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OATH OR AFFIRMATION

1, Todd M. Ficeto swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
VMR Capital Markets US - as of
December 31, 192991 | 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 soley as that of
a customer, except as follows:

d\_, 1
SU\\OS(KNJQC{ Yo OUV\& Suderw \beﬁb‘(‘" e own | President —Y

vac:\/\ g_g § Q_OU;- -

\ /'é ot . A . .
Notary Public
b CHRISTINE McCAING

COMM. # 1228588 )
NOTARY PUBLIC-CALIFORNIA!

LOS ANGELES COUNTY
COMM. EXP, JULY 11, 20033

Titke

o

Tkus report** contains (check all apphcablc boxes):

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statemenmt of Income (Loss).

(d) Statement of Changes in Financial Condition.

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

() Suatement of Changes in Liabiliues Subordinated to Claims of Creditors.

(g} Computauon of Net Capital

(h) Computauon for Determination of Reserve Requirements Pursuznt to Rule 15¢3-3.

(1} Informanon Relaung to the Possession or control Reguirements Under Rule 15¢3-3.

(i) A Reconchation, including appropnate explanation, of the Computation of Net Capital Under Rule 15c3-1 and the
Computauon for Determunation of the Reserve Requurements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliauon between the audited and unaudited Statements of Finanaial Condition with respect to methods of con-
sobdauon.

(I} An Qath or Affirrnation.

{m)A copy of the SIPC Supplemental Report.

(n} A report describing any matenal inadequaciss found 10 exist or found to have existed since the date of the previous audit.

AERTSYRRRINERASERNS!

(!

et

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(ej(3).
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

- To the Board of Directors
VMR Capital Markets, U.S.

We have audited the accompanying statement of financial condition of VMR Capital Markets, U.S.
as of December 31, 2001, and the related statements of income, shareholders' equity, and cash
flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. 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 evaluating the overall financial statement
presentation. We believe that our audit provides 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 VMR Capital Markets, U.S. 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 forming an opinion on the basic financial statements

taken as a whole. The information contained in Schedules |, Il, ll}, and IV 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 of the Securities Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied in our 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 whaole.

SINGER LEWAK GREENBAUM & GOLDSTEIN LLP

Los Angeles, California
February 8, 2002
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VMR CAPITAL MARKETS, U.S.

STATEMENT OF FINANCIAL CONDITION
December 31, 2001

ASSETS
Assets
Cash and cash equivalents $ 1,288,889
Due from clearing broker 24,731
Securities owned, at market value 153,500
Deposit with clearing broker 35,000
Officer advance 300,000
Prepaid expenses and other assets 20,347
Property and equipment 28,712
Total assets $ 1,851,179
LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities
Accounts payable $ 77,522
Accrued commissions and salaries 28,312
Securities sold, but not yet purchased, at market value 250
Note payable - shareholder 120,000
Other liabilities 27,368

Total liabilities 253,452

Commitments

Shareholders' equity
Common stock, no par value

10,000 shares authorized
4,000 shares issued and outstanding 2,000
Additional paid-in capital 2,368,769
Accumulated deficit (773,042)
Total shareholders’ equity 1,697,727
Total liabilities and shareholders’ equity $ 1,851,179

The accompanying notes are an integral part of these financial statements.
2
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VMR CAPITAL MARKETS, U.S.

STATEMENT OF INCOME
For the Year Ended December 31, 2001

e L
Revenues
Commissions $ 1,109,524
Principal transactions A 247,113
Corporate finance fees 318,026
Interest 95,194
Total revenues 1,769,857
Expenses
Commissions 345,622
Employee compensation and benefits - 370,054
Professional fees 350,021
Clearance fees 466,355
Occupancy 186,271
Quotation fees 105,422
Travel and entertainment 225,406
Depreciation 22,018
Other operating expenses 282,384
Total expenses 2,353,553
Loss from operations (583,696)
Other income (expense)
Other income 28,234
Loss on disposal of property and equipment (34,465)
Total other income (expense) , (6,231)
Loss hefore provision for income taxes (589,927)
Provision for income taxes 800
Net loss $ (590,727)

The accompanying notes are an integral part of these financial statements.
3
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VMR CAPITAL MARKETS, U.S.

