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AFFIRMATION

[, Bruce Williams, affirm that, to the best of my knowledge and belief, the accompanying financial statements
and supporting schedules pertaining to the firm of Hemlock Capital, LLC as of December 31, 2003 are true
and correct. I further affirm that neither the Company nor any member, proprietor, principal officer or
director has any proprietary interest in any account classified solely as that of a customer.

’\%/3‘(\}\—

Signature U Date
BRUCE J. WILLIAMS

President ant Chief Executive Officer

Title

\ /ﬂ"ﬁx

Notary Public

VIVIAN LIN
Notary Pubdic - State of New York
Mo, 01L16074797
Qualified in Gueens County
My Corrsvd shon Exoires Mey 20, 2008
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INDEPENDENT AUDITORS’ REPORT

The Member of
Hemlock Capital, LLC

We have audited the accompanying statement of financial condition of Hemlock Capital, LLC (the
“Company”) as of December 31, 2003 and the related statements of operations, cash flows and changes
in member’s equity 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 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, such financial statements present fairly, in all material respects, the financial position of
the Company as of December 31, 2003, and the results of its operations and 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 supplemental schedules listed in the accompanying table of contents are presented for
purposes of additional analysis and are not a required part of the basic financial statements, but are
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934. These
schedules are the responsibility of the Company’s management. 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.

//M//M/é/

New York, NY
February 13, 2004

Member of
Deloitte Touche Tohmatsu



HEMLOCK CAPITAL, LLC

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

ASSETS

CASH

DUE FROM PARENT
OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND MEMBER’S EQUITY
ACCRUED LIABILITIES

MEMBER’S EQUITY

TOTAL LIABILITIES AND MEMBER'S EQUITY

See notes to financial statements.

$315,000
101,815

825

$417,640

$ 13,500
404,140

3417640



HEMLOCK CAPITAL, LLC

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2003

REVENUES:
Management Fees $ 108,165

EXPENSES:
Dues and licensing 1,877
Compensation 62,500
Professional fees 13,500
Other expenses 5,336
Total expenses 83,213
NET INCOME $ 24952

See notes to financial statements.



HEMLOCK CAPITAL, LLC

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash used in operating activities:

Increase in due from Parent
Increase in other assets
Increase in accrued liabilities
Net cash used in operating activities

CASH—BEGINNING OF YEAR

CASH—END OF YEAR

See notes to financial statements.

$ 24952

(37,991)
(461)

13,500

315,000

$315,000



HEMLOCK CAPITAL, LLC

STATEMENT OF CHANGE IN MEMBER’S EQUITY
YEAR ENDED DECEMBER 31, 2003

BALANCE, JANUARY 1, 2003
Net income

BALANCE, DECEMBER 31, 2003

See notes to financial statements.

Total
Member’s
Equity
$379,188

24,952

$404,140
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HEMLOCK CAPITAL, LLC

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2003

1.

THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES

The Company—Hemlock Capital, LLC (the “Company”) was formed in December 1996 as a wholly-
owned subsidiary of Credit-Based Asset Servicing and Securitization LLC (“C-BASS” or “Parent”). In
January 1997, the Company acquired the assets (primarily organization costs) of Hemlock Capital
Management Inc. The Company received approval from the National Association of Securities Dealers
(“NASD”) and became a registered broker-dealer in October 1997. The primary business activity of the
Company consists of subservicing agreements with C-BASS, as described in Note 2 below.

Use of Estimates—The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires 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 balance sheet, and the reported amounts of revenue and expenses during
the reporting period. Actual results could differ from those estimates.

Income Taxes—As a limited liability company, the Company is treated as a partnership for Federal
income taxes; the Company’s results are included in C-BASS’ income tax returns. Accordingly, no
provision or liability for income taxes has been recorded.

Concentration in Credit Risk—The Company is subject to credit risk with respect to cash balance
maintained in one bank account. However, by policy, the Company is maintaining the account with a
large national bank.

