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300 Madison Avenue
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. Telephone {646) 471 3000
Report of Independent Auditors Facsimile (813) 286 6000

To the Stockholders of
American Technology Research, Inc.

In our opinion, the accompanying statement of ﬁnancual condition presents fairly, in all material
respects, the ﬁnancual position of American Technology Research Inc. (the “Company”) at

December 31, 2006 in conformity with accounting pnnmples generally accepted in the United States of
America. Thisfistatement of financial condition is t“he 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 of this financial statement in accordance with auditing standards génerally
accepted in the United States of America. Those Is;tandards require that we plan and perform the audit
to obtain reasdnable assurance about whether th? financial statement is free of material misstatement.
An audit inc[udles examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statement, assessing the accounting principles used and significant estimates made by
management, and evaluatmg the overall financial statement presentation. We believe that our audlt
provides a reasonable basis for our opinion,

February 27, 2007
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American Technology Research, Inc.

Statement of Fmanclal Condition -
December 31, 2006

Assets .. i
Cash and cash equwalents
Receivable from cleanng broker-

. Investments, at estimated fair value ‘ '
Furniture and fi xtures .computer equipment, and Ieasehold 1rnprovements
net of aocumulated depreciation and amortlzatlon of $442,050

Prepald expenses and other
Total assets

Liabilities and Stockholders Equity
Accrued mcentlve compensation
Accrued expenses and other liabilities

Total liabilities
Stockholders’ eqlfxity

I : -
Common stock ($.01 par value: 20,000 shares authorized;

1,606 shares issued and outstandlng)
Additional pald in-capital
Retained earnmgs '

Total stockholders' equity -
Total liabilities and stockholders’ equity

$ 5,938,053
17,231,921
1,144,520

283,791
634,521

$ 6,500,000
a 894,763

7,394,763

— e

16
663,745

© 7474282

7,838,043

3 15282806

The accompanying notes are an integral part of this statement of financial condition.
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American Technology Research, Inc
Notes to Statement of Financial Condltlon

December 31, '2006 |

|
1. Organization and Description of Operations

American Technology Research, Inc. (the “Company”) was incorporated in Delaware on March 18,
2002 and is a registered broker-dealer with the Securities and Exchange Commission (*SEC") and
a member of the National Association of Secuntres Dealers, Inc. (*NASD"}, with expertise in the
information technology sector. The Company}executes exchange listed and over-the-counter
securities transactions on an agency capacity and clears on a fully disclosed basis through Bear
Stearns Securities Corporation (“*Clearing Broker“)

2, Summary of Significant Accounting Policies
Cash and Cash Equivalents

Cash equivalents inciude a money market mvestment which is payable on demand and held at the
Company'’s Clearing Broker and a certificate of deposit investment.

Recelvable from Clearing Broker
Receivable from Clearing Broker represents cash balances on deposit with and commissions and
interest receivable from the Company’s Clearmg Broker. The Company is subject to credit risk
should the Clearing Broker be unable to repay the balance reflected on the statement of financial
condition. However, the Company does not ant:crpate non-performance by this counterparty. The
carrying value approximates the fair value as the balance is short-term and interest bearing. The
Company clears all of its securities transactrons through its Clearing Broker on a fully disclosed
basis. Pursuant to the terms of an agreement the Clearing Broker has the right to charge the
Company for losses that result from a counterparty’s failure to fulfill its contractual obligations.
|
As the right to charge the Company has no maxmum amount and applies to all trades executed
through the Clearing Broker, the Company belreves there is no maximum amount assignable to this
. right. At December 31, 2006, the Company recorded no liabilities with regard to the right.- In
“addition, the Company has the right to pursue collection or performance from the cointerparties -
who do nat perform under their contractual obllgatlons The Company monitors the credit standing
of the Clearing Broker and all counterparties wath which it conducts business.

Depreciat_ion and Amortization
Furniture and fixtures and computer equipment are depreciated on a straight-line basis over their
estimated useful lives of three to five years. Iieasehold improvements are amortized on a straight-
line basis over the economic useful life of the |mprovement or the term of the lease.

I
Revenues
Securities transactions are recorded on a trade-date basis. Reallzed and unrealized gains on
securities transactions are included in prmcrpal transactions, net. Commissions and brokerage
rebates are recorded as earned on a trade date basis. Hard dollar and syndicate designation
revenues are recorded when earned. i
Income Taxes
The Company files U.S. Federal and various state income tax returns. Deferred income taxes are
provided for under the provisions of SFAS No 109, “Accounting for Income Taxes", which require -
the establishment of deferred tax amounts for temporary differences between the F nancial
reporting basis and tax basis of the Company s assets and liabilities.

|
I
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American Technology Research, Inc
Notes to Statement of Financial Condltron
December 31, 2006 |

1

Investments, at Estimated Fair Value

The Company s investments include holdings|in mvestment Partnership's of approximately
$718,000 carried at estimated fair value based on the general partners' reports on fair value at
December 31, 2006 and marketable equity secuntles of approximately $427,000. The investment
partnerships hold U.S. equities and are valued at closing.prices by the general partners of the
individual partnerships. The Company records realized and unrealized gains on all investments on
a trade date basis, and records such income |!n gain on investments, net, in the statement of

income.

