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Qath or Affirmation

I, Michael G. Seyfer, affirm that to the best of my knowledge and belief, the
accompanying financial statements and supplemental information pertaining to the firm
of Starmont Capital Limited, as of December 31, 2001, are true and correct. I further
affirm that neither the Company nor any principal officer or director has any proprietary
interest in any account classified solely as that of a customer.

President %
<>

Notary Public

Nurmnber 128597

 SANDRALUCLE HAUGE
%.- Oy Corission Expires

This report contains:

(X) (a) Facing page

(X) (b) Statement of Financial Condition

(X) (c) Statement of Operations

(X) (d) Statement of Cash Flows

(X) (e) Statement of Changes in Stockholder’s Equity

( ) (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors

(X) (g) Computation of Net Capital

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

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

(X) (j) 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 of Rule 15¢3-3

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

(X) (1) AnOQOath or Affirmation

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

(X) (n) Independent Auditors’ Supplementary Report on Internal Control

0201-0257203 2




Starmont Capital Limited

Financial Statements
and Supplemental Information

Year Ended December 31, 2001

Contents

Report of Independent AUITOTS.......cocveveeiievriinieniineniete ettt ve s nas 4
Audited Financial Statements
Statement of Financial Condition.........occeciieiiimeiinieniinie et se e ese e eanens 5
Statement Of OPETAtIONS ...cc.ivvviiieriereiieniiiter ettt et sat et eree e be e b e sabeabeeebranneens 6
Statement of Changes in Stockholder’'s EQUItY.......cccocoveiiiiiiiecieieee e 7
Statement Of Cash FIOWS........ccvviiiiiiieiiiniieni ettt ettt inen 8
Notes to Financial Statements .......ccuevreeriireniiiiieiieee e sre et e s sae e sre e sae e e rana s 9
Supplemental Information
Schedules:

Computation of Net Capital — Part IIA ..ot 11

Statement Pursuant to Rule 17a-5(d)(4) ..cueiiiiiiiiiiee ettt 14

Statement Relating to Certain Determinations Required Under

Rule 15¢3-3 = Part ITA ....oooiiieeiie ettt ettt 15

Independent Auditors’ Supplementary Report on Internal Control ..........ccccccovveniieinncns 16
0201-0257203 3




==-’IERNST&YOUNG & Ernst & Young Lip ® Phone: (515) 243-2727

Suite 3400 WWW.ey.com
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Des Moines, lowa 50309-2764

Report of Independent Auditors

The Stockholder
Starmont Capital Limited

We have audited the accompanying statement of financial condition of Starmont Capital
Limited 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
l United States. 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
l 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 financial statement presentation. We believe that our audit provides
l a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Starmont Capital Limited at 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.

Our audit was made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The accompanying supplemental schedules are presented for
purposes of additional analysis and are not a required part of the basic financial
statements, but is supplementary information required by Rule 17a-5 of the Securities and
Exchange Commission. Such information has been subjected to the auditing procedures
applied in our audit of the financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

M‘%@Z iy

January 8, 2002

Ernst & Young LLP is a member of Ernst & Young International, Ltd.
0201-0257203 4




Starmont Capital Limited

Statement of Financial Condition
December 31, 2001

Assets

Cash and cash equivalents
Due from parent

Other

Total assets

Liabilities and stockholder’s equity
Liabilities:
Accrued expenses

Stockholder’s equity:
Common stock, $.01 par value; 100,000 shares authorized,
1,000 shares issued and outstanding
Additional paid-in capital
Retained earnings
Total stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes.

0201-0257203

$179,998
31,439
4,300

$215,737

$ 16,112

10
107,055
92,560

199,625

$215,737




Starmont Capital Limited

Statement of Operations

Year Ended December 31, 2001

Revenues:
Commissions $ 93,708
Advisory fee income 90,853
Interest and dividends , 24,834
Net realized and unrealized depreciation of investments (23,835)
185,560
Expenses - selling, general and administrative 95,320
Income before income tax benefit 90,240
Income tax expense (benefit):
Current 60,931
Deferred (86,889)
(25,958)

Net income $116,198

See accompanying notes.

0201-0257203




Starmont Capital Limited

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

Additional
Common Paid-In Retained
Stock Capital Earnings Total

Balance at January 1, 2001 $10 $107,055 $195,152  $302,217
Net income - - 116,198 116,198
Dividend to Parent - - (218,790)  (218,790)

Balance at December 31, 2001 $10 $107,055 $ 92,560 $199.625

See accompanying notes.

