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OATH OR AFFIRMATION

1, Ray Harness

, swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedulps pertaining to the firm of

Avnndale: Dnri—nnrqr- LLC

as of

Navembosr 30 19_200Q7 are true and correct. I further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has ‘any proprietary interest in any account classified soley as that of
a customer, except as follows:

% Notary Public

This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condmon
{c) Statement of Income (Loss).
_(d) Statement of Changes in Financial Condition.
(e) Statzment of Changes in Stockholders’ Equity or Partners or Sole Propnetor s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
(3) A Reconciliation, including appropriate explanation, of the Computation of Net Capi‘al Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed sincc the date of the previous audit.

GDD 0O OO00L DKL)

"‘Fof conditions of confidential treatment of certain portions of this filing, see section 240.1 7a-5(e)(3).
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KraftCPAs

Kraft Bros., Esstman, Patton & Harrell, PLLC
CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Executive Committee and Members.
Avondale Partners, LLLLC
Nashville, Tennessee

We have audited the accompanying statement of financial condition of Avondale Partners, LLC (the
“Company”) as of November 30, 2001, and the related statements of operations, changes in members’ equity
and cash flows for the fourteen-month period then ended that you are filing pursuant to rule 17a-5 under the
Securities Exchange Act of 1934. 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 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 statements are free of material misstatement. 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 audit provides 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 Avondale Partners, LLC at November 30, 2001, and the results of its operations and its cash
flows for the fourteen-month period then ended in conformity with accounting principles generally accepted
in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedule I - Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission, and the Statement of Exemption from Rule 15¢3-3 of the Securities
and Exchange Commission, 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 has been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

417/*& Eossn, Poullon € Xbriad PLLC

Nashville, Tennessee
January §, 2001
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1200 PcrkWay Towers « 404 James Robertson Pkwy. » Nashville, TN 37219 » Phone 615-242-7351 « Fax 615-256-1952 « wwwkraftcpas.com

Also in Columbia and Lebanon, Tennessee * An independently owned member of the McGladrey Network




- AVONDALE PARTNERS, LI.C

STATEMENT OF FINANCIAL CONDITION

NOVEMBER 30, 2001

ASSETS

Cash

Deposits with clearing broker

Receivable from clearing broker

Receivable from customers -

Notes receivable from employees - Note 7

Prepaid expenses and other assets - Note 5

Securities owned, at market value - Note 3 »
Furniture and equipment - at cost, less accumulated depreciation of $5,985 - Note 4

- TOTAL ASSETS

LIABILITIES AND MEMBERS’ EQUITY
 LIABLITIES

Securities sold, not yet purchased, at market value - Note 3
Accounts payable and accrued expenses

TOTAL LIABILITIES
COMMITMENTS - Note 6
MEMBERS’ EQUITY

TOTAL LIABILITIES AND MEMBERS’ EQUITY

The accompanying notes are an integral part of the financial statements.
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$ 627,204
832,849
249,440

13,047
69,260
112,967
278,547

134,294

s _2317.608

$ 407,262
515,224

922,486

1,395,122



AVONDALE PARTNERS. LLC

STATEMENT OF OPERATIONS

FOR THE FOURTEEN-MONTH PERIOD ENDED NOVEMBER 30, 2001

REVENUES

Commission income

Interest and dividend income
Net trading gains

Investment banking income
Other

EXPENSES

-Compensation and benefits

Floor brokerage and clearance fees
Communication and technology
Interest '
Occupancy

Advertising and market development
Other

NET LOSS

The accompanying notes are an integral part of the financial statements.
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$ 129,372
180,880
344,063
165,800

’ 5,444

825,559

677,291
118,848
188,815
109,121

90,607

30,871
113,075

1,328,628
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AVONDALE PARTNERS, LLC

STATEMENT OF CHANGES IN MEMBERS’ EQUITY

FOR THE FOURTEEN-MONTH PERIOD ENDED NOVEMBER 30, 2001

Former Members Avondale
Voting (1) Equity (2) Group, LLC Total
BALANCE - OCTOBER 1, 2000 ‘ $§ 774463 $ 16,650 $ ‘ - 8 791,113
Members’ capital contributions ' 11,000 - 1,967,610 1,968,610 . |
Net income (loss) for the fourteen-month period 67,958 1,461 (572,488) (503,069)
Members’ withdrawals and distributions (843,421) (18,111) - (861,532)
BALANCE - NOVEMBER 30, 2001 $ - $ - $ 1,395,122 $ 1,395,122

(1-) Voting members - 1,173 units at October 1, 2000; 0 units at November 30, 2001

(2) Equity (non-voting) members - 25 units at October 1, 2000; O units at November 30, 2001

The accompanying notes are an integral part of the financial statements.
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AVONDALE PARTNERS, LLC

