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OATH OR AFFIRMATION

LAURA MASI
swear (or affirm) tha:, to the

best of my knowledge and belief the accompanying financal s:atement and supporting schedules pertaiming to- the fum of

CAPSTAR PARTNERS, LLC
. as of

DE
CEMBER 31 s 192001, are wrue and correct. 1 further swear (or affirm) that neither th: company

nor any pariner, propnetor, principal officer or director has any proprietary 1nterest in any account ciassified solev as that of
a customer, except as follows:
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Notary Public, State of New York
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att n New oun!
Commission Expires March ;a' zeve-

gu's report®* contains (check all apphcablc boxes):
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(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
_(d) Statement of Changes in Financial Conditon.
. (e) Statement of Changes in Stockholders’ Equty or Partners’ or Sole Propnctor s Capital.
() Starement of Changes in Liabilities Subordinated to Claims of Creditors.
() Computation of Net Capital
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
() A Reconciliation, including appropriate explanauon, of the Computauon of Net Capital Under Rule 15¢3-1 and the
‘Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Finanaal Condition with respect to methods of con-
solidation.
(1) An Qath or Affirmation.
(m)A copy of the SIPC Suppiemental Report.
(n) A rcport dscnbmg any material inadequacies found to exst or found to have existed since the date of the previous audit.

**For con/d__xftiqn.s‘bf"fcjénfxdenlial treatment of certain pornons of thus filing, see section 240.17a-5(ef(3).
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BERDON

INDEPENDENT AUDITORS' REPORT

To the Members of
Capstar Partners, LLC and Wholly-Owned
Subsidiaries

We have audited the accompanying consolidated statement of financial condition of Capstar Partners,
LLC and Wholly-Owned Subsidiaries as of December 31, 2001 that you are filing pursuant to Rule
17a-5 under the Securities Exchange Act of 1934. This consolidated statement of financial condition
is the responsibility of the Company's management. Our responsibility is to express an opinion on the
consolidated statement of financial condition 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 consolidated 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 statement. An audit also includes assessing the accounting principles used and significant
estimates made by 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 consolidated statement of financial condition referred to above presents fairly. in all
material respects, the consolidated financial position of Capstar Partners, LLC and Wholly-Owned
Subsidiaries at December 31, 2001, in conformity with accounting principles generally accepted in the

United States of America.

Certified Public Accountants

New York, New York
February 1, 2002

Berdon LLP Reply to: One Jericho Plaza

rwath Internationat Ph: 212.832.0400 Fax: 516.937.0034
& Fax: 212.371.1159 www.BERDONLLPcom
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EXHIBIT A
CAPSTAR PARTNERS, LLC AND WHOLLY-OWNED SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2001

ASSETS

Cash $ 345,093
Accounts receivable 3,049,227
Securities owned, at market value 5,002,198
Property and equipment - net (Note 2) 430,963
Recoverable income taxes 362,271
Other assets 615.575
$ 13.805.327

TOTAL ASSETS

LIABILITIES AND MEMBERS' CAPITAL
LIABILITIES:

Accounts payable and other liabilities $ 581,937
Income taxes payable 5,664
Accrued bonuses (Note 3) 6,546,484
Deferred rent payable 127.600
TOTAL LIABILITIES 7,261,685

COMMITMENTS (Notes 1 and 4)

MEMBERS' CAPITAL (Notes 3 and 5) 6.543.642
TOTAL LIABILITIES AND MEMBERS' CAPITAL $_13.805.327

The accompanying notes to consolidated statement of financial condition are an integral part of this
statement.
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CAPSTAR PARTNERS, LLC AND WHOLLY-OWNED SUBSIDIARIES
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT POLICIES

Capstar Partners, LLC ("the Parent”) and its wholly-owned United Kingdom and French
subsidiaries (collectively "the Company”) is an investment banking firm specializing in
leveraged leasing and other private market financing. The Company generates fee income
from advising corporate clients and institutional investors on structuring and placing both
debt and equity securities.

The Parent is a Delaware limited liability company which is taxed as a partnership and
governed under a limited liability company agreement. The agreement provides for the
members' ownership, stipulations for members' loans, capital contributions, additional
interests, and distributions to members, including members' guaranteed payments,
performance bonuses (determinable by the Parent's compensation committee), and
remaining profit or loss allocations.

