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Mesirow Financial, Inc. \/ OFFICIAL USE ONLY

FIRM ID. NO.

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.)

350 Nortth Clark Street
(No. and Street)

Chicago Illinois 60610
(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Kristie P. Paskvan 312—595—6047
(Area Code — Telephone No.)

 

B. ACCOUNTANT IDENTIFICATION

 

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

 

 

Deloitte & Touche LLP

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

180 North Stetson Avenue Chicago Illinois 60601—6779
(Address} (City) (State) (Zip Code)

CHECK ONE:

Certified Public Accountant PR@CESSED

D Public Accountant A um t o 2o2
THOM§ON

FOR OFFICIAL USE ONLY FINANUIAL

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

 

 

  
 

*Claimsfor exemption from the requirement that the annual report be covered by the opinion ofan independentpublic accountant
must be supported by a statement offacts and circumstances relied on as the basisfor the exemption. See section 240.17a—5(e)(2).
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OATH OF AFFIRMATION

 

 

We, Kristie P. Paskvan and James C. Tyree , swear (or affirm) that, to the

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

Mesirow Financial, Inc. , as of

March 31 2002 , are true and correct. We 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:

Accounts of Officers, Directors & employees are included in receivable from and payable to customers,

since they are subject to the same terms and regulations and, in the aggregate, are not significant.

In addition, as allied members of the New York Stock Exchange, Inc., we do hereby swear that the attached

financial statements as of March 31, 2002 and supplementary schedules will promptly be made available

to those,Mesirow Financial, Inc. members and allied members whose signatures do not appear below.
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? Signature Signature

James C.Tyree—Chairman & ChiefExecutwe Officer Kristie P. Paskvan—Chief Financial Officer

Title Title

Notary Public

This report** contains (check all applicable boxes):
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(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

{d) Statement of Changes in cash flows.

(e) 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

(b) Computation for Determination of Reserve Requirements Pursuant to Rule 15c3—3.

(i) Information Relating to the Possession or control Requirements Under Rule 15c3—3.

(j) A Reconciliation, including appropriate explanation, of the Computation ofNet Capital Under Rule 15¢c3—1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢c3—3.

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

(1) An Oath 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.

— Bound separately }

** For conditions ofconfidential treatment ofcertain portions ofthis filing, see section 240.17a—5(e)(3).

1. Filed with the appropriate regulatory Bodies.
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Deloitte & Touche LLP
Two Prudential Plaza

180 North Stetson Avenue

Chicago, lMinois 60601—6779

Tel: (312) 946—2000
Fax: (312) 946—2600

www.us.deloifie.c.om ‘ DelOitte

&Touche

INDEPENDENT AUDITORS®‘ REPORT

To the Roard of Directors and Stockholders of

Mesirow Financial, Inc.

Chicago, IL

We have audited the accompanying statement of financial condition of Mesirow Financial, Inc.

(the "Company") as of March 31, 2002, that you are filing pursuant to Rule 17a—5 under the

Securities Exchange Act of 1934. This financial statement is the responsibility of the Company‘s
management. Our responsibility is to express an opinion on this financial statement based on our
audit.

We conducted our audit in accordante 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 statement is free of material misstatement. An

audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statement. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial staternent

presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the

financial position of Mesirow Financial, Inc. at March 31, 2002, in conformity with accounting

principles generally accepted in the United States of America. '

May 22, 2002

Deloitte
Touche
Tohmatsu
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MESIROW FINANCIAL, INC.

Statement of Financial Condition

As of March 31, 2002

Assets

Cash $ 2,8230,000
Receivables from:

Brokers, dealers and clearing organizations 61,346,000
Customers 134,741,000

Other e 4,103,000

Deposits with clearing organizations 5,921,000
Securities owned, at market value _ 89,962.000
Exchange memberships, at cost {market value $65,000) 49,000
Other assets 2,367,000

Total assets $ 301,319,000

Liabilities and Stockholders‘ Equity

Liabilities:

Bank loans and overdrafis $ 105,046,000
Payables to:

Brokers, dealers and clearing organizations 36,661,000
Customers 63,303,000

Securities sold, not yet purchased, at market value 33,658,000
Payables to affiliates, net €6,894,000

Accounts payable and accrued expenses 10,8676,000

Total liabilities 256,238,000

Stockholders‘ equity 45,081,000

Total liabilities and stockholders‘ equity ' $ 301,319,000

The accompanying notes are an integral part of this financial statement
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MESIROW FINANCIAL, INC.

