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. “This report ** contains (check all apphcable boxes)

OATH OR AFFIRMATION

i, . , swear (or affirm) that, to the best of
my kn prd Eaa:$al statement and suppomng schedules pertaining to the firm of

s 8§
of are true and correct. I further swear (or affirm) that

neither the company nor any parter, proprietor, prmcmal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

SUBSCR]BED AND SWORN TO BEFORE ME

m»sﬁ. oAy op A lee 2008
sy DERpE M. LT

" Notary Public

(a) . Facing Page,

(b) Statement of Financial Condmon

(c): Stafement of. Income (Loss): ” -

(d) Statément of Changes.in Fmanclal C:ondztmn '

(e) Statement of Changes in Stackholiders’” Equzty or Panners’ or Sole Propnetors Capnal .

(f) Statement of Changes in Liabilities: Subordmaied 10 Claims. of Crednors ol

(8} Computanon of Net Capitat.  ~ =7

(h) Computation for Determination of Reserve Reqmremems Pu:suant to Rule 15¢3-3.

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

(i} A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 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 methads of
consolidation.

(I} An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

-

ooo o unnanahﬁmn

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Members of
Instream Partners, LLC

In planning and performing our audit of the financial statements and
supplemental schedules of Instream Partners, LLC (Instream), 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 consolidated
financial statements and not to provide assurance on internal control.

’u-“Allsom, as. requiré& by rule 17a-5(g)(1) of the Securities and Exchéﬁgé e

* Commission (SEC), we have made a study of the practices.’and procedures«+: = -
.followed by, Instream, mcludmg tests of such practlces and procedures that we .
- considered. relevant to the objectives- stated in rule. 17a-5(g) sins-making.- the 1%
penodlc computatlons of aggregate 1ndebtedness (or aggrega.te deb1ts) and net ..
capital under” A ;
- éxemptive provis

$

......

,ns of rule 15c3 3, Because ,tream does not ca.rry ‘Seciirities
accounts for customers. or pcrfonn custod1a1 functions rclatmg to customer
securities, we did not review the practices and procedures followed by Instream
in any of the following:

1. Making quarterly 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 Instream 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 Instream 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 generally accepted accounting principles. Rule

20N Califarnia Street Amd Flanr o San Franctsen (CA Q4111 » Phnne- 415 364 ARRA » Fav: 415 204 NRRQ




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 oceur and not be detected. Also, projection of any evaluation of
them to future penods is subject to the risk that they may become inadequate because of
changes in ¢onditions or that the effectlveness of their des1gn and operation may deteriorate.

Our consideration of internal co‘ntrol would not necessarily disclose all matters in internal
controf 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 pérforming their asmgncd functions. However, we noted no

matters involving internal control, mcludmg dontrol activities for safeguardmg secuntles, that e v e

‘- 'we consxder to be matena] Weakn&es&e as deﬁned above

o )tw

d.?procedures that do not accornphsh such obJectwes 1n all matenal res'_ :

. . material madequacy for’ such purposes. Based on this understandmg and on' ou:' study, we'
" ‘believe that Instream's practices and procedures were adequate at December 31, 2002, to theet
" the SEC's objectwes

This report is intended solely for the information and use of the members, 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. .

%ﬁry ?ﬁom Lé/”

’ San Francisco, California
February 28, 2003 -




3

?NANCIAL STATEMENTS -
x»Yea.rs Ended December 31, 2002 and 2001




' - Clare Chapman Storey & Bowen ip

JoserPH
CLARE

CPA
415.394.0881

RicHarD B,
CHAPMAN
CPA
415.394.0884

JEFFERY T,
STOREY

CPA
415.394.0882

DaNEL ],
Bowen

CPA
415.394.0883

RICHARD

Laurence
. CPA” ‘

) © 415.394.0280

Member Firm

With offices in
principal cities
worldwide.

. amounts. ‘and’ dlsclosures in the. financial st'atements An audlt also mcludes assessing the. ¢
- accounting pnncxples used and 51g1uﬁcant ;estlmates made by management as wellas:
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INDEPENDENT AUDITOR’S REPORT

To the Members
Instream Partmers, LLC

We have audited the accompanying statement of financial condition of Instream Partners,
LLC (Instream), a California limited liability company, as of December 31, 2002 and
2001, and the related statement of income, changes in members’ equity, and cash flows for
the years then ended that you afe filing’ pursuant to.rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of Instream’s .
management. Qur responsibility is to express an opinion on these ﬁnanc.lal statements
based on our audits. SRR

{We conducted our audit in accordance with auditing standards generally accepted.in the: © .. - |

United States. - Those standards require that we plan‘ and perform the audit:to .obtain.:.

: reasonable assurance _about:- whether the ﬁnanc:at . staterhents: are. ﬁ'ee ofmmatenal LRaTANG 2

.mlsstatement An audtt mcludes examlmng, on: a test bas1s, ewdence supponmg“-thr;.
evaluating the overall financial statement prcsentatmn We believe that our audit prov1des
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 Instream Partners, LLC as of December 31, 2002 and

.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 conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules I, II, III, 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 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, -

%m O{@W,&ﬁwjt @M,L(f

San Francisco, California
February 28, 2003

200 California Steet, 3rd Floor « San Francisco, CA 94111 » Phone: 415.394.0880 « Fax: 4]5.394.0889
Email: info @clarecpa.com . .




INSTREAM PARTNERS, L1LC
STATEMENTS OF FINANCIAL CONDITION

December 31, 2002 and 2001
2002 200]
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 107,888 § 99,753
Receivables from customers . - 80,833
Other receivable 23,943 23,943
Other current assets ‘ 6,543 800
TOTAL CURRENT ASSETS 138,374 205,329
Property and equipment, net | T 1,057 17,567
Deposits o R _ 12594 . -

. 162,025 - -

Members' equity 157,589 219,121
§ 162,025 $__222.39%

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

.2.




INSTREAM PARTNERS, LLC
STATEMENTS OF INCOME
Years Ended December 31, 2002 and 2001

2002 2001
INCOME }
Consulting fees $ 478475 $ 465,467
Dividend income 17 3,562 '
QOther income 39,882 46,679
518',374 515,708
EXPENSE
Salaries 362,913 347,962
Payroll taxes and related expense 31,108 29,608
Employee benefits 47,269 37,427
Rent 100,107 133,592
Consultants , 34,564 40,344
Office expense o . 74,597
- Travel e o L 13,545
 Professionalfees - 30,003 -
. .‘;;:.Autq_m‘oblle - : ' : ; ; 5 195‘_,_ N
" Telephone. ;10,435 -
¢ .- Depreciation - ‘ . 6 510;”,
-+ Mealsand entertamment R S e 13,902
.- Computercosts ' = - - 5407 -
* Business and LLC taxes 3495 7
Dues and subscriptions 7,697
Miscellaneous 3,158
749,906 702,487
NET LOSS $ (231,532) $ (186,779

The accompanying notes are an integral part of these financial statements,
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INSTREAM PARTNERS, LL.C
STATEMENTS OF CHANGES IN MEMBERS' EQUITY
Years Ended December 31, 2002 and 2001

Member A Member B Total

Balance at January 1, 2001 $ 160,374 & 80,187 § 240,561

Net loss (141,253) (45,526) (186,779)
Contributions 200,000 - 200,000
Withdrawals - (34,661) (34,661)
Balance at December 31, 2001 219,121 - 219,121

Net loss (231,532) - (231,532)
Contfributions ‘ ‘ 170,000 .. _ 170,000
Withdrawals - .. . S - -t -
Balance st December 31,2002 -~ § 157589 § - oo§ 157,589 -

The accompanying notes are an integral part of these financial statements.
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INSTREAM PARTNERS, LLC
STATEMENTS OF CASH FLOWS
Years Ended December 31, 2002 and 2001

2002 2001
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (231,532) § (186,779)
Adjustments to reconcile net loss to net cash
provided by operating activities:
Depreciation , 6,510 8,475
(Increase) decrease in:
Receivables 80,833 (89,076)
Other current assets (5,743) (800)
Deposits* - (12,594) -
Increase (decrease) in:
Accounts payable and accrued expenses 661 (1,026)
' ' NET CASH USED BY
OPERATING ACTIVITIES - (161,865) (269,206)
CASH FLOWS FROM INVESTING ACTIVI'I'[ES o | .7
Capttal expendxtures P ' - L i(2,602):
| | NET CASH USED BY L R
N T II‘«IVESTII\IGACTIVI'IIESE- " (2,602) .
U CASH FLOWS FROM FINANCING ACTIVITIES 70 0 ok e
Contributed capital S .. 170,000 ~ 200,000
Distributions - (34,661)
NET CASH PROVIDED BY
FINANCING ACTIVITIES 170,000 165,339
NET DECREASE IN CASH 8,135 (106,469)
CASH AT BEGINNING OF YEAR 99,753 206,222
CASHATENDOFYEAR § 107,888 $ 99,753

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

-5




SR Cash and Cash Eguwalcnt B

INSTREAM PARTNERS, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

NOTE A -SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Instream Partners, LLC (the Company) began operations in 2000 and is headquartered in San
Francisco, California. The Company, which provides investment banking services, focuses on
middle market growth companies, and is a member of the National Association of Securities
Dealers (NASD).

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
- amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the
reported revenues and expenses in the financial statements and accompanymg notes Actual'
results could differ from those esnmates N SR R

1

s
fa

H Cash and‘“cash equwalents are investments-in mterest-beanng mstruments__ &1'*orrg1nai'w et |

maturities of three months or less. . .. . - . e TAmTRLOL Do vtk

Dggrematlon

It is the Company policy to capitalize all expenditures for equipment and furniture in excess of
$100 and these fixed assets are stated at cost. Depreciation is calculated using the straight-line
method over the estimated useful lives of 3 to 7 years,

Revenue Recognition

The Company earns fees from providing merger-and-acquisition and financial restructuring
advisory services and recognizes the revenue from these services as eamned on a pro rata basis
over the term of the contract.

Income Taxes

The financial statements do not include a provision for income taxes because the limited liability
company does not incur federal or state income taxes. Instead, its earnings and losses are
included in the members’ personal income tax returns and are taxed based on their personal tax
strategies.




INSTREAM PARTNERS, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

Profit and Loss Allocation

Profits, generally, are allocated among Members in proportion to their respective percentage
interest until the cumulative profits are equal to the cumulative losses allocated among Members
for all prior periods and, thereafter, among the Members in proportion to their percentage
interests. Losses are allocated amongst Members in proportion to their percentage interests,
except that losses may not be allocated to a Member to the extent that such allocation would
cause the Member to have an adjusted capital account deficit or would increase such person’s
adjusted capital account deficit. Losses that are not allocated to a Member because of this
limitation must be allocated to the Members to whom this limitation does not apply in proportion
to their percentage interests.

NOTE B-RECEIVABLES

Receivables consists of amounts. owed. by customers. Management believes: these aretfull ok
collectible and, as a result, no allowance for doubtful accounts has been estabhshed e I '

<.~ NOTE C PROPERTY AND EQUIPMENT G ey s LD B DERAE Y
T Property and. eqmpment at December 31 2001 cons1sts of the followwg L 4“’
Furniture and fixtures - R O R A R $ 14942
Computer and equipment BIPTOR ' T 19,020
Total property and equipment 33,962
Less accurmulated depreciation and amortization ' (22,905)
Property and equipment, net b 11,057

NOTE D - COMMITMENTS AND CONTINGENCIES

The Company leases office space under a nonca.nceléble sublease through November 2003. The
following is a schedule by year of future minimum payments required under this lease as of
December 31, 2002:

Year BEnding December 31:
2003 3 35,146

$ 55146

Rent expense for the years ended December 31, 2002 and 2001 were $100,107 and $133,592,
respectively.




INSTREAM PARTNERS, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2002 and 2001

NOTE E - CONCENTRATIONS OF CREDIT RISK

The Company maintains its cash balances in one financial institution located in Northemn

California. Certain accounts at this institution are insured by the Federal Deposit Insurance
Corporation up to $100,000. At December 31, 2002 and 2001, the Company s uninsured cash
balances totaled $7,784 and $2,010, respectively.

NOTE F - PENSION PLAN

The Company sponsors a cash balance 401(k) plan. Employees may elect to contribute to this
plan, up to 25% of their compensation, limited to the maximum amount allowed by law. The
Company may, but is not required to, make a matching contribution to the plan on behalf of the
employees. No matching contributions were made in 2002 or 2001.

NOTE G- NET CAPITAL REQUIREMENT

The Company is subJect to thc Secuntles and Exchange Commmsxon Umform Net Capltal Rule..
(SEC rule 15¢3-1(a)(2)(vi)); which -requires. the 'maintenance ;of: minimury: et .capitaland .
requires the ratio of aggregate indebtedness to net capital, both as defined, shall notexteed:15:to*
.71 At December 31;:2002, 'the Company had ‘net; capital of-$103,450, which-was e598”4‘56)’ in:
excess of i its reqmred net capital of §5, 000 The Company s net capxtal ratlo was:0.04.t0. L. s

NOTE H- MEMBERS’ EQUITY . movrm.ovd

As of December 31, 2002, the Company consists of onc member. During 2002, Samantha
Lincoln withdrew from the LLC. At the time of Samantha Lincoln’s withdrawal, her capital
account was at zero. At inception, Christopher Allick (Member A) purchased 200 units and
Samantha Lincoln (Member B) purchased 100 units valued at $800 each. During the year ended
December 31, 2002, the Company authorized and issued 25 preferred units valued at $10,000
each that were purchased by Christopher Allick. These units are available for repurchase by the
Company at the original value within a one year period begimming August 2003 (10 units) and
December 2003 (10 units).

-“\."}'. S o
: L FELR R
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INSTREAM PARTNERS, LLC

SCHEDULE I
December 31, 2002 and 2001
Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission
2002 2001
Net capital .
Total members' equity $ 157,589 $ 219,121
Deductions:
Nonallowable assets:
Receivables 23,943 104,776
Furniture and equipment 11,057 17,567
Other assets 19,137 800
: Capital before haircuts 103,452 95,978
- Haircuts . 2 e 40
Net capital 103,450 95,938
Requxred net capltal under Rule 15c3 1 subpara (a)(2)(v1) e 5 ,000 s 5,000 .. -
SIS T Excessmetapital. . "98 450'-"“'?3"-.43‘*Q:.'-‘.’@j,Q—SS,
Reconciliation w1th compa.nys computatxon S U PR PIN I
Net capital, as reported by Company § 105,924 $ 93,399
Audit adjustment to record prepaid assets 6,514 -
Audit adjustment to reclassify expense 9,552) -
Audit adjustment to record accrued liabilities (4,436} (2,461)

Excess net capital $ 08,450 $ 90,938

-10-




INSTREAM PARTNERS, LLC
SCHEDULES II through IV
December 31, 2002 and 2001

Schedule I
Computation for Determination of Reserve Requirements Under
Rule 15¢3-3 of the Securities and Exchange Commission

Instream Partners, LLC is exempt from this requirement as they do not carry securities accounts
for customers or perform custodial functions relating to customer securities.

Schedule IIX

Information Relating to Possession or Control Requirements Under
Rule 15¢3-3 of the Securities and Exchange Commission

Instream Partners, LLC is exempt from this requirement as they do not carry securities accounts
for customers or perform custodial functions relating to customer securities.

;L Schedule v o
. Schedule of Segregatlon Reqmrements and Funds in Segregation for e
Customers’ Regulated Commodity Futures and Options Accounts B G
]nstream Partners LLC 1s excmpt from thls requlrcmcnt as thcy do not carry sccunue% accounts K s A ¥
: for customers or perform custochal functions relating:to customer secunhes

‘v.:'5“>,(‘v |
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