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

In 2000, it opened offices in the United Kingdom and France. The Parent funded
approximately $632,000 related to these operations in 2001.

The Company is generally not taxed on its income or loss, and such taxes are the
responsibility of the members. New York City, however, does subject limited liability
companies to an unincorporated business tax based on income, with certain adjustments.
Under Delaware law, the Company does not have a finite life. There is currently one class
of members.

Effective as of October 31, 2001, a purchase agreement was entered into between the
Company, its owner members ("sellers"), an individual (an employee and nonmember
manager) and a newly formed buyer, BNP Paribas Capstar Partners, Inc. (a Delaware
Corporation) ("BNP") and BNP Paribas, a French Societe Anonyme. The purchase
agreement provided for the sale by the sellers of 60% of their ownership units to BNP in a
first closing, which occurred on November 8, 2001 effective as of October 31, 2001. The
purchase agreement provides for additional closings and deferred payments directly to the
sellers through 2006. BNP acquired an additional 15% ownership, on January 2, 2002,

(continued)




CAPSTAR PARTNERS, LLC AND WHOLLY-OWNED SUBSIDIARIES
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT POLICIES (Continued)

The purchase agreement provided for the cancellation by the Company in 2001 of the
compensation units of the nonmember manager and redemption of his promissory note with
funds provided to the company by BNP. The Company has an on going obligation to pay
additional amounts over a six year period to this individual. These amounts will be funded
through BNP's additional capital contributions. The Company's obligation to pay these
obligations ceases at each payment date if the nonmember manager leaves the Company's
employment before such date(s). Compensation costs and additional capital contributed
will be recorded at each future deferred compensation payment date. The first payment of
$1,734,835 has been disbursed and recorded as compensation in 2001. The estimated
future payments are as follows:

Interest on
Compensation

Compensation Payments
2002 $ 1,646,345 § 37,168
2003 510,200 78,718
2004 639,286 63,499
2005 469,186 40,001
2006 465.044 20.748
Total $__3.730.061 § 240.134

BNP is obligated for contributions of $5,754,671 subject to increases for deferred payment
interest; $2,024,610 was contributed by BNP to fund the repayment of the employee loan
and the compensation payment in 2001.

The nonmember manager also entered into employment agreements with the Parent and its
UK subsidiary expiring in 2006, which provide for an aggregate annual salary of $250,000
and annual discretionary performance bonuses.

BNP has no profit allocation until January 1, 2002. Additionally, during the Minority
Protection Rights Period. as defined in the Amended and Restated Limited Liability
Company Agreement ("LLC agreement”), Supermajority Approval is required on
significant transactions as stipulated in the LLC agreement. Supermajority approval is
defined as an approval by the Board consisting of both (i) a majority in interest vote of the
Board and (ii) for so long as at least any two of the sellers continue as managers, a vote of
the Board in which any two or more of such sellers do not vote against such matters.

In conjunction with the sale of the sellers' interests, the parties entered into a put/call
agreement. The put/call agreement provides BNP with a call to purchase the sellers'
remaining membership units and the sellers with a put to require BNP to purchase the
sellers’ remaining membership units, under certain circumstances.

(continued)




CAPSTAR PARTNERS, LLC AND WHOLLY-OWNED SUBSIDIARIES
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT POLICIES (Continued)

(a)

(b)

(©)

(d)

(€)

The accounting and financial reporting policies of the Company conform with accounting
principles generally accepted in the United States of America and to general practices
within the broker and dealer industry. The preparation of financial statements in conformity
with accounting principles generally accepted in the United States of America requires
management to make estimates and judgments that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at December 31, 2001, and
the reported amounts of revenues and expenses during the year then ended. Actual results
could differ from those estimates.

Principles of Consolidation

The financial statement includes the accounts of the Parent and its wholly-owned
subsidiaries.  All intercompany transactions have been eliminated. The European
subsidiaries are in a start-up phase and the Parent is providing necessary funding.

Securities Owned

Securities transactions are recorded on a trade-date basis. Securities owned are valued at
market value. Securities owned at December 31, 2001 represent investments in discounted
notes issued by U.S. Government agencies, which mature in January 2002.

