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McGladrey & Pullen

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Belmont Securities, Inc.
Dallas, Texas

We have audited the accompanying consolidated statement of financial condition of Belmont Securities, Inc. (a
wholly owned subsidiary of Belmont Financial Group, Inc.) and Subsidiary as of December 31, 2002, and the related
consolidated statements of operations, stockholder's equity, and cash flows for the year then ended that you are
filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These consolidated financial statements
are the responsibility of the Company's management. Our responsibility is to express an opinion on these
consolidated 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 audits 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 consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Belmont Securities, Inc. and Subsidiary as of December 31, 2002, and the results of their
operations and their cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

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 1, |l and lif 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.
%L’W / Fullo | L

Dallas, Texas
February 14, 2003

McGladrey & Pullen, LLP is an independent member firm of 1
RSM Intemational, an affiliation of independent accounting
and consulting firms.



BELMONT SECURITIES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
December 31, 2002

ASSETS
Cash and cash equivalents $ 1,619,818
Restricted interest-bearing deposit with clearing broker 100,000
Receivable from clearing broker 48,360
Investment advisory fees receivable 729,156
Fumiture, equipment and leasehold improvements, at cost, accumulated
depreciation of $70,183 24,976
Other assets 24,194
Total assets $ 2,546,504
LIABILITIES AND STOCKHOLDER'S EQUITY
Accrued commissions and bonuses $ 394,084
Accounts payable and accrued expenses 65,531
Income taxes payable (Note 4) 231,205
690,820
Commitments and contingencies
Stockholder's equity:
Common stock - no par value, Series A shares, 91 shares authorized, issued
and outstanding 1,801,782
Additional paid-in capital 81,905
Accumulated deficit (28,003)
Total stockholder's equity 1,855,684
Total liabilities and stockholder's equity $ 2,546,504

See Notes to Consolidated Financial Statements.



BELMONT SECURITIES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF OPERATIONS
Year Ended December 31, 2002

Revenues:
Commissions on securities transactions
Trading account profits
Investment advisory fees
Interest
Other

Expenses:
Employee compensation and benefits
Clearing fees
Communications
Occupancy and equipment costs
Regulatory fees
Other operating expenses

Income before income taxes
Income tax expense

Net income

See Notes to Consolidated Financial Statements.

1,251,131
375,144
3,236,434
39,251
49,209

4,951,169

2,877,682
276,891
59,447
289,730
152,746
629,550

4,286,046

665,123

230,584

$

434,539




BELMONT SECURITIES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY
Year Ended December 31, 2002

Common Stock

No Par Value Additional  Accumulated
Series A Paid-In Eamings
Shares Amount Capital (Deficit) Total
Balance at January 1, 2002 91 $ 1,801,782 § 81,905 $ 1,037,458 § 2,921,145
Net income - - - 434,539 434,539
Dividends paid - - - (1,500,000)  (1,500,000)
Balance at December 31, 2002 91 § 1,801,782 § 81,905 $§  (28,003) $ 1,855,684

See Notes to Consolidated Financial Statements.



BELMONT SECURITIES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CASH FLOWS
Year Ended December 31, 2002 '

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation
Decrease in receivable from clearing broker
Decrease in inventory advisory fees receivable
Decrease in other assets
Decrease in accrued commissions and bonuses
Decrease in accounts payable and accrued expenses
Decrease in income taxes payable
Net cash provided by operating activities
Cash flows from investing activities
Purchases of furniture and equipment
Proceeds from sales of furniture and equipment
Net cash provided by (used in) investing activities
Cash flows used in financing activities - dividends paid
Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplementary disclosure of cash flow information - income taxes paid to affiliate

See Notes to Consolidated Financial Statements.

434,539

17,292
49,088
318,119
28,922
(432,482)

(2,211)
(297,551)

115,716

(2,234)
186

(2,048)

(1,500,000)

(1,386,332)

3,006,150

1,619,818

528,756




BELMONT SECURITIES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Organization

Belmont Securities, Inc. (the Company) (originally referred to as Forum Securities, Inc., prior to name change of
January 18, 2002) is a Tennessee corporation organized in 1986 and is a wholly owned subsidiary of Belmont
Financial Group, Inc. (Belmont). The Company maintains an office in Dallas, Texas.

