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OATH OR AFFIRMATION

I, Lawrence Stern , swear (or affirm) that, to the best of

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

Stern Capital, LLC , as
of December 31, ,2011 , 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:
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Notary Public
This report ** contains (check all appllcabmqﬁBth ng?eNKE

(a) Facing Page No. 0250624

(b) Statem Qualified in B
X1 (¢) Statement o K October 25 20[.3

(d) Statement of

O (h) Computation for Deter\ i eserve Requirements Pursuant to Rule 15¢3-3.
[0 (i) Information Relating to g#session or Control Requirements Under Rule 15¢3-3.
() A Reconciliation, inclu propriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the

consolidation.
(1) An Oath or

(m) A copy of tifg
L1 (n) Areportdes

PC Supplemental Report.
beri g 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 240.17a-5(e)(3).
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”h‘ ” 462 Seventh Avenue, New York, NY 10018-7606
LLP Phone (212) 302-6000 ¢ Fax (646) 599-8301

Certified Public Accountants and Business Advisors

INDEPENDENT AUDITOR’S REPORT

Board of Directors and Member of
Stern Capital LLC and Subsidiary

We have audited the accompanying consolidated statement of financial condition of Stern
Capital LLC and Subsidiary (the “Company”) as of December 31, 2011, and the related
consolidated statements of income and changes in member’s 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 consolidated financial statements are the responsibility of the Company's management.
Our responsibility is to express an opinion on these consolidated 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 consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Stern Capital LLC and Subsidiary as of
December 31, 2011, and the consolidated results of their operations and their 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 consolidated financial
statements as a whole. The supplementary information contained in Schedules I and II required
by Rule 17a-5 under the Securities Exchange Act of 1934 is presented for purposes of additional
analysis and is not a required part of the consolidated financial statements. Such information is
the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the consolidated financial statements. The
information has been subjected to the auditing procedures applied in the audit of the
consolidated financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the consolidated financial statements or to the consolidated financial statements
themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the consolidated financial statements as a whole.

IR oh) 22

New York, New York
February 23, 2012



STERN CAPITAL LLC AND SUBSIDIARY
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2011

ASSETS
Cash and cash equivalents $ 47,957
Fees receivable 67,626
Prepaid expenses and other assets 17,079
Total Assets $ 132662

LIABILITIES AND MEMBER'S EQUITY

Accrued expenses and other liabilities $ 65,917
Member's equity 66,745
Total Liabilities and Member's Equity $ 132.662

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

-2



STERN CAPITAL LLC AND SUBSIDIARY
CONSOLIDATED STATEMENT OF INCOME AND CHANGES IN MEMBER'S EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2011

REVENUES
Fee income $ 470,500
EXPENSES
Commissions 289,100
Professional fees 67,845
Administrative overhead 48,576
Regulatory fees 6,436
Other operating expenses 24,363
Total Expenses 436,320
Net Income 34,180
Member's Equity - January 1, 2011 127,268
Member's Contributions 14,297
Member's Distributions (109,000)
Member's Equity - December 31, 2011 $ 66.745

The accompanying notes are an integral part of these consolidated financial statements.
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STERN CAPITAL LLC AND SUBSIDIARY
CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 34,180
Adjustments to reconcile net income to net cash
provided by operating activities:

Amortization 2,513
Changes in operating assets and liabilities:
Decrease in fees receivable 39,247
Decrease in prepaid expenses and other assets 2,278
Increase in accrued expenses and other liabilities : 17,669
Net Cash Provided By Operating Activities 95,887
CASH FLOWS FROM FINANCING ACTIVITIES
Member's contributions 14,297
Member's distributions (109,000)
Net Cash Used By Financing Activities (94,703)
Net Increase in Cash and Cash Equivalents 1,184
Cash and Cash Equivalents - January 1, 2011 46,773
Cash and Cash Equivalents - December 31, 2011 $ 47.957

The accompanying notes are an integral part of these consolidated financial statements.
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STERN CAPITAL LLC AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2011

1. ORGANIZATION AND NATURE OF BUSINESS

Stern Capital LLC (the “Company™) is a broker-dealer registered with the Securities and
Exchange Commission (the “SEC”) and is a member of the Financial Industry Regulatory
Authority (“FINRA”). The Company is a single member limited liability company and
continues until such time it is terminated. The member’s liability is limited. The Company
earns commissions and fees from insurance companies and asset management firms for the
implementation of private placement variable annuity life insurance contracts and the
rendering of consulting services.

The consolidated financial statements include the accounts of the Company and its
wholly owned subsidiary, Stern Capital LTD. All material intercompany balances and
transactions have been eliminated in consolidation.

Stern Capital LTD was formed on September 5, 2007 under the laws of Bermuda. Stern
Capital LTD, an unregulated entity, earns fees from insurance companies and asset
management firms for the implementation of private placement variable annuity life
insurance contracts with foreign investors.

2. SIGNIFICANT ACCOUNTING POLICIES

a) Basis of Presentation

The Company recognizes fee income and related expenses when services provided
are substantially completed.

b) Use of Estimates

The preparation of consolidated financial statements in accordance with accounting
principals generally accepted in the United States of America requires management to
make estimates and assumptions that affect the amounts reported in the consolidated
financial statements and accompanying notes. Accordingly, actual results could differ

from those estimates.