Notes to Statement of Financial Condition

March 31, 2002

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the significant accounting policies which have been followed in preparing the
accompanying statement of financial condition is set forth betow.

NatureBusiness
Mesirow Financial, Inc. (the "Company") is a registered securities broker/dealer providing services to
closely held and mid—sized public and private businesses, select institutions and correspondent
broker/dealers. The Company is 80% owned by Mesirow Financial Holdings, Inc. ("MFH") and 20%
owned by Mesirow Financial Services, Inc. {"MFS"), a wholly—owned subsidiary of MFH.

Securities Transactions and Revenue Recognition

Proprietary transactions are reflected in the statement of financial condition on a trade date basig.
Customer transactions are recorded on a seftliement date basis. Securites owned and securities
sold, not yet purchased are valued at market and the resulting unrealized gains and losses are
included in income. Commissions, principal trading gains, floor brokerage and clearance fees and
related expenses are recogniged in income on trade date.

Securities borrowed and securities loaned are recorded at the amount of cash collateral advanced or
received. Securities purchased under agreements to resell and secunties sold under agreements to
repurchase are treated as financing transactions which are collateralized by negotiable securities and
are carned at the arnounts at which the secunties will be subsequently resold or repurchased,
including accrued interest

Consulting and advisory fees for investment banking assignments are recorded when services for the
transaction are substantially completed.

Management Estimates

The preparation of the statement of financial condition 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, liabilities and disdosures of contingent
assets and liabilities at the date of the financial statement. Actual results could differ from those
estimates.

|

Adoption of New Accounting Standards

Statement of Financial Accounting Standards ("SFAS") No. 133, Accounting for Derivative
Instruments and Hedging Activities, as amended CSFAS 133"), establishes accounting and reporting

standards for derivative instruments, including certain denvative instruments embedded in other
contacts, and for hedging activites. Under SFAS 133, certain contracts that were not formerly
considered derivatives may now meet the definition of a derivative,. SFAS 133 requires recognition of
all denvative instruments in the Statement of Financia) Condition as efther assets or liabifities and the
measurement of those instruments at fair value. The Company adopted SFAS 133 effective Apnl 1,
2001; the adoption did not have a significant impact on its financial condition.

In September 2000, the Financial Accounting Standards Board (°FASB") issued SFAS No. 140.
Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities — a

Replacement of FASBR Statement No. 125, which revised the standards of accounting for
securitizations and other transfers of financial assets and collateral. The provisions of SFAS No: 140
carty over most of the guidance outined in SFAS No. 125 and further establish accounting and
reporting standards with a financial—components approach that focuses on control.  Under this
approach, financial assets or liabilities are recognized when control is established and derecognized
when control has been surrendered or the liability has been extinguished. in addition, specific
implementation guidelines have been established to further distinguish transfers of financial assets
that are sales from transfers that are secured borrowings. SFAS No. 140 is effective prospectively, for
transfers occurring after March 31, 2001 and for disclosures relating to securitization transactions and
collateral for fiscal years ended after December 15, 2000. The Company had adopted the provisions
of SFAS No. 140 that relate to disclosures of securitization transactions and collateral in the
preparation of the statement of financial condition as of March 31, 2001. The Company adopted the



+ JUN @4 ‘@2 13:54 FR MESIROW FINANCIAL 312 5957208 TQO 170939144368 P.08B711

MESIROW FINANCIAL, INC.
Notes to Statement ofFinancial Condition (Continued)

March 31, 2002

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

remaining provisions of SFAS No. 140 effective April 1, 2001; such adoption did not have a significant
impact on its financial condition.

