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OATH OR AFFIRMATION

I, Robert C. Eubanks, 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 Franklin Street Securities, Inc. as of
December 31, 2008 are true and correct. I 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.
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Notary Public

President .
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his report ** contains (check all applicable boxes):

(a) Facing page.

(b) Statement of Financial Condition.

(¢) Statement of Income (Loss).

(d) Statement of Cash Flows.

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

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

(g) Computation of Net Capital

(h) 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.

(j) 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 unaudited Statements of Financial Condition with respect to methods of con-
solidation.

(1) An Qath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

(o) Independent Auditor’s Report on Internal Control
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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McGladrey & Pullen

Certified Public Accountants

Independent Auditor’s Report

To the Board of Directors
Franklin Street Securities, Inc.
Chapel Hill, North Carolina

We have audited the accompanying statement of financial condition of Franklin Street Securities, Inc. (a wholly-
owned subsidiary of Franklin Street Partners, Inc.) as of December 31, 2008 and the related statements of income,
changes in stockholder's equity, 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 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 ail material respects, the financial position
of Franklin Street Securities, Inc. as of December 31, 2008, and the results of its operations and its 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 | 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 t basic financial

statements taken as a whole. % /&a 9@ W ( M@(y L [/ /)

Richmond, Virginia
February 17, 2009

McGladrey & Pullen, LLP is a member firm of RSM Intemational,
an affiliation of separate and independent legal entities.



Franklin Street Securities, Inc.

Statement Of Financial Condition
December 31, 2008

Assets
Cash 420,983
Deposit held by clearing agent 100,000
Equipment and software, at cost, less accumulated depreciation and amortization of $26,099 4
Commissions receivable from clearing firm 16,612
Accounts receivable 300
Prepaid expenses 5,636
Total assets 543,535
Liabilities And Stockholder’s Equity
Accounts payable and accrued liabilities 21,195
Income taxes payable, parent company 19,996
State income taxes payable 16,479
Total liabilities 57,670
Commitments and Contingencies (Notes 4 and 8)
Stockholder's Equity
Common stock, no par value, authorized 100,000 shares; issued 4,000 shares 1
Additional paid-in capital 195,000
Retained earnings 290,864
485,865
Total liabilities and stockholder’s equity 543,535

See Notes To Financial Statements.




Franklin Street Securities, Inc.

Statement Of Income
Year Ended December 31, 2008

Revenue:
Commissions
Investment income
Total revenue

Expenses:
Clearance fees
Salaries and benefits
Professional fees
Rent
Management fee
Other
Total expenses

Income before income taxes
Federal and state income taxes
Net income

See Notes To Financial Statements.

960,975
4,135

965,110

168,334
157,684
26,887
64,800
201,600
61,189

680,494

284,616

109,918

174,698




Franklin Street Securities, Inc.

Statement Of Changes In Stockholder’s Equity
Year Ended December 31, 2008

Additional
Common Paid-In Retained
Stock Capital Earnings Total
Balance, January 1, 2008 $ 1§ 195000 § 116,166 $ 311,167
Net income - - 174,698 174,698
Balance, December 31, 2008 $ 1 $ 195,000 $ 290,864 $ 485,865

See Notes To Financial Statements.



Franklin Street Securities, Inc.

Statement Of Cash Flows
Year Ended December 31, 2008

Cash Flows From Operating Activities

Net income $ 174,698
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 682
Changes in assets and liabilities:
Commissions receivable from clearing firm (5,480)
Accounts receivable (300)
Prepaid expenses 6,746
Income taxes payable, parent company 6,524
State income taxes payable 13,923
Accounts payable and accrued liabilities 2,053
Net cash provided by operating activities 198,846
Net increase in cash 198,846
Cash:
Beginning 222,137
Ending $ 420,983

See Notes To Financial Statements.



Franklin Street Securities, Inc.

Notes To Financial Statements

Note 1. Nature Of Business And Significant Accounting Policies

Nature of business: Franklin Street Securities, Inc. (the Company) operates in North Carolina as an introducing
securities broker-dealer in which security transactions orders for institutional and individual customers are placed
through a regional clearing agent on a fully disclosed basis. The Company does not hold securities or carry margin
accounts on behalf of customers. The Company is a wholly-owned subsidiary of Franklin Street Partners, Inc. (the
Parent). The Company’s customers are also customers of other wholly-owned subsidiaries of the Parent.

The Company operates under the provisions of paragraph (k)(2)(ii) of Rule 15c3-3 of the Securities and Exchange
Commission and, accordingly, is exempt from the remaining provisions of that rule. Essentially, the requirements of
paragraph (k)(2)(ii) provide that the Company clear all transactions on behalf of customers on a fully disclosed basis
with a clearing broker-dealer, and promptly transmit all customers’ funds and securities to the clearing broker-dealer.
The clearing broker-dealer carries all of the accounts of the customers and maintains and preserves all related books
and records as are customarily kept by a clearing broker-dealer.

A summary of the Company’s significant accounting policies follows:

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

Cash and cash equivalents: For purposes of reporting cash flows, the Company considers all highly liquid debt
instruments purchased with a maturity of three months or less to be cash equivalents. The Company maintains
deposits with high quality financial institutions in amounts that are in excess of federally insured limits; however, the
Company does not believe it is exposed to any significant credit risk.

Income taxes: Deferred income taxes are provided on a liability method whereby deferred tax assets are recognized
for deductible temporary differences and operating loss and tax credit carryforwards and deferred tax liabilities are
recognized for taxable temporary differences. Temporary differences are the differences between the reported
amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation allowance
when, in the opinion of management, it is more likely than not that some portion or all of the deferred tax assets will
not be realized. Deferred assets and liabilities are adjusted for the effects of changes in tax laws and rates on the
date of enactment.

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 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 period. Actual results could differ from those estimates.




Franklin Street Securities, Inc.

Notes To Financial Statements

Note 1. Nature Of Business And Significant Accounting Policies (Continued)

Recent accounting pronouncements: In September 2006, the Financial Accounting Standards Board (FASB) issued
Statement of Financial Accounting Standards (SFAS) No. 157, Fair Value Measurements (SFAS No. 157). SFAS No.
157 defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurement. SFAS No. 157 also emphasizes that fair value is a market-based measurement, not an entity-specific
measurement, and sets out a fair value hierarchy with the highest priority being quoted prices in active markets.
Under SFAS No. 157, fair value measurements are disclosed by level within that hierarchy. The Company has no
financial assets subject to the provisions of FAS 157 as of December 31, 2008.

In February 2008, the FASB issued FASB Staff Position No. 157-2, Effective Date of FASB Statement No. 157, which
permits a one-year deferral for the implementation of SFAS No. 157 with regard to nonfinancial assets and liabilities
that are not recognized or disclosed at fair value in the financial statements on a recurring basis. The Company
adopted SFAS No. 157 for the fiscal year beginning January 1, 2008, except for nonfinancial assets and nonfinancial
liabilities that are recognized or disclosed at fair value in the financial statements on a nonrecurring basis for which
delayed application is permitted until our fiscal year beginning January 1, 2009. The Company has no financial
assets subject to the provisions of SFAS No. 157 as of December 31, 2008. The Company is currently assessing the
potential effect of the adoption of the remaining provisions of SFAS No. 157 on its financial position, results of
operations and cash flows.

In July 2006 the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48). FIN 48
clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in
accordance with FASB Statement No. 109, Accounting for Income Taxes. FIN 48 prescribes a recognition threshold
and measurement attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax retun. FIN 48 also provides guidance on derecognition of tax benefits, classification on
the balance sheet, interest and penalties, accounting in interim periods, disclosure, and transition.

In December 2008, the FASB provided for a deferral of the effective date of FIN 48 for certain nonpublic enterprises
to annual financial statements for fiscal years beginning after December 15, 2008. The Company has elected this
deferral and accordingly will be required to adopt FIN 48 in its 2009 annual financial statements. Prior to adoption of
FIN 48, the Company will continue to evaluate its uncertain tax positions and related income tax contingencies under
Statement No. 5, Accounting for Contingencies. SFAS No. 5 requires the Company to accrue for losses it believes
are probable and can be reasonably estimated. Management is currently assessing the impact of FIN 48 on its
financial position and resuits of operations and has not yet determined if the adoption of FIN 48 will have a material
effect on its financial statements.

Note 2. Transactions With Clearing Agent

The agreement with the clearing agent provides for clearing charges at a fixed rate multiplied by the number of
tickets traded by the Company. The agreement also requires the Company to maintain a minimum of $100,000 as a
deposit in an account with the agent.



Franklin Street Securities, Inc.

Notes To Financial Statements

Note 3. Income Tax Matters

The Company is a member of a group that files a consolidated federal tax retumn. Accordingly, income taxes payable
to (refundable from) the tax authority is recognized on the financial statements of the Parent who is the taxpayer for
income tax purposes. The members of the consolidated group allocate payments to any member of the group for the
income tax reduction resulting from the member's inclusion in the consolidated retur, or the member makes
payments to the Parent for its allocated share of the consolidated income tax liability. This allocation approximates
the amounts that would be reported if the Company was separately filing its tax retum. The result of these
allocations is reported on the accompanying statement of financial condition under the captions “Income taxes
payable, parent company.”

