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MoQUIST THORVILSON
KAUFMANN & P1EPER LLC

CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

INDEPENDENT AUDITORS’ REPORT

Board of Directors and Stockholder
Northern Securities, Inc.
Medina, Minnesota

We have audited the accompanying statements of financial condition of Northern Securities, Inc. as of December
31,2011 and 2010, and the related statements of operations, changes in stockholder’s equity and cash flows, for
the years then ended. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audits 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 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, 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 audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Northern Securities, Inc. as of December 31, 2011 and 2010, and the results of its operations and
cash flows for the years then ended in conformity with accounting principles generally accepted in the United
States of America.

WW&W& Pepen LLC

Edina, Minnesota
February 22, 2012

CLEAR THINKING. CREATIVE IDEAS.

7650 Edinborough Way, Suite 225 - Edina, Minnesota 55435 + Phone 952-854-5700 + Fax 952-854-1163
3140 Harbor Lane, Suite 100 - Plymouth, Minnesota 55447 - Phone 763-550-1100 - Fax 763-550-1644

www.mtkepa.com



NORTHERN SECURITIES, INC.

]
STATEMENTS OF FINANCIAL CONDITION

December 31, 2011 and 2010

ASSETS 2011 2010
Cash and equivalents $ 11,737 $ 11,643
Accounts receivable (no allowance for doubtful
accounts deemed necessary in 2011 and 2010) 1,282 1,817
Total assets $ 13,019 $ 13,460

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities:
Loan from stockholder $ - $ 820
Total liabilities - 820
Stockholder's equity:
Common stock - no par value; 100 shares authorized,
issued and outstanding 1,000 1,000
Additional paid in capital 17,983 17,983
Accumulated deficit (5,964) (6,343)
Total stockholder's equity 13,019 12,640
Total liabilities and stockholder's equity $ 13,019 $ 13,460

See notes to financial statements.
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NORTHERN SECURITIES, INC.

[
STATEMENTS OF OPERATIONS

Years Ended December 31, 2011 and 2010

2011 2010
Revenue $ 11,608 $ 13,481
Operating expenses:
Compensation and benefits 3,087 3,699
Dues and subscriptions 292 -
Professional services 3,489 3,475
General and administrative 4,361 6,846
Total operating expenses 11,229 14,020
Income (loss) before income taxes 379 (539)
Income tax provision - -
Net income (loss) $ 379 $ (539)

See notes to financial statements.
3



NORTHERN SECURITIES, INC.

PR
STATEMENTS OF CHANGES IN STOCKHOLDER'S EQUITY

December 31, 2011 and 2010

Additional Total
Common Stock Paid in Accumulated Stockholder's
Shares  Amount Capital Deficit Equity

Balances, December 31, 2009 100 $ 1,000 § 17,983 $ (5,804) $ 13,179

Net loss - - - (539) (539)
Balances, December 31, 2010 100 1,000 17,983 (6,343) 12,640

Net income - - - 379 379
Balances, December 31, 2011 100 $ 1,000 $ 17,983 $ (5,964) $ 13,019

See notes to financial statements.
4



NORTHERN SECURITIES, INC.

STATEMENTS OF CASH FLOWS
Years Ended December 31, 2011 and 2010

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash flows
provided by (used in) operating activities:

Changes in operating assets and liabilities:
Accounts receivable

Net cash flows provided by (used in) operating activities

Cash flows from financing activities:
Loan from (repayment to) stockholder

Net cash flows provided by (used in) financing activities
Net increase (decrease) in cash
Cash and equivalents, beginning of year

Cash and equivalents, end of year

See notes to financial statements.
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NORTHERN SECURITIES, INC.

]
NOTES TO FINANCIAL STATEMENTS
Years Ended December 31, 2011 and 2010

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND OTHER INFORMATION

Nature of Business

Northern Securities, Inc. (the Company) was formed on March 14, 1994. The Company is a licensed
broker-dealer selling mutual funds and annuities on a subscription basis. The Company is a member in
good standing with the Financial Regulatory Authority (FINRA), having been accepted for membership
on August 19, 1994. Its principle market is the Minneapolis / St. Paul metropolitan area.