¢) Cash and Cash Equivalents

The Company and subsidiary consider all highly liquid investments purchased with
original maturities of three months or less to be cash equivalents.



STERN CAPITAL LLC AND SUBSIDIARY

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(cont’d)

DECEMBER 31, 2011

2. SIGNIFICANT ACCOUNTING POLICIES (cont’d)

d) Concentration of Credit Risk

The Company and subsidiary maintain cash in bank deposit accounts which, at times,
may exceed federally insured limits. The Company and subsidiary have not experienced
any losses in such accounts and believe it is not exposed to any credit risk.

During the year ended December 31, 2011, the Company earned approximately 72%
of its fee income from three clients and approximately 72% of the fees receivable were
due from four clients at December 31, 2011.

Income Taxes

The Company is a single member limited liability company. As such, the member is
responsible for income taxes that result from the Company’s operations. Therefore, no
provision for income taxes is included in the accompanying financial statements.

In accordance with ASC 740, Income Taxes, the Company is required to disclose
unrecognized tax benefits resulting from uncertain tax positions. At December 31, 2011,
the Company did not have any unrecognized tax benefits or liabilities. The Company
operates in the United States and in state and local jurisdictions, and the previous three
years remain subject to examination by tax authorities. There are presently no ongoing
income tax examinations.

3. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net

Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1. At December 31, 2011, the Company had net capital of $10,461, which was
$5,461 in excess of its required net capital of $5,000. The Company’s net capital ratio was
6.30 to 1.

4. RELATED PARTY

The Company entered into an agreement with an affiliate related through common

ownership for administrative expenses. The amount of $48,576 has been charged to the
financial statements for the year ended December 31, 2011. As of December 31, 2011, the
Company owed the affiliate $6,256.



STERN CAPITAL LLC AND SUBSIDIARY

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(cont’d)

DECEMBER 31, 2011

S. SUBSEQUENT EVENTS

The Company has evaluated and noted no events or transactions that have occurred after
December 31, 2011 that would require recognition or disclosure in the financial statements.
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STERN CAPITAL LLC AND SUBSIDIARY

SCHEDULE I

COMPUTATION OF NET CAPITAL PER UNIFORM NET CAPITAL RULE 15¢3-1

FOR THE YEAR ENDED DECEMBER 31, 2011

COMPUTATION OF NET CAPITAL
Total member's equity as of December 31, 2011

Less member's equity not allowable for net capital as of December 31, 2011

Total member's equity qualified for net capital as December 31, 2011
Deductions and/or charges
Fees receivable

Prepaid expenses and other assets

Total Deductions and/or Charges

NET CAPITAL

MINIMUM NET CAPITAL REQUIRED (GREATER OF
6 2/3% OF A.lL OR $5,000)

EXCESS NET CAPITAL

TOTAL AGGREGATE INDEBTEDNESS (A.lL)

RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL
Reconciliation between the above computation of audited Net Capital of the
Company as of December 31, 2011 and the computation included in the
Company's corresponding unaudited from X-17A-5 Part IIA filing as of
December 31, 2011.

Net Capital as Reported in the Company's (Unaudited) FOCUS Report

Adjustments to:
Accrued expenses and other liabilities

Net Capital

$ 66,745
3251

63,494

37,839

15,194
53033

$ 10.461

$ 5.000
$ 5461

$ 65917

6.30:1

$ 11,727
(1,266)

$ 10.461

The accompanying notes are an integral part of these consolidated financial statements.
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SCHEDULE II
STERN CAPITAL LLC AND SUBSIDIARY
COMPUTATION FOR DETERMINATION
OF RESERVE REQUIREMENTS
PURSUANT TO RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2011

The Company claims exemption from the requirements of Rule 15¢3-3, under section (k)
(2) (i) of the rule.

The accompanying notes are an integral part of these consolidated financial statements.
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OF INDEPENDENT AUDITORS



ﬂb‘ ” 462 Seventh Avenue, New York, NY 10018-7606
iLP Phone (212) 302-6000 ¢ Fax (646) 599-8301

Certified Public Accountants and Business Advisors

SUPPLEMENTARY REPORT OF INDEPENDENT AUDITORS
ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
OF THE SECURITIES EXCHANGE ACT OF 1934

The Board of Directors and Member of
Stern Capital LLC and Subsidiary

In planning and performing our audit of the consolidated financial statements of Stern
Capital LLC (the “Company”), as of and for the year ended December 31, 2011 in accordance
with auditing standards generally accepted in the United States of America, we considered the
Company’s internal control over financial reporting (internal control) as a basis for designing our
auditing procedures for the purpose of expressing our opinion on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company’s 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 security 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 and
recordation of differences required by Rule 17a-13.

2. 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 the Company is responsible for establishing and maintaining an internal
control structure 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 generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

-10 -



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.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such
that there is a reasonable possibility that a material misstatement of the company's financial
statements will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in internal control that
might be material weaknesses. We did not identify any deficiencies in internal control and
control activities for safeguarding securities that we consider to be material weaknesses, as
defined previously.

