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OATH OR AFFIRMATION

I, ' Dawn Huston , swear (or affirm) that, to the best
of my knowledge and belief, the accompanying financial statement and supporting schedulcs pertaining to the firm of
First Capital Investments, LLC. , as of December 31 ,20___ 01 , are true

and correct. I further swear (or affirm) that neither the company nor any partner, proprietor, principle officer, or director has
any proprietary interest in any account classified solely as that of a customer except as follows:
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(d) Statement of Changes in Financial Condition

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ 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

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation of 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
consolidation.

(1) An Oath or Affirmation

(m) A copy of the SPIC Supplemental Report

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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CO?'dOVCU’lO and Harvey, P. C Certified Public Accountants
' 201 Steele Street
Suite 300 _
Denver, Colorado 80206
(303) 329-0220 Phone
(303) 316-7493 Fax

Report of Independent Auditors
The Board of Directors
First Capital Investments, LLC:

We have audited the accompanying statement of financial condition of First Capital Investments, LLC
(successor to First Capital Investments, Inc.) (the “Company”) as of December 31, 2001, and the related
statements of operations, members’ capital/shareholder’s equity, and cash flows for the year then ended that
you are filing pursuant to Rule 17a-5 under the Securities 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 First Capital Investments, LLC 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. '

First Capital Investments, Inc. conducted a securities business while in violation of net capital requirements
under Rule 15-¢3-1 for the period from April 30 through July 16, 2001. As discussed in Note 1 to the
financial statements, First Capital Investments, Inc. sold its securities broker-dealer license and membership
in the NASD to First Capital Investments, LLC, an unrelated third party, effective November 1, 2001.

As explained in Note 2 to the financial statements, the Company conducted the majority of its operations
with affiliate companies during the year ended December 31, 2001.

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 I, Ii, lIl, and 1V 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.

rdovano & Harvey. P.C.
Denver, Colorado

“February 8§, 2002



FIRST CAPITAL INVESTMENTS, LLC
(Successor to First Capital Investments, Inc.)

Statement of Financial Condition

December 31, 2001
Assets
Current assets:
Cash...cccoveveveinn. SO OO OO OO O OO PRSP TORTOETOTOTRTRRROON $ 1,308,556
ACCOUNTS TECEIVADIE. ..ot et 1,479
Prepaid expenses and Other..........cccciiiiiiiiiiiinc s 4,176
Property and equipment, et (NOLE 3).....ccooiiiiiiiiiiticiere e, 52,930
Other assets:
DIEPOSIL....iiicici s 6,000
Investment in securities not readily marketable................... SRR 10,000
Intangible asset, NET (INOLE 3)....ciiiiiiiiiiii ettt ae e ra e eree et e reeees 72,500
§__ 1455641
Liabilities and Members’Capital
Current liabilities:
Accounts payable and accrued [Habilities.........ooiiiiiiiiiic e, $ 10,299
Members' capital (INOTE 5)....oiiiiiririiiiiei e e 1,445,342
$ 1,455,641

See accompanying notes to the financial statements.
3-



FIRST CAPITAL INVESTMENTS, LLC
Notes to Financial Statements

1) Organization, Presentation and Summary of Significant Accounting Policies
Organization and Basis of Presentation

First Capital Investments, LLC (the “Company”) was organized in the State of Colorado on April 23, 2001.
As an NASD member firm, the Company may trade options, and equity securities for its own account
provided the trades are cleared by a clearing broker-dealer. In addition. the Company may conduct business
in private placement offerings, merger and acquisitions, corporate finance, and permissible offerings under
Regulation A. First Capital Investments, Inc., its predecessor, (the “Predecessor”) was incorporated in the
State of Colorado on January 31, 1995 for the purpose of providing investment banking services. Investment
banking services revenue was derived principally from commissions and advisory fees.

The Predecessor (an unrelated third party) transferred its securities broker-dealer license and its NASD
membership to the Company effective November 1, 2001. The accompanying financial statements, insofar as
they reflect transactions prior to October 31, 2001 are those of the Predecessor.

Inherent in the Company’s business are various risks and uncertainties, including its limited operating
history. The Company’s future success will be dependent upon its ability to create trading profits on a
timely and cost-effective basis. ‘

Use of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
the disclosure of contingent assets and liabilities at the date of tinancial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents .

The Company considers all highly liquid securities with original maturities of three months or less when
acquired to be cash equivalents. There were no cash equivalents at December 31, 2001.

Property and Equipment

Property and equipment are stated at cost. Depreciation is calculated using the straight-line method over the
estimated useful lives of the related assets, generally ranging from three to seven years. Leasehold
improvements are amortized using the straight-line method over the estimated useful lives of the assets or the
term of the lease. whichever is shorter.

Investments

Securities not readily marketable are carried at cost. as determined by management.

Intangible Assets

Intangibles consist of a securities broker-dealer license and NASD membership acquired from an unrelated -
third-party. Intangibles are amortized using the straight-line method over a period of five years.



