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’ OATH OR AFFIRMATION

I, Gregory Bartko | , swear (or affirm) that, to the best of

my knowledge and belief the accon‘1panying financial statement and supportirfg schedules pertaining to the firm of
Capstone Partner‘s, L.C. , as

of December 31! 2005 ,20__ 05, 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 solely as that of a customer, except as follows:

None

/]
/D
Chrysta M Glover | %‘1 /%}4,@

NOtary PUbliC ’ U / 7/ Signatu;e
(ékz éxawﬁgzéf%kz
Title

This report ** contains (check all a'pplicable boxes):

(a) Facing Page.

(b) Statement of Financial Coqdition.

(¢) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in St}ockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

(g) Computation of Net Capita\l.

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

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

(j) A Reconciliation, including‘ appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determinz:nion 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.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supple‘mental Report.

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

NERBONEBEA

gO8 0O

**FEor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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JASPERS + HALL, PC
CERTIFIED PUBL!]C ACCOUNTANTS

9175 East Kenyon Ave, Suite 100
Denver, CO 80237 i
303-796-0099

To the Members of
Capstone Partners, L.C.
Atlanta, Georgia

INDEPENDENT AUDITORS’ REPORT

We have audited the acchpanying statement of financial condition of Capstone Partners, L..C. as
of December 31, 2005 and the related statements of operations, member’s capital, and cash flows
for the year then ended. These financial statements are the responsibility of the Company’s
management, Our respc‘mmbxhty 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. Tﬂose 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 beheve 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| Capstone Partners, L.C. as of December 31, 2005 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 slupplementary information contained in the schedules on pages 8 through
10 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 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.

)Mwaul /) C
ebruary 14, 2006




CAPSTONE PARTNERS, L.C.
STATEMENT OF FINANCIAL CONDITION
December 31, 2005
ASSETS
2005
Cash $ 18246
Account Receivable -
Advances to Affiliates 7,506
Note Receivable (Note 3) 23,285
Note Receivable - Related Party (Note 5) 21,839
Total Current Assets 70,876
Office Equipment, Net of Accumulated Depreciation $3,691 -
Total Assets ‘ $ 70,876
LIABILITIES AND MEMBERS' CAPITAL

LIABILITIES
Accounts Payable and Accrued Liabilities 3 940
Total Liabilities 940
MEMBERS' CAPITAL 69,936
Total Liabilities and Net Assets $ 70,876




CAPSTONE PARTNERS, L.C.
STATEMENT OF OPERATIONS
For the Year Ended December 31, 2005

Revenues:
Fee Income
Realized Loss on Sale of Inv
Interest Income

Total Revenues

Expenses:
Compensation and Benefits
Professional Fees
General and Administrative
Occupancy
Depreciation

Total Expenses

Net Income (Loss)

estment Securities

} $

2005

153,397
(479)
4,995

157,913

118,856
21,350
16,350
10,071

185

166,812

(8,899)



| CAPSTONE PARTNERS, L.C.
STATEMENT OF CHANGES IN MEMBERS’ CAPITAL
For the Year Ended December 31, 2005

|

Balance, January 1, 2005 | 64,735
Member Contributions \ 14,100
Net Loss \ (8,899)
Balance, December 31, 2005 $ 69,936




CAPSTONE PARTNERS, L.C.
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Net Income (Loss) \‘ \ $ (8,899
Adjustments to reconcile Net Income (Loss) to

net cash provided by operating activities:

Depreciation 185
Change in certain Assets aqd Liabilities
Decrease in Accounts Receivable 2,000
Increase in Advances t\‘o Affiliates (6,678)
Decrease in Accounts i\’ayable and Accrued Liabilities (3,239)
Net Cash Provided (Used) l\)y Operating Activities (16,631)

|
CASH FLOWS FROM INVESTING ACTIVITIES

Increase in Note Receivable | (3,564)
Increase in Note Receivable - g{elated Party (1,428)
Net Cash Provided (Used) t~)y Investing Activities (4,992)

CASH FLOWS FROM FINANCING ACTIVITIES

Member Capital Contributions‘ . | 14,100
Net Cash Provided (Used) b\y Financing Activities 14,100
Net Increase (Decrease) in Cash | (7,523)
Cash, Beginning of Period | 25,769
Cash, End of Period | $ 18,246

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATiON

Cash paid during the year for|income taxes ; _ § -

Cash paid during the year for|interest $ -




CAPSTONE PARTNERS, L.C.
NOTES TO THE FINANCIAL STATEMENTS
For the Year Ended December 31, 2005