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, 2011 to meet the SEC’s
objectives.

This report is intended solely for the information and use by the Board of Directors
management, the Securities and Exchange Commission, Financial Industry Regulatory Authority
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 should not be used by anyone
other than these specified parties.

IOk 22

New York, New York
February 23, 2012
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”b‘ ” 462 Seventh Avenue, New York, NY 10018-7606
V774 Phone (212) 302-6000 ¢ Fax (646) 599-8301

Certified Public Accountants and Business Advisors

INDEPENDENT ACCOUNTANTS’ REPORT ON APPLYING
AGREED-UPON PROCEDURES RELATED TO AN ENTITY’S SIPC
ASSESSMENT RECONCILIATION

Board of Directors and Member of
Stern Capital, LLC and Subsidiary

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, we have performed
the procedures enumerated below with respect to the accompanying Schedule of Assessment and
Payments [General Assessment Reconciliation (Form SIPC-7)] to the Securities Investor Protection
Corporation (“SIPC”) for the year ended December 31, 2011, which were agreed to by Stern Capital,
LLC and Subsidiary (the “Company”) and the Securities and Exchange Commission, Financial Industry
Regulatory Authority, Inc., and SIPC, solely to assist you and the other specified parties in evaluating the
Company’s compliance with the applicable instructions of the General Assessment Reconciliation (Form
SIPC-7). The Company’s management is responsible for the Company’s compliance with those
requirements. This agreed-upon procedures engagement was conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants. The sufficiency of these
procedures is solely the responsibility of those parties specified in this report. Consequently, we make no
representation regarding the sufficiency of the procedures described below either for the purpose for
which this report has been requested or for any other purpose. The procedures we performed and our
findings are as follows: '

1. Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement
records entries i.e., cash disbursements journal and general ledger at December 31, 2011 noting
no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended December 31,
2011, as applicable, with the amounts reported in Form SIPC-7 for the year ended December 31,
2011 noting no differences;

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working
papers, income statement and general ledger noting no differences; and

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related
schedules and working papers, income statement and general ledger supporting the adjustments
noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance. Accordingly, we do not express such an opinion. Had we
performed additional procedures, other matters might have come to our attention that would have been
reported to you.

This report is intended solely for the information and use of the specified parties listed above and is
not intended to be and should not be used by anyone other than these specified parties.

Y/ 97

New York, New York
February 23, 2012
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DETERMINATION OF “SIPC NET OPERATING REVENUES” '

AND GENERAL ASSESSMENT Amounts for ths {Iscal perio
beginning ) 201]_
and endini%:, 20”__

Item N ' Ellminigfs cents
em No. e E .
21, Total revenue (FOCUS Line 12/Part I1A Line 8, Code 4030) $ Lf'jPT ] f.{

2b. Additions:
(1) Total revenues from the securities business of subsidlaries (except forelgn subsldlaries) and
predacessors not included above,

(2) Net loss from principal transactlons In securllies in trading accounts.

(3) Not foss from principal transactions tn commodities in trading accounts.

(4) Interest and dividend expense deducted in datermining item 2a.

(5) Net loss from management of or participation in the underwriting or disiribution of securiiies.

(8) Expenses othsr than advertlsing, printing, registration fess and legal fees deducted in determining net
prollt from management of or parlicipation in underwriting or distribution of securities,

(7) Not loss from securities In investment accounts.

Total additlons

2c. Deductlons:
(1) Revenves from the distribution of shares of a registered opsn end investment company or unit
invesiment trust, from the sale of variable annuilies, from the business of Insurance, from Invesiment
advlsory services rendered lo registerad Investment companies or insurance company separate ?75& m
accounls, and from transactions In security futures produsts, y

(2) Revenues from commodity transactions.

{3) Gommissions, floor brokerage and ciearance paid to other SIPC members In connaction with
securities transactions,

{4) Reimburgaments for postage In connection with proxy soiication,

{5) Net gain from securities In investment accounts.

{8) 100% of commissions and markups sarnad from transactions in (i) cestificates of deposit and
{ii) Treasury bills, bankers acceplances or commerclal paper thal mature nine months or less
from Issuance date,

(7} Direct expenses of printing advertiging and legal fees Incurred in connactlon with other revenue
relaled to the securities business {revenue defined by Section 16(3){L} of the Act).

{8) Other revenue not related either directly or indirectly to the securities business,
{See Instruction C):

(Dedub{ions in excess of $100,000 require documentailon)

(8) (1) Tota! Interest and dividend expense (FOCUS Line 22/PART [IA Lins 13,
Code 4075 plus line 2b(4) aboye) bul not in excess
of total Interest and dividend income. $

{ii) 40% of margin Interesi earned on customers securilias
accounts (40% of FOCUS line 5, Code 3960). $

Enter the greater of ling (1) or (ii) e Q

Tatal deductions

2d, SIPC Net Operating Revenues ) i “‘S‘ aﬁp

20. General Assgssment @ 0025 $ &_

(to page 1, line 2.A.)
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