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Report of Independent Registered Public Accounting Firm

The Board of Managers
Leerink Swann LLC

We have audited the accompanying statement of financial condition of Leerink Swann LLC (the
Company) as of December 31, 2008. This statement of financial condition is the responsibility of
the Company’s management. Our responsibility is to express an opinion on this statement of
financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the statement of financial condition is free of material misstatement. We were not
engaged to perform an audit of the Company’s internal control over financial reporting. Our
audit included consideration of internal control over financial reporting as a basis for designing
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 also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the statement of financial condition,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall statement of financial condition presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition, referred to above presents fairly, in all
material respects, the financial position of Leerink Swann LLC at December 31, 2008, in
conformity with U.S. generally accepted accounting principles.

E reso —v%y P

ERNST & YOUNG LLP

February 26, 2009

A member firm of Ernst & Young Global Limited



Leerink Swann LLC

Statement of Financial Condition

December 31, 2008

Assets

Cash and cash equivalents

Deposits with clearing organizations

Receivable from clearing organizations

Receivable from customers

Notes receivable from employees, net of reserve of $1,051,963 and
accumulated amortization of $2,024,703

Derivative instruments, at fair value

Marketable securities, at fair value

Non-marketable securities, at fair value

Prepaid expenses

Furniture, equipment, and leasehold improvements, net

Goodwill

Total assets

Liabilities and member’s equity
Liabilities:
Securities sold, not yet purchased, at fair value
Accrued compensation, employee benefits and payroll taxes
Accounts payable and accrued expenses
Deferred rent
Note payable
Payable to clearing organizations

Commitments and contingencies

Member’s equity
Total liabilities and member’s equity

$56,959,626
250,133
558,491
6,424,223

1,176,526
7,730
4,541,819
4,462,752
1,266,754
2,247,761
623,026

$78,518,841

$ 3,867,950
22,204,366
5,687,838
506,618
138,000
54,001

32,458,773

46,060,068

$78,518,841

The accompanying notes are integral part of this statement of financial condition.



Leerink Swann LLC

Notes to Statement of Financial Condition

December 31, 2008

1. Organization and Nature of Business

Leerink Swann LLC (the Company) is registered with the Securities and Exchange Commission
(SEC) as a securities broker/dealer under Section 15(b) of the Securities Exchange Act of 1934,
and is a member of the Financial Industry Regulatory Authority (FINRA). The Company is a
wholly-owned subsidiary of Leerink Swann Holdings LLC (Holdings or Parent), which was
formed September 7, 2007.

The Company, formerly known as Leerink Swann & Co., was a wholly-owned subsidiary of
Leerink Swann Massachusetts Business Trust (Trust) until the formation of Holdings, at which
time, Trust contributed (at book value) its interest in the Company for a majority stake in
Holdings. The remaining ownership of Holdings is held by outside investors.

As a non-clearing broker, all customer transactions are cleared on a fully disclosed basis through
an unrelated third-party clearing firm, which is also a registered broker/dealer.

2. Significant Accounting Policies
Use of Estimates

The preparation of a statement of financial condition in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the
amounts reported in the statement of financial condition and accompanying notes. Actual
amounts could differ from those estimates.

Cash and Cash Equivalents

The Company has defined cash equivalents as liquid investments, with original maturities of less
than ninety days, that are not held for sale in the ordinary course of business.

Deposits with Clearing Organizations

Cash and securities are kept on deposit with various clearing organizations, and represent the
minimum balance required to be maintained in order to utilize various clearing brokers. This
balance is subject to withdrawal restrictions such that the Company would be prohibited from
doing business with the clearing brokers if the minimum cash balance on deposit is not
maintained.



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)
Securities

Marketable securities are carried at fair value based upon quoted market prices. At December 31,
2008, all marketable securities owned were equity securities.

