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Report of Independent Auditors

To The Board of Managers and
Member of Leerink Swann LLC:

In our opinion, the accompanying statement of financial condition presents fairly, in all material respects,
the financial position of Leerink Swann LLC at December 31, 2011 in conformity with accounting
principles generally accepted in the United States of America. 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 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 balance sheet is free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
balance sheet, 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 a reasonable basis for our opinion.

R&c&@ﬁm&@?& LS

Fabruary 28, 2012

Pricewat'erhouseCoopers LLP, PricewaterhouseCoopers Center, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (813) 286 6000, www.pwe.com/us



Leerink Swann LLC
Statement of Financial Condition
December 31, 2011

Assets

Cash and cash equivalents

Deposits with clearing organizations

Receivable from clearing organizations

Receivable from customers

Notes receivable from employees, net of reserve of $140,233 and
accumulated amortization of $3,043,501

Marketable securities, at fair value

Non-marketable securities, at estimated fair value

Due from affiliates

Advances to employees

Prepaid expenses

Furniture, equipment, and leasehold improvements, net

Goodwill

Other assets

Total assets

Liabilities and member’s equity
Liabilities:
Securities sold, not yet purchased, at fair value
Accrued compensation, employee benefits, and payroll taxes
Accounts payable and accrued expenses
Deferred rent
Note payable

Commitments and contingencies

Member’s equity
Total liabilities and member’s equity

$40,428,858
250,137
191,027
2,911,920
2,941,274

4,109,564
999,652
268,392
150,343

1,285,681

1,783,214
623,026
441,820

$56,384,908

$ 220,500
20,817,291
5,314,455
734,025
138,000

27,224,271

29,160,637

$56,384,908

The accompanying notes are an integral part of these financial statements.




Leerink Swann LLC
Notes to Statement of Financial Condition

December 31, 2011

1. Organization and Nature of Business

Leerink Swann LLC (the “Company”) is registered with the Securities and Exchange
Commission (SEC) as a securities broker/dealer under Section 15(b) of the Securities Exchange
Act of 1934, and is a member of the Financial Industry Regulatory Authority (FINRA). The
Company is a wholly-owned subsidiary of Leerink Swann Holdings LLC (“Holdings” or
“Parent”), which was formed September 7, 2007.

The Company, formerly known as Leerink Swann & Co., was a wholly-owned subsidiary of
Leerink Swann Massachusetts Business Trust (“Trust”) until the formation of Holdings, at which
time, Trust contributed (at book value) its interest in the Company for a majority stake in
Holdings. The remaining ownership of Holdings is held by outside investors and employees of
the Company.

As a non-clearing broker, all customer transactions are cleared on a fully disclosed basis through
an unrelated third-party clearing firm, which is also a registered broker/dealer.

2. Significant Accounting Policies
Use of Estimates

The preparation of financial statements in conformity with U.S. Generally Accepted Accounting
Principles (GAAP) requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Actual amounts could
differ from those estimates.

Cash and Cash Equivalents

The Company has defined cash equivalents as liquid investments, with original maturities of less
than ninety days that are not held for sale in the ordinary course of business.

Deposits with Clearing Organizations

Cash and securities are kept on deposit with various clearing organizations, and represent the
minimum balance required to be maintained in order to utilize various clearing brokers. This
balance is subject to withdrawal restrictions such that the Company would be prohibited from
doing business with the clearing brokers if the minimum cash balance on deposit is not
maintained.




Leerink Swann LLC
Notes to Statement of Financial Condition
December 31,2011

Securities

Marketable securities are carried at fair value based upon quoted market prices. At December 31,
2011, all marketable securities owned were equity securities.

Non-marketable securities are recorded at fair value and consist of investments in two hedge
funds and equity positions in several private companies, some of which are in the early stages of
development. The fair value of the investments in hedge funds is equal to the Company’s pro
rata interest in the net assets of each hedge fund, the fair value of which is supplied by the hedge
fund manager to the Company at least on a quarterly basis. The fair value of a hedge fund
investment is reviewed by the Company in accordance with its internal investment policy based
upon its knowledge of the hedge fund’s investment strategy and current market conditions. The
Company may liquidate its position in the hedge funds at the fair value indicated on the most
recent quarterly statement provided by the hedge manager with a minimum of 30-day notice.
The fair value of the equity investments in the private companies is determined by management
after considering all available market information and its knowledge of the companies, which
may include information provided by third parties familiar with such financial instruments. In
all cases, the Company values its investments in non-marketable securities based upon
reasonably available relevant information as it considers material. Because of the inherent
uncertainty of any valuation in non-publicly traded funds or companies, the fair value ascribed to
such investments may differ significantly from the values that would have been used had a ready
market for the investments held by the Company been available.

