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B (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
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Scharf Pera &CO, PLLC

Managing Members FoBic >

First Ballantyne, LLC ACCOUNTANTS

In planning and performing our audit of the financial statements and supplemental
schedules of First Ballantyne, LLC. (the Company), for the year ended December 31,
2003, we considered its internal control, including control activities for safeguarding
securities, i order to determine our auditing procedures for the purpose of expressing our
opinion on the consolidated 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 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 (or aggregate debits) 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 generally accepted accounting principles. 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 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.

4600 Park Road, Suite 112

Charlotte, North Carolina 28209

704/372-1167

FAX: 704/377-3259

E-MAIL ADDRESS: accountants @ scharfpera.com




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 information and use of the Managing Members,
management, the SEC, National Association of Securities Dealers (NASD), 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.

Scahrf Pera & Co., PLLC
Charlotte, North Carolina
February 4, 2004




2 &CO,PLLC

CERTIFIED
PUBLIC
ACCOUNTANTS

Independent Auditor's Report

Managing Members
First Ballantyne, LLC

We have audited the accompanying consolidated statement of financial condition of First
Ballantyne, LLC (the Company) as of December 31, 2003, and the related statements of
income, changes in members’ equity, changes in liabilities subordinated to claims of
general creditors, 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 financial statements are the
responsibility of the Company's management. Our responsibility IS to express an opinion
on these 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 audit to
obtain reasonable assurance about whether the financial statements are free of matenal
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 financial statements referred to above present fairly, in all material
respects, the consolidated financial position of First Ballantyne, LLC at December 31,
2003, 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 Schedule I 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.
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Scharf Pera & Co., PLLC
Charlotte, North Carolina
February 4, 2004
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First Ballantyvne, LLC
Statement of Financial Condition
December 31, 2003

Assets
Cash $ 30,806
Restricted cash 45,443
Deposits with clearing organization (cash) 4,145,857
Receivable from clearing organization 736,942
Securities owned:
. Marketable, at market value . . . S . . 4134854
Furniture, equipment, and leasehold improvements, at cost, less ' o
accumulated depreciation of $11,212 97,281
Subordinated loan discount less accumulated amortization
of $84,583 55,417
Other assets 9.311
$_9.255911
Liabilities and Stockholders' Equity
Liabilities:
Payable to clearing organization $ 4,081,214
Securities sold, not yet purchased, at market value 198,546
Accounts payable, accrued expenses, and other liabilities 146,212
4.425972
Commitments and contingent liabilities -
Subordinated borrowings 4,000,000
Members’ equity 829.939

9,255911

The accompanying notes are an integral part of these financial statements.




First Ballantyne, LLC
Statement of Income
For the Year Ended December 31, 2003

Revenues
Principal transactions $2,673,257
Interest and dividends 143,033
Other income 3.175
2.819.465
Expenses:
.Employee compensation and benefits . N 1,373,084
Clearance fees - o ' 131,116
Communications and data processing 176,059
Interest 317,691
Occupancy 39,339
Other expenses 171.832
2.209,121
Net income $_610.344

The accompanying notes are an integral part of these financial statements.




First Ballantvne, LL.C
Statement of Changes in Members’ Equity
For the Year Ended December 31. 20003

Balance January 1, 2003 ' $494 595
Net Income 610,344
Contributions made ‘durin.g the ‘yearv o o 140,000
Distributions and redemptions made during the year (415.000)
Balance December 31, 2003 $.829,939

The accompanying notes are an integral part of these financial statements.




First Ballantvne, LL.C
Statement of Changes in Subordinated Borrowings
For the Year Ended December 31, 2003

Subordinated borrowings at January 1, 2003 Y -
Increases:

Issuance of subordinated notes 4.000.000
Subordinated borrowings at December 31, 2003 4,000,000

The accompanying notes are an integral part of these financial statements.




