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CONFIDENTIAL: Subject to Protective Order

cc
Citrin Cooperman &I Company, LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Members of
Beacon Assoctes LLC I

We have audited the accompayì statement of net asset in liquition of Beacon Assoctes LLC I
(a lited libilty compay) (the "Company") as of December 31, 2008, and the related stateents of
opeations. changs in members' capita and cah flows for the period from Janua 1. 2008 to
December 17, 2008, and the stateent of changes in net assets in liuítíon for the period December
18. 2008 to December 31. 2008. These fici statements are the responsibilty of the Company's
maageent. Ou responsibilty is to exress an opinon on these fici statements based on our
audt.

We conductd our audi in accordnce 'with auditig standads geeu accepted in the United States
of Amria. Those stadads reqe tht we pla and pefonn the audit to obta reasonable assurance
about whethr the fici statements are fre of mate mistateent. An audit includes

considtion of inte contrl over fici report as a ba for desi audit prour that
ar approprite in the cirtaces, but not for the purse of expresing an opinon on th

effectiveness of the Compa's inte contrl over fianci report. Accordiy, we exress no
suc opinon. .A audi alo incles exmining, on a test ba, evence support th amunts and
diclosures in th fici stteents, assi the accounti priciles use and sicat estites
made by mat, as wel as evahti th over fici statet preentation. We bele tht
our audt provs a reaonabl ba fo out opi.

As more fu decr in Note 5 to the fici staents, a sicat poon of the Compy's
assts were hel in cuto accounts with Berar L Madoff Investmnt Secuti, lL ("BLM'').
On Dec 11, 2008, maeo leed of th al bud inolv BLM. As a rest of the
los incud on its investmts with BLM, on Dee 18, 2008, innt ined its
investoi: of it den to lite the fud and se redetion noti to an of its investmt
ma Maent bees tht thes events wi ultimate nectate and reul in the wi
do an lition of the Compy, an acy, effcte Dece 18, 2008, the Company
ha ch it ba of acouti fr the go-conc ba to a liuition bas.

70 WEsrO£SIR AVENUE WHTE PLS. NY 1060 . (914)949.299 . FAX (914)949-2910

BEACON 2014 000003

Case 1:14-cv-02294-AJP   Document 31-1   Filed 09/05/14   Page 3 of 20



CONFIDENTIAL: Subject to Protective Order

In our opinon, the fici statements refered to above present faily, in all materi respects, the net

assets in liquidation of Becon Assoctes u.. I as of December 31, 2008, and the changes in its net
assets and cash flows for the period from Januar 1, 2008 to December i 7, 2008, and the chaes in its

net asset in liquiation for the period from December 18,2008 to Decembr 31,2008. in conformty
with accountig priciples generaly accepted in the United States of Amerca applied on the basis of

accounti descried in the precdig paagph.

c.:\.,... c':CiA c C~,\.LP
CERTIFIED PUC ACCOtJ N

Septeber 25, 2009

Citn Coopean &' Compay, LlP CC
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Lited Liabilty Company)

STATEMENT OF NE ASSETS IN LIQUIDATION
DECEMBER 31, 2008

Assets:
Investment in private investment fuds. at fai maket value
Cash and cash equialts

Receivable from private investment fuds
Receiables from Beacon II
Prepaid litition expenses

Prepaids and other assets

Tota assets

Libilties:
Other liilties

Resere for liquidation costs

T otallibilties

Commtments and contincies (Notes 11, 16 and 17)

NET ASSETS IN LIQUIDA nON

See accompan nores to fici stateents.

2

$ 107,166.905

4,636.141
11,074,763

260,693
968,800
496.008

124,603,310

118,061
11201.464

11 319.525

$ 113283,785
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLe I
(A Lited Liabilty Company)

STATEMNT OF CHAGES IN NET ASSETS IN LIQUIDATION
FOR THE PERIOD FROM DECEMBER 18t 2008 THROUGH DECEMBER 31,2008

Increase (decrease) in net assets in liquidation:
Net realed and unrealed losses on investment

Investment income
$ (670,088)

8,603

(661.485)Tota decrease in net assets in liquition

Decreases in net asset in liqudation:
Management fees
Other expenes
Resere for liquidation costs