STATEMENT OF SHAREHOLDERS' EQUITY
For the Year Ended December 31, 2001

Additional :
Common Stock Paid-In  Accumulated
Shares Amount Capital Deficit Total
Balance, December
31, 2000 4000 $ 2000 $1,368,769 $ (182,315) $1,188454
Contributed capital 1,000,000 1,000,000
Net income (590,727) (690,727)
Balance, December
31, 2001 4000 & 2,000 $ 2,368,768 $ (773,042) $ 1,597,727

The accompanying notes are an integral part of these financial statements,

4
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VMR CAPITAL MARKETS, U.S.

STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2001

- -

Cash flows from operating activities
Net loss $ (590,727)
Adjustments to reconcile net loss to net cash
used in operating activities

Depreciation 22,018
Loss on disposal of property and equipment 34,465
Note payable issued in legal settlement 120,000
(Increase) decrease in
Due from clearing broker 84,253
Securities owned, at market value (70,909)
Prepaid expenses and other assets (4,100}
Decrease in
Accounts payable (35,022)
Accrued commissions and salaries (192,966)
Securities sold, but not yet purchased, at market value (19,407)
Other liabilities (23,025)
Net cash used in operating activities (675,420)

Cash flows from investing activities

Purchase of property and equipment (1,620)
Net payments to related parties (300,000)
Net cash used in investing activities (301,820)

Cash flows from financing activities

Proceeds from contributed capital 202,383
Net cash provided by investing activities 202,383

Net decrease in cash (774,657)

Cash, beginning of year 2,063,546
Cash, end of year $ 1,288,889

Supplemental schedule of non-cash investing and financing activities
During the year ended December 31, 2001, a promissory note with an affiliate in the
amount of $797 617 was paid off through contributed capital.

The accompanying notes are an integral part of these financial statements.
5
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VMR CAPITAL MARKETS, U.S.

NOTES TO FINANCIAL STATEMENTS
December 31, 2001

——— P U A —

NOTE 1 - ORGANIZATION AND LINE OF BUSINESS

VMR Capital Markets, U.S. (the "Company"), a California corporation, was organized in
May 1995, The Company is a registered broker and dealer of securities under the
provisions of the Securities Exchange Act of 1934 and is a member of the National

Association of Securities Dealers, Inc. (the "NASD"). The Company conducts business

as an introducing broker/dealer and provides brokerage and corporate finance services
to retail and institutional clients from its office in Los Angeles, California.

The Company is engaged in investment banking activities which includes accessing
funds for private and public companies through private placements of debt and equity

and initial public offerings. The Company also represents business owners and

acquirers in business valuations and merger and acquisitions of business entities.

The Company has an agreement (the "Agreement”) with a clearing broker (the "Clearing
Broker") to ciear securities transactions, carry customers' accounts on a fully disclosed
basis, and perform certain record keeping functions. Accordingly, the Company is
exempt from reserve requirements under provisions of Securities and Exchange
Commission ("SEC") Rule 15¢3-3(k)(2)(ii).

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Security Transactions

Securities transactions along with related revenues and expenses are recorded on a
trade date basis. Securities owned and securities sold, but not yet purchased are valued
at market value.

Principal Transactions
Revenues from principal transactions represented net trading gains (losses) on equity
securities at December 31, 2001.

Comprehensive Income

The Company utilizes Statement of Financial Accounting Standards ("SFAS") No. 130,
"Reporting Comprehensive Income." This statement establishes standards for reporting
comprehensive income and its components in a financial statement, Comprehensive
income as defined includes all changes in equity (net assets) during a period from non-
owner sources. Examples of items to be included in comprehensive income, which are
excluded from net income, include foreign currency translation adjustments and
unrealized gains and losses on available-for-sale securities. Comprehensive income is
not presented in the Company’s financial statements since the Company did not have
any of the items of comprehensive income in any period presented.

09
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VMR CAPITAL MARKETS, U.S.

NOTES TO FINANCIAL STATEMENTS
December 31, 2001

i _ Ry —— P — - —

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Company considers all highly liquid
investments purchased with original maturity of three months or less to be cash
equivalents.

