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UDITORS’ REPORT]

To the Members
Joseph Gunnar & Co., LLC:

We have audited the accompanying statement of financial condition of Joseph Gunnar & Co., LLC
(a wholly-owned subsidiary of Joseph Gunnar Holding Co., LLC) as of December 31, 2010. 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 includes examining, on a test basis, evidénce supporting the amounts and
disclosures in the financial statement, assessing the accounting principles used and significant
estimates made by management, and 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 presents fairly, in all material respects, the
financial position of the Company as of December 31, 2010, in conformity with accounting
principles generally accepted in the United States of America.

Q/ow/m W //VQW M ?(qup

CERTIFIED PUBLIC ACCOUNTANTS

New York, New York
February 12, 2011

757 THIRD AVENUE, NEW YORK, NY 10017-2049 % TEL. (212) 303-1800 <% Fax (212) 755-5600 < www.rssmcpa.com ) P.%t ARI S
Member of the Center for Public Company Audit Firms Section of the American Institute of Certified Public Accountants Division for CPA firms. INTERNATIONRAL



JOSEPH GUNNAR & CO., LLC

STATEMENT OF FINANCIAL CONDITION

December 31, 2010
Assets
Cash $ 37497
Receivables:
Due from clearing broker (Note 3) 1,253,099
Due from registered representatives 269,418
Due from related party (Note 7) 58,826
Clearing deposit (Note 3) 150,000
Other receivables 90,612
Prepaid expenses and other assets 54,824
Property and equipment, net of accumulated depreciation
and amortization of $2,002,418 (Note 4) 51,713
Security deposits 20,274
Total assets $ 1,986,263

Liabilities and Members’ Equity

Commissions payable
Accounts payable and accrued expenses

Subordinated loan (Note 6)
Total liabilities
Commitments and contingencies (Note 5)
Members’ equity

Total liabilities and members’ equity

$ 817,151

587,827
200,000

1,604,978

381,285

$ 1986263

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

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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JOSEPH GUNNAR & CO., LLC

OTES TO FINANCIAL STATEMENTS

December 31, 2010

1. Organization

Joseph Gunnar & Co., LLC (the “Company”) is a broker-dealer registered with the Securities and
Exchange Commission (“SEC”) and the Financial Industry Regulatory Authority (“FINRA”). The
Company is wholly-owned by Joseph Gunnar Holding Co., LLC (“JGH” or “Parent”). :

The Company executes principal and agency transactions in listed and over-the-counter securities
and engages in investment banking activity. All customer transactions are cleared on a fully
disclosed basis through an independent clearing firm. The Company claims exemption from the
requirements of Rule 15¢3-3 under Section (k)(2)(ii) of the rule, and consequently does not carry
securities accounts for customers nor does it perform custodial functions related to their securities.

2. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying financial statement has been prepared in accordance with accounting principles
generally accepted in the United States of America (“GAAP”).

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Although these estimates are based
on management’s knowledge of current events and actions it may undertake in the future, they may
ultimately differ from actual results.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to significant concentrations of credit
risk consist principally of cash and cash equivalents. The Company places its cash with high credit
quality financial institutions, which at times may be in excess of FDIC insurance limits. At
December 31, 2010, the Company had not exceeded that limit.

Fumniture and Equipment

Depreciation of equipment is provided on a straight-line basis over the estimated useful life of the
respective assets. Leasehold improvements are amortized on a straight-line basis over the term of
the lease.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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JOSEPH GUNNAR & CO., LLC

0:7 pEo i

INOTES TO FINANCIAL STATEMEN

December 31, 2010

Deferred Rent

Deferred rent represents the excess of rent expense on a straight-line basis over the annual rent
payable.

Income Taxes

The Company has elected to be treated as a partnership for federal and state tax purposes and is
responsible for New York City Unincorporated Business Taxes.

FASB ASC 740-10 clarifies the accounting for uncertainty in income taxes recognized in a
company’s financial statements, by prescribing a minimum recognition threshold a tax position is
required to meet before being recognized in the financial statements. As of December 31, 2010, the
Company has no uncertain tax positions that qualify for either recognition or disclosure in the
financial statement.

The Company’s income tax returns for the years ended December 31, 2007 through 2009 can still be
examined by the taxing authorities.

3. Due From Clearing Broker

The Company has a clearing agreement with a brokerage firm to carry its accounts. The clearing
broker has custody of the Company’s securities and cash balances. These securities and/or cash
positions serve as collateral for any amounts due to the clearing broker and as collateral for potential
defaults of the Company’s customers which are carried on the books and records of the clearing
broker. The Company is also subject to credit risk if the clearing broker is unable to repay balances
due or deliver securities in their custody. : ‘

The clearing agreement requires the Company to maintain a deposit account with the clearing broker
equal to 150% of its net capital requirement.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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JOSEPH GUNNAR & CO., LLC

NOTES TO FINANCIAL STATEMENTS (Continued)

December 31, 2010

4. Property and Equipment

Property and equipment consists of the following:

