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XX Certified Public Accountant PROCESSED

Accountant not resident in United States or any of its possessions.

P.O. Box 18068

FOR OFFICIAL USE ONLY THOMSON
FINANGIAL

'f‘?’ exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
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OATH OR AFFIRMATION

1, ___Richard K. Bryant , swear (or affirm) that, to thg}
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of;f
i

. Capital Investment Group, Inc. , as of

December 31 A%2001, are true and correct. 1 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:

Riéhard K. Brvant, President

(Unos D Mia i}

ANNE D.IING
NOTARY PUBLIC

WANE COUNTY, N.C.
My Commission Expires 4-3-2005

None

This report** contains (check all applicable box

£X (a) Facing page.

£X (b) Statement of Financial Condition.

XX (c) Statement of Income (Loss).

XX (d) Statement of Changes in Financial Condition.

XX (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

XX (g) Computation of Net Capital

XX (h) Computation for Determination of Reserve Requirements Pursnant to Rule 15¢3-3.

0 () Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

XX (j) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

0O () A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of ©
solidation.

XX ) An Oath or Affirmation.

0 (m)A copy of the SIPC Supplemental Report.

XX (n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous au

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




BATCHELOR, TILLERY & ROBERTS, LLP
CERTIFIED PUBLIC ACCOUNTANTS
POST OFFICE BOX 18068
RALEIGH, NORTH CAROLINA 27619

3105 GLENWOOD AVENUE, SUITE 301
RALEIGH, NORTH CAROLINA 27612
TELEPHONE (919) 787-8212
FACSIMILE (919) 783-6724

Independent Auditors’ Report

- The Board of Directors
' Capital Investment Group, Inc.:

We have audited the accompanying balance sheets of Capital Investment Group, Inc. (the”"Company")
+as of December 31@2001 and 2000, and the related statements of income and retained earnings and

ash flows for the 'years 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

dits.

We conducted our audits 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
whether the financial statements are free of material misstatement. An audit includes examining,

test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
» includes assessing the accounting principles used and significant estimates made by management,
s'well as evaluating the overall financial statement presentation. We believe that our audits provide a
onable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
1nancial position of the Company as of December 31, 2001 and 2000, and the results of its operations
and its cash flows for the years then ended in conformity accounting principles generally accepted in
United States of America.

audits were conducted for the purpose of forming an opinion on the basic financial statements
n as a whole. The information contained in Schedules 1-3 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
quired by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
bjected to the auditing procedures applied in the audits of the basic financial statements and, in our
Qpini?n, is fairly stated in all material respects in relation to the basic financial statements taken as a

whole.

Unin £ Fibots | LLP

February 18, 2002




CAPITAL INVESTMENT GROUP, INC.
Balance Sheets

December 31, 2001 and 2000

2001 2000
Assets
Current assets:
Cash and cash equivalents $ 699,487 585,896
‘Accéounts receivable 112,127 171,216
Prepaid expense - 715
Current portion of note receivable 42,624 44,614
Total current assets 854,238 802,441
Property and equipment, at cost:
Office equipment 72,688 72,688
Leasehold improvements 14,820 14,820
87,508 87,508
Less accumulated depreciation and amortization (81,410) (60,711)
Property and equipment, net 6,098 26,797
Other assets:
Note receivable, less current portion 208,655 216,594
Investments-availablé for sale 61,384 -
. 270,039 216,594

S $ 1,130,375 1,045,832

Liabilities and Stockholders’ Equity

.~ Current liabilities:
Note payable - credit line 4,603 5,416
~ Accounts payable 4,670 3,078

 Accrued retirement 12,000 12,000
‘Commissions payable 248,849 297 836

Total current liabilities 270,122 318,330

di

Commitments and contingencies

Stockholders’ equity:

- Common stock, no par value 6,000 6,000

Additional contributed capital 181,376 181,376

Retained earnings 672,877 540,126
Total stockholders’ equity 860,253 727,502

$ 1,130,375 1,045,832

* See accompanying notes to financial statements.




