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OATH OR AFFIRMATION
1, William W. Baker , swear (or affirm) that, to the best of
my knowledge and belief, the accompanying financial statements and supporting schedules pertaining to the firm of
GARP Research & Securities Company , as
of December 31 ,20__07 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

"

y/f—

Signature

/AJJ/JM‘/’

Title

| Contypigd e . .
Notary Public ;%II"'L.S ?/6’/20/0 ) )

his report** contains (check all applicable boxes): -

(a) Facing page. : S

(b} Statement of Financial Condition.

{c) Statement of Income (Loss).

{d} Statement of Cash Flows.

(e} Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

{f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

{g) Computation of Net Capital.

(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.

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

(I} An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

._]

OO O DRHEEEENENFEE

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

{
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
GARP Research & Securities Company

We have audited the accompanying statement of financial condition of GARP Research & Securities
Company (the Company) as of December 31, 2007, and the related statements of income, changes in
stockholder’s equity, changes in liabilities subordinated to claims of general creditors, and cash flows for
the year then ended 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 1s to
express an opinion on these financial staterments 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 consideration of
internal control over financial reporting as a basis for desigmng audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. 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 present fairly, in all material respects, the financial
position of GARP Research & Securities Company as of December 31, 2007, and the results of its
operations and its cash flows for the year then ended 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 on pages 9 and 10 is presented for purposes of additional analysis and i1s
not a required part of the basic financial statements, but i1s supplementary information required by
rule 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

At F BUT { itz LLE

Hunt Valley, Maryland
February 25, 2008




GARP RESEARCH & SECURITIES COMPANY
STATEMENT OF FINANCIAL CONDITION
December 31, 2007

ASSETS
Cash at bank
Commussions receivable
Subscriptions recetvable
Prepaid expenses
Due from affiliate
Leasehold improvements, net

Total assets

LIABILITIES
Accounts payable and accrued expenses
Deferred lease incentive
Deferred revenue
Lease termination liability

Total liabilities

STOCKHOLDER’S EQUITY
Common stock — $1 par value;
1,000 shares authorized; 100
shares issued and outstanding
Additional paid-in capital
Retained earnings (deficit)

Total stockholder’s equity
Total liabihties and stockholder’s equity

See accompanying notes.

-

$ 865,350
51,756
170,061
101,781
41,255
169,958

400,161

$ 206,206
118,442
49,947
29,818

404413

100
1,139,900
(144,252)

995,748
$1,400,161



GARP RESEARCH & SECURITIES COMPANY

STATEMENT OF INCOME
For the Year Ended December 31, 2007

REVENUE
Commissions
Subscription fees

Other
Interest

Total revenue

EXPENSES
Clearing expenses
Payroll and related expenses
Employee benefits
Insurance
Professional fees
Dues and subscriptions

Travel

Lease termination

Rent

Communications

Reguiatory fees and expenses
Interest expense

Other expenses

Total expenses

NET INCOME

See accompanying notes.

-

$1,019,519
1211,177
35,004
12,687

2,278,387

116,417
1,076,333
120,664
6,254
81,599
48,452
76,514
37,667
51,651
48,391
2,098
2,853
60,944

1,729,837
$ 548,550




GARP RESEARCH & SECURITIES COMPANY
STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY
For the Year Ended December 31, 2007

Additional Retained
Common Paid-in Earnings
Stock Capital (Deficit)
Balances at
December 31, 2006 $ 100 $ 939,900 $(692,802)
Net income for the year
Ended December 31, 2007 0 0 548,550
Capital contributions 0 200,000 0
Balances at
December 31, 2007 $100 $1.139.900 144,252

STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF GENERAL CREDITORS
For the Year Ended December 31, 2007

Balance at December 31, 2006 $ 0
Increase (decrease) 0
Balance at December 31, 2007 $§ 0

See accompanying notes.

4-

Total

$247,198

548,550
200,000

$995,748



GARP RESEARCH & SECURITIES COMPANY

STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2007

Cash flows provided by operating activities
Net income
Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation expense
Amortization of deferred lease incentive
Increase in commissions and subscriptions receivable
Increase in prepaid expenses
Increase in due from affiliate
Increase in accounts payable and accrued expenses
Increase in deferred revenue
Increase in lease termination liability

Net cash provided by operating activities

Cash flows used in investing activities
Acquisition of leasehold improvements

Net cash used in investing activities

Cash flows provided by financing activities
Capital contnibutions from stockholder

Net cash provided by financing activities
Net increase in cash
Cash at beginning of year

Cash at end of year
Supplemental Disclosure of Cash Flow Information
Cash paid during the year for interest

Supplemental Schedule of Noncash Investing and Financing Activities
Leasehold improvements acquired through tenant improvement allowance

See accompanying notes.

-5

$ 548,550

9,169
(6,180)
(139,581)
(53,515)
(6,767)
22,253
49,947
29818

453.694

(54.505)
(54,505)

200,000
200,000
599,189
266.161

$ 865,350

$ 2,853

$ 124,622



Note 1.

Note 2.

