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FIRST PUBLIC. LLC

FINANCIAL STATEMENTS AND SUPPLEMENTAL INFORMATION

FOR THE PERIOD JANUARY 1, 2004 THROUGH AUGUST 31, 2004
With Report and Supplementary Report of Independent Auditors




')ATH OR AFFIRMATION
, Chris Szaniszlo , swear (or affirm)
hat, to the best of my knowledge and belief the accompanying financial statements and supporting schedules pertaining to

the firm of

' _First Public, LLC as of
__August 31, 2004____, are true and correct. | 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,

xcept as follows:

None

(B re Xl

w"'"'"o,, C. EILEEN TREVINO

6;. & " Notary Public, State of Texas 5'9@2‘ c//é\‘
34 SoE My Commission Expires ﬂ/@W L Q e
e o July 28, 2006

Notary Public

This report™ contains (check all applicable boxes):

M (a) Facing page.

M (b) Statement of Financial Condition.

M (c) Statement of Income (Loss).

B (d) Statement of Cash Flows.

M (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors. N/A

M (g0 Computation of Net Capital.

O (hy Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3. N/A

M () Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

O () A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢c3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A or Rule 15¢3-3. N/A

'D (ky A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-

solidation. N/A

M () An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report. N/A

O (n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit. N/A

M (o) Independent auditor's report on internal accounting control.

O (p) Schedule of segregation requirements and funds in segregation — customers’ regulated commodity futures account pursuant
to Rule 171-5 N/A

' **For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Report of Independent Auditors

Managing Director
First Public, LLC

We have audited the accompanying statement of financial position of First Public, LLC
(the “Company”) as of August 31, 2004, and the related statements of income, changes in
capital and cash flows for the eight months then ended. These financial statements are the
responsibility of management of the Company. 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. 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, the financial statements referred to above present fairly, in all material
respects, the financial position of First Public, LLC at August 31, 2004, and the results of
its operations and its cash flows for the eight months then ended in conformity with
accounting principles generally accepted in the United States.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplemental information 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 our
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.

)émt ¥ MLLP

October 13, 2004

A Member Practice of Ernst & Young Global



FIRST PUBLIC, LLC
STATEMENT OF FINANCIAL POSITION

AS OF AUGUST 31, 2004

(I

ASSETS
Cash and cash equivalents $ 1,141,673
Accounts receivable 19,938
Accounts receivable from affiliated organizations 192,701
Prepaid expenses 27,855
Total Assets $ 1,382,167
LIABILITIES AND CAPITAL
Accounts payable $ 16,406
Accounts payable to affiliated organizations | 361,140
Total Liabilities 377,546
Capital contributions - TASB 500,000
Retained earnings 504,621
Total Capital 1,004,621
Total Liabilities and Capital $ 1,382,167

The accompanying notes are an integral part

of these financial statements.
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FIRST PUBLIC, LLC
STATEMENT OF INCOME
FOR THE EIGHT MONTHS ENDED AUGUST 31. 2004

Revenue:
Lone Star Investment Pool service fees $ 2,128,612
Municipal debt service fees 47,159
Other revenue 45,110
Net investment income 6,509
Total Revenue 2,227,390

Non-Interest Expenses:

Administrative services 374,163
Employee lease 335,221
Consultants 33,099
Outside counsel ‘ 28,362
Building lease 30,286
Insurance 23,970
Other expense 10,405
Total Expenses 835,506

Net Income : $ 1,391,884

The accompanying notes are an integral part
of these financial statements.
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FIRST PUBLIC, LLC
STATEMENT OF CHANGES IN CAPITAL
FOR THE EIGHT MONTHS ENDED AUGUST 31, 2004

Balance at January 1, 2004 $ 492,737
Net income ' 1,391,884
Capital distributions ‘ (880,000)
Balance at August 31, 2004 $ 1,004,621

The accompanying notes are an integral part
of these financial statements.
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FIRST PUBLIC, LLC
STATEMENT OF CASH FLOWS

