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OATH OR AFFIRMATION

1, DAYVID _LIARD - , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
FIRST HEARTLAND CAPTTAT, INC , as

of SEFPTEMRER. 30 ,20 02 , 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, except as follows:

_Maﬁ%__
‘ Signature

" %W

@ %zé/zm Do | -

Notary Public”

This report ** contains (check all applicable boxes):

d (a) Facing Page.

4 (b) Statement of Financial Condition.

[ (¢) Statement of Income (Loss).

d (d) Statement of Changes in Financial Condition.

B4 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

@ (g) Computation of Net Capital.

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

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

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

3 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation, ’ ‘

d (1) An Oath or Affirmation.

[J (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing 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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INDEPENDENT AUDITOR'S REPORT

Board of Directors
First Heartland Capital, Inc..

I have audited the accompanymg balance sheet of First Heartland Capital, Inc. as of September
30, 2003, and the related statements of income, changes in stockholders' equity and cash flows for
the year then ended that you are filing pursuant to rule 17a-5 of the Securities Act of 1934. These
financial statements are the responsibility of the Company's management.” My responsibility is to
express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with generally accepted auditing standards. Those standards
require that I 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
included assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. I'believe that my audit provides
a reasonable basis for my opinion. -

‘In my opinion, the financial statements referred to above present fairly, in all material respects, the

financial position of First Heartland Capital, Inc. as of September 30, 2003, and the results of their
operations and their cash ﬂows for the year then ended n accordance w1th generally accepted
accountmg pr1nc1ples

My audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole.. The information contained in pages 10 and 11 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. of 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 my opinion, is fairly stated in all material respects in relatlon to the basic financial
statements taken asa whole.

| Rochard W Sehmids 024, 2.8
Richard W. Schmidt CPA, P.C. ’

St. Louis, Missouri
November 7, 2003

11353 Brierhall Circle ~ Maryland Heights, MO 63043 314-739-6994  Fax 314-739-1409




- CURRENT ASSETS

First Heartland Capital, Inc.

BALANCE SHEET
September 30, 2003
ASSETS

Cash and Cash Equivalents -
Concessions Receivable -
Prepaid Expenses
‘ Total Current Assets

PROPERTY AND EQUIPMENT at cost
Office Equipment and Computer Software
Less Accumulated Depreciation

OTHER ASSETS
-Deposits

TOTAL ASSETS

" LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
 Accrued Commissions
. Accrued Income Taxes o ,
K : Total Current Liabilities

STOCHOLDERS' EQUITY
Common Stock, no par value, 30,000 shares authonzed
2,000 shares issued and outstanding
Preferred Stock, $ 10 stated value, 2,300 shares 1ssued
8% noncumulative dividend .
Additional Paid-in Capital
- Retained Eamings _ ‘ o
Total Stockholders' Equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

The accompénying notes are an integral part of this statement.

- $

296,037
451,138
18,058

765,233

22,415
21,473

942

70,000

70,000

836,175

26,470
416,418
36,764

479,652

30,000

23,000
15,000
288,523

356,523 - -

836,175




First Heartland Capit‘alA, Inc.
STATEMENT OF INCOME

* For the Year Ended September 30, 2003

INCOME

Commission and Fee Income

OPERATING EXPENSES .
“Advertising and Promotion
Bank and Credit Card Charges
"Clearing Fees '
Commission Expense -
.Compuiter Expense
* Depreciation
_ Dues and Subscriptions
Education ‘
Insurance
~ Licenses and Fees
Managemént Fees -
Meeting Expense
Office Expense
* Professional Fees : . ‘
Research Expense - o : -
Taxes ' ' -
Total Operating Expenses

INCOME (LOSS) FROM OPERATIONS
OTHER INCOME (EXPENSE)
~ Interest Income '
Interest Expense
Miscellaneous
INCOME BEFORE INCOME TAXES
PROVISION FOR INCOME TAXES.

NET INCOME

The accompanying notes are an integral part of this statement.

§ 11,175,437

1,543
5,051
263,801
9,300,955
51,717
430
628
(18,760)
0
73,011
1,547,512
1,102
46,501
88,442 .
(15,670)

540 ;
| 11,346,803

(171,366)

5,464
0

287.157

292,621

121,255

138,924

$ 82,331




First Heartland Capital, Inc.

~ STATEMENT OF CASH FLOWS.

