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OATH OR AFFIRMATION

|, Oleh Wlasenko , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Fortis Investment Services LLC

, as
of Decemher 31 , 200 03' , are true and correct. I 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:

I

Signature

Chief Financial Officer/Financial Operating Offi:
Title

S

Vo Notary Public JOSEPH A, FRANZESE

ary Public, State of New York .
This report ** contains {(check all applicable boxes): Notary PNO. 43;4835970C un :
& (a) Facing Page. Qualified In Richmond Co tyﬂ‘b
L o commission Expires June 30, o1

& (b) Statement of Financial Condition.
8 (c) Statement of Income (Loss).
O (d) Statement of Changes in Financial Condition.
{3 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors. .
O (g) Computation of Net Capital. E
[0 (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3. £
(3 (i) Information Relating to the Possession or Control 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.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

corsolidation. v
B (1) An Oath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.
|
X

(n) Areport describing any material inadequag:jes_fgqnd to exist or foundito have existed since the date of the previous audit.
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KPMG LLP
345 Park Avenue
New York, NY 10154

Independent Auditors’ Report

The Board of Directors
Fortis Investment Services LLC:

We have audited the accompanying statement of financial condition of Fortis Investment Services LLC
(the Company), a wholly owned subsidiary of FSI Holdings Inc., as of December 31, 2003. This statement
of financial condition is the responsibility of the Company’s management. Our responsibility is to express
an opinion on this 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 statement of financial condition. 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 statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Fortis Investment Services LLC as of December 31, 2003, in conformity
with accounting principles generally accepted in the United States of America.

KPMe P

February 9, 2004

. . . . KPMG LLP a U.S. limited liability partnership, is the U.S
member firm of KPMG International, a Swiss coaperative.

eEE———



FORTIS INVESTMENT SERVICES LLC
(A Wholly Owned Subsidiary of FSI Holdings Inc.)

Statement of Financial Condition
December 31, 2003

Assets

Cash and cash equivalents

Cash and securities segregated under federal and other regulations
Securities owned, at market value

Securities purchased under agreements to resell

Securities borrowed

Secured demand note with FFS

Receivable from broker-dealers and clearing organizations
Interest and dividends receivable

Deposits with clearing organizations

Other assets

Total assets
Liabilities and Member’s Capital

Liabilities:
Securities sold under agreements to repurchase
Securities loaned
Borrowings
Payable to broker-dealers and clearing organizations
Interest and dividends payable
Other liabilities

Total liabilities
Subordinated borrowing with FFS

Member’s capital:
Member’s capital
Retained earnings

Total member’s capital

Total liabilities and member’s capital

See accompanying notes to statement of financial condition.

$ 6,810,264
27,217,169
235,084,473
10,781,111,266
5,329,273,850
100,000,000
444,001,408
23,634,832
4,414,091
11,401,435

$ 16,962,948,788

$ 10,965,330,569
4,971,588,027
481,921,000
333,000,537
22,400,646
24,971,709

16,799,212,488

100,000,000

50,150,000
13,586,300

63,736,300

§ 16,962,948,788
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FORTIS INVESTMENT SERVICES LLC
(A Wholly Owned Subsidiary of FSI Holdings Inc.)

Notes to Statement of Financial Condition
December 31, 2003

Organization

Fortis Investment Services LLC (the “Company”) is a wholly owned subsidiary of FSI Holdings Inc. (“the
Parent”), which is a wholly owned subsidiary of Fortis Financial Services LLC (“FFS”). FFS is a wholly
owned subsidiary of Fortis Bank S.A.//N.V., Brussels. The Company is a limited liability company
incorporated in the state of Delaware. '

The Company is a broker/dealer registered under the Securities and Exchange Commissions (“SEC”) and
is a member of the National Association of Securities Dealers, Inc. (“NASD”).

On January 20, 2004, the Company filed for approval from the NASD to change its ownership structure.
Subject to regulatory approval, FSI Holdings Inc. will become a wholly owned subsidiary of Fortis Capital
Corporation, which is a wholly owned subsidiary of Fortis Bank SA/NV. Upon approval, FSI Holdings
will no longer be a subsidiary of FFS.

