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OATH OR AFFIRMATION

I, NeilJ. Gagnon , swear (or affirm) that, to the best of my knowledge and belief the accompanying financial statement and supporting
schedules pertaining to the firm of Gagnon Securities, LILC, as of December 31, 2011, are true and
correct. 1 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 a customer, except as follows:

Qualified in Westchester Gounty S\ignatﬁ‘re .
Commission Expires 20 |5

IVETTE REYES .
NOTARY PUBLIC, State of New York [M /L/O
No. 01RE6053182 kv’ 4 ’

President
Title
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J

. Notary Public

This report ** contains (check applicable boxes):

(a) Facing Page.

[x] (b) Statement of Financial Condition.

(—_;] (c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

[__)ZI (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
I:] (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

D (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3

D (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

D (j) 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 Under Exhibit A of Rule 15¢3-3.
[:l (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation
(1) An Oath or Affirmation.

D (m) A copy of the SIPC Supplemental Report.

[:] (n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Members of
Gagnon Securities, LLC

We have audited the accompanying statement of financial condition of Gagnon Securities, LLC (the “Company”)
as of December 31, 2011. 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
established by the American Institute of Certified Public Accountants. Those standards 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 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
management, 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 statement of financial condition referred to above presents fairly, in all material respects, the
financial position of Gagnon Securities, LLC as of December 31, 2011, in conformity with accounting principles
generally accepted in the United States of America.
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GAGNON SECURITIES, LLC

Statement of Financial Condition
December 31, 2010

ASSETS
Cash $ 59,805
Financial instruments owned, at fair value 1,872
Receivable from clearing broker 1,284,575
Furniture, fixtures and leasehold improvements, less accumulated

depreciation and amortization of $2,355,433 265,258
Other assets 409,966

Total assets $ 2,021,476

LIABILITIES AND MEMBERS’ EQUITY

Employee compensation payable $ 505,454
Accounts payable and accrued expenses 598,277
1,103,731
Commitments

Members’ equity 1,478,200
Capital notes receivable from members (560,455)
917,745

Total liabilities and members’ equity $ 2,021,476

The accompanying notes are an integral part of this statement.
-2-



GAGNON SECURITIES, LLC

Notes to Statement of Financial Condition
December 31, 2010

1.

ORGANIZATION

Gagnon Securities, LLC (the “Company”) is a registered broker-dealer and a registered Investment Advisor
with the Securities and Exchange Commission (“SEC”) and a member of the Financial Industry Regulatory
Authority (“FINRA”). The Company provides brokerage and investment services to its clients. The
Company clears all customer securities transactions through its clearing broker pursuant to a fully disclosed
clearance agreement and is therefore exempt from the requirement of SEC Rule 15¢3-3 under paragraph

k(2)(i).
SIGNIFICANT ACCOUNTING POLICIES

The following is a summary of significant accounting policies followed by the Company in the preparation
of its financial statements. The policies are in conformity with accounting principles generally accepted in
the United States of America (“US GAAP”).

Securities Transactions

Proprietary securities transactions are recorded on a trade-date basis. Commission revenue and related
expenses arising from customer securities transactions are recorded on a trade-date basis.

Valuation of Investment at Fair Value

The Company adopted the guidance issued by Financial Accounting Standards Board (“FASB”) to establish
accounting and reporting standards related to fair value measurements. This guidance establishes a fair
value hierarchy that 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 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements).

The three levels of the fair value hierarchy are described below:

Level 1 - Financial assets and liabilities whose values are based on unadjusted quoted prices for
identical assets or liabilities in an active market (examples include active exchange-traded
equity securities, listed derivatives, most U.S. government and agency securities, and certain
other sovereign government obligations).

Level 2 - Financial assets and liabilities whose values are based on the following:

®  Quoted prices for similar assets or liabilities in active markets (for example, restricted
stock)

e Quoted prices for identical or similar assets or liabilities in non-active markets (examples
include corporate and municipal bonds, which trade infrequently)

e  Pricing models whose inputs are observable for substantially the full term of the asset or
liability (examples include most over-the-counter derivatives, including interest rate and
currency swaps)

e  Pricing models whose inputs are derived principally from or corroborated by observable
market data through correlation or other means for substantially the full term of the asset
or liability (for example, certain mortgage loans)

-3-



GAGNON SECURITIES, LLC

Notes to Statement of Financial Condition
December 31, 2010

Level 3 - Financial assets and liabilities whose values are based on prices or valuation techniques that
require inputs that are both unobservable and significant to the overall fair value measurement.
These inputs reflect management’s own assumptions about the assumptions a market
participant would use in pricing the asset or liability (examples include private equity
investments, certain commercial mortgage whole loans and long-dated or complex derivatives,
including certain foreign exchange options and long-dated options on gas and power).

Financial instruments owned are stated at the Company’s estimate of fair value. Factors generally
considered in determining fair value include: (1) current operations; (2) current financial information;

(3) original cost and holding period; (4) evaluation of business, management and financial plans; and

(5) recently executed and planned financing transactions related to the investee companies. Such fair values
were estimated by the Company in the absence of readily ascertainable market values. Because of the
inherent uncertainty of valuation, the Company’s estimate of fair values may differ significantly from the
values that would have been used had a ready market for the investments existed, and the differences could
be material.

Furniture, Fixtures and Leasehold Improvements

Furniture, fixtures and leasehold improvements are carried at cost less accumulated depreciation and
amortization. Depreciation is computed using the straight-line method over the estimated useful lives of the
assets. Leasehold improvements are amortized over the lesser of the economic useful life of the
improvement or the lease.

