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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders of
First Southeastern Securities Group, Inc.

We have audited the accompanying statements of financial position of First Southeastern
Securities Group, Inc. (a Florida Corporation) as of December 31, 2001 and 2000, and the related
statements of operations, changes in shareholders’ equity and cash flows for the years then
ended. These financial statements are the responsibility of the Company’s management. Qur -
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. 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 Southeastern Securities Group, Inc., as of December 31, 2001 and
2000, and results of its operations and its cash flows for the years then ended in conformity with
generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in the supplementary schedules is presented for the
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.

CA%LM SG.

Santana & Co., P.A.
Certified Public Accountants
Tampa, Florida

February 22, 2002
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.

STATEMENT OF FINANCIAL POSITION
DECEMBER 31, 2001 and 2000

ASSETS
2001 2000
CURRENT ASSETS:
Cash and cash equivalents $ 615,755 697,924
Investments - 98,100
Receivables:
Brokers and dealers 62,590 69,135
Other 2,194 -
Total current assets 680,539 865,159
PROPERTY AND EQUIPMENT:
Furniture and equipment 225,774 347,026
Less: Accumulated depreciation (225,774) (323,972)
Total property and equipment - 23,054
OTHER ASSETS:
Prepaid expenses - 3,381
Deposits 6,826 6,826
Total other assets 6,826 10,207
Total assets $ 687,365 898,420

See accompanying independent auditors' report and notes to financial statements.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.

STATEMENT OF FINANCIAL POSITION
DECEMBER 31, 2001 and 2000

LIABILITIES AND SHAREHOLDERS' EQUITY

2001 2000
CURRENT LIABILITIES:
Current portion of long-term debt $ 50,000 300,000
Accounts payable 23,269 1
Accrued expenses:

Commissions payable 88,801 83,346

Payroll and taxes payable 25,679 5,778

Income taxes payable - 10,079

Other 5,500 -

Total current liabilities 193,249 399,204

LONG-TERM LIABILITIES:
Loans subordinated to claims of general creditors (Note 9) 200,000 500,000
Less: current portion of long-term debt (50,000) (300,000)
Total long-term liabilities 150,000 200,000
SHAREHOLDERS' EQUITY:
Common stock - $1 par value, 7,500 shares authorized, :

1,500 issued and outstanding 1,500 1,500
Treasury stock (500,000) (500,000)
Additional paid-in capital 14,677 14,677
Retained earnings 827,939 783,039

Total shareholders' equity 344116 299216

Total liabilities and shareholders' equity $ 687,365 898,420

See accompanying independent auditors' report and notes to financial statements.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.

STATEMENT OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2001 and 2000

INCOME:

Commissions
Dividend and interest income
Other income

Total income
EXPENSES:

Employee compensation and benefits
Commissions

Communications

Rent

Interest expense

Loss from sale of investment securities
Loss from abandonment of equipment
(Gain)loss from disposal of equipment
Other operating expenses

Total expenses
Income before provision for income taxes
Provision for income taxes

Net Income

2001 2000
$ 1,860,336 2,622,351
18,580 44,035
693,750 671,184
2,572,666 3,337,570
295,853 258,070
1,491,924 1,895,179
90,346 101,833
99,860 199,060
34,500 60,000
98,100 -
1,513 -
(400) (1,801)
405,552 511,619
2,517,248 3,023,960
55,418 313,610
10,518 104,541
$ 44,900 209,069

See accompanying independent auditors' report and notes to financial statements.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.
STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2001

ADDITIONAL
CAPITAL TREASURY PAID - IN RETAINED
STOCK STOCK CAPITAL EARNINGS TOTAL
Audited balance as of
December 31, 2000 $ 1,500 $ (500,000) $ 14,677 $ 783,039 $299,216
Net income - - - 44,900 44,900
Audited balance as of
December 31, 2001 $ 1,500 $ (500,000) $ 14,677 $ 827,939 $344,116

See accompanying independent auditors' report and notes to financial statements.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.

STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2001 and 2000

2001 2000
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 44,900 $ 209,069
Adjustment to reconcile net income:
Depreciation and amortization 28,864 (40,273)
Loss from abandonment of equipment 1,513 -
(Gain) loss from disposal of equipment - (1,801)
(Increase) decrease in:
Brokers and dealers receivable 6,545 89,619
Other receivables (2,194) 3,650
Prepaid expenses 3,381 (3,381)
Deposits - 8,144
(Decrease) increase in:
Accounts payable 23,268 (4,990)
Commissions payable 5,455 (179,398)
Payroll tax liabilities 19,901 (2,624)
Income tax payable (10,079) 10,079
Other liabilities 5,500 (3,840)
Net cash (used for) provided by operating activities 127,054 84,254
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of equipment (7,323) 78,018
Loss from sale of investment securities 98,100 (98,100)
Net cash (used for) provided by investing activities 90,777 (20,082)
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments on long-term debt (300,000) -
Net cash (used for) provided by financing activities (300,000) -
NET CHANGE IN CASH POSITION (82,169) 64,172
CASH, BEGINNING OF YEAR 697,924 633,752
CASH, END OF YEAR $ 615,755 $ 697,924
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See accompanying independent auditors' report and notes to financial statements.




