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OATH OR AFFIRMATION

Eric Bosshard swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Cleveland Research Company LLC as

of December 31 2008 are true and correct further swear or affirm that

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

c1aified solely as that of customer except as follows

Signature

PPJRICK KOLOZVARY
CEO

NOTARY PUBLIC STATE OF OHIO Title

---
NoPry

Publij

This report
contains check all applicable boxes

Lxi Facing Page
lxi Statement of Financial Condition

lxi Statement of Income Loss
lxi Statement of Changes in Financial Condition

lxi Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

lxi Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

lxi Information Relating to the Possession or Control Requirements Under Rule 5c3-3

lxi Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 5c3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 5c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

An Oath or Affirmation

in copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date of the previous audit

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e3
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Independent Auditors Report
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Registered with the Public Company Accounting Oversight Board

MEMBERS
CLEVELAND RESEARCH COMPANY LLC

We have audited the accompanying statement of financial condition of Cleveland

Research Company LLC the Company as of December 31 2008 and the related statements

of income changes in members equity 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 Companys management Our responsibility is to

express an opinion on these financial statements 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 examining on 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 reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material

respects the financial position of Cleveland Research Company LLC as of December 31

2008 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 whole The information contained in Schedules II and Ill is presented

for purposes of additional analysis and is not required part of the basic financial statements

but is supplementary information required by Rule 7a-5 of the Securities Exchange Act of

1934 Such information has been subjected to the auditing procedures applied in our audit of

the basic financial statements and in our opinion is fairly stated in all material respects in

relation to the financial statements taken as whole

February 25 2009

Westlake Ohio

anndependent membe of

BAKER TILLY

INTRNATIONAL



CLEVELAND RESEARCH COMPANY LLC PAGE

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2008

ASSETS

Cash and cash equivalents 13729320
Accounts receivable Trade

1542595
Accounts receivable Other

7749
Prepaid expenses 163397
Property and equipment Net

238190
Deposits 14469

15.695j2Q

LIABILITIES AND MEMBERS EQUITY

Accounts payable and accrued expenses 152074
Accounts payable Affiliate

135000
Commissions payable 3429974
Distributions payable 1697699
Accrued other 50170

5464917

Commitments

Members equity 10230803

j20

The accompanying notes are an integral part of these financial statements
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STATEMENT OF INCOME

YEAR ENDED DECEMBER 31 2008

Revenue

Soft dollar revenue $29131494
Commission income 6457621

35589115

Expenses
Commissions 16159440

Clearing fee 469657

Management fee 135000

Salaries 3637540

Payroll taxes 640887

Employee benefits 437515

401k match 126043

Travel and entertainment 1362620
Office rent and utilities 287871

Operations services 323867

Professional fees 182208

Telephone 155800

Office supplies 117606

FINRA registration fees 107427

Subscriptions and dues 49613

Conference fees 41946

Equipment rental and maintenance 19826

Depreciation 85583

Legal 11509

Training 15853

Insurance 3414

Postage and freight 16230

Other 65689

Total expenses 24453144

Income from operations 11135971

Other income expense
Interest income 193024

Loss on disposal of fixed assets 4479
City income taxes 147246

Total other income 41299

Net income 11.177270

The accompanying notes are an integral part of these financial statements
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STATEMENT OF CHANGES IN MEMBERS EQUITY

YEAR ENDED DECEMBER 31 2008

Voting Non-Voting

Class Class Total

BALANCE JANUARY 2008 4098079 1304029 5402108

NET INCOME 7729001 3448270 11177271

CONTRIBUTIONS 30000 30000

DISTRIBUTIONS 4725366 1653210 6378576

BALANCEDECEMBER 31 2008 71012j4 3129089 10.230803

The accompanying notes are an integral part of these financial statements
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STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31 2008

