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OATH OR AFFIRMATION

I, KATHLEEN D. SCOTT : , swear (or afﬁrm) that, to the best of my
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Notary Public

Thxs report** contalns (check all apphcable boxes)
(a) Facing page.
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February 14, 2003

AFFIDAVIT

I, the undersigned, affirm that to the best of my knowledge and belief, the
accompanying financial statements pertaining to the firm of Relational Advisors LLC as
of December 31, 2002 and 2001 are true and correct.

O V. &=f2.0

David H. Batchelder
Principal

Subscribed and sworn to before me the 14" day of May, 2003.

Lisa Marsh, Notary Public

W@ WMW

Notary Seal:

LISA MARSH
Y A COMM.# 1256190 &
NOTARY PUBLIC-CALIFORNIA &
SAN DIEGO COUNTY -

4'“' MY COMMISSION EXPIRES MAR 26, 2004
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AUDITED CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
Relational Advisors LLC and Subsidiary

Year ended December 31, 2002

with Report of Independent Auditors
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i” ERNST& YOUNG ® Ernst & Young up & Phone: (213) 977-3200

725 South Figueroa Street www.ey.com
Los Angeles, California 90017-5418

Report of Independent Auditors

The Member
Relational Advisors LLC

We have audited the accompanying consolidated statement of financial condition of
Relational Advisors LLC and Subsidiary as of December 31, 2002. This statement of
financial condition is the responsibility of the Company’s management. Our
responsibility is to express an opinion on the statement of financial condition based on
our audit.

I We conducted our audit in accordance with auditing standards generally accepted in the
United States. These standards require that we plan and perform the audit to obtain

l reasonable assurance about whether the statement of financial condition is 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

l 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.

B

In our opinion, the consolidated statement of financial condition referred to above
presents fairly, in all material respects, the consolidated financial position of Relational

Advisors LLC and Subsidiary at December 31, 2002, in conformity with accounting
principles generally accepted in the United States.

St + LLP

February 14, 2003

A Member Practice of Ernst & Young Global 1




Relational Advisors LLC
and Subsidiary

Consolidated Statement of Financial Condition

December 31, 2002

Assets

Cash and cash equivalents

Accounts receivable, net of allowance for doubtful accounts of $7,257
Related party receivables

Prepaid expenses and other current assets

Property and equipment, net of accumulated depreciation of $226,207
Investment in aircraft, net of accumulated depreciation of $43,279
Other assets

Total assets

Liabilities and members’ equity
Liabilities:
Accounts payable and accrued liabilities
Note payable
Related party payables
Deferred revenue
Total liabilities

Commitments (Note 6)

Member’s equity
Total liabilities and member’s equity

See accompanying notes.

$ 949,109
633,535
154,023
100,496
114,310
764,134

98,391

$ 2,813,998

§ 80,314
542,786
149,043

32,778
804,921

2,009,077

$ 2,813,998




Relational Advisors LLC
and Subsidiary

Notes to Consolidated Statement of Financial Condition

December 31, 2002

1. The Company

Relational Advisors LLC (the Company) is a registered broker dealer in securities under
the Securities Exchange Act of 1934 (the Act). The Company’s principal business
consists of consultations with respect to merger and acquisition transactions, and business
and financial analysis. The majority of the Company’s revenues are derived from such
consultation services.

The Company was formed on December 2, 2002, when Batchelder & Partners, Inc. (BPI)
and the Company concurrently entered into a contribution agreement whereby BPI
contributed to the Company (and the Company assumed) all assets, liabilities and
business of BPI in exchange for 100% equity interest in the Company. BPI then
contributed this 100% equity interest in the Company to a new holding company affiliate
(Relational Holdings LLC), which in turn contributed 100% of the equity interest in the
Company to a new intermediate holding company subsidiary (Relational Group LLC).
The Company now conducts the entire business formerly conducted by BPI with no
effective change in control. The reorganization has been treated as a continuation of the
Company’s operations in the accompanying consolidated financial statements.

2. Summary of Significant Accounting Policies

The significant accounting policies of the Company are as follows:

Consolidation

The consolidated statement of financial condition of the Company include the accounts of

Relational Advisors LLC and its wholly owned subsidiary, BP Aviation, LLC. All
significant intercompany balances and transactions have been eliminated in consolidation.

Cash and Cash Equivalents

The Company considers all highly liquid investments with original maturities of less than
90 days as cash equivalents. Cash and cash equivalents include cash in readily available
checking, money market and brokerage accounts.

The carrying amounts of cash and cash equivalents, accounts receivable, prepaid
expenses and other current assets, accounts payable and accrued liabilities approximate
fair value because of the short-term nature of those instruments.