The Company holds no customer securities or cash.

The Company is exempt from the requirements of Rule 15¢3-3 of the Securities Exchange Commission
(the “Rule”), based on the exemption provisions contained in Section K(1) of the Rule.

Concentrations of Risk

Major Customers

The Company is dependent on a small number of customers for its revenue. Three customers
accounted for 94% and 95% of'its revenue in 2011 and 2010, respectively. The total concessions
receivable associated with these customers as of December 31, 2011 and 2010, was $1,219 and
$1,723, respectively.

2011 2010
Percent of Percent of Percent of Percent of
Customer Revenues Receivables Revenues Receivables
A 51% 0% 56% 28%
B 32% 69% 26% 54%
C 11% 26% 13% 13%

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
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. Actual results could differ from those estimates.



NORTHERN SECURITIES, INC.

.
NOTES TO FINANCIAL STATEMENTS
Years Ended December 31, 2011 and 2010

Cash and Cash Equivalents

For purposes of balance sheet presentation and reporting of cash flows, the Company considers all
unrestricted demand deposits, money market funds and highly liquid debt instruments with a maturity of
less than 90 days to be cash and cash equivalents.

Fair value of financial instruments

The financial instruments of the Company consist of cash and accounts receivable. The Company
estimates the fair value of all financial instruments at the balance sheet date. The Company considers the
carrying values of its financial instruments in the financial statements to approximate fair values due to
their short-term nature.

Revenue recognition

Revenues are recognized and recorded based on the customer contract renewal date. Contract renewals
are typically performed on a quarterly or annual basis.

Accounts receivable

Accounts receivable are recorded at the invoiced amount. The allowance for doubtful accounts is the
Company’s best estimate of the amount of probable credit losses in the Company’s existing accounts
receivable. The Company reviews its allowance for doubtful accounts monthly. Past due balances over
90 days and over a specified amount are reviewed individually for collectibility. Account balances are
charged off against the allowance when potential for recovery is considered remote.

Income Taxes

The Company accounts for income taxes using an asset and liability approach to financial accounting
and reporting for income taxes. Accordingly, deferred tax assets and liabilities arise from the difference
between the tax basis of an asset or liability and its reported amount in the financial statements. Deferred
tax amounts are determined using the tax rates expected to be in effect when the taxes will actually be
paid or refunds received, as provided under currently enacted tax law. Valuation allowances are
established when necessary to reduce deferred tax assets to the amount expected to be realized. Income
tax expense or benefit is the tax payable or refundable, respectively, for the period plus or minus the
change in deferred tax assets and liabilities during the period. The Company has recorded a full valuation
allowance for its net deferred tax assets as of December 31, 2011 and 2010 because realization of those
assets is not reasonably assured.

The Company will recognize a financial statement benefit of a tax position only after determining that
the relevant tax authority would more likely than not sustain the position following an audit. For tax
positions meeting the more-likely-than-not threshold, the amount recognized in the financial statements
is the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate
settlement with the relevant tax authority.

7



NORTHERN SECURITIES, INC.

]
NOTES TO FINANCIAL STATEMENTS
Years Ended December 31,2011 and 2010

2 LOAN FROM STOCKHOLDER
On November 22, 2010, the sole stockholder loaned $820 to the Company for working capital purposes.
The loan was unsecured, non interest bearing and was due on demand. The loan was subsequently paid
in full during June 2011. The balance of the loan was $0 and $820 at December 31, 2011 and 2010,
respectively.