CAPITAL INVESTMENT GROUP, INC.
Statements of Income and Retained Earnings

Years ended December 31, 2001 and 2000

2001 2000

$ 5,028,216 5,782,074

Revenues:
Operating:expenses:
 Salaries and management fees 298,621 224,851
Commissions 3,815,573 4,683,714
Registration and fees 56,429 62,848
Rent and utilities 58,054 51,005
Printing 11,828 21,455
Office supplies 20,473 13,071
Publications 7,670 50,163
Travel and entertainment 108,251 40,095
s Insurance 133,580 164,016
Taxes 8,270 13,454
“Promotion 6,931 31,365
Depreciation and amortization 20,699 11,448
Litigation 26,697 58,175
‘Professional fees 21,846 21,077
Retirement . 14,225 23,424
24,492 36,736
1,700 -
34,257 12,434
4,669,596 5,519,421
358,620 262,653
Other income (expense):
Management fee from related party 200,000 100,000
In t income 72,975 10,960
(10,202) (23,138)
262,773 87,822
621,393 350,475
| earnings, beginning of year 540,126 481,382

(488,642) (291,731)

Retained earnings, end of year $ _672.877 540,126

See accompanying notes to financial statements.




CAPITAL INVESTMENT GROUP, INC.
Statements of Cash Flows

Years ended December 31, 2001 and 2000

2001 2000

Cash flows from operating activities:

Net income $ 621,393 350,475
- Adjustments to reconcile net income

to.net cash provided by operating activities:

:Depreciation and amortization 20,699 11,448
Changes in operating assets and liabilities:

- Accounts receivable 59,089 41,065
Prepaid expense 715 -
Accounts payable 1,592 (929)
Accrued retirement - 12,000

’ Commissions payable : (48,987) (23,595)
Net cash provided by operating activities 654,501 390,464
Cash "ﬂows from investing activities:

Purchase of investments (61,384) -
Payments received on notes receivable 9,929 76,507
Net cash (used in) provided by investing activities (51,455) 76,507
ash vﬂows from financing activities:
roceeds form bank loan - 5,341
Repayment of bank loan (813) (12,918)

- Payments of dividends (488,642) (291,731
Net cash used in financing activities (489,455) (299,308)
Net nérease in cash and cash equivalents 113,591 167,663
Cash and cash equivalents, beginning of year 585,896 418,233
Cash and cash equivalents, end of year $ 699,487 585,896

p,glemental disclosure of cash flow information:
nterest paid $ _10.202 23,138

See accompanying notes to financial statements.




CAPITAL INVESTMENT GROUP, INC.
Notes to Financial Statements

Years ended December 31, 2001 and 2000

'Org_anization and Significant Accounting Policies

| The!Company was incorporated as Capital Investment Group, Inc., a North Carolina corporation,

on:January 4, 1984 to provide investment services to investors as a fully disclosed introducing
‘broker-dealer. The Company operates as Capital Investment Group, Inc. in North Carolina and is
“Jicensed to operate in all other forty-seven contiguous states plus Alaska. It operates in states other
. than North Carolina primarily through independent representatives.

Revenue Recognition

The Company recognizes revenue from securities transactions on a trade date basis.

Basis of Presentation

The Company's (policy is to prepare it financial statements in accordance with accounting principles
generally accepted in the United States of America.

Cash and Cash Equivalents

‘For- purposes of the financial statements, cash and cash equivalents include cash, deposits in
rterest-bearing accounts, and other financial instruments with maturities of less than three months.

ccounts Receivable

The Company writes off doubtful receivables in amounts equal to the estimated collection losses
that will be incurred. No allowance is required for 2001 and 2000.

Property and Equipment

rty and equipment is recorded at cost and depreciated over its estimated useful lives of five to
years using accelerated and straight-line methods.

. Income Taxes
ompany has elected S corporation status under the Internal Revenue Code whereby its

me is taxed to the individual stockholders; therefore, there is no tax provision for this

Use:of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted

'the United States of America 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.




CAPITAL INVESTMENT GROUP, INC.
Notes to Financial Statements, Continued

December 31, 2001 and 2000

Note Receivable

pital Investment Brokerage Inc. is a related company, which is owned by the same individuals as
apital Investment Group, Inc. These stockholders purchased certain assets from Capital
avestment Group, Inc. in 1997 to form Capital Investment Brokerage, Inc. and, as a result, the
tockholders have notes payable to the Company originally totaling $375,000 to be received over
“tenvyears at 7% interest with payments of $52,243, including principal and interest, due semi-

annually.