Property and Equipment

Property and equipment is recorded at cost. Depreciation of property and equipment is
based on the straight-line method over their estimated useful lives. Leasehold
improvements are amortized over the term of the lease or the estimated useful life,
whichever is shorter. For income tax purposes, the basis of property and equipment.is
lower than for accounting purposes.

Revenue

Fee income is recognized at the closing of transactions. Reimbursed costs are shown as
reductions of related expenses.

Deferred Rent Payable

The Company occupies space for which certain up-front rent concessions have been
granted. Accordingly, deferred rent payable results from the straight-line allocation of
office rental expense over the life of the lease, regardless of the actual rent payments.




NOTE 2 -

NOTE 3 -

NOTE 4 -

CAPSTAR PARTNERS, LLC AND WHOLLY-OWNED SUBSIDIARIES
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

PROPERTY AND EQUIPMENT

Furniture and fixtures § 560.008
Equipment 398.525
Leasehold improvements 209.800
1,168,333
Less, accumulated depreciation and amortization 737.370
$_430.963

ACCRUED BONUSES

At December 31, 2001, the Company accrued bonuses approximating $6,546.000 to its
employees, the majority of which represented discretionary performance bonuses. Bonuses
amounting to approximately $6,181,000 were paid in January 2002. (See Note 4.)

COMMITMENTS

The Parent leased office space under a noncancelable operating sublease which expired in
2001. In May 2000, the Parent entered into a new lease commencing September 1, 2001
and expiring on October 31, 2011. Future minimum lease payments under the leases are as
follows:

Year Ending

December 31, Amount
2002 $ 729,000
2003 729,000
2004 729,000
2005 729,000
2006 739,000
Thereafter 3.821,000

§.7.476.000

The office lease in the United Kingdom and France are for a year or less and are not
significant. The office lease contains an escalation clause for operating costs and real estate
taxes. The Company has approximately $380,000 in certificates of deposit held as
security for the domestic lease, which amount is included in other assets.

The Company is committed to give incentive bonuses up to approximately $1,500,000 to
certain employees in July 2002 contingent on their employment at that date; $365,000 has
been accrued at December 31, 2001.

The Company entered into an employment agreement and a supplemental compensation
agreement with another key employee as of October 31, 2001.

(continued)




NOTE 4 -

NOTE 5 -

NOTE 6 -

NOTE 7 -

CAPSTAR PARTNERS, LLC AND WHOLLY-OWNED SUBSIDIARIES
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

COMMITMENTS (Continued)

The employment agreement, which is effective through December 31, 2004, provides for
a base salary of $175,000 per year plus an annual performance bonus. Commencing
January 1, 2002, the aggregate compensation paid to this employee by the Company shall
not be less than $1,000,000 ("minimum guarantee™). Performance bonus payments will be
treated as paid in the vear they are earned, not received, for purposes of this computation.
The employment agreement may be terminated earlier based on certain conditions as
stipulated in the agreement. The agreement also contains a restrictive covenant.

The supplemental employment agreement provides for the issuance of five compensation
units. Each compensation unit is economically equivalent to a 1% member share. This
agreement is effective beginning January 1, 2002. The Company can cancel beginning
March 1, 2004 and continuing through March 2006 a percentage of the compensation units
each year, by payment to the employee based on a formula as stipulated in the agreement.
The employee can elect to defer the cancellation of the compensation units until 2006, as
provided in the agreement.

NET CAPITAL REQUIREMENT

The Company is subject to the Uniform Net Capital Rule of the Securities and Exchange
Commission (Rule 15¢3-1). Such rule prohibits the Company from engaging in any
securities transactions whenever its "aggregate indebtedness" exceeds fifteen times its "net
capital”" as those terms are defined by the rule. At December 31, 2001, the Company was
required to maintain net capital of $72,013 based on its aggregate indebtedness of
$1,080.201. Net capital on that date was $8.267.090, resulting in a ratio of aggregate
indebtedness to net capital of .13 to 1. Capital was reduced by a distribution in January
2002 of approximately $3,301,002.

EMPLOYEE BENEFIT PLAN

The Company maintains a defined contribution employee benefit (401(k)) plan for eligible
employees with more than one year of service. Under its plan, the Company matches
employee contributions one-for-one, on the first 4% contributed by employees, with a
discretionary profit sharing contribution at year-end.

SIGNIFICANT CLIENTS

At December 31, 2001, approximately 70% of accounts receivable was due from four
customers.