Non-marketable securities are recorded at fair value and consist of investments in two hedge
funds and equity positions in several private companies, some of which are in the early stages of
development. The fair value of the investments in hedge funds is equal to the Company’s pro
rata interest in the net assets of each hedge fund, the fair value of which is supplied by the hedge
fund manager to the Company on a monthly basis. The fair value of a hedge fund investment is
reviewed by the Company in accordance with its internal investment policy based upon its
knowledge of the hedge fund’s investment strategy and current market conditions. The Company
may liquidate its position in the hedge funds at the fair value indicated on the most recent
monthly statement provided by the hedge manager with a minimum of 30-day notice. The fair
value of the equity investments in the private companies is determined by management after
considering all available market information and its knowledge of the companies, which may
include information provided by third parties familiar with such financial instruments. In all
cases, the Company values its investments in non-marketable securities based upon reasonably
available relevant information as it considers material. Because of the inherent uncertainty of any
valuation in non-publicly traded funds or companies, the fair value ascribed to such investments
may differ significantly from the values that would have been used had a ready market for the
investments held by the Company been available.

Derivative Instruments

Derivative financial instruments held by the Company consist of warrants to purchase stock of
public companies. Derivative financial instruments are recorded at fair value, which is
determined using the Black-Scholes model, as the fair value of the warrants is not available
through published sources. The Company may discount the estimated value of the warrants
calculated using the Black-Scholes model based on considerations for liquidity, SEC registration,
volatility, and lack of substantial operating history of these companies. As of December 31,
2008, derivative instruments consisted of warrants from one public company. -

Notes Receivable from Employees and Advances to Employees

Notes receivable from employees represent loans to brokers in anticipation of their continued
employment, and generation of commission revenue in accordance with each specific agreement.
The notes are not collateralized and will be forgiven at some future date. Certain loans provide
for interest at a fair market rate and are presented as notes receivable. Loans or draws not



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)

supported by notes and interest are included as advances to employees. The notes and advances
are amortized over time, and the amortization is included in compensation expense. The
Company establishes a bad debt reserve for notes and advances to employees when collection is
considered by management to be doubtful, primarily in cases when the employee has left the
Company before the note or advance had been fully amortized.

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements are carried at cost less accumulated
depreciation and amortization. Depreciation is recorded on a straight-line basis over the
estimated useful lives of the assets ranging from three to seven years for furniture and computers.
Leasehold improvements are amortized over the remaining lease term.

Goodwill

Goodwill is not amortized, but is reviewed for impairment on at least an annual basis, or more
frequently when circumstances indicate impairment could exist. An impairment loss is
recognized if the estimated fair value of the Company is less than its book value, and is recorded
in the statement of income for that period.

The Company completed its annual evaluation of goodwill as of December 31, 2008 and
determined that no impairment charge was required. Subsequent to December 31, 2008, no"
-events have occurred, or circumstances have changed that would reduce the fair value of
goodwill below its carrying value.

Securities Transactions and Commissions

Securities transactions and the related revenue and expenses, including commission revenue and
expenses, are recorded on a trade date basis, net of capital commitments. Customers’ securities
transactions are recorded on a settlement date basis on the records of the clearing broker.

Corporate Finance Fees

Corporate finance fees include gains, losses, and fees, net of syndicate expenses, arising from
securities offerings in which the Company acts as an underwriter or agent. Corporate finance
fees also include fees earned from providing merger-and-acquisition and financial restructuring
advisory services. Corporate finance fees are recorded on offering date, sales concessions on
settlement date, and underwriting fees at the time the underwriting is completed and the income
is reasonably determinable.



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)
Corporate Consulting Fees

Revenues for corporate consulting fees are recorded as earned over the life of the contract.

Deferred Rent

Minimum lease payments are expensed ratably over the term of the lease. When a lease contains
a predetermined fixed escalation of the minimum lease payments, the related rent expense is
recognized on a straight-line basis, and the difference between cash paid and rent expense is
recorded as deferred rent. Lease incentives are deferred and amortized as a reduction to rent
expense over the term of the lease, on a straight-line basis.

Securities Sold, Not Yet Purchased, at Fair Value

Securities sold, not yet purchased, represent obligations of the Company to deliver specified
securities at contracted prices, and thereby, create a liability to purchase the security in the
market at prevailing prices. Such securities are recorded as liabilities in the statement of financial
condition at fair value. The Company’s investments in securities and amounts due from brokers
are partially restricted until the Company satisfies the obligation to deliver securities sold, but
not yet purchased.