FOR THE EIGHT MONTHS ENDED AUGUST 31. 2004

Cash flows from operating activities:
Net income $
Changes in assets and liabilities:
Increase in accounts receivable
Increase in accounts receivable from affiliated organizations
Increase in prepaid expenses
Increase in accounts payable
Increase in accounts payable to affiliated organizations

Net cash provided by operating activities

Cash flows from financing activities:
Capital distributions to TASB
Net cash used in financing activities
Net increase in cash and cash equivalents

Cash and cash equivalents at January 1, 2004

Cash and cash equivalents at August 31, 2004 $

The accompanying notes are an integral part
of these financial statements.
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FIRST PUBLIC, LLC
NOTES TO FINANCIAL STATEMENTS

NOTE 1-NATURE OF OPERATIONS

First Public, LLC (First Public), formerly TASB Financial Services, LLC, was created on May
14, 2003, and was initially capitalized with a contribution of $500,000, from its sole member, the
Texas Association of School Boards, Inc. (TASB). TASB formed this limited liability company
pursuant to and in accordance with the Texas Limited Liability Company Act (Tex. Rev. Civ.
Stat. Ann. Art. 1528n), as amended. First Public is registered with the National Association of
Securities Dealers (NASD) and the Securities and Exchange Commission (SEC) as a broker-
dealer pursuant to the Securities Exchange Act of 1934, as amended. First Public is also
registered with the Municipal Securities Rulemaking Board. First Public provides financial
services to school districts and other local governments within and outside of Texas. First Public
is a wholly owned subsidiary of TASB. First Public commenced its operations as a broker-
dealer in the first quarter of 2004. Currently, its primary business is administering the Lone Star
Investment Pool (Lone Star), an affiliated organization, from which First Public received
approximately 96 percent of its 2004 revenue.

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF ACCOUNTING:

The accompanying financial statements have been prepared on the accrual basis. The
organization recognizes revenue when earned and expenses in the period in which such items are
incurred. Specifically, Lone Star service fees are earned ratably over the service period based on
the daily net asset values of Lone Star. Municipal debt service fees are recognized as financing
transactions are funded.

The accompanying financial statements have been prepared for the period January 1, 2004

through August 31, 2004 because that is the portion of Lone Star’s fiscal year during which it
was subject to financial reporting requirements of the Securities and Exchange Commission.

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 financial statements. Estimates also affect the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

INCOME TAXES:

First Public is included in the consolidated federal income tax return filed by TASB. TASB is
exempt under 501(c)(3), so no provision for income tax expense has been made.




STATEMENT OF CASH FLOWS:

For the purpose of the Statement of Cash Flows, all cash on deposit and short-term investments
with original maturities of three months or less are considered to be cash equivalents. Cash and
cash equivalents at August 31, 2004 consist of cash and money market funds. Money market
funds are concentrated in a single fund with a Standard & Poor’s rating of AAAm. The carrying
value of cash and cash equivalents approximates their fair value.

NOTE 3—RELATED PARTY TRANSACTIONS

First Public has entered into various agreements with affiliated organizations. The affiliated
organizations consist of the following:

Lone Star Investment Pool
Texas Association of School Boards, Inc.

LONE STAR INVESTMENT POOL:

The Lone Star Investment Pool (Lone Star) was established on July 25, 1991, as a public funds
investment pool in accordance with the Interlocal Cooperation Act, Chapter 791, Texas
Government Code, and the Public Funds Investment Act, Chapter 2256, Texas Government
Code, as amended. The objective of Lone Star is to provide participating governmental entities
with the highest possible rate of return for invested funds, while maintaining safety of principal.
Units of Lone Star are offered exclusively to Texas governmental entities including school
districts, cities, counties, special districts, agencies of the State of Texas and other political
subdivisions of the State of Texas.

First Public has entered into an administrative services agreement with Lone Star Investment
Pool. Under the terms of the agreement, First Public provides Lone Star with administrative and
distribution services. This agreement, though signed July 31, 2003, became effective March 1,
2004, and ends August 31, 2006. First Public earned $2,128,612, under this agreement for the
period ended August 31, 2004. At August 31, 2004, $192,701 of these earned revenues were
receivable from Lone Star.