STATEMENT OF CASH FLOWS

FOR THE FOURTEEN-MONTH PERIOD ENDED NOVEMBER 30, 2001

OPERATING ACTIVITIES ,
Net loss ' ‘ ' | $  (503,069)
Adjustments to reconcile net loss to net cash used in operating activities: ,
Depreciation | | | 14,052
(Increase) decrease in operating assets:
Deposits with clearing broker ' (995,312)
Receivable from clearing broker ' ' - (249,440)
Receivable from customers ' _ (19,094)
Accrued interest receivable - (6,294)
Prepaid expenses (14,035)
- Marketable securities owned : , (652,039)
Securities owned, not readily marketable - ’ 29,275
Increase (decrease) in operating liabilities:
Payable to clearing broker : ’ - 663,888
Securities sold, net yet purchased S : o _ 280,268
Accounts payable and accrued expenses ‘ 75,174
Total Adjustments . _ (873,557)
NET CASH USED IN OPERATING ACTIVITIES . (1,376,626)
INVESTING ACTIVITIES _
Purchase of furniture and equipment ‘ : o (24,459)
Loans to employees | ‘ (19,260)
NET CASH USED IN INVESTING ACTIVITIES __(43,719)

(continued on next page)

The accompanying notes are an integral part of the financial statements.
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AVONDALE PARTNERS. LLC

STATEMENT OF CASH FL.OWS (CONTINUED)

FOR THE FQURTEEN-MONTH PERIOD ENDED NOVEMBER 30, 2001

FINANCING ACTIVITIES :

Cash capital contributions, of former members ’ 1,000

Cash capital contributions of Avondale Group, LLC ’ 2,066,037

Cash withdrawals | - . (32,288)
NET CASH PROVIDED BY IN FINANCING ACTIVITIES | , 2,034,749

NET INCREASE IN CASH o S ' 614,404

CASH - beginning of period | ' 12,800

CASH - end of period _ $ 627,204

-~

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash payments for: . »
Interest expense ‘ $ 109,121

NON-CASH INVESTING AND FINANCING ACTIVITIES - Note 10
Net assets distributed to former members : ' 5 829,244

Net liabilities transferred to Company by Avondale Group, LLC 0§ (98427)

The accompanying notes are an integral part of the financial statements.
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NOTE 1

NOTE2 -

AVONDALE PARTNERS, LLC

NOTES TO FINANCIAL STATEMENTS

NOVEMBER 30, 2001

- ORGANIZATION AND NATURE OF BUSINESS

Avondale Partners, LLC (the “Company”) is a Tennessee limited liability company, which began
operations on January 8, 1999, as Convertible Desk, LLC (*Convertible”). On August 31, 2001,
the majority of the net assets of Convertible were distributed to its members. Simultaneously, the
members sold their membership interests in Convertible (which primarily consisted of its
National Association of Securities Dealers broker-dealer license) to Avondale Group, LLC (100%
owner). On September 1, 2001, Avondale Group, LLC contributed approximately $2,066,000 in
cash, and transferred approximately $98,500 in net liabilities to Convertible. The net liabilities
were contributed at Avondale Group, LLC’s net book value. On September 9, 2001, Convertible
changed its name to Avondale Partners, LLC. Accordingly, the accompanying financial
statements consist of the Company’s operations attributable to the former owners for the period
from October 1, 2000 through August 31, 2001 and to the current owner from September 1, 2001
through November 30, 2001.

The Company is engaged in three pﬁmary lines of business as a securities broker-dealer, which

include equity research, investment banking, and equity capital markets, primarily for institutional
investors. '

SIGNIFICANT ACCOUNTING POLICIES
Fiscal Year

The Company has adopted a November 30 fiscal reportihg‘year for financial statement purposes.
Tax returns are filed on a December 31 calendar year basis.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estfmates and

assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the period. Actual results could differ from those estimates. '

Cash Equivalents

The Company considers all highly liquid instruments purchased with a maturity of three months
or less to be cash equivalents. At November 30, 2001, the Company had no cash equivalents.




AVONDALE PARTNERS. LLC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOVEMBER 30. 2001

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Deposits with Clearing Broker

In connection with its proprietary account with Sterne, Agee & Leach, Inc., the Company has
agreed to maintain a deposit account equal to or greater than the margin requirements on
securities with a minimum balance of $100,000.

Securities Transactions
Gains and losses arising from all securities transactions entered into for the account and risk of the
Company are recorded on a settlement date basis. All of the Company’s trading activities are

executed through Sterne, Agee & Leach, Inc. and cleared by SAL Financial Services, Inc.

Marketable securities are valued at market value, and securities not readily marketable are valued
at estimated fair value as determined by management.

