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CRT Capital Group LLC
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Mr. Mark Merritt (203) 629-6471
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B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Deloitte & Touche LLP
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AFFIRMATION

L, J. Christopher Young, affirm that, to the best of my knowledge and belief, the accompanying
financial statements and supplemental schedules pertaining to CRT Capital Group LLC (the
“Company”) for the year ended December 31, 2001 are true and correct. I further affirm that
neither the Company nor any managing member, proprietor, principal officer or director has any
proprietary interest in any account classified solely as that of a customer.

Q /""'\ ~— _\2-20.0
tu

e (/ Date

Managing Member
Title

Do Lo
= ROBEHEWA%%QBFO

- "Notary Public
© State of. Connectncut
My Commxsswn Expires June 30, 2005




CRT CAPITAL GROUP LLC
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STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2001
AND
INDEPENDENT AUDITORS’ REPORT
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Filed in accordance with Rule 17a-5(¢)(3) under the Securities Exchange Act of 1934
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Deloitte & Touche LLP
Stamford Harbor Park

333 Ludlow Street

P.O.Box 10098

Stamford, Connecticut 06904
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INDEPENDENT AUDITORS’ REPORT

CRT Capital Group LLC

We have audited the accompanying statement of financial condition of CRT Capital Group LLC (the
“Company”’) as of December 31, 2001, 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 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 statement of financial condition is free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the statement of financial condition. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall statement of financial condition presentation. We believe that our audit of
the statement of financial condition 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 CRT Capital Group LLC at December 31, 2001, in conformity with accounting principles
generally accepted in the United States of America.

February 22, 2002

Deloitte
Touche
Tohmatsu




CRT CAPITAL GROUP LLC

STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2001

ASSETS

DUE FROM CLEARING ORGANIZATION

TRADING SECURITIES, pledged to clearing organization, at

estimated fair value

BANKRUPTCY CLAIMS AND TRADE RECEIVABLES, at

estimated fair value

FURNITURE, EQUIPMENT AND LEASEHOLD
IMPROVEMENTS - Net

OTHER ASSETS
TOTAL

LIABILITIES AND MEMBERS’ CAPITAL \V

LIABILITIES:
Securities Sold, Not Yet Purchased, at estimated fair value
Accounts Payable and Accrued Expenses ’
Payable To Clearing Organization

COMMITMENTS AND CONTINGENCIES (Note 6)
MEMBERS’ CAPITAL

TOTAL

See notes to statement of financial condition.

59,478

178,604,353

996,944

419,944

1,120,251

181,200,970

94,938,275
12,121,094
9,422,686

116,482,055

64,718,915

181,200,970




CRT CAPITAL GROUP LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

1. ORGANIZATION

CRT Capital Group LLC (the “Company”) i1s a Connecticut limited liability company that was
organized on December 31, 1993 as Credit Research & Trading LLC. On June 18, 2001, the Company
changed its name to CRT Capital Group LLC. The Company is organized pursuant to an operatmg
agreement that expires on December 31, 2054.

The Company is a broker-dealer, research and investment banking (through its corporate finance
division Sheffield Merchant Banking Group) firm focused principally on high yield debt and
convertible securities. The Company provides in-depth research, sales and trading coverage for these
and related sectors of the capital markets. The Company trades bank debt, private placements, public
bonds, convertible securities, equities, bankruptcy claims and trade receivables. The Company is a
market maker in certain OTC stocks and is involved as agent or riskless principal in other securities
transactions. The Company’s corporate finance division provides advisory merger & acquisition and
restructuring services to corporations and assistance to, principally, middle market companies in the
raising of capital.

The Company is registered with the Securities and Exchange Commission as a broker-dealer in
securities and an investment adviser. Furthermore, the Company is a member of the National
Association of Securities Dealers, Inc., the Municipal Securmes Rulemaking Board and the Securities
Investor Protectlon Corporation. '

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Securities - Trading securities and securities sold, not yet purchased are held principally for trading in
the near term with the objective of generating profits on short-term differences in price. Trading
securities and securities sold, not yet purchased are recorded on the trade date at, respectively, purchase
cost or sales proceeds. The Company’s securities are held as collateral under a margin agreement with

~ the Company’s clearing organization.

Securities are valued using quoted market prices or estimated fair value as determined by management.
The net change in the difference between cost and market value of securities held at the beginning and
end of each period is reflected in investment gain or loss. Amounts receivable and payable for
securities transactions that have not reached their contractual settlement date are recorded net on the
statement of financial condition.