Use of Estimates |

The preparatlon of financial statements in conformnty with accounting principals generally accepted
in the Unlted States of America requires management to make estimates and assumptions that
effect the reported amounts of assets and llabllmes and disclosure of contlngent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses dunng the reporting penod Actual results could differ from those estimates.

Guarantor’s Accounting and Disclosure for Guarantees

The F:nanczal Accounting Standard Board |ssued interpretations No. 45 Guarantor's Accounting
and Disclosure for Guarantees, requires the Company to disclose information about obligations
under certain guarantee arrangements. In the normal course of business the Company enters into
contracts that contain a variety of representatlons and warranties and which provide general
indemnifications. The Company’s maximum exposure under these arrangements is unknown, as
this would involve future claims that may be made against the Company that have not occurred.
However, based on experience, the Company expects the risk of loss to be remote. As such, the
Company believes that the fair value of such guarantee is not material.

New Accounting Pronouncements J

- In June 2006 the Fmancral Accountlng Standlards Board (FASB) issued Interpretatlon No. 48,
"Accounting for Uncertainty in Income Taxes - an Interpretation of FASB Statement No. 109 ("FIN
48"). FIN 48 establishes a minimum threshold far financial statement recognition of uncertain tax
positions taken in filing tax retums and requnres certain expanded tax disclosures. FIN 48 is-
effective for fiscal years beginning after December 15, 2006. Management does not believe FIN 48
will have a material effect on the financial statements

In September 2006, FASB also issued Statement of Accounting Standards No. 157, "Fair Value
Measurement” (FAS 157). This Statement def ines fair value, establishes a framework for
measuring fair value under generally accepted accounting principles (GAAP), and expands
disclosures about fair value measurements. This Statement is effective for financial statements
issued for fiscal years beginning after November 15, 2007, Management does not believe FAS
157 will have a material effect on the financial statements.

4. Furniture and Fixtures, Computer Equipment and Leasehold Improvements

n
At December 31, 2006 balances are composed of the following:

Computer equipment (net of depreciation of $270,838) $ 158,412
Furniture and fixtures (net of depreciation of $114,258) 52,980
Leasehold improvements (net of amortization of $56,954) 72,399
! $ 28379
!
|4

[




American Technology Research Inc
Notes to Statement of Emanclal Condition
December 31‘ 2006

5. [ncome Taxes
l . v . - -

Deferred i |ncome taxes result from temporary dlfferences related to the treatment of organizational
costs for tax purposes, prepaid expenses, and deprecratlon methods used for tax purposes
(including bonus depreciation) which differ from methods used for accountrng purposes. Deferred
tax assets of approximately $4,600 are mcluded in prepa|d expenses and other assets, and
deferred tax liabilities of approximately $72, 000 are included in accrued expenses and other
liahilities.

1 " .
6. Employee Benef‘ t Plans

The Company malntalns a 401(k) plan (the “Rlan”) for the benefit of its full-time employees The
Plan. provndes that the Company may make dlscretlonary profit shanng contributions for eligible
employees. The Company's contribution of approximately $215,713 to the Plan for the year ended
December 31, 2006 is mcluded in employee compensatlon and beneﬁts

The Company established a Stock incentive Plan (the “Plah” ) under whlch incentive stock options
(150's"), non-quallﬁed stock options {* NQSO") stock appreciation rights and restricted stock
grants may be granted. For the year ended December 31, 2006, incentive stock options were
approved by the Company's Board of Dlrectors and granted to certain eligible plan participants.
Options vest 25% annually beginning with the one year anniversary of the date of grant.

Effective January 1, 2006, the Company adopted SFAS No. 123(R) using the modified prospective

method. SFAS No. 123(R) revises SFAS No! 123, "Accounting for Stock-Based Compensation”

and supersedes Accounting Principles Board ("APB ) Opinion No. 25, “Accounting for Stock Issued
lto Employees (APB No. 25). _ - e

SFAS No. 123(R) requ:res the cost of all share—based payments to employees, including grants of
employee stock options, to be recognized in the financial statements based on their fair vafues at
the grant date or the date of later modlﬁcatlon over the requisite service period. SFAS 123(R)
generally requrres the unrecognized cost of optlons vesting after the date of initial adoption to be
recognlzed in the financial statements; however, an .exception to this requirement provides private
companies that used the minimum-value method to estimate the value of options for disclosure
purposes; as did the Company, only apply the expense provision to grants made after adoption.
As a result, the Company will continue to drsclose the pro-forma effect of options issued prior to
January 1, 2008, that vest after January 1, 2006.

