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OATH OR AFFIRMATION

1, Wayne Rubin swear (or affirm) that, 1o the
best of my knowiedge and beiief the accompanying financial starement and supportng scheduies pertaining to the ﬁrm of
Paramount Capital, Inc. as of
December 31, 20 01 are true and correct. I further swear (or affirm) thar neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows: '
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00 '
s?éphm Rseamboli
Notary Public of New York
No. O2R3202 %?3
Qug'ified in 10n3 County
Commission Expires March 63, 20073
This repor:®* contains (check all applicable boxes):

X (a) Facing page.

X (b) Statement of Financial Condiuon.

¥ (c) Statermnent of Income (Loss).

X (d) Statement of Cash Flows.

X (e) Statement of Changes tn Stockholders’ Equity or Panners® or Sole Propnctor s Capital.

—  (f) Statement of Changes in Liabiliues Subordinated to Claims of Creditors.

X (g) Computation of Net Capital

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

— (1) Informauon Relaung 10 the Possession or control Requirements Under Rule 15¢3-3. v

Z () A Reconclhauon. including appropnate explanauon. of the Computation of Net Capital Under Rule 15¢3-1 and the
‘Computauon for Determunation of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

Z (k) A Reconcibauon between the audited and unaudited Statements of Financial Condition with respect to methods of con-
sobdauon ,

£ () An Oath or Afﬁrmauon

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

X

(n) A repon dscnbxng any material inadequaciss found to exist or found 1o have existed since the date of the previous audn.

**For conditions of cbn_ﬁdemial treaiment of certain portions of this filing, see section 240.17a-5(e)(3).
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Richard A. Eisner & Company, LLp
Elsne r Accountants and Consuttants

575 Madison Avenue

New York, NY 10022-2597

Tel 212.355.1700 Fax 212.355.2414
www.eisnerlip.com

INDEPENDENT AUDITORS' REPORT

Board of Directors
Paramount Capital, inc.
New York, New York

We have audited the accompanying statement of financial condition of Paramount Capital, Inc. as of
December 31, 2001, and the related statements of operations, changes in stockholder's equity, and
cash flows for the year then ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements
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 financial statements are 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 evaiuating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

in our opinion, the financial statements enumerated above present fairly, in all material respects, the
financial position of Paramount Capital, Inc. as of December 31, 2001, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of farming an opinion on the basic financial statements
taken as a whole. The schedule of computation of net capital is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

Richad 0 Eopr *Cm/pwwg, LLFP

New York, New York
February 12, 2002

Member of Summit International Associates, inc.




PARAMOUNT CAPITAL, INC.

Statement of Financial Condition
December 31, 2001

ASSETS
Cash and cash equivalents
Commissions and consulting fees receivable
Due from broker
Reimbursements receivable from related parties (Notes D and E)
Prepaid expenses and other assets
Prepaid and refundable taxes
Furniture, equipment and leasehold improvements, net of accumulated depreciation of
$1,231,348 (Note B[1])
Deferred income taxes (Note C)

LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities:
Commissions payable
Accrued expenses and other liabilities
Deferred rent (Note E)

Total liabilities
Commitments and contingencies (Notes E and G)
Stockholder's equity:
Common stock, $.01 par value; 200 shares authorized; 100 shares issued and outstanding
Additional paid-in capital
Retained earnings

Total stockholder's equity

See notes to financial statements

$ 1,902,058
259,616
551,479
222,298
242,255

27,754

382,798
174,900

$3,763,158

$ 219,004
149,195
651,445

1,019,644

1
2,459,999

283,514

2,743,514

$ 3,763,158




PARAMOUNT CAPITAL, INC.

Statement of Operations
Year Ended December 31, 2001

Revenues:
Commissions and placement fees (Note D[2])
Consulting fees
Interest income
Other income

Expenses:
Commissions
Employee compensation and benefits
Occupancy and rentals (Note E)
Professional and consulting fees
Communication
Travel and entertainment
Regulatory fees and expenses
Depreciation and amortization
Insurance
Other operating expenses

Loss before provision for income tax benefit
Provision for income tax benefit (Note C)

Net loss

See notes to financial statements

$ 1,806,783
23,500
125,928

87,692

2,043,903

717,614
1,734,279
247,549
355,108
163,457
47,904
50,967
236,327
15,694

72,802

3,631,701

(1,587,798)

96,682

$ (1,491,116)




PARAMOUNT CAPITAL, INC.

