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OATH OR AFFIRMATION

Joseph Blauvelt
swear or affirm that to the best of

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

Pierpont Securities LLC
as

of September 30
20 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

classified solely as that of customer except as follows

None

Jennifer Martin

Notary PUb1IC-COflfl9CtlCUt ii

My Commission Expires
______Jun3O 2Oi _________

Sc Signature

c--F CFO

Title

__ -o-t
Notary Public
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Facing Page

Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

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

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

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

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

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

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

consolidation

An Oath or Affirmation

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

Forconditions of confidential treatment of certain portions of this filing see section 240.17a-5e3
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Report of Independent Auditors

To the Member of Pierpont Securities LLC

In our opinion the accompanying statement of financial condition presents fairly in all material

respects the financial position of Pierpont Securities LLC at September 30 2011 in conformity with

accounting principles generally accepted in the United States of America This financial statement is

the responsibility of the Companys management our responsibility is to express an opinion on this

financial statement based on our audit We conducted our audit of this statement in accordance with

auditing standards generally accepted in the United States of America which require that we plan and

perform the audit to obtain reasonable assurance about whether the statement of financial condition is

free of material misstatement An audit includes examining on 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 balance sheet

presentation We believe that our audit of the balance sheet provides reasonable basis for our

November 22 2011

PricewaterhouseCoopers LLP PricewaterhouseCoopers Center 300 Madison Avenue New York NY 10017

6464713000 813 286 6ooo www.pwc.com/us



Pierpont Secunties LLC
Statement of Financial Condition

September 30 2011

Assets

Cash and cash equivalents
118083706

Cash and securities segregated under Federal regulations 10000000

Securities purchased under resale agreements net 8631631687

Financial instruments owned at fair value 3737550524

Securities borrowed 528110250

Receivable from customers 30560420

Accrued interest receivable 15222127

Deposits at clearing organizations 13020200

Receivable from broker-dealers and clearing organizations 10904929

Fixed assets and leasehold lmprovaments net 2775905

Security deposits 586222

Other assets 1341292

Total Assets 13099787262

Liabilities

Securities sold under repurchase agreements net 11509849480

Securities sold not yet purchased at fair value 1143933752

Payable to broker-dealers and clearing organizations 211395953

Payable to customers 30595281

Accrued expenses 18020251

Total Liabilities 12913794717

Commitments Note

Members Equity

Members equity 185992545

Total Liabilities and Members Equity 13099787262

The accompanying notes are an integral part of this financial statement



Pierpont Securities LLC

Notes to Statement of Financial Condition

September 30 2011

Organization and Nature of Business

Pierpont Securities LLC the Company is registered broker-dealer under the Securities

Exchange Act of 1934 Exchange Act and is principally engaged in the purchase sale and

financing of fixed income securities primarily US government securities US agency debentures

and exchange traded derivatives The Company also trades for its own account The Companys
customers are institutional enterprises including asset managers hedge funds and mutual funds

The Company is member of the Financial Industry Regulatory Authority Inc FINRA

The Company headquartered in Stamford Connecticut was initially incorporated in Delaware on

April 16 2009 and on January 14 2010 was converted to Limited Liability Company LLC

The Company is wholly owned by Pierpont Securities Holdings LLC the Parent Company or the

Member which is owned by the founding senior managers external private equity investors and

Pierpont Employee Investments LLC PEIL PEIL is owned by certain qualified employees of the

Company and its affiliates On February 2010 the Parent Company received $200000000 in

commitments from the external private equity investors all of which has been drawn as of

