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OATH OR AFFIRMATION

1, Arthur Margulis, affirm that, to the best of my knowledge and belief, the accompanying financial statements and
supplemental information pertaining to the firm of Cognitive Capital LLC, as of December 31, 2009, are true and
correct. 1 further affirm that neither the Company nor any member, proprietor, principal officer, or director has any
proprietary interest in any account classified solely as that of a customer.

sl

Managing Member
Title

Notary Public

This report contains (check all applicable boxes):
x] (a) FacingPage

[

[x] (b) Statement of Financial Condition

[ ] (c) Statement of Income

[ 1 (d) Statementof Changes in Member’s Equity

[ 1 (e) Statement of Cash Flows

[ ] (f Statement of Changes in Subordinated Borrowings

Supplemental Information:

(g) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements pursuant to Rule 15 c3-3
(i) Information Relating to the Possession or Control under Requirement under Rule 15¢3-3
(i) A Reconciliation, including appropriate explanation, of the Computation

of Net Capital Under Rule 15¢3-1 and the Computation for

Determination of the Reserve Requirements pursuant to Rule 15¢3-3
[ 1 (k) A Reconciliation between the audited and unaudited Statements

of Financial Condition with respect to methods of consolidation
[x] () AnOath or Affirmation
[ ] (m) A copy of the SIPC Supplemental Report
[ ] (n) A reportdescribing any material inadequacies found to exist or found to
have existed since the date of the previous audit.

[ 1 (o) Independent Auditor’s Report on Internal Control Structure.

1 —

*% For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5 (e)(3)
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SCHULTZ & CHEZ, L.L.P.

Certified Public Accountants

141 West Jackson Boulevard, Suite 2900
Chicago, Illinois 60604

Main: (312) 332-1912

Fax: (312) 332-3635

INDEPENDENT AUDITOR'S REPORT

To the Members of
Cognitive Capital LLC
Chicago, Illinois

We have audited the accompanying statement of financial condition of Cognitive Capital LLC as of December 31,
2009. This financial statement is the responsibility of the Company's management. Our responsibility is to express
an opinion on this financial statement based on our audit.

We conducted our audit 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 statement is free of material misstatement. An audit includes 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 financial statement, assessing the accounting principles used and significant
estimates made by the general partner, 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 statement referred to above present fairly, in all material respects, the financial position

of Cognitive Capital LLC as of December 31, 2009, in conformity with accounting principles generally accepted in
the United States of America.

<

( /
Chicago, Illinois &
January 29, 2010



Cognitive Capital LLC
(an Illinois Limited Liability Company)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2009

ASSETS

Cash

U.S. Government securities, at market value

Due from clearing broker

Equities owned, at market

Exchange membership (market value $2,825,000)
Dividends receivable

Furniture and equipment, net

Other assets

TOTAL ASSETS

LIABILITIES AND MEMBERS’ EQUITY
LIABILITIES

Equities sold, not yet purchased

Interest and dividends payable

Accounts payable and accrued expenses

Total Liabilities

Members’ Equity

TOTAL LIABILITIES AND MEMBERS’ EQUITY

See accompanying notes.

1,099,157
51,000
21,396,720
21,586,975
330,000
8,313
899,941

10,000

45,382,106

20,528,154
687

1,552,812

22,081,653

23,300,453

45,382,106
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Cognitive Capital LLC
(an Illinois Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2009

NATURE OF BUSINESS

Cognitive Capital LLC, (the “Company”) engages in trading strategies primarily involving equities and equity
derivative instruments on a proprietary basis. The Company is registered as a broker/dealer with the Securities
and Exchange Commission (“SEC”) and is a member of the Chicago Board Options Exchange.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Statement of Financial Accounting Standards (SFAS) No. 168 — The Financial Accounting Standards Board
(FASB) Accounting Standards Codification and the Hierarchy of GAAP was effective for interim and annual
reporting periods ending after September 15, 2009. This standard establishes the FASB Accounting Standards
Codification (ASC or the “Codification™) as the source of authoritative accounting principles in the preparation
of financial statements in conformity with GAAP. Rules and interpretive releases of the Securities and
Exchange Commission (SEC) under authority of federal securities laws are also. sources of authoritative GAAP
for SEC registrants, New accounting standards will be issued as Accounting Standards Updates which will
serve to update the Codification. The adoption of the Codification changed the Company’s references to
GAAP standards but did not have an impact on the Company’s financial position, results of operations, or cash
flows. This standard is part of ASC 105 - GAAP.