0201-0257203 7




Starmont Capital Limited

Statement of Cash Flows
Year Ended December 31, 2001

Operating activities
Net income
Adjustments to reconcile net income to net cash provided
by operating activities:
Net realized and unrealized depreciation of investments
Deferred income tax benefit
Changes in operating assets and liabilities:
Decrease in dividend receivable
Increase in other assets
Change in due to/from parent
Increase in accrued expenses
Net cash provided by operating activities and net increase in
cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Noncash investing activity
Dividend of investments in common stock at market to parent
(cost of $63,653)

See accompanying notes.

0201-0257203

$116,198

62,085
(86,889)

1,020
(2,262)
(86,418)

1,112

4,846

175,152

$179,998

$218,790




Starmont Capital Limited

Notes to Financial Statements
December 31, 2001

1. Organization and Significant Accounting Policies

Starmont Capital Limited (the Company), a wholly-owned subsidiary of Starmont
Corporation (the parent company), was incorporated in December 1984 and commenced
operations as a registered broker/dealer in May 1986. The Company does not hold
customer accounts and clears all customer transactions through another broker/dealer on
a fully disclosed basis.

Realized gains and losses are recognized using the specific identification method. The
change in unrealized appreciation and depreciation on investments is included in the
statement of operations. During 2001, the Company’s investment in 3,000 shares of
Merck & Co. Inc. common stock was transferred to the parent company as a dividend.
The market value at the time of transfer was $218,790.

Deferred income taxes (none in 2001) had been provided to reflect the net tax effects of
temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for tax purposes. Changes in these carrying
amounts from period to period are reflected in the statement of operations.

The Company’s president and only employee served the Company without compensation
during the year ended December 31, 2001.

In connection with the preparation of its statement of cash flows, the Company considers
all liquid investments with a maturity of three months or less when purchased to be cash
equivalents.

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
financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

2. Capital Requirement

The Company is subject to the net capital provisions of Rule 15¢3-1 of the Securities and
Exchange Act of 1934 which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined therein,
shall not exceed 15 to 1. At December 31, 2001, the Company’s net capital and required
net capital were $161,090 and $100,000 respectively, and its ratio of aggregate
indebtedness to net capital was .10 to 1.

020i-0257203 9




Starmont Capital Limited

Notes to Financial Statements (continued)

3. Income Taxes

The Company files a consolidated income tax return with its parent company. The
Company will pay or receive benefit for its proportionate share of income taxes
calculated on a separate return basis. Income tax benefit differs from the amount
computed by applying the statutory federal and state tax rates of 40% to income before
income tax benefit due to the realized gain on the dividend of investments in common
stock to the Company’s parent was not taxable for tax purposes. The amount due to the
parent for income taxes is $60,931 at December 31, 2001 and has been netted against due
from parent on the statement of financial condition.

The current income tax expense for the year ended December 31, 2001 includes federal
taxes of $17.,376 and state taxes of $6,150.

4. Lease Commitments
The Company leases its office premises under an operating lease extending through
August 31, 2002. Rent expense under this operating lease for the year ended

December 31, 2001 was $14,906.

At December 31, 2001, future minimum rental payments required under the lease are
$9,802 for the year ending December 31, 2002.

0201-0257203 1 O
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Starmont Capital Limited

Computation of Net Capital — Part ITA

December 31, 2001

Computation of Net Capital

Total ownership equity from Statement of Financial

Condition

Deduct ownership equity not allowable for Net

Capital

Total ownership equity qualified for Net Capital

Add:

A. Liabilities subordinated to claims of general
creditors allowable in computation of net capital

B. Other (deductions) or allowable credits

Total capital and allowable subordinated liabilities

Deductions and/or charges:

A. Total nonallowable assets from Statement of
Financial Condition (due from Parent and other
assets)

$35,739

$199,625

199,625

199,625

B. Secured demand note deficiency

C. Commodity futures contracts and spot
commodities — proprietary capital charges

D. Other deductions and/or charges

35,739

Other additions and/or allowable credits

Net capital before haircuts on securities positions
Haircuts on securities (computed, where applicable,
pursuant to 15¢3-1 (f)):

A. Contractual securities commitments

163,886

B. Subordinated securities borrowings

C. Trading and investment securities:
1. Exempted securities

2. Debt securities

3. Options

4. Other securities

5. Other securities ~ 2% haircut — money market

D. Undue Concentration

E. Other

2,796

Net Capital

0201-0257203

$161,090
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Starmont Capital Limited

Computation of Net Capital — Part IIA (continued)

Computation of Basic Net Capital Requirement

Part A

11.
12.

