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OATH OR AFFIRMATION

l, | TZL;D(OELTL 6\0& H’L ‘ , swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statements and supporting schedules pertaining to the firm of
G_C_emqe Securihes L lnc, , as of
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This report*™* contains {(check all applicable boxes):

W (a) Facing page.

£ (b) Statement of Financial Condition.

B (c) Statement of Operations.

X (d) Statement of Cash Flows.

B (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims or Creditors. N{A

B{ (g) Computation of Net Capital.

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

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

B (i) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A or Rule 15¢3-3.

(k} A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.
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(m) A copy of the SIPC Supplemental Report.
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(o) Schedule of Segregation Requirements and Funds in Segregation for Customers Trading on U.S. Commodity Exchanges.

(p) Statement of Secured Amount and Funds Held in Separate Accounts for Foreign Futures and Options Customers Pursuant to
Commission Regulation 30.7.
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Report of Independent Auditors

To the Stockholder and Board of Directors of
Garage Securities, Inc.

We have audited the accompanying statement of financial condition of Garage Securities, Inc.
(the “Company”) as of December 31, 2001. This statement of financial condition is the
responsibility of the management of the Company. Our responsibility is to express an opinion on
the statement of financial condition based on our audit.

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 material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall presentation of the
statement of financial condition. 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 Garage Securities, Inc. at December 31, 2001, in
conformity with accounting principles generally accepted in the United States.

émt 4 MLLP

February 20, 2002

Ernst & Young LLP is a member of Ernst & Young International, Ltd. 1
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Garage Securities, Inc.
Statement of Financial Condition

Dgcember 31, 2001
(In Thousands, Except Share Amounts)

Assets
Current assets:
Cash and cash equivalents
Short-term investments
Principal investments, at fair value
Accounts receivable
Prepaid expenses and other current assets
Total current assets

Stockholder’s equity:
Common stock, par value $0.0001 per share,
1,000 shares authorized, issued, and outstanding
Additional paid-in capital
Retained earnings
Total stockholder’s equity

See accompanying notes.

$10,525
9,898
8,505
70

27

$29,025

$ -
37,456
(8.431)

$29,025
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Garage Securities, Inc.

Notes to Statement of Financial Condition

December 31, 2001
1. Organization

Garage Securities, Inc. (the “Company”), a California corporation, is a registered broker and
dealer with the Securities and Exchange Commission (“SEC”) and the National Association of
Securities Dealers, Inc. (“NASD”). The Company provides private placement services for early
stage client companies. Garage Securities, Inc. is wholly owned by Garage.com, Inc. (dba
Garage Technology Ventures) (the “Parent”). The Company began operations as a registered
broker and dealer in 1999.

In the opinion of management, the Company has complied with the exemptive provision of Rule
15¢3-3(k)(2)(i) of the SEC throughout the year ended December 31, 2001.

2. Summary of Significant Accounting Policies
Basis of Presentation

The statement of financial condition has been prepared in conformity with the accounting
principles generally accepted in the United States (GAAP); however, the statement of financial
condition does not necessarily reflect the financial position that would have existed had the
Company been an independent entity.

Use of Estimates

The preparation of the statement of financial condition in conformity with GAAP requires
management to make estimates and assumptions that affect the amounts reported in the statement
of financial condition and accompanying notes. Management believes that the estimates utilized
in preparing its statement of financial condition are reasonable and prudent. Actual results may
differ from those estimates.

Cash Equivalents and Short-term Investments

The Company considers all highly liquid investments with a maturity of three months or less
when purchased to be cash equivalents. The Company maintains its cash and cash equivalents
accounts, which periodically exceed the Federal Deposit Insurance Corporation’s insurance
limits of $100,000, at high-credit quality financial institutions. The Company’s cash and cash
equivalents are carried at cost, which approximates market. The Company’s short-term
investments include obligations of governmental agencies and corporate debt securities with
original maturities from three to twelve months. The Company’s short-term investments are
carnied at fair value.
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Garage Securities, Inc.

Notes to Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Principal Investments

Principal investments consist primarily of equity interests in early stage privately held companies.
Principal investments are carried at estimated fair value. Realized and unrealized gains and losses are
recognized as increases and decreases in revenue, respectively. Fair value is based on quoted market
prices, when available. However, given the nature of the Company’s investments and its limited access
to information about investee companies, fair value is not usually readily ascertainable. In these cases,
fair value is based on management’s estimates, and cost is often the best estimate of fair value. In
determining fair value, management considers all available factors, which may include cost, the type of
investment, subsequent purchases of the same or similar investments, and the current financial position
and operating results of the company invested in. Management’s estimates of fair value could differ
materially from values that would have been used had a ready market for these investments existed.
Impairments are immediately recognized as an offset to revenue in the statement of operations.

Income Taxes

The Company uses the liability method to account for income taxes as required by Statement of
Financial Accounting Standards No. 109, “Accounting for Income Taxes.” Under this method, deferred
tax assets and liabilities are determined based on differences between financial reporting and tax bases
of assets and liabilities. Deferred tax assets and liabilities are measured using enacted tax rates and laws
that will be in effect when the differences are expected to reverse.

Concentration of Risk

The majority of the Company’s principal investments are in early stage privately held companies. In the
event that these companies do not succeed, the fair value of these principal investments will be reduced.

3. Net Capital Requirement

The Company is subject to the net capital requirements of the New York Stock Exchange, Inc. (the
“Exchange”) and the Uniform Net Capital requirements of the SEC under Rule 15¢3-1. The Exchange
and the SEC requirements also provide that equity capital may not be a withdrawn or cash dividends
paid if certain minimum net capital requirements are not met. At December 31, 2001, the Company had
net capital, as defined, of $20,192,864, which was $20,092,864 in excess of the amount required to be
maintained at that date.




Garage Securities, Inc.

Notes to Statement of Financial Condition (continued)

4. Related Party Transactions

The Company’s expenses are paid by the Parent under an expense sharing agreement. At the discretion
of the Parent, the Company may record a liability or capital contribution for these expenses as
recognized. As of December 31, 2001, the Company had no receivable from the Parent as the Parent has
elected to treat all expenses as capital contributions.

5. Income Taxes
The Company is included in the consolidated U.S. federal and state income tax returns filed by the

Parent. Federal and state income taxes have been provided for on separate entity income at the effective
rate of the Company.