(3) Investments Available-for-Sale

" Investments available-for-sale are recorded at fair value. Unrealized holding gains and losses are
excluded from earnings and are reported as a separate component of stockholders' equity until
realized. These investments are generally held for long-term investments purposes. Dividend and
interest income are recognized when ecarned. Realized gains and losses are included in earnings
and are derived using the specific identification method of determining the cost of securities. As of
December 31, 2001, investments available-for-sale consist of equity securities, and cost

approximates fair value.

vestment Counsel, Inc. (a related company) as required
thly basis for accounts under management by Capital
d in 2001 and 2000 were $64,295 and $85,109,

The Company receives fees from Capital In
by SEC and NASD regulations on a mon
nvestment Counsel. Total fees receive

ital Value Fund, which is a balanced mutual fund

T’héCompany also receives fees from the Cap
Total fees received in 2001 were

managed by employees of Capital Investment Counsel, Inc.

m Capital Investment Brokerage, Inc. for

16 ‘Company receives a monthly management fee fro
d in 2001 and 2000 were $200,000 and

services provided by its employees. Total fees receive
$100,000, respectively.

Company pays rent on certain office space in Raleigh, North Carolina, which is leased by
ital- Investment Counsel (a related Company) currently on a month-to-month lease for
approximately $5,000 per month. The Company's portion is estimated based on the amount of
bace it utilizes. There is no formal agreement between the two companies.




CAPITAL INVESTMENT GROUP, INC.
Notes to Financial Statements, Continued

Years ended December 31, 2001 and 2000

the Securities and Exchange Commission Uniform Net Capital Rule

the maintenance of minimum net capital. The Company has elected

tted by the Rule, which requires that the Company maintain
minimum net capital of $50,000, as defined, and requires that the ratio of aggregate indebtedness
~~to net capital, both as defined, shall not exceed 15 to 1. As of December 31, 2001, the Company
had net capital of $524,991 which was $ 474,991 in excess of required net capital and its ratio of

aggregated indebtedness to net capital was 0.52to 1.

The Company is subject to
(Rule 15¢3-1), which requires
use 'the basic method, permi

Common Stock

The authorized, issued and outstanding common stock of the Company consisted of the following

as of December 31, 2001 and 2000:

Shares
Common stock - class A, voting,
50,000 shares authorized, 980
issued and outstanding 980
Common stock - class B, non-voting
- 500,000 shares authorized, 20
issued and outstanding 20
1,000

Total shares

Pension Plan

t sharing plan in

ed contribution pension plan and a 401(k) profi
r 2001 and 2000

The Company maintains a defin
al Revenue Service guidelines. Contributions fo

_accordance with applicable Intern
.were $14,225 and $23,424, respectively.

(9) Litigation

~ The Company is subject to claims and lawsuits, which arise, primarily in the ordinary course of
 business. The Company does not anticipate any losses with respect to the lawsuits outstanding as

of December 31, 2001, and outside counsel for the Company has advised that they cannot offer an
opinion as to the probable outcomes. The Company intends to defend vigorously against these

lawsuits and believes that it has valid defenses.

Qj”"Note Payable

The Company maintains a line of credit with a bank with a maximum credit limit of $350,000 and
te. The line is collateralized by accounts receivable

interest payable monthly at the bank’s prime ra
and equipment. Total outstanding borrowings as of December 31, 2001 and 2000 were $4,603 and

$5,416, respectively.




CAPITAL INVESTMENT GROUP, INC.
Notes to Financial Statements, Continued

Years ended December 31, 2001 and 2000

The Company maintains cash balances at several financial institutions and accounts at each
institution are insured by the Federal Deposit Insurance Corporation up to $100,000. As of
December 31, 2001, the Company’s uninsured cash balances total $625,771.




Schedule 1
CAPITAL INVESTMENT GROUP, INC.

Supplemental Schedule of Changes in Stockholders’ Equity

Years ended December 31, 2001 and 2000

Additional
Common contributed Retained
stock capital earnings Total
Balance, December 31, 1999 $ 6,000 181,376 481,382 668,758
Net income for the year
- ended December 31, 2000 - - 350,475 350,475
Dividends paid - - (291,731) (291,731)
Balance, December 31, 2000 6,000 181,376 540,126 727,502
Net income for the year
ended December 31, 2001 - - 621,393 621,393
Dividends paid - - (488,642)  (488,642)
, ’Bélénce, December 31, 2001 $ 6.000 181,376 672.877 860,253




CAPITAL INVESTMENT GROUP, INC.