3 INCOME TAXES

The provision (benefit) for income taxes consists of the following at December 31:

2011 2010
Current $ - $ -
Deferred 90 (110)
Subtotal 90 (110)
Valuation allowance (90) 110
Provision for income taxes $ - $ -

The provision for income taxes varies from the statutory rate applied to the total income (loss) as follows
at December 31:

2011 2010
Federal income tax expense (benefit) at 15% $ 57 $ (75)
State tax expense (benefit), net of federal 33 (35)
Current valuation allowance (90) 110

Provision for income taxes - -




NORTHERN SECURITIES, INC.

]
NOTES TO FINANCIAL STATEMENTS
Years Ended December 31, 2011 and 2010

Significant components of the Company’s estimated deferred tax balances consist of the following
at December 31:

2011 2010
Deferred tax assets:
Net operating loss carryforward $ 240 $ 330
Valuation allowance (240) (330)
Net deferred tax assets $ - $ -

The Company has a total net operating loss carryforward of approximately $1,110 which begins to expire
in 2028 through 2030. In assessing the realizability of deferred tax assets, management considers
whether it is more likely than not that some portion or all of the deferred tax assets will be realized. The
ultimate realization of deferred tax assets is dependent upon the generation of future taxable income
during the periods in which those temporary differences will become deductible. The Company considers
the scheduled reversal of deferred tax liabilities, projected future taxable income and tax planning
strategies in making this assessment. The Company has recorded a full valuation allowance against its
net deferred tax assets because it is not currently able to conclude that it is more likely than not that these
assets will be realized. The amount of deferred tax assets considered to be realizable could be increased
in the near term if estimates of future taxable income during the carryforward period are increased.

The Company did not have any material unrecognized tax benefits as of December 31, 2011 and 2010.
The Company recognizes potential accrued interest and penalties related to unrecognized tax benefits as
a component of income tax expense. To the extent interest and penalties are not assessed with respect to
uncertain tax positions, amounts accrued will be reduced and reflected as a reduction of the overall
income tax provision. The Company recorded no interest and penalties during the years ended December
31, 2011 and 2010 and had no accrued interest and penalties as of December 31, 2011 and 2010. The
Company is subject to U.S. federal tax examinations by tax authorities for all tax years since the tax year
ended December 31, 2008. The Company is open to state tax audits until the applicable statute of
limitations expires.

4 PENSION PLAN
The Company sponsors a money purchase and profit sharing plan covering all employees. Company

contributions are voluntary and at the discretion of the Board of Directors. The Company made no
contributions to the plan in 2011 and 2010.



NORTHERN SECURITIES, INC.

[
NOTES TO FINANCIAL STATEMENTS
Years Ended December 31, 2011 and 2010

5 NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission (SEC) Uniform Net Capital Rule
(SEC rule 15¢3-1) which requires the maintenance of minimum net capital of $5,000 and requires that
the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. As of
December 31,2011 and 2010, the Company’s net capital was $12,786 and $12,407, respectively, which
was $7,786 and $7,407, respectively, in excess of the required net capital of $5,000. The Company’s net
ratio of aggregate indebtedness to net capital was 0.0 to 1 and 0.07 to 1 at December 31, 2011 and 2010,
respectively.

6 SUBSEQUENT EVENTS

The Company has evaluated subsequent events through February 22, 2012, the date which the financial
statements were available to be issued, for potential recognition or disclosure in the financial statements.

10
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MoQUIST THORVILSON
KAUFMANN & PI1EPER LLC

~ CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

INDEPENDENT AUDITORS’ REPORT ON SUPPLEMENTAL INFORMATION
REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE ACT OF 1934

Board of Directors and Stockholder
Northern Securities, Inc.
Medina, Minnesota

We have audited the financial statements of Northern Securities, Inc. as of December 31, 2011 and 2010 and
have issued our report thereon dated February 22, 2012, which contained an unqualified opinion on those
financial statements. Our audits were conducted for the purpose of forming an opinion on the financial
statements taken as a whole. The information contained in the schedule that follows is presented for purposes of
additional analysis and is not a 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 is the responsibility of
management and was derived from and relates directly to the underlying accounting and other records used to
prepare the financial statements. The information has been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial statements or to
the financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated in all material
respects in relation to the financial statements taken as a whole.

