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OATH OR AFFIRMATION

-
T -

I, John J. Prior, Jr. ' , swear (or a?fﬁrm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting scheduleslpertaiﬁing-to the firm of
Needham & Company, LLC I , 85

of December 31 , 2006 , are true and correct! I'furither swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any propnetary interest in any account

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

SHANNCN CARROLL

Notary Public. State of New York 4 Signature |
No. 01CA6095836 _ | ;

got:;:;gg n”:E:;!er:s Iﬁ;sz’%uono President and Chief Executive Officer
v Title |

|

|

!

Notary Public

® (a) Facing Page.

& (b) Statement of Financial Condition.

B (c) Statement of Income (Loss).

B (d) Statement of Changes in Financial Condition. X
A& (e) Statement.of Changes in Stockholders’ Equity or Pariners’ or Sole Proprietors’ Capital.
O (f) Statementof Changes in Liabilities Subordinated to Claims of Creditors. i .
& (g) Computation of Net Capital. ! '
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

£ (1) Information Relating to.the Possession or Control Requirements Under-Rule 15c3 3.
'ﬁ () A Reconciliation, including appropriate explanation of the Computation of Net Capnal Under Rule 15¢3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule!15¢3-3,
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condmon with respect to methods of

consolidation. 1

B () An OQath or Affirmation. i .

O (m) A copy of the SIPC Supplemental Report. !
O (n) Areportdescribing any material inadequacies found to exist or found to have existed s1nce the.date of the previous audit.

!

**For conditions of confidential treatment of certain portions of this filing, see section-240.1 7a-5(e)(3).
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STATEMENT OF FINAN(iJIAL CONDITION
Needham & Company, LIT'.C
(An indirect wholly-owned subsidiary of The Needham Group, Inc.)

December 31,2006 . | -
with Report of Independent Registered Public Accounting Firm
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N Needham & Company, LLC -
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i’l ERNST& YOUNG = Ernst & Young LLP o . .Phonu: (212) 773-3000

5 Times Square ‘ www.ey.com
New Yark, New York 10036-6530
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Report Pf Independent Registered Public Accoluntlrilg Firm
I
Member and Board o!f Directors : !
Needham & Company, LLC

'

We have audited the accompanying statement of financial condmon of Needham &
Company, LL.C (the ‘Company™) as of December 31, 2006. The statement of financial
condition 1s the responsnblhty of the Company’s managementllOur responsibility 1s to
express an opinion on this statement of financial condition based on our audit.

I
We conducted our audlt in accordance with auditing standards generally accepted in the
United States. Thooe standards require that we plan and perform the audit to obtain
reasonable assurance about whether the-statement of financial condmon is free of material
misstaternent. We- w!ere not engaged to perform an audit of the Company s intemal control
over financial reporting. Our audit included consideration of internal. control over financial
reporting as a basis for designing audit procedures that are approﬁnate in the circumstances,
but not for the purpose of expressing an opinion on the eﬂ'ectlven&sls of the Company’s
intemal control over financial reporting. Accordingly, we express| no such opinion. An audit
also includes exammmg, on a test basis, evidence supporting the amouilts and disclosures in
the statement of ﬁnancml condition, assessing the accounting pnﬂmples used and significant
estimates made by managernent and evaluating the overall preser{tatlon of the statement of
financial condition. ‘!We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the Ltatmmt of financial condition referred to above presents fairly, in all
material respects, the financial position of Needham & Company, LLC at December 31,
2006 in conformity ’wuh accounting pnnc:ples generally accepted| in thei United States.

l !
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February 23, 2007
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A Member Practice of Ernst & Young Global ;