Share-Based Compensation

The Company records the cost associated with share-based compensation in accordance with
Statement of Financial Accounting Standards (SFAS) No. 123 (revised 2004), Share-Based
Payment, which requires that the fair value of the share-based payment be determined as of the
grant date. The fair value as of the grant date, or cost of the award, is recognized over the period
during which an employee is required to provide service in exchange for the award, referred to as
the requisite service period (usually the vesting period). No compensation cost is recognized for
equity instruments for which employees do not render the requisite service. If vesting is based
solely on one or more service, market, or performance conditions, any previously recognized
compensation cost is reversed if the award does not vest (that is, the requisite service is not
rendered). This would include instances when previously issued awards are forfeited by the

employee.
Income Taxes

The Company is a partnership for federal income tax purposes, and as such, is not subject to
federal income tax. All income tax consequences resulting from the operations of the Company
are reported on the partner’s income tax return.



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)

Recent Accounting Pronouncements

In April 2008, the Financial Accounting Standards Board (FASB) issued FSP SFAS 142-3,
Determination of the Useful Life of Intangible Assets. FSP SFAS 142-3 eliminates the
requirement of SFAS No. 142, Goodwill and Other Intangible Assets, that an entity consider,
when determining the useful life of an acquired intangible asset, whether the intangible asset can
be renewed without substantial cost or material modifications to the existing terms and
conditions associated with the intangible asset. Instead, the FSP SFAS 142-3 replaces the above-
described useful life assessment criteria with a requirement that an entity consider its own
experience in renewing similar arrangements. If the entity has no relevant experience, it would
consider market participant assumptions regarding renewal. The provisions of FSP SFAS 142-3
are effective beginning January 1, 2009. The Company is currently evaluating the potential
impact of adoption of the provisions of FSP SFAS 142-3 on its financial condition.

In December 2007, the FASB issued SFAS No. 141(R) (revised 2007), Business Combinations.
SFAS No. 141(R) will significantly change the accounting for business combinations in a
number of areas. Specifically, contingent consideration and acquired contingencies must be
recorded at fair value on the acquisition date, with subsequent changes in fair value generally
recognized in current earnings. In addition, acquisition costs and most restructuring costs will be
expensed as incurred. The provisions of SFAS 141(R) are effective prospectively beginning
January 1, 2009 for business combinations completed after that date. The Company’s adoption of
the standard may have a significant impact on goodwill recorded in connection with future

acquisitions.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets
and Financial Liabilities, which provides companies with an option to report selected financial
assets and liabilities at fair value. The standard’s objective is to reduce both the complexity in
accounting for financial instruments and the volatility in earnings caused by measuring related
assets and liabilities differently. SFAS No. 159 also establishes presentation and disclosure
requirements designed to facilitate comparisons between companies that choose different
measurement attributes for similar types of assets and liabilities. This statement is effective for
fiscal years beginning afier November 15, 2007. The Company elected not to adopt the
provisions of this statement.



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

3. Fair Value of Financial Instruments

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines
fair value, establishes a framework for measuring fair value in conformity with GAAP, and
expands disclosures about fair value measurements. The new standard defines fair value as the
exchange price that would be received for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for an asset or liability in an orderly transaction
between market participants on the measurement date.

Effective January 1, 2008, the Company adopted the provisions of SFAS No. 157. SFAS No. 157
establishes a three-level fair value hierarchy that prioritizes the inputs to valuation techniques
used to measure fair value. The three levels of inputs used to measure fair value are described
below:

Level 1 — Financial assets and liabilities whose values are based on unadjusted quoted prices for
identical assets or liabilities in an active market. Examples of Level 1 financial instruments
include active exchange-traded equity securities.

