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Cynthia D. Lyons

Oath or Affirmation

, swear (or affirm) that, to the best of my knowledge and belief, the accompanying

financial statement and supporting schedules pertaining to the firm of _Flagstone Securities L.L.C. , as of
December 31 . 2001, 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 a customer,
except as follows:

Subscribed
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Facing page.

Statement of financial condition

Statement of income (loss)

Statement of cash flows

Statement of changes in stockholders’ equity or partners’ or sole proprietor’s capital.

Statement of changes in liabilities subordinated to claims of general creditors.

Computation of net capital for brokers and dealers pursuant to Rule 15¢3-3.

Computation for determination to the possession or control requirements for brokers

Information relating to the possession or control requirements for brokers and dealers
under Rule 15¢3-3.

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.

A reconciliation between t he audited and unaudited statements of financial condition with
respect to methods of consolidation.

An oath or affirmation.

A copy of the SIPC supplementai report.

A report describing any material inadequacies found to exist or found to have existed
since the date of the previous audit.

Independent auditor’s report on internal accounting control.

Schedule of segregation requirements and funds in segregation - customers’ regulated
commodity futures account pursuant to Rule 171-5.

For conditions of confidential treatment of certain portions of this filing, see section 240.17e-5(e)(3).

Note: Various exchanges may require an additional letter of attestation.

‘  See appendix D,, "Report on Internal Control Required bvy SEC Rule 17a-5", in this Audit and

Accounting Guide.
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WEAVER

—_——
TIDWELL
L.L.P " INDEPENDENT AUDITOR'S REPORT

CERTIFIED PuBLIC
ACCOUNTANTS
AND CONSULTANTS

To the Member
Flagstone Securities, L.L.C.
Clayton, Missouri

We have audited the accompanying statement of financial condition of Flagstone Securities, L.L.C.
as of December 31, 2001, and the related statements of income and changes in member’s equity,
and cash flows for the year 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 Flagstone Securities, L.L.C. as of December 31, 2001, and the results of its
operations and its cash flows for the year 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 Schedules |, Il, Ill, IV and V is presented for
purposes of additiona! analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of 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

DALLAY
U financial statements taken as a whole.
Fort WORTH WEAVER AND TIDWELL, L.L.P.

MR PRV TRV FI

y Dallas, Texas
- i e February 22, 2002

WWW WEAVERANDTIDWELL.COM
AN INDEPENDENT MEMBER OF

BAKER TILLY
INTERNATIONAL




FLAGSTONE SECURITIES, L.L.C.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

ASSETS

Cash

Cash deposit with clearing organization
Receivable from brokers and dealers
Other receivables

Prepaid expenses and other assets
Due from member

TOTAL ASSETS

LIABILITIES AND MEMBER'S EQUITY

LIABILITIES
Accounts payable and accrued expenses

MEMBER'S EQUITY

TOTAL LIABILITIES AND MEMBER'S EQUITY

The Notes to Financial Statements are
an integral part of this statement.

90,641
100,006
35
61,575
20,777

154,256

427,290

7,759

7,759

419,531

419,531

427,290




FLAGSTONE SECURITIES, L..L.C.
STATEMENT OF INCOME AND CHANGES IN MEMBER'S EQUITY
YEAR ENDED DECEMBER 31,2001

Revenue
Commissions
Underwriting

Syndicate income
Other income

Operating expenses
Management fees
Clearing costs
Commisions

Employee compensation
Other operating expenses

Net income

MEMBER'S EQUITY, BEGINNING OF YEAR
MEMBER CONTRIBUTIONS

MEMBER'S EQUITY, END OF YEAR

The Notes to Financial Statements are
an integral part of this statement.

129,103
109,764
287,277

10,589 .

536,733

215,000
20,167
28,846
66,603
23,123

353,739

182,994

150,000

86,537

419,531




FLAGSTONE SECURITIES, L.L.C.
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31,2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers
Cash paid to suppliers and employees
Interest received

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Net loans to member

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITES:
Member contributions

Net cash provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

RECONCILIATION OF CASH AND CASH EQUIVALENT
ON THE STATEMENT OF CASH FLOWS TO THE
STATEMENT OF FINANCIAL CONDITION:

Cash

Cash deposit with clearing organization

RECONCILIATION OF NET INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net
cash provided by operating activities:
Increase in receivables
Increase in prepaid expenses and other assets
Increase in accounts payable and accrued expenses

Net cash provided by operating activities

The Notes to Financial Statements are
an integral part of this statement.