Notes Receivable from Employees and Advances to Employees

Notes receivable from employees represent loans to employees in anticipation of their continued
employment, and generation of commission revenue in accordance with each specific agreement.
The notes are not collateralized and will be forgiven at some future date. Certain loans provide
for interest at a fair market rate and are presented as notes receivable. Loans or draws not
supported by notes and interest are included as advances to employees. The notes are amortized
over time, and the amortization is included in compensation expense. The Company establishes a
bad debt reserve for notes and advances to employees when collection is considered by
management to be doubtful, primarily in cases when the employee has left the Company before
the note or advance had been fully amortized.

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements are carried at cost less accumulated
depreciation and amortization. Depreciation is recorded on a straight-line basis over the
estimated useful lives of the assets ranging from three to seven years for furniture and computers.
Leasehold improvements are amortized over the lesser of the estimated useful life or the
remaining lease term.




Leerink Swann LLC
Notes to Statement of Financial Condition
December 31, 2011

Goodwill

Goodwill is not amortized, but is reviewed for impairment on at least an annual basis, or more
frequently when circumstances indicate impairment could exist.

The Company completed its annual evaluation of goodwill as of December 31, 2011 and
determined that no impairment charge was required. Subsequent to December 31, 2011, no
events have occurred, or circumstances have changed that would reduce the fair value of
goodwill below its book value.

Goodwill as of December 31, 2011 is related to the 2001 acquisition of MEDA Corp.

Deferred Rent

Minimum lease payments are expensed ratably over the term of the lease. When a lease contains
a predetermined fixed escalation of the minimum lease payments, the related rent expense is
recognized on a straight-line basis, and the difference between cash paid and rent expense is
recorded as deferred rent. Lease incentives are deferred and amortized as a reduction to rent
expense over the term of the lease, on a straight-line basis.

Securities Sold, Not Yet Purchased, at Fair Value

Securities sold, not yet purchased, represent obligations of the Company to deliver specified
securities at contracted prices, and thereby, create a liability to purchase the security in the
market at prevailing prices. Such securities are recorded as liabilities in the statement of financial
condition at fair value. The Company’s investments in securities and amounts due from brokers
are partially restricted until the Company satisfies the obligation to deliver securities sold, but
not yet purchased.

Share-Based Compensation

Share-based compensation is recorded based upon the fair value of the share-based payment as of the
grant date. The fair value as of the grant date, or cost of the award, is recognized over the period
during which an employee is required to provide service in exchange for the award, referred to as the
requisite service period (usually the vesting period). No compensation cost is recognized for
equity instruments for which employees do not render the requisite service. If vesting is based

solely on one or more service, market, or performance conditions, any previously recognized
compensation cost is reversed if the award does not vest (that is, the requisite service is not
rendered). This would include instances when previously issued awards are forfeited by the
employee.




Leerink Swann LLC
Notes to Statement of Financial Condition
December 31, 2011

Guarantees

In the normal course of business, the Company indemnifies and guarantees certain service
providers, such as clearing and custody agents, against specified potential losses in connection
with their acting as an agent of, or providing services to, the Company or its affiliates. The
maximum potential amount of future payments that the Company could be required to make
under these indemnifications cannot be estimated. However, there are no claims currently
pending for which indemnification could be sought and, accordingly, the Company has not
recorded any contingent liability in the Statement of Financial Condition for these
indemnifications.

Income Taxes

The Company, together with its Parent, is a single member limited liability company which is
taxed as a partnership. As a partnership, the Company is subject to unincorporated business taxes
related to conducting business in certain state and local jurisdictions. No income tax provision is
required on the remaining earnings of the Company as it is a partnership, and therefore the
remaining tax effects of its activities accrue directly to its partners. The taxable income or loss
of the Company and the Parent are includable in the federal and state income tax returns of the
Parent’s individual members.

Recent Accounting Pronouncements

In September 2011, the FASB issued Accounting Standards Update No. 2011-08 *‘Intangibles—
Goodwill and Other (Topic 350): Testing Goodwill for Impairment”” (‘‘ASU 2011-08°"), which
provides, subject to certain conditions, the option to perform a qualitative, rather than
quantitative, assessment to determine whether it is more likely than not that the fair value of a
reporting unit is less than its carrying amount. ASU 2011-08 will be effective for annual and
interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011.
The adoption of ASU 2011-08 is not expected to have a material impact on the Company’s
financial condition.