September 30 2011 The Parent Company has contributed $212963940 of capital contributions

to the Company as of September 30 2011

No member shall be entitled to borrow or withdraw any amount from the Parent Company without

the prior written approval of the Board of the Parent Refer to footnote 14 for further withdrawal

restrictions

Significant Accounting Policies

Basis of Presentation

The Companys financial statements are prepared in conformity with accounting principles

generally accepted in the United States of America GAAP

Use of Estimates

The preparation of the financial statements is in conformity with GAAP which requires management

to make estimates and assumptions that affect certain reported amounts of assets and liabilities

and disclosure of contingent assets and liabilities at the date of the financial statements and the

reported amounts of revenue and expenses during the reporting period Although these

assumptions are based on the best available information actual results may be different from these

estimates

Cash and cash equivalents

Cash and cash equivalents as of September 30 2011 comprise cash in bank accounts totaling

$118083706 of which $103415147 was deposited with one financial institution Cash

equivalents represent money market investments with maturities of three months or less The

money market funds invest in US government securities or US government agency securities As

of September 30 2011 there were no funds held in money market funds

As of September 30 2011 $10000000 has been segregated in special reserve bank custody

account for the exclusive benefit of customers under Rule 15c3-3 of the Securities Exchange Act



Pierpont Securities LLC
Notes to Statement of Financial Condition

September 30 2011

Fixed Assets

Fixed assets are carried at cost net of accumulated depreciation Property and equipment are

depreciated on straight-line basis over the estimated useful life of the asset of three to five years

Leasehold improvements are depreciated on straight-line basis over the lesser of the estimated

useful life of the asset or the remaining term of the related leases Software is depreciated on

straight-line basis over the estimated useful life of the asset of three years

Security Deposits

Security deposits of $586222 at September 30 2011 have been pledged under operating lease

agreements on the Companys three facilities

Other Assets and Accrued Expenses

Other assets primarily represent prepaid expenses including employee compensation and benefits

Accrued expenses primarily relate to employee compensation

Financial Instruments Owned and Securities Sold Not Yet Purchased at fair value

The sales and trading of financial instruments are recorded on the trade date Amounts receivable

and payable for securities transactions that have not reached their contractual settlement date are

reported net in the Statement of Financial Condition Financial instruments owned and securities

sold not yet purchased are stated at fair value

Collateralized Agreements

Transactions involving borrowed securities securities purchased under resale agreements resale

agreements or securities sold under agreements to repurchase repurchase agreements are

accounted for as collateralized agreements or financings Securities borrowed are recorded at the

amount of cash collateral deposited It is the policy of the Company to obtain possession of

collateral with fair value equal to or in excess of the principal amount loaned under resale

agreements Collateral is valued daily and the Company may require counterparties to deposit

additional collateral or return collateral pledged when appropriate

The Company elected to account for its resale and repurchase agreements at fair value under the

fair value option For further discussion please refer to footnote of the financial statements

Accrued interest on securities borrowed resale agreements and repurchase agreements totaled

$1069 $3758343 and $1905332 respectively

The Company has the right to sell or repledge all of the securities it has received under resale

agreements These repledged securities have been used in the normal course of business

At September 30 2011 the Company has securities borrowed securities purchased under resale

agreements and securities sold under repurchase agreements of $528110250 $26670505638
and $29548723431 respectively on gross basis At September 30 2011 the Company has

received securities with market values of $520364657 under securities borrowed transactions

has received securities with market values of $26991170476 under resale agreements and has

pledged securities with market values of $31891628303 under repurchase agreements prior to

netting Please refer to footnote about the Companys netting policy The Companys
counterparties to its repurchase agreements have the right by contract to sell or re-pledge the

Companys pledge securities At September 30 2011 the Company had off-balance sheet forward

commitments recorded at fair value to enter into resale and repurchase agreements in the

amounts of $4011375000 and $7825712500 respectively



Pierpont Securities LLC

Notes to Statement of Financial Condition

September 30 2011

Income Taxes

No federal or state income taxes have been provided for as the Company is limited liability

company whereby it is not liable for federal or state income tax payments

Equity Based Compensation

The Company measures and recognizes equity based compensation for all equity awards based

on their estimated fair value as measured on the grant date See Footnote 13 for further

information on equity based compensation

Receivable from and Payable to Broker-Dealers and Clearing Organizations

At September 30 2011 receivable from and payable to broker-dealers and clearing organizations