Level 2 — Financial assets and liabilities whose values are based on quoted prices for similar
assets and liabilities in active markets, and inputs that are observable for the asset or liability,
either directly or indirectly, for substantially the full term of the asset or liability. Level 2 inputs
include:

(a) Quoted prices for similar assets or liabilities in active markets;
(b) Quoted prices for identical or similar assets or liabilities in non-active markets;

(c) Pricing models whose inputs are observable for substantially the full term of the asset
or liability; and

(d) Pricing models whose inputs are derived principally from or corroborated by
observable market information through correlation or other means for substantially the
full term of the asset or liability.

Level 3 — Financial assets and liabilities whose values are based on prices or valuation techniques
that require inputs that are both unobservable in the market and significant to the overall fair
value measurement. These inputs reflect management’s judgment about the assumptions that a
market participant would use in pricing the asset or liability, and are based on the best available
information, some of which is internally developed.

This hierarchy requires the Company to use observable market data, when available, and to
minimize the use of unobservable inputs when determining fair value.



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

3. Fair Value of Financial Instruments (continued)

The following table presents information about the Company’s financial assets and liabilities
carried at fair value in the statement of financial condition as of December 31, 2008:

Fair Value Measurements on a Recurring Basis

Level 1 Level 2 Level 3 Total

Assets

Financial instruments owned: :
U.S. Treasury $ 25,000 $§ - $ - $ 25,000
Equities 1,710,957 - 2,033,789 3,744,746
Mutual fund 2,830,862 - - 2,830,862
Hedge funds - - 2,428,963 2,428,963 .
Derivatives - 7,730 — 7,730
Totals $4,566,819 $7,730 $4.462,752 $9,037,301

Level 1 Level 2 Level 3 Total
Liabilities
Securities sold, not yet
purchased:

Equities $3,867,950 $ — $ - $3,867,950
Totals $3,867,950 $ - $ - $3,867,950

4. Securities Owned and Sold, Not Yet Purchased

Marketable securities owned and sold, not yet purchased, consisted of the following trading and
investment securities at estimated fair values:

Sold,
Not Yet
Owned Purchased
Equities $1,710,957 $3,867,950
Mutual funds 2,830,862 -
Fair value at December 31, 2008 $4,541,819 $3,867,950

Securities that are not readily marketable include investment securities (a) for which there is no
market on a securities exchange or no independent publicly quoted market, (b) that cannot be
publicly offered or sold unless registration has been effected under the Securities Act of 1933, or
(c) that cannot be offered or sold because of other arrangements, restrictions, or conditions
applicable to the securities or the Company.



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

4. Securities Owned and Sold, Not Yet Purchased (continued)

At December 31, 2008, securities that are not readily marketable, carried at estimated fair values,
consisted of the following:

Equities $2,033,789
Hedge funds 2,428,963
Estimated fair value at December 31, 2008 $4,462,752

5. Furniture, Equipment, and Leasehold Improvements

At December 31, 2008, furniture, equipment, and leasehold improvements; summarized by major
classification, were as follows:

Furniture $ 656,779
Equipment 2,701,151
Leasehold improvements 3,850,821
7,208,751
Less: accumulated depreciation (4,960,990)
$ 2,247,761
6. Note Payable

The Company entered into an agreement with a third party to provide funding to the Company
through a deferred compensation arrangement, structured as a note in the amount of $138,000.
The third party served as a trustee of the Trust and a manager of the Company. The Company
recorded the liability as the Trust disbursed the amount of the note, in cash, to the Company. The
agreement provides that no principal repayment is required until 2012, and the note bears interest

at a rate of 7%.

7. Subordinated Borrowings

Subordinated borrowings are available in computing net capital under the SEC’s uniform net
capital rule. To the extent that such borrowings are required for the Company’s continued
compliance with minimum net capital requirements, they may not be repaid. As of December 31,
2008, there were no subordinated borrowings.

