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REPORT FOR THE PERIOD BEGINNING JANUARY 1, 2006 AND|ENDING DECEMBER 31, 2006

A. REGISTRANT IDENTIFICATION :
NAME OF BROKER-DEALER: ‘ OFFICIAL USE ONLY

ALLAGASH TRADING, LLC | BMSED

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P. 0. Box No.)

| | - - APR13m
120 BROADWAY - 20™ FLOOR : ' E 3 2007,
NEW YORK "~ NEWYORK . | 1 (HNCIAL
(City) : (State) {Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT|IN REGARD TO THIS REPORT

ERIK HARTOG ' (917) 653 - 4270

{Area Code — Telephone No.)

B. ACCOUNTANT IDENTIFICATION

i

INDEPENDENf PUBLIC ACCOUNTANT whose opinion is contained in this Report*

LERNER & SIPKIN, CPAs, LLP

132 Nassau Street, Suite 1023 New York NY 10038
X Cer_tiﬁed Public Accountant.
FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual report be covered by the opinion of an
independent public accountant must be supported by a statement of facts and circumstances relied on as the .
basis for the exemption. See section 240.17a-5(e)(2).

Potential persons who are to respond to tlhe collection of

information contained in this form are not required to respond

unless the form displays a currently valid OMB control number
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E cll_iSSif ied solely as that of a customer, except as follows:

" (x) (@) Pacing page.

_(x) {(d) Statement of Cash Flows.

— o — . —— = =

OATH OR AFFIRMATION

1, ERIK HARTOG, swear (or affirm) that. to the best of my lcnowlcdge and bellef the
accompanying financial Statement and supporting schedules’ pertmning to the firm of
ALLAGASH TRADING, LLC, as of DECEMBER 31, 2006 :
are true and correct. I further swear (or affirm) that neither the company nor any partner, .
proprietor, member, principal officer or director has any propncmrg, interest in dny account

NONE

Signature
Dpereding %%f/
'ﬁﬂ_e \J

Notary Public

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

(x) - () Staternent of Finaucial Condition.
{x) (c) Statement of Income (Lass).

(x) (2) Statement of Changes in Stockhelders’ Equity of Pastners’ or Sole Proprietor’s Capital

(%) (f) Statement of Changes in Liabilities Suborditiated to Claims of Cl‘bdltol‘s

(x) -(g) Computation of Net Capital,
{ ) (h) Computation for Determination of Reserve Requircmems Pursu ant to Rule 15¢3-3.

{ )} (i) Information Relating 1o the Possession or Control requméments under rule 15¢3-3. -,

{ ) () A Reconciliation, including appropriste explapation, of the Compumﬂon of Net Capital Under

_ Rule 15¢3-1 and the Coptputation for Detennmnon of the reserve requirementq Under Exhibit A
of Rule 15¢3-3.

( ) (k ) A Reconciliatiph between the audlted 2nd unanditad Statements nf Fixancial Condmon thh
respeot to methods of consalidation.

x) (] ) An Oath or Affirmation. .

() (m) A copy ofthe SIPC. Supplemmtal Report. '

{ ) (n) A report describing any material madaquacxas found to exist or found to have existed since tha
.date of the previous audit. )

(x) (u) Indcpcndcnt Auditors’ Report,

** For canditions of confidentiz) lreatmr.nt of certain portions of this filing, see section 240,17a-5(e)(3).




ancompanymg ﬁmncxal statements and supportmg schcdule(s) pertammg to the Finn of

ALLAGASH TMDING LLC, asof DECEA-.(BER 31, 2006,

Rt ERIK HARTOG, swear that to the best of my lcnowledge and behef the -

are true and correct, [ ﬁu‘thar swear that neither the Corapany nor any partner,

proprietor, principal officer, difector or member has any proprietary interest in any

"+ account classified solely 23 that of customer, except as follows:, '

. No Exeeptions’

M@:

(Signature)®
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(Notary Public),

éle)
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ALLAGASH TRADING, LLC.