consist of the following

September 30 2011

Receivable Payable

Clearing broker

Deposit 7145516

Clearing organization

Accrued interest 3759413 1905332

Payable related to pending trades net 201718059

Cash collateral held 7772562

10904929 211395953

Receivable from and Payable to Customers

Receivable from and payable to customers primarily include fails to deliver and fails to receive on

customer transactions of $30468740 and $28990396 respectively

Clearing Arrangement with FICC and Concentration of Credit Risk

The Company is netting member of the Government Securities Division of the Fixed Income

Clearing Corporation FICC an industry clearinghouse for resale and repurchase transactions

Throughout each business day for every trade submitted to and matched by FICC the transaction

is novated to FICC and FICC becomes the Companys counterparty

At September 30 2011 included in the securities purchased under resale agreements net on the

statement of financial condition are amounts under contracts with FICC In accordance with

applicable accounting guidance netting applied to the FICC resale and FICC repurchase balances

was $16611840251 related to principal and $1820917 related to accrued interest Netting

applied to the non FICC resale and non FICC repurchase balances was $1427033701 related to

principal and $3814 related to accrued interest Of the securities purchased under resale

agreements net and securities sold under agreements to repurchase net on the statement of

financial condition contracts with FICC represent $6386587999 and $9265491874 of

$8631631687 and $11509849480 respectively

Securities borrowed and securities purchased under resale agreements are collateralized by

obligations of the U.S government and its agencies



Pierpont Securities LLC
Notes to Statement of Financial Condition

September 30 2011

At September 30 2011 the Company has pledged $26136680490 of its securities related to the

Companys repurchase agreements to FICC The Company has pledged $5754947813 of its

securities related to repurchase agreements with non-FICC customers

Fair Value of Financial Instruments

Fair Value Measurement

The guidance for fair value measurements defines fair value establishes framework for

measuring fair value and establishes hierarchy based on the quality of inputs used to measure

fair value and enhances disclosure requirements for fair value measurements The Companys
financial instruments owned at fair value and financial instruments sold but not yet purchased at

fair value are reflected in the statement of financial condition on trade date basis Fair value is

the price that would be received to sell an asset or paid to transfer liability in an orderly

transaction between market participants at the measurement date fair value measurement

assumes that the transaction to sell an asset or transfer liability occurs in the principal market for

the asset and liability or in the absence of principal market the most advantageous market

Valuation techniques that are consistent with the market income or cost approach are used to

measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value

The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical

assets or liabilities level measurements and the lowest priority to unobservable inputs level

measurements The three broad levels of the fair value hierarchy are described below

Level inputs are quoted prices unadjusted in active markets for identical assets or liabilities that

the Company has the ability to access

Level inputs are inputs other than quoted prices included within level that are observable for

the asset or liability either directly or indirectly

Level are unobservable inputs for the asset or liability and rely on managements own judgments

about the assumptions that market participants would use in pricing the asset or liability

The unobservable inputs are developed based upon the best information available and

may include the Companys own data



Pierpont Securities LLC
Notes to Statement of Financial Condition

September 30 2011

The following table presents the investments carried on the statement of financial condition by level

within the hierarchy as of September 30 2011

Balance asof

September 30

Level Level Level 2011

Financial instruments owned at fair value

U.S Treasury securities 1845495756 1845495756

U.S Goemment agency securities 1887480258 1887480258

Exchange traded options 769272 769272

Forward trades 3805238 3805238

Total financial instruments owned 1846265028 891285496 3737550524

ResaleAgreements 8631631687 8631631687

Total assets measured at fairalue 1846265028 10522917183 12369182211

Securities sold not yet purchased at fair value

U.S Treasury securities 1136054610 1136054610

U.S Goemment agency securities 5032964 5032964

Exchange traded options 1050015 1050015
Forward trades 1796163 1796163

Total Securities sold not yet purchased 1137104625 6829127 1143933752

Repurchase Agreements 11509849480 11509849480

Total liabilities measured at fair value 1137104625 11516678607 12653783232

The fair values of certain financial instruments including cash receivables from and deposits with

clearing organizations and broker-dealers receivable from and payable to customers accrued

interest receivable payables to broker-dealers and accrued payables are considered to

approximate their respective carrying values due to their liquidity and short-term nature

