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CERTEIED PU8Lk AXOUNTAHTS

601 UNION STREET SUITE 2300

SEATTLE WASHINGTON 98101

INDEPENDENT AUDITORS REPORT

To the Members

Central Securities LLC

Cashmere Washington

We have audited the accompanying statement of financial condition of Central Securities LLC

the Company as of December 31 2010 and the related statements of operations members

equity and cash flows for the year then ended that are being filed pursuant to Rule 7a-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 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 Central Securities LLC as of December 31 2010 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

Our audit was conducted for the purpose of forming an opinion on the basic financial statements

taken as whole The information included in Schedules and II is presented for purposes of

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

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 whole

February 2011

An independent firm associated with

MOORE STEPHENS
Te 206.382.7777 7x 206.382.7700 www.pscpa.com
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CENTRAL SECURITIES LLC

ASSETS

STATEMENT OF FiNANCIAL CONDITION

December 31 2010

Cash

Deposits with clearing organization

Deposits with other brokers/dealers

Receivable from clearing organization

Accrued interest receivable

Securities owned at fair value

Prepaid expenses

LIABILITIES AND MEMBERS EQUITY

Liabilities

Payable to clearing organization

Accounts payable

Total liabilities

Members Equity

5220

367400

4700

27312

8813

1381834

1995

1797274

1402299

4710

1407009

390265

1797274

See Notes to Financial Statements



CENTRAL SECURITIES LLC

STATEMENT OF OPERATIONS

For the Year Ended December 31 2010

Revenue

Net gains on sales of securities

Interest and other income
503649

62997

566646

Expenses

Interest

Ticket charges

Data subscriptions

Salaries and payroll taxes

Trading expense

Licenses registrations and taxes

Professional fees

Communications

Other

Net income

See Notes to Financial Statements

78795

49150

38160

36616

36426

23697

16480

12867

6328

298519

268127



CENTRAL SECURITIES LLC

STATEMENT OF MEMBERS EQUITY

For the Year Ended December 31 2010

Balance December 31 2009 507138

Net income 268127

Distributions 385000

Balance December 31 2010 390265

See Notes to Financial Statements



CENTRAL SECURITIES LLC

STATEMENT OF CASH FLOWS

For the Year Ended December 31 2010

Cash Flows from Operating Activities

Net income

Adjustments to reconcile net income to net cash flows

from operating activities

Net unrealized loss on securities

Change in operating assets and liabilities

Deposits with clearing organization

Deposits with other brokers/dealers

Receivable from clearing organization

Accrued interest receivable

Securities owned

Prepaid expenses

Payable to clearing organization

Accounts payable

Net cash flows from operating activities

Cash Flows from Financing Activity

Distributions to members

Decrease in cash

Cash beginning of year

Cash end of year

Supplemental Cash Flow Information

Cash paid during the year for interest

See Notes to Financial Statements

268127

11029

5797
94086

13764

3863
750088

1200

750088

1527

377019

385000

7981

13201

5220

78795



NOTES TO FINANCIAL STATEMENTS

Note Organization and Significant Accounting Policies

Organization

Central Securities LLC the Company is securities broker and dealer as approved by the

Securities and Exchange Commission and the Financial Industry Regulatory Authority The

Companys activities are primarily comprised of purchasing and selling government and private

label mortgage-backed securities and private label debt securities and holding these types of

interest-bearing securities for the Companys own account

As limited liability company or LLC members liability is generally limited to contributions

made to the LLC The Company has finite life and is scheduled to terminate in 2070

The Company uses facilities and equipment provided by its owners without charge Any
charges that could be allocated to the Company are not material

Estimates

The preparation of financial statements in conformity with accounting principles generally

accepted in the United States requires management to make estimates and assumptions that affect

certain reported amounts and disclosures Actual results could differ from those estimates

Cash

Cash consists of cash in banks The Company occasionally has deposits in excess of federally

insured limits

Clearing Organizations

The Company has an agreement with other securities brokers and dealers primarily one

organization to act as clearing organizations for the Company The clearing organizations clear

all security transactions

The Company is required to maintain certain interest-bearing deposits with clearing

organizations The amount of the deposit depends on the agreement with the clearing

organization and certain exchange market requirements As of December 31 2010 the

Company had deposit levels with clearing organizations exceeding the requirements

Amounts due to the clearing organizations bear interest at variable rate determined by the

clearing organizations 3.25% at December 31 2010 and are secured by securities owned



Fair Value Measurements

Securities owned are recorded at fair value and accordingly any changes in fair value are

recognized in the statement of operations

Fair value is defined as an exit price representing the amount that would be received to sell an

asset or paid to transfer liability in an orderly transaction between market participants As

such fair value is market-based measurement determined based on assumptions that market

participants would use in pricing an asset or liability There are three levels which prioritize the

inputs used in measuring fair value as follows

Level Observable market inputs such as quoted prices unadjusted in active markets

for identical assets or liabilities

Level Observable market inputs other than quoted prices in active markets that are

observable either directly or indirectly and

Level Unobservable inputs where there is little or no market data which require the

reporting entity to develop its own assumptions

The fair value measurement of these securities was determined using Level observable market

inputs within the above fair value hierarchy consisting of quoted values of similarsecurities

