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OATH OF AFFIRMATION

{, HARALD PAUMGARTEN , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting'schcdulcs pertaining to the firm of

CAREY FINANCIAL, LLC , @
of DECEMBER 31 ‘ ,20__06 , are true and correct, ! 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:

4 n 2 -

IR CHAIRMAN OF THE BOARD
L Title

TANIA MAVRONAS
Notary Public - State of New York

This report ** contains (check all applicable boxes): : NO. g 'm%m

(a) Facing Page.
(b) Statement of Financial Condition.
{c)} Staternent of Operations.

{d) Statement of Cash Flows.
(c) Statement of Changes in Member's Equity or Partners’ or Sole Proprietors Capital.

=
®
®
=
R
C1 (f Statement of Changes in Liabilities Subordinated to Claims of Creditors,
8 (g) Supplemental Computation of Net Capital under Rule 15¢3-1.
®
O
O
O
=
a
(W]

(h) Supplemental Computation for Determination of Reserve Requirements Pursuant to Rule $5¢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

methods of consolidation.
(1) 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.

*% For conditions of confidential treatment of certain portions of this filing, see section 240.1 7a-3(ej(3).
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 PRICEWATERHOUSE(COPERS

PricewatearhouseCoopers LLP
PricewaternouseCoopers Center
300 Madison Avenue

Naw York NY 10017

Telephone (648) 471 3000
Facsimile (813) 286 6000

Report of Independent Auditors

To the Board of Directors and Member of
Carey Financial, LLC:

In our opinion, the accompanying statement of financial condition presents fairly, in all
material respects, the financial position of Carey Financial, LLC at December 31, 2006 in
conformity with accounting principles generally accepted in the United States of America.
This financial statement is the responsibility of the Company’s management; our
responsibility is to express an opinion on this financial statement based on our audit. We
conducted our audit of this statement in accordance with auditing standards generally accepted
in the United States of America, which require that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of material
misstatement. An audit inctudes examining, on a test basis, evidence supporting the amounts
and disclosures in the statement of financial condition, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall statement of
financial condition presentation. We believe that our audit of the statement of financial
condition provides a reasonable basis for our opinion.

PWWL’a

February 26, 2007
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Assets

Cash and cash equivalents
Income tax refund receivable
Due from affiliate

Other assets

Total assets
Liabilities and Member's Equity
Payable to affiliate

Accrued compensation expenses
Accrued selected dealer fees and other expenses

- Total habilities
Commitments and contingencies
Common stock, $1.00 par value; authorized, 10,000 shares;

issued and outstanding, 1,000 shares
Additional paid-in capital
Accumulated deficit
' Total member's equity
Total liabilities and member's equity

The accompanying notes are an integral part of the financial statement.

2

$ 8,186,157
161,227
386,066

94,583
$ 8,828,033

$ 207354
2,239,339

4,402,048
6,848,741

1,000
12,038,135

(10.059.843)

1,879,292
§ 6,828,033
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Notes to Financial Statement
December 31, 2006

Organization

Carey Financial Corporation was incorporated on May 1, 1984, under the laws of the State of
Detaware and was owned 100% by W. P. Carey & Co. LLC {'W. P. Carey") through June 30, 2005.
The Company is registered as a broker-dealer with the Securities and Exchange Commission (the
*Commission”) and the National Association of Securities Dealers, Inc. The Company’s primary
business activity during 2006 was as the sales agent for Corporate Property Associates 16 Global
Incorporated ("CPA®:16 Global™}, a Maryland corporation affiliated with W. P. Carey.

Effective July 1, 2005, Carey Financial Corporation converted to a Delaware limited liability
company and changed its name to Carey Financial, LLC (the "Company™). Immediately prior to
July 1, 2005, Carey Asset Management Corp. ("CAM"), an affiliated subsidiary of W.P. Carey
acquired sole ownership of the Company. As of July 1, 2005, the Company employed 18
individuals. Prior to July 1, 2005 the Company had no employees and ali of its registered
personne! were employees of CAM. As part of the corporate restructuring and following NASD
approval of its membership change, the majority of the firm's NASD registered personne! became
employees of the Company. There are currently five NASD registered individuals who are
employed by CAM or an affiliated management services company.

Significant Accounting Policies

Basis of Presentation
The accompanying financia! statements have been prepared in accordance with accounting
principles generally accepted in the United States of America.

Cash Equivalents

The Company considers all short-term, highly liquid investments that are both readily convertible to
cash and have maturities of three months or less at the time of purchase to be cash equivalents.
Cash equivalents at December 31, 2006 include $8,108,221 invested in one money market fund.