NOTE 2 — SECURITIES OWNED AND SECURITIES SOLD, NOT YET PURCHASED

Securities owned and securities sold, not yet purchased, none of which were pledged as collateral as
defined by SFAS No. 140, consist of the following: ‘

Securities Securities Sold,
__Qwned Not Yet Purchased

Equities $ 19,884,000 $ €6,191,000
Corporate bonds ~ 36,307,000 7,605,000
Municipal bonds 10,013,000 —

U.S. Government securities — 3,320,000

Collateralized mortgage obligations 23,680,000 16,237,000
Other 78,000 305,000
 

$ 89,962,000_ $ . 33,658.000

NOTE 3 — RECEIVABLE FROM AND PAYABLE TO BROKERS, DEALERS AND CLEARING

ORGANIZATIONS

At March 31, 2002 amounts receivable from and paysble to brokers, dealers and clearing
organizations include:

Deposits paid for securities borrowed $ 15,593,000
Securities failed to deliver « 23,247,000
Amounts receivable from clearing ‘
organizations for secunties 19,395,000

Amounts receivable from correspondent broker/dealers 3,111,000

Total receivables $ 61,346,000

Payable for unsettled trades $  1,202,000
Deposits received for secunities loaned 26,674,000

Secunities failed to receive 3,873,000
Amounts payable to clearing organizations
for settled secunities 1,897,000
Amounts held as margin and escrow deposits
for corespondent broker/dealers ‘ 1,541,000
Commissions payable to correspondent broker/dealers 1,474.000

Total payables $ _36,661,000

NOTE 4 — BANK LOANS AND OVERDRAFTS

Bank loans and overdrafts include demand notes, which bear interest at fluctuating rates based upon
the broker cali rate (3.5% at March 31, 2002), and overdrafts. Demand notes of $75,130.000 are
collateralized by firm securitiss of approximately $87,692,000. At March 31, 2002, the value of
customer secunities eligible for pledge is approximately $133,000,000. Demand notes of $26,770.000
are collateralized by customer securities with a value of approximately $38,293,000.
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MESIROW FINANCIAL, INC.
Notes to Statement of Financial Condition (Continued)

March 31, 2002

NOTE 5 — CONTINGENCIES

in the normal course of business activities, the Company has been named as a defendant in various
legal actions. in the opinion of management, based on consultation with legal counsel, these actions

will not result in any material adverse effect on the financial position of the Company.

As of March 31, 2002, the Company is contingently liable for a lefter of credit amounting to
$9,500,000 to satisfy clearing organization requirements. The letter of credit expires on September 1,
2002, is renewable annually, and is collateralized by customer owned margin secufities of
approximately $15,780,000.

NOTE 6 — EMPLOYEE BENEFIT PLANS

The Company participates in a 401(k) savings plan of an affiliate (the "Plan") which covers all eligible
employees, as defined in the Plan. Contributions to the Plan by employees are voluntary and will be
malched by the Company at a rate of fifty percent of the first four percent of compensation up to
$150,000.

The Company has a nonqualified deferred compensation plan for certain employses which allows
voluntary employee contributions and requires employer cortributions if individual participant
production exceeds prescribed levels,

NOTE 7 — RELATED PARTY TRANSACTIONS

The Company provides clearing and execution services provided to affiliates. In addition, the
Company receives commission income and consulting fees from affiliates on accounts carried by the
Company. The Company also pays MFH for management services in accordance with formal
agreements.

The Company uses office facilifies that are leased by MFS, and is charged rent expense based on a
square—foot allocation. Fumiture, equipment and leasehold improvements used by the Company are
owned by MFH. For the use of these assets the Company pays MFH an amount equal to the related
depreciation.

Common general and administrative costs (principally compensation expense) are allocated by an
. affiliate based on actual usage.

NOTE 8 — INCOME TAXES

The Company is a member of a consolidated group for federal and state income tax purposes. An
informal tax—sharing agreement between the Company and MFH provides for federal and state
income taxes to be determined on a separate company basis. Deferred taxes are included in payable

to affiliates.

NOTE 9 — FINANCIAL INSTRUMENTS WITH OFF—BALANCE SHEET RISK AND CONCENTRATION OF

CREDIT RISK

In the normal course of business, the Company enters into transactions in financial instruments with
varying degrees of off—balance—sheet risk. These financial instruments include options and exchange
traded financial futures contracts. The trading of these financial instruments is conducted with other
registered broker/dealers located in the United States. These financial instruments involve elements
of off—balance sheet market risk in excess of the amounts recognized in the Statement of Financial
Condition. Market risk is the potential change in value of the financial instrument caused by

unfavorable changes in interest rates or the market values of the securities underying the
instrurnents. The Company monitors its exposure to market nisk through a variety of control
procedures, including daily review of trading positions.