Determination of Fair Value

The following is description of the Companys valuation methodologies for assets and liabilities

measured at Fair Value

Resale and repurchase agreements
To estimate the fair value of resale and repurchase agreements cash flows are first evaluated

taking into consideration the value and relative availability of the underlying collateral which are

then discounted using the appropriate market rates for the applicable maturity As the inputs into

the valuation are primarily based upon readily observable pricing information such resale and

repurchase agreements are classified within level of the valuation hierarchy

Securities and Exchange Traded Futures and Options
Where quoted prices for identical securities are available in an active market instruments are

classified in level of the valuation hierarchy Level instruments include highly-liquid government

bonds and exchanged traded futures and options for which there are quoted prices in active

markets

If quoted market prices are not available for the specific position the Company may estimate the

value of such instruments using combination of observed transaction prices independent pricing

services and relevant broker quotes These transactions are classified within level of the

valuation hierarchy



Pierpont Securities LLC
Notes to Statement of Financial Condition

September 30 2011

Fair Value Option

Accounting for financial assets and financial liabilities provides an option that allows entities to

irrevocably elect fair value as the initial and subsequent measurement attribute for certain financial

assets and liabilities Changes in fair value are recognized in earnings as they occur for those

assets and liabilities for which the election is made The election is made on an instrument by

instrument basis at initial recognition of an asset or liability or upon an event that gives rise to

new basis of accounting for that instrument The Company has elected the fair value option for

resale agreements and for repurchase agreements This option has been elected as the Company

believes that its overall performance is more accurately measured when term resale and

repurchase agreements are reported at their fair values

Derivatives

Derivative contracts are financial instruments whose value is based upon the value of the

underlying asset index reference rate or any combination of these factors The Company uses

exchange-traded options and futures as part of its trading business In addition the Company
enters into forward settling securities trades The Companys activities in forward settling trades

include transactions in securities that are to be announced TBAs and transactions in which the

settlement date is date beyond the time generally established by regulations or conventions in

the market place or exchange in which the transaction is executed These financial instruments

expose the Company to varying degrees of market and credit risk The Company records its

derivative trading activities at fair value with unrealized gains and losses recognized currently on

the Statement of Operations The Company does not hold any derivatives designated in formal

hedge relationship under derivatives and hedge accounting

September 30 2011

Derivative Derivative

Notional Value Assets Liabilities

Exchange Traded Futures 10251800000

Exchange Traded Options 17750000000 769272 1050015
Forward trades 14247854228 3805238 1796163

42249654228 4574510 2846178



Pierpont Securities LLC

Notes to Statement of Financial Condition

September 30 2011

Commitments

The Company has obligations under three operating lease agreements related to its facilities with

initial non-cancelable terms in excess of one year The leases range in length up to five years

Aggregate annual rentals for office space over the Companys fiscal years are listed below

Year ended September 30

2012 647956

2013 664550

2014 681203

2015 626630

2016 98164

2718503

The Company has entered into employment contracts in which the Company agreed to make

guaranteed cash payments totaling $6725280 to be paid as follows

Year ended September 30

2012 5903620

2013 797660

2014 24000

6725280

Representations and Warranties

In the normal course of business the Company enters into contracts that contain variety of

representations and warranties and which provide general indemnifications The Companys

potential exposure under the arrangements would involve potential future claims that may be made

against the Company that have not yet occurred However the Company expects the risk of loss

to be remote based on currently available information

In the normal course of business the Company may be named as defendant in certain litigation

arbitrations and regulatory actions arising out of its activities as broker-dealer in securities