FIRST SOUTHEASTERN SECURITIES GROUP, INC.
STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2001 and 2000

2001 2000
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the year for:
Interest $ 34,500 $ 60,000
Income taxes $ 10,518 $ 104,541

See accompanying independent auditors' report and notes to financial statements.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001 and 2000

NOTE 1: ORGANIZATION AND NATURE OF BUSINESS

Acorn Securities, Inc. was incorporated under the laws of the State of Florida on
November 7, 1983, and changed its name to First Southeastern Securities Group, Inc. in
1991. The Company is engaged in the general securities brokerage business with main
offices in Tampa, Florida.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

In accordance with generally accepted accounting principles, the financial statements of
First Southeastern Securities Group, Inc. are maintained on an accrual basis of
accounting. The accrual basis of accounting is also used for income tax purposes.

Cash and cash equivalents

The Company defines cash and cash equivalents as highly liquid investments, including
checking and money market accounts, with original maturities of less than ninety days.
This definition does not include investments held for sale in the ordinary course of
business.

Securities Transactions

Securities transactions and the related revenue and expenses are reflected on a trade-date
basis. Investments are recorded at fair market value, which is not materially different
from their cost. Trading accounts are recorded at fair market value. Customer
transactions are cleared through another broker-dealer on a fully disclosed basis.

Accounts Receivable

Commissions receivable and receivables from other sources are all deemed to be fully
collectible.

Use of estimates

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 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.




FIRST SOUTHEASTERN SECURITIES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001 and 2000

Property and equipment

Furniture, fixtures, and equipment are carried at cost. Depreciation is computed using
accelerated depreciation over the estimated useful lives of the individual assets, which is
not materially different from straight-line depreciation. For tax purposes, depreciation is
computed using the modified accelerated cost recovery system (MACRS) of
depreciation.

NOTE 3: CONCENTRATION OF CREDIT RISK

The Company occasionally maintains deposits in excess of federally insured limits.
Statement of Financial Accounting Standards No. 105 identifies these items as a
concentration of credit risk requiring disclosure, regardless of the degree of risk. The risk
is managed by maintaining all deposits in high quality financial institutions.

NOTE 4: PROFIT SHARING

The Company established a 401(k) profit-sharing plan on March 1, 1996. Active
participants may elect to make salary reduction contributions, on their behalf, based on a
percentage of their earnings, not to exceed 15% of certified earnings. Employer
contributions of $3,199 and $22,625 were made for the year ended December 31, 2001
and 2000, respectively.

On December 31, 2001 the Company dissolved the 401(k) profit-sharing plan. The

Company established a SIMPLE Plan, which will be effective January 10, 2002. There
were no contributions made to the SIMPLE Plan as of December 31, 2001.

NOTE 5: RELATED PARTIES

The Company borrowed funds from shareholders under subordinated loan agreements.
(see Note 9).

During 2001, the Company acquired all outstanding shares of stock in Coastal Financial
Security, Inc. from an officer of First Southeastern Securities Group, Inc. 50% of the
acquired shares were subsequently sold to a shareholder of First Southeastern Securities
Group, Inc., and the remaining shares were reacquired by the original seller prior to
December 31, 2001. There was no gain or loss related to this transaction.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001 and 2000

NOTE 6: NET CAPITAL REQUIREMENTS

The Company is subject to the uniform net capital rule (Rule 15¢3-1) under the Securities
and Exchange Act of 1934, 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. At December 31, 2001, the Company had net capital of $534,465, which
represents $434,465 in excess of required net capital. As of December 31, 2000, the
Company had net capital of $667,355, representing an excess over required net capital of
$567,355. The ratio of aggregate indebtedness to net capital was 27% and 15% for 2001
and 2000, respectively. '

NOTE 7: CLEARING AGENT

The Company utilizes Correspondent Services Corporation (A subsidiary of Paine
Webber Incorporated) for clearing all customer transactions. Transactions are cleared on
a fully disclosed basis.

For several months during the year, the Company allowed Coastal Financial Security,

Inc., a related party, to clear customer transactions through Correspondent Services
Corporation as well. (see Note 5).

