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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER:  pigital Coast Partners, LLC DFEJCTAL USE ONLY

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

100 Wilshire Bivd., Suite 400

(No. and Street)

Santa Monica, CA 90401
(City) (State)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
James W. Montgomery (310)260-6940

(Area Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Ernst & Young LLP

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

725 S. Figueroa Street, Los Angeles, CA 90017
(Address) . (City) (State) (Zip Code)

CHECK ONE:
[ Certified Public Accountant

[J Public Accountant PR@CESSED

[0 Accountant not resident in United States or any of its possessions. /}/MAR 20 2002
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*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
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OATH OR AFFIRMATION

I, James W. Montgomery __, swear (or affirm) that, to the best of my knowledge and
belief the accompanying financial statement and supporting schedules pertaining to the firm of
Digital Coast Partners, L1.C ,as of
December 31 ,20 01 , 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:

—
QQ s S ov\"\/\
Q Signature \

KRISTEN TADOKORO
Commission # 1315325
Notary Public - Califomia £
Los Angales County r

My Comem. Expires Jui 28, 2005

Notary Public

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

O (a) Facing Page.

3 (b) Statement of Financial Condition.

[0 (c¢) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition.

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

O (©H Statement of Changes in Liabilities Subordinated to Claims of Creditors.

O (g) Computation of Net Capital.

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

B3—(i) Information Relating to the Possession or-Control Requirements Under Rule 15¢3-3.

[0 (§) 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.

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

O (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

[0 (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).




AUDITED STATEMENT OF FINANCIAL CONDITION
Digital Coast Partners, LLC (a Delaware limited liability company)
December 31, 2001
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E-’IERNST&YOUNG & Ernst & Young Lp & Phone: (213) 977-3200

725 South Figueroa Street Www.ey.com
Los Angeles, California 90017-5418

Report of Independent Auditors

The Members
Digital Coast Partners, LLC

We have audited the accompanying statement of financial condition of Digital Coast
Partners, LLC (a Delaware limited liability company) as of December 31, 2001. This
statement of financial condition is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this statement of financial condition based on

our audit.

I We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of

l 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

l 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 statement of financial condition referred to above presents fairly, in all
material respects, the financial position of Digital Coast Partners, LLC (a Delaware

limited liability company) as of December 31, 2001, in conformity with accounting
principles generally accepted in the United States.

February 12, 2002

Ernst & Young LLp is a member of Ernst & Young International, Ltd.




Digital Coast Partners, LLC

(a Delaware limited liability company)

Statement of Financial Condition

December 31, 2001

Assets

Cash and cash equivalents

Accounts receivable

Investments, at fair value (cost of $60,501)
Fixed assets, net of accumulated depreciation
Other assets

Total assets

Liabilities and members’ equity
Liabilities:
Accrued expenses and other liabilities
Convertible subordinated loan payable
Total liabilities

Commitments

Members’ equity:
Contributed capital
Accumulated deficit
Total members’ equity
Total liabilities and members’ equity

See accompanying notes.

$ 760,807
97,876
60,501

238,882
39,146

$ 1,197,212

§ 435,885
250,000

685,885

3,138,164
(2,626,837)

511,327

$ 1,197,212




Digital Coast Partners, LLC
(a Delaware limited liability company)

Notes to Statement of Financial Condition

December 31, 2001

1. Organization

Digital Coast Partners, LLC (the Company) is a limited liability company organized
pursuant to the Delaware Limited Liability Company Law. The Company was formed on
December 1, 1999.

The Company is a boutique investment bank focused on merger and acquisition and
private placement advisory services for middle market companies in the communications,
technology, and media industries.

The Company is a registered broker-dealer under the Securities Exchange Act of 1934
and is a member of the National Association of Securities Dealers, Inc. (NASD) and
various state regulatory agencies.

2. Significant Accounting Policies

The Company uses the accrual basis of accounting. Accordingly, income and expense are
recorded as earned and incurred, respectively.

Cash and Cash Equivalents

Cash and cash equivalents consist of amounts on deposit with major financial institutions
and highly liquid investments with a maturity of three months or less.

Fixed Assets

Fixed assets are stated at cost. Depreciation and amortization is provided on the straight-
line method over the estimated useful lives of the assets, ranging from three to five years,
or the lease term, whichever is shorter. Expenditures for repairs and maintenance are
charged to expense as incurred while renewals and improvements are capitalized. Useful
lives by asset category are as follows:

Computers and equipment 3-5 years
Fumiture and fixtures 3-5 years
Leasehold improvements Estimated useful life, or

remaining lease term,
whichever is less




Digital Coast Partmers, LLC
(a Delaware limited liability company)

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the
statement of financial condition. Actual results could differ from those estimates.

Valuation of Investments

Investments are stated at market or estimated fair value at December 31, 2001. In making
the valuation of its long-term investments, the Company took into account the cost of the
investment to the Company, developments since the acquisition of the investment, the
quoted prices of similar securities that are publicly traded, and other factors pertinent to
the valuation of the investment. For those investments held by the Company at
December 31, 2001, for which there is no public market, the Company has relied on
financial data and representations of the investee, on its own estimates and on projections
made by the investee as to the effect of future developments. Because of the uncertainty
of valuation, the estimated value may differ significantly from the value that would have
been used had a ready market for the investment existed and the difference could be
material.

3. Income Taxes

The Company is generally not subject to federal or state taxes and, accordingly, no
provision for income taxes has been made in the accompanying statement of financial
condition. The members are required to report their proportionate share of income on
their individual tax returns.

4. Fixed Assets

Fixed assets consist of the following at December 31, 2001:

Computers and equipment $ 59,959
Furniture and fixtures 27,394
Leasehold improvements 212,764
Less accumulated depreciation (61,235)
S 238882




Digital Coast Partners, LLC

(a Delaware limited liability company)

Notes to Statement of Financial Condition (continued)

5. Convertible Subordinated Loan Payable

In April 2001, the Company entered into a subordinated promissory note with an
individual, a family member of certain members of the Company, for $250,000. The
convertible loan bears interest at 6% per annum. Principal and interest are due on
June 30, 2002. At the Company’s option, the Company may repay the principal balance
of this note on or before the maturity date by issuing to the lender a 6% preferred
participation membership interest representing at least 1.666% of the aggregate
membership interests of the Company.

6. Commitments

The Company leases office facilities and equipment under various operating lease
arrangements, expiring through 2010.

The following i1s a summary of future minimum lease payments under this lease:

Year ending December 31:

2002 $ 669,822
2003 696,982
2004 724,265
2005 752,862
2006 782,895
Thereafter 3,459,310

$ 7,086,136

In 2001, the Company entered into an agreement to sub-lease part of its office facilities to
its affiliate, Palomar Ventures Management, LLC, for a term of four years, renewable
annually thereafter until December 31, 2010. The following is a summary of future
minimum lease receivable under this sublease:

Year ending December 31:

2002 § 235,104
2003 244,508
2004 254,288
2005 42,655

$ 776,555