Bankruptcy Claims — From time to time the Company owns or conducts trading activities in securities
and other instruments of companies operating under Chapter 11 of the United States Bankruptcy Code.
Such securities and other instruments may include bank debt, public or private debt securities,
convertible securities, equity securities and trade or vendor receivables (collectively, “Bankruptcy
Claims”).

Certain Bankruptcy Claims traded by the Company, such as bank debt and trade or vendor receivables,

are not generally deemed to be securities. Principal transactions entered for the account and risk of the
Company in such instruments and agency transactions on behalf of customers in such instruments are
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‘recorded on settlement date. There were no such transactions which had not yet reached their
respective settlement date pending at December 31, 2001. Ownership and future rights to recovery are
transferred by means of either participation agreement or assignment with notification of such
assignment to the bankruptcy court.

The value assigned to a Bankruptcy Claim is determined by management either based on market value if
either quoted market prices exist or relevant fransactions in the marketplace are known to have
occurred, or based on fair value by an evaluation of such factors as the rights of recovery relative to
other claims of the same company, progress and outcome of the bankruptcy proceeding, and market
indications. :

Bankruptcy Claims are treated as non-allowable assets for the computation of net capital pursuant to
Rule 15¢3-1 under the Securities Exchange Act of 1934. The total of all non-allowable assets of the
Company as of December 31, 2001, including Bankruptcy Claims, was $18,475,457.

Clearance Arrangements - Pursuant to an agreement between the Company and its clearing
organization, securities transactions of customers are introduced and cleared on a fully disclosed basis.
The Company is exempt from provisions of Rule 15¢3-3 and is not responsible for compliance with
Section 4(c) of Regulation T of the Board of Governors of the Federal Reserve System as all customer
accounts, as defined by such rules, are carried by the clearing organization.

Depreciation and Amortization - Office equipment is depreciated using the straight-line method over a
useful life of two to five years. Fumniture and fixtures and leasehold improvements are depreciated
using the straight-line method over a useful life of the lesser of five years or the expected life of the
lease.

Income Taxes - The Company, as a limited liability company, is treated substantially the same as a
partnership for tax purposes and is exempt from federal and state income taxation. Accordingly, no
provision is made for income taxes as they are the personal liability of the members.

Members’ Capital - The withdrawal of capital, by members, including that relating to the resignation of
members, is recognized at the withdrawal date. The capital contribution of members is recorded as
received. All withdrawals and contributions of capital in 2001 were in cash.

Use of Estimates - The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make certain estimates and
assumptions that may affect the reported amounts of assets and liabilities, the disclosure of contingent
assets and liabilities at the date of the statement of financial condition. The significant estimates
mcluded in the accompanying statement of financial condition include fair values of not-readily
marketable securities and Bankruptcy Claims. Securities, in general, are exposed to various risks, such
as interest rate, credit and overall market volatility. Due to the level of risks associated with securities,
it is reasonably possible that changes in the values of securities will occur in the near term and that such
changes could materially affect the amounts reported in the statement of financial condition.




3.

4.

FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Furniture, equipment and leasehold improvements consist of the following:

Furniture and fixtures $ 358,819

Office equipment 523,402

Leasehold improvements : 618,721

Total, at cost 1,500,942

Accumulated depreciation and amortizaton (1,080,998)

Total - net $ 419944
NET CAPITAL

The Company is a registered broker-dealer in securities and is subject to Rule 15¢3-1 under the Securities
Exchange Act of 1934. Such rule prohibits a registered broker-dealer from engaging in any securities
transactions whenever its “aggregate indebtedness” (as defined) exceeds fifteen times its “net capital” (as
defined). Under such rule, a registered broker-dealer may be required to reduce its business if its “net
capital ratio” (as defined) exceeds 12 to 1 and may be prohibited from expanding its business if such net
capital ratio exceeds 10 to 1. Additionally, a registered broker-dealer may be required to reduce its

~ business if its net capital falls below 120% of its “minimum net capital requirement” (as defined).

Violation of the net minimum capital requirement may prohibit a registered broker-dealer from engaging
in any securities transactions.

The Company’s net capital information aé of December 31, 2001 is as follows:

Minimum net capital requiremént $ 859,746

Net capital 515,546,219

Net capital ratio .83 to']
BENEFIT PLANS

The Company maintains a profit sharing and 401(k) Plan (collectively the “Plan”) for all eligible
employees. Employees become: eligible for the Plan upon hire. The Plan provides for discretionary
profit sharing contributions by the. Company and voluntary contributions by the participants not to
exceed in total the lesser of 25% of a participant’s compensation or $35,000.