10



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

8. Line of Credit

On July 23, 2008, the Company entered into a subordinated revolving credit agreement with the
Bank of New York Mellon (the Lender) in 2008. The Company has requested that the Lender
make loans to the Company in an aggregate principal amount not exceeding $10,000,000 to
provide regulatory capital to support the general securities business of the Company as
contemplated in Rule 15¢3-1 under the Securities Exchange Act of 1934. The principal balance
of the loan bears interest at an annual rate of Applicable Rate plus 2.00%, after, as well as before,
judgment, and all other amounts owing under the Loan Documents that are not paid when due,
shall bear interest, after as well as before judgment, at a rate per annum equal to the Alternate
Base Rate plus 2.00%. Accrued and unpaid interest on the outstanding balance shall be payable
in arrears on the maturity date. The Company shall pay to the Lender on the Closing Date a fee
(the Facility Fee) equal to 1.00% of the amount of the commitment. As of December 31, 2008,
there was no outstanding balance.

9. Distributions to Shareholders

The Company may make annual distributions to shareholders based on the previous year’s
taxable income. During 2008, the Company made a capital tax distribution of $12,973,500 to

shareholders.
10. Employee Share-Based Compensation and Benefit Plans

Share-Based Compensation Plans

The Company’s employees participate in various share-based compensation plans sponsored by
its Parent and the Trust. During 2008, employees were granted share-based awards associated
with these plans, which grade vest over a three-year period, with a fair value of $12,170,651 at

grant date.

Defined Contribution Plan
The Company maintains a qualified defined contribution proﬁtvsharing plan for essentially all

full-time employees under which the Company makes a contribution out of available profits.
This plan allows employees to reduce their salary under Internal Revenue Code section 401(k).

11



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

10. Employee Share-Based Compensation and Benefit Plans (continued)

Deferred Compensation Plan

Effective December 31, 2005, the Company implemented a deferred compensation plan. This is
a non-qualified plan under Internal Revenue Code Section 401(k). This plan requires employees
that exceed certain compensation levels to defer a portion of their compensation into the plan.
The value of assets contributed to the plan by the Company was $3,831,636 as of December 31,
2008. These assets are included in both marketable and non-marketable securities in the
statement of financial condition.

11. Concentration of Credit Risk

The Company occasionally maintains deposits in excess of federally insured limits. The majority
of the Company’s income is derived through commissions paid by customers on transactions
executed through Pershing Corporation (Pershing). The Company maintains its temporary cash
investments with high credit quality financial institutions. Customer commissions receivable

from Pershing are available to the Company daily.
12. Commitments and Contingencies

The Company leases office facilities and equipment under various non-cancelable operating
leases. The leases for the office space requires minimum annual rental payments and clauses for

operating costs adjustments.

Future minimum aggregate annual rental commitments under these non-cancelable leases for the
years ending December 31 are as follows:

2009 $3,857,546

2010 2,846,636
2011 1,128,234
2012 394,815
Thereafter 98,223

$8,325,454

The Company has been named as a defendant in various legal actions arising from its normal
business activities in which varying amounts are claimed. Although the amount of any ultimate
liability with respect to those matters cannot be determined, in management’s opinion, based
upon the opinions of counsel, any such liability will not have a material impact on the
Company’s financial position or results of operations.

12



Leerink Swann LLC

Notes to Statement of Financial Condition (continued)

13. Net Capital Requirements

The Company is subject to the Uniform Net Capital requirements of the SEC under Rule 15¢3-1.
The SEC requirements also provide that equity capital may not be withdrawn or cash dividends
paid if certain minimum net capital requirements are not met. At December 31, 2008, the
Company had net capital of $44,154,072, which was $43,286,572 in excess of the amount
required to be maintained at that date. Under the clearing arrangement with the clearing broker,
the Company is required to maintain certain minimum levels of net capital and comply with
other financial ratio requirements. At December 31, 2008, the Company was in compliance with
all such requirements. _

13



Ernst & Young LLP

Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in assurance,
tax, transaction and advisory services.
Worldwide, our 130,000 people are united

by our shared values and an unwavering
commitment to quality. We make a difference
by helping our people, our clients and our wider
communities achieve potential.

WWW.ey.com




—

)

C Mail Processing
SE Section

APR -9 2008

Washington, DC
110

/

STATEMENT OF FINANCIAL CONDITION

Leerink Swann LLC
December 31, 2008
Report of Independent Registered Public Accounting Firm

»

Ernst & Young LLP

Ell ERNST & YOUNG