NOTE 1 - ORGANIZATION

Capstone Partners, L.C. (“Cor!npany”) began doing business in October 1993 as a broker-dealer registered with
the United States Securities and Exchange Commission (SEC). The Company operates as a fully disclosed
broker-dealer pursuant to the %exemptive provisions of 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 alliances, business valuations and in providing assistance to businesses in the structuring
and equity securities. The Company collects monthly fees based on advisory work
performed for its clients and placement fees that are 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 & Management Corporation
(“PCMC”). The sale was approved in April 1999 by the National Association of Securities Dealers, Inc.
(“NASD”) and the NASD Membership Agreement was thereafter entered into between the Company and the
NASD, as the Company’s reéulatow authority. Since February 1999, PCMC has acted merely as a holding

company for the ownership of ‘all outstanding membership units of Capstone Partners, L.C.

On January 15, 2004, IPO Partners, Inc. (“IPO”) entered into an agreement to acquire 24% of the Company via a
private placement of membership units for consideration of $250,000 to be delivered as a promissory note
(“Note”). The terms of the Note required monthly installment payments of $20,000 per month commencing
January 15, 2004 each and every month for 11 months and a final monthly payment of $30,000 plus all interest
accruing thereon at the rate of 5%. In February 2004, IPO Partners made its first installment payment of $20,000,
but has defaulted on the ba]ané;e of the installment payments. The Company has formally declared that the Note
is in default. As a result, only 1.728% of the membership units of Capstone Partners, L.C. were effectively
purchased under this agreement. Capstone Partners, L.C.’s has effectively reclaimed this 1.728% under the
Company’s rights associated with the purchase agreement.

\
|

i
NOTE 2 - ACCOUNTING POLICIES

|

The financial statements are prepared on the accrual basis of accounting, in accordance with accounting principles
generally accepted in the Ur‘nted 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 ﬁnanmal statements and the reported amounts of revenues and expenses dunng the

reporting period. Actual results could differ from those estimates.

The Company is a limited 1ia’oi1ity company taxed as a partnership. As such, the tax effects of the Company
accrue directly to its members. | Accordingly, no tax provision (benefit) is reflected in these financial statements.

The Company generally class\iﬁes 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 the year ended December 31, 2005 was $185.

Commission revenue and related sales commissions which are based on a percentage of the debt or equity amount
obtained as a result of the serv{ces performed are recorded as they are earned. Investment banking fee income is
recorded over the term of the‘ contracts the Company enters into for those services. In some instances, the

| 6



CAPSTONE PARTNERS, L.C.
~ NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
‘ For the Year Ended December 31, 2005

|
\

\
NOTE 2 - ACCOUNTING POLICIES (CONTINUED)

Company receives shares of common stock in lieu of cash 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 Company’s brokerage
account.

The preparation of financial |statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly,
actual results could differ from those estimates.

NOTE 3 - NOTE RECEIVABLE

During 2000, the Company loaned $9,000 to a non-related party. On July 14, 2000 the borrower signed a
collateralized promissory note %Whlch 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, 2005 is $23, 285. Interest income of $3,564 was accrued in 2005,

NOTE 4 - COMMITMENTS AND CONTINGENCIES
The Company 1s periodically i‘nvolved n legal actions or administrative proceedings arising in the normal course
of business. At December 31 either
actual or threatened. \

NOTE 5 - RELATED PARTY TR.‘ANSACTIONS

A note receivable to a relate(\i party is comprised of amounts advanced to the chief executive officer of the
Company during 1999. The prmc1pal 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. The balance of this note at December 31, 2005 is $21,839. Interest of $1,428 was accrued
during 2005. ’

During 2005, the company advanced $14,161 for expenses of several affiliated entities and was reimbursed
$7,483 for these expenses. The balance of these advances increased by $6,678 during 2005 and was $7,506 at
December 31, 2005.

NOTE 6 - NET CAPITAL REQUIREMENTS
|
Under SEC Rule 15¢3-1(a)(2)vi, the Company is required to maintain:a minimum net capital of $5,000, and shall
not permit its aggregate mdebtedness to all other persons to exceed 1,500% of its net capital. As of December 31,
2005 the Company had net cap1tal of $17,306. This was an excess of its required net capital of $5 000 at
December 31, 2005, The Company s net capital ratio was 5.4% as of December 31, 2005.