First Ballantyne, L1.C

Statement of Cash Flows

For the Year Ended December 31, 2003

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash used in

operating activities:
Depreciation
-Amortization of loan discount
(Increase) decrease in operating assets:
Restricted cash
Deposits with clearing organization
Receivable from clearing organization
Securities owned
Other assets
Increase (decrease) in operating liabilities:
Payable to clearing organization
Securities sold not yet purchased
Accounts payable, accrued expenses, and
other habilities
Total adjustments
Net cash used by operating activities
Cash flows from investing activities:
Purchase of furniture, equipment, and leasehold
improvements
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from issuance of members equity units
Proceeds from issuance of subordinated notes
Distributions and redemptions of members equity
Net cash provided by financing activities
Decrease in cash
Cash at beginning of the year
Cash at end of the year

Supplemental cash flows disclosures:
Interest payments

$610,344
$ 11212
84,583
(45,443)
(4,145,857)
(736,942)
(4,134,854)
(2.216)
4,081,214
198,546
146.212

(4.543.545)

(3,933,201)
(108.493)

(108,493)
140,000
3,860,000
(415.000)

3.585.000

(456,694)

487.500

S__ 30.806

S__142.650

The accompanying notes are an integral part of these financial statements.




First Ballantvne, LLC
Notes to Financial Statements
For the Year Ended December 31. 2003

Note 1- Organization and Nature of Business

First Ballantyne, LLC (the Company) was formed in the state of North Carolina in
December 2002. The Company is a fixed-income trading organization that offers retail
fixed-income trading desks, taxable debt products, investment ideas, support services and
trade executions in fixed-income securities for financial professionals and the investing
public. The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC). The Company was granted membership in the National Association
of Securities Dealers (NASD) on May 23, 2003. : - o

Note 2- Significant Accounting Policies

Securities Transactions:

Proprietary securities transactions in regular-way trades are recorded on the trade
date, as if they had settled. Profit and loss arising from all securities and commodities
transactions entered into for the account and risk of the Company are recorded on a trade
date basis. Marketable securities are valued at market value.

Commissions:

Commissions and related clearing expenses are recorded on a trade-date basis as
securities transactions occur.

Income Taxes:

The Company is a limited liability company and has elected to be taxed under the
partnership provision of the Internal Revenue Code. Under this provision, the members
are taxed on the Company's taxable income. The Company bears no liability or expense
for income taxes, and none is reflected in these financial statements. Similar provisions

apply for state income taxes.
Depreciation:

Depreciation is provided on a straight-line basis using estimated useful lives of
five to seven years.




Statement of Cash Flows:

For purposes of the statement of cash flows, the Company considers all highly
liquid debt instruments purchased with a maturity of three months or less to be cash
equivalents.

Use of Accounting 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 certain assets and liabilities and disclosures.
Accordingly, the actual amounts could differ from those estimates. Any adjustments
applied to estimated. amounts are recognized in the year in which such adjustments-are
determined. ‘ '

Fair Value of Financial Statements:

The Company’s financial instruments include cash, accounts receivable, accounts
payable, accrued expenses and other liabilities. The carrying amounts of these financial
instruments approximate fair value due to their short maturities. The carrying amounts of
subordinated loans approximate their fair values based upon current rates available for
similar types of instruments.

Note 3- Restricted Cash

The company maintains a bank certificate of deposit as collateral for a letter of
credit in the amount of $45,000 furnished to the lessor of the company’s office space.

Note 4 Receivable From and Pavable to Clearing Organization

Amounts receivable from and payable to clearing organization at December 31,
2003, consist of the following:

Receivable Payable
Deposits with clearing organization $4,145857 $ -
Receivable from clearing organization 736,942
Payable to clearing organization (margin loan)

- 4,081.214
34,882,799 $_4.081,214

The clearing organization is a 7.5% owner of members equity in the Company
and the Company has subordinated loans of $1,000,000 due the clearing organization.
Additionally, the Company paid the clearing organization $131,116 for ticket and
clearing charges in 2003.




Note 5 - Securities Owned and Sold. Not Yet Purchased

Marketable securities owned and sold, not yet purchased, consist of trading and

investment securities at market values, as follows:
Sold

Not Yet
Owned Purchased

Corporate bonds, debentures, and notes $4,134 854 $_ 198,546

Note 6 - Subordinated Borrowings

The borrowings under subordination agreements at December 3 1, 2003, are as
follows:

Subordinated notes, 9 percent, due 2011 $4,000.000

In connection with the issuance of the subordinated notes, the Company recorded
a discount of $140,000 on the notes. The discounts were equivalent to the amount
received for the members’ capital contribution subscribed for simultaneously with the
note issuance. The company is amortizing the discounts over twelve months, the earliest
period that the notes may be prepaid. The Company has recorded amortization of these
discounts of $84,583 in 2003, which is included in interest expense on the Company’s
statement of income for the year ended December 31, 2003.

