 to 1. At December 31, 2006, the ratio was 1.05to0 1.

5. EXEMPTION FROM RULE 15¢3-3

The Company acts as an introducing broker or dealer, promptly transmitting all funds and
delivering all securities received in connection with its activities as a broker or dealer and
does not otherwise hold funds or securities for or owe money or securities fo customers.
The Company operates under Section (k)(2)ii} of Rule 15¢3-3 of the Securities
Exchange Act of 1934 and is therefore exempt from the requirements of Rule 15¢3-3.
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NOTES TO THE FINANCIAL STATEMENTS

6. FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

in the normal course of business, the Company’s customer 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.

7. COMMITMENT

The Company leases office space and equipment under operating leases which expire
March 2011. Minimum annual rents for office space and equipment at December 31,
20086, are as follows:

2007 $ 182,478
2008 186,874
2009 191,269
2010 195,665
2011 33,110

$ 789,396

The Company received an incentive on the office lease agreement with annual increases in
the rent throughout its term. The Company has deferred rent of $65,438 at December
31, 2006.

Rent expense for the period ended December 31, 2006, was $180,262.




SUPPLEMENTAL INFORMATION

PURSUANT TO RULE 17a-5 OF THE
SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31, 2006
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SCHEDULE | - COMPUTATION OF NET CAPITAL
PURSUANT TO RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION AND

RECONCILIATION OF THE COMPUTATION
OF NET CAPITAL PURSUANT TO RULE 15¢3-1

DECEMBER 31, 2006

NET CAPITAL
Total member's equity from statement of financial condition $1,530,333
Less: Non-allowable assets
Petty cash $ 100
Accounts receivable 99,366
Prepaid expenses 67,977
Property and equipment - Net 103,227 270,670
NET CAPITAL $1.259,663
COMPUTATION OF AGGREGATE INDEBTEDNESS - TOTAL

LIABILITIES FROM STATEMENT OF FINANCIAL CONDITION $1,318,589
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT -

6%4% OF AGGREGATE INDEBTEDNESS $ 87,905
MINIMUM REQUIRED NET CAPITAL $ 5,000
NET CAPITAL REQUIREMENT $ 87,905
EXCESS NET CAPITAL $1,171,758
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 05ta 1

The Company is not required to present a reconciliation of the computation of net capital under Rule 15¢3-1
and did not and is not required to file Form X-17a-5 at December 31, 2006, with the Securities and Exchange
Commission.
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SCHEDULE Il AND Ill - COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS AND INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS PURSUANT TO RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2006
The Company is not required to present the schedules "Computation for Determination of Reserve

Requirements Under Rule 15¢3-3" and "Information for Possession or Control Requirements Under
Rule 15¢3-3" as it meets the exemptive provisions of Rule 15¢3-3, under Section (k)(2)ii) of the Rule.
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MEMBER
LONGBOW SECURITIES, LLC

Independent Auditors’ Report on Internal Contral
Required by SEC Rule 17a-5

In planning and performing our audit of the financial statements and supplemental schedules
of Longbow Securities, LLC (the Company) as of and for the period November 1, 2005, through
December 31, 2006, in accordance with auditing standards generally accepted in the United
States of America, we considered the Company's internal control over financial reporting as a
basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s intermal control. Accordingly, we do not express an opinion on the effectiveness of the
Company's 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
consideration of control activities for safeguarding securities. This study included tests of such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in
making the periodic computations of aggregate indebtedness {(or aggregate debits) and net capital
under Rule 17a-3(a){11) and for determining compliance with the exemptive provisions of rule
15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and procedures
followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by Rule 17a-13

2. 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

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 fulfiling 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 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 the 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.

y #n indapendent mamber of Service if
BAKER TILLY Qual |
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Because of inherent limitations in internal control and 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.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control deficiency,
or combination of contro! deficiencies, that adversely affects the entity's ability to initiate,
authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the
entity's financial statements that is more than inconsequential will not be prevented or detected by
the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies,
that resuits in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by the entity’s internal control.

Qur consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in intermal control that might
be material weaknesses. We did not identify any deficiencies in internal control and 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 sfudy, we believe that the
Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2006, to meet the SEC’s objectives.

This report is intended solely for the information and use of management, the SEC, the
National Association of Securities Dealers, and other regulatory agencies that rely on Rule 17a-
5(g) under the Securities 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 those specified

| Coum Bomnd. Audit Lrureey

February 9, 2007
Westlake, Ohio

END