~ For the‘yéar ended September 30, 2003’

Cash ﬂows from operatmg activities:

. Net income

Adjustments to reconcile net income
to net cash prov1ded by (used in)
operating activities: .
Depreciation and amortization
(Increase) decrease in concessions recelvable
(Increase) decrease in refundable income taxes
" (Increase) decrease in prepaid expenses |
(Increase) decrease in deposits
Increase (decrease) in accounts payable
. and accrued commissions . -
- . Increase (decrease) in accrued income
taxes payable .

~ Net cash provided by ‘(used in) operéting activities

Cash flows from investing activities
Capital Expenditures

_ Net cash provided by (used in) investing activities

NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

~ The accompanying notes are an integral part of this statement.

82,331

430
(320,531)
S0
11,123
(20,000)

244,963

36,599 -

- 34,915

34,915

261,122 .

296,037




First Heartland Cabital, Inc.

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

For fhe year ended September 30‘, 2003 v

_ o - Additional .
Common ~  Preferred = Paid-in Retained :
Stock . Stock Capital ' Eamings - Total

Balance at s S : ‘ —

October 1, 2002 ' _ $30,000 $23,000 $15,000 $206,192 . $274,192

Net income e - 82,331 82,331
Balanéeat . B - . .

September 30, 2003 =~ $30,000 $23,000 -~ $15.,000 $288,523 $356,523

. The accompanying notes are an integral part of this statement.




First Heartland Capital, Inc.
NOTES TO FINANCIAL STATEMENTS

September 30, 2003 '

NOTE 1 - SUMl\/IARY OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES

A summary of the Company's operatlons and significant accountlng pol101es applied in the
preparanon of the accompanymg ﬁnanc1a1 statements follows

~ A. Organization and .Nature of Bus1ness

First Heartland Capital, Inc. was 1ncorporated in stsourx on March 23,1993 andisa.
broker/dealer registered with the Securities and Exchange Commission (SEC) and is a member of
various exchanges and the National Association of Securities Dealers (NASD). The Company
does not hold funds or securities for, or owe money or securities to, customers and does not

‘otherwise carry customer accounts. Accordingly, the Company is exempt from SEC Rule 15¢3-3
. under the K(2)(ii) exemption: The Company's customer base includes other brokers and dealers

as well as individuals, all of which effect transactions in a wide artay of financial instruments.

B. Use of Estimates in the Preparation of Financial Statements

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 reported
period. Actual results could differ from those estimates.

C. Concessions Receivable ‘

The Company has elected the reserve method in accounting for bad debts. ‘Under this method, all

s uncollectible accounts are charged to the allowance account and the bad debt expense is

determined by adjusting the balance in the allowance account to a reserve considered reasonable
by management. No allowance for doubtful accounts was con51dered necessary at September 30,
2003.

D. Property and Equipment'

- Property and equlpment are camed at cost Major renewals and betterments are capltahzed and

maintenance and repairs which do not improve or extend the life of the respective assets are
charged against earnings in the current year. Depreciation is provided for in the financial
statements using the straight-line method and accelerated method over the estimated useful lives.
Depreciation expense charged to operations for the year ended September 30, 2003 was $ 430.

6




First Heartland Capital, Inc. .
NOTES TO FINAN CIAL STATEMENTS - Continued
September 30, 2003
NOTE 1 - SUMMARY OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES -
Continued -

E. Concessions

Concessxons and related clearing expenses are recorded ona trade date basis as securmes

transactlons occur.

F. Statement of Cash Flows

For purposes of reportmg cash flows, the. Company considers all highly 11qu1d debt instruments
purchased with a matunty of three months or less to be cash equlvalents

NOTE 2 - CONCENTRATIONS OF CREDIT RISK

~ The Company is engaged in various trading and brokerage activities in which counterparties .
- primarily include banks and other financial institutions. In the event counterparties do not fulfill

their obligations the Company may be exposed to risk. The risk of default depends on he-

- creditworthiness of the counterparty or issuer of the instrument. Itis the Company’s policy to

rev1ew as necessary, the credit standmg of each counterparty.