NOTE 8: LEASING COMMITMENTS

Minimum annual rental commitments at December 31, 2001, under operating leases with
a term of more than one year are as follows:

For the years ended December 31*

2002 $ 85,605
2003 73,112
S 158,717
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001 and 2000

NOTE 9: LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL
CREDITORS

The borrowings from related parties under subordination agreements at December 31,
2001 are as follows:

Henry A. Hale, 12%, due June 15, 2002 $ 50,000
Henry A. Hale, 12%, due April 15, 2003 100,000
Henry A. Hale, 12%, due June 15, 2003 50,000

Total subordinated loans $ 200,000

The subordinated borrowings are covered by agreements approved by the National
Association of Securities Dealers, Inc., and are thus available in computing net capital
under the Securities and Exchange Commission’s uniform net capital rule. To the extent
that such borrowings are required for the Company’s continued compliance with
minimum net capital requirement, they may not be repaid.

NOTE 10: _TREASURY STOCK

In 1998, the Company purchased 750 shares of common stock from its shareholders for a
cost of $500,000. This purchase comprises the entire balance of treasury stock as of
December 31, 2001.

NOTE 11:  SUBSEQUENT EVENTS

The Company, with the consent of its shareholders, has filed an election with the Internal
Revenue Service to be taxed as an S Corporation. In lieu of corporate income taxes, the
shareholders of an S Corporation are taxed on their proportionate share of the Company’s
taxable income. The election is effective January 1, 2002.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.
SCHEDULE OF COMPUTATION OF NET CAPITAL

DECEMBER 31, 2001

Ownership Equity

Profit / Loss - Year to Date

Adjusted Net Worth

Subordinated Loans

Total Available Capital
Non-Allowable Asset

Tentative Net Capital

Haircuts

Other Securities

Total Haircuts

Net Capital

Minimum Net Capital

Excess Net Capital

Aggregate Indebtedness

Ratio of Aggregate Indebtedness to

Net Capital

$ 299216
44,900

344,116
200,000

544,116
(9,651)

534,465

534,465
(100,000)

$ 434465

$ 143,249

27%

See accompanying independent auditors' report.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.

SCHEDULE OF COMPUTATION OF RESERVE REQUIREMENTS

EXEMPTIVE PROVISION UNDER RULE 15C3-3

Customer transactions are cleared through another broker-dealer
on a fully disclosed basis. The clearing firm is Correspondent
Services Corporation (A subsidiary of Paine Webber
Incorporated).

There is no material difference between the computation for
determination of reserve requirements under rule 15¢3-3 included
with the financial statements reported on by the independent
auditor and the computation previously filed by the broker or
dealer

See accompanying independent auditors' report.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS UNDER
RULE 15C3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2001

1. Customers' fully paid securities and excess margin securities not in
the respondent's possession or control as of the report date (for
which instructions to reduce to possession or control had been
issued as of the report date but for which the required action was
not taken by respondent within the time frames specified under rule
15¢3-3). $ -

A. Number of items -
2. Customers' fully paid securities and excess margin securities for

which instructions to reduce to possession or control has not been

issued as of the report date, excluding items arising from

"temporary lags which result from normal business operations” as $ -

A. Number of items -

See accompanying independent auditors' report.
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FIRST SOUTHEASTERN SECURITIES GROUP, INC.
SCHEDULE OF RECONCILIATION PURSUANT TO RULE 17A-5(d)(4)
DECEMBER 31, 2001

There is no material difference between the computation of net capital
under Rule 15¢3-1 included with the financial statements reported on
by the independent auditor and the computation previously filed by
the broker-dealer in the unaudited FOCUS report.

See accompanying independent auditors' report.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5

To the Board of Directors and Shareholders of
First Southeastern Securities Group, Inc.

In planning and performing our audit of the financial statements of First Southeastern
Securities Group, Inc. (a Florida Corporation), 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 the 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 First Southeastern
Securities Group, Inc., including tests of compliance with such practices and procedures
that we considered relevant to the objectives stated in rule 17a-5(g), in the following:

1. Making the periodic computations of aggregated indebtedness (or aggregate
debits) and net capital under rule 17a-3(a)(11) and the reserve required by rule
15¢3-3(e)

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

3. Complying with the requirements for prompt payment for securities under Section
8 of Federal Reserve Regulation T of the Board of Govemors of the Federal
Reserve System .

4. Obtaining and maintaining physical possession or control of all fully paid and
excess margin securities of customers as required by rule 15¢3-3

The management of the Company is responsible for establishing and maintaining an
internal control structure 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 transactions are executed in accordance with management’s
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authorization and recorded properly to permit the preparation of financial statements in
accordance 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 internal control or the practices and procedures referred
to above, error 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 conditions 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 materials weaknesses under standards
established by the American Institute of Certified Public Accountants. A material
weakness 1s 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 error 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 no matters involving internal
control, including control activities for safeguarding securities, which we consider to be
material weaknesses 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 SEC to be adequate for its
purposes in accordance with the Securities and 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 information and use of the Board of Directors,
management, the SEC, 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.

e =0 SN

Santana & Co., P.A.
Certified Public Accountants
Tampa, Florida

February 22, 2001
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