Machinery and equipment . $ 1,301,476
Leasehold improvements 752,655
2,054,131

Less accumulated depreciation 2,002,418
$_SL713

5. Commitments and Contingencies

Operating Leases

The Company leases its office space under an Operating lease that was due to expire in September
2010. ‘In 2010, the Company signed an amendment to the lease extending its term until January
2021. Per the amendment agreement, the Company incurs rent escalations on a yearly basis. The
agreement also stipulates that the Company is allowed a credit to fixed rent for 4 months. As a
result, the Company realized approximately $12,500 in deferred rent for the year ended December 1,
2010. The Company accounts for rent on a straight-line basis. Deferred rent payable as of
December 31, 2010 is $12,479 and is included in accounts payable and accrued expenses on the
Company’s statement of financial condition. In addition, the Company is granted a tenant
improvement allowance of $82,000 for improvements to leased office space that qualifies under the
Lower Manhattan Revitalization Program. As of December 31, 2010, the Company has not utilized
any of the allowance which is set to expire on March 31, 2011. Pursuant to the office lease, the
Company is responsible for its annual share of real property taxes and other operating expenses. The
Company’s CEQ/managing member has issued a limited personal guarantee of certain office lease
obligations.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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JOSEPH GUNNAR & CO., LLC

December 31, 2010

Following is a2 summary of future minimum lease payments:

Year Ending

December 31,
2011 - $ 351,567
2012 ' 393,842
2013 403,238
2014 448,523
2015 465,061
Therafter 2,641,173

$ 4,703,404

In 2008, the Company financed the purchase of leasehold improvements and furniture and fixtures
under a financing lease that expires in June 2011. In 2010, the Company also entered into an
equipment lease which expires in December 2013.

Following is a summary of future minimum lease payments for the two leases:

Year Ending Operating
December 31, Lease

2011 $ 42,438

2012 12,684

2013 12,684

2014 ) 12,684

$ 80,490

Legal Matters

The Company is a respondent in various legal actions incidental to its securities business. These
cases allege violations of various securities rules, and claim damages plus the recovery of legal fees
and other costs. While litigation is subject to many uncertainties, and the ultimate resolution, range
of loss, and impact on operating results and financial condition cannot be reasonably estimated,
management believes, based upon its understanding of the facts and circumstances of each matter in
consultation with defense counsel, that it has meritorious defenses in all cases and intends to defend
such cases vigorously. The Company has established a reserve of $250,000 against the settlement of

pending litigation.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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JOSEPH GUNNAR & CO., LLC

December 31, 2010

6. Subordinated Loan

Pursuant to a Subordinated Loan Agreement effective June 23, 2009, the Company borrowed

/$300,000 from its clearing broker. As the fully Disclosed Clearing Agreement between the
Company and the clearing broker dated April 27, 2007 was not terminated prior to May 15, 2010,
one-third of the loan principal was forgiven. An additional one-third will be forgiven if the
agreement has not been terminated prior to May 15, 2011, and entire payment obligation otherwise
due at April 27, 2012 will be forgiven if the agreement has not been terminated. The loan calls for
interest at the federal funds rate plus 4% per annum and is charged monthly against commission and
fee income. The Subordinated Loan Agreement requires that the Company meet certain
requirements with regard to its ratio of aggregate indebtedness to net capital and requires the
continued employment of the Company’s Chief Executive Officer and President.

At December 31, 2010, the Company has failed to maintain the maximum asset-to-ownership equity
ratio or adequate equity under the terms of the Subordinated Loan Agreement. The agreement calls
for an asset-to-ownership equity ratio of less than 4:1 and minimum equity of $750,000. Under the
terms of the agreement, the lender has the right to call for accelerated repayment of the loan balance.

7. Related Party Transaction

During 2010, the Company paid management fees totaling $430,500 to JGH. Amounts loaned to
JHG and included in due from related party totaling $58,826 is noninterest bearing, unsecured, with

no terms for repayment.

8. Financial Instruments With Off-Balance Sheet Risk and Concentration of Credit Risk

The Company executes, as principal and agent, securities transactions on behalf of its customers. If
cither the customer or a counterparty fail to perform, the Company may be required to discharge the
obligations of the non-performing party. In such circumstances, the Company may sustain a loss if
the market value of the security is different from the contract value of the transaction.

The Company is engaged in trading and brokerage activities with customers, broker dealers and
other counterparties. 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. It is the
Company’s policy to review, as necessary, the credit standing of each of its counterparties.

The Company places its cash in commercial checking accounts and uninsured money market funds.
Bank balances may from time to time exceed federally insured limits.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
Certified Public Accountants
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JOSEPH GUNNAR & CO., LLC

NOTES TO FINANCIAL STATEMENTS (Continued)

December 31, 2010

9. 401(K) Plan

The Company offers a 401(k) retirement plan, which allows eligible employees to allocate up to
~ 15% of their pre-tax earnings to the plan. The Company, at its option, may make matching
contributions of up to $500 per participant during the plan year. There were no matching
contributions during the year ended December 31, 2010. '

10. Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule
15¢3-1), which requires the maintenance of minimum regulatory net capital, and requires that the ratio
of aggregate indebtedness to regulatory net capital, both as defined, shall not exceed 15 to 1. At
December 31, 2010, the Company had regulatory net capital of $255,409, which exceeded its
requirement of $100,000 by $155,409. The ratio of aggregate indebtedness to net capital was 0.34 to L.

11. Subsequent Events

The Company has evaluated its subsequent events through February 12, 2011, the date that the
accompanying financial statement was available to be issued. There were no subsequent events

requiring disclosure.

ROSEN SEYMOUR SHAPSS MARTIN & COMPANY LLP
: Certified Public Accountants
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