Management believes based on information currently available that the results of such actions will

not have material adverse effect on the Companys financial condition

10 Off-balance Sheet Risk

In the normal course of business the Companys securities activities involve execution settlement

and financing of various securities transactions These activities may expose the Company to

off-balance sheet credit and market risk in the event customers or other counterparties are unable

to fulfill their contractual obligations It is the Companys policy to review as necessary the credit

standing of each counterparty with which it conducts business

As part of its normal brokerage activities the Company may sell securities not yet purchased

Securities sold but not yet purchased represent obligations of the Company to deliver the specified

security at the contracted price and thereby creating liability to repurchase the security in the

market at prevailing prices Accordingly these transactions result in off-balance sheet risk as the

Companys ultimate obligation to satisfy the sale of securities sold but not yet purchased may



Pierpont Securities LLC
Notes to Statement of Financial Condition
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exceed the amount recognized in the statement of financial condition Securities positions are

monitored on daily basis

11 Related Parties

On January 2011 Pierpont Derivatives LLC PDL was established by the Parent Company for

the purpose of trading and dealing in derivatives primarily Interest Rate Swap contracts and

futures contracts which are generally hedged with US government securities The Company clears

and finances securities transactions entered into by PDL

The Company and PDL have entered into service level agreement SLA whereby the Company

provides PDL with the use of its office facilities certain computer equipment and software clearing

and other services At September 30 2011 $500000 deposit under clearing arrangement with

PDL is included in payable to customers in the Statement of Financial Condition

At September 30 2011 there were no resale agreements or repurchase agreements outstanding

between the Company and PDL

Refer to footnotes and 12 for additional related party disclosures

12 Equity Based Compensation

The Parent Company has restricted equity incentive plan which provides for the grant of

restricted Common Units and Preferred Units to eligible persons as incentives and rewards to

encourage recipients to participate in the long term success of the Company The number of units

awarded to any eligible person and the strike price per Common Unit is determined by the

Compensation Committee in accordance with the Parent Companys LLC Agreement As of

September 30 2011 there were 26410.6 of Common Units and 5070.0 of Preferred Units

authorized and 15516.7 of Common Units and 100.6 of Preferred Units available for issuance

under the restricted equity incentive plan

During the year ended September 30 2011 7599.5 of Common Units and 1675.0 of Preferred

Units were granted as non cash compensation to employees of the Company These shares are

subject to vesting schedules and resale restrictions as set forth in the restricted equity incentive

plan Unearned compensation equivalent to the market value of the units at the date of grant is

being amortized over vesting periods as determined by the Compensation Committee and

specified in the Award Agreements The vested amount of $1366642 was allocated by the Parent

Company to the Company as capital contribution

13 Regulatory Requirements

The Company is subject to the Securities and Exchange Commissions Uniform Net Capital Rule

Rule 15c3-1 which requires the maintenance of minimum net capital The Company has elected

to use the alternative method permitted by the rule which requires that it maintain minimum net

capital equal to the greater of $250000 or 2% of aggregate debit balances as defined At

September 30 2011 the Company had net capital as defined of $174308021 which exceeded

its minimum requirement of $609375 by $173698646

The Company is also subject to Rule 5c3-3 of the Securities and Exchange Commission At

September 30 2011 the Company computed the reserve requirement for customers and was

required to segregate $2515644 in the special reserve bank account for the exclusive benefit of

10
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customers At September 30 2011 the amount held on deposit in the special reserve bank

account was $10000000

The regulatory requirements referred to above also restrict the Parents ability to withdraw capital

from the Company Prior written notification and approval from the regulators is required for

withdrawals exceeding 30 percent of the Companys excess net capital and also where the

Companys net capital would be less than 25 percent of deductions from net worth in computing net

capital

14 Subsequent Events

As of the date the financial statements were available to be issued management has determined

that no other subsequent events have occurred after September 30 2011 which require

recognition or disclosure in the financial statements

11
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