RELATED PARTY TRANSACTIONS

During 2001, the Company entered into a Subservicing Agreement with C-BASS (the “Agreement”) to
provide management services with respect to certain REMIC residual interest portfolios of certain
affiliates. As compensation for its services under this Agreement, the Company receives a per annum
management fee equal to the greater of $75,000 or 1.5% of the aggregate incentive management fee
received by C-BASS for such calendar year. The Company received $108,165 of such management fees
in 2003 and was charged $62,500 by the Parent as its share of employee compensation related to the
subservicing of the REMIC residual interest portfolios.

Certain of the Company’s general and administrative costs are currently being absorbed by C-BASS.



NET CAPITAL REQUIREMENT

The Company has, as a condition of obtaining approval from the NASD, entered into a restrictive
agreement with the NASD, which among other matters, limits the Company’s operations to: (a) selling
or private placement of interests in mortgages or other receivables, (b) servicing only institutional
accounts, and (c) clearing and settling all transactions on a cash basis. In addition, pursuant to Uniform
Net Capital Rule 15c3-1, under the Securities Exchange Act of 1934, the Company is required to
maintain minimum net capital of the greater of $250,000 or 6-2/3% of its aggregate indebtedness, as
defined, and a Special Account For Exclusive Benefit of Customers (the “Special Account™). At
December 31, 2003, the Company’s net capital of $301,500 exceeded the minimum requirement by
$51,500, and no balance was required to be deposited in the Special Account.

* ok ok ok ook ok



HEMLOCK CAPITAL, LLC

COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS
PURSUANT TO UNIFORM NET CAPITAL RULE 15¢3-1 UNDER THE
SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31, 2003

NET CAPITAL:
Member’s equity per statement of financial condition $404,140
Less nonapplicable assets—due from parent (101,815)
other assets (825)
NET CAPITAL $301,500

COMPUTATION OF MINIMUM NET CAPITAL:

Minimum net capital (greater of (a) $250,000 or (b) 6-2/3% of aggregate

indebtedness of $0) $250,000
Excess net capital $ 51,500
Ratio of aggregate indebtedness to net capital N/A

There are no material differences between the above computation and the amount computed by the Company
in its unaudited Part II of Form X-17A-5 as of December 31, 2003.
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HEMLOCK CAPITAL, LLC

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
FOR BROKERS AND DEALERS PURSUANT TO RULE 15¢3-3

UNDER THE SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31, 2003

Note: The Company is exempt from the requirements of rule 15¢3-3 pusuant to section k(2)(ii).
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February 13, 2004

Hemlock Capital, LLC
335 Madison Avenue, 19" Floor
New York, New York 10017

In planning and performing our audit of the financial statements of Hemlock Capital, LLC (the
“Company”) for the year ended December 31, 2003 (on which we issued our report dated February 13,
2004), we considered its internal control, including control activities for safeguarding securities, in
order to determine our auditing procedures for the purpose of expressing an opinion on the financial
statements and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a
study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by the Company 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)(II) and for determining compliance with the Rule 15¢3-3. We did not review the practices and
procedures followed by the Company in making the quarterly securities examinations, counts,
verifications and comparisons, and the recordation of differences required by Rule 17a-13 or in
complying with the requirements for prompt payment for securities under Section 8 of Regulation T of
the Board of Governors of the Federal Reserve System, because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities.

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 internal control and of the practices and procedures, and to assess whether those practices and
procedures can be expected to achieve the Securities and Exchange Commission’s (the “Commission’)
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 acquisition, use, or
disposition, and that transactions are executed in accordance with management’s authorization and
recorded properly to permit 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.

Member of
- 10 - Deloitte Touche Tohmatsu



Hemlock Capital, LLC
February 13, 2004
Page 2

Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation
of the internal control or of such practices and procedures to future periods are subject to the risk that
they may become inadequate because of changes in conditions or that the degree of compliance with
the practices or procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s 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 one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements caused by 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 the Company’s internal control and its operations 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 Commission 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 Commission’s
objectives.

This report is intended solely for the information and use of the Company’s member, management, the
Securities and Exchange Commission, the National Association of Securities Dealers and other
regulatory agencies which 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.

Yours truly,

[ & Sk Lep
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