CASH FLOW PROVIDED FROM OPERATING ACTIVITIES

Net income $11177271

Adjustments to reconcile net income to

net cash provided by operating activities

Depreciation 85583

Loss on disposal of fixed assets 4479

Changes in operating assets and liabilities

Accounts receivable Trade 197336
Accounts receivable Other 27308

Prepaid expenses 79453
Deposits 400
Accounts payable and accrued expenses 76620

Accounts payable Affiliate 41000
Commissions payable 891181

Distributions payable 1352702
Deferred revenue 100000
Accrued other 13432

Net cash provided from operations 10504983

CASH FLOW USED IN INVESTING ACTIVITY

Purchases of property and equipment 9005

CASH FLOW USED IN FINANCING ACTIVITIES

Members capital contributions 30000
Distributions 6378576

6348576

NET INCREASE IN CASH AND CASH EQUIVALENTS 4147402

CASH AND CASH EQUIVALENTS BEGINNING OF YEAR 9581918

CASH AND CASH EQUIVALENTS END OF YEAR $13729320

SUPPLEMENTAL INFORMATION

City income taxes paid 147246

The accompanying notes are an integral part of these financial statements
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NOTES TO THE FINANCIAL STATEMENTS

ORGANIZATION AND NATURE OF BUSINESS

Cleveland Research Company LLC the Company was organized in the State of Ohio

and is an equity research firm that provides services to selected investment firms

located throughout the United States The Company is broker-dealer registered with

the Securities and Exchange Commission SEC Financial Industry Regulatory

Authority FINRA the State of Ohio and other states The Company shall continue

in perpetuity unless it is dissolved or terminated pursuant to its operating agreement

the Agreement or involuntarily pursuant to any regulatory action All voting interests

Class of the Company are owned by Cleveland Research Management Company
LLC the Parent

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Soft Dollar Revenue

The Company has soft dollar arrangements with its customers in which the customer will

buy research data and then the Company will wait for the customer to determine in

good faith the commission to be paid based on the value of the brokerage and

research services received The Company recognizes soft dollar revenue at the time it

is notified of the amount of soft dollars the customer is going to pay the Company

Commissions

Commissions and related clearing expenses are reported on trade date basis

Cash and Cash Equivalents

At December 31 2008 the Companys cash accounts which are substantially all held at

one bank exceeded the related amount of federal depository insurance The Company

has not experienced any loss in such accounts and believes it is not exposed to any

significant credit risk

The Company considers financial instruments with maturity of less than 90 days to be

cash equivalents

Accounts Receivable and Credit Policies

Accounts receivable are uncollateralized customer obligations due under normal trade

terms requiring payment upon receipt of invoice The Company does not accrue interest

on delinquent customer balances Accounts receivable are stated at the amount billed to

the customer Customer account balances with invoices dated over 30 days old are

considered delinquent Payments of accounts receivable are allocated to the specific

invoices identified on the customers remittance advice or if unspecified are applied to

the earliest unpaid invoices
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NOTES TO THE FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

Accounts Receivable and Credit Policies Continued

The carrying amount of accounts receivable is reduced by valuation allowance that

reflects managements best estimate of the amounts that will not be collected

Management individually reviews all accounts receivable balances that exceed 90 days

from the invoice date and based on an assessment of creditworthiness estimates the

portion if any of the balance that will not be collected Additionally management

estimates an allowance for the aggregate remaining accounts receivable based on

historical collectibility In the opinion of management at December 31 2008 all accounts

receivable were considered collectible and no allowance was necessary

Depreciation

Depreciation of property and equipment is provided by the use of the straight-line method

over the estimated useful lives of the assets which range from to years

Accounting Estimates

Management uses estimates and assumptions in preparing financial statements in

accordance with accounting principles generally accepted in the United States of

America Those estimates and assumptions affect the reported amounts of assets and

liabilities the disclosure of contingent assets and liabilities and the reported revenue

and expenses Actual results could vary from the estimates that were used

Concentration of Credit Risk

The Company is engaged in various trading and brokerage activities in which

counterparties primarily include broker-dealers banks and other financial institutions

In the event counterparties do not fulfill their obligations the Company may be

exposed to risk The risk of default depends on the creditworthiness of the counterparty

or issuer of the instrument It is the Companys policy to review as necessary the

credit standing of each counterparty

One customer comprised approximately 16% of revenue during the year ended December

31 2008 The same customer also comprised approximately 33% of the accounts

receivable balance at December 31 2008

Income Taxes

The Company is an Ohio limited liability company and has elected to be treated as

partnership for federal income tax purposes Under this election the taxable income

or loss is taxed directly to the members Accordingly the Company records no

provision for federal income taxes
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NOTES TO THE FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Continued