On January 1, 1998, Mercantile Financial Group, Inc. (Mercantile) purchased all of the outstanding shares of
common stock of the Company, previously owned by Belmont Equities, Inc., an affiliated company, for $1,800,000.
In connection with the stock purchase by Mercantile, the Company elected to restate its previously reported
stockholder's equity in a manner similar to a quasi-reorganization. As a result, the Company's reported accumulated
eamings reflect only activity subsequent to January 1, 1998. As of January 1, 1998, the Company's previously
reported accumulated deficit of $2,235,784 was offset by reductions in additional paid-in capital and common stock -
no par value.

The Company is a registered broker-dealer engaged in the business of general securities brokerage and the
rendering of other financial services related to its general securities business. Accounts are offered on a fully
disclosed basis through contractual agreements with clearing brokers. In addition, the Company is registered with
the Securities and Exchange Commission under the Investment Advisers Act of 1940,

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiary, Fairfax
Commodities, Inc. (Fairfax). There were no significant transactions within Fairfax during 2002. All significant
intercompany transactions have been eliminated.

Note 2. Significant Accounting Policies

Cash and Cash Equivalents

Cash and cash equivalents include cash hand, demand deposits with financial institutions and short-term time
deposits and other liquid investments in debt securities with initial maturities of less than three months.

Furniture, Equipment and Leasehold Improvements

Furniture, equipment and leasehold improvements are stated at cost. Depreciation of furniture and equipment is
computed using the straight-line method over the estimated useful lives of the assets (five years). Leasehold
improvements are amortized over the terms of the related leases.

Investment Advisory Fees Receivable

Investment advisory fees receivable consist of receivables due from customers related to investment advisory
services. The receivable is accrued and billed quarterly, in arrears, based on a stated percentage of the customer's
portfolio balance as of the end of the quarter.

Commissions and Trading Account Profits

Commissions and trading account profits related to securities transactions are recorded on the settlement date basis
which does not differ materially from the trade date basis of accounting.



BELMONT SECURITIES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Income Taxes

The Company utilizes the asset and liability method of accounting for income taxes in which deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in the tax rates is recognized in income in the period that includes the
enactment date.

The Company is included in the consolidated income tax returns filed by Belmont. The Company's provision for
income taxes is recorded on the basis of filing a separate income tax return. Income taxes currently payable or
receivable are paid to or received from Belmont or other members of the consolidated Belmont group.

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 and the
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.

Note 3. Net Capital Requirements

As a registered broker-dealer, the Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (rule 15¢3-1), 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, 2002, the
Company had net capital of $1,032,298, which was $782,298 in excess of its required net capital of $250,000. The
Company's ratio of aggregate indebtedness to net capital was 0.67 to 1 at December 31, 2002.

Note 4. Income Taxes

The provision for income taxes is comprised of the following components as of December 31, 2002:

2002
Current $ 231,205
Deferred (621)
$ 230,584




BELMONT SECURITIES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 5. Commitments

The Company leases office equipment and facilities under noncancelable operating leases expiring through 2004.
At December 31, 2002, future minimum payments under these operating leases are as follows:

Year Ending December 31, Amount
2003 $ 116,979
2004 6,031
$ 123,010

Total rent expense for 2002 under all operating leases was $240,847 which is included in communications and
occupancy and equipment costs in the consolidated statement of operations.

Note 6. Related Party Transactions

During 2002, the Company charged fees totaling $17,082 to an affiliated entity for general administrative services
and such amount is included in other revenues. In June of 2002, the Company discontinued this service.

Belmont provides all payroll and compensation services for the Company. The Company reimbursed Belmont for all
such expenses which totaled $2,877,682 for the year ended December 31, 2002. Fees in the amount of $125,293
were charged for these services and other general and administrative services during 2002 and are included in other
operating expenses.