Revenue Recognition

Revenue associated with securities transactions is recognized on trade date basis Securities

owned are recorded at fair value and accordingly any changes in fair value are recognized in the

statement of operations

Income Taxes

The Company is taxed as partnership and with limited exceptions is not taxed at the Company
level Instead its items of income loss deduction and credit are passed through to its member

owners in computing their individual tax liabilities The Companys federal tax returns are

subject to examination for the last three years

Subsequent Events

The Company has evaluated subsequent events through the date these financial statements were

available to be issued which was the same date as the independent auditors report



Note Securities Owned

Securities owned include government and private label mortgage-backed interest-bearing bonds

and private label interest-bearing bonds and at December 31 2010 are issued by

Government Securities

Federal Home Loan Mortgage Corporation 390361

Federal National Mortgage Association 368514

Government National Mortgage Association 96820

855695

160513

144971

220655

526139

The Company actively trades govermnent and private label mortgage-backed interest bearing

bonds and private label interest-bearing bonds and occasionally trades futures contracts

described below Positions in these securities are subject to varying degrees of market and

credit risk

Market prices are subject to fluctuation and as such the Company is exposed to market risk

The fair value of the Companys investments will fluctuate in response to changes in market

interest rates Increases and decreases in prevailing interest rates generally translate into

decreases and increases in fair values of those instruments Additionally fair values of interest

rate sensitive instruments may be affected by the credit worthiness of the issuer prepayment

options relative values of alternative investments the liquidity of the instrument and other

general market conditions Market risk is directly impacted by the volatility and liquidity in the

markets in which financial instruments are traded The Company monitors its exposure to

market risk or its market risk profile on daily basis through variety of financial security

position and control procedures

Credit risk is the possibility of debt securities being downgraded by the rating agencies or the

possibility the issuer will go into default The Company minimizes credit risk by trading either

governmental agency securities or securities that are AAA rated by two or more debt security

rating services The Companys counterparty risk is minimized by trading only with

institutional parties and by clearing trades via the Federal Wire and the Deposit Trust Company

DTC which ensure settlements occur simultaneously for both sides of the trade

Private Label Securities

JP Morgan Chase

Bank of America

Others

Note Trading Activities and Related Risks

10



For the year ended December 31 2010 the Company settled eight futures contracts that were

entered into during 2009 and net realized losses on these futures contracts were $94086 The

Company suspended trading on future contracts during 2010 Therefore there were no futures

contracts outstanding as of December 31 2010

Note Subsequent Events

On January 11 2011 the Companys members withdrew $30000

Note Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule Rule 15c3-l Accordingly the

Company is required to maintain minimum level of net capital as defined of $100000 At

December 31 2010 the Company had computed net capital of $261972 which was in excess of

the required net capital level by $161972 In addition the Company is not allowed to have

ratio of aggregate indebtedness to net capital as defined in excess of 15 to At December 31
2010 the Companys ratio of aggregate indebtedness to net capital was 0.018 to

11
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CENTRAL SECURITIES LLC

SCHEDULE
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15c3-1

December 31 2010

COMPUTATION OF NET CAPITAL

Members equity 390265

Deductions

Prepaid expenses 1995

Haircuts on security positions

United States Agency obligations and obligations

of organizations established by the United States

Private label mortgage-backed and non mortgage-backed

interest-bearing securities

Net capital 261972

Minimum net capital 100000

Excess net capital

Accounts payable

COMPUTATION OF AGGREGATE INDEBTEDNESS

Total aggregate indebtedness

161972

4710

4710

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimumnet capital required 6-2/3% of total aggregate

indebtedness or $100000 whichever is greater 100000

Percentage of aggregate indebtedness to net capital

Ratio of aggregate indebtedness to net capital

1.8%

0.018 to

Central Securities LLC is exempt from the computation of reserve requirements

Rule 5c3-3 under paragraph K2ii
pursuant to

47377

78921

13



CENTRAL SECURITIES LLC

SCHEDULE II

RECONCILIATION BETWEEN THE COMPUTATION OF NET CAPITAL PER
THE BROKERS UNAUDITED FOCUS REPORT PART hA AND THE

AUDITED COMPUTATION OF NET CAPITAL

December 31 2010

Net capital per the brokers unaudited Focus Report Part hA and net capital

as recalculated 261972

No adjustments were proposed to net capital per the brokers unaudited Focus Report Part hA as

result of our audit

14



CERTIFIED PUBLIC ACCOUNTANTS

601 UNION STREET SUITE 2300

SEATTLE WASHINGTON 98101

INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL
REOUIRED BY SEC RULE 17a-5 g1 FOR BROKER-DEALER

CLAIMING AN EXEMPTION FROM SEC RULE 15c3-3

To the Members

Central Securities LLC

Cashmere Washington

In planning and performing our audit of the financial statements of Central Securities LLC

the Company as of and for the year ended December 31 2010 in accordance with auditing

standards generally accepted in the United States 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 17a-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 7a-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 5c3-3 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 quarterly securities examinations counts verifications comparisons and recordation

of differences required by Rule 7a- 13

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

An independent firm associated with

15 MOORE STEPHENS
Tel 206.382.7777 Fax 206.382.7700 www.pscpa.com

INTERNATIONAL LIMITED



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

managemenf authorization and recorded properly to permit preparation of financial statements

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

Because of inherent limitations in internal control or 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 deficiency or combination of

deficiencies in internal control that is less severe than material weakness yet important enough

to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the Companys financial

statements will not be prevented or detected and corrected on timely basis

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 2010 to meet the SECs objectives

16



This report is intended solely for the use of management the SEC the 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 these specific parties

February 2011

17
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