COMMITMENTS AND CONTINGENCIES

Operating Leases - As of December 31, 2001, the minimum total rental commitments under non-
cancelable leases for office space and equipment of $1,354,000 are as follows:

2002 $ 726,000
2003 ‘ 545,000
2004 78,000
2005 5,000

$ 1,354,000

In October 2001, the Company entered into a lease for new office space. Commencement of the lease is
contingent upon the landlord’s consent to the Company’s plans. Such plans are under review. Upon
consent, the Company will be committed to approximately $4.5 million of additional future lease
obligations during the term of the lease expected to expire in March 2008.

Litigation - The Company may from time to time be the subject of claims or named as a defendant in
various legal actions. Management does not expect the Company to incur any material liability by
reason of any such actions pending at the date hereof, nor does it expect that any such actions pending
at the date hereof will have a material adverse effect on the Company's liquidity or operating results.

Financial Instruments with Credit Risk - As a securities broker, the Company is engaged in the
buying and selling of securities for a diverse group of, principally, corporations and institutional .
investors. The Company’s transactions are executed with and en behalf of institutions, including other
brokers and dealers, commercial insurance companies, commercial banks, pension plans and funds, and
other financial and non-financial institutions. The Company introduces these transactions for clearance
to Pershing, a division of Donaldson, Lufkin & Jenrette Securities Corporation, a Credit Suisse First
Boston company, on a fully disclosed basis.

The agreement between the Company and its clearing organization provides that the Company is
obligated to assume any exposure related to the nonperformance of its customers. The Company seeks
to control the risk associated with nonperformance by monitoring its customer activity through the
review of information it receives from its clearing organization on a daily basis. Open securities
transactions at December 31, 2001 were subsequently cleared by the delivery of the related securities or
payment to the customer.

In addition, the Company has sold securities that it did not currently own and will therefore be obligated
to purchase such securities at a future date. The Company has recorded these obligations in the
statement of financial condition at December 31, 2001 at the market values of the related securities and
will incur a loss if the market value of the securities increases subsequent to December 31, 2001.

MEMBERS’ CAPITAL

The Company allows certain employees (collectively, “Principals”) to make investments in the
Company and receive fixed preferential returns and variable performance based returns on invested
capital and to share under certain circumstances in the benefits associated with the sale of an ownership
interest in the Company. As of December 31, 2001, Principals share of Members’ Capital was
$40,843,630.




SUBSEQUENT EVENT

On January 29, 2002, the Company formed a new organization, CRT Investors LLC, the primary
purpose of which is to secure third party funding in the form of a membership interest. In return for
invested capital, the members of CRT Investors LLC will receive fixed preferential returns, if eamned,
and variable performance based returns from the Company. The Company has received $7 million in
contributions from members of CRT Investors LLC as of the date of this report.
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Deloitte & Touche LLP
Stamford Harbor Park
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February 22, 2002

CRT Capatal Group LLC
One Fawcett Place
Greenwich, CT

In planning and performing our audit of the financial statements of CRT Capital Group LLC (the
“Company”) for the year ended December 31, 2001, on which we issued our report dated February 22, 2002,
we considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an opinion on the financial statements and
not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study of
the practices and procedures (including tests of compliance with such practices and procedures) followed by
the Company 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. We did not review the practices and procedures
followed by the Company in making the quarterly securities examinations, counts, verifications and
comparisons, and the recordation of differences required by Rule 17a-13 or in complying with the
requirements for prompt payment for securities under Section 8 of Regulation T of the Board of Governors of
the Federal Reserve System, because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities.

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, and to assess whether those practices and procedures can be expected to
achieve the Securities and Exchange Commission’s (the “Commission”) 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 acquisition, 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 accounting principles generally accepted in the United States of America.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

Deloitte
Touche
Tohmatsu




Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation of the
internal control or of such practices and procedures to future periods are subject to the risk that they may
become inadequate because of changes in conditions or that the degree of compliance with the practice or -
procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s 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 one or more of the internal control components does not reduce to a relatively low level the risk
that misstatements caused by error 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 the Company’s
internal control and its operation, including control actmtles for safeguarding securities, that we consider to
be a material weakness 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 Commission 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 were
adequate at December 31, 2001 to meet the Commission’s objectives.

This report is intended solely for the information and use of management, the Securities and Exchange
Commission, the National Association of Securities Dealers, Inc. and other regulatory agencies that rely on
Rule 17a-5(g) under the Securities 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.

Yours truly,
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