Tota decre in net assets in liquition

61,916
145,027

11 201.464

11408.407

Net decrse in net assets in liquition

Net assets in liquidation at Decmber 18, 2008

NET ASSET - DECEMER 31,2008

12.069,892

125,353,677

J 113283785

Se accopayi note to fici st2teents.
3
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Lited Libilty Compan)

STATEMENT OF OPERATIONS
FOR THE PERIOD FROM JANARY 1, 2008 THROUGH DECEMBER 17, 208

Investment income:
Interest income
Divdend income

Tota investment income

Expnses:
Loss attbutable to assets hel by Berard L. Maoff Investment Secuties, LLC
Mageent fees
Other expenses

Tota expenses

Net investment loss

Reed and uneaed apprecition (deprecition) from investment trsactions:
Net reaed gas on marketable secuties
Net reaed and unald loss on investment in priate investment fuds

Net reaed and uneaed apprecition from invesnnent tractions

NET LOSS

See accompanyi notes to fici sbitets.

4

$ 5.727,684
3.070,082

8,797.766

358.710,309
6,071,915
1.683.459

366.465,683

(357,667,917)

22,571,330

(10.573285)

11.998.045

$ (345.669.872)
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Lited Liability Company)

STATEMENT OF CHAGES IN MEMBERS' CAITAL
FOR THE PERIOD ENDED JANARY 1, 200 TO DECEMER 17,2008

MEMBER' CAPITAL - DECEMBER 17,2008

S 434,169,631

69,374,831

(32,520,913)

(345 669.872)

$ 125,353.671

Members' capita- Janua 1,2008

Membes' capita contrbutions

Members' capita withdrwal

Net loss

See accompayi notes to fici stateents.

5
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Lited Libilty Company)

STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM JANARY 1, 2008 THROUGH DECEMBER 17, 2008

Cash flows from operti activities:
Net loss
Adjustments to reconcie net loss to net cash used in operati activities:

Impaient loss
Chas in assets and libilties:

Investments
Receiables from Beacon II
Prepad lititin

Other assets, net
Receivable from affate

Other libilties

S (345,669,872)

358,710,309

Net cah used in operatig actiities

Cash flows from ficig actities:

Repayment on lie of credit
Member' capita contrbutions
Member' capita wíthdtwal
Capita contrutions receied in advance

Due to members for capita withdrawal

Net cah usd in fianci actvities

Net decrease in cash and cash equents

Cash and cash equialents - begig

CASH AN CASH EQUI ALENI - ENING

(366,109.003)
10,573

(1,000.000)
(401,298)

(84,928)
40284

(254,503,935)

(2,500,000)
69,374,831

(32,520,913)
(200,000)

(4,199,356)

29.954,562

(324,549,373)

329238.086

$ 4688,713

Supplemnta disclosure of cash flow infonntion:
Interest paid $ 59323

See acompayig notes to fici stateents.
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NOTE 1.

NOTE 2.

CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES iic I

(A Liited Liabilty Compay)
NOTES TO FINANCIA STATEMENTS (LIQUIDATION

BASIS EFFEClIV DECEMBER 18, 2008)
DECEMBER 31, 2008

ORGANZATION

Beacon Assocites LLC I (the "Company") is a New York lited libilty company

formed for the purose of poolig its members' capita in order to have such capita
invested though tradig and investment strtegies, both diectly and indictly though
other priate investment fuds. Profits and losses are alocted to al member in
proporton to their capita balces, except that Beacon Associates Manment Corp.
(the "Maag Member'') is entitld to a 1 % alocation of profits, subject to cerai
mior adjustments (Note 15).

SUMMAY OF SIGNFICA ACCOUNING PQUCIES

Cash and Cash Eqalents

The Company consder al hihly liquid investments with an origi matuty of thee

months to be cah equialents.