Significant Accounting Policies
(a)  Basis of Presentation

The Company’s financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America and prevailing industry practice, both of which require
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.

(b) Cash and Cash Equivalents

The Company defines cash equivalents to be highly liquid investments, with original maturities of
less than ninety days, which may include federal funds sold on an overnight basis.

(c) Income Taxes

Current tax consequences of all transactions that have been recognized in the financial statements are
reflected at currently enacted income tax rates.

(d) Collateralized Transactions

(i)  Securities Purchased Under Agreements to Resell and Securities Sold Under Agreements
to Repurchase

Purchases of securities under agreements to resell (reverse repurchase agreements) and sales of
securities under agreements to repurchase (repurchase agreements) are accounted for as
collateralized financing transactions and are recorded at their contracted resale or repurchase
~ amounts on a trade date basis. Due to the highly liquid nature of the underlying collateral
(primarily U.S. government and government agency securities) and the short-term maturity of
these agreements, contractual amounts approximate fair value. It is the policy of the Company
to take possession of securities in order to collateralize reverse repurchase agreements. The

3 (Continued)
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FORTIS INVESTMENT SERVICES LLC
(A Wholly Owned Subsidiary of FSI Holdings Inc.)

Notes to Statement of Financial Condition
December 31, 2003

collateral value, including accrued interest, is monitored daily and additional collateral is
obtained when appropriate to protect the Company in the event of default by the counterparty.

Reverse repurchase agreements are reported net by counterparty, when applicable, pursuant to
the provisions of Financial Accounting Standards Boards Interpretation 41, Offsetting of
Amounts Related to Certain Reverse Repurchase and Repurchase Agreements (“FIN 417).

(ii) Securities Borrowed and Loaned Transactions

Securities borrowed and securities loaned transactions are generally reported as collateralized
financings. These transactions are recorded on a trade date basis at the contracted amount (the
amount of cash or other collateral advanced or received) and involve the receipt or delivery of
equity and debt securities.

Securities borrowed transactions require the Company to deposit cash, letters of credit or other
collateral with the lender in excess of the market value of the securities borrowed. With
respect to securities loaned, the Company receives cash or other collateral in an amount
generally in excess of the market value of the securities loaned.

(e) Fair Value of Financial Instruments

Financial Accounting Standards Board Statement No. 107, Disclosure About Fair Value Instruments,
requires the disclosure of fair value information about financial instruments, whether or not
recognized in the statement of financial condition, for which it is practicable to estimate that value.
At December 31, 2003, the fair value of the Company’s financial instruments was not materially
different from their respective carrying value.

()  Securities Transactions

Securities owned are reflected in the statement of financial condition on a trade-date basis and are
stated at market or fair value with unrealized gains and losses reflected in other revenue in the
statement of income.

Receivable from and Payable to Broker-Dealers and Clearing Organizations

Amounts receivable from and payable to broker-dealers and clearing organizations at December 31, 2003,
consist of the following:

Receivable Payable
Securities failed-to-deliver/receive $ 443,896,401 257,129,363
Receivable/payable to broker-dealers 105,007 49,839,171
Payable to clearing organizations — 26,032,003
$ 444,001,408 333,000,537
4 (Continued)
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FORTIS INVESTMENT SERVICES LLC
(A Wholly Owned Subsidiary of FSI Holdings Inc.)

Notes to Statement of Financial Condition
December 31, 2003

Securities Owned and Sold, Not Yet Purchased

Marketable securities owned consist of trading and investment securities at market value, as follows:

Owned

Debt Securities $ _235.084.473
$_ 235084473

Related Party Transactions

The Company has several transactions with its affiliates. These transactions and the effect thereof on the
accompanying financial statements may not necessarily be indicative of the effect that might have resulted
from dealings with nonaffiliated parties.

At December 31, 2003, the Company reported a balance due to FFS of approximately $1.96 million
included in other liabilities in the statement of financial condition for services received.