Capital Notes Receivable

Capital notes receivable from members related to the purchase of membership interests in the Company are
classified as a debit in members’ equity until paid.

Use of Estimates

The preparation of financial statements in conformity with US GAAP requires management to make
estimates and assumptions in determining the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements. Actual results could differ from
those estimates.

Taxes

No provision has been made for federal or state income taxes since the taxable income or loss of the
Company is to be included in the tax returns of the members. The Company is subject to local
unincorporated business taxes in the jurisdiction in which it operates. The Company evaluates its uncertain
tax positions using the provisions of FASB guidance. Accordingly, a loss contingency is recognized when
it is probable that a liability has been incurred as of the date of the financial statements and the amount of
the loss can be reasonably estimated. The amount recognized is subject to estimate and management
judgment with respect to the likely outcome of each uncertain tax position. The amount that is ultimately
sustained for an individual uncertain tax position or for all uncertain tax positions in the aggregate could
differ from the amount recognized.



GAGNON SECURITIES, LLC

Notes to Statement of Financial Condition
December 31, 2010

3. FINANCIAL INSTRUMENTS OWNED

Investments that are not readily marketable are stated at the Company’s estimate of fair value. At
December 31, 2011, financial instruments owned, at fair value consisted of an investment in a private
company. The fair value of this investment has been estimated by the management of the Company in the
absence of readily ascertainable market values. This investment is treated as a nonallowable asset for
regulatory net capital purposes and, accordingly, do not impact the Company’s net capital.

As required by FASB guidance, investments are classified within the level of the lowest significant input
considered in determining fair value. In evaluating the level at which the Company’s investments have
been classified, the Company has assessed factors including, but not limited to, price transparency,
subscription activity, redemption activity and the existence or absence of certain restrictions. The table
below sets forth information about the level within the fair values hierarchy at which the Company’s
investments are measured at December 31, 2011:

Level 1 Level 2 Level 3 Total

Investments in private companies
and partnerships $ - $ - $ 1,872 $ 1,872

The following is a reconciliation of investments in which significant unobservable inputs (Level 3) were
used in determining fair value:

Balance, December 31, 2010 $ 6,240
Unrealized loss (4,368)
Balance, December 31, 2011 $ 1,872

4. TRANSACTIONS WITH CLEARING BROKER AND CUSTOMERS

Pursuant to a clearing agreement, the Company’s clearing broker, J.P. Morgan Clearing Corp. provides
securities clearance, settlement and custodial services for the customers of the Company.

The clearing broker is exposed to risk of loss on customer transactions in the event the customer fails to
satisfy its obligations. The clearing broker may be required to purchase or sell securities at prevailing
market prices in order to fulfill the customer’s obligations. The Company has agreed to indemnify its
clearing broker for losses the clearing broker may sustain from customer accounts introduced by the
Company. The clearing broker seeks to control the risks associated with these customer activities by
requiring customers to maintain collateral in compliance with various regulatory and internal guidelines.
The Company and its clearing broker monitor required margin levels and, pursuant to such guidelines,
require each customer to deposit additional collateral, or reduce positions, when necessary.



GAGNON SECURITIES, LLC

Notes to Statement of Financial Condition
December 31, 2010

At December 31, 2011, the Company has cash held at the clearing broker of $822,907 which is included in
receivable from clearing broker on the statement of financial condition. It is the Company’s policy to
monitor the credit standing of the clearing broker with whom it conducts its business.

5. RELATED PARTY TRANSACTIONS

The Company provides research and other operational and administrative support services to, and executes
securities transactions on behalf of, related investment companies and investment partnerships.

6. COMMITMENTS

The Company is obligated under a noncancellable operating lease through 2015. In addition to base rent,
the lease provides for the Company to pay certain expenses. Future aggregate minimum annual rent
payments are approximately as follows:

Minimum
Fiscal Rental
Year Commitment
2012 $ 652,000
2013 652,000
2014 652,000
2015 135,000

3 2001000

7. EMPLOYEE BENEFIT PLAN

The Company maintains a profit-sharing plan (the “Plan”) qualified under Section 401(a) of the Internal
Revenue Code covering substantially all full-time, salaried employees. The Plan is funded entirely by the
Company and contributions are made on a discretionary basis. The Company accrued $445,433 of
contributions for the year ended December 31, 2011, which is included in employee compensation payable
on the statement of financial condition at December 31, 2010.

8. NET CAPITAL REQUIREMENT

As a registered broker-dealer, the Company is subject to Uniform Net Capital Rule 15¢3-1 of the Securities
and Exchange Commission, which requires that the Company maintain minimum net capital, as defined, of
$5,000 or 6-2/3% of aggregate indebtedness, as defined, whichever is greater. Net capital and aggregate
indebtedness change from day to day, but as of December 31, 2011, the Company had net capital of
$247,214 which exceeded its requirement of $80,576 by $166,638.



GAGNON SECURITIES, LLC

Notes to Statement of Financial Condition
December 31, 2010

Proprietary accounts held at the clearing broker (“PAIB assets™) are considered allowable assets in the
‘computation of net capital pursuant to an agreement between the Company and the clearing broker which
requires, among other things, for the clearing brokers to perform a computation for PAIB assets similar to
the customer reserve computation set forth in Rule 15¢3-3.

9. SUBSEQUENT EVENTS

The Company has evaluated the possibility of subsequent events existing in the Company’s financial
statements through the date the financial statements were available to be issued. The Company has
determined that there are no material events that would require disclosure in the financial statements, other
than those listed below.

In February 2012, the Company had distributions of $303,765 and contributions of $200,000.
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