Líquidation Basi of Accounting Adopted on Decemer 18. 2008

Under the liquidation ba of accounti adopted on December 18, 2008, al assets
have bee adjusted to thei fa vae and libilties, includ estited costs associted

with implementi a plan of lidation. were adjusted to their estited settement
amounts. Act values receied frm the sal of th Company's assets and the

settement of libilties may differ mate from the amounts estited

Use of Estite

The prepartion of the fici sttements in accordace with accounti priciples

geery accepte in the United States of Amerca requies maagement to mae
estites and assption tht afect the reportd amounts of assets and libilties and

diosur of contigent assets and libiles at the date of the fici stateents, and

the report amounts of revenues and exenes durg the reportg period Actu
reults could dier frm thos estites.

Members' Capita Withdr

Puuat to th Finci Accountig Sta Boad's r'FASB'1 Stateent of
Finci Accuntig Stadads ("SFAS") No. 150, "Accounti for Cer Finci
Instrents with Charcttics of both Libilties and Equity." the Compy is

reed to rert the amount of gross capita withdrwa to be made effecte as of

Janua 1,200, as a libil on the accp2yi statement of net assets in liqudation
as of December 31, 2008. For al other pmp. constet with past pratice, the

Compy conider tht such amounts are :a component of mem' caita unti the
effectie date of widrwa

7
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NOTE 2.

CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Liited Liabilty Compa)

NOTES TO FINANCIA STATEMENTS (LIQUIDATION
BASIS EFFECTIV DECEMBER 18,2008)

DECEMBER 31, 2008

SUMMY OF SIGNIFICA ACCOUNTNG POLICIES (CONTINED)

Income Taxes

In accordace with Federal income tax regutions, income taes are the responsibilty
of the indidual member. Consequently, no provion or libilty for income taes has
been reflected in the accompanying fincia statements.

Valuation of Investments

The Company records its investment in affited and non-affited lited parerships

at fa value. which represents the Company's share in the net assets of each respecte
lited parerhip. Fai vaues for investment parerships ate detered utig net
asset value infomition suplied by each individua investment fud, which includes

reed and uned gas and losses on investments, as well as maagent,
incentie and admtrtion fee and al other income and expenses.

Investment Trasactons and Relted Income

The net reaed and unaled apprecition from investment trsactons reported in
the accompanyig statement of opertions includes the Company's proportonate shae
of interest, didends, exenes, and reaed and uneaed gas and losses on secuty
trsactions and fees of its investments, inclg it investment in the afted and
nonaffited lited paerships.

In cicumtaces where the Compay ha notied the priate investment fud of a
withdrwal of fuds from the investment at the end of the report perd, such
amounts ar recorded as "receiable frm investmnt fuds" in the accompanyi
statement of net assets in liuidation. Addtiony, where the Company is noti by
investors of a withdrwal of fuds from the inestment at the end of the reportg
perod, such amounts wi be recordd as "withdrwal payable" in the accompanyig
sttement of net assets in liqudation.

Puases and sal of secties ar rerded on a trde-dte basis. Dívdends are

recordd on the ex-dend date. Intet income is acced as eaed.

Secuties lite on a nation exchge or trded over-the-counter ate valued at thei

lat sal price or lat quote bid prie.

Reeivable from Inestment Fun
Recivable frm investment fud consits of investments mataed wi inestment
mas for secues and amounts du from the redeption of investmt bace.
Estiate Costs ofI.tion

The preption of 6icU stateents in accordace with the liuition ba of
accountig requies the Copa to recrd on the stateent of net assets in liqudation
al estite costs thug the fial liquition date. Suc costs inch professonal

fees (audit, conulti and le an costs relted to the diposal of the Compay's

8
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NOTE 2.

NOTE 3.

NOTE 4.

CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Liited Liabilty Company)

NOTES TO FINANCIAL STATEMENS (LQUIDATION
BASIS EFFECTIVE DECEMBER 18, 2008)

DECEMBER 31, 2008

SUMMAY OF SIGNIFICA ACCOUNING POLICIES (CONTINUED)

Estiated Costs ofLidation (Contiued

remag investment portolio and are reflected as resere for liquidation costs on the
statement of net assets in liquidation. The estited costs of liquidation may dier (by
mater amounts) from the costs tht wi be ultiately incued by the Compay in
connection with the disolution.