Securities owned and securities sold, not yet purchased, are carried at market value.

Securities transactions are recorded on the trade date and, accordingly, gains and losses are recorded on
unsettled transactions.

Futures transactions and resulting gains and losses are recorded on the trade date. Gains and losses on open
futures contracts are reflected in income.

Furniture and equipment are recorded at cost and depreciated over their estimated useful lives using
accelerated methods. At December 31, 2009, accumulated depreciation was $533,571.

The preparation of financial statements in conformity with generally accepted accounting principles includes
the use of estimates that affect the financial statements. Accordingly, actual results could differ from those
estimates.

No provision has been made for income taxes as the taxable income or loss of the Company is included in the
income tax return of the members.

Financial instruments recorded at fair value on the Company's statement of financial condition include
securities owned and securities sold, not yet purchased. Other financial instruments are recorded by the
Company at contract amounts and include receivables from and payables to clearing broker. Financial
instruments carried at contract amounts, which approximate fair value, either have short-term maturities, are
repriced frequently, or bear market interest rates and, accordingly, are carried at amounts approximating fair
value.

The Company has not presented a Statement of Comprehensive Income because it does not have any items of
“other comprehensive income”.
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Cognitive Capital LLC
(an Ilinois Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Effective January 1, 2009, the Company adopted ASC 815-10 (formerly Financial Accounting Standards
(FAS) No. 161), “Disclosures About Derivative Instruments and Hedging Activities”. ASC 815-10 amends
FAS 133, “Accounting for Derivative Instruments and Hedging Activities”, by requiring enhanced disclosures
regarding an entity’s derivative and hedging activities. The adoption of ASC 815-10161 did not have a
material impact on the Company’s financial statements.

As of January 1, 2009 the Company adopted ASC 740-10-50 (formerly FASB Interpretation (FIN) No. 48),
“Accounting for Uncertainty in Income Taxes”. ASC 740-10-50 provides guidance regarding how uncertain
tax positions should be recognized, measured, presented and disclosed in the financial statements. ASC 740-
10-50 requires the evaluation of tax positions taken or expected to be taken in the course of preparing the
Company’s tax return to determine whether its tax positions are “more-likely-than-not” of being sustained by
the applicable tax authority. The adoption of ASC 740-10-50 did not have a material impact on the Company.
The Company has not identified any uncertain tax positions as of December 31, 2009.

COMMITMENTS

The Company leases office space under an operating lease that expires on September 30, 2012. The lease
contains escalation clauses providing for increased rentals based upon maintenance and tax increases. At
December 31, 2009, the minimum annual rental commitments under the lease, exclusive of adjustments for
operating expenses and taxes, are as follows:

Amount
Year ending December 31
2010 $ 149,079
2011 151,827
2012 ' 115,416
Total $ 416322

Rent expense (including adjustments for rebates, operating expenses, and real estate taxes) for the year ended
December 31, 2009, was $158,930.

The Company is required to maintain a security deposit in the form of a letter of credit in the amount of
$50,000. A U.S. treasury note owned by the company collateralizes the letter of credit.

CONCENTRATIONS OF CREDIT RISK

At December 31, 2009, a credit concentration with its clearing broker consisted of approximately $22 million
representing the market value of the Company's trading account. The Company monitors the credit worthiness
of the clearing broker to mitigate the Company's exposure to credit risk.

The Company maintains a considerable portion of its cash at a financial institution located in Chicago. At
December 31, 2009, the Company’s cash balance exceeded the amount insured by the Federal Deposit
Insurance Corporation.
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Cognitive Capital LLC
(an Ilinois Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2009

DERIVATIVE INSTRUMENTS

In the normal course of conducting business as a trader, the Company engages in transactions involving
derivative instruments, options and futures, for trading purposes. The Company does not enter into derivatives
for hedging purposes. ASC 815-10 requires the disclosure of certain quantitative data related to derivative
contracts. The fair value of options are reflected on the statement of financial condition. The following table
indicates the fair values of futures contracts as separate assets and liabilities as of December 31, 2009.