Due from Clearing Broker
The due from clearing broker balance at December 31, 2001 is comprised of unsettled‘
principal transactions. :

Deposit with Clearing Broker
The Company maintains a deposit with the clearing broker to satisfy the requirements
under its clearing agreement. At December 31, 2001, the entire balance was held as
cash in a brokerage account.

Securities Owned and Sold, but Not Yet Purchased
Securities owned and sold, but not yet purchase consisted of equity securities at quoted
market prices at December 31, 2001.

Property and Equipment
Property and equipment are stated at cost. Depreciation is provided using the straight-
line method over estimated useful lives of three to seven years.

Income Taxes

The Company is taxed under sections of the federal and Califomia income tax laws
which provide that, in lieu of corporation income taxes, the members separately account
for their pro rata share of the Company's items of income, deductions, losses, and
credits. The provision for state income taxes represents the statutory California and
Texas franchise taxes applicable to limited liability companies.

Estimates

The preparation of financial statements requires management to 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 financia! statements and the reported
amounts of revenue and expenses during the reporting period. Actual resuits could
differ from those estimates.
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VMR CAPITAL MARKETS, U.S.

NOTES TO FINANCIAL STATEMENTS
December 31, 2001

e —

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

Recently Issued Accounting Pronouncements

in June 2001, the Financial Accounting Standards Board (*FASB") issued SFAS No.
141, “Business Combinations.” This statement addresses financial accounting and
reporting for business combinations and supersedes Accounting Principles Bulletin
(*APB") Opinion No. 16, “Business Combinations,” and SFAS No. 38, “Accounting for
Pre-Acquisition Contingencies of Purchased Enterprises.” All business combinations in
the scope of this statement are to be accounted for using one method, the purchase
method. The provisions of this statement apply to all business combinations initiated
after June 30, 2001. Use of the pooling-of-interests method for those business
combinations is prohibited, This statement also applies to all business combinations
accounted for using the purchase method for which the date of acquisition is July 1,
2001 or later. The Company does not expect adoption of SFAS No. 141 to have a
material impact, if any, on its financial position or results of operations.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets.”
This statement addresses financial accounting and reporting for acquired goodwill and
other intangible assets and supersedes APB Opinion No. 17, “Intangible Assets.” |t
addresses how intangible assets that are acquired individually or with a group of other
assets (but not those acquired in a business combination) should be accounted for in
financial statements upon their acquisition. This statement also addresses how goodwill
and other intangible assets should be accounted for after they have been initially
recognized in the financial statements. It is effective for fiscal years beginning after
December 15, 2001. Early application is permitted for entities with fiscal years
beginning after March 15, 2001, provided that the first interim financial statements have
not been issued previously. The Company does not expect adoption of SFAS No. 142
to have a material impact, if any, on its financial position or results of operations.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement
Obligations.” This statement applies to legal obligations associated with the retirement
of long-lived assets that result from the acquisition, construction, development, and/or
the normal operation of Jong-lived assets, except for centain obligations of lessees,
The Company does not expect adoption of SFAS No. 143 to have a material impact, if
any, on its financial position or results of operations.
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VMR CAPITAL MARKETS, U.S.

NOTES TO FINANCIAL STATEMENTS
December 31, 2601

———— i Ut ]

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Recently lssued Accounting Pronoungcements (Continued)

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” This statement addresses financial accounting and
reporting for the impairment or disposal of long-lived assets. This statement replaces
SFAS No. 121, “Accounting for the impairment of Long-lived Assets and for Long-Lived
Assets to be Disposed of,” the accounting and reporting provisions of APB No. 30,
“Reporting the Results of Operations - Reporting the Effects of Disposal of a Segment of
a Business, and Extraordinary, Unusual, and Infrequently Occurring Events and
Transactions,” for the disposal of a segment of a business, and amends Accounting
Research Bulletin No. 51, “Financial Statements,” to eliminate the exception to
consolidation for a subsidiary for which control is likely to be temporary. The Company
does not expect adoption of SFAS No. 144 to have a material impact, if any, on its
financial position or results of operations.