GARP RESEARCH & SECURITIES COMPANY
NOTES TO FINANCIAL STATEMENTS
December 31, 2007

ORGANIZATION

GARP Rescarch & Securities Company (the “Company’) was incorporated on December 11, 2002, under
the laws of the state of Delaware and commenced operations on July 24, 2003. The Company is a broker
and dealer in securities registered with and regulated by the United States Securities and Exchange
Commission (SEC) and is a member of the Financial Industry Regulatory Authority (FINRA), formerly the
National Association of Securities Dealers, Inc. (NASD). The Company does not hald funds or securities
for customers and does not carry accounts of or for customers, but places customer orders through the
clearing broker. All transactions and accounts are carried on a “fully disclosed basis” with the clearing
division of a recognized national broker/dealer who serves as the clearing broker. As such, the Company
operates under the (k)(2)(ii) exempt provision of SEC Rule 15¢3-3.

In addition to its activities as a broker and dealer, the Company provides investment research to its
customers for a subscription fee. These investment research services were provided in prior years by an
affiliate of the Company.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.  Method of Reporting

The Company’s financial statements are presented in conformity with accounting principles
generally accepted in the United States of America, which require the use of certain estimates made
by the Company’s management. Commission revenue and related clearing expenses are recognized
on a trade date basis.

B. Income Taxes

The Company has filed a Subchapter S election for U.S. and applicable state income tax purposes,
and thus no income tax expense has been recorded in the financial statements. Income from the
Company is taxed to the stockholder in his individual return. The Company prepares U.S. and state
information tax returns, and reports to the stockholder the Company’s income and expenses.

Effective January 1, 2007, the Company adopted Financial Accounting Standards Board
Interpretation No. 48 (FIN 48) entitled “Accounting For Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109.” FIN 48 prescribes the minimum recognition threshold a
tax position must meet in connection with accounting for uncertainties in income tax positions taken
or expecied to be taken by an entity before being measured and recognized in the financial
statements. The adoption of FIN 48 had no impact on the Company’s financial statements.

C.  Leasehold improvements and depreciation

Leasehold improvements are recorded at cost. Expenditures for repairs and maintenance are charged
to expense as incurred. The cost of leaschold improvements is depreciated using the straight-line
method over the lesser of the lease term (including renewal option) or their estimated useful lives.
Accumulated depreciation at December 31, 2007 was $9,169. Depreciation expense for the year
ended December 31, 2007 was $9,169.



Note 2.

Note 3.

Note 4.

Note 5.

Note 6.

Note 7.

GARP RESEARCH & SECURITIES COMPANY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D.  Revenue recognition

Subscription fee revenue is recognized ratably over the course of the subscription period. The
Company records deferred revenue for amounts paid for subscriptions relating to future penods.

RELATED PARTY TRANSACTIONS

The Company has an expense sharing agreement with an affiliate, with which it shares office facilities.
Under the terms of this agreement, the Company was allocated 75% of certain expenses paid by the
affiliate. Such expenses allocated from the affiliate totaled $19,222 and are included in travel and other
expenses in the accompanying statement of income. In addition, the Company allocated 25% of certain
expenses it paid to this same affiliate. Expenses allocated to the affiliate totaled $458,302, and consisted
primarily of payroll and related expenses. As of December 31, 2007, there was a receivable of $41,255
from the affiliate for allocated expenses not yet reimbursed.

AGREEMENT WITH CLEARING BROKER

The Company has entered into an agreement with a clearing broker which requires the maintenance of a
minimum net capital of $50,000, and a ratio of aggregate indebtedness to net capital not to exceed 10 to 1.
At December 31, 2007, the Company was in compliance with the terms of the agreement’s net capital and
ratio requirements.

CREDIT RISK

The Company has cash and cash equivalents on deposit with one financial institution. In the event of
the financial institution’s insolvency, recovery of Company assets on deposit may be limited to account
msurance or other protection afforded such deposits.

NET CAPITAL

Pursuant to the net capital provisions of rule 15¢3-1 of the Securities Exchange Act of 1934, the Company
is required to maintain both minimum net capital, as defined under such provisions, and a ratio of
aggregate indebtedness to net capital not to exceed 15 to 1. At December 31, 2007, the Company has net
capital of $626,135, which is $607,071 in excess of its required net capital of §19,064. The Company’s
percentage of aggregate indebtedness to net capital 15 46%.

OPERATING LEASE COMMITMENTS

The Company has various operating lease agreements for its operations. The lease for the Company’s
Nebraska office space commenced on January 1, 2007 and expired December 31, 2007. The lease was
renewed for an additional year through December 31, 2008. The monthly rent is $750.



Note 7.

Note &.

Note 9.

GARP RESEARCH & SECURITIES COMPANY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2007

OPERATING LEASE COMMITMENTS (CONTINUED)

In March 2005, the Company became obligated under a noncancelable lease for its Towson, Maryland
office space. Effective July 1, 2007, the Company terminated the lease and incurred lease termination
expenses. These expenses primarily represent rent through the remainder of the lease term or until the
space is leased to a new tenant, whichever is earlier. For the year ended December 31, 2007 lease
termination expenses amounted to $37,667, which is net of $12,556 allocated to an affiliate (see Note 3).
As of December 31, 2007, the lease termination liability was $29,818,

In January 2007, the Company entered into a non-cancelable operating lease for office space in Baltimore,
Maryland. The commencement date of the lease term was July I, 2007. The monthly base rent shall be
increased by an amount equal to three percent annually beginning with the second year and each
successive year thereafler during the term of the lease. The lease may be extended for one additional term
of five years.