The subordinated borrowings are available in computing net capital under the
SEC's uniform net capital rule. To the extent that such borrowings are required- for the
Company's continued compliance with minimum net capital requirements, they may not
be repaid.

Note 7- Defined Contribution Plan

[n 2003 the Company began a defined contribution retirement plan covering
substantially all employees. Under this plan, the Company may make discretionary
contributions. Total Company contributions to the plan was $88,370 for the year ended
December 31, 2003.

Note 8 - Financial Instruments with Off-Balance-Sheet Risk

The Company enters into various transactions involving futures entered into for
trading purposes or to economically hedge other positions or transactions. The Company
had no outstanding position in futures at December 31, 2003.




In addition, the Company has sold securities that it does not currently own and
will therefore be obligated to purchase such securities at a future date. The Company has
recorded these obligations in the financial statements at December 31, 2003, at market
values of the related securities and will incur a loss if the market value of the securities
increases subsequent to December 31, 2003. :

Note 9 - Commitments and Contingent Liabilities

The Company and its subsidiaries have obligations under operating leases with
initial noncancelable terms in excess of one year. Aggregate annual rentals for office
space and equipment at December 31, 2003, are approximately as listed below:

2004 $164340

2005 84,945
2006 54,000
2007 54,000
2008 18,000
Thereafter -
$.375,285

Rent expense for 2003 aggregated approximately $93,703.

Note 10 - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (SEC 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 8 to 1 or a minimum net capital of $100,000.




First Ballantvne, LLC
Supplementarv Information
Pursuant to Rule 17a-5 of the
Securities Exchange Act of 1934
As of December 31. 2003

The accompanying schedules are prepared in accordance with the requirements
and general format of FOCUS Form X-17A-5.




Schedule I
First Ballantvne, LLC
Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission
As of December 31, 2003

Net Capital
Total members’ equity $ 829,939
Deduct members' equity not allowable for net capital -
Total Members' equity qualified for net capital 829,939
Add:

_ Subordinated bonowmgs allowable in computatlon L
of net capital - - ‘ © 74,000,000
Other (deductions) or all owab e credits-

Total capital and allowable subordinated borrowings 4,829,939

Deductions and/or charges:
Nonallowable assets:

Restricted cash 45,443
Furniture, equipment, and leasehold
improvements, net 97,281
Subordinated loan discount, net 55,417
Other assets 9.311
207.452
Other additions and/or credits - 207,452
Net capital before haircuts on securities positions
(tentative net capital) 4,622,487
Haircuts on securities
Debt securities 278,701
Net capital $_4,343,786

Aggregate indebtedness
Items included in statement of financial condition:
Accounts payable, accrued expenses, and
other liabilities $ 146,212
Other -
Total aggregate indebtedness $_ 146212




Schedule I (Continued)
First Ballantvne, LLC
Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission
As of December 31, 2003

Computation of basic net capital requirement
Minimum net capital required, greater of:
Minimum net capital required as computed

at 12.5 percent of aggregate indebtedness $ 18,276
- Minimum dollar net.capital requirement. . . -+ ... 100,000 . S -
“Total net capital requirement ' | ‘ $_100.000
Excess net capital $4.243.786
Excess net capital at 1,000 percent $4.329.164
Ratio: Aggregate indebtedness to net capital 0.03t01

The total net capital reported above of $4,343,786 agrees with the Company’s
computation and amount reported in Part II of form X-17A-5 (unaudited) FOCUS report

as of December 31, 2003.




First Ballantyne, LLC
Statement Regarding Schedule 0. IT1, and IV
As of December 31, 2003

Schedule II, III, and IV are not applicable. The Company has claimed an
exemption from SEC Rule 15¢3-3 based on the fact that all customer transactions are
cleared through another broker-dealer on a fully disclosed basts.