Statement of Changes in Stockholder's Equity
Year Ended December 31, 2001

Additional
Common Stock Paid-in Retained
Shares  Amount Capital Earnings Total
Balance - January 1, 2001 100 $ 1 $2459,999 $ 2,224,630 $ 4,684,630
Net loss (1,491,116) (1,491,116)
Distributions (450,000) (450,000)

E |
[

Balance - December 31, 2001 $2450999 § 283,514 §2,743.514

See notes to financial statements 4




PARAMOUNT CAPITAL, INC.

Statement of Cash Flows
Year Ended December 31, 2001

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization
Deferred income taxes
Deferred rent
Changes in:
Commissions receivable
Due from broker
Due from related parties
Prepaid expenses and other assets
Prepaid and refundable taxes
Commissions payable, accrued expenses and other liabilities

Net cash used in operating activities

Cash flows used in investing activities:
Acquisition of furniture, equipment and leasehold improvements

Cash flows used in financing activities:
Distributions

Net decrease in cash and cash equivalents
Cash and cash equivalents - January 1, 2001

Cash and cash equivalents - December 31, 2001

Supplemental disclosure of cash flow information:
Cash paid during the year for income taxes

See notes to financial statements

$ (1,491,116)

236,327
(96,682)
(83,307)
360,213
(19,440)
(36,108)
(76,671)
(10,855)
(1,302,890)

{2,520,529)

(37,195)

{450,000)
(3,007,724)

4,909,782

$ 1,902,058

$ 11,982




PARAMOUNT CAPITAL, INC.

Notes to Financial Statements
December 31, 2001

NOTE A - THE COMPANY

Paramount Capital, Inc., (the "Company") is a registered broker-dealer engaged in conducting private securities
offerings for issuers of corporate securities on a best efforts basis. The Company also acts as an introducing
broker, whereby it introduces customer transactions to a correspondent broker on a fully disclosed basis.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

[1] Depreciation and amortization are provided using the straight-line method over estimated useful lives for
furniture and equipment of 5 years, and the shorter of the lease term or estimated useful lives of leasehold
improvements.

[2] The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management {o make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

[3] For purposes of the statement of cash flows, the Company considers all highly liquid money market
instruments with original maturity of three months or less to be cash equivalents. At December 31, 2001,
cash equivalents were deposited in financial institutions and consisted of immediately available fund
balances.

NoTE C - INCOME TAXES

The Company has elected to be taxed as an S corporation for Federal and New York State purposes. As a result
of this election, the Company's income or loss is reportable on the individual tax return of its stockholder. The
Company is subject to New York City corporate tax and, to a limited extent, New York State corporate tax.
Accumulated S corporation earnings available for distribution to the stockholder are approximately $1,450,000.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and for income tax purposes. These differences are primarily a net
operating loss carryforward for New York City, and the difference between rent, depreciation and amortization
expenses for financial reporting purposes and such expenses deductible for income tax purposes.

The deferred tax asset consists of the following:

New York City net operating loss carryforward $ 128,686
Deferred rent 21,269
Depreciation 24,845
Deferred tax asset $ 174,900

No valuation allowance has been provided for deferred tax assets, since, in the opinion of management,
realization of these assets is more likely than not.

The Company's net operating loss carryover for New York City corporate tax purposes amounted to
approximately $1,494,000 at December 31, 2001 and expires in 2021.




PARAMOUNT CAPITAL, INC.

Notes to Financial Statements
December 31, 2001

NOTE D - RELATED PARTY TRANSACTIONS

[11 The Company has a month-to-month expense-sharing agreement with certain affiliated corporations, related
by common ownership, whereby office, administrative and occupancy (see Note E) expenses incurred for the
benefit of ail parties are allocated among the entities. During the 2001 fiscal year approximately 80% of such
costs have been allocated to affiliates. Reimbursements receivable includes allocable amounts due to the
Company pursuant to the expense-sharing agreement and other reimbursable expenses at December 31,
2001.

[2) Commission income includes fees earned from private placements with certain entities which share common
officers or directors with the Company. The Company earned commission income of approximately $201,000
from related entities for the year ended December 31, 2001.

NOTE E - COMMITMENTS

The Company's office lease agreement is for an eleven year term expiring April 30, 2008 with a five year renewal
option. The lease provides for a 12 month period during which no payments of rent were required. For financial
reporting purposes, expense related to the lease is recognized on a straight-line basis over the lease term. The
difference between rent expense incurred and the amount paid is recorded as deferred rent to be amortized over
the lease term. Rent expense charged to operations for the year totalled $216,787, net of amounts allocated to
affiliates.