Income Recognltloh . _
Pursuant to its sales agency agreement with CPA®;16 Globa), the Company did not eam

commissions on the sale of shares of CPA®:16 Global,

A Selected dealer fee of up to two percent of the price of each share and selling commissions
equal to $0.65 per share sold, may be due to the Company, and reallowed to selected dealers for
shares sold by the selected dealers. During 2008, the Company paid selected deater fees and
commissions and subsequently received reimbursement from an affiliate in the amount of
$48,937,123. These are recorded on a trade-date basis and are reported in the statement of
operations as Commissions and Commissions re-allowance.

Income Taxes

Effective July 1, 2005, CAM fited an entity classification election with the Internal Revenue Service
1o treat the Company as a branch for U.S. tax purposes. As a branch, the Company is not subject
to tax and will not file separate federal, state and local tax retumns for periods after June 30, 2005.
Commencing July 1, 2005 the taxable income or loss from operations of the Company is included
in the income tax returns of the sole member, CAM.

The Company accounts for income taxes in accordance with SFAS No. 109, "“Accounting for
income Taxes.” The accounts of the Company are inciuded in the consolidated tax return of CAM.
However, for separate financial statement purposes, income taxes are computed on a separate
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company basis under which the Company computes its current and deferred taxes as if i were a
separale tax payer. To the extent that net tax assets (including net operating losses) are
generated by the Company, which cannot be utilized on a separate company basis, a valuation
allowance is established.

Management’s 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 peried. Actual results could differ from those estimates.

3. Regulatory Requirements

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934, the
Company is required to maintain minimum net capital of the higher of $5,000 or 6-2/3% of its
aggregate indebtedness, as defined. At December 31, 2006, the Company had excess net capital
and excess net capital at 1,000%, as defined, of $718,669 and $490,378, respectively. The
Company's net capital ratio (*aggregate indebtedness” to "net capital® as defined under the Rule) at
December 31, 2006 was 5.831t0 1.

The Company is exempt from Rule 15¢3-3 of the Securities Exchange Act of 1934 under
paragraph (k)(2)(i) as it does not maintain customer accounts, nor does it hold securities for
customers.

4. Income Taxes

The Company determines its tax provision under the separate retum method. The curent expense
for income taxes for the year ended December 31, 2006 represents minimum tax payments to
various states. The tax refund receivable represents the carryback of a portion of operating losses
through June 30, 2005 to fiscal 2003 operating incomne.

In the year ended December 31, 2004 and in the period from January 1, 2005 through June 30,
2005, the Company had net operating losses in excess of those amounts which could be carried
back. The Company also had operating losses in the period July 1, 2005 through December 31,
2005 and in the year ended December 31, 2006 and has no current significant revenus source.
Therefore, the Company has recorded a deferred tax asse! of $5.1 million, a valuation allowance
for the entire amount of the deferred tax asset, as it is most likely than not that all of the deferred
tax assets will not be realized. The net operating loss carryforward will expire in 2026.

5. Related-Party Transactions

W. P. Carey, and its affiliates, have provided the Company with administrative personnel, facilities
and services as have been required in the normal conduct of the Company’s business for the year
ended December 31, 2006. CAM and an affiliated management services company charge a
portion of the salaries and other compensation of their employees who work directly on activities for
the company. Included in Salary and other compensation expense on the Incoms Statement is
$495,200 billed from affiliate entities and approximately $1.5 million in severance charges for
several employees, including an ex-officer of the Company. A charge of $4,381,359 for such costs
is included in office expenses and was determined based on an aflocation of the total expenses
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incurred by the management subsidiary (CAM) of W. P. Carey in propomon to the number of
individuals employed by the Company and the management subsidiary.

|l The Company is currently evaluating several options, including the potential addition of personnel
and services to increase net operating income in the future. CAM has agreed to fund losses to the
Company in 2007 as necessary to continue norma! business operations and to keep the Company

|l within NASD capital requirements. During 2008, the Company received $9,050,000 of contributed
capital from CAM.

|I ' Due from affiliates includes offering and organization costs receivable from CPA:16-Global of
$386,066. Accounts payable to affiliate represents certain compensation and operating
reimbursements due to CAM of $207,354.

II 6. Commitments and Contingencies

In March 2004, foliowing a broker-dealer examination by the staff of the SEC, the Company

‘l : received a letter from the staff of the SEC alleging certain infractions by the Company of the
Securities Act of 1933, the Securities Exchange Act of 1934, the rules and regulations thereunder
and those of the National Association of Securities Dealers, Inc. (*"NASD").

