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OATH OR AFFIRMATION

| affirm that, to the best of our knowledge and belief, the accompanying consolidated
financial statements and supplemenal information pertaining to the firm of William
Blair & Company, L.L.C. (the Company) as of December 3], 2002, are true and
correct. | further affirm thar neither the Company nor any proprietor, principal officer
or director has any proprietary interest in any account classified solely as thatof a
customer, excepr as follows:

9 Fry

$ "OFFICIAL SEAL" §

STEPHEN CAMPBELL —
$NOTARY PUBLIC STATE OF ILLINDIS § Z'm"f‘?_’ Burke -
$ My Cammissian Exprres 04/08/2006 hief Financial Officer

Giary Public

This repont concuns (check all applicable boxes):
(x) (a) Facing Page
(x) (b) Consolidaicd Stalement of Financial Condition
() (c) Consalidaied Statement of Income
() (d) Cansolidated Swatement of Changes in Liabilities Subordinated 1o Claims or
Creditars
() {e) Consolidated Swiement of Changes i Stockholders’ Equity or Partner Caputal
() ) Consoligateq Statement of Cash Flows
Supplemental Information:

() (8) Computartion of Net Capital
{) (h) Compuuation for Detcrmination of Reserve Requirements pursuant 1o Rule 13¢3-3
() (1 Information Relatng to the Possession or Control Requircments under Rule 15¢3-3
{()y W A Recanciliation, including appropriaie explanation, of ihe Compulation

of Net Capiral Under Rule |3¢3-] and 1he Computation for

Determination of the Reserve Requirements pursuans to Rule 5c3-3
{) (k) A Reconciliation between the audited and unaudsted Conso{idaled Statements

of Financial Condition with respeci to metheds of cansolidarion
(x}) 1) An Oath or Affirmation

(m) Independent Auditor's Supplementary Report on Intemal Conirol
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- Consolidated Statement of Financial Condition

William Blair & Company, L.L.C.

December 31, 2002
with Report of Independent Auditors
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William Blair & Company, L.L.C.

Consolidared Statement of Financial Condition

December 31, 2002
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Report of Independent Audirors

To William Blair & Company, LL.C.

We have audited the accompanying consolidated statement of financial condition of
William Blair & Company, L.L.C. (the Company) as of December 31, 2002. This
statement of financial condition is the responsibility of the Company’s management. Our
responsibility is (o express an opinion on this staiement of financial condition based on
our aydit.

We conducted our audit in accardance with auditing standards generally accepied in the
United States. Those standards require that we plan and perform the audur to obtain
teasonable assurance aboul whether the staiement of financial cendition is free of
material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the consolidared statement of financial condiuon. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall statement of financial condition
preseniation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred 1o above presents fairly, in all
matenial respects, the consalidated financial condition of William Blair & Company.
LLC. at December 3], 2002, in conformity with accounting principles generally

accepted in the United States.
émt ¥ MLL?

Chicago, lllinois
February 13, 2003

0212-0377878Cumi 1

F-064



-

[} =» 1 :5

Mar-05-2003 04:11pm From-

William Blair & Company, L.L..C.

Consolidated Statement of Financial Condition

December 31, 2002

Assets
Cash and cash equivalents

‘Money market funds

Receivables:
Customers .
Brokers, dealers and clearing organizations
Securities borrowed
Other

Trading securities:
Corporare debt
State and municipal ohliganons
U.S. Government and agency

Equiry

Investments

Secured demand notes (collateral marker value —
$137.601,297)

Fixed assers, ar cost (net of accumulared
depreciation of $47,286,749)

Other assers

Liabilities and principal capital
Payables:
Principals
Customers
Brokers, dealers and clearing organizanons
Other

Securities sold, not yet purchased
Accrued expenses

Toral habilities

Pnncipal capital

See accompanying nores.