TEXAS ASSOCIATION OF SCHOOL BOARDS:

First Public has entered into multiple agreements with TASB for administrative services, office
space, and employee leasing services. The administrative services agreement includes, but is not
limited to, assistance in the performance of administrative and ministerial duties relating to the
day-to-day operations and administration of First Public, furnishing of office equipment and
supplies, facilitation of insurance and employee benefit administration, and arranging,
monitoring and paying for professional services required by First Public. The administrative
services agreement, though signed July 30, 2003, is effective for an initial term of one year
beginning March 1, 2004, and is thereafter renewed automatically for successive one-year terms
until terminated in accordance with the terms of the agreement. For the period ended August 31,
2004, First Public incurred expenses totaling $374,163 under this agreement. At August 31,
2004, $182,539 was owed to TASB.




TASB bills First Public for all compensation and benefit costs associated with all TASB
employees assigned to perform services for First Public under the employee lease agreement
between TASB and First Public. The employee lease agreement was signed July 30, 2003, and
became effective March 1, 2004, and remains in effect until terminated by First Public or TASB
by providing thirty days written notice to the other party. For the period ended August 31, 2004,
First Public incurred expenses totaling $335,221 under this agreement. At August 31, 2004,
$163,068 was owed to TASB.

Additional related party transactions are disclosed in Note 5 — Leases.

NOTE 4-NET CAPITAL REQUIREMENTS

First Public is subject to the Uniform Net Capital requirements of the Securities and Exchange
Commission (the “Commission”) under Rule 15¢3-1. The Commission requirements also
provide that equity capital may not be withdrawn or distributions made if certain minimum net
capital requirements are not met. At August 31, 2004, First Public had net capital of $742,386,
which was $685,754 in excess of the amount required to be maintained at that date.

NOTE 5-LEASES

By written agreement, First Public leases facilities from TASB under an operating lease. The
lease, dated July 30, 2003, requires payments of $5,048, per month, and has an effective date of
March 1, 2004 through August 31, 2005. Rent expense incurred for the fiscal year ended August
31, 2004 totaled $30,286. At August 31, 2004, $15,143 was owed to TASB under the terms of
this lease agreement.
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FIRST PUBLIC, LLC

NET CAPITAL COMPUTATION

AS REQUIRED BY EXCHANGE ACT RULE 1S5c¢3-1

AS OF AUGUST 31, 2004

Computation of net capital:
Total capital

Nonallowable assets:
Accounts receivable
Prepaid expenses
Total nonallowable assets
Net capital before haircuts on securities positions
Haircuts on securities
Net capital

Minimum net capital requirement

Excess net capital

There were no material differences between the audited computation of Net Capital
included in this report and the corresponding schedule included in First Public's
unaudited August 31, 2004 Part IIA FOCUS filing.
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§ 1,004,621

212,639

27,855
240,494

764,127

21,741

742,386

56,632

$ 685,754

Schedule I



Schedule I1
FIRST PUBLIC, L1.C

STATEMENT REGARDING RULE 15¢3-3

First Public is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under
paragraph (k)(2)(ii) of that Rule.
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E-!, ERNST& YOUNG & Ernst & Young LLP

Independent Auditors’ Supplementary
Report on Internal Control

Managing Director

First Public, LLC

In planning and performing our audit of the financial statements and supplemental
schedules of First Public, LLC (the “Company”), for the eight months ended August 31,
2004, we considered its internal control, including control activities for safeguarding
securities, 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 criteria 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 internal 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 criteria. 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
accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional
criteria of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in any internal control or the practices and procedures
referred to above, errors or fraud may occur and not be detected. Also, projection of any
evaluation of internal control to future periods is subject to the risk that internal control
may become inadequate because of changes in conditions or that the effectiveness of its
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 one or more of the specific internal control components does not
reduce to a relatively low level the risk that errors 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, and its operation that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that meet the criteria 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 meet such criteria 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 August 31, 2004,
to meet the SEC’s criteria.

This report is intended solely for the information and use of the Managing Director, the
Company’s management and member/owner, the SEC, 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.
W £ MLLP

October 13, 2004

A Member Practice of Ernst & Young Global