The Company maintains a letter of credit in favor of the landlord in the amount of $1,279,093 as security for
performance under the lease. The Company's sole shareholder has personally guaranteed the letter of credit and
rent payments due under the lease.

Future minimum lease payments under the lease are approximately as follows:

Year Ending
December 31,
2002 $ 1,245,000
2003 1,279,000
2004 1,279,000
2005 1,279,000
2006 1,279,000
Thereafter 1,705,000
8 00

Under present expense-sharing arrangements (see Note D[1]) it is anticipated that a significant portion of these
minimum lease payments will be allocated to certain affiliated companies.

NOTE F - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission uniform net capital rule (Rule 15¢3-1),
which requires the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to
net capital, both as defined, shall not exceed 15to 1. At December 31, 2001 the Company had net capital of
approximately $1,658,000 which was $1,590,000 in excess of its required net capital. The Company’'s net capital
ratio was .61 to 1.




PARAMOUNT CAPITAL, INC.

Notes to Financial Statements
December 31, 2001

NOTE G - CONTINGENCIES, CONCENTRATION OF CREDIT RISK AND OTHER MATTERS

The Company keeps most of its cash with major banks. The account balances often exceed the FDIC insurance
fimit. '

In connection with the Company’s placement agent activities, funds raised are deposited into escrow accounts
under the terms of the sales of securities agreements. To the extent that any best efforts offerings have achieved
the minimum requirement, commission income and related liabilities are inciuded in the financial statements.
These escrow accounts and the related liabilities are not otherwise reflected in the accompanying financial
statements.

The Company clears its introduced transactions through another broker-dealer which is highly capitalized and a
member of major securities exchanges. Nonperformance by its customers in fulfilling their contractual obligations
pursuant to securities transactions may expose the Company to risk and potential loss.

NOTE H - SUBSEQUENT EVENT

in January 2002, the Company paid a dividend of $250,000 to its sole stockholder.
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PARAMOUNT CAPITAL, INC.

Schedule of Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission
December 31, 2001

Total stockholder's equity from statement of financial condition $ 2,743,514
Deductions:
Nonallowable assets:
Commissions receivable 145,507
Furniture, equipment and leasehold improvements 382,798
Prepaid expenses and other assets 91,465
Receivables from related parties 222,298
Prepaid taxes 27,754
Deferred income taxes 174,900
1,044,722
Net capital before haircuts on securities 1,698,792
Haircuts on money market funds 40,370
Net capital $ 1,658,422
Aggregate indebtedness:
Commissions payable, accrued expenses and other liabilities $ 368,199
Deferred rent 651,445
Aggregate indebtedness $1,019,.644
Percentage of aggregate indebtedness to net capital 61%
Minimum capital required ' 67,977
Excess of net capital over minimum requirement 1,590,445

No material differences exist between the above computation and the computation included in the Company’s
corresponding unaudited Form X-17A-5 Part I filing.

See notes to financial statements 9




Eisner

REPORT OF INDEPENDENT AUDITORS ON INTERNAL
CONTROL STRUCTURE REQUIRED BY SEC RULE 17a-5

Board of Directors
Paramount Capital, Inc.
New York, New York

in planning and performing our audit of the financial statements of Paramount Capital, Inc. (the
"Company”) for the year ended December 31, 2001, we considered its internal control structure,
including procedures for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on the
internal control structure.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission ('SEC"), we have
made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or aggregate debts) under rule 17a-
3(a)(11) and for determining compliance with the exemptive provisions of rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the Company in any
of the following:

1. Making quarteriy securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining an internal control
structure 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 internal control structure policies and procedures and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices and
procedures can be expected to achieve the SEC's above-mentioned objectives. Two of the
objectives of an internal control structure 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 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 accordance 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.

Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become inadequate because
of changes in conditions or that the effectiveness of their design and operation may deteriorate.

10




Eisner

Our consideration of the internal control structure would not necessarily disclose all matters in the
internal control structure 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 the specific internal control structure elements does not reduce to a reiatively
low level the risk that errors or irregularities 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 internal control structure, including procedures for safeguarding securities, that
we consider to be material weaknesses 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 SEC 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 SEC's objectives.

Our opinion recognizes that it is not practicabie in a company the size of Paramount Capital, inc. to
achieve all the divisions of duties and cross-checks generally included in a system of internal
accounting control, and alternatively, greater reliance must be placed on surveillance by
management.

This report is intended solely for the use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers and other regulatory agencies that rely on rule 17a-5(g)

under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and
should not be used for any other purpose.

Richard A Carev *'Cm—pwnug{/LLP

New York, New York
February 12, 2008
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