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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: Jackson & Smi gh Investment ‘ OFFICIAL USE ONLY
Securities, LLC '
ADDRESS OF PRINCIPAL PLACE OF BUSINESS (Do not use P.O. Box No Y FIRM 1.D. NO.

275 West Maln Avenue

(No. and Street)

Gastonia ’ North Carolina . 28052
“(City) - : - (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
David A. Smith, Member 704-865-9546

 (Area Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION ‘

" INDEPENDENT PUBLIC ACCOUNTANT whose opinion is cbntained in this Report*

(Name — if individual, state last, first, middle name)

P.0. Box 339 _ Gastonia North'car' .
(Address) S (City) : Gtate) T JDSREY
CHECK ONE: | ) MAY 382005 {
B Certified Public Accountant , ‘ ‘ THOMSOM i
O Public Accountant ‘ : o ‘ __— INANC[AED

O Accountant not resident in United States or any of its possessions.

FOR OFFICIAL USE ONLY

*Claims fo'r exemption from.the requirement that the annual report be covered by the opinion of an independent public accountant{~
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(e)(2)

information contained in this form are not required to respond
SEC 1410 (06-02) uniessthe form displays a currently valid OMB control number.

Potential persons who are to respond to the coilection of : @



OATH OR AFFIRMATION
1, _Dbavid A. Smi th _ , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
_Jackson & Smith Investment Securities, LLC | as

of December 31 _,20_Q5 _, are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprletor prmmpal officer or director has any proprietary interest in any account .
classified solely as that of a customer, except as follows:

@//%ﬁ

I ‘ Signature -

3 : I . Member
. /i :\ | Z w :;Z - B ‘ Title
Notary Public W /2 -A00F o

This report ** contains (check all applicable boxes)

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of WK%WEXX@KM@ .Cash Flows

(e) Staternent of Changes in Stockholders’ Equity or Partners’ or Sole Propnetors Capital.

(f) Statement of Changes in Liabilities Subordinated to Clalms of Creditors.

(g) Computation of Net Capital.

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

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

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

(k) A Reconciliation between the audited and unaudtted Statements of Financial Condition with respect to methods of
consolidation. \

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report

(n) Areportdescribingany matenal madequac ies found to exist or found to have existed since the date of the previous audit.

Oo0 8 OO00O0BO0BRRBAEZ

**For conditions of conﬁdential treatment of certain portzons of this filing, see section 240.17a-5(e)(3).
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McCanNoN ¢ RocerRs ¢ DriscoLL
- & aAassociaTES, L.L.P.
CERTIFIED PUBLIC ACCOUNTANTS

PARTNERS: L . _ L _ ASSOCIATES:
o o ' o M. ANN DAWSON
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STEPHEN B. DRISCOLL, CPA, CFP

RANDY G. BOYD, CPA

INDEPENDENT AUDITOR’S REPORT

‘ The Members
Jackson & Smith Investment Secunties LLC
Gastonia, North Carolina :

We have audited the accompanying statement of financial condition of Jackson & Smith Investment Securities, L.L.C. as
of December 31, 2005 and the related statements of income and changes in members’ capital and cash flows for the year
then ended. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statermnents based on our audit. The financial statements of Jackson & Smith
Investment Securities, L.L.C. as of December 31, 2004 were-audited by other auditors. Those auditors expressed an
unqualified opinion on those fmanmal statements in their report dated January 21, 2005.

We conducted our audit in accordance with audmng 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, ona 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 evaluatmg the overali financial staternent presentanon We believe
that our audit provides a reasonable basis for.our opmlon

In our opinion, the financial statements referred to above present féirly, in all material respects, the financial position of
Jackson & Smith Investment Securities, LLC as of December 31, 2005, and the results of its operations and cash flows
for the year then ended in conformity with accounting pripciples generally accepted in the United States of America.

Gastonia, North Carolina
January 18, 2006
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JACKSON & SMITH INVESTMENT SECURITIES, L.L.C.

STATEMENTS OF-FINANCIAL CONDITION
December 31, 2005 and 2004

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Cash deposited with clearing agent
Commissions receivable
- Marketable securities owned, at market value
Prepaid expenses
Equipment, at cost less accumulated deprecmtlon of
$146,201 in 2005; $136,606 in 2004
Leasehold improvements, at cost less accurmilated deprec1at10n
of $7,665 in 2005; $7, 287 in 2004 -
Other assets

'LIABILITIES AND MEMBERS’ CAPITAL

Notes‘pa‘y'able
Accounts payable and accrued expenses

. Total current liabilities

Members’ capital

See notes to financial statements.

-2-

2005 2004

§ 23,153 % 11,944

15,000 15,000

6,474 19,895

451,288 448,646

3,812 4,448

18,016 127,612

463 841

10,800 10.800

$ 529006 § 539,186

§ 4468 % 19,871

650 1.118

5,118 20,989
523,888 518.197 -

§ - 529006 § 539,186



JACKSON & SMITH INVESTMENT SECURITIES, L.L.C.

STATEMENTS OF INCOME AND CHANGES IN MEMBERS’ CAPITAL

Years Ended December 31, 2005 and 2004

Revenue
* Commissions

‘Net unrealized and realized gains on securities

Interest and dividends
Total revenue
Expenses . o
Employee compensation and benefits -
Occupancy
Depreciation
Taxes, other than income -
Other operating expenses
Total expenses

Netincome = -

Members’ capital
Beginning of year

End of year -

See notes to financial statements.

2004

2005
$ 155865 $ 181,006
17,903 71,532
15.870 15.705
189,638 268,243
110,489 112,680
18,276 18,977
9,973 9,942
4,911 2,562
40.298 - 40.815
183.947 184.976
5,691 83,267 .
518,197 434,930
$ 5233888

3 518,197



_ JACKSON & SMITH H\IVESTMENT SECURITIES LL.C.

STATEMENTS OF CASH FLOWS
Years Ended December 31, 2005 and 2004 -

2005 2004
CASH FLOWS FROM OPERATNG ACTIVITIES . . o $ 5691 § 83,267
Net income ‘ '
Adjustments to reconcilé net income to net cash
provided by operating actlvmes _ : '
Depreciation o : o 9,973 9,942
Change in net unrealized gains on securities L _ (17,246) (69,025)
Net realized gains on securities . , (657) (2,507)
Change in operating assets and liabilities ‘ ‘
Commissions receivable ’ a _ : 13,421 (3,801)
_ Prepaid expenses ‘ C ‘ N 636 (1,134)
Accounts payable and accrued expenses : _(471) (2,491)
~ Net cash provided by operating acti\}ities ‘ _ . 11,347 - 14,251
CASH FLOWS FROM INV ESTING ACTIVIT IES ‘ ‘ _ ‘
Proceeds from sale of securities ‘ . 30,264 30,398
Purchases of securities ‘ coe _ (15,000) .
Purchases of property and equipment . : o - (20.000) . -
.. Net cash provided by investihg activities ’ o 15,264 ~ 10,398
NET CASH FLOWS USED IN F]NANCING ACTIVITIES
Repayments of debt o B . _(15.402) _ (48.403)
Net increase (decreése) in éas‘h arid cash equivalents ‘ . 11,209 (23,754)
Cash and cash equivalents: , ‘ ‘ '
Beginning _ S ‘ ’ 11,944 35,698
Ending R $ 23153 5 11944

. ' See notes to financial statements.
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JACKSON & SMITH INVESTMENT SECURITIES, LLC

NOTES TO FINAN CIAL STATEMENTS
: December 31, 2005

Note A - Nature of Business and Summary of Significant Accouﬁting Policies

Nature of Business

Jackson & Smith Investment Securities, L.L.C. is a broker-dealer registered with the Securities and -
Exchange Commission (SEC) and is a member of the National Association of Securities Dealers, Inc.
(NASD). The Company is a fully disclosed firm and executes general securities transactions for
customers located principally in Gaston County, North Carolina and surrounding areas. The Company
uses Stern, Agee & Leach, Inc. for completing all transactions.

Jackson & Smith Investment Securities, L.L.C. is a North Carolina Limited Liability Company. The
duration of the L.L.C. is set to expire no later than December 31, 2046. Members are not ultimately liable
for any debts of the Company, losses of capital, nor for the losses of profits. Transfers of members’
interests are limited to certain conditions as specified in the Company’s operating agreement.

Cash Equivalents

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 equlvalents

Securities Owned

Marketable securities consist of corporate stocks and are valued at quoted market values. If a quoted
market value is not available, market value is determined using quoted market prices for similar
"investment securities. Proprletary secuntles transactions and any related gains or losses are recognized on
the trade date. : ,

Eguiprnent and Leasehold Improvenents

Equipment and leasehold improvements are carried at cost. Depreciation is charged to operanons over the
estimated useful lives of the assets ‘using the straight-line method. The costs of major improvements are
capitalized, while the costs of maintenance and repairs, which do not improve or extend the life of the
respective asset, are expensed when incurred. The cost and accumulated depreciation of property are
eliminated ﬁom the accouats upon dlsposal and any resultlng gain or. loss is included in the
‘ deterrmnatxon of net income. o

Use of Estimates in the Preparation of Financial Statements

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 and the reported amounts of revenues and expenses during the reporting penod

Actual results could dlffer from those estimates.

Commissions

Commissions and related cleanng expenses are recorded on a trade date basis as security transactions
oceur.




Note A -

Note B -

" Note C -

Note D -

JACKSON & SMITH INV‘ESTMENT SECURITIES, L.L.C.

NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 2005

Nature of Business and Summary of Significant Accounting Policies - Continued
Commissions Receivable

In the customary course of busmess ‘the Company earns commissions related to the execution of
customer trades. Not all commissions are collected in the period i in which they are earned. Accordingly,
amounts earned but not collected are reflected as commissions receivable. Management considers the
need for an allowance for bad debts. In assessing the need for an allowance for bad debts management
considers the nature of the receivables, past experience, current economic conditions, and other risks
inherent in the receivable portfolio. Based upon these factors, management has determined there is not a

~ need for an allowance for doubtful accounts as at December 31, 2005 and 2004.

Related party Transacﬁoné

The Company rented office - space on a month-to-month lease from a member. Total rent paid to the
member amounted to $7, 500 for the years ended December 31, 2005 and 2004, respectively.

Ineome Taxes

Limited liability corporations (L.L.tC.’s)‘ are ‘essentially taxed as partnerships, with the net income or loss

flowing through to the members’ individual income tax returns. Accordingly, no provision for income
taxes is reflected on the financial statements of Jackson & Smith Investments Securities, 1L.L.C.

Notes Payable

Notes payable at December 31 censzist of the following:

2005 : 2004

Line of credit maximum available borrowings

$225,000, collateralized by securities with a market

value at December 31, 2005 of approximately

$393,800 and approximately $394,000 at December

31, 2004, interest due quarterly at the prime rate as

pubhshed in the Wall Street Journal (7.25% and -

525% at December 31, 2005 and 2004, :

respectively): ' 5 - 3 10,000

Installment loan secured by Company automobile
payable in monthly installiments of $450 with
scheduled maturity of November 2006 at zero ' :
~ interest rate. o 4,468 9,781

$ 4468 § 19,871

-6-



JACKSON & SMITH ]NVESTMENT SECURITIES, L.LC.

NOTES TO FINANCIAL STATEMENTS - CONTINUED
December 31, 2005

Note E- 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 ($100,000) and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. The net capital and net
capital ratio were as follows:

2005 2004
Nt capital D $ 340305 S 355216
Net capital ratio (ratio of mdebtedness to capltal) 3 02t 1 06to1

Note F- Part], Form X-17a-5

The most recent annual report of the Company is available for examination and copying at the office of
the Company and at the Atlanta Regional Office of the Securities and Exchange Commission.

Note G- Focus Report

A tabulatlon of reconcﬂmg items to agree the Company’s net capital computanon as presented in Part ITA
of Form X- 175A 5 follows:

2005 ' 2004

- Net capital as reported in the Company’s Part IIA , ’ ‘

- and part II. (unaudited) FOCUS report ¥ . 337,661 3% 350,914
Net increase (decrease) in allowableassets - ‘ 2,644 4,302
Net capital as presented in Note E o ‘ $___ 340305 ' § 355,216

Note H- Subordinated Liabilities

The Company had no subordinated liabilities at Deceruber 3 1, 2005 and 2004, respectively.
Note - Supplemental Cash Flow Ixiformation

Amounts paid for interest expense lotaled $42 and $958 for the years ended December 31 2005 and
2004, respectively. .

s




Note J -

~ JACKSON & SMITH INVESTMENT SECURITIES, L.L.C..

NOTES TO FINANCIAL STATEMENTS - CONTINUED
‘ December 31, 2005

Concentrations»of Credit Risk and other Business Concentrations

"The Company is engaged in various trading and brokerage activities in which counterparties primarily

include broker-dealers, banks and other financial institutions, and individuals. In the event counterparties
do not fulfill their obligations, the Company may be exposed to risk. The risk of default depends on the
creditworthiness of the counterparty or issuer of the instrument. It is management s policy to review, as
necessary, the credit standing of each counterparty.

" Additionally, the Company,pla_ces its ‘cash and cash equivalents on deposit with a North Carolina

financial institution. These balances are insured by the Federal Deposit Insurance Corporation up to
$100,000. From time to tune the Company may have balances on deposit in excess of the FDIC insured
limits. .

~ The ‘Company s principel custorner base consists of residents of Gaston and surrounding North Carolina

counties. The limited geographic diversity of the Company s customer base exposes it to additional
business’ concentratlons '



OTHER FINANCIAL INFORMATION



McCaNNON ¢ RoceERs * DRiscoLL
& ASSOCIATES, L.L.P.
CERTIFIED PUBLIC ACCOUNTANTS

PARTNERS: " " _ o o : ASSOCIATES:
' : : M. ANN DAWSON
DAVID R. ROGERS, CPA
STEPHEN B. DRISCOLL. CPA, CFP

RANDY G. BOYD, CPA AUDITORS REPORT

ON OTHER_ FINANCIAL INFORMATION

The Members
Jackson & Smith Investment Securities, L L. C
Gastonia, North Carolina

We have audited the accompanying other financial information of Jackson & Smith Investment Securities, L.L.C. as
of and for the year ended December 31, 2005 and have issued our report thereon dated January 18, 2006. Our audit
was .conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The -
accompanying other financial information on pages ten through thirteen is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but i is other financial information required by
Rule 17a-5 of the Securities and Exchange Commission. The other financial information for the year ended
December 31, 2005 has been subjected to the auditing procedures applied in the audits 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. The other financial information for the year ended December 31, 2004 was audited by other
auditors whose report; dated January 21, 2005, expressed an unquahfied opinion on such information in relahon to
the basis ﬁnanc1a1 statements taken as-a whole

o, g Bl s Bt £

Gastonia, North Carolina
January 18, 2006
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JACKSON & SMITH INVESTMENT SECURITIES LL. C

COMPUTATION OF NET CAPITAL. AND NET CAPITAL RATIO

Years Ended December 31 -2005 and 2004

Rule 1503 1.

Members’ capit_al

Less
Prepaid expenses
Equipment and real estate at cost netof .
accumulated depreciation Lo
Other long-term investment
Securities not readily marketable :
Specified percentage reduction in market value of securmes'
_in Company trading and investment accounts
Discount on concentrated portion

" Net capital
“Aggregate indebtedness

Ratio of indebte‘c_:lness to cepital

-10-

2005 2004

$§ 52388 $  518.197
3,812 4,448
18,479 28,453
10,800 10,800
35.458 .
62,794 67,297
52.240 51.983
183,583 162.981

$ 340305 § 355216
g 5116 $_ 20.989
v.02 tol .06 to 1



JACKSON & SMITH INVESTMENT SECURITIES, L.L.C.

MATERIAL INADEQUACIES —RULE 17a-5(j)
Years Ended December 31, 2005 apd 2004

Material Inadequacy o Corrective Action taken or Proposed

None : , v Not applicable

-11-



I\/lr:CANNDN s RocERS DRISGDLL
& aAssociaTESs, L.L.P.
CEF%TJFIIED PUB‘LIC.ACCD_UNTANTS

PARTNERS: SR . ' I | ASSOCIATES:
: ‘ ' M. ANN DAWSON
DAVID R. ROGERS, CPA.

STEPHEN B. DRISCOLL; CPa, CFIA3
RANDY G. BOYD, CPA

REQUIRED ON INTERNAL CONTROL REQUIRED BY SEC RULE 17A-5

~ The Members
Jackson & Smith Investment Secuntxes L. L C
Gastonia, North Carolina- -

In planning and performing our audit of the financial statements of Jackson & Smith Investment Securities, L.L.C.
for the year ended December 31, 2005, 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 and Exchange Commission (the “Commission”), we have
~ made a study of the practices and procedures followed by Jackson & Smith Investment Securities, L.L.C. including
~ tests of such practices and procedures that we considered relevant to the objecnves stated in rule 17a-5(g), in making

the periodic computations of aggregate indebtedness 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 practlces and
procedures followed by the Company on any of the followmg

1 Making the quarterly securities examjnations, counts, verifications and comparisons
2. Recording of differences required by rule 17a-’13

3. Complying with the re quirements for prormpt payment for securities under Section 8 of Federal Reserve .
Regulation T of the Board of Govemors of the Federal Reserve System.

Management is responsible for estabhshmg- and mamtalmng mternal control and ‘the practices and procedures
referred to in the preceding paragraph. In fulfiiling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of controls and of the practices referred to in the preceding
 paragraph and to assess whether those practices and procedures can be expected to achieve the Commission’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 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, errors or fraud
may occwr 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.

-12-
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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 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; 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 Commissicn 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 ] practlces and procedures were adequate at December 31, 2005, to meet
- the Commlssmn ] obJectwes

This report is intended solely for the use of the Company’s member-managers, the ‘Securities and Exchange
Commission, 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 mtended to be and should not be used by anyone other
than these specified parties. :

. Consin, g, Dbl # et L1

Gastonia, North Carolina
January 18, 2006
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