In 2002, the Company paid Belmont Advisors, Inc., an affiliate, $175,373 for referral fees and such amount is
included in other operating expense.

Note 7. Reserve Requirements

The Company operates under the provisions of Paragraph (k)(2)(ii} of rule 15¢3-3 of the Securities and Exchange
Commission and, accordingly, is exempt from the remaining provisions of that rule. Essentially, the requirements of
Paragraph (k)(2)(ii) provide that the Company clears all transactions on behalf of customers on a fully disclosed
basis with a clearing broker-dealer, and promptly transmits all customer funds and securities to the clearing broker-
deater. The clearing broker-dealer carries all of the accounts of the customers and maintains and preserves all
related books and records as are customarily kept by a clearing broker-dealer.



BELMONT SECURITIES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 8. Employee Benefit Plan

Substantially all employees of the Company are covered by a multi-employer defined contribution retirement plan,
the Belmont Employees Trust Fund. The Company's contributions, which are principally based on a percentage of
employees’ annual contribution and are charged against income as incurred, amounted to $35,465 during 2002.

The Company matches 50% of employee contributions to the Plan up to 3% of an employee’s contribution. The
Company may alsoc make additional contributions to the Plan, at its discretion, on an annual basis. These
discretionary contributions are allocated to employees in the same proportion that the employee’s contribution bears
to the total contributions of all participants of the Plan. Contributions to the Plan are invested as directed by Plan
participants.



BELMONT SECURITIES, INC. AND SUBSIDIARY

SCHEDULE |
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE SECURITIES AND
EXCHANGE COMMISSION
December 31, 2002
Net capital:
Total stockholder's equity from consolidated statement of financial condition 1,855,684
Less non-allowable assets:
Investment advisory for receivable (729,156)
Furniture, equipment and leaseholds (24,976)
Other assets (24,194)
Total non-allowable assets (778,326)
Net capital before haircuts on securities positions 1,077,358
Haircut on money market funds 45,060
Net capital 1,032,298
Computation of basic net capital requirement:

Minimum net capital required 250,000
Excess net capital 782,298
Aggregate indebtedness 690,820
Ratio of aggregate indebtedness to net capital 0.67to1

Statement pursuant to Paragraph (d) (4) of Rule 17a-5:

There are no material differences between the amounts presented in the computation of net cash set forth above
and the amount reported in the Company's unaudited Part Il-A FOCUS report as of December 31, 2002, filed on

January 23, 2003.
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BELMONT SECURITIES, INC. AND SUBSIDIARY

SCHEDULE Il
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS UNDER RULE 15¢3-3
December 31, 2002

None, the Company is exempt from rule 15¢3-3 pursuant to the provisions of subparagraph (k)(2)(ii) thereof.

SCHEDULE ill
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3
December 31, 2002

None, the Company is exempt from rule 15¢3-3 pursuant to the provisions of subparagraph (k)(2)(ii) thereof.
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McGladrey & Pullen

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Board of Directors
Belmont Securities, Inc.
Dallas, Texas

In planning and performing our audit of the financial statements and supplemental schedules of Belmont Securities,
Inc. (the Company), for the year ended December 31, 2002, 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 compliance with 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 and net capital under rule 17a-3(a)(11) 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 customer securities, we did not review the practices and procedures followed
by the Company in any of the following:

(1) Making 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 8 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
transactions are executed in accordance with management's authorization and recorded properly to permit the
preparation of financial statements in conformity with accounting principles generally accepted in the United States
of America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.

McGladrey & Pullen, LLP is an independent member firm of 12
RSM International, an affiliation of independent accounting
and consulting firms.



To the Board of Directors
Belmont Securities, Inc.

Because of inherent limitations in internal control or the practices and procedures referred to above, eror 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 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 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, that 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 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, 2002, to meet the SEC's
objectives. '

This report is intended solely for the information and use of the Board of Directors, management, the SEC, National

Association of Securities Dealers, 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 is not intended to be and should not

be used by anyone other than these specified parties.
%ﬁ% / /@Z&%/ L~

Dallas, Texas
February 14, 2003
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