NOTE 3 - NET CAPITAL REQUIREMENTS

The Company is subject to the SEC's Uniform Net Capital Rule (Rule 156-1), which
requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, must not exceed 15 to 1. At
December 31, 2001, the Company had net capital of $1,223,672, which was $1,123,672
in excess of the required net capital. The Company's aggregate indebtedness to net
capital ratio was 0.20 to 1 at December 31, 2001,

NOTE 4 - OFF-BALANCE SHEET RISK

As a part of its normal brokerage activities, the Company sells securities not yet
purchased ("short sales") for its own account, The establishment of short positions
exposes the Company to an off-balance sheet market risk in the event prices increase,
as the Company may be obligated to acquire the securities at prevailing market prices.
The Company is a market maker for public corporations representing a variety of
industries. The Company selects companies in which it makes a market based on a
review of the current market activity and also to facilitate trading activity of its own
clients. Market making activities may result in concentrations of securities, which may
expose the Company to additional off balance sheet risk.
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VMR CAPITAL MARKETS, U.S.
NOTES TO FINANCIAL STATEMENTS
December 31, 2001

R Rp— ——— — ——

NOTE 4 - OFF-BALANCE SHEET RISK (Continued)

In the normal course of business, the Company executes, as agent or principal,
transactions on behalf of customers. If the transactions do not settle because of failure
to perform by either the customer or the counter-party, the Company may be obligated
to discharge the obligation of the non-performing party and, as a result, may incur a loss
if the market value of the securities are different from the contract amount of the
transaction. The Company does not anticipate nonperformance by customers or
counter-parties in the above situation. The Company's policy is to monitor its market
exposure and counter-party risk. [n addition, the Company has a policy of reviewing, as
considered necessary, the credit standing of each customer with which it conducts
business. In addition, the Company is subject to credit risk if the clearing broker is
unable to repay the balance in the Company's accounts.

NOTE & - OFFICER ADVANGE
On August 20, 2001, the Company entered into a promissory note agreement with the
President of the Company. The promissory note is in the amount of $300,000, is non-
interest-bearing, and is due on August 20, 2003,

NOTE 6 - PROPERTY AND EQUIPMENT

Property and equipment at December 31, 2001 consisted of the following:

Furniture and fixtures $ 7,432
Office equipment .. 84083
91,515

Less accumulated depreciation 62,803
Total $ 28,712

Depreciation expense was $22,018 for the year ended December 31, 2001, During the
year ended December 31, 2001, the Company disposed of property and equipment with
a net book value of $34,465 and recorded a loss on disposal in the amount of $34,465,

NOTE 7 - NOTE PAYABLE - SHAREHOLDER

Note payable - shareholder at December 31, 2001 in the amount of $120,000
represented the remaining balance of a $320,000 legal settlement the Company entered
into on August 22, 2001. The note payable bears interest at 10% per annum, and
principal and accrued interest are due on August 22, 2002.

10
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VMR CAPITAL MARKETS, U.S.
NOTES TO FINANCIAL STATEMENTS
December 31, 2001

e S T

NOTE 8 - COMMITMENTS

| eases

The Company leases office facilities and office equipment under non-cancelable
operating leases, which expire through October 2007. Future minimum lease payments
under these non-cancelable operating leases as of December 31, 2001 were as follows:

Year Ending
December 31,

2002 $ 184,167
2003 210,470
2004 210,470
2005 210,470
20086 210,470
Thereafter 210470

Total $_ 1,236,517

Rent expense was $186,271 for the year ended December 31, 2001.

NOTE 8 - INCOME TAXES

The following table presents the current income tax provision for federal and state income
taxes for the year ended December 31, 2001:;

Current
Federal $ -
State 800
Total $ .. 800

The provision for income taxes differs from the amount that would result from applying the
federal statutory rate for the year ended December 31, 2001 primarily due to net
operating losses and state income taxes.

