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'OATH OR AFFIRMATION.

—G. Kevin Fechtmever

swear (or affirm) that, to the

sest of my knowledge and belief the accompanying ﬁnancxal statement and supporting schedules pertaining to the firm of

___The Shattan Group LLC

, as of
December -31 - 20.02

are trite and correct; I fiirther swear. (or affirm) that neither the company

10T any partner, proprietor, principal officer or- director has’'any proprietary interest in- any ‘account classified soley as that of
1 customer, except as follows:

No exceptions

//%

: G. ESTHER SANTOS Chlef Flnanc:Lal Officer
v ‘Notary.Public, State of New: York- Title o
' No. 01SA6008373
Qualified in Queens County

e Sommission Expires June 8, l_Q_

This report** contains '(ého:ck all ‘a;ppli'mﬁle 'l;ons)':r :

BOE D,ﬁuoﬁmnmﬁ@m

(a) Facing page.
(b) .Statément of Financial Condition.
(¢) Statement of Income (Loss). and. l!enbers Equlty, _

. (d) Statement of .Cash Flows. DT
(¢) Statement of Changes in Stockholders Eqmty or Partners or Sole Propnetor s Capntal

(D) Statement of Changes in Liabilities Subordinated to Ciaims ‘of Creditors.
(g) Computation of Net Capital

(h)- Computation for Determination of Resetve: Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or control Reqmrements Under Rule 15¢3-3.

(D A Reconciliation, including appropriate explananon, 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 Recoumhauoxx betwecn the audited and unaudited Statements of Financial Condition with respect to méthods of con-
solidafion.

() An Oath-or Afﬁrmatwn
(m) A copy of the SIPC Supplemental Report

(n) A report dtscnbmg any material inadequacies found to exist or:found to have existed since the:date of the prevnous audit.

**For oonditforis of conﬁdential treatr}zeni of oé;ioin portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS’ REPORT

To the Members
The Shattan Group LLC
New York, New York

We have audited the accompanying statement of financial condition of The Shattan Group LLC as of
December 31, 2002, and the related statements of operations and changes in members’ 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 enumerated above present fairly, in all material respects, the
financial position of The Shattan Group LLC as of December 31, 2002, 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 supplemental information on page 8 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.

%ﬁ%*@w’éélo

New York, New York
February 14, 2003

Independent Member of Baker Tilly International




THE SHATTAN GROUP LLC

Statement of Financial Condition
December 31, 2002

ASSETS
Cash and cash equivalents
Due from SMF Management Company LLC
Investments
Restricted cash
Fixed assets, at cost (net of accumulated depreciation and amortization of $343,232)
Other assets

LIABILITIES
Accounts payable and accrued expenses
Deferred rent cost

Commitments and contingent liabilities

MEMBERS’ EQUITY

See notes to financial statements

$ 1,545,041
272,238
43,843
352,624
907,378
81,241

$ 3,202,365
$ 202,796
135,510
338,306
2,864,059
$_3.202,365




THE SHATTAN GROUP LLC

Statement of Operations and Changes in Members’ Equity

Year Ended December 31, 2002

Revenues:
Advisory fees
Placement fees
Finders fee
Interest and dividend income
Realized loss on investments

Expenses:
Management fees - related party
Salaries and benefits
Occupancy
Professional fees
Depreciation and amortization
Other expenses

Net loss

Members’ equity - January 1, 2002

Members’ equity - December 31, 2002

See notes to financial statements

$ 2,067,456
352,500
100,000

30,609

(138.359)
2,412,206
730,750
658,211
529,450
44,574
156,436
347,519
2,466,940
(54,734)
2.918.793

$ 2,864,059




THE SHATTAN GROUP LLC

Statement of Cash Flows
Year Ended December 31, 2002

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization

Realized loss on investments

Changes in:
Restricted cash
Due from SMF Management Company LLC
Other assets
Accounts payable and accrued expenses
Deferred rent

Net cash provided by operating activities
Cash flows from investing activities:
Fixed asset additions
Investments

Net cash used in investing activities

Net increase in cash and cash equivalents
Cash and cash equivalents - January 1, 2002

Cash and cash equivalents - December 31, 2002

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

See notes to financial statements

$ (54,734)

156,436
138,359

(5.238)

25,916
166,737

(2,433)

7,096

432,139
(8,694)
(2,715)

(11,409)

420,730
1,124,311

$1,545,041

$ 20,000




THE SHATTAN GROUP LLC

Notes to Financial Statements
December 31, 2002

NOTE A - ORGANIZATION AND OPERATIONS

The Shattan Group LLC (the "Company") was organized as a limited liability company to provide private
placement and financial advisory services. Members' personal liability for debts of the Company is limited to the
same extent as shareholders’ liability for corporate debts.

The amended and restated limited liability company agreement requires that the outside investors sell their
interest in the Company upon certain sales by the managing member, SMF Management Company LLC ("SMF"),
which is wholly-owned by the managing directors of the Company. Additionally, SMF has the right to purchase
the outside investors’ interest on February 1, 2005 at fair market value (as defined) provided that the outside
investors have received a 12% annual return on their investment.

The Company does not carry accounts for customers or perform custodial functions related to securities. All
customer transactions will be cleared through another broker-dealer on a fully disclosed basis. Accordingly, the
Company is exempt pursuant to paragraph K(2)(ii) from the Securities and Exchange Commission Rule 15¢3-3.
NOTE B - SIGNIFICANT ACCOUNTING POLICIES

[1] Method of accounting:

The Company recognizes assets, liabilities, revenues and expenses on the accrual method of accounting
for financial statement presentation and on the cash basis for income tax purposes.