Income Taxes Continued

In June 2006 the Financial Accounting Standards Board FASB issued FASB

Interpretation No 48 FIN 48 Accounting for Uncertainty in Income Taxes that

requires the tax effects of certain tax positions to be recognized These tax positions

must meet more likely than not standard that based on their technical merits have

more than 50 percent likelihood of being sustained upon examination In accordance

with FASB FSP FIN 48-3 the Company has elected to defer the adoption of FIN 48

until 2009 FASB is presently preparing guidance for the adoption of FIN 48 for pass-

through entities Once this guidance is available management of the Company will

evaluate the impact if any that FIN 48 will have on the financial statements

PROPERTY AND EQUIPMENT

Property and equipment are recorded at cost and consist of the following at December 31
2008

Furniture and equipment 441978

Less Accumulated depreciation 203788

Property and equipment Net 238190

COMMITMENTS

The Company leases office space and office equipment under operating leases expiring

at various dates through May 2013

Minimum annual rents under these agreements as of December 31 2008 are as follows

Year ending December 31
2009 292742

2010 297153

2011 84507

2012 15420

2013 6425

$696241

The Company received an incentive on an office lease agreement with annual increases in

rent throughout its term The Company has deferred rent of $50170 at December 31
2008

Rent expense amounted to approximately $283000 during the year
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NOTES TO THE FINANCIAL STATEMENTS

RETIREMENT SAVINGS PLAN

The Company has profit-sharing 401k plan covering substantially all Company

employees Participants become eligible to participate upon being hired and may enter

the plan on the first day of the month coinciding with or next following the date of hire

Employees are able to contribute up to statutorily defined limits Additionally the plan

requires employer matching contributions at 50% of employee salary deferrals up to

the first 6% of an employees salary and allows for discretionary employer

contribution The Company contributed approximately $126000 for the year ended

December 31 2008

RELATED PARTY TRANSACTIONS

The Company has entered into management agreement with the Parent Expenses

related to this agreement amounted to $135000 during the year and such amounts are

included in accounts payable affiliate at December 31 2008

MEMBERS EQUITY

The Company has two classes of membership interests Voting Class Interests Class

and Non-Voting Class Interests Class The significant features are as follows

Drag-Along Rights of Class

If the Class members of the Company intend to sell their entire interest in the Company

to any person the Class members must first notify all members of such intended

transfer at least 15 days prior to the proposed date of the transaction The drag-along

right of the Class members requires the Class members to sell their entire interest

on the same terms and conditions as established in the notice

Tag-Along Rights of Class

If any Class member or group of Class members give notice that they wish to sell

more than 50% of the total Class interests of the Company to one or more third

persons then the Class members will have the right to sell that number of Class

interests held by the Class members in the same percentage and on the same terms

and conditions as set forth in the notice

Distributions

The Company is governed by management committee which is comprised of members

of the Parent In accordance with the Agreement the Company is required to

distribute to the extent possible sufficient cash to enable its members to pay federal

and state income taxes arising from profits of the Company All distributions other than

those for income taxes are at the discretion of the management committee The

Company records the distributions when they are declared by the management
committee
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NOTES TO THE FINANCIAL STATEMENTS

MEMBERS EQUITY Continued

Distributions Continued

During the year $4896684 of distributions were declared to cover federal and state

income taxes $1215807 of this amount was paid subsequent to December 31 2008
and is included in distributions payable at December 31 2008

The management committee declared and paid discretionary distribution to its Parent in

the amount of $1000000 Also the management committee declared an additional

discretionary distribution in the amount of $481892 to be paid to certain Class

members of the Company Such amount is included in distributions payable at

December 31 2008

NET CAPITAL PROVISION OF RULE 15c3-1

Pursuant to the net capital provisions of Rule 5c3-1 of the Securities Exchange Act of

1934 the Company is required to maintain minimum net capital balance as defined

under such provisions

The Companys minimum capital requirement is the greater of $5000 or 6%% of

aggregate indebtedness as defined under Securities and Exchange Commission Rule

15c3-1a2vi as it does not maintain customer accounts Net capital may fluctuate

on daily basis At December 31 2008 the Company had net capital of $8468010
which was $8103683 in excess of its required net capital of $364327