SUPPLEMENTARY INFORMATION




CAPSTONE PARTNERS, L.C.
COMPIiJTATION OF NET CAPITAL UNDER RULE 15C3-1
OF SECURITIES AND EXCHNGE COMMISSION

For the Year Ended December 31, 2005

-Less Non-Allowable Assets:

Members' Capital

Haircuts on Investment Securities
Accounts Receivable
Prepaid Expenses
Notes Receivable
Notes Receivable - Related Party
Office Equipment

Net Capital

COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS
Minimum Net Capital required (6-2/3% of aggregate
indebtedness or $5,000, whichever is greater)

|

Net Capital (Deficiency) in excess of amount required

|
\

Aggregate Indebtedness

Ratio of Aggregate Indebtedness to Net Capital

|

RECONCILIATION WITH THI‘E COMPANY'S COMPUTATION
(INCLUDED IN PART 1A OI‘? FORM X-17A-5)

. o
Net Capital, as reported in the Company's Part I1A
(Unaudited) FOCUS report

Detail adjustments:
Accounts Receivable
‘Notes Receivable
Office Equipment
Accounts Payable and Accr}led Liabilities
Notes Receivable
Other Adjustments

Net Capital, as adjusted

Aggregate Indebtedness, as re}poned in the Company's
Part 1A (unaudited) FOCUS report

Detail adjustments:
Accounts Payable and Accrued Liabilities

Aggregate Indebtedness, as adjusted

|
| 8
|
\

2005

$ 69,936
7,506

23,285
21,839

$ 17,306
h) 5,000
S 12306
$ 940
5.4%

§ 17,306
3 17,306
§ 940
5 940



\ CAPSTONE PARTNERS, L.C.
COMPUTATION OF RESERVE REQUIREMENTS
PURSUANT TO RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
\ For the Year Ended December 31, 2005

|
The Company operates as a fully disclosed broker-dealer pursuant to the exemptive provision of the SEC
Rule 15¢3-3 subparagraph (k)(2) To maintain this exemption, the Company does not hold customer
funds and/or customer securities. If any customer funds and/or customer securities are received, they are

to be promptly forwarded.




CAPSTONE PARTNERS, L.C.
INFORMATION RELATING TO POSSESSION

OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3

OF THE SECURITIES AND EXCHANGE COMMISSION

December 31, 2005

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

10




|
JASPERS + HALL, PC
CERTIFIED PUBLIC ACCOUNTANTS

9175 East Kenyon Ave, Suite 100
Denver, CO 80237
303-796-0099

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

Members of
Capstone Partners, L.C.
Atlanta, Georgia

|

: | . .

In planning and performing our audits of the financial statements of Capstone Partners, L.C. (the
”Company”) as of and for th:e year ended December 31, 2005 we considered its internal control, including
procedures for safeguarding securities, in order to determine our auditing procedures for the purpose of

expressing our opinion on th‘e financial statements and not to provide assurance on the internal control.

We also made a study of th!‘: 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 bgf 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 control and the
practices and procedures referred to 1in 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 procedur}es 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 intenal 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 172-5(g) listsl additional objectives of the practices and procedures listed in the preceding

paragraph. \

\
Because of inherent limitatio!‘ns in any internal control 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 e‘\md 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 e]em}ents 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 peric;>d by employees in the normal course of performing their assigned functions.

11



However, we noted the following matter involving the control environment and its operations 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 audit of the financial statements of
Capstone Partners, L.C. for the years ended December 31, 2005 and this report does not affect our report

thereon dated February 14, 2‘006

We noted on the Company"s quarterly FOCUS reports that during, 2005 the Company stated that it was

exempt From Rule 15¢3-3 by order of the Commission (box 4580). The Company is exempt under
provision 15¢3-3 subparagraph (k)(2) which states that it does not hold any customer funds or securities.
We brought this oversight t¢ the attention of the Company during the course of our audit and were told

that amended reports would Fe filed to correct this item.
\

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 adequate segregation of duties for an effective system of internal

accounting control, it is imp(‘mant that you be aware of this condition.

We understand that practlces 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 Exchangé Act of 1934 and related regulations, and that practices and procedures that
do not accomplish such ObjCCthCS in all material respects indicate a material inadequacy for such
purposes. Based on this understandmg and on our study, we believe that the Company’s practices and
procedures were adequate at December 31, 2005 to meet the Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange Commission 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.

Joopect Bl P

February 14, 2006