11
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VMR CAPITAL MARKETS, U.S.
NOTES TO FINANCIAL STATEMENTS
December 31, 2001

e
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NOTE 9 - INCOME TAXES (Continued)

The components of the deferred income tax assets (liabilities) for the year ended
December 31, 2001 were as follows:

Settlement fees $ 48,000
State taxes {46,000)
Net operating loss carryforwards 511,000
513,000

Valuation allowance 513,000
Total $ .. -

NOTE 10 - TRANSACTIONS WITH SHAREHOLDER

The Company and a shareholder are disputing the character of the receipt of
$1,000,000 by the Company on June 1, 2001. The Company's cantention is that the
shareholder has made a capital contribution and has recorded the receipt as such. The
shareholder believes this is a loan to the Company. Either party has not commenced
litigation proceedings. No adjustment has been made to the financial statements
pending resolution of this uncertainty.

During the year ended December 31, 2001, the Company paid $190,824 in consulting
fees to a shareholder for investment advisory services.

NOTE 11 - SUBSEQUENT EVENT

On January 1, 2002, the Company entered into a promissory note agreement with the
President of the Company. The promissory note is in the amount of $150,000, is non-
interest-bearing, and is due on January 1, 2004.

12
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VMR CAPITAL MARKETS, U.S.

SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
AND RECONCILIATION WITH COMPANY'S COMPUTATION

(Included in Part |l of Form X-17A-5 as of December 31, 2001)

Computation of net capital

Total members' equity from statement of financial condition $ 1,597,727
Deductions
Non-allowable assets
Officer advance 300,000
Prepaid expenses and other assets 20,347
Property and equipment 28,712
Total deductions 349,059

Net capital before hairéuts on securities positions

(tentative net capital) ‘ 1,248,668

Haircuts on securities
All other securities (24,996)
Net capital $ 1,223,672

Aggregate indebtedness

Accounts payable $ 77,622
Accrued commissions and salaries 28,312
Securities sold, but not yet purchased, at market value 250
Note payable - shareholder 120,000
Other liabilities 27,368

Total aggregate indebtedness $ 253,452

Computation of basic net capital requirement
Minimum net capital, the greater of $100,000 or 6.3% of

aggregate indebtedness $ 100,000

. Excess net capital $ 1,123,672
Excess net capital at 1,000% $ 1,198,327
Ratio of aggregate indebtedness to net capital 0.20 to 1

The accompanying notes are an integral part of these financial statements.
13
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VMR CAPITAL MARKETS, U.S.

SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
AND RECONCILIATION WITH COMPANY'S COMPUTATION

(included in Part Ii of Form X-17A-6 as of December 31, 2001)

Reconciliation with the Company's computation (included
in Part Il of Form X-17A-5 as of December 31, 2001)
Net capital, as reported in the Company's Part Il

(unaudited) FOCUS report $ 1,378,583
Settlement fee . (120,000)

Legal expenses (19,814)
Loss on disposal of property and equipment (34,465)

Other adjustment 19,368

Net capital $ 1,223,672

The accompanying notes are an integral part of these financial statements.
14
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VMR CAPITAL MARKETS, U.S.

SCHEDULE Il - COMPUTATION FOR DETERMINATION OF
RESERVE REQUIREMENTS UNDER RULE 15¢3-3 OF

THE SECURITIES AND EXCHANGE COMMISSION

18

December 31, 2001

e ————— R ———— R,

Not applicable

The accompanying notes are an integral part of these financial statements.
15
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VMR CAPITAL MARKETS, U.S.

SCHEDULE il - INFORMATION RELATING TO POSSESSION
OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3 OF
THE SECURITIES AND EXCHANGE COMMISSION
December 31, 2001

- A A

Not applicable

The accompanying notes are an integral part of these financial statements.
16
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VMR CAPITAL MARKETS, U.S.

SCHEDULE |V - SCHEDULE OF SEGREGATION REQUIREMENTS
AND FUNDS IN SEGREGATION FOR CUSTOMERS' REGULATED
COMMODITY FUTURES AND OPTIONS ACCOUNTS

December 31, 2001

Not applicable

The accompanying notes are an integral part of these financial statements.
17
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VMR CAPITAL MARKETS, U.S.

SCHEDULE IV - SCHEDULE OF SEGREGATION REQUIREMENTS
AND FUNDS IN SEGREGATION FOR CUSTOMERS' REGULATED
COMMODITY FUTURES AND OPTIONS ACCOUNTS

December 31, 2001

Not applicable

The accompanying notes are an integral part of these financial statements.
17




