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OATH OR AFFIRMATION
DOUGLAS JOHNSON, JR.

, swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

JOHNSON RICE & COMPANY L.L.C.

, as

of

DECEMBER 31 ,20_04 , 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, except as follows:

I

. . .BRANDT k. ENOS %4,
P Notary Public (‘ /9'74.,/%

~Parish of Orleans; State of Loulsians E. Doum‘é}gﬁ//m )
" "My Commission is for Iife. MANAGER ,

' % Title
4

‘v Notary Public

This report ** contains (check all applicable boxes):
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(k)
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Facing Page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Changes in Financial Condition.

Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Information Relating to the Possession or Control Requirements Under Rule 15¢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.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

()

A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Johnson Rice & Company L.L.C.
Statement of Financial Condition, Supplemental
Schedules and Other Information

December 31, 2004 and 2003
(Pursuant to Rule 17a-5 under the Securities Exchange Act of 1934)
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PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers LLP

639 Loyola Avenue

Suite 1800

New Orleans LA 70113
Telephone (504) 558 8200
Facsimile (504) 558 8960

Report of Independent Auditors

To the Members of
Johnson Rice & Company L.L.C.

In our opinion, the accompanying statements of financial condition present fairly, in all material
respects, the financial position of Johnson Rice & Company L.L.C. (the “Company”) at December 31,
2004 and 2003, in conformity with accounting principles generally accepted in the United States of
America. 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 audits. We conducted
our audits of these statements in accordance with auditing standards generally accepted in the United
States of America, which 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, assessing
the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for the
opinion expressed above.

Our audits were conducted for the purpose of forming an opinion on the statements of financial
condition taken as a whole. The information contained in the Supplemental schedules is presented for
the purpose of additional analysis and is not a required part of the basic financial statements, but is
supplemental 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. ‘

Bolowndorrael copra LLf

February 28, 2005



Johnson Rice & Company L.L.C.
Statements of Financial Condition
December 31, 2004 and 2003

L

2004 2003

Assets :

Cash and cash equivalents § 777,035 § 443769
Deposits held by clearing broker, restricted 150,000 150,000
Receivable from clearing broker , 13,321,610 7,750,800
Securities owned, held at clearing broker, at fair value ‘ 3,684,276 2,208,296
Receivable from non-customers 109,012 -
Investment in limited partnership 249,939 171,758
Furniture, equipment and leasehold improvements, net 184,557 87,281
Other assets 1,110 24,548

$ 18,477,539  $10,836,452

Liabilities and Member's Capital

Liabilities : '
Accounts payable and accrued liabilities $ 8,562,259 § 1,984,119
Securities sold, not yet purchased, at fair value 101,677 51,537
8,663,936 2,035,656
Members' capital 9,813,603 8,800,796

$ 18,477,539  § 10,836,452

The accompanying notes are an integral part of these financial statements
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Johnson Rice & Company L.L.C.
Notes to Financial Statements

December 31, 2004 and 2003

Organization and Basis of Presentation

Johnson Rice & Company L.L.C. (the Company), a limited liability company organized under the
laws of the State of Louisiana, is a regional broker-dealer of primarily over-the-counter equity
securities and is registered under the Securities Exchange Act of 1934 and a member of the
National Association of Securities Dealers, Inc. (the “NASD”). The Company operates as an
introducing broker and clears its transactions on a fully disclosed basis through Bear, Stearns &
Co., Inc. (Bear, Stearns).

Summary of Significant Accounting Policies

Securities Transactions

Securities transactions and related commission revenues and expenses are recorded on a trade date
basis as securities transactions occur. Securities owned, held at clearing broker and securities sold,
not yet purchased, are valued at market with related unrealized gains and losses included i in

* income.

Investment Banking

" Investment banking revenues include underwntmg and advisory fees. Investment banking

revenues include gains, losses and fees, net of syndicate expenses, arising from securities offerings
in which the Company acts as an underwriter or agent. Investment banking revenues also include
fees earned from providing merger-and-acquisition and financial restructuring advisory services.
Investment banking management fees are recorded on offering date, sales concessions on
settlement date, and underwriting fees at the time the underwriting is completed and the income is
reasonably determinable. Investment advisory fees are received quarterly but are recognized as
earned on a pro rata basis over the term of the contract.

Investment in Limited Partnership
The Company uses the equity method of accounting for its investment in limited partnerships.

Furniture, Equipment and Leasehold Improvements

Furniture, equipment and leasehold improvements listed on the balance sheet in the amount of
$184,557 and $87,281 are stated at cost net of accumulated depreciation and amortization at
December 31, 2004 and 2003, respectively. Total accumulated depreciation and amortization for
the years ended December 31, 2004 and 2003 amounted to approximately $454,000 and $772,000,
respectively.

Depreciation of furniture and equipment is provided using the double-declining method over five to
seven years. Leasehold improvements are amortized using the straight-line method over the
remaining term of the lease. Cost of maintenance and repairs is charged to expense. Cost and
accumulated depreciation are removed from the accounts when assets are sold or retired, and the
resulting gains and losses are included in operations. Depreciation expense for the years ended
December 31, 2004 and 2003 amounted to approximately $18,000 and $34,000, respectively.

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



Johnson Rice & Company L.L.C.
Notes to Financial Statements
December 31, 2004 and 2003

liabilities at the dates of the financial statements and the reported amounts of revenues and
expenses during the reporting periods. Actual results could differ from those estimates.

Cash and Cash Equivalents ‘

The Company considers highly liquid, marketable securities and other similar instruments with
original maturity dates of three months or less at the time of purchase, which are included in its
trading and investment accounts, to be securities owned; all other items of this nature are
considered cash equivalents.

3. Securities
Securities owned, held at clearing broker and securities sold, not yet purchased, consist of the

Company’s trading and investment accounts at market value. These investments as of
December 31, 2004 and 2003 are summarized as follows:

2004 2003
Securities owned, held at clearing broker
Corporate stocks - $ 3,684,276 $2,208,296
Securities sold, not yet purchased
Corporate stocks § 101,677 $ 51,537

4. Deposits Held by Clearing Brokers

Under the terms of the Clearing Agreements between the Company and Bear, Stearns, the
Company is required to maintain a certain level of cash on deposit with Bear, Stearns. Should
Bear, Stearns suffer a loss due to a failure of a customer of the Company to complete a transaction,
the Company is required to indemnify Bear, Stearns. The Company has funds invested in a money
market account on deposit with Bear, Stearns to meet this requirement.

The Company has agreed to maintain a minimum deposit of $150,000 under its agreement for
securities clearance services with Bear, Stearns.

5. Income Taxes

In accordance with Revenue Ruling 94-5, Louisiana limited liability companies may be classified
as a partnership for tax purposes. Accordingly, federal and state income taxes are not provided in
the accompanying financial statements.



Johnson Rice & Company L.L.C.
Notes to Financial Statements
December 31, 2004 and 2003

Lease Commitment

The Company leases its office facilities and certain equipment under operating leases, which expire
at various points through 2007. The future minimum payments due under these operating leases as
of December 31, 2004 are as follows:

2005 462,668
2006 220,620
2007 110,304

‘ $§ 793,592

The lease contains a provision for escalation charges. Rental expense, associated with office
facilities and equipment, amounted to approximately $475,000 and $441,000 for the years ended
December 31, 2004 and 2003. )

Net Capital Requirements

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. Rule 15¢3-1 also
provides that members’ capital may not be withdrawn if the resulting net capital ratio would exceed
10 to 1 or its net capital would fail to equal 120% of the minimum net capital required.

- At December 31, 2004, the Company’s net capital was $7,377,585 compared with the minimum

required net capital of approximately $570,846. The Company’s ratio of aggregate indebtedness to
net capital was 1.16 to 1.

- The Company is exempt from the provisions of Rule 15¢3-3 under paragraph (k)(2)(ii) because, as

an introducing broker, it clears all transactions with and for customers on a fully disclosed basis,
and promptly transmits all customer funds and securities to Bear, Stearns, the carrying broker.

Distributions and Changes in Members’ Capital Accounts

During 2004, four members increased their proportionate share by purchasing interest from an
existing member. In addition, four new members were admitted to the partnership during the year
by purchasing interest from existing members.

During 2003, seven members increased their proportionate share by purchasing interest from an
existing member. In addition, one member left the Company and his capital was assumed partially
by another member and partially by a new member.

During January 20035, the Company approved distributions to members of approximately
$2,400,000.

Limited Partnership
The Company has a 3.08% limited paﬁner interest in a limited partnership managed by the

Company. Under the limited partnership agreement, the Company is entitled to a quarterly
management fee of 0.25% of the capital in the limited partnership and a performance allocation of



Johnson Rice & Company L.L.C.
Notes to Financial Statements
December 31, 2004 and 2003

10.

11.

12.

profits of the limited partnership. An amount equal to 20% of the profits for the quarter is allocated
first among partners having unrecovered losses. The remainder, if any, is allocated to the
Company as a performance allocation.

Profit Sharing Plan

The Company has a profit sharing plan under section 401(k) of the Internal Revenue Code. The
plan allows all employees with six months of service who are 21 years or older to defer a
predetermined portion of their compensation for federal income tax purposes. Contributions by the.
Company are discretionary. Approximately $143,000 and $127,000 were contributed to the Plan
by the Company on behalf of members and employees in 2004 and 2003, respectively.

Commitments and Contingencies

The Company is subject to various legal proceedings and regulatory actions in the ordinary course
of its business. The outcomes of these legal and regulatory matters are subject to many
uncertainties and therefore cannot be predicted. In the opinion of management, these pending legal
and regulatory actions will not have a material effect on financial position, results of operations, or
cash flows of the Company. '

In 2002, the Company was named as a defendant in litigation arising from the participation in an
underwriting syndicate. The plaintiffs in the matter asserted a number of securities law claims
against the underwriting syndicate. In December 2003, the Company signed a settlement
agreement with the plaintiffs to release the Company from any and all claims arising from this
litigation. The settlement expense of $1.4 million is included in "Clearing costs and other" in the
Statements of Operations.

During 2003, the Company was named as a defendant in two legal matters by individuals who
alleged that losses in their accounts were caused by current and former representatives of the
Company. The two matters were settled during 2004 by arbitration. The first settlement resulted

- in a $125,000 expense, half of which was paid by the 2003 members and half by one member

individually. The remaining settlement resulted in a total expense of $565,996. The expenses
allocable to the Company are included in “Clearing costs and other” in the Statement of
Operations.

The Company was also named as one of many defendants in litigation alleging that the Company
conspired to fix the prices charged by investment banks to issuers in initial public offerings for the
period of November 1994 to the present. The plaintiffs have filed a motion seeking class action
status. The Company plans to file opposition to the motion. The likely outcome of this lawsuit is
uncertain. Any potential liability on the part of the Company cannot be estimated at this time..
Accordingly, no provision has been included in the results of operations.

Disclosures About Guarantees

The Company clears all of its securities through Bear Stearns on a fuily disclosed basis. Pursuant
to the terms of the agreements between the Company and Bear Stearns, Bear Stearns has the right
to charge the Company for losses that result from a counterparty’s failure to fulfill its contractual

obligations.



Johnson Rice & Company L.L.C.
Notes to Financial Statements
December 31, 2004 and 2003

13.

14.

15.

As Bear Steamns’ right to charge the Company has no maximum amount and applies to all trades
executed through Bear Stearns, the Company believes there is no maximum amount assignable to
this right. At December 31, 2004, the Company has recorded no liabilities with regard to the right.
During 2004, the Company did not have any losses related to these guarantees for which payments
were made. :

In addition, the Company has the right to pursue collection or performance from the counterparties
who do not perform under their contractual obligations. The Company monitors the credit standing
of Bear Stearns and all counterparties with which it conducts business.

Off Balance Sheet Risk and Concentration of Credit Risk

In the normal course of business, the Company executes transactions involving the sale of
securities not yet purchased. Such transactions expose the Company to off balance sheet risk in the
event the market value of securities sold short increases, subjecting the Company to trading losses.
Management monitors the market value of these positions on a daily basis to control the risk
associated with these sales. »

The Company is responsible to its clearing broker for payment of all transactions executed both on
its behalf and on behalf of its customers. Therefore, the Company is exposed to off balance sheet
risk in the event a customer cannot fulfill its commitment and the clearing broker must purchase or
sell a financial instrument at prevailing market prices. The Company and its clearing broker seek
to control risk associated with customer transactions through daily monitoring to assure margin
collateral is maintained under regulatory and internal guidelines.

The Company is further exposed should Bear, Stearns, which clears all of the Company’s
transactions and holds its securities, be unable to fulfill its obligations. The Company monitors the
credit standing of Bear, Stearns and all counterparties with which it conducts business.

Subordinated Liabilities
The Company did not have any subordinated liabilities at December 31, 2004 and 2003.
Subsequent Event

Johnson Rice exercised its option to purchase 525,000 shares in an over allotment on January 3,
2005 related to an underwriting agreement entered into on December 16, 2004. Even though this
option was not exercised until 2005, these shares were considered securities sold, not yet '
purchased, and monies had been received from customers. The Company was in the short position
for 435,000 shares as of December 31, 2004. The money due to Bear, Stearns for these shares is
included in the “Receivable from clearing broker” line item on the balance sheet in the amount of
approximately $7.2 million. The remaining 90,000 shares of the over allotment were to be

“transferred to the co-underwriter on December 21, 2004, the settlement date of the original

transaction; however, the brokerage house did not deliver the share until January 5, 2005.
Therefore, a receivable of $1,300,500 exists as of year end due to the Company from the other
underwriter. This amount is also included in the line item “Receivable from clearing broker.”



Johnson Rice & Company L.L.C.
Computation of Net Capital Under Rule 15¢3-1 of
The Securities and Exchange Commission

December 31, 2004 Schedule |
Total members' capital from the statement of financial position $ 9,813,603
Less
Nonallowable assets from statement of financial condition
Receivable from broker dealer 1,300,500
Receivable from non-customer 109,012
Investment in limited partnership 249,939
Equipment and leasehold improvements, net 184,557
Other assets 1,110
Total nonallowable assets 1,845,118
Haircuts on securities (computed where applicable, pursuant to )
Rule 15¢3-1 (1)) 590,900

Net capital

Total aggregate indebtedness liabilities from
statement of financial condition

Ratio of aggregate indebtedness to net capital

Minimum net capital required (6.667% of total aggregate
indebtedness)

Minimum dollar net capital requirement of reporting broker or dealer

Net capital requirement
Excess net capital

Excess net capital at 1000%

$ 7,377,585

§ 8,562,259

1.16

§ 570,846

$§ 250,000
-$§ 570,846

$ 6,806,739
$ 6,521,359

There were no material differences between the computation of Net Capital under Rule 15¢3-1 included
in this report and the computations included in the Company’s corresponding unaudited Form X-17 A-5
Part II filing as of December 31, 2004, as amended and filed on February 28, 2005.



Johnson Rice & Company L.L.C.

Computation for Reserve Requirement and

Information for Possession or Control

Requirements Pursuant to SEC Rule 15¢3-3

December 31, 2004 ' Schedule I

The Company is exempt from the possession, control and reserve requirements under paragraph (k)(2)(ii)
of Rule 15¢3-3 as the Company is an introducing broker and dealer who clears all transactions with and
for customers on a fully disclosed basis with clearing brokers and dealers and promptly transmits all
customer funds and securities to the clearing brokers and dealers. Clearing broker and dealers carry all of
the accounts of such customers and maintain and preserve such books and records pertaining thereto
pursuant to the requirements of Rules 17a-3 and 17a-4, as are customarily made and kept by clearing
brokers and dealers.



PRICEAVATERHOUSE( QOPERS

PricewaterhouseCoopers LLP
639 Loyola Avenue

Suite 1800

New Orleans LA 70113
Telephone (504) 558 8200
Facsimile (504) 558 8960

Report of Independent Auditors on
Internal Accounting Control Required by SEC Rule 17a-5

To the Members of _
Johnson Rice & Company L.L.C.

In planning and performing our audit of the financial statements and supplemental schedules of
Johnson Rice & Company L.L.C. (the “Company”) for the year ended December 31, 2004, 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 the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and 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 and net capital under Rule 17a-
3(a)(11), and

(2) 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 the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13,

(2) 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, and

(3) Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3.
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PRICEWATERHOUSE(COPERS

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 control 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 accordance 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,
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 controls 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 one or more 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 procedures 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 Board of Directors, management, the
SEC, the National Association of Securities 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.

W‘«u@w&é/f

February 28, 2005
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