Relational Advisors LLC
and Subsidiary

Notes to Consolidated Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Property and Equipment

Property and equipment consisted of the following at December 31, 2002:

Furniture and fixtures $ 145921
Computer software 162,210
Leasehold improvements ' 32,386
Total 340,517
Accumulated depreciation and amortization (226,207)
Property and equipment $ 114,310

Property and equipment are recorded at cost and depreciated over the estimated useful
lives of the asset (five to seven years) using the straight-line method. Leasehold
improvements are amortized over the shorter of the remaining lease term or useful life of
the improvement.

Investment in Aircraft

On March 12, 2002, the Company, through its wholly owned subsidiary, BP Aviation,
LLC, made an investment representing a 20% ownership interest in a private aircraft. RI
Aviation, LLC (RIA), a related party, owns the remaining 80% interest. The aircraft is
used by the Company and its affiliates in the ordinary course of operations of the
respective businesses. RIA, which was formed in March 2002, manages the operations of
the aircraft.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting
principles generally accepted in the United States 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 consolidated financial
statements. Actual results could differ from those estimates.




Relational Advisors LLC
and Subsidiary

Notes to Consolidated Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Income Taxes

Until the restructuring of the Company that occurred on December 2, 2002, the Company
was an S corporation for federal and state income tax reporting purposes. Accordingly,
all tax attributes (items of gain, loss, credits, etc.) are reported on the stockholders’
individual tax returns. As an S corporation status taxpayer, the Company is subject to a
1.5% California state tax on taxable income.

Subsequent to the restructuring, the Company is now classified as a limited liability
company for income tax purposes. Accordingly, all tax attributes (items of gain, loss,
credits, etc.) are reported on the member’s individual tax return. LLCs are subject to an
annual minimum tax of $800 as well as a fee which is based upon annual revenues.

3. Significant Customers

As of December 31, 2002, two customers represented 55% and 13% of total nonrelated
party accounts receivable.

4. Net Capital Requirement

The Company, as a registered broker and dealer in securities, is subject to the uniform net
capital rule of the Securities and Exchange Commission (the SEC) under Rule 15c3-1.
The SEC requirements also provide that equity capital may not be withdrawn or
distributions paid if certain minimum net capital requirements are not met. At
December 31, 2002, the Company’s net capital, as defined, was $217,412 as compared to
a minimum requirement of $53,661.

5. Related Party Transactions

The Company shares space in its office facility with two entities whose major
shareholders are the same as those of the Company. The Company paid and was
reimbursed for the related parties’ pro rata share of the rent.

As of December 31, 2002, the Company had related party receivables of $154,032, which
include amounts due for reimbursement of expenses paid on behalf of others and
reimbursement for amounts paid in excess of amounts due. Also, as of December 31,
2002, the Company had related party payables of $149,043, which include amounts




Relational Advisors LLC
and Subsidiary

Notes to Consolidated Statement of Financial Condition (continued)

5. Related Party Transactions (continued)

due for the reimbursement of expenses paid on behalf of the Company. In addition, as of
December 31, 2002, the Company had notes receivable from employees of $60,000
which is included in accounts receivable.

6. Commitments

The Company is obligated for aggregate rentals under one operating lease for an office
facility which expires in 2005. Under the terms of the office lease agreement, the
Company 1s required to maintain a $93,049 certificate of deposit as of December 31,
2002, which is included in other assets. The Company is obligated to make future
minimum lease payments under this agreement as follows:

Sublease
Income from
Unrelated
Gross Party Net
2003 § 549,080 $ (74,000) § 475,080
2004 566,840 - 566,840
2005 336,700 336,700

$ 1,452,620 § (74,000) § 1,378,620

The Company will continue to be reimbursed for the pro rata costs incurred by the related
parties as described in Note 5.



Relational Advisors LLC
and Subsidiary

Notes to Consolidated Statement of Financial Condition (continued)

7. Note Payable

The Company is obligated at December 31, 2002, for a promissory note collateralized by
the aircraft co-owned by the Company through its wholly owned subsidiary, BP Aviation.
The Company guarantees the note payable to the extent of BP Aviation’s percentage
ownership in the aircraft which was 20% at December 31, 2002. Aggregate future
principal maturities related to such 20% ownership are as follows:

Year ending

2003 $ 46,581
2004 49,141
2005 51,840
2006 54,688
2007 _ 57,692
Thereafter 282,844

$ 542,786

The interest rate is subject to change yearly based upon the one-year treasury rate plus
3.05% as defined in the promissory note. The interest rate at December 31, 2002 was
5.36%.