Furniture and Equipment

Furniture and equipment are recorded at cost. Depreciation is computed on an accelerated
method over the estimated useful lives of the assets, which range from 3 to 7 years.

Prepaid Expenses and Other Assets -

Prepaid expenses and other assets are reported at net amortized cost. Prepaid assets are amortized
over the life of the asset.

Advertising and Market Development Costs

Advertising and market development costs are expensed as incurred. -

Income Taxes

~ The Company is treated as a partnership for federal income tax purposes. Consequently, all -
- taxable income, gains and losses of the Company are passed through to the members individually.




AVONDALE PARTNERS, LLC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOVEMBER 30, 2001

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
" Commission Income

Commission income and related clearing expenses are recorded on a settlement-date basis as
securities transactions occur. = N

~ Trading Income

" Trading income is recorded as the difference between the acquisition cost of the security and
the selling price or current fair market value and is comprised of realized and unrealized gains
(losses) on security transactions. :

Investment Banking Income

Investment banking income includes gains, losses, and fees, net of syndicate expenses, arising
~ from securities offerings in which the Company acts as an underwriter or agent. The
Company recognizes investment banking income on offering date, sales concessions on
settlement date, and underwriting fees at the time the underwriting is completed and income is
reasonably determinable. Retainers are recognized in the period received. '

" Interest Expense

The Company may from time to time finance its security positions via a margin account with
its clearing broker. The margin account bears interest at a rate that fluctuates daily.




AVONDALE PARTNERS,. LLC

'NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOVEMBER 30, 2001

NOTE 3 - SECURITIES OWNED AND SOLD, NOT YET PURCHASED

Marketable securities owned and sold, not yet purchased as of November 30, 2001, consist of
trading and investment securities at market values, as follows: '

Sold, Not Yet

» : Owned Purchased
Corporate bonds, debentures and notes $§ 228,512 § 244,024
Corporate stocks - ' 50,035 163,238
Total : | S 278547 5 407262

NOTE 4 - FURNITURE AND EQUIPMENT
Furniture and equipment consist of the following at November 30, 2001:

 Furniture and fixtures ‘ , -8 6,322

Technology equipment 111,422
Office equipment 122,035
o 140,279 -
Accumulated depreciation (5,985)
Furniture and equipment, net : '$ 134,294

Furniture and equipment with an original cost of $35,412, and a net book value of $13,929, was
distributed to the former members on August 31, 2001 (see Note 1). ' ‘

Depreciation expense for the period totals $14,052, consisting of $8,067 for the period from

October 1, 2000 through August 31, 2001, and $5,985 for the period from September 1, 2001
through November 30, 2001.

- -10-




AVONDALE PARTNERS. LI.C

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOVEMBER 30, 2001

NOTE 5 - PREPAID EXPENSES AND OTHER ASSETS

Prepaid expenses and other assets consist of the following at November 30, 2001:

Prepaid insurance and medical benefits $ 13,658

Miscellaneous other prepaid expenses - 28,312
Deposits = _ 41,552
Other ' - 29,445
Towl s uger

NOTE 6 - COMMITMENTS

The Company leases office space under a cancelable operating lease that expires May 31, 2002.
Monthly lease payments fluctuate per month based on the use of individual workstations and
conference rooms and approximated $16,500 for the period. Aggregate future monthly rentals
under the lease as of November 30, 2001, approximate $99,000 for the next fiscal year.

The Company also subscribes to communication and data services under cancelable contracts that
~expire over the next three fiscal years. Aggregate future monthly subscriptions under the
contracts as of November 30, 2001, approx1mate $100,000, $60, 000, and $14,000 for the next
three fiscal years,

Total expense 1ncurred under all such agreements for the period ended November 30, 2001,
amounted to $111,308.

NOTE 7 - TRANSACTIONS WITH AFFILIATES _

Notes Receivable from Emplovyees

The Company has three unsecured notes receivable from employees (original face value of
$25,000 each). The notes bear interest annually at the short-term monthly applicable federal rate,
as published pursuant to the Federal Internal Revenue Code. The term of the notes is for three
years. The principal and interest on the notes will be reduced and recognized by the employees as
compensation expense ratably over the term of the notes, contingent upon the employee’s
continuous employment with the Company over the note period. In the event the employee
ceases to be employed with the Company, the unpaid principal balance and accrued interest will
be immediately due and payable. The total principal and accrued interest charged to
compensation for the fourteen-month period ended November 30, 2001 was $6,415.