LIQUIDATION OF THE COMPAN

A sigcant porton of the Company's assets were held in a cutody account with

Berard L. Madoff Investment Secuties, LLC C'BLMS"). On December 11, 2008,
maagement leared of the aleg frud inolvg BLM. As a result of the loss
incued on its investments with BLMS, on December 18, mageent informed its
investors of Íts deion to liquidate the fud and sent redemption notices to the

Company's investment magers. In addition, the Company ceed accepti capit

contrutions. The Mag Member beleves tht these events wi ultitely
necessitate and result in the widi down and liquition of the Company. and,
accordigl, effecte Deceber 18, 2008, the Company has changed Íts basis of

accounti from. the goin-eoncem bais to a liquidation basi.

ADJUSTMES OF ESTIMTED VALUES
Effeete with the adoption of liuidation accountig, the carg amounts of assets

and libilties were adjusted from thei historical bases to the amounts expected from
thei reation and settement. The inti adjustment decased net asse by

$369,911,773 frm $48,063,986 to $114,152,213 as follows:

Decbe 17. 2008
Estited

Hito Basi LiQ!dation V We
Investment in Prite Investment Funds, at $ 118,583,422 $ 118,583,422

fa value

Investment in mable secuti (BLMS)
Cas and cah equialts

Reeiable frm priate investment fuds
Reeiables from Beacon II
Preai and other ass
Oter libilti

Reere for liquidation costs

358,710,309
4,688,713 4,688,713

314,811 314,811
323,914 323,914

1,582,160 1,582,160

(139,343) (139.343)
(11201464)

$ 48,963,986 $ 114,15213

9
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NOTES.

NOTE 6.

NOTE 7.

CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES iic i

(A Limted Liabilty Company)
NOTES TO FINANCIA STATEMENTS (LIQUIDATION

BASIS EFFCTIV DECEMER 18, 2008)
DECEMBER 31, 208

LOSS ATTRIBUTABLE TO ASSETS HELD WITH BLMIS

The Company's losses from assets held with BIlIS were recorded effective December
17, 2008. As the Company is unable to determe when the loss acty incured the

amount of the loss attbutable to previous reportg periods caot be quatified.

Accordy. the Company ha recorded the entie loss of $358,710,309 in the perod
Janua 1, 2008 thugh December 17, 2008, and has not chared any porton of ths
loss to the Company's capita balces as of Janua 1, 2008.

CONCENTRATION RISK

Cash and cash equialents include al cash balces and highly liqu investments with

an inti matuty of thee month or less. The Company places its temporary cash

investments with high credit quty fici institutins. At varous ties durg 2008.

such investments were in excess of the Federa Deposit Insurance Corporation

('FDIC'') ince lit No losses were incued in 2008, nor is any loss expected in
the futu as a result of the Compay havi deposits in excess of the FDIC lit at
varous fici institutions.

INVSTMNTS
In 2008, the Company adpte the proviions of SFAS No. 157, "Fai Value
Meauremnts," for finci assets and libilties. SFAS No. 157 defies fai value,
establihes a frework for meaur fa value in genery accepted accounti

priciles, and expds diclosu about fa value meaurent.

SF AS 157 estiblihes a th level fa vaue hichy. The fa value hirachy gies

the fit order of liquidity to quote prices in aete maets for identical asts or
libilties (Lvel 1), and the lat order of liquty to unobserable inputs \.el 3). If the
inputs us to meae the investments fa with dierent levels of the hichy, the
cateriation is based on the lowest level input tht is sicat to the fa value

measurent of the investmt

Investments recorded in the stateent of net asset are categoried based on the inputs

to vauation techque as follws:

Leel 1. Vahd at quted prices for identica asets or libiti in an acte

mat, such as exchge-tided equity and over-the-counte secutis.
Leel 2. Val at based on quote price in mats tht ar not ace or

mod inputs tht ar obsble eier diec or indiecy for sustati the

fu te of the investmts, su as less lid restrcted secties and wats
tht tn less frdy.
Leel 3. Values ar baed on on price or vation teue tht reuie
inputs tht are both unobseble and sicat to the over fa value
meau.ent. These inputs reflec assumtions of maent about the
assution maet pacits woul us in pricig the investments.

10
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NOTE 7.

NOTES.

CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Limited Liabilty Company)

NOTES TO FINANCIA STATEMENTS (LIQUIDATION
BASIS EFFECTIV DECEMBER 18,2008)

DECEMBER 31, 200

INSTMENTS (CONTINU)
The assets fai value measurement level with the fa val hierachy is based on the

lowest level of any input that is sigcant to the fai value measurement. Valtion
technues used need to mae the use of obserable inputs and mie the use of
unobserable inputs.

The followig table suries the valuation of the Company's investments by the

aboe SFAS 157 fa value hiei:y levels as of December 31,2008:

Fai Value Meaurments

Leell Level 2 Leel 3 Tota
Investment fuds $ - $ - $ 107.166,905 $ 107,166,905

Tota investments - fai value $ - $ - $ 107,166,905 $ 107,166,905

Level 3 Asset Gas and Losses
Year ended December 31, 2008

Balce, beginning of yea

Puchaes, sales, net
Realed and uned loss, net

Balce, end of yea

Investent Funds

$ 110,674,650

7,735,627

(11.243372)

Tota
$110,674,650

7,735,627

(1 i .243.372)

$107,166,905$ 107,166,905

For the perod ended December 31, 2008, the Compay invested onl in Level III
investmnts, whose fa value represents the net asset value of the Company's

proportona shae of the pnvate investment fuds, as confied by the maent of
the prite investmt fuds. Cha in net asset value of investments in priate
investment fuds in the accmpanyi stateent of opertions includes the Company's

proportonate sha of didends, inteest, exens, reaed and uneaed gas and
losses on secuties ttaction and fee of the prite investment fuds.

The adoption of SF AS No. 157 did not have a mate imact on the Company's
fianci statements.

CAITAL CONtRIONS, WITHRAWAL AN DISTRIUTONS
Capita contrutins are acceted on a monthy ba on th fit day of each month.

The Managig Member in its sole and absolute dicreton, ca accept or rejec capta
cotrutions from exiti mem or prospective inestors.

11
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NOTE 8.

NOTE 9.

CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Lited Liabilty Company)

NOTES TO FINANCIA STATEMENTS (LIQUIDATION
BASIS EFFECTIV DECEMBER 18, 2(08)

DECEMBER 31, 2008

CAPITAL CONTRIBUTIONS. WIHDRAWALS AN DISTRIBUTIONS
(CONTINED)
In accordance with the Company's operati agreement (the "Agreeent"), interest of

the Company are issued in two seres, Series I and Series II. Each series of ownerhip is
invested in a separte investment portolio. Otherwse, each series has equ reltie

rihts, powers and duties, purt to the term of the Company Agreement. The
Seres I and Series II unts parcipate in al Company investments on a pro-rata basis,
except tht only the Seres I units are pettd to engae in any investment actiity
involvig futues contracts and options thereon. As of December 31, 2008,

$111,389,374 and $1,894,411 of the Company's net assets were owned by the Series I
and Series II members, respectiely.

Volunta withdrwals ate pertted at the beginning of each calenda quaer (Janua
1, Apri1,July 1, Octobe 1) prod that the investor provide the Mag Member
60 days' prior written noti. Par withdrwal are perttd as well

Capita account withdrwal are payable to the withdrwig meber as follows: (a) 90%
of the value in the meobets capita account wi be paid with 90 days of the
withdrwal date, and (b) the baance wi be pai with 30 days of receipt by the
Ma Member of the Compay's audited fianci statements.
Notwthstadi the Company's hitorica policy per the Agrement, al withdrwal
have been suspened by vie of the liuidation basis adopte on Decber 18, 2008.

AIJ.OCATION OF PROFITS. NE LOSSES AN EXENSES

Net profits and net losses are alocated to the membe in the proporton tht thei
capita account bear to al other capita accounts of thei Seres as of the beg of
the year, adjuste for capita contrbutions and widrawal durg the year. In
accordace wi the Agreeent, 1 % of the net profits of each Seres for th yea is
alocated to the Ma Member.

The Compay is responsble for (i tractn costs and inestment-relted exenes

incured in coec wi its trg actties, includ broker, broker-de3r
makus, cl ni intert, and cutod exenses (bth di and indit), (ü)
routie leg accountig, auditig, ta prepartion, and rete fees and exenses, (ii)

exes assocte with the contiue offer of interests, (iv) exmordi exs,
as defied (e.g., litition costs and indemnificatin oblition), if any. (v) its
prportonate shar of any inestment pool in which it inves tht are not othere
enumerted. inchdig ad fee to the instment pool's ma, (vi) th
admtrtie fee, and (vü) the Manag Member's fee.