The provision for income taxes consists of the following components:

Current $ 109,918
Deferred .
Total $ 109,918

The income tax provision differs from the amount of income tax determined by applying the U.S. federal income tax
rate to pretax income due to the following:

Computed “expected” tax expense $ 96,769
Increase in income taxes resulting from
state taxes, net of federal tax benefit 12,961
Other 188
$ 109,918
Note 4. Lease Commitments

The Company, the Parent and affiliates lease office space under an operating lease expiring in 2010. Through
ownership of an unrelated entity, a shareholder of the Parent owns a controlling interest in the office space that is
being leased. Rent expense is allocated among the affiliated companies based on a set percentage agreed to by the
companies. The Company'’s allocation of rent expense totaled approximately $65,000 for the year ended

December 31, 2008. Based on the Company’s percentage allocation, future minimum obligations under the
operating lease at December 31, 2008 are as follows:

Years Ended December 31,

2009 $ 50,607
2010 30,204

$ 80,811
Note 5. Management Agreement

The Parent provides the Company with information, telephone, janitorial and certain other administrative and
management services in accordance with the terms of a management agreement. In 2008, the Company paid the
Parent $201,600 for its share of services incurred. The agreement is cancelable by either party upon thirty days
written notice.



Franklin Street Securities, Inc.

Notes To Financial Statements

Note 6. Retirement Plans

The Company has a salary deferral plan under Section 401(k) of the Intemal Revenue Code for its eligible
employees. The Plan allows eligible employees to defer a portion of their compensation up to 15%. Employer
contributions are at the discretion of the Company. In 2008, the Company elected to contribute $3,957.

Note 7. Net Capital Requirements

The Company is a broker-dealer 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 15 to 1. Rule 15¢3-1 also provides that equity capital
may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At December 31,
2008, the Company had net capital of $460,225, which was $455,225 in excess of its required net capital of $5,000.
The Company’s net capital ratio was .13 1o 1.

Note 8. Financial Instruments With Off-Balance-Sheet Risk And Concentrations Of Credit

As a securities broker, the Company is engaged in buying and selling securities for corporations and institutional and
individual investors. The Company’s transactions are collateralized and are executed with and on behalf of
institutional banks, including other brokers and dealers, pension plans and monetary funds and other financial
institutions. The Company introduces these transactions to the clearing agent on a fully disclosed basis.

In the normal course of business, the Company executes and enters into securities transactions that are carried and
cleared by other broker-dealers on a fully disclosed basis. In the event counterparties do not fulfil their obligations,
the Company may be exposed to risk. Amounts due from broker-dealers represent a concentration of credit risk.
The risk of default depends on the creditworthiness of the counterparty. The Company does not anticipate
nonperformance by its clearing brokers. In addition, the Company has a policy of reviewing, as necessary, the credit
standing of each counterparty with which it conducts business.

The agreement between the Company and its clearing agent provides that the Company is obligated to assume any
exposure related to nonperformance by its customers. The Company seeks to minimize the risk of loss through
procedures designed to monitor the creditworthiness of its customers and that transactions are executed property by
the clearing agent.



Franklin Street Securities, Inc.

Computation Of Net Capital Under SEC Rule 15¢3-1
December 31, 2008

Schedule |

Net Capital
Stockholder's Equity

Nonallowable assets and other charges
Prepaid expenses
Equipment and software
Excess fidelity bond deductible provision
Total nonallowable assets and other charges

Net capital before haircuts on securities
Haircuts on securities positions
Net capital

Aggregate Indebtedness
Income taxes payable, parent company
State income taxes receivable
Accounts payable and accrued liabilities

Computation of Basic Net Capital Requirements

Minimum net capital required

(the greater of $5,000 or 6 2/3% of aggregate indebtedness)

Excess net capital

Ratio of aggregate indebtedness to net capital

Note: There are no material differences between the above computation and the Company’s
corresponding unaudited Part Il of Form X-17A-5 as of December 31, 2008.

10

$ 485,865

5,636
4
20,000

25,640

460,225

$ 460,225

$ 19,996
16,479
21,195

$ 57,670

$ 5,000

$ 455 225

13to 1




McGladrey & Pullen

Certified Public Accountants

Independent Auditor’s Report
On Internal Control

To the Board of Directors
Franklin Street Securities, Inc.
Chapel Hill, North Carolina

in planning and performing our audit of the financial statements of Franklin Street Securities, Inc. (the Company), as
of and for the year ended December 31, 2008, in accordance with auditing standards generally accepted in the
United States of America, we considered the Company’s intemal control over financial reporting (internal control) as
a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial statements,
but not for the purpose of expressing an opinion on the effectiveness of the Company’s intemnal control. Accordingly,
we do not express an opinion on the effectiveness of the Company’s 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 consideration of control activities for safeguarding
securities. This study included tests of compliance with 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 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 and 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 Govemnors 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 intemal 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.

McGladrey & Pulien, LLP is a member firm of RSM Intemational,
an affiliation of separate and independent legal entities.
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A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely affects the
entity’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the entity’s intemal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and
would not necessarily identify all deficiencies in internal control that might be material weaknesses. We did not
identify any deficiencies in internal control and 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, as described in the second paragraph of this report, were
adequate at December 31, 2008, 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
Financial Industry Regulatory Authority, and other regutatory agencies that rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulation of registered broker-dealers, and is not intended to be and should not be
used by anyone other than these specified parties.

e, A 3533,@M%¢%LLP

February 17, 2009
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