'l The staff alleged that in connection with a public offering of shares of CPA®: 15, the Company and
its retail distributors sold cenlain securities without an effective registration statement. Specifically,
the staff alleged that the delivery of investor funds into escrow after completion of the first phase of
the offering (the “Phase | Offering”), completed in the fourth quarter of 2002 but before a
registration statement with respect to the second phase of the offering (the "Phase |l Offering”)
becamae effective in the first quarter of 2003, constituted sales of securities in violation of Section 5
of the Securities Act of 1933. In addition, in the March 2004 letter the staff raised issues about
whether actions taken in connection with the Phase Il offering were adequately disclosed to
mvestors in the Phase | Offering. In the event the SEC pursues these allegations, or if affected
CPA®: 15 investors bring a similar private action, CPA®:15 might be required to offer the affected
investors the apportunity to receive a return of their investment. It cannot be determined at this
time if, as a consequence of investor funds being retumed bz CPA®:15, the Company would be
required to return to CPA®:15 the commissions paid by CPA®:15 on purchases actually rescinded.
Further, as part of any action against the Company, the SEC could seek disgorgement of any such
commissions or different or additional penalties or relief, including without limitation, injunctive relief

_and/or civil monetary penalties, irrespective of the outcome of any rescission offer. The Company
cannot predict the potentia! effect such a rescission offer or SEC action may ultimately have on the
operations of the Company. There can be no assurance that the effect, if any, would not be
material.

The staff also alleged in the March 2004 letter that the prospectus delivered with respect to the
Phase ! Offering contained material misrepresentations and omissions in violation of Section17 of
the Securities Act of 1933 arid Section 10(b) of the Securities Exchange Act of 1934 and Rule 10b-
5 thereunder in that the prospectus failed to disclose that {i) the proceeds of the Phase | Offering
would be used to advance commissions and expenses payable with respect to the Phase |l
Offering, and (ii} the payment of dividends to Phase Il shareholders whose funds had been held in
escrow pending effectiveness of the registration statement resulted in significantly higher
annualized rates of retum than were being eamed by Phase | shareholders. The Company has
reimbursed CPA®:15 for the interest cost of advancing the commissions that were later recovered
by CPA®:15 from the Phase |l Offering proceeds.
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In June 2004, the Division of Enforcement of the SEC (“Enforcement Staff') commenced an
investigation into compiiance with the registration requirements of the Securities Act of 1933 in
connection with the public offerings of shares of CPA®:15 during 2002 and 2003. In

December 2004, the scopé of the Enforcement Staff's inquiries broadened to include broker-dealer
compensation arrangements in connection with CPA®:15 and other REITs managed by W. P.
Carey, as well as the disclosure of such arrangements. At that time the Company and W. P. Carey
received a subpoena from the Enforcement Staff seeking documents relating to payments by the
Company, W. P. Carey, and REITs managed by W. P. Carey to {or fequests for payment received
from) any broker-dealer, excluding selling commissions and selected dealer fees. The Company
and W. P. Carey subsequently received additional subpoenas and requests for Information from
the Enforcement Staff seeking, among other things, information relating to any revenue sharing
agreements or payments (defined to include any payment to a broker-dealer, excluding selling
commissions and selected dealer fees) made by the Company, W. P. Carey or any Company-
managed REIT in connection with the distribution of W. P. Carey-managed REITs or the retention
or maintenance of REIT assets. Other information sought by the SEC includes information
conceming the accounting treatment and disclosure of any such payments, communications with
third parties (including other REIT issuers) conceming revenue sharing, and documents conceming
the calculation of underwriting compensation in connection with the REIT offerings under applicable
NASD nules.

In response to the Enforcement Staff's subpoenas and requests, the Company and W. P. Carey
have produced documents refating to payments made to certain broker-dealers both during and
after the offering process, for certain of the REITs managed by W. P. Carey (including CcPA®10,
C1P®, cPA%:12, CPA® 14 and CPA®:15), in addition to selling commissions and selected dealer
fees.

_ Among the payments reflected on documents produced to the Staff were certain payments,

aggregating in excess of $9,600,000 made to a broker-dealer which distributed shares of the
REITS. The expenses associated with these payments, which were made during the period from
early 2000 through the end of 2003, were borne by and accounted for on the books and records of
the REITs. Of these payments, CPA%10 paid in excess of $40,000; cip® paid in excess of
$875,000; CPA®12 paid in excess of $2,455,000; CPA®:M4 paid in excess of $4,990,000; and
CPA®:15 paid in excess of $1,240,000. In addition, other smaller payments by the REITs to the
same and other broker-dealers have been identified aggregating less than $1,000,000.

The Company and W. P. Carey are cooperating fully with this investigation and have provided
information to the Enforcement Staff in response to the subpoenas and requests. Akhough no
formal regulatory action has been initiated against the Company or W. P. Carey in connection with
the matters being investigated, we expect that the SEC may pursue such an action against either
or both of them. The nature of the relief or remedies the SEC may seek cannct be predicted at this
time. If such an action is brought, it could have a material adverse effect on the Company and the
magnitude of that effect would not necessarily be limited to the payments described above but
could include other payments and civit menetary penalties.

Several state securities régulators have sought information from the Company relating to the
matters described above. While one or more states may commence proceedings against Carey
Financial in connection with these inquiries, we do not currently expect that these inquiries will
hava a material effect on us incremental to that caused by any SEC attion.

END