The Company also enters into several transactions with its affiliates including securities lending, financing,
and clearing activities. At December 31, 2003, the Company reported securities borrowed and loaned
positions with an affiliate in amount of approximately $3.76 million and $2.54 billion, respectively. These
balances are included in securities borrowed and securities loaned, respectively, in the statement of
financial condition. The Company also reported reverse repurchase and repurchase agreements with its
affiliates for approximately $5.63 billion and $6.39 billion, respectively, which is reflected as securities
purchased under agreements to resell and securities sold under agreement to repurchase in the statement of
financial condition.

The Company also had unsecured borrowings with its affiliates in the amount of $475.08 million included
in borrowings in the statement of financial condition as of December 31, 2003.

Borrowings

At December 31, 2003, the Company has borrowings totaling $481.92 million. Included in this amount are
unsecured loans with its affiliates totaling $475.08 million. The residual balance is secured by collateral.

5 (Continued)
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FORTIS INVESTMENT SERVICES LLC
(A Wholly Owned Subsidiary of FSI Holdings Inc.)

Notes to Statement of Financial Condition
December 31, 2003

Subordinated Borrowings

At December 31, 2003, the subordinated borrowings consist of a secured demand note executed by FFS in
the amount of $100 million due June 22, 2005. The secured demand noted is collateralized by securities
pledged by FFS to the Company with a value of $156 million as of December 31, 2003. The secured
demand note is covered by an agreement approved by the NASD, and is thus available in computing net
capital pursuant to the Securities and Exchange Commission Uniform Net Capital Rule (“SEC Rule 15¢3-
1"). On August 18, 2003, the NASD approved an amendment to this agreement extending the maturity date
to June 22, 2005.

Employee Benefit Plans

The Company participates in the Fortis Americas 401(k) Plan (the Plan). As defined in the Plan, any
employee who has completed 6 months of service and has reached the age of 21 is eligible to fully
participate in the Plan and can contribute between 1% and 20% of their eligible compensation. The
Company will match 100% those contributions up to 4% of eligible compensation. The Company also
provides a profit sharing contribution to all eligible employees even if the employee does not contribute to
the Plan that is equal to 2% of their eligible compensation. The employee and employer contributions are
subject to certain limitations as defined in the Plan as well as federal tax law.

Regulatory Requirements

The Company is subject to the SEC Rule 15¢3-1, which requires the maintenance of minimum net capital.
The Company has elected to use the alternative method, as permitted by the SEC Rule 15¢3-1, which
requires that the Company maintain minimum net capital, as defined, equal to the greater of $250,000 or
2% of aggregate debit balances arising from customer transactions, as defined. Additionally, equity capital
may .not be withdrawn or cash dividends paid if the resulting net capital would be less than 5% of
aggregate debits. At December 31, 2003, the Company had net capital of approximately $115.7 million,
which was approximately $115.5 million in excess of required net capital of $250,000.

The Company is also subject to the Securities and Exchange Commission’s Customer Protection Rule
(“SEC Rule 15¢3-3”), which requires, under certain circumstances, that cash or securities be deposited into
a special reserve bank account for the exclusive benefit of customers and for the proprietary accounts of
introducing brokers. At December 31, 2003, the Company had qualified securities with a market value of
$27.2 million segregated in a special reserve bank account. This amount is comprised of $21.4 million
segregated for the exclusive benefit of customers and $5.8 million segregated for the proprietary accounts
of introducing brokers.




KPMG LLP
345 Park Avenue
New York, NY 10154

Independent Auditors’ Report on Internal Control
Pursuant to SEC Rule 17a-5

The Board of Directors of
Fortis Investment Services LLC:

In planning and performing our audit of the financial statements of Fortis Investment Services LLC
(the Company), for the year ended December 31, 2003, 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 Exchange Commission (the 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 the
following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under Rule 17a-3(2)(11) and the reserve required by Rule 15¢3-3(e).

2. Making 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 Governors of the Federal Reserve System.

4. - Obtaining and maintaining physical possession or control of all fully paid 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 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.

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

. . . KPMG LLP, a U.S. limited liability partnership, is the U.S. 7
E member firm of KPMG [nternational, a Swiss cooperative.




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, 2003 to meet the SEC’s objectives.

This report is intended solely for the use of the board of directors, management, the SEC, the National
Association of Security Dealers, Inc. 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.

KPMcs LLP

February 9, 2004