$

465,493
(366,757)
5,374

104,110

(150,000)
___ (150,000)

86,537
86,537
40,647
150,000

180,647

90,641
100,008

190,647

182,994

(65,866)
(20,777)
7,759

104,110




FLAGSTONE SECURITIES, L.L.C.
NOTES TO FINANCIAL STATEMENTS

Note 1. Organization and Nature of Business

Flagstone Securities, L.L.C. {the Company) is a broker-dealer registered with the Securities and
Exchange Commission (SEC) and is a member of various exchanges and the National Association of
Securities Dealers (NASD). The Company is a Missouri Limited Liability Company.

Note 2. Significant Accounting Polices

Concentration of Credit Risk

The Company maintains it cash in bank deposits accounts, which, at times, may exceed federally
insured limits. The Company has not experienced any losses in such accounts and believes it is not
exposed to any significant credit risk on cash and equivalents.

Securities Transactions

Customers' securities transactions are recorded on a settlement date basis with commission income
and expenses recorded on a trade date basis. Securities transactions of the Company are recorded

on a trade date basis. :

Commissions

Commissions and related clearing expenses are recorded on a trade-date basis as securities
transactions occur.

Income Taxes

The Company has elected to be taxed as a partnership. The income or loss of a partnership is
recognized by the partners for income tax purposes. Accordingly, no provision for income tax has
been provided in the accompanying financial statements.

Statement of Cash Flows

For purposes of the statement of cash flows, the Company considers all highly liquid debt instruments
purchased with a maturity of three months or less to be cash equivalents.

Use of Estimates in the Preparation of Financial Statements

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 and disclosure of contingent 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.




FLAGSTONE SECURITIES, LL.L.C.
NOTES TO FINANCIAL STATEMENTS

Note 3. Net Capital Requirements

The Partnership is subject to the Securities and Exchange Commission Uniform Net Capital Rule 15¢3-
1, which requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital shall not exceed 15 fo 1. If the net capital ratio exceeds 10 to 1, the
Company may not withdraw equity capital or pay cash dividends. At December 31, 2001, the Company
had net capital of $182,923, which was $82,923 in excess of its required net capital of $100,000. The
Company's net capital ratio was .04 to 1.

Note 4. Related Party Transactions

The Company throughout the year loaned money to its member at a rate of prime (4.75% at December
31, 2001) plus 5% accruing monthly. At December 31, 2001 the money owed from the member including
interest was $154,256. Total interest income recognized during 2001 on such loan was $5,661.

The Company has entered into a management agreement with its member whereby the Company pays
monthly the lesser of $50,000 or net income of the prior month for services and facilities provided by the
member. In no case will a payment be made if the net capital of the company would be reduced to less
than $130,000. During the year ended December 31, 2001 the Company made payments of $215,000 to
the member, which is classified in the accompanying statement of income as management fees.




FLAGSTONE SECURITIES, L.L.C.
SCHEDULE i - COMPUTATION OF NET CAPITAL
UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2001

NET CAPITAL
Total stockholders' equity $
Deduct stockholders' equity not allowable for net capital

419,531

Total stockholders' equity qualified for net capital 419,531

ADD:
A. Liabilities subordinated to claims
of general creditors allowable
in computation of net capital
B. Other (deductions) or allowable credits

Total capital and allowable subordinated liabilities 419,531

DEDUCTIONS AND/OR CHARGES

A. Non-allowable assets
Receivable from brokers or dealers $
Other receivables 61,575
Other assets 175,033
Furniture, fixtures and equipment, net

B. Secured demand note deficiency

C. Commeodity futures contracts and spot commodities -

proprietary capital charges

D. Other deductions and/or charges 236,608

Net capital before haircuts on securities positions 182,923

HAIRCUTS ON SECURITIES POSITIONS
A. Contractual securities commitments
B. Deficit in securities collateralizing secured demand notes
C. Trading and investment securities
1. Exempt securities
2. Debt securities
3. Options
D. Undue concentration
E. Other

NET CAPITAL $ 182,923




FLAGSTONE SECURITIES, L.L.C.
SCHEDULE | - COMPUTATION OF NET CAPITAL
UNDER RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2001