LIABILITIES

Futures Contracts

Indicies $( 1,899)
Total unrealized loss on open futures contracts $( 1,899)
Net unrealized gain (loss) on open futures contracts* $( 1,899)

* This amount is a component of “Due from clearing broker” on the Statement of Financial Condition.

In its normal course of business, the Company trades financial instruments involving off-balance-sheet market
risk with securities broker/dealers and futures commission merchants. The gross notional (or contractual)
amounts of derivative financial instruments represent the volume of these transactions and not the amounts
potentially subject to market risk. In addition, measurement of market risk is meaningful only when all related
and offsetting transactions are taken into consideration. Market risk is the risk that a change in the level of one
or more market prices, rates, indices, volatilities, correlations or other factors, such as liquidity, will result in
losses for a specified position or portfolio. Financial instruments sold, but not yet purchased, entail an
obligation to purchase the securities at a future date. The Company may incur a loss if the market value of the
securities subsequently increases prior to the purchase of the security. Futures contracts are executed on an
exchange, and cash settlement is made on a daily basis for market movements. The settlement of the
aforementioned transactions is not expected to have a material adverse affect on the financial position of the
Company.

As a trader, the Company is in the business of managing market risk. In management's opinion, market risk is
substantially diminished when all financial instruments, including equities owned, are aggregated.

Credit risk represents the loss that the Company would incur if a counterparty fails to perform its contractual
obligation to the Company. All derivative financial instruments entered into by the Company are exchange-
traded. For exchange traded contracts, the Company's clearing broker, through industry clearing organizations,
acts as the counterparty of specific transactions and therefore, bears the risk of delivery to and from
counterparties.
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Cognitive Capital LLC
(an Illinois Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2009

FAIR VALUE MEASUREMENTS/ INVESTMENTS IN SECURITIES AND DERIVATIVE CONTRACTS

The Company adheres to the provisions of ASC 820-10, “Fair Value Measurements” (formerly FAS No. 157),
which defines fair value as the price that would be received to sell an asset or paid to transfer a liability (i.e.
“exit price”) in an orderly transaction between market participants at the measurement date. ‘

ASC 820-10 establishes a fair value hierarchy for inputs used in measuring fair value that maximizes the use of
observable inputs and minimizes the use of unobservable inputs buy requiring that the most observable inputs
be used when available. Observable inputs are those that market participants would use in pricing the asset or
liability based on market data obtained from sources independent of the Company. Unobservable inputs reflect
the Company’s assumptions about the inputs market participants would use in pricing the asset or liability
developed based on the best information available in the circumstances. In determining fair value, the Company
uses valuation approaches based on this hierarchy, categorizing them into three levels based on the inputs as
follow:

Level 1 — Valuations based on unadjusted quoted price in active markets for identical assets and liabilities that
the Company has the ability to access. Valuation adjustments and block discounts are not applied to Level 1
investments. Since valuations are based on quoted prices that are readily and regularly available in an active
market, valuation of these securities does not entail a significant degree of judgment.

Level 2 — Valuations based on quoted prices in markets that are not active or for which all significant inputs are
observable, either directly or indirectly.

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value
measurement.

The Company’s assets and liabilities recorded at fair value have been categorized based upon a fair value
hierarchy in accordance with ASC 820-10.

At December 31, 2009, all investments of the Company are listed and actively traded and, accordingly, are
classified as Level 1.

REGULATORY MATTERS

As a registered broker/dealer, the Company is subject to the SEC’s Uniform Net Capital Rule (Rule 15¢3-1)
which requires the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to
net capital, both as defined, shall not exceed 15 to 1. At December 31, 2009, the Company had net capital of
$16,472,689 which exceeded requirements by $16,369,168 and the ratio of aggregate indebtedness to net
capital was less than 1:1.



