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OATH OR AFFIRMATION

Robert 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

of December 31
______________ 2012 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 customer except as follows
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Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3
Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation
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copy of the SIPC Supplemental Report Bound under separate cover
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McGladrey LIP

McGladrey

Independent Auditors Report

To the Board of Directors

Franklin Street Securities Inc

Chapel Hill North Carolina

Report on the Financial Statements

We have audited the accompanying statement of financial condition of Franklin Street Securities Inc the

Company as of December 31 2012 and the related statements of income changes in stockholders

equity and cash flows for the year then ended that are filed pursuant to Rule 17a-5 under the Securities

Exchange Act of 1934 and the related notes to the financial statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in

accordance with accounting principles generally accepted in the United States of America this includes

the design implementation and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement whether due to fraud or

error

Auditors Responsibility

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 involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statements The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statements whether due to fraud or

error In making those risk assessments the auditor considers internal control relevant to the Companys

preparation and fair presentation of the financial statements in order to design audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control Accordingly we express no such opinion An audit also includes

evaluating the appropriateness of accounting policies used and the reasonableness of significant

accounting estimates made by management as well as evaluating the overall presentation of the

financial statements

We believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for

our audit opinion
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Opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of Franklin Street Securities Inc as of December 31 2012 and the results of its

operations and its cash flows for the year then ended in accordance with accounting principles generally

accepted in the United States of America

Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as whole

The supplementary information contained in Schedule is presented for purposes of additional analysis

and is not required part of the financial statements but is supplementary information required by Rule

7a-5 under the Securities Exchange Act of 1934 Such information is the responsibility of management

and was derived from and relates directly to the underlying accounting and other records used to prepare

the financial statements The information in Schedule has been subjected to the auditing procedures

applied in the audit of the financial statements and certain additional procedures including comparing and

reconciling such information directly to the underlying accounting and other records used to prepare the

financial statements or to the financial statements themselves and other additional procedures in

accordance with auditing standards generally accepted in the United States of America In our opinion

the information in Schedule is fairly stated in all material respects in relation to the financial statements

as whole

e447
Richmond Virginia

February 26 2013



Franklin Street Securities Inc

Statement Of Financial Condition

December 31 2012

Assets

Cash 282438

Cash held by clearing organization 174226

Deposit held by clearing organization 100000

Commissions receivable from clearing organization 14617

Prepaid expenses 7917

Income taxes receivable parent company 390

Total assets 579588

Liabilities And Stockholders Equity

Liabilities

Accounts payable and accrued liabilities 7670

Total liabilities 7670

Commitments And Contingencies Notes and

Stockholders Equity

Common stock no par value authorized 100000 shares issued 4000 shares

Additional paid-in capital 132724

Retained earnings 439193

571918

Total liabilities and stockholders equity 579588

See Notes To Financial Statements



Franklin Street Securities Inc

Statement Of Income

Year Ended December 31 2012

Revenue

Commissions 689860

Interest 912

Total revenue 690772

Expenses

Management fee 297600

Salaries and benefits 184707

Clearance fees 100910

Rent 52800

Other 32123

Professional fees 6000

Total expenses 674140

Income before income taxes 16632

Federal and state income taxes 10074

Net income 6558

See Notes To Financial Statements



Franklin Street Securities Inc

Statement Of Changes In Stockholders Equity

Year Ended December 31 2012

Additional

Common Paid-In Retained

Stock Capital Earnings Total

Balance January 2012 195000 432635 627636

Exercise of stock options 62276 62276

Net income 6558 6558

Balance December 31 2012 132724 439193 571918

See Notes To Financial Statements



Franklin Street Securities Inc

Statement Of Cash Flows

Year Ended December 31 2012

Cash Flows From Operating Activities

Net income 6558

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

Changes in assets and liabilities

Commissions receivable from clearing organization 6398

State income taxes receivable 5419

Income taxes receivable parent company 20111

Prepaid expenses 1385

Accounts payable and accrued liabilities 24690

Net cash used in operating activities 25041

Cash Flows From Financing Activities

Exercise of stock options 62276

Net cash used in financing activities 62276

Net decrease in cash 87317

Cash

Beginning 543981

Ending 456664

Supplemental Disclosures of Cash Flow Information

Cash payments for income taxes net 18935

See Notes To Financial Statements



Franklin Street Securities Inc

Notes To Financial Statements

Note 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 transaction orders for institutional and individual

customers are placed through regional clearing agent on fully disclosed basis The Company does not

hold securities or carry margin accounts on behalf of customers The Company is wholly-owned

subsidiary of Franklin Street Partners Inc the Parent The Companys customers are also customers of

other wholly-owned subsidiaries of the Parent

The Company operates under the provisions of paragraph k2ii of Rule 5c3-3 of the Securities and

Exchange Commission and accordingly is exempt from the remaining provisions of that rule Essentially

the requirements of paragraph k2ii provide that the Company clear all transactions on behalf of

customers on fully disclosed basis with 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

clearing broker-dealer

summary of the Companys significant accounting policies follows

The Company follows accounting standards established by the Financial Accounting Standards Board

the FASB to ensure consistent reporting of financial condition results of operation and cash flows

References to Generally Accepted Accounting Principles GAAP in these footnotes are to the FASB

Accounting Standards Codification sometimes referred to as the Codification or ASC

Revenue recognition Commissions and related clearing expenses are recorded on trade-date basis as

securities transactions occur

Income taxes Deferred income taxes are provided on 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 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 GAAP 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