AGGREGATE INDEBTEDNESS
Total liabilities from statement of financial
condition $ 7,759

ADD:
A. Drafts for immediate credit 5
B. Market value of securities borrawed for which no
equivalent value is paid or credited
C. Other unrecorded amounts

Total aggregate indebtedness $ 7,759

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required $_ 517
Minimum dollar net capital requirement $ 100,000
Net capital requirement (larger of above) $ 100,000

Excess net capital $ 82,923

Excess net capital at 1000% (net capital

less 10% of aggregate indebtedness) $ 182,147
Percentage aggregate indebtedness to net capital 4.24

Percentage of debt to debt-equity total computed

in accordance with Rule 15¢3-1(d) N/A




FLAGSTONE SECURITIES, L.L.C.
SCHEDULE Il - RECONCILIATION
PURSUANT TO RULE 17a-5(d) (4) OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2001

Net capital per unaudited 11A Focus Report,
as reported December 31, 2001 $ 182,923

Audit adjustments to retained earnings

Net capital, per Schedule | $ 182,923




FLAGSTONE SECURITIES, L.L.C.

SCHEDULE Ill - COMPUTATION FOR
DETERMINATION OF RESERVE REQUIREMENTS UNDER
RULE 15C3-3 OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2001 '

No reserve requirement is required since the Company operated as a limited securities broker pursuant to
the (K)(2)(ii) exemption under Rule 15¢c3-3. The conditions of exemption from Rule 15¢3-3 were being
complied with at December 31, 2001, and during the year then ended.

10




FLAGSTONE SECURITIES, L.L.C.
SCHEDULE IV - INFORMATION RELATING
TO POSSESSION OR CONTROL REQUIREMENTS UNDER
RULE 15C3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2001

Possession or control of securities is not maintained by the Company and the Company does not carry
security accounts for customers or perform custodial functions relating to customer securities.

11




FLAGSTONE SECURITIES, L.L.C.
SCHEDULE V - SCHEDULE OF SEGREGATION
REQUIREMENTS AND FUNDS IN SEGREGATION
DECEMBER 31, 2001

The Company has no segregation requirements or funds in segregation since the Company operated as
a limited securities broker pursuant to the (K)(2)(ii) exemption under Rule 15c3-3 and the Company does
not carry security accounts for customers or perform custodial functions relating to customer securities.

12
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17A-5

To the Member
FLAGSTONE SECURITIES, L.L.C.
Clayton, Missouri

in planning and performing our audit of the financial statements and supplemental schedules
of Flagstone Securities L.L.C. for the year ended December 31, 2001, we considered its
internal control, including control activities for safeguarding securities, in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission
(Commission), we have made a study of the practices and procedures (including tests of
compliance with such practices and procedures) followed by Flagstone Securities, L.L.C.,
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(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3.
We did not review the practices and procedures followed by the Company in making
quarterly securities examinations, counts, verifications and comparisons, and the
recordation of differences required by Rule 17a-13 or in complying with the requirements for
prompt payment for securities under Section 8 of Regulation T of the Board of Governors of
the Federal Reserve System, because the Company does not carry security accounts for
customers or perform custodial functions relating to customer securities.

The management of Flagstone Securities L.L.C. is responsible for establishing and
maintaining internal control 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 internal control policies and
procedures 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
Commission's above-mentioned objectives. Two of the objectives of internal control 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 that transactions are executed in accordance
with management's authorization and recorded properly to permit 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.

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

13




FLAGSTONE SECURITIES, L.L.C.
Page Two

Our consideration of internal control would not necessarily disclose all matters that might be
material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of
the specific internal control elements does not reduce to a relatively low level the risk that
errors or irregularities in amounts may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted
no matters involving intermal control, including control activities for safeguarding securities,
that we consider to be a material weakness as defined above.

We understand that practices and procedures that accomplish the objectives referred to in
the second paragraph of this report are considered by the Commission 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 and on our study, we believe that the Company's practices and procedures
were adequate at December 31, 2001, to meet the Commission's objectives.

This report is intended solely for the use of the Board of Directors, management, the
Commission, and other regulatory agencies which 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.

WEAVER AND TIDWELL, L.L.P.

Dallas, Texas
February 22, 2002
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