-11-



AVONDALE PARTNERS, LLC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

NOVEMBER 30, 2001

NOTE 7 - TRANSACTIONS WITH AFFILIATES (CONTINUED)

. Consulting Arrangement with a Former Member

In September 2001, the Company entered into a consulting arrangement with a former member of
Convertible (the “consultant”) over a period not to exceed one year. The arrangement provides
for the Company to pay $29,000 in consulting fees to the consultant in installments over the term
of the agreement. ’

The consultant operates a proprietary trading account, collateralized by a personal deposit
account, in the Company’s name with the Company’s clearing broker.” The balances on the
proprietary trading account are included in the Company’s securities balances and related
receivable from clearing broker. - — o

The following amounts related to the consulting agreemeht were included in the Company’s
statement of financial condition at November 30, 2001:

Receivable from clearing broker $ 199,274_
Securities owned - marketable, at market value 269,737
Total assets included , Ny $ 469,011
Securities sold, not yet purchased, at market value $ (358,452)
Accounts payable and accrued expenses ) ' (103,433)
Total liabilities included © O $ (461,885)

The consultant is also paid on a monthly basis 100% of all commissions, sales credits, and trading
profits less direct charges generated on the proprietary trading account. Fees paid under the
arrangement for the fourteen-month period ended November 30, 2001 totaled $53,999.

NOTE § - FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK g
The Company has sold securifies that it does not currently own and, therefore, will be obligated to
purchase such securities at a future date. The Company. has recorded these obligations in the
financial statements at November 30, 2001, at the current market values of the related securities
and will incur a loss if the market value of the securities is higher at the purchase date.

-12-




AVONDALE PARTNERS, LLC

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

- NOVEMBER 30, 2001

NOTE 9 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the
ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. The rule
of the “applicable” exchange also provides that equity capital may not be withdrawn if the
resulting net capital ratio would exceed 10 to 1. At November 30, 2001, the Company had net
capital of $977,538, which was $877,538 in excess of its required net capital of $100,000. The
Company’s net capital ratio was .53 to 1.

- NOTE 10 - NON-CASH INVESTING AND FINANCING ACTIVITIES

The net assets distributed to the Company’s former members on August 31, 2001, consisted of the

following:
Deposits with clearing broker $ 945,740
Receivable from customers & , 7,139
Accrued interest receivable 122,378
Prepaid expenses and other assets ' : 8,993
Securities owned, at market value _ - ' 1,091,295
~ Securities owned, not readily marketable ' 29,025
Furniture and equipment ’ - 13,929
Payable to clearing broker (1,167,200)
Securities sold, not yet purchased, at market value (103,581)
Accounts payable and accrued expenses \ (18,474)
Total net assets distributed : $. 829,244

-

The net liabilities contributed to the Company by Avo.ndale Group, LLC consisted of the

following: ‘ :

Notes receivable from employees - ' $ 50,000

Prepaid expenses and other assets : ’ 94,869
- Furniture and equipment 115,821

Accounts payable and accrued expenses ‘ (359,117)

Total net liabilities contributed : $__ (98.427)
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AVONDALE PARTNERS, LLC
SCHEDULE [

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

AS OF NOVEMBER 30, 2001

Net Capital
Total members’ equity from the Statement of Financial Condition $ 1,395,122

Deductions and/or charges
Nonallowable assets from the Statement of Financial Condition:
Securities owned, not readily marketable ' -

Furniture and equlpment net ] ’ ‘ (134,294)
Other assets v _ ' ‘ (195,274)
Total deductions and/or charges ] , (329,568)
Net capital before haircuts on securities positions ' , ' 1,065,554

Haircuts on securities:
Trading and investment securities (88,016)
Undue concentration

Total haircuts on securities ‘ ‘ \ (88,016)

‘ Net Capital | | o | | $ 977,538
Agéregate Indebtedness ,

, Acco}unts payable and accrued expenses | $ . 515,224

Tot_al aggregaté indebtedness | o | ) $ 515,224

(Continued on next page)
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AVONDALE PARTNERS. LLC

SCHEDULE I (CONTINUED)

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

AS OF NOVEMBER 30. 2001

Computation of Basic Net Capital Requirement

Net capital requirement | | $ . 100,000
Excess net capital - ‘ $ 877,538
" Excess net capital at 1000% o v : | $ 926,016

Percentage of aggregate indebtedness to net capital , 7 , _ . 0.53

Reconciliation with Company’s computation (included in Part II of Form X-17A-5
as of November 30, 2001)

Net éapital, as reported in Company’s Part II (unaudited Focus report) ' $ | 992,538

Correction of haircuts on securities , : _ -

Net audit adjustments ' L (15,000
Net capitél per above _ v $ 977,538
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AVONDALE PARTNERS, LL C

STATEMENT OF EXEMPTION FROM RULE 15¢3-3 OF
THE SECURITIES AND EXCHANGE COMMISSION

AS OF NOVEMBER 30, 2001

Avondale Partners, LLC is exempt from the provisions of Rule 15¢3-3 under the exemption provided in
section 15¢3-3(k)(2)(B). ’
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