The Company hedges a portion of its fixed income trading inventories with such financial futures and
options contracts. The contractual amount of commitments to sell secunities in connection with
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MESIROW FINANCIAL, INC.
Notes to Statement of Financial Condition (Continued)

March 31, 2002

NOTE 9 — FINANCIAL INSTRUMENTS WITH OFF—BALANCE SHEET RISK AND CONCENTRATON OF
CREDIT RISK (CONTINUED)

exchange traded financial futures contracts at March 31, 2002 was $18,295,000. The contractual
amount of these instruments reffects the extent of the Company‘s involvement in the related financial
with instument and does not represent the risk of loss due to counterparty nonpeirformance. The
settlement of these transactions is not expected to have a material adverse effect on the Company‘s

financiat position. The extent of utilization of these denvatlve financial instruments is insignificant to
the Company‘s financial condition,

The Company may be exposed to off—baiance sheet risk ffom the potential inability of customers or
other counterparties to meet the terms of their contracts in connection with the clearance and
settlement of securities and securities lending transactions. With respect to these activites the
Company may be obligated to purchase the identical secunities in the open market at prevailing prices
in the event of non—performance by the counterparty. At March 31, 2002, the market value of
securities failed to receive approximated the amounts owed in the Statement of Financial Condition.

Securities sold, not yet purchased represent obligations of the Company to deliver specified securities
at the contracted price, and thereby create a liability to repurchase the securities in the market at
prevailing prices. These transactions may result in off—balance sheet risk as the Company‘s ultimate
obligation to satisfy its obligation for securities seld, not yet purchased may exceed the amount
recognized in the Statement of Financial Condition.

The Company‘s securities transactions include securities purchased under agreements to resell and
securities borrowing arranigements which are generally collateralized by readily marketable securities

and are executed with other broker/dealers.  In the event counterparties to transactions do not fulill
their obligations, the Company could be exposed to credit risk to the extent such obligations are not
collateralized.

In the nomnal course of business, the Company may deliver securities as collateral in support of
various collateralized financing sources such as bank loans, securities loaned and securities sold
under agreements to repurchase. in the event the counterparty is unable to meet its contractual
obligation to retum securities delivered as collateral, and the Company is obligated to replace such
securities, the Company may incur a loss up to the amount by which the market value of those
securities exceeds the value of the loan or other collateral received or in the possession or control of
the Company.

To minimize the potentia! impact of counterparty nonperformance and market exposure in connection
with its transactions in financial instruments, the Company monitors the credit standing of each
counterparty with whom it does business. 1t also marks—to—market all customer and proprietary

positions on a daily basis and monitors margin collateral levels for compliance with regulatory and
intemal guidelines, requesting and obtaining additional cash margin or other collateral when deemed
appropnate.

NOTE 10 — REGULATORY REQUIREMENTS

The Company, as a registered broker—Gealer, is subject to the Securites and Exchange Commission‘s

Uniform Net Capital Rule. Under this rule, the Company has elected to operate under the "altemative
method", wheraby the Company is required to maintain "net capital" equivalent to $1,500,000 or two
percent of "aggregate debit items", whicheveris greater, as these terms are defined.

At March 31, 2002, the Company has mnet capital and net capltal requirements of approximately
$32,879,000 and $3,118,000, respectively.

Also, in accordance with the Securities and Exchange Comrnission‘s no—action letter dated November
3. 1998, the Company computes a reserve requirement for the proprietary accounts of introducing
brokers (PAIB). At March 31, 2002, the Company had no PAIB deposit requirement.
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MESIROW FINANCIAL, INC.

Notes to Statement of Financial Condition (Continued)
March 31, 2002

NOTE 11 — FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company betieves that the carrying amount of its financial instruments is a reasonable estimate
of fair value, As 3 registered broker/dealer, securities owned, securities pledged as collateral and
securities sold, but not yet purchased are recorded at fair value using market quotations from various
sources, including major secutities exchanges and dealers. The fair value of all other financial
instruments reflected in the Statement of Financial Condition (consisting primarily of receivables from
and payables to broker/dealers, clearing organizations and customers, securities purchased under

agreements to resel!, secunities sold under agreements to repurchase as well as bank loans)
approximates the recorded value due to the shormt—tern nature of the financial instruments and
repricing policies followed by the Company.
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