In addition to the minimum net capital provisions Rule 15c3-1 requires that the Company
maintain ratio of aggregate indebtedness as defined to net capital of not more than

15 to At December 31 2008 the ratio was .65 to

EXEMPTION FROM RULE 15c3-3

The Company acts as an introducing broker or dealer promptly transmitting all funds and

delivering all securities received in connection with its activities as broker or dealer

and does not otherwise hold funds or securities for or owe money or securities to

customers The Company operates under Section k2ii of Rule 15c3-3 of the

Securities Exchange Act of 1934 and is therefore exempt from the requirements of

Rule 5c3-3



SUPPLEMENTAL INFORMATION

PURSUANT TO RULE 17a-5 OF THE
SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31 2008
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SCHEDULE COMPUTATION OF NET CAPITAL

PURSUANT TO RULE 15c3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31 2008

NET CAPITAL

Total members equity from statement of financial condition $10230803

Less Non-allowable assets

Unsecured receivables $1338988
Accounts receivable Other 7749

Prepaid expenses 163397

Property and equipment 238190

Deposits 14469 1762793

NET CAPITAL $4468010

COMPUTATION OF AGGREGATE INDEBTEDNESS TOTAL
Liabilities from statement of financial condition 5464917

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
6%% OF AGGREGATE INDEBTEDNESS 364327

MINIMUM REQUIRED NET CAPITAL 5000

NET CAPITAL REQUIREMENT $364327

EXCESS NET CAPITAL 8.103683

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL .65 to

reconciliation of the computation of net capital under Rule 15c3-1 as included in the Companys
unaudited Form X-17a-5 as of December 31 2008 filed with the Securities and Exchange Commission

and the amount included in the above computation is not required as there are no audit adjustments
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SCHEDULES II AND III

COMPUTATION FOR DETERMINATION OF RESERVE

REQUIREMENTS AND INFORMATION RELATING TO POSSESSION OR CONTROL
REQUIREMENTS PURSUANT TO RULE 15c3-3 OF THE

SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31 2008

The Company is not required to present the schedules Computation for Determination of Reserve

Requirements Under Rule 15c3-3 and Information for Possession or Control Requirements Under

Rule 15c3-3 as it meets the exemptive provisions of Rule 15c3-3 under Section k2ii of the

Rule
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Independent Auditors Report on Internal Control

Required by SEC Rule 17a-5q1
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MEMBERS
CLEVELAND RESEARCH COMPANY LLC

In planning and performing our audit of the financial statements and supplemental
schedules of Cleveland Research Company LLC the Company as of and for the year ended

December 31 2008 in accordance with auditing standards generally accepted in the United

States of America we considered the Companys internal control over financial reporting

internal control as 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 Companys internal control Accordingly we do not express an opinion on

the effectiveness of the Companys internal control

Also as required by Rule 7a-5g1 of the Securities and Exchange Commission SEC
we have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of such

practices and procedures that we considered relevant to the objectives stated in Rule 17a-5g
in making the periodic computations of aggregate indebtedness or aggregate debits and net

capital under Rule 17a-3a11 and for determining compliance with the exemptive provisions

of Rule 15c3-3 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

Making the quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a-1

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors 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 judgments 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 SECs 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

managements authorization and recorded properly to permit preparation of financial statements

in conformity with accounting principles generally accepted in the United States of America
Rule 7a-5g lists additional objectives of the practices and procedures listed in the preceding

paragraph

detbrof

BAKER TILLY

NT RNAT 10 NA



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

control deficiency exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect misstatements on timely basis significant deficiency is control

deficiency or combination of control deficiencies that adversely affects the entitys ability to

initiate authorize record process or report financial data reliably in accordance with generally

accepted accounting principles such that there is more than remote likelihood that

misstatement of the entitys financial statements that is more than inconsequential will not be

prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies

that results in more than remote likelihood that material misstatement of the financial

statements will not be prevented or detected by the entitys internal controls

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

We understand that 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 material inadequacy for such purposes Based on this understanding and on our

study we believe that the Companys practices and procedures as described in the second

paragraph of this report were adequate at December 31 2008 to meet the SECs objectives

This report is intended solely for the information and use of the members management
the SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule

7a-5g 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 those specified

parties

February 25 2009

Westlake Ohio
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