Under the modified prospecttve method, pnor penods are not restated. The Company uses the
Black-Scholes optron pricing model, which reqwres extensive use of accounting judgment and
financial estlmates including estimates of the expected term employees will retain their vested
stock optlons before exercising them, the est:mated volatility of the Company’s stock price over the
expectedlterm and the number of options that will.be forfeited prior to the completion of their

~ vesting requirements. Application of alternatwe assumptions could produce significantly different
estimates of the fair value of share-based compensatlon and consequently the related amounts
recognized in the Statement of-Income. - :

. . PN K . . - o - - -

The effect of adoption of SFAS No 123(R) was an increase to paid in capltal of approximately
$46,000 for the year ending December 31, 2006.
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Amerlcan Technology Research, Inc.
Notes to Statement of Financial Condition
December_31 2006_

1
H
I

' Valuatlon Assumptlons ‘ . : .
The Company does not expect to declare dwudends Expected volatlllty is based on a combination
of implied and historical volatility of the XBD brokerage index options. The Company used

- historical data and other factors to estimate the option life of the share-based payments granted.

As requured by SFAS No. 123(R), the Company made an estlmate of expected forfeitures and is
, recogmzmg oompensatlon costs only for those equity awards expected to vest.” For the year ended
. December 31, 2006, the Company elected the simplified method in accordance with SAB 107to
estimate the option lives. The risk free rate is based on the U.S. Treasury yield in effect at the date
of grant. The forfeiture rate is based on estlmates based on actual option forfeitures.

As requ1red by SFAS No. 123(R), the Company eshmated the fair value of stock options using the
Black- Scholes valuation model and the straight-llne attribution approach, with the following
weighted average assumptlons

Outstanqlng, December 31, 2006

2006
Dividendyield - 0 %
Expected volatility - o _ 23.48 %
Risk fr.eeI interest rate : o 463 %
Expected option life (in years) . 55 %
Forfeiture'rate _ 50 %
The Plan activity:
_ Weighted  Weighted
7 . Average Average
: _Options Exercise - Remaining '
SR Lo _ ‘ Qutstanding Price’ Life (Years) - .
_Outstanding, December 31, 2005 1,470 2,763 8.0
Granted . 482 3,419
Forfeited (525) 2,749
Exercised - . (150) 2,088
Outstanding, December 31, 2005 1,277 ' 9.09
L
Granted ! 247 3,656
Forfeited ! : (129) 3,255
Exercnsed ' (30) 2,590
1,365 8.48




-American Technology ‘Research, lnc
. Notes to Statement of Financial Condltlon

December 31l 2006 R

Pro forma Information for Optlons Issued Prlor to the Adoptlon of SFAS No. 123(R) ,
Prior to January 1, 2006, the Company. accounted for share-based compensation in accordance
with APB No 25, as permitted by SFAS No. 123 and accordingly did not recognize compensation
expense for stock options with an exercise pnce equal to or greater than the market price of the -
_underlying stock at the date of grant. The Company also used the minimum-value method allowed
by SFAS No. 123 for non-public companies. Usmg this method,-the effect on net income for - )
options |ssued prior to January 1, 2006 WhICh vested during 2006 would have been as foIIows
. l

- - SO e - - e : p— R
. . . PR
L . - 1 . L.

Net income as reported R $ 1,746,855
) Deduct: Total share-based compensation expense determlned _
under minimum-value for all awards .. 101,000
Pro forma_ net income o $ 1,645,855

7. Commitm'ents

The Company leases office space under two non-cancetable operating leases which contain
certain escalatlon clauses whereby the rental commitments may be increased.if certain conditions
are satisfi ed and specufy yearly adjustments to the lease amounts based on annual adjustments
according; to operating expenses increases. The Company leases office space in Greenwich, CT
which commenced on August 1, 2003 and in San Francisco, CA which commenced on
September 1,2002. The Company has deposﬂs of $41,199 related to these leases which are
included in prepaid expenhses and other assets on the statement of financial condition. The
Cornpany is contlngently liable under a letter of credit related to one lease of approx:matety
$52,000.

Future mlmmum rental commitments under the office leases are as follows:

Year énded December.31,

2007 $ 351,504
2008 ' 283,185
2009 , _ 168,289
2010 143,151 -
: $ 946,219 .

8. Regulatory Requirements
i

As a broker-dealer and a NASD member f m, the Company is subject to the SEC's Uniform Net
Capital Rule (the “Rule”) which requires the mamtenance of minimum.net capital and requires that
the ratio of aggregate indebtedness to net capltal both as defined, shall not exceed 8 to 1 in the
first year,. ‘and 15 to 1 thereafter. At December 31, 2006, the Company had net capital of
$6,029, 653 which was $5,536,669 in excess Jof its required net capital of $492,984. The -
Company s aggregate indebtedness to net capital ratio was 1.23 to 1 at December 31, 2006.

L

. . - N - - - - - . - . T

The Company is except under the proyisions| of Rule 15-3-3 pursuant to Section {k)(2)(ii).

END
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