Supplemental Schedules of Computation and Reconciliation of
Net Capital in Accordance with Rule 15¢3-1 of the
Securities and Exchange Commission

December 31, 2001 and 2000

Schedule 2

2001 2000
Total assets $ 1,130,375 1,045,832
Deduct: Aggregate indebtedness (270,122) (318,330)
Net worth 860,253 727,502
Add: Excluded indebtedness - -
Add: Subordinated indebtedness - -
Deduct: Non-liquid assets (323,762) (298,618)
Deduct: Concessions - -
Deduct: Securities haircuts (11,500) (11,370)
Net Capital $ 524,991 417,514
Capital requirements:
_ Broker-dealer minimum $ 50,000 50,000
- Net capital in excess of requirements 474,991 367,51
et capital as computed above $ 524,991 417,514
Net capital per December 31 Focus report, as amended $ 524,991 417,514
justments - -
Adjusted net capital, December 31 $ 524,991 417,514
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Schedule 3
CAPITAL INVESTMENT GROUP, INC.

Supplemental Schedule of Computation for Determination
of Reserve Requirements Pursuant to Rule 15¢3-3

of the Securities and Exchange Commission

December 31, 2001 and 2000

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of
1934, in that the Company’s activities are limited to those set forth in the conditions for exemption
appearing in paragraph (k)(2)(ii) of the Rule.

i1




BAaTCHELOR, THLERY & RoBERTS,IL1LP
CERTIFIED PUBLIC ACCOUNTANTS
POST OFFICE BOX 18068
RALEIGH, NORTH CAROLINA 27619

D BATCHELOR 3105 GLENWOOD AVENUE, SUITE 301
¢ TILLERY RALEIGH, NORTH CAROLINA 27612
£rANKLIN T. ROBERTS TELEPHONE (919) 787-8212
ST FAGSIMILE (819) 783-6724

3¢ JAMES BLACK, JR.

The Board of Directors and Stockholders
Capital Investment Group, Inc.:

the financial statements of Capital Investment Group, Inc. (the
er 31, 2001, we considered its internal control structure in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial

the internal control structure. Among the elements of the

statenents and not to provide assurance on
rnal control structure that we considered are the accounting system and control procedures.

In planning and performing our audit of
«Company”) for the year ended Decemb

inte

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the "SEC"), we
‘Have made a study of the practices and procedures (including tests of compliance with such practices
and procedures) followed by the Company that we considered relevant to the objectives stated in Rule
17a-5(g) in making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a)(11) and the reserve required by Rule 15¢3-3(¢) and the procedures for determining
“compliance with the exempt provisions of Rule 15c3-3. We did not review the practices and
~ procedures followed by the Company in making the quarterly securities examinations, counts,

verifications and comparisons, and the recordation of differences required by Rule 17a-13 or in
omplying 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.

any is responsible for establishing and maintaining an internal control
dures referred to in the preceding paragraph. In fulfilling this
agement are required to assess the expected benefits and
ies and procedures and of the practices and procedures

ferred to in the preceding paragraph and to assess whether those practices and procedures can be
_expected to achieve the SEC's above-mentioned objectives. The objectives of an internal control
structure 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 of disposition and transactions are executed in accordance with management’s
uthorization and recorded properly to permit preparation of financial statements in conformity with
_ accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists additional

jectives of the practices.

e management of the Comp
structure and the practices and proce
esponsibility, estimates and judgments by man
elated costs of internal control structure polic

Because of inherent limitations in any internal control structure or the practices and procedure referred
to above, errors or fraud may occur and not be detected. Also, projection of any evaluation of the
ructure to future periods is subject to the risk that procedures may become inadequate because of
anges in conditions or that the effectiveness of the design and operation of policies and procedures

may deteriorate.

12




Board of Directors and Stockholders

' uf ‘consideration of the internal control structure would not necessarily disclose all matters under
tandards established by the American Institute of Certified Public Accountants. A material weakness
4 condition in which the design or operation of the specific internal control structure elements does
ot reduce to a relatively low level the risk that errors or fraud in amounts that would be material in
elation to the financial statements being audited may occur and not be detected within a timely period
mployees in the normal course of performing their assigned functions. However, we noted the
following matters involving the accounting system and control procedures that we consider to be
‘material weaknesses as defined above:

The size of the business and resultant limited number of employees imposes practical limitations on
the effectiveness of those control policies and procedures that depend on the segregation of duties
such as processing of cash receipts, cash disbursements, and payroll. Because 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.

~ 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 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
rocedures were adequate as of December 31, 2001 to meet the SEC's objectives.

‘This report is intended solely for the information and use of the Board of Directors, management, the
SEC and any 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 is not intended to be and should not be
sed by anyone other than these specified parties.

Butihdlo, I { RKbus LLP

ebruary 18, 2002
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