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OATH OR AFFIRMATION

.

1, Bruce E. Neff , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

: , as
of December 31 ,20_.02 | 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 solely as that of a customer, except as follows:
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This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(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 Contro! Requirements Under Rule 15¢3-3.

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

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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i” ERNST& YOUNG & Ernst & Young LLP & Phone: (415) 951-3000

Suite 1700 www.ey.com
555 California Street
San Francisco, Califonia 94104

Report of Independent Auditors

To the Members of
Banyan Securities, LLC

We have audited the accompanying statement of financial condition of Banyan Securities,
LLC (the “Company”) as of December 31, 2002. This statement of financial condition 1s
the responsibility of the Company’s management. Qur responsibility is to express an
opinion on the statement of financial condition 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 statement of financial condition is free of
material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statement. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the statement of financial condition. We believe
that our audit of the statement of financial condition provides a reasonable basis for our
opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of Banyan Securities, LLC as of December 31,
2002, in conformity with accounting principles generally accepted in the United States of
America.

émﬂt LLP

January 15, 2003

A Member Practice of Ernst & Young Global



Banyan Securities, LLC

Statement of Financial Condition

December 31, 2002

Assets

Cash

Receivable from clearing broker-dealer

Investments in marketable securities owned, at fair value

Nonmarketable securities owned, at fair value

Fumiture, equipment, and leasehold improvements, at cost, net of
accumulated depreciation and amortization of $223,050

Other assets

Total assets

Liabilities and members’ equity

Payable to clearing broker-dealer

Marketable securities sold, not yet purchased, at fair value
Commissions payable

Accrued expenses

Total liabilities

Members’ equity
Total liabilities and members’ equity

See accompanying notes to Statement of Financial Condition.

$ 1,103,302
479,771
13,360
124,100

124,997
49,961

$ 1,895,491

§ 30,685
9,176
143,180
110,663

293,704

1,601,787

$ 1,895,491




Banyan Securities, LLC
Notes to Statement of Financial Condition

December 31, 2002

1. Summary of Significant Accounting Policies
Organization and Basis of Presentation

Banyan Securities, LLC (the “Company™) is a limited liability company organized under
the laws of the State of California. The Company is a registered broker-dealer regulated
by the National Association of Securities Dealers, Inc. (“NASD”) engaging in the general
securities industry with customers across the United States. The term of the Company is
until December 31, 2025, but may be terminated earlier as set forth in its operating
agreement (the “Agreement”).

Basis of Accounting

The accompanying financial statements are presented using accounting principles
generally accepted in the United States of America (“U.S. GAAP”). Financial statements
prepared on a U.S. GAAP-basis require management to make estimates and assumptions
that affect the amounts and disclosures reported in the financial statements and
accompanying notes. Such estimates and assumptions could change in the future as more
information becomes known, which could impact the amounts reported and disclosed
herein.

Securities Transactions

Transactions in securities are recorded on a trade date basis. Investments in marketable
securities and marketable securities sold, not yet purchased, consist of common stocks of
United States companies and are valued at fair value. Securities not readily marketable
are valued at fair value as determined by management.

Depreciation and Amortization

Depreciation and amortization are provided using the straight-line method. The cost of
furniture and equipment is depreciated over the estimated useful lives of five to seven
years. Leasehold improvements are amortized over the useful lives of the assets or the
lease term, if shorter.



Banyan Securities, LLC

Notes to Statement of Financial Condition (continued)

1. Summary of Significant Accounting Policies (continued)
Income Taxes

Limited liability companies (“LLC”) are not taxable entities and are treated in the same
manner as a partnership for federal and state tax purposes. Federal and state income tax
statutes require that the income or loss of the LLC be included in the tax returns of the
individual members.

Limitations of Members’ Liability

The debts, obligations and liabilities of the Company shall solely be the debts, obligations
and liabilities of the Company, and no member shall be obligated personally for any such
debt, obligation or liability solely by reason of being a member, except for any debts,
obligations and liabilities that may arise from a regulatory agency.

2. Members’ Equity

Contributions and withdrawals may be made from time to time with the consent and
approval of a majority interest of the members as set forth in the Agreement. Manager
members have additional rights, powers and authority as part of their ownership interest
in the Company.