FIRST CAPITAL INVESTMENTS, LLC
Notes to Financial Statements

Impairment of Long-Lived Assets

The Company evaluates the carrying value of its long-lived assets under the provisions of Statement of
Financial Accounting Standards No. 121, Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed Of (Statement No. 121). Statement No. 121 requires impairment losses to be
recorded on long-lived assets used in operations, including goodwill, when indicators of impairment are
present and the undiscounted future cash flows estimated to be generated by those assets are less than the
assets’ carrying amount. In addition, the recoverability of goodwill is further evaluated under the provisions
of APB Opinion No: 17, Intangible Assets, based upon estimated fair value. If such assets are impaired, the
impairment to be recognized is measured by the amount by which the carrying amounts of the assets exceed
the fair value of the assets. Assets to be disposed of are reported at the lower of the carrying value or fair
value, less costs to sell.

Income Taxes

The Company is taxed as a partnership under the Internal Revenue Code and a similar state statute. In lieu of
income taxes, the members of the LLC are taxed on their proportionate share of the LLC's 1axable income.
Therefore, no provision or liability for Federal or state income tax is included in the accompanying financial
statements.

Securities transactions

Proprietary securities transactions are recorded on the trade date. as if they have settled. Profit and loss
arising from all securities transactions entered into for the account and risk of the Company are recorded on a
trade date basis. Revenues and expenses from investment banking services and commissions are recognized
based on the terms of each individual agreement.

(2) Related Party Transactions

The Company

The Company recognized $20,000 in related party revenue in each of the two months ended December 31,
2001 pursuant to a written agreement made with an affiliate. The agreement, which specifies no expiration
date, requires the Company to provide to the affiliate basic broker-dealer operations at $20.000 per month.

The Company engaged an affiliate to consult in the field of securities trading and to assist the Company with
hedge fund management and broker-dealer operations. Payments to the affiliate totalled $22.113 for the
period from November 1, through December 31, 2001.

The Predecessor

The Predecessor shares office space with a company affiliated through common ownership. The affiliate
pays joint expenses and is reimbursed by the Predecessor. During the ten months ended October 31, 2001,
the Company incurred expenses to the affiliate for compensation and related costs, investment banking
services. and rent totaling $24,732. Rent expense charged by the affiliate includes the use of property and
equipment owned by the affiliate. ’

During the ten months ended October 31, 2001. the Predecessor recognized $7,000 in revenues through

agreements with three companies affiliated through common ownership. The $7,000 is included in the
accompanying statement of operations as related party revenue.

-8-



FIRST CAPITAL INVESTMENTS, LLC
Notes to Financial Statements

During the ten months ended October 31, 2001, the Predecessor paid an affiliate $9,500 for investment

banking advisory services. The $9,500 is included in the accompanying financial statements as related party
expense. '

(3) Balance Sheet Components

Property and Equipment

Listed below are the major classes of property and equipment as of December 31, 2001:

EqQuipment. ... $ 45,482
XS, e e 2,345
FUMmIULE. e 6,744
: 54,571
Less: accumulated depreciation..........ooooiviiiiiiiiii (1,641)
S__ 52930

Depreciation and amortization expense was §1,641 for the year ended December 31, 2001.

Intangible Assets

Listed below are the components of intangible assets as of December 31, 2001:

Broker-Dealer License and NASD Membership......................... $ 75.000
Less: accumulated depreciation...............coocoiiiiiii (2,500)
§___ 72500

Amortization expense was $2,500 for the two months ended December 31, 2001.

(4) Leases

The Company entered into an operating lease for its office space located in Golden, Colorado. The lease
period commenced on July 1, 2001 and expires on June 30, 2004. Monthly payments under the lease are
lease are $1,815. Rent expense for the two months ended December 31, 2001 totaled $3.630. Future
minimum lease payments are as follows:

January | through December 31,2002........................ .. ST $ 22,380
January | through December 31,2003........... ...l $ 23.580
January 1 through December 31,2004...............ciii e, $ 12.090

(5) Members’ Capital

Pursuant to the Uniform Net Capital Rule (15¢3-1) under the Securities Exchange Act of 1934, the Company -
is required to maintain minimum net capital as defined by the Rule. Net capital may fluctuate on a daily
basis. At December 31, 2001, the Company had net capital and net capital requirements of $1.299.736 and
$100,000. respectively. . ' .



Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission

December 31, 200!

Schedule |
Net Capital |
Total members' capital qualified for net capital..........cccocceoininiiicn $ 1,445,342
Deductions:
Property and eqUIPMENt, NEL......cccooveiiiiinriieiiiriec et st nreaes (52,930)
Deposit and preapid eXPenses.........ccivviiiiiieiciiciincs e (10,176)
INVESEIMENT.....oeies ettt s e rite v bt e e e b e et a bt s eas s aenebeeesnbaea e eanes (10,000)
INEANGIDIE @SSOl ..oiiiiiiii e (72.500)
Net capitai ...................................................................................................................... $ 1,299,736

Aggregate Indebtedness
[tems included in the statement of financial condition:

Accounts payable... ... $ 10299
Total aggregate iNdebtedness......c.ovvviiiiiiiiicicec e, $ 10,299