02/2-0377878Cuna

T-857 P.007/012

$ 19,438,718

59,000,000
$ 69,214,756
26,230,178
10,871,900
7,226,742

113,543,576
26,676,747
21,897,346
¢ 2,223,339
352,435

51,149,867

10,207,469

71.637,500

22,508,179

5,782,394

$353,264,703

$154,150,192
33,362,359
6,029,915
15,320,915

$208.863,38]

364,898
24,036,424

233,264,703
120,000,000

$353,264,703

w
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William Blair & Company, L.L.C.
Notes 1o Consolidated Statement of Financial Condition

December 31, 2002

1. Significant Accounting Policies

The consolidared statement of financial condition includes the accounts of William Blair
& Company, L.I.C., a Delaware limited lability company, and irs wholly owned
subsidiaries, William Blair International, Limited and William Blair Global Holdings
(collectively, the Company). The Company is a full service investment banker,
investment advisor and broker/dealer in securities. The Company makes markets in
NASDAQ sccunities and fixed income obligations. Iis operations are primarly in
Chicago, lllinois.

The preparation of the consolidated statement of financial condition in conformity with
accounting principles generally accepted in the United States requires management to
make estimates and assumptions that affect the amounts in the consolidated starement of
financial condition and accompanying notes. Actual results could differ from those
estimates.

All intercompany balances have been eliminated in consolidation.
Secunity transactions are recorded on semlement date.

The Company considers highly liquid debt insmuments that are purchased with a matunty
of three months or less 1o be cash equivalents.

Markerable mrading securities and investments are valued ar quoted market price, except
for certain investments and secunues not readily marketable, which are carried at fair
value as determined by the principals.

Financial instrumenis carried at contract amounts, which approximate fair value, either
have shom-term marurites (one year or less), are repriced frequently, or bear market
interest rares and, accordingly. are carried ar amounts approximating fair value. Financial
instruments carried ar coniract amount on the consolidated statement of financial
condition include receivables from and payables 1o brokers, dealers and cleanng
Organizanons.

0212-Q3TIETMIom 3
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William Blair & Company, L.L..C.

Notes to Consolidated Statement of Financial Condition (continued)

1. Significant Accounting Policies (continued)

Securiries borrowed transactions require the Company to deposit cash or other collateral
with the lender. Securitics borrowed are recorded at the amount of cash collateral
advanced. The Company monitors the market value of securities borrowed on a daily
basis, with collateral rerumed as required. As of December 31, 2002, the Company has
received secunines with a marker value of $10,189,850 related 10 the securities borrowed
ransacuons.

Fixed assets consisi of office furnishings, equipment, and leasehold improvements.
Depreciation on office furnishings and equipment is provided on an accelerated basis
over S to 7 years. Leasehold improvements are amortized on a straight-line basis over 20
years. Software developed for internal use is capitalized along with purchased software,
both included in other assets, and amortized on a siraight-line basis over 3 years.

All assers and liabilities denominated in foreign currencies are translated info U.S. dollars
using the current exchange rate ar the dare of the consolidaied statement of financial
condition.

2. Net Capital Requirements

The Company is subject to the net capital rules of the Secunties and Exchange
Commission and the New York Stock Exchange, Inc. The Company elects 1o compute its
net capiral requirement under the aliemative net capital method, which provides that the
minimum net capital must be equal 1o the greater of $1,000,000 or 2% of aggregate debir
items, as defined, plus the required minimum net capital of consolidated subsidianies. At
December 31, 2002, the Company had net capital of $55.226,074, which was 75% of
aggregare debit items and $51,080,122 in excess of required net capital.

3. Financing Transactions and Assets Pledged

AT December 31, 2002, $10,966,762 cash and U.S. Government securiies owned, having
a marker value of $5,065,650, were pledged as collateral 1o secure deposil requirements
a1 various clearing corporaunons. The cash collateral amount is included in receivables
from brokers, dealers and cleanng organizations and the U.S. Government secuniies are
included in invesiments. As of December 31, 2002, the Company has the right to sell or
repledge securinies it received under i1s securities borrowed transactions. All of such
securities have generally been used 1o deliver on customer and firm short sales.

212-0377878C ml 4
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William Blair & Company, L.L.C.

Notes 1o Consolidated Statement of Financial Condirion (continued)

4. Securities Sold, Not Yer Purchased

Secunties sold, not yet purchased, consist primarily of equity securities and are valued at
market. Secunties sold, not yet purchased, obligaic the Company to purchase the
securities al a future date at then-prevailing prices, which may differ from the market
values reflected in the consolidated siatement of financial condition. Accordingly, these
transactions result in off-balance-sheet nsk, as the Company’s ultimare obligation to
satisfy the sale of secunties sold, not yet purchased, may exceed the amowunt reflecied in
the consolidated statement of financial condition.