'NOTE 3 - NET CAPITAL REQUIREMENTS

The Company.is subject to the Un1form Net Cap1tal Rule of the Securities and Exchange
Commission. Under the Rule, the Company's aggregate indebtedness to all other. persons cannot
exceed 1500 percent of net capltal The Rule also requires that equity capital may not be-
withdrawn or cash dividends paid if the Company's net capital would fail to equal 120 percent of

- the minimum dollar amount required. - At September 30, 2003, the Company had allowable net

capital of $ 305,867 which was $ 205,867 in excess of the mlmmum required and the percentage
of aggregate indebtedness to net capital was 157%
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I:irst Heartland Capital, Inc. .
NOTES TO FINANCIAL STATEMENTS}- ‘C.ontinued‘ |
| September 30, 2003
NOTE 4 - RELATED PARTY TRANSACTIONS

The‘Company’s two stockholders also control other companies. Material transactions with those
related companies for the year ended September 30, 2003 were as follows:

- Management Fees - Related Company o )
First Heartland Corp. - - $1,547,512

Commission Expense - Related Company . :
First Heartland Advisors, Inc. S '$ 84,525

In addition, the Company. also pa1d professwnal fees of 5,625 to a relative of a stockholder

© during the year ended September 30 2003

NOTE 5 SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash pald during the year for:

Interest . : N 0
Income taxes = | 82,225

NOTE 6 - CONT.INGENCIES :

Litigation -
In the normal course of business, the Company is party to litigation and arbitration actions

involving their broker activities. Itis the opinion of management, after consultation with counsel, .
that errors and omission insurance coverage along with the financial strength of the Company and

it’s principals is adequate to prov1de for any significant judgments resulting from said litigation or

arbitration and that resolution of such actions will not have a matenal adverse effect on the
financial condition of the Company '

RlSkS and Uncertainties

' The Company derives a significant portlon of revenues from trading and brokerage activities to

domestic customers and, as a.result, revenues could vary based on the performance of financial
markets around the world. ‘
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First-Heartland Capital, Inc.
- COMPUTATION OF NET CAPITAL

~ September 30,2003

* Net Capital Computation: |

“Stockholders' Equity-
Deductions and/or charges
- Less non-allowable Assets
~ Property and Equipment
Prepaid Expenses ‘
Receivables - non-allowable
Haircuts on securities

Net.Capitalj R

S 10

356,523

942
18,058 -
25,739

5,917

305,867
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First Hearﬂand Capital, Inc.
COMPUTATION OF NET CAPITAL REQUIREMENT

‘ September 30,2003

Minimum Net Capital Required'( 6.2/3% of

31,977

- Aggregate Indebtedness) o | $_

Minimum Dollar Net Capital‘ Requirement - . B 50,000
Net Capital Req‘uir,enﬁent (Greater of rhe Above) - $ 50,000" _

: Excese Net Ceipitgl L o i : ' . $ 255,867

Percentage of Aggregate Indébteciness to Net Capitai | | 157%

» | Percentarge of ng{ _et Debt-Equity | . NA
SCHEbULE OF AGGREGAIE»\INDEBTEDNEsé

Accounts Pavable s 26,470

Accrued Expenses_ ' 453,182
$_ 479,652 .

 RECONCILIATION WITH COMPANY'S COMPUTATION

Net capital, as reported in Company s PartII (Unaudlted) ) 305,865

Net year-end adJustments v B 2

. 3 - 305,867

11
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f REPORT ON INTERNAL ACCOUNTING CONTROL

Board of Directors
First Heartland Capital, Inc.

In planning and performing my audit of the financial statements of First Heartland Capital, Inc.
for the year ended September 30, 2003, I considered its internal control, including control ‘
activities for safeguarding securities, in order to determine my auditing procedures for the
purpose of expressing my opinion on the financial statements and not to provide assurance on
mtemal control «

Also, as required by rule 17a—5(g)(1) of the Secun‘nes and Exchange Commission (SEC), 1 made
a study of the practices and procedures followed by the Company including tests of such practices
and procedures that I 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, I did not review the practices and procedures followed by the Company in
any of the following: '

1. Making quarterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by rule 17a-13.

3. Complying w1th the requlrements for prompt payment for securities under Section 8 of
Federal Reserve Regulatlon T of the Board of Governors of the Federal Reserve
System

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of 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- mentloned 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.

12
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Because of inherent limitations in any internal control structure of the practices and procedures

referred to above, érrors or irregularities 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.

My consideration of internal control would not necessarily disclose all matters in the internal
control structure 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 irregularities 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, I noted no matters involving
internal control, 1nc1ud1ng control activities for safeguarding securities, that I consider to be
material weaknesses as defined above.

I‘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 and 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 my study, I believe that the
Company's practices and procedures were adequate at September 30, 2003, to meet the SEC s
objectives.

This repoi’t is intended solely for the use of the Board of Direciors, ‘management, the SEC,

'NASD, and other regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange

Act of 1934 in their regulation of fegistered brokers and dealers, and is not intended to be and
should not be used by anyone other than these specified parties.

Bthard W Sehmist G54 2.1

Richard W. Schmidt CPA, P.C.
St. Louis, Missouri
November 7, 2003
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