Note Transactions With Clearing Organization

The agreement with the clearing organization provides for clearing charges at fixed rate multiplied by

the number of tickets traded by the Company The agreement also requires the Company to maintain

minimum of $100000 as deposit in an account with the organization



Franklin Street Securities Inc

Notes To Financial Statements

Note Income Tax Matters

The Company is member of group that files consolidated federal tax return 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 make

payments to any member of the group for the income tax reduction resulting from the members inclusion

in the consolidated return 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 return The result of these allocations is reported on the

accompanying statement of financial condition under the caption Income taxes receivable parent

company The Company files separate return in the State of North Carolina

The provision for income taxes charged to operations consists of the following

Current tax expense 10074

Deferred tax expense

10074

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 5655

Increase in income taxes resulting from

state income taxes net of federal tax benefit 758

Other net 3661

10074

In the course of preparing the Companys tax returns the Company reviewed its tax positions for the

open tax years to determine if additional taxes would be due if such positions were examined and has

concluded that there are no material uncertain income tax positions for which an expense and liability

should be recorded

The Parent files income tax returns in U.S federal jurisdiction and the Company files income tax returns

in North Carolina Generally the Company and the Parent are no longer subject to U.S federal or state

and local income tax examinations by tax authorities for years before 2009



Franklin Street Securities Inc

Notes To Financial Statements

Note Lease Commitments

The Company the Parent and affiliates lease office space under an operating lease expiring on

March 31 2016 Through ownership of an unrelated entity shareholder of the Parent owns controlling

interest in the office space that is being leased Rent expense is allocated among the affiliated companies

based on set percentage agreed to by the companies The Companys allocation of rent expense

totaled $52800 for the year ended December 31 2012 Based on the Companys percentage allocation

future minimum obligations under the operating lease at December 31 2012 are as follows

2013 53103

2014 54430

2015 55791

2016 14149

177473

Note Management Agreement

The Parent provides the Company with information telephone janitorial and certain other administrative

and management services in accordance with the terms of management agreement In 2012 the

Company paid the Parent $297600 for its share of services incurred The agreement is cancelable by

either party upon 30 days written notice

Note Retirement Plans

The Company has salary deferral plan under Section 401k of the Internal Revenue Code for its

eligible employees The Plan allows eligible employees to defer portion of their compensation up to

15% Employer contributions are at the discretion of the Company In 2012 the Company elected to

contribute $4920

Note Net Capital Requirements

The Company is broker-dealer subject to the Securities and Exchange Commission Uniform Net Capital

Rule SEC Rule 5c3-1 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 Rule 5c3-1 also

provides that equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio

would exceed 10 to At December 31 2012 the Company had net capital of $543611 which was

$538611 in excess of its required net capital of $5000 The Companys net capital ratio was 0.01 to



Franklin Street Securities Inc

Notes To Financial Statements

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

As securities broker the Company is engaged in buying and selling securities for corporations and

institutional and individual investors The Companys 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

organization on 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 fully disclosed basis In the event counterparties do not

fulfill their obligations the Company may be exposed to risk Amounts due from broker-dealers represent

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

policy of reviewing as necessary the credit standing of each counterparty with which it conducts

business

The agreement between the Company and its clearing organization 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 properly by the clearing organization

The Company maintains deposits with high quality financial institutions in amounts that may be in excess

of insured limits however the Company does not believe it is exposed to any significant credit risk
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Franklin Street Securities Inc Schedule

Computation Of Net Capital Under SEC Rule 15c3-1

December 31 2012

Net capital

2012

Stockholders equity

Nonallowable assets and other charges

Prepaid expenses

Income taxes receivable parent company

Excess fidelity bond deductible provision

Total nonallowable assets and other charges

Aggregate indebtedness

Accounts payable and accrued liabilities

Computation of basic net capital requirements

Minimum net capital required

the greater of $5000 or 2/3% of aggregate indebtedness

Excess net capital

571918

Ratio of aggregate indebtedness to net capital

Note There are no material differences between the above computation and the Companys

corresponding unaudited Part II of Form X-17A-5 as of December 31 2012

0.01 to

Net capital

7917

390

20000

28307

543611

7670

5000

538611

11



McGladry LIP

McGadrey

Independent Auditors 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 2012 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control over

financial reporting internal control as 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 Companys internal control Accordingly we do not express an opinion on the

effectiveness of the Companys internal control

Also as required by Rule 7a-5g1 of the Securities and Exchange Commission SEC we have made

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-5g in making the periodic

computations of aggregate indebtedness or aggregate debits and net capital under Rule 17a-3a1

and for determining compliance with the exemptive provisions of Rule 15c3-3 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

Making quarterly securities examinations counts verifications and comparisons and the recordation

of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation 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

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 SECs 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 managements authorization and recorded properly to permit the

preparation of financial statements in conformity with generally accepted accounting principles Rule 7a-

5g lists additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and 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

12
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deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect misstatements on timely basis

significant deficiency is deficiency or combination of deficiencies in internal control that is less

severe than material weakness yet important enough to merit attention by those charged with

governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the Companys financial statements will not be

prevented or detected and corrected on timely basis

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 material inadequacy for such purposes

Based on this understanding and on our study we believe that the Companys practices and procedures

as described in the second paragraph of this report were adequate at December 31 2012 to meet the

SECs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 17a-5g

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

Richmond Virginia

February 26 2013
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