§. Commitments and Contingem Liabilities

The Company enters into exchange-traded futures contracts primanly to hedge the
interest rate risk in proprietary fixed income trading positions and fixed income
commitments. The contract amounts of apen fumures conwracts purchased and sold ar
December 31, 2002 are $5,700,000 and $2,000,000, respectively. The contract amounts
reflect the volume and activity and do not reflect the risk of loss due o counrerparty
nonperformance.

The contract amounts of apen contractual commutments reflect the Company’s extent of
involvement in a delayed delivery or receipt of securities and do not represent the nsk of
loss due to counterparty nonperformance. Sertlernent of these rapsacrions is not expected
to have a material effect upon the Company’s consolidated financial position. Al
December 31, 2002, the Company had the following open contractual commitments:

Commitments to purchase $ 86,116,718
Commitments 1o sell 100.443,097

The Company is a defendany in Jawsuits incidental fo its securities and underwrnting
business. Management of the Company, after consultation with ouside legal counsel,
believes that the resolution of these various marters will not result in any material agverse
effect on the consaolidated financial position of the Company. No liability related 10 these
mauers has been accrued at December 31, 2002.

0312037787800 5
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William Blair & Company, L.L.C.

Notes 1o Consolidated Statement of Financial Condition (continued)

5. Commitments and Contingent Liabilities (continued)

The Company’s lease agreements covering office space and certain office equipment
require annual lease payments though the year 2011. Future minimum annual lease
paymenis required of the Company a1 December 31, 2002, are as follows:

Lease

Year Payments
2003 $10,513,000
2004 10,500,000
2008 ‘ 9,431,000
2006 8,262,000
2007 8,379,000
2008 10 2011 28.128.000
“ $75,213,000

At December 31, 2002, the Company was contingently liable in the amount of $166,260
under a letter of credit agreement issued in connection with the Company’s leasehold
improvement obligations.

6. Financial Instruments with Off-Balance-Sheet Risk

The Company’s normal business activity involving the execution, settlement and
financing of securities and commeodities transactions may expose the Company 1o off-
balance-sheet credit nisk in the event its counterparues are unable to fulfill conmactnal
obligarions.

The Company’s customer securiies acriviges, including ransactions involving the sale of
secuniies not yet purchased (short sales), are transacted on a cash or margin basis. In
margin transactons, the Company extends credit 1o the customer, subject 10 vanous
regulatory and internal guidelines, collateralized by cash and secunties in the customer’s
account. Sertlement of these transactions is not expected 10 have a matenal effect upon
the Company’s consolidated financial position.

Conmactual commitments and futures contracts provide for the delayed delivery of
securites, with the seller agreeing to make delivery at a specified future date, at a
specified price or yield. Risk anses from the potential inability of counterparties 1o
perform under the terms of the contracts and from changes in market value.

@128 T1878Cong 6
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William Blair & Company, L.L.C.
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Notes 10 Consolidated Statement of Financial Condition (continued)

6. Financial Instruments with Off-Balance-Sheet Risk (continued)

For all of the above activities, the Company minimizes credit nisks by (a) monitoring
credit exposure and limits by individual counterparty and in the aggregate and (b)
monitoring collateral value on a dajly basis and requiring additional collateral 10 be
deposited with ar retumed to the Company when deemed necessary

7. Related Party Transactions

The Comp-any provides management advisory and adminisirative services to the William
Blair Mutual Funds, Inc. and various affiliated parmerships.

8. Profit Sharing Plan |

The Company sponsors a qualified profit sharing plan that covers substantially all U.S.
employees and pnncipals who meet cerain eligibility requirements. The annual
Company conmibution to the plan is discrenonary.

9. Consolidated Subsidiaries

The assets of approximately $5.6 million and the capital of approximately $4.6 million of
William Blair Internartional, Limited are included in the consolidated compuration of the
Company’s net capital, because the assers of the subsidiary are readily available for the
protection of the Company’s cusfomers, broker/dealers and other crediiors, as permitted
by Rule 15¢3-1. Minimum net capital required for William Blair International, Limnited is
approximately $2.1 million. The capital of approximately $4.6 million of William Blair
Global Holdings is not incjuded in the computation.

021203T7878Cona 7