The Magig Mems fees ar pad monthy fot seces rendeed in an amount
equa to .125% of the capita accunt balce of each membe less any amounts
attbutable to th Manag Memer and any other adjutments as detered by the
managing mebe. The Managi Membe pays a porton of its fee to its inestment,

12
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES iic I

(A Liited Liabilty Company)
NOTES TO FINANCIA STATEMENTS (liQUIDATION

BASIS EFFECTIV DECEMBER 18, 2008)
DECEMBER 31, 200

NOTE 9. ALLOCATION OF PROFITS, NET LOSSES AND EXPENSES
(CONTINED)
Ivy Asset Management Corp. ('Ivy'') on account of Ivy's consultig serces (see Note
15). In addition, the Company alo pays for diect and indiect overhead and operatig
expenses incured in the Mag Member's operation of the Company in an amount

not to exceed 1 % per anum of the Company's net wort as adjusted for withdrwal,
new admssions or additiona contrbutions by membe. The Manag Member is
responsible for al of its overead and opertig costs in excess of 1 %.

NOTE 10. CONDENSED SCHEDUL OF INSTMES
The condensed schedu of investments in priate inestment fuds (the"Investments")
as of Decebe 31,2008 is as follows:

Investtent Sttteg
Long/ short-te inesti

Cobat Parer, LP. (a)

Relatie vale trdi

Elott Assoctes, LP. (b)
Canyon Balce Equty Fund, LP.(c)

Tota relatie vale tr

Speci situtions:
Longcr Capita Parers (QP), LP. (d)
Fir Tre Value Fund LP. (e)
Anchorae Capita Parer, LP. (£)
Kig Street Capit LP. (g

Tota sp sitution
Investments, at net asset value

Net Asset 

Value at
% of Net December 31, Redemptions

Assets 2008 Pemttd

7.90% $ 8,944,631 Se-anuay

63.06% 71,436,930 Semi-anua
0.63% 714.813 Semi-anual

63.69% 72.151.743

3.86%
4.12%
2.21%

12.82%

23.01%

4,370,307 Quy
4,669,092 Ever 2 yeas
2,50,929 Anua

14,526,203 Quaerly

26,070.531

94.60% $ 197,166,905

(a) Invests pricial in publicly tred sectis. The fuds may be "long"or "short".
Long positions wi tyicay be in companes and industres tlt have been

overlooked and\or thos with str value chcttics. Short positons ar often

reted to long positions (i.e. compettors) and.i companes with over-lever
balce sheets and poor fudata.
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Lited Liabilty Compan)

NOTES TO FINANCIAL STATEMENTS (LIQUIDATION
BASIS EFFECTIV DECEMBER 18, 2008)

DECEMBER 31, 2008

NOTE 10. CONDENSED SCHEDULE OF INVSTMENTS (CONTINUD)

(b) Invests in diverse mi of secutis includig ditressed secties, related secuties
arbitrge, long\short equities, event dren, private placement equity and fied
income arbitrage.

(c) Invests in equity secuties, fied income secuties and deratives includi but not
lited to options, credit default swaps, futues and forwards.

(d) Th fud is invested in underalued or "speci sitution" compa, includig
compaiúes tht are the subject of pendi baptcy proceedigs or are otherse
ficiy ditressed.

(e) Th is a diersied investment fud tht invests an trades long and short positions
priary in publicly trded secuties. commerc ban loan debt and dervaties
which are trded in the United States and other countres.

(f) Th fud invests in both retie value and absolute strtegis based on detaed
credt analysis.

(g Th fud is global 
longshort credt and event-den. Priy inests in secuties

of ditressed and out-of-favor compaes. It may include bantcs, restrctug

and liquidations.

NOTE 11 UN OF CREIT

On Mar 1, 2007, the Company enteed into a one-yea lie of credit ageement
('Agreement'') with a ban The agreeent was subsequetl amende in 2008, