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OATH OR AFFIRMATION

I, Gregory Bartko, swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statement and supporting schedules pertaining to the firm of Capstone Partners, L.C., as of
December 31, 2003, are true and correct. I further swear (or affirm) that neither the company nor any
shareholder, proprietor, principal officer or director has any proprietary interest in any account classified
solely as that of a customer, except as follows:

None

/] _
L)
() / Signature

(Chif Execohve dzpv(“qé

Title

Denise B. Featherstone

Notary Public
This report ** contains (check all applicable boxes): D ekaIb Cou nty G eOfgla

(a) Facing page.

|

1 (b) Statement of Financial Condition.

M (c¢) Statement of Income (Loss).

M (d) Statement of Cash Flows.

M (e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

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

M (g) Computation of Net Capital.

M (h) Computation of Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

& () 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.

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

QO 0O

* ** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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P KF 2020 Camino del Rio North
Suite 500

Certified Public Accountants San Diego, CA 92108

A Professional Corporation
INDEPENDENT AUDITORS’ REPORT Telephone (619) 238.1040
Telefax (619) 237.5177

www.pkfsandiego.com

Member of
Capstone Partners, L.C.

We have audited the accompanying statements of financial condition of Capstone Partners, L.C.
(the “Company”) as of December 31, 2003 and 2002 and the related statements of operations,
member’s capital, and cash flows for the years 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 audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits 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 audits provide 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 Capstone Partners, L.C. as of December 31, 2003 and 2002 and the results
of its operations and its cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

The accompanying financial statements have been prepared assuming that the Company will
continue as a going concern. As discussed in Note 3 to the financial statements, the Company has
suffered a loss from operations during the current year and has limited operating revenues. These
conditions raise substantial doubt about the Company’s ability to continue as a going concern.
Management'’s actions in regard to these matters are described in Notes 3 and 8. The financial
statements do not include any adjustments that might result from the outcome of this uncertainty.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in the schedules on pages 9 through 11 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 and Exchange Commission.
Such information has been subjected to the auditing procedures applied in the audits 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.

Oe

San Diego, California PKF
March 16, 2004 Certified Public Accountants
A Professional Corporation



CAPSTONE PARTNERS, L.C.
STATEMENTS OF FINANCIAL CONDITION
December 31, 2003 and 2002

ASSETS
2003 2002
Cash ’ $ 11 1,391
Investment securities, at market value 5,387 33,121
Notes receivable (Note 4) 19,680 16,946
Note receivable - related party (Note 6) 19,078 17,791
Total current assets 44,156 69,249
Office equipment, net of accumulated depreciation of
$2,768 and $2,030, respectively 923 1,661
$ 45,079 70,810
LIABILITIES AND MEMBER'S CAPITAL
LIABILITIES
Accounts payable s 3.382 1,739
Total current liabilities 3,382 1.739
Commitments and contingencies (Note 5)
MEMBER'S CAPITAL
Member’s capital 41.697 69,171
Total liabilities and member’s capital $ 45,079 70,910

The accompanying notes are an integral part of the financial statements
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CAPSTONE PARTNERS, L.C.
STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2003 and 2002

2003 2002
Revenue:
Commissions and fees income $ 109,555 §$ 153,251
Realized gain (loss) on investment securities (44,449) 36,587
Unrealized gain (loss) on investment securities (5,407) 51,322
Interest income 4,021 3,805
Total revenue 63,720 244 965
Expenses:
Occupancy 15,796 20,809
General and administrative 75,398 216,803
Total expenses 91,194 237,612
Net (loss) income § (27474) % 7,353

The accompanying notes are an integral part of the financial statements
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CAPSTONE PARTNERS, L.C.
STATEMENTS OF CHANGES IN MEMBER'S CAPITAL
For the Years Ended December 31, 2003 and 2002

Total
Balance at December 31, 2001 $ 57,868
Member contributions 5,000
Member distributions (1,050)
Net income 7,353
Balance at December 31, 2002 69,171
Net loss (27.474)
Balance at December 31, 2003 3 41,697

The accompanying notes are an integral part of the financial statements
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CAPSTONE PARTNERS, L.C.

STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2003 and 2002

CASH FLOWS FROM OPERATING ACTIVITIES
Net (loss) income
Adjustments to reconcile net (loss) income to net
cash provided by (used in) operating activities:
Depreciation
Changes in certain assets and liabilities:
Investment securities
Accounts payable

Net cash provided by (used in) operating
activities
CASH FLOWS FROM INVESTING ACTIVITIES
Increase in notes receivable
Increase in note receivable - related party

Net cash used in financing
activities

CASH FLOWS FROM FINANCING ACTIVITIES
Member capital contributions
Member capital distributions
Net cash provided by financing activities
Net decrease in cash

Cash at the beginning of the year

Cash at the end of the year

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid during the year for income taxes

Cash paid during the year for interest

The accompanying notes are an integral part of the financial statements

-5-

2003 2002
$  (27.474) $ 7,353
738 738
27,734 (12,215)
1,643 183
2641 (3.941)
(2,734) (2,606)
(1.287) (1,199)
(4,021) (3.805)
- 5,000
- (1.050)
- 3,950
1,380 3,796
1,391 5187
$ 11§ 1,391
$ - 9 -
$ - $ —




CAPSTONE PARTNERS, L.C.
NOTES TO FINANCIAL STATEMENTS
December 31, 2003 and 2002

NOTE 1 - ORGANIZATION

Capstone Partners, L.C. ( the “Company”) began doing business in October 1993 as a broker-
dealer registered with the Securities and Exchange Commission (SEC). The Company
operates as a fully disclosed broker-dealer pursuant to the exemptive provisions of the SEC
Rule 15¢3-3 subparagraph (k)(3). The Company is engaged in offering general corporate
finance and investment banking advisory services relating to mergers and acquisitions, strategic
alliance, business valuation and in providing assistance to businesses in the structuring and
placement of private debt and equity. The Company collects fees based on a percentage of the
debt or equity amount obtained as a result of these services. Effective July 20, 1998 control of
the Company was acquired by Presidio Capital and Management Corporation (“PCMC”"). The
sale was approved in April 1999 and the membership agreement was entered into between the
Company and PCMC. Since February 1999, PCMC acts merely as a holding company for the
ownership of Capstone Partners, L.C. The Company’s headquarters are now located in Atlanta,
Georgia.

NOTE 2 - ACCOUNTING POLICIES

The financial statements are prepared on the accrual basis of accounting, in accordance with
accounting principles generally accepted in the United States of America, which 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.

The Company is a limited liability company taxed as a partnership. As such, the tax effects of
the Company accrue directly to its member. Accordingly, no tax provision (benefit) is reflected
in these financial statements.

The Company generally classifies as cash equivalents all highly liquid instruments with a
maturity of three months or less at the time of purchase.

Office equipment is stated at cost and is depreciated using the straight-line method over the
estimated useful lives of the assets, which is five years. Depreciation for each of the years
ended December 31, 2003 and 2002 was $738.

Commission revenue and related sales commissions which are based on a percentage of the
debt or equity amount obtained as a result of the services performed are recorded as they are
earned. In some instances, the Company receives shares of common stock in lieu of fees for
the services performed. The revenue is recorded when the stock is received at the market
value on the day of deposit into the investment fund.

Certain prior year amounts have been reclassified in order to conform to the current year
presentation.



CAPSTONE PARTNERS, L.C.
NOTES TO FINANCIAL STATEMENTS
December 31, 2003 and 2002

NOTE 3 - MANAGEMENT PLANS FOR FUTURE OPERATIONS AND FINANCING

The financial statements have been prepared assuming that the Company will continue as a
going concern, however the Company has experienced a loss in the current year of operations
of approximately $27,500. The loss in the current year has reduced the net members capital
to approximately $41,700 as of December 31, 2003. At present, the Company’s working capital
may not be sufficient to meet the Company's objectives as structured. Although these
conditions indicate that the Company may be unable to continue as a going concern
management is taking steps to attempt to strengthen its capital position.

On January 15, 2003 pursuant to management’s plans to raise additional capital, IPO Partners,
Inc. acquired a 24% interest in Capstone Partners, L.C. via a private placement of membership
units for consideration of $250,000 deliverable as a promissory note (see note 8). The financial
statements do not include any adjustments for the private placement of capital.

NOTE 4 - NOTES RECEIVABLE

During 2000, the Company loaned $9,000 to a non-related party. On July 14, 2000 the
individual signed a promissory note which accrues interest at 18% and matured September 13,
2000. On September 13, 2000 the Company modified the terms of the note receivable to be
payable on demand. The balance of the note at December 31, 2003 and 2002 is $16,710 and
$13,976, respectively.

During 2000, the Company loaned a total of $12,000 to non-related parties. The notes are non-
interest bearing and are payabie on demand. The balance of the notes at December 31, 2003
and 2002 is $2,970.

NOTE 5 - COMMITMENTS AND CONTINGENCIES

The Company is periodically involved in a legal action arising in the normal course of business.
At December 31, 2003 management is not aware of any material claims against the Company.

NOTE 6 - RELATED PARTY TRANSACTIONS

The Company leased property from a related party on a month-to-month basis during the years
ended December 31, 2003 and 2002. For the years ended December 31, 2003 and 2002, rent
expense amounted to $15,796 and $20,809, respectively.

Note Receivable - related party is comprised of amounts loaned to the CEO of the Company
during 1999. The principal amount of $19,300 is unsecured, was due on September 1, 2000
and bears interest at 7% per annum. On September 1, 2000 the Company modified the terms
of the note receivable to be payable on demand. During 2001, the CEO repaid $6,136 of this
note receivable. The balance of this note at December 31, 2002 and 2002 is $19,078 and
$17,791, respectively.



CAPSTONE PARTNERS, L.C.
NOTES TO FINANCIAL STATEMENTS
December 31, 2003 and 2002

NOTE 7 - NET CAPITAL REQUIREMENTS

Under SEC Rule 15¢3-1(a)(2), the Company is required to maintain a minimum net capital of
$5,000, and shall not permit its aggregate indebtedness to all other persons to exceed 1,500%
of its net capital. As of December 31, 2003 and 2002, the Company had net capital of $1,190
and $27,789, respectively. This was a deficiency in net capital of $3,810 at December 31, 2003
and $22,789 in excess of its required net capital at December 31, 2002. The Company's net
capital ratio was 284.2% and 6.3% as of December 31, 2003 and 2002, respectively.

NOTE 8 - SUBSEQUENT EVENT

On January 15, 2003 pursuant to management’s plans to raise additional capital, IPO Partners,
Inc. acquired a 24% interest in Capstone Partners, L.C. Under the terms of the agreement
Capstone Partners, L.C. issued a private placement of membership units for consideration of
$250,000 deliverable as a promissory note for the purchase price, requiring monthly installment
payments over 12 months with interest accruing on the unpaid balance of the promissory note
at the rate of US-bank prime, plus 1%.
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CAPSTONE PARTNERS, L.C.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
For the Years Ended December 31, 2003 and 2002

2003 2002
Member's capital $ 41697 §$ 69,171
Less non-allowable assets:
Haircuts on investment securities 826 4,984
Notes receivable 19,680 16,946
Note receivable - related party 19,078 17,791
Office equipment 923 1,661
Net capital $ 1190 § 27,789
COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS
Minimum net capital required (6-2/3% of aggregate
indebtedness or $5,000, whichever is greater) 3 5000 §$ 5,000
Net capital (deficiency) in excess of amount required $ (3,810) $ 22.789
Aggregate indebtedness $ 3382 $ 1,739
Ratio of aggregate indebtedness to net capital 284.2 % 6.3 %
RECONCILIATION WITH THE COMPANY'S COMPUTATION
(INCLUDED IN PART lIA OF FORM X-17A-5)
Net capital, as reported in the Company's Part [IA
(Unaudited) FOCUS report $ 4,490 § 29,487
Detail adjustments:
Office equipment 738 738
Accounts payable (3,300) (1,698)
Notes receivable (4,021) (3,805)
Capital contribution - 5,000
Other adjustments 3,283 (1,933)
Net capital, as adjusted $ 1,190 § 27,789
Aggregate indebtedness, as reported in
the Company's Part lIA (unaudited) FOCUS report $ 82 §$ 41
Detail adjustments:
Accounts payable 3,300 1,698
Aggregate indebtedness, as adjusted $ 3382 § 1,739




CAPSTONE PARTNERS, L.C.
COMPUTATION OF RESERVE REQUIREMENTS
PURSUANT TO RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
For the Years Ended December 31, 2003 and 2002

The Company operates as a fully disclosed broker-dealer pursuant to the exemptive provisions of
the SEC Rule 15¢3-3 subparagraph (k)(3). To maintain this exemption, the Company does not hold
customer funds and/or securities. If any customer funds and/or securities are received, they are

to be promptly forwarded.
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CAPSTONE PARTNERS, L.C.
INFORMATION RELATING TO POSSESSION
OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3
OF THE SECURITIES AND EXCHANGE COMMISSION
For the Years Ended December 31, 2003 and 2002

The Company does not hold customer securities and consequently qualifies for exemption under
the provisions of the Rule.

-11 -
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INDEPENDENT AUDITORS’ REPORT
ON INTERNAL ACCOUNTING CONTROL
REQUIRED BY RULE 17A-5 OF THE SECURITIES
AND EXCHANGE COMMISSION

Member of
Capstone Partners, L.C.

In planning and performing our audits of the financial statements of Capstone Partners, L.C. as of
and for the years ended December 31, 2003 and 2002, we considered its internal controls,
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 controls.

We also made a study of the practices and procedures followed by the Company in making the
periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and the
procedures for determining compliance with the exemptive provisions of Rule 15¢3-3. We did not
review the practices and procedures followed by the Company in making the quarterly securities
examinations, counts, verifications and comparisons, and the recordation of differences required
by Rule 17a-13 or in complying with the requirements for prompt payment for securities under
section 8 of Regulation T of the Board of Governors of the Federal Reserve System, because the
Company does not carry security accounts for customers or perform custodial functions relating
to customer securities.

The management of the Company is responsible for establishing and maintaining internal controls
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 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 Commission's above-mentioned objectives. Two of
the objectives of internal controls 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
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.

_19 .



Because of inherent limitations in any internal controls or the practices and procedures referred to
above, errors 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.

Our consideration of the internal controls would not necessarily disclose all matters in the internal
controls 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 elements does not reduce to a relatively low level the risk
that errors 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 the following matter involving the control
environment and its operation that we considered to be a material weakness as defined above.
This condition was considered in determining the nature, timing and extent of the procedures to be
performed in our audits of the financial statements of Capstone Partners, L.C. for the years ended
December 31, 2003 and 2002, and this report does not affect our report thereon dated March 16,
2004.

As a result of the Company's small size, the assignment of job responsibilities does not provide an
adequate segregation of duties. Effective internal controls contemplate a segregation of duties so
that no one individual processes a transaction from its inception to its completion. While we
recognize that the Company is not large enough to permit an adequate segregation of duties for
an effective system of internal accounting control, it is important that you be aware of this condition.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission 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, 2003 and 2002 to meet the
Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange
Commission, the New York Stock Exchange and other regulatory agencies which rely on Rule 17a-
5(g) under the Securities Exchange Act of 1934 and should not be used for any other purpose.

14

San Diego, California PKF
March 16, 2004 Certified Public Accountants
A Professional Corporation
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