The Company earned, as part of fees for services rendered, warrants issued by various clients. These
warrants were issued to the Company, and to the members of the Company in proportion to their ownership
interests and expire through 2010. At December 31, 2002, none of the warrants issued to the Company had
market value.

Nonrefundable fees are recorded in income when received or earned. Other fees are recorded in income at
the closing of each transaction.

[2] Cash and cash equivalents:

The Company considers all highly liquid debt instruments purchased with a maturity of three months or less
to be cash equivalents for purposes of reporting cash flows.

[3] Fixed assets:
Fixed assets are recorded at cost and are being depreciated using the straight-line method over their
estimated economic useful lives for financial reporting purposes and accelerated methods for income tax
purposes.

[4] Investments:

Investments in marketable securities are stated at market value and investments in securities not readily
marketable are stated at fair value as determined by management.




THE SHATTAN GROUP LLC

Notes to Financial Statements
December 31, 2002

NOTE B - SIGNIFICANT ACCOUNTING POLICIES {CONTINUED)
[5] Income taxes:

The Company is a limited liability company and is not subject to Federal and New York State taxation;
however, the members are required to report their share of the Company’s income and loss items on their
individual tax returns. In addition the Company is subject to New York City incorporated business tax, which
amounted to approximately $38,000 for the year ended December 31, 2002. Deferred income taxes are
provided for differences in reporting for financial accounting and income tax purposes.

[6] Use of estimates:
The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America 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 financial

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

NoTE C - FIXED ASSETS

Fixed assets consist of the following:

Estimated
Useful Lives

Computer and office equipment $ 230,670 5-7
Furniture and fixtures 230,772 5
Leasehold improvements 789,168 Life of Lease

1,250,610
Less accumulated depreciation 343,232

$ 907,378

NOTE D - RELATED PARTY TRANSACTIONS

[1] Pursuant to the limited liability agreement the Company pays an annual management fee to SMF for
exclusive management services to the Company. The management fee covers the compensation of the
founding members of SMF. During the year, the Company paid SMF a management fee of $730,750.

[2] The amount due from SMF bears interest at the applicable annual federal rate.



THE SHATTAN GROUP LLC

Notes to Financial Statements
December 31, 2002

NOTE E - COMMITMENTS AND CONTINGENT LIABILITIES
The Company leases office space under an operating lease expiring in November 2010.

Minimum future annual rental payments at December 31, 2002 are as follows:

2003 $ 504,000
2004 521,000
2005 521,000
2006 523,000
2007 535,000
Thereafter 1,537,000

$ 4,141,000

In addition, the Company is responsible for its share of increases in building taxes and operating expenses.
Rent expense for the year ended December 31, 2002 was $529,450.

The Company delivered a letter of credit in the amount of $311,850 as security for the lease. In order to secure
the letter of credit, the Company maintains collateral with the issuer, consisting of restricted cash of $352,624 at
December 31, 2002.

The Company sponsors a defined contribution retirement plan under Section 401(k) of the Internal Revenue Code
that covers substantially all employees. Participant contributions to the plan are voluntary and are subject to
centain limitations. The Company may also make discretionary matching contributions to the plan.

The Company’s contributions to the 401(k) profit sharing plan was $12,445 for the year ended December 31,
2002.

NOTE F - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule 15¢3-1 which
requires maintenance of minimum net capital and that the ratio of aggregate indebtedness to net capital, both as
defined, shall not exceed 15 to 1. At December 31, 2002, the Company had net capital and aggregate
indebtedness of $1,182,000 and $338,000, respectively. The net capital ratio was .286 to 1%. Net capital
exceeded requirements by $1,159,000.
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THE SHATTAN GROUP LLC

Computation of Net Capital Pursuant to SEC Rule 15¢3-1
December 31, 2002

Net capital:

Members’ equity

Nonallowable assets:
Due from SMF Management Company LLC
Investments
Restricted cash
Fixed assets
Other assets

Net capital before haircuts
Haircuts

Net capital
Aggregate indebtedness:

Accounts payable and accrued expenses
Deferred rent

Computation of basic net capital requirement:
Minimum net capital required

Excess net capital

Ratio of aggregate indebtedness to net capital

Reconciliation with Company’s computation (included in Part Il of Form X-17A-5 as of

December 31, 2002):

Net capital, as reported in Company’s Part Il (unaudited) FOCUS report

Decrease in net income:
Realized loss on investments
UBT tax expense
Other

Decrease in nonallowable assets:
Investments
Other

Net capital per above

See notes to financial statements

$ 2,864,059

272,238

43,843
352,624
907,378

81,241

1,657,324

1,206,735

25227

$ 1,181,508

202,796

135,510

$§ 338,306

$ 22554

$ 1,193,086
(138,860)
(13,953)

— (20.636)

(173.449)
138,860

23,011

161.871

$ 1,181,508




Eisner

REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17A-5

To the Members
The Shattan Group LLC
New York, New York

In planning and performing our audit of the financial statements and supplemental schedule of The
Shattan Group LLC (the "Company") for the year ended December 31, 2002, we considered its
internal control, including control activities 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 internal control.

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 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(b) 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 objectives. Two of the objectives of internal control 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 conformity 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 internal control or the practices and procedures referred to above,
error or fraud 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,




Eisner

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 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, 2002, to meet the SEC'’s objectives.

This report is intended solely for the use of management, the SEC, the National Association of
Securities Dealers, Inc., and other regulatory agencies which 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.

ﬁ%ﬂ/ 0. i w@@,éw”

New York, New York
February 14, 2003
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