Computation of Basic Net Capital Requirement
Minimum net capital required (based on

aggregate indebtedness).........ocoooiiiiiiiiii $ 687
Minimum dollar requirement...........c.co.ooooennnn. et $ 100,000
Net cgpital TEQUITEIMENT. ...ttt e $ 100,000
Excess net capital 8t 1S00%..........ocoiviveirriies oo st $ 1,199.736
Excess net capital at 1000%.........ccccoooiiniinn, s e e 1,298,706
Ratio: Aggregate indebtedness to net capital........c.coocovivneiiiiiiinne Oltol

-10-



Reconciliation of the Computation of Net Capital for
Brokers and Dealers Pursuant to SEC Rule 15¢3-1 with
that Reported in Unaudited Part IIA (X-17A-5)

December 31, 2001

Schedule 11

Net capital, as reported in Part HHA
(X-17a-5) of the Company's unaudited
FOCUS report at December 31,2001...........oooiiiiii $  1,298.506

Audit adjustments:
Accounts receivable. ... .o 1,479

V(0T 1 (249)
$ 1,299,736

-11-



Computation for Determination of Reserve Requirements Under
Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2001

Schedule Iff
Exemption is claimed under Section (k) (2) (ii) paragraph:

First Capital Investments, LLC carries no margin accounts, promptly transmits all customer funds
and delivers all securities received in connection with its activities as a broker or dealer, does not
otherwise hold funds or securities for, or owe money or securities to, customers and effectuates all
financial transactions between the broker or dealer and its customers through one or more bank
accounts, each to be designated as “All customer transactions cleared through another broker-dealer
on a fully disclosed basis. First Options of Chicago, Inc.”



Information Relating to Possession or Control Requirements
Under Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2001

Schedule IV
Exemption is claimed under Section (k) (2) (ii) paragraph:

First Capital Investments, LLC carries no margin accounts. promptly transmits all customer funds
and delivers all securities received in connection with its activities as a broker or dealer, does not
otherwise hold funds or securities for, or owe money or securities to, customers and effectuates all
financial transactions between the broker or dealer and its customers through one or more bank
accounts, each to be designated as “All customer transactions cleared through another broker-dealer
on a fully disclosed basis. First Options of Chicago, Inc.”

-13-



Cor dOVCl}’IO Cli’ld Har vey, P.C Certified Public Accountants
- 201 Steele Street
Suite 300
Denver, Colorado 80206
(303) 329-0220 Phone
(303) 316-7493 Fax

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17A-5 FOR A BROKER-DEALER
CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3
To the Board of Directors and Shareholder of

First Capital Investments, LLC

In planning and performing our audit of the financial statements and supplemental schedules of First Capital
Investments, LLC (the “Company”), 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 (*SEC™). we have made a
study of the practices and procedures followed by the Company. including 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(a)(1-1) 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 customers securities, we did not
review the practices and procedures followed by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by Rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section § 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 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 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
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 the transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of the financial statements in accordance with
generally accepted accounting principles. Rule 17a-3(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control 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 counditions or that the effectiveness
of their design and operation may deteriorate. Our consideration of internal control would not necessarily
disclose all matters in internal control 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 components does not reduce to a relatively low level the risk that

-14-



First Capital Investments, LLC ,

Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5 for a Broker-Dealer
Claiming an Exemption from SEC Rule 15¢3-3

February 8, 2002

Page two

errors or fraud, in amounts that would be material in relation to the financial statements being audited, may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted the following matter involving the control environment and its
operation that we consider to be a material weakness as defined above.

Segregation of Duties

The size of the business necessarily imposes practical limitation on the effectiveness of those internal control
practices and procedures that rely on the segregation of duties. Since this condition is inherent in the size of
the Company, the specific weaknesses are not described herein and no corrective action has been taken or
proposed by the Company. The above condition was considered in determining the nature, timing, and extent
of the procedures to be performed in our audit of the financial statements of First Capital Investments, LLC,
for the year ended December 31, 2001, and this report does not affect our report thereon dated February 8,
2002. :

Periodic Computations of Net Capital under Rule 17a-3(a) (11)

The internal control practice of the Predecessor, First Capital Investments, Inc., with respect to periodic
computations of net capital was insufficient to a detect net capital violation for the period from April 30,
2001 through July 16, 2001. On August 8, 2001, a letter of caution was issued to the president of the
Predecessor by the NASD. Since the Predecessor sold its Broker-Dealer license and NASD membership to
First Capital Investments, LLC effective November 1. 2001, no corrective action has been taken or proposed
by the Company. The above condition was considered in determining the nature, timing, and extent of the
procedures to be performed in our audit of the financial statements of First Capital Investments, LLC, for the
year ended December 31, 2001, and is included in our report thereon dated February 8. 2002.

We understand that the 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 and on our study, we believe that the Company’s practices and procedures were
adequate at December 531, 2001, to meet the Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management. the SEC,
the National Association of Securities Dealers. Inc. 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 should
not be used for any other purpose.

Joordpvann \/%7 ve.
tdovano and Harvey. P.C.

February 8. 2002
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