Under the terms of the Baltimore lease, the landlord provided a tenant improvement allowance of $23 per
square foot. As a result, the landlord paid for $124,622 of leasehold improvements in 2007 on behalf of
the Company. This amount has been included in leasehold improvements in the accompanying balance
sheet, with a corresponding entry to a deferred lease incentive liability. The deferred lease incentive is
being amortized as a reduction to rent expense over the lease term (including renewal option).

The minimum rental payments due under these operating leases are as follows:

2008 $147,226
2009 142372
2010 146,646
2011 151,041
2012 89.950

$677,235

Total rent expense on these leases was $51,651 for the year ended December 31, 2007. This amount is net
of $19,277 allocated to an affiliate (see Note 3.).

EMPLOYEE BENEFIT PLAN

The Company began contributing to a qualified 401(k) plan, effective January 10, 2005, coverning all
eligible employees, as defined in the plan document. The employees may make elective contributions of
up to 15% of compensation and the Company will make matching contributions equal to 100% of the first
3% and 50% of the next 2% of the employee’s elective deferrals. Contributions charged to expense were
$40,084 for the year ended December 31, 2007.

INDEMNIFICATIONS

In the normal course of business, the Company enters into contracts and agreements that contain a variety
of representations 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 yet occurred. The Company expects the risk of any future obligation
under these indemnifications to be remaote.

-8-
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GARP RESEARCH & SECURITIES COMPANY
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

December 31, 2007

Total stockholder’s equity $ 995,748
Add subordinated notes allowable in computation of net capital 0
Deduct items not allowable for net capital

Non-allowable assets (364,613)

Fidelity Bond {(5.000)
Net capital $ 626,135
Minimum net capital required — 6 2/3% of aggregate indebtedness § 19.064

(Note 1, below)
Minimum regulatory dollar net capital requirement $ 5,000
Net capital shown above $ 626,135
Minimum net capital requirement 19,064
Excess net capital $ 607,071
Total aggregate indebtedness $ 285971
Percentage of aggregate indebtedness to net capital 46.00%

Statement Pursuant to Paragraph (d) of Rule 17a-5:

The computation of net capital and required net capital stated above, agrees with the GARP Research &
Securities Company computation of net capital and required net capital from the December 31, 2007
Unaudited Financial and Operational Combined Uniform Single Report (FOCUS 11A) filed on January 23,
2008.

Note 1 — Computation of Aggregate Indebtedness

Total aggregate indebtedness at December 31, 2007 is as follows:

Total liabilities $404,413
Less deferred lease incentive liability (118,442)
Less indebtedness subordinated to the claims of general

creditors pursuant to satisfactory subordination agreements 0
Aggregate indebtedness 285,971



GARP RESEARCH & SECURITIES COMPANY
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS UNDER
RULE 15¢3-3 AND INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3
December 31, 2007

The Company does not file information in accordance with Rule 15¢3-3 as it is an introducing broker which
clears all ransactions with and for customers on a fully disclosed basis with a clearing broker/dealer. Therefore,
GARP Research & Securities Company claims the k(2) (i) exemptions in relation to Rule 15¢3-3.

-10-
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INDEPENDENT AUDITOR’S REPORT ON
INTERNAL CONTROL
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Board of Directors
GARP Research & Securities Company

In planning and performing our audit of the financial statements of GARP Research & Secunties Company (the
Company), as of and for the year ended December 31, 2007 in accordance with auditing standards generally accepted
in the United States of America, we considered the Company’s internal control over financial reporting (internal
control) 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 internal control.
Accordingly, we express no such 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 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 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 secunties examinations, counts, verifications, and compansons and recordation of
differences required by rule 17a-13

2. Complying with the requitements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Govemors 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 fulfilling this responsibility, estimates and
Jjudgments 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) hsts additional objectives of the practices and procedures lisied 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 nisk that
they may become inadequate because of changes in conditions or that the effectiveness of their design and operation
may deteriorate.

-11-



GARP Research & Securities Company

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 control deficiencies,
that adversely affects the entity’s ability to initiate, authonze, 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 results in
more than a remote likelihood that 2 material misstatement of the financial statements will not be prevented
or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs
and would not necessarily identify all deficiencies in internal 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. However, we identified certain deficiencies in
internal control that we consider to be significant deficiencies, and communicated them in writing to
management and those charged with governance on February 25, 2008.

We understand that the 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 study, we
believe that the Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2007, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, the
Financial Industry Regulatory Authority, Inc., and other regulatory agencies that rely on rule 17a-5(g) under the

Secunties 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.

At F BMT S Asssit, LLC

Hunt Valley, Maryland
February 25, 2008
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