13.
14.
15.

16.

17.

19.
20.

21.

Minimum net capital required (6-2/3% of line 19)
Minimum dollar net capital requirement of reporting
broker or dealer and minimum net capital requirement
of subsidiaries

Net capital requirement (greater of line 11 or 12)
Excess net capital (line 10 less 13)

Excess net capital at 1000% (line 10 less 10% of

line 19)

Computation of Aggregate Indebtedness

Total A.L liabilities from Statement of Financial
Condition $16,112

$

1,074

100,000

100,000

61,090

159,479

16,112

Add:
A. Drafts for immediate credit -

B. Market value of securities borrowed for which no
equivalent value is paid or credited -

C. Other unrecorded amounts -

Total aggregate indebtedness

Percentage of aggregate indebtedness to net capital
(line 19 + by line 10)

Percentage of debt to debt-equity total computed in
accordance with Rule 15¢3-1 (d)

0201-0257203

16,112

10%
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Starmont Capital Limited

Computation of Net Capital — Part IIA (continued)

Notes

(A) The minimum net capital requirement should be computed by adding the minimum
dollar net capital requirement of the reporting broker dealer and, for each subsidiary
to be consolidated, the greater of:

1. Minimum dollar net capital requirement, or
2. 6-2/3% of aggregate indebtedness or 2% of aggregate debits if alternative
method is used.

(B) Do not deduct the value of securities borrowed under subordination agreements or
secured demand note covered by subordination agreements not in satisfactory form
and the market values of memberships in exchanges contributed for use of company
(contra to item 1740) and partners’ securities which were included in non-allowable
assets.

(C) For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide
a list of material non-allowable assets.

0201-0257203 1 3
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Starmont Capital Limited

Statement Pursuant to Rule 17a-5(d)(4)
December 31, 2001

There are no differences between the audited Computation of Net Capital included in this
report and the corresponding schedules included in the Company’s unaudited
December 31, 2001 Part ITA FOCUS filing.

0201-0257203 1 4
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Starmont Capital Limited

Statement Relating to Certain Determinations
Required Under Rule 15¢3-3 — Part IIA

December 31, 2001

Computation for Determination of Reserve Requirements
Pursuant to Rule 15¢3-3:

Exemptive Provision

25. If an exemption from Rule 15¢3-3 is claimed, mark the
appropriate rule section with an X:
A. (¥)(1) - Limited business (mutual funds and/or variable
annuities only)

B. (k)(2)(i) - “Special Account for the Exclusive
Benefit of Customers” maintained

C. (k)(2)(ii) — All customer transactions cleared through
another broker-dealer on a fully disclosed basis.
Name of clearing firm Pershing Division of

Donaldson, Lufkin & Jenrette Securities

Corporation.
D. (k)(3) - Exempted by order of the Commission

0201-0257203
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Independent Auditors’ Supplementary
Report on Internal Control

The Stockholders
Starmont Capital Limited

In planning and performing our audit of the financial statements and supplemental
schedules of Starmont Capital Limited (the Company), for the year ended December 31,
2001, we considered its internal control, including control activities for safeguarding
securities, to determine our auditing procedures for the purpose of expressing our opinion
on the financial statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the
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 criteria
stated in Rule 17a-5(g) in making the periodic computations of aggregate indebtedness
(or aggregate debits) and net capital 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 quarterly securities examinations, counts,
verifications, and comparisons; (2) recordation of differences required by Rule 17a-13;
and (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 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 referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC’s above-mentioned criteria. Two of
the criteria of internal control and the practices and procedures are to provide
management with reasonable, but not absolute, assurance that assets for which the

Ernst & Young L. is a member of Ernst & Young International, Ltd.
02010257203 16
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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. Rule 17a-
5(g) lists additional criteria of the practices and procedures listed in the preceding

paragraph.

Because of inherent limitations in internal control or the practices and procedures referred
to above, error or fraud may occur and not be detected. Also, projections of any
evaluation of internal control to future periods are subject to the risk that internal control
may become inadequate because of changes in conditions or that the effectiveness of its
design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in 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 the specific internal control components does not reduce to a
relatively low level the risk that 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 internal control, including control activities for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the criteria 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 meet such criteria 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 criteria.

This report is intended solely for the information and 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 is not intended to be and should
not be used by anyone other than these specified parties.

M& (/L/}

January 8, 2002

201-0257203
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