W Fhounkasro Kougrmana & Pupern LLC
Edina, Minnesota
February 22, 2012

CLEAR THINKING. CREATIVE IDEAS.

7650 Edinborough Way, Suite 225 - Edina, Minnesota 55435 - Phone 952-854-5700 - Fax 952-854-1163
3140 Harbor Lane, Suite 100 - Plymouth, Minnesota 55447 - Phone 763-550-1100 - Fax 763-550-1644

www.mtkepa.com



NORTHERN SECURITIES, INC.

COMPUTATION OF NET CAPITAL AND AGGREGATE INDEBTEDNESS
UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

December 31,

2011 2010
Computation of net capital:
Total stockholder's equity $ 13,019 $ 12,640
Less haircuts on securities, $11,626 x 2% and
$11,625 x 2%, respectively (233) (233)
Net capital $ 12,786 $ 12,407
Total aggregate indebtedness $ - $ 820
Ratio of aggregate indebtedness to net capital 0% 7%

See independent auditors' report on supplemental information.
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MoQUIST THORVILSON
KAUFMANN & P1EPER LLC

CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

INDEPENDENT AUDITORS’ SUPPLEMENTAL REPORT ON
INTERNAL ACCOUNTING CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors and Stockholder
Northern Securities, Inc.
Medina, Minnesota

In planning and performing our audit of the financial statements and supplementary schedules of Northern
Securities, Inc. (the Company) as of and for the year ended December 31, 2011, in accordance with auditing
standards generally accepted in the United States of America, we considered the Company’s internal control
over financial reporting (internal control) as a 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 Company’s internal control. Accordingly, we do not express an opinion on the effectiveness
of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a 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-5(g) in making the periodic computations of aggregate indebtedness (or
aggregate debits) and net capital under Rule 17a-3(1)(11) and for determining compliance with the exemptive
provisions of Rule 15¢3-3. 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:

1. Making quarterly securities examinations, counts, verifications and comparisons.
2. Complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal controls 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 SEC’s above-mentioned objectives. Two of the objectives of an
internal control structure 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 transactions are executed in accordance with management’s authorization
and recorded properly to permit the preparation of financial statements in conformity with generally accepted
accounting principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.

CLEAR THINKING. CREATIVE IDEAS.

7650 Edinborough Way, Suite 225 + Edina, Minnesota 55435 + Phone 952-854-5700 - Fax 952-854-1163
3140 Harbor Lane, Suite 100 - Plymouth, Minnesota 55447 - Phone 763-550-1100 - Fax 763-550-164.4

www.mtkepa.com



Board of Directors and Stockholder

Northern Securities, Inc.

Independent Auditors’ Supplemental Report on

Internal Accounting Control Required by SEC Rule 17a-5
Page 2 of 2

Because of inherent limitations in any internal control structure or the practices and procedures referred to
above, errors 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.

A control deficiency exists when the design or operation of a control does not allow management or employees,
in the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis.

A significant deficiency is a deficiency, or combination of deficiencies in internal control, that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance.

A material weakness is a significant deficiency, or combination of significant deficiencies, such that there is a
reasonable possibility that a material misstatement of the financial statements will not be prevented or detected
by the entity’s internal control.

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, except for the lack of segregation of duties. We consider this to be a material
weakness and communicated it in writing to management and those charged with governance on February 22,
2012.

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 a material inadequacy for such purposes. Based on this understanding
on our study, we believe the Company’s practices and procedures were adequate at December 31,2011 to meet
the SEC’s objectives except for the lack of segregation of duties as noted above. However, this control
weakness is inevitable considering the Company has only one employee.

This report is intended solely for the use of the Board of Directors, Stockholder, management, the SEC and other
regulatory agencies that rely on Rule 17a-5(g) 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
specified parties.

%@Wi Fhounkasro KaugmansJ & Puper LLC
Edina, Minnesota
February 22, 2012