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2006

. ASSETS

Cash and cash equivalents (Note 3)
Marketable securities (Note 4)
Equipment and leasehold improvements - net of
accumulated depreciation and amortization of $19,155 (Note 3¢)
Other assets

Total assets

LIABILITIES AND CAPITAL

Liabilities
Due to clearing broker
Securities sold, but not yet purchased {Note 4)
Accounts payable and accrued expenses

Total liabilities

Commitments and Contingencies (Notes 7 and 8)

Capital (Note 9)

Total liabilities and capital

The accompanying notes are an integral part of this

statement,

3 4,283
4,695,528

99944
1,200
$ 4,800,955

$ 587,730
3,169,352
43,562
3,800,644

1,000,311

$4.800,055




Note 1-

Note 2- ‘

Note 3-

b)

d)

ALLAGASH TRADING, LLC
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Nature of Business

Allagash Trading, LLC, a Limited Liability Company ("The Company") is a
broker-dealer in securities registered with the Sec:urities and Exchange
Commission (the “SEC™) and is a member of thePhiladelphia Stock Exchange.

The Company is primarily engaged in option market making on the New York
Stock Exchange (NYSE).

Going Concern Operation

The accompanying statements have been prepared assuming the Company will
continue as a going concern. The Company had a significant operating loss for
the year that was in excess of its remaining net capital as of December 31, 2006.
This raises substantial doubt about the Company’s ability to continue as a going
concern.

The Company has made significant changes in order to reduce the loss moving
forward. They have closed two operations whlch had contributed heavily to the
loss. In addition, they have implemented a new system that will reduce the
amount of risk they are exposed to as market maKers.

Summary of Significant Accounting Policies
Revenue Recognition

Securities transactions (and the recognition of related income and expenses) are
recorded on a trade date basis.

Cash and Cash Equivalents
For the purpose of the statement of cash flows, the Company considers demand
deposited money market funds to be cash and cash equivalents. The Company
maintains cash in bank deposit accounts which, at times, may exceed federally
insured limits. The Company has not cxperlenced any losses in such accounts
and does not believe it is exposed to any significant credit risk on cash.

Equipment
Equipment is carried at cost and is depreciated over a useful life of 5-7 years

using the straight-line method. Leasehold improvements are amortized over the
remaining term of the lease.

Income Taxes
Income taxes are not payable by, or provided for,|the Company, since the
Company is a Single Member Limited Liability Company. The accompanying
financial statements have been adjusted to provide for unincorporated business
tax based upon Company income, if applicable.




Note 3-

Note 5-

Note 6 -

Note 7-

ALLAGASH TRADING LLC
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2006

Summary of Significant Accounting Policies (continued)

Use of Estimates
Management uses estimates and assumptions in preparing financial statements.
Those estimates and assumptions affect the reported amounts of assets and
liabilities, and the reported amounts of revenues and expenses.

Marketable Securities Owned and Sold, but not yet Purchased

Marketable securities consist of trading securities, at quoted market values, as
illustrated below )
Sold, but not yet

Owned Purchased .
Equities $3,660,894 $2,182,614
Options 1,034,634 986,738
$4695528 | $3.169.35

Property, Equipment and Leasehold Improvements
Property, equipment and leasehold improvements, at cost, consist of the
following:

Computer equipment $ 119,099
Accumulated depreciation 19,155
399944

Related Party Transactions

Pursuant to its operating agreement with Allagash Capital Management, LLC, the
Parent of the Company, the Company will pay a 'consultmg fee in exchange for
the Parent providing operational and managcment assistance to the Company.
The fee paid for the period ended December 31, 2006 amounted to $162,000.

Financial Instruments with Off-Balance Sheet Credit.Risk

A substantial portion of the Company’s assets is held at the clearing broker. The
Company is subject to credit risk should the clearing broker be unable to fulfill
its obligations.

-




-Note 8-

Note. 9.

ALLAGASH TRADING, LLC

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2006

Commitments
Premises

The Company leases its premises under a month
broker. '

Net Capital Requirement

to month lease with its clearing

“The Company is subject to the Securities and Exchange Commission’s Uniform

Net Capital Rule 15¢3-1, which requires the mallntenance of minimum net
capital and requires that the ratio of aggregate mdebtedness to net capital, both
as defined, shall not exceed 1500%. At December 31, 2006, the Company’s net
capital of $837,423 was $737,423 in excess of its required net capital of
$100,000. The Company’s net capital ration was 5.20%.

A copy of the Company’s Staternent of Financial Condition as of December3]

2006, pursuant to SEC Rule 17a-5 is

available for examination at the Company’s office and at the regional office oflhe Securities and Exchange
Commission and the office of the National Association of Securities Dealers, Inc.
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~audit.