3. Fair Value Measurements

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for an asset or liability in an
orderly transaction between market participants on the measurement date.

Current accounting standards provide for a three-level fair value hierarchy that prioritizes the
inputs to valuation techniques used to measure fair value. The three levels of inputs used to
measure fair value are described below:




Leerink Swann LLC
Notes to Statement of Financial Condition
December 31, 2011

Level ] — Financial assets and liabilities whose values are based on unadjusted quoted prices for
identical assets or liabilities in an active market. Examples of Level 1 financial instruments
include active exchange-traded equity securities. '

Level 2 — Financial assets and liabilities whose values are based on quoted prices for similar
assets and liabilities in active markets, and inputs that are observable for the asset or liability,
either directly or indirectly, for substantially the full term of the asset or liability. Level 2 inputs
include:

(a) Quoted prices for similar assets or liabilities in active markets;
(b) Quoted prices for identical or similar assets or liabilities in non-active markets;

(c) Pricing models whose inputs are observable for substantially the full term of the asset
or liability; and

(d) Pricing models whose inputs are derived principally from or corroborated by
observable market information through correlation or other means for substantially the
full term of the asset or liability.

Level 3 — Financial assets and liabilities whose values are based on prices or valuation techniques
that require inputs that are both unobservable in the market and significant to the overall fair
value measurement. These inputs reflect management’s judgment about the assumptions that a
market participant would use in pricing the asset or liability, and are based on the best available
information, some of which is internally developed.

This hierarchy requires the Company to use observable market data, when available, and to
minimize the use of unobservable inputs when determining fair value.

The following table presents information about the Company’s financial assets and liabilities
carried at fair value in the Statement of Financial Condition as of December 31, 2011:




Leerink Swann LLC

Notes to Statement of Financial Condition

December 31, 2011

Fair Value Measurements on a Recurring Basis

Assets

Financial instruments owned:

Mutual Funds

Money market funds
Large cap value funds
Large cap blended funds
Large cap growth funds
Mid cap value funds
Mid cap blended funds
Mid cap growth funds
Small cap blended funds
Small cap growth funds
Intermediate-term bond
funds

Foreign funds

Common Stock
Preferred Stock
Hedge Funds

Total

Level 1 Level 2 Level 3 Total
$1,770,922 - $1,770,922
32,640 32,640
102,128 102,128
15,058 15,058
25,880 25,880
16,400 16,400
7,549 7,549
11,638 11,638
8,103 8,103
114,530 114,530
92,089 92,089
1,912,627 - 1,912,627
- 793,453 793,453
- 206,199 206,199
$4,109,564 $999,652 $5,109,216




Leerink Swann LLC
Notes to Statement of Financial Condition

December 31, 2011
Level 1 Level 2 Level 3 Total
Liabilities
Financial instruments sold, not yet
purchased:
Common Stock $220,500 - - $220,500
Total $220,500 - - $220,500

The following is a reconciliation of the beginning and ending balances for financial instruments
measured at fair value on a recurring basis using significant unobservable inputs (Level 3) during
the year ended December 31, 2011:

Total Gains/Losses Included in Income
Principal Transactions

Unrealized Gain Realized
Related to Gains Related Purchases,
Beginning  Assets Held at to Assets No  Issuances,and Ending

Balance Year End Longer Held Settlements Balance
Assets
Non-
marketable
securities $1,208,753 $63,555 N ($272,656) $999,652

4. Securities Owned and Sold, Not Yet Purchased

Marketable securities owned and sold, not yet purchased, consisted of the following trading and
investment securities at estimated fair values:

Sold,
Not Yet
Owned Purchased
Equities $1,912,627 $220,500
Mutual funds 2,196,937 -
Fair value at December 31, 2011 $4,109,564 $220,500

Securities that are not readily marketable include investment securities (a) for which there is no
market on a securities exchange or no independent publicly quoted market, (b) that cannot be
publicly offered or sold unless registration has been effected under the Securities Act of 1933, or
(c) that cannot be offered or sold because of other arrangements, restrictions, or conditions
applicable to the securities or the Company.