! Needham & Company, LLC |,

(An 1nd1rect wholly-owned subsidiary of The Needham Group, Inc.)
F

{ 1
Statement of Financial Condition

!
|
N December 31, 2006
\
!
f
|
|

ey 2

Assets ' !
Cash and cash equivalents ! $ 13,200,944
_ II Receivable from clealrmg broker } 24,506,709
. Equity securities owﬁed; at fair value f 1,650,220
Fees and concesswmi; receivable _ 12,596,674
ﬂ Fumniture, equlpmem and leasehold improvements, at cost, net of |
- accumulated deprecnatlon of $6,772,018 7,112,084
Other assets | 716,501
B Total assets | K § 59783,132 |
‘ I
! Liabilities and men|1ber ’s equity ] ‘ : :
ll Liabilities: . ' i
- Accounts payable a.nd accrued expenses , $ 12,129,542 -
) w Equlty securities sold but not yet purchased, at fair value P 1,605,007 ‘
, , Payable to Parent or Affiliates 12,440 835 :
| Total liabilities | A 26,175,384 ; |
Member’s equity [ i 33,607,748 ' -|
Total liabilities and I:nember’s equity . ; $ 59,783,132
|
|

|

See accompanying notes.

. l |
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o Needham & Company, LLC i: l
{An indire;act wholly-owned subsidiary of The Needham Group, Inic.)
| o
Notes to Statement of Financial Condition
December 31, 2006

|
|
|
1. Organization '

Needham & Company, LLC (thé*“Company™) is a broker-dealer rieglstered with the
Securities . and Exchange Commission (the “SEC”) under the Securmes Exchange Act of
1934 and a member: of the National Association of Securities Dealers' [nc The Company is a
direct subsidiary of I]\Ieedham Holdings, LLC which is wholly owned by The Needham
Group, Inc. (the “Par+ent ). The Company provides a full range of mvestment banking and-
brokerage services to corporate clients. The Company is a market maker primarily in
emerging growth stocks in technology, life sciences, and specialty retail industries, and deals
with institutional investors. The Company also underwrites secu'ntles in these industries,

acting as both a lead underwriter as well as a member of syndicate groups

During 2006, the Cpmpany completed its corporate reorgamzanon Upon completion,
certain assets and llahllmes were transferred from the Company to The Needham Group, Inc.

and Needham Asset Management, LLC. The' transfers mcluded marketable and non-
marketable mvestments and securities, ﬁrm:ture and equipment, other [assets and accrued
expenses. Dlvrdends to the Parent are paid through Needham| | Holdmgs, LLC and are
required to conform to the applicable regulatory requirements. |
Pursuant to agreements between the Company and its oorreSpondtl:nt clearmg broker, Bear
Stearns Securities Corp (the “Clearing Broker”), securities transactlons affected by the
Company are mtrodulced and cleared on a fully disclosed basis. |

2. Summary of Signiﬁcant Accounting Policies

The following is a summary of significant accounting policies:

a. Management’s Use of Estimates o

The preparation of ‘the Statement of Financial Condition in confonmty with accounting
principles generally accepted in the United States of America requ1res management to make
estimates and assumpnons that affect the reported amounts and dlsclosures in the Statement
of Financial COﬂdltl]()n Management believes that the estlmatesf utlllzed in preparing its
Statement of Fmancral Condition are reasonable Actual results oould differ from those
estimates. . ’i :

| |
|
‘

b. Cash Equivalentsl

Cash equivalents consrst of money market accounts with matunhes of three months or less
from date of purchase




o
" Needham & Company, LLC 5
(An md1rect wholly-owned subsidiary of The Needham Group, Inc.)

Notes to Statement of Financial Condition (cootmued)

+
|

2. Summary of Sigrniﬁ'cant Accounting Policies (continued) |
|

c. Receivable from Clearing Broker

Receivable from clearmg broker represents the amounts recelvable in o?nnectlon with the
trading ‘of proprietary| positions and the commissions associated w1th customer securities
transactions. § '
J

d. Securities Transactions

Securities owned and securmes sold but not yet purchased are reoorded on a trade date basis
and are carned at falr value. Fair value is based on listed market pnces.