We conducted our audit in accordance with auditing standards generally accepted in the United

LERNER & SIPKIN

* CERTIFIED PUBLIC ACCOUNTANTS LLP

132 Nassau Street, New York, NY 10038  Tel 212.571L.0064" Fax 212.571.0074
E-mail: LS$@lernersipkin.com Co .

INDEPENDENT AUDITORS? REPORT

To the Members of
Allagash Trading, LLC.
120 Broadway

New York, N.Y. 10271

Gentlemen:

We have audited the accorﬁpanying statement of financial condition of Allagash Trading, LLC, as
of December 31, 2006. This financial statement is the responsiblllty of the Company’s
management. Qur responsibility is to express an oplmon on this financial statement based on our

]

States of America. Those standards require that we plan and perfcljrm the audit to obtain
reasonable assurance about whether the statement of financial condition is free of material
misstatement. An audit includes examining, on a test basis, ev1delnce supporting the amounts and
disclosures in the statement of financial condition. An audit also mcludes assessing the '
accounting principles used and significant estimates made by management as well as evaluating
the overall statement of financial condition presentation. We beliéve that our audit provndes a
reasonable basis for our opinion. : :

The accompanying statement of financial condition has been prepared assuming that the
Company will continue as a going concern. As discussed in Note}2, the Company’s ability to
continue in the normal course of business is dependent upon the success of future operations.
Management’s plans in regard to these matters are also described in Note 2. These financial
statements do not include any adjustments that might result from the outcome of this uncertainty.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of Allagash Trading, LLC as of Decemnber 31, 2006, in
conformity with accounting principles generally accepted in the United States of America.

J) Lo oMt L?
Lerner & Sipkin CPAs LLP
Certified Public Accountants (NY)

New York, NY
February 22, 2007




ALLAGASH TRADING, LLC
INDEPENDENT AUDITORS’ REPORT ON
INTERNAL ACCOUNTING CONTROL
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To the Members of

- 120 Broadway
. New York, NY 10271

.LERNER & SIPKIN

CERTIFIED PUBLIC ACCOUNTANTS LLP

132 Nassau Street, New York, NY 10038  Tel 212.571.0064 / Fax 212.571. 0074
. E-mail: LS@lcmemikan com

Allagash Trading, LLC

Gentlemen: ,

In planning and performing our audit of the financial statements of Allagash Trading, LLC as of and for the
year ended December 31, 2006, in accordance with auditing standards g'cneral!y accepted in the United
States of America, we considered its internal control over financial reporting (internal control) as a basis for
designing our auditing procedures for the purpose of expressing our opu'uon of the financial statements but
not for the purpose of expressing an opinion on the effectiveness of the gompany s internal 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 Sécurities and Exchange Commlssmn (SEC), we have made a
study of the practices and procedures followed by the Company mcludmg consideration of control
actwmes ‘for safeguarding securities. This study included tests of such practrces apd procedures that we
conmdpred 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 {172-3 (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. Compl;ing 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 rcsponsrble for establlshmg and maintaining internal control and the -
practices and procedures referred to in the preceding paragraph. In fulﬁllmg this responsibility, estimates
and judgments by management are required to assess the expected benef ts 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 Commission’s above memloned objectives. Two of the
objectives of internal control and the practices and procedures are to provrde management with reasonable,
but not absolute, assurance that assets for which the Company has responmbrhty are safeguarded against
loss from unauthorized use or disposition and that transactions are execfxted in accordance with
management’s authorization and recorded properly to permit the preparatlon ‘of financial statements in
conformity with generally accepted accounting principles. Rule l7a—5(g) lists additional ob_;ectwes of the
practices and procedures listed in the preceding paragraph.

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 fum:tions| to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or comblnanon of control 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 wealakness is a significant deficiency, or
combination of significant deficiencies, that results 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.

Our consideration of intemal control was for the limited purpose described in the first and second
paragraphs and would nrot necessarily identify all deficiencies in mternal 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 objectwes 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 pracu{:es and procedures that do not
accomplish such objectives in all material respects indicate a material madequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s pracuces 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 recognizes that it is not practicable in an organization the snze of Allagash Trading, LLC to
achieve all the divisions of duties and cross checks generally included i m a system of internal accounting
control and that alternatively greater reliance must be placed on survelliance by management

This repon is intended solely for the information and use of the Board of Directors, management, the SEC,
Philadelphia Stock Exchange, NASD and other regulatory agencies, thatI 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 these specified parties.

3;,@ " jL,Juw con -wr

Lerner & Sipkin, CPAs, LLP
Certified Public Accountants (N.Y.)

New York, NY
February 22, 2007
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