Leerink Swann LL.C
Notes to Statement of Financial Condition
December 31, 2011

At December 31, 2011, securities that are not readily marketable, carried at estimated fair values,
consisted of the following:

Equities $793,453
Hedge funds 206,199
Estimated fair value at December 31, 2011 $999,652

5. Furniture, Equipment, and Leasehold Improvements

At December 31, 2011, furniture, equipment, and leasehold improvements, summarized by major
classification, were as follows:

Furniture $ 421,975
Equipment 1,860,367
Leasehold improvements 2,136,117
4,418,459
Less: accumulated depreciation (2,635,245)
$1,783,214
6. Note Payable

The Company entered into an agreement with a third party to provide funding to the Company
through a deferred compensation arrangement, structured as a note in the amount of $138,000.
The third party served as a trustee of the Trust and a manager of the Company. The Company
recorded the liability as the Trust disbursed the amount of the note, in cash, to the Company. The
agreement provides that no principal repayment is required until 2012, and the note bears interest
at a rate of 7%.

7. Employee Share-Based Compensation and Benefit Plans
Share-Based Compensation Plans

The Company’s employees participate in various share-based compensation plans sponsored by
its Parent and the Trust. During 2011, employees were granted share-based awards associated
with these plans, which grade vest over a three to five year period. In 2009, employees were
granted shared-based awards based on performance. The performance condition is contingent
upon the group of employees generating revenues meeting certain targets prior to certain dates.
The Company periodically assesses the probable outcome of the performance condition. The
compensation cost is accrued if it is deemed probable that the performance condition will be met
and not accrued if meeting the performance condition is not probable.

10
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Defined Contribution Plan

The Company maintains a qualified defined contribution profit sharing plan for essentially all
full-time employees under which the Company makes a contribution out of available profits.
This plan allows employees to reduce their salary under Internal Revenue Code section 401(k).

Deferred Compensation Plan

Effective December 31, 2005, the Company implemented a deferred compensation plan. This is
a non-qualified plan under Internal Revenue Code Section 409A. This plan requires employees
who exceed certain compensation levels to defer a portion of their compensation into the plan
which vest over three years. The value of assets held by the Company was $2,280,253 as of
December 31, 2011. These assets are included in both marketable and non-marketable securities
in the Statement of Financial Condition. The Company had $1,662,723 recorded in
compensation payable at December 31, 2011 for these deferred compensation awards. The
unvested portion of these awards was $3,151,521 at December 31, 2011.

8. Concentration of Credit Risk

The Company occasionally maintains deposits in excess of federally insured limits. The majority
of the Company’s income is derived through commissions paid by customers on transactions
executed through Pershing Corporation (Pershing). The Company maintains its temporary cash
investments with high credit quality financial institutions. Customer commissions receivable
from Pershing are available to the Company daily.

9. Commitments and Contingencies

The Company leases office facilities and equipment under various non-cancelable operating
leases. The leases for the office space requires minimum annual rental payments and clauses for
operating costs adjustments.

Future minimum aggregate annual rental commitments under these non-cancelable leases for the
years ending December 31 are as follows:

2012 $2,687,506
2013 2,035,942
2014 443,196
2015 109,305
Thereafter -

$5,275,949

The Company has been named as a defendant in various legal actions arising from its normal
business activities in which varying amounts are claimed. The Company is also involved in a

11
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number of ongoing examinations and regulatory reviews. Although the liability associated with
those matters, if any, cannot be quantified at this time, in management’s opinion, based upon
advice from counsel, the amount of such liability is unlikely to have a material impact on the
Company’s financial position.

10. Net Capital Requirements

The Company is subject to the Uniform Net Capital requirements of the SEC under Rule 15¢3-1.
The SEC requirements also provide that equity capital may not be withdrawn or cash dividends
paid if certain minimum net capital requirements are not met. At December 31, 2011, the
Company had net capital of $31,871,070 which was $30,943,070 in excess of the amount
required to be maintained at that date. Under the clearing arrangement with the clearing broker,
the Company is required to maintain certain minimum levels of net capital and comply with
other financial ratio requirements. At December 31, 2011, the Company was in compliance with
all such requirements.

11. Related Parties

Amounts receivable/payable from related parties as of December 31, 2011 are set forth below:

Leerink Swann Holdings LLC $173,417
Leerink Swann Consulting LLC 150,384
Leerink Swann Insurance Agency LLC (55,409)

Total $268,392

The receivables from Holdings are primarily related to conference and professional fees incurred
on behalf of Holdings. The receivables from LSC are primarily related to compensation
payments to LSC employees and reimbursement of expenses incurred on behalf of LSC.

12. Subsequent Events
There were no subsequent events requiring adjustment to the Statement of Financial Condition or

disclosure through February 28, 2012, the date that the Company’s Statement of Financial
Condition is issued.
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