¢. Furniture and Equipment

Furniture and equ1pment and leasehold improvements are carried at oost net of accumulated
depreciation or amortlzatlon Depreciation 1s recorded on a strmght-lme basis over an
estimated useful life of five years. Amortization is recorded on a strmgh -line basis over the
term of the lease. | |

i
f. Income Taxes ‘[ i ‘
b

The Company accounts for income taxes in accordance with the plrovmi)ns of Statement of
Financial Accountmngtandards (SFAS) No. 109, Accounting for Income Taxes (SFAS 109).
Deferred income taxes are recognized for the future tax consequ«.:nce.tsI attnbutable to differences
between the ﬁnanc:alJ statement carrying amounts of existing assets and! liabilities and their
respective tax bases. Deferred tax assets and liabilities are rneasured using enacted tax rates
expected to be recovered or settled. The effect on the deferred taxes of a change in tax rates is
recognized in 1ncome m the period that includes the enactment date. To the extent that it is more
likely than not that defcrred tax assets will not be recognized, a valuanon| allowance would be
established to offset thelr benefit. | g

Deferred income taxes reflect the net tax effects of temporary drfferences between the
carrying amounts of ’assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes. |
' i

g. Fees and Conce&s?ons Receivable , 3 )

1 ' . J 1
Fees, net of syndrcate expenses, arise from secuntles offenngs in whrch the Company acts as
an underwriter or agent Fees are also eamned from providing mergerl-and-acqursltlon and
advisory services. Both are recorded at the time the underwriting or transaction is completed
and the revenue is reasonably determinable.
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Needham & Company, LLC | !
(An mdlrect wholly-owned subsrdlary of The Needham Group, Inc.)
l
Notes t_o Statement of Financial Condition (continued)
' !

3. Securities Owned and Securities Sold, Not Yet Purchased

At December 31, 2006 securities owned and securities sold, not yet purchased by the
Company consists of pnncrpally U.S. equity securities. All securmes owned are pledged to
the Clearing Broker ¢ on terms which’ permit the Clearing Broker 'to sell or repledge the
secunties to others subject to certain limitations.

Securities sold, .not yet: purchased, represent obligations of the- Company to deliver the
specified secunity at Ithe contracted price and, thereby, create a lrablllty to purchase the
security in the market at prevailing prices. Accordingly, these transactlons result in off-
balance sheet risk as the Company’s ultimate obligation to satisty the sale of securities sold,
not yet purchased may exceed the amount reflected in the State:mentI of Financial Condition.
4. Income Taxes . - I l '

Income taxes are calculated based on the expected liabilities that the Parent will incur as
a result of the Company s operations. Because the Parent lS fan- S Corporation, the
Parent’s tax liability 'only relates to state and local taxes. No matenal deferred tax assets
or liabilities existed at December 31, 2006. A

l
5. Compensation and Profit Sharing Plans ‘ .

The Company maintains a 401(k) salary deferral and proﬁll sharing plan covering
substantially all emponees Employees aré permitted within lumtatrons llmposed by tax law
to make pretax contnbutrons to the 401(k) plan pursuant to salary reductlon agreements. The
Company matches the employees’ contributions up to a maximumlof 50% of the first 6% of
employee contribution. I

‘ {
6. Commitments and Contingencies l :

The Company has of"ﬁce space in New York, Massachusetts and Callforma The Company
has entered into operating leases which also contain certain esca]at1on clauses At December
31, 2006, the expec|ted future minimum base rental payments under such leases are as
follows:

2007 $ 2,679,342

2008 2.697, 004

2009 L 2,689, 457
| 2010 ' 2,376, 469
r 2011 2,270 532
|

2012 and thereafter 12,259,328
' $24,972,182
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| Needham & Company, LLC o

(An mdlrect wholly-owned subsndlary of The Needham Group, Inc.)

|
Notes to Statement of Financial Conditton (continLed)

6. Commitments and|Contingencies (continued) |

: |
The minimum annual rental payments for the New York lease are reduc<l:d by contributions
related to leasehold -improvements that were provided by the landlord m accordance with
lease agreements. ;

The Company, in the normal course, has been named as a defendant in vanous legal actions
in connection with its :actmtles as a financial services institution. The Company from time to
time is involved in investigations and proceedings by seif- regulatory agencres At this time,
based on the mformatron available, the resolution of these actions 1§ not estimable and it is
not probable that they will result in a material loss to the Company s ﬁn'ancm] condition, or
results of operatlons l : | .
In the normal course of business, the Company enters into unclierwntmg commitments.
Transactions relating 1o such underwriting commitments that were open at December 31,
2006, and were subsequently closed, had no material effect on the Statement of Financial
Condition at that datef
The Company applies the provisions of the Financial Acoountlng |Standards Board’s
Interpretation No. 45, |Guarantor s Accounting and Disclosure Requlrements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others (“FIN 45"’) which provides
aecourmng and dlsclosure requirements for certain guarantees. The;Company has agreed to
indemnify the Cleanng ‘Broker for losses that it may sustain from the' customer accounts
introduced by the! (‘Zompany In accordance with applicable margml lending practices,
customer balances are typically collateralized by customer securltles or(supported by other
types of recourse provrsxons At December 31, 2006 no amounts were recorded under such
agreement as no loss exists. | :
7. Regulatory Requirements |
The Company is subjeet to the SEC’s Uniform Net Capital Rule (1 5c3 l), which requires the
maintenance of rnlmmum net capital. The Company has elected to use the alternative method
permitted by the rule; ‘whlch requires that the Company maintain net capltal as defined, equal
to the greater of $250 000 or the amount determined in accordance w1thI SEC market maker
Rule 15¢3-1(a)(4). At December 31, 2006, the Company had net caplta] of $9,919,270,
which is $8,919,270 i in excess of required net capital of 51,000, 000 Advances to affiliates,
and other equity wrthdrawals are'subject to certain notification and other provisions of the
Net Capital Rule and other regulatory bodies.
t .
Under the cleanng errangement with the Clean'ng Broker, the Company is required to
maintain certain mlnlrnum levels of net capital. At December 31, 2006, the Company was in

comphance with this |requn'ement

\
t
|
|
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Needham & Company, LLC ;
(An indiréct wholly-owned subsidiary of The Needham Group, Inc.)

Notes ;to Statement of Financial Condition (continued)

8. Related Party TraLsacﬁons

The Company pays' for certain expenses on behalf of its affiliates Wthh are reimbursed by
the affiliates monthly‘ These include office space, office equlpment and 'supplies, furniture,
fixtures and leaseholdfunprovements utilities, printing and statlonary, lnsurance publications
and SlleCl'lpthﬂS payroll adnumstratlon, benefits administration and other necessary human
resOUrce Services, datd processing and computer services, telecommumcatlon technology and
other miscellaneous day to-day operatlonal and facilities related expenses During 2006, the
Company paid $7, 374 612 in expenses on behalf of its afﬁhates Amounts due to the
Company from its af’ﬁllates related to expenses are settled based onlestimates each month. At

December 31, 2006, $97 782 was payable to the Affiliates.

At December 31, 2006, Payable to Parent or Affiliate includes amounts owed related to
income taxes and accrued but unpaid eamnings distributions.

|
Dwndend payable to Parent $12,010,087

lncome tax payable to Parent 294,957
Otherlpayable to Parent and Affiliate 135,791

Payable to Parent or Affiliate $12.440,835

9, Concentrations ol' Credit Risk ’

The Company provides a full range of investment banking semecles to oorporate clients. As
such, the Company has commitments and risks associated w1th chents and customers
resulting from securities underwriting and merchant banking actwm&s

The Company conducts substantially all of its principal tradmg actmtles through the
Clearing Broker based in the New York metropolitan area. At December 31, 2006, all
marketable prmc1pa] secunty positions were in the possession or oontrol lof its Correspondent
Clearing Broker. Significant credit exposure may result in the event that the Company’s
Correspondent Cleanng Broker 1s unable to fulfill its contractual ol:?hganons

\
10. Fair Value of Financial Instruments

Financial Accounting Standards Board Statement No. 107, D:sclosures About Fair Value of
Financial Instruments requires that all entities disclose the 'falr value of financial
instruments, as deﬁned for both assets, and liabilities recognized and not recognized in the
Statermnent of Fmanc1al Condition. All of the Company’s financial mstruments are carried at,
or approximate, fair \|ralue

|
END
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