Members plan to withdraw capital over the next six months reflecting partial distribution
of the Company’s profits. Such withdrawals will not affect the Company’s compliance
with SEC Rule 15¢3-1.

3. Receivable from and Payable to Clearing Broker-Dealer

The Company clears all of its proprietary and customer transactions through another
broker-dealer on a fully disclosed basis. The amounts receivable from and payable to the
clearing broker-dealer relates to the aforementioned proprietary transactions.

The Company conducts business with brokers and dealers that are members of the major
securities exchanges. The Company has a policy of reviewing, as considered necessary,
the credit standing of each broker with which it conducts business.



Banyan Securities, LLC

Notes to Statement of Financial Condition (continued)

4. Furniture, Equipment and Leasehold Improvements

The Company’s furniture, equipment and leasehold improvements by major categories
are as follows:

Furniture and fixtures $ 122,930
Office equipment 148,300
Leasehold improvements 76,817

348,047
Less accumulated depreciation and amortization 223,050
Net furniture, equipment and leasehold improvements $ 124,997

5. Commitments and Contingencies
Clearing Broker Agreement

The Company’s agreement with its clearing broker requires the Company to maintain
minimum net capital, as defined by the Uniform Net Capital Rule 15¢3-1, of at least
$100,000, an aggregate indebtedness ratio, also as defined, not exceeding 10 to 1 (see
Note 7), and a minimum deposit of cash or securities totaling $250,000. Commissions
receivable from the clearing broker may be applied to satisfy the deposit requirement.

Leases

The Company leases office space pursuant to a long-term lease agreement. A portion of
the office space is subleased to other companies.

At December 31, 2002, the Company’s future minimum lease commitments based upon
the terms under noncancelable leases that have an initial or remaining term of one year or
more were as follows:

2003 § 605,961
2004 152,961
758,922

Less aggregate sublease income (201,679)
$ 557,243




Banyan Securities, LLC

Notes to Statement of Financial Condition (continued)

6. Profit Sharing Plan

During the year, the Company amended its profit sharing plan to a qualified retirement
plan commonly referred to as 401(k) Plan, which covers substantially all of its full-time
employees who have at least 1,000 hours of service with the Company.

The plan includes employee contributions and matching contributions by the Company
subject to certain limitations. In addition, the Company may contribute additional
amounts to its plans at its discretion, based on its profits for the year.

7. Net Capital Requirements

As a registered broker-dealer with the Securities and Exchange Commission and the
NASD, the Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule 15¢3-1 (the “Rule”), which requires the maintenance of minimum net capital
equal to the greater of $100,000 or 6%% of aggregate indebtedness, both as defined by
the Rule. At December 31, 2002, the Company had net capital of $1,299,850, which was
$1,199,850 in excess of its required net capital of $100,000. The Company’s ratio of
aggregate indebtedness to net capital was 0.22 to 1.

8. Related-Party Transactions

One of the managing members of the Company is the general partner of Touchstone
Advisors, L.P., which is the general partner of Touchstone Investments, L.P. and
Benedictine Partners, L.P. The Company subleased a portion of the office space to
Touchstone Advisors, L.P. The Company also eamed commission income from
Touchstone Investments, L.P. and Benedictine Partners, L.P. during the year ended
December 31, 2002,



Banyan Securities, LLC

Notes to Statement of Financial Condition (continued)

9. Financial Instruments

Substantially all of the Company’s financial instruments are carried at fair value or
amounts approximating fair value. Assets including cash, securities owned and certain
receivables are carried at fair value or contracted amounts that approximate fair value.
Similarly, liabilities including securities sold, not yet purchased, and certain payables are
carried at fair value or contracted amounts approximating fair value.

10. Financial Instruments with Off-Balance Sheet Risk

The Company engages in short selling activities, wherein it borrows securities and sells
them to third parties. Until the Company covers its short sales, it is exposed to market
risk to the extent that subsequent market fluctuations may require purchasing securities
sold, not yet purchased, at prices that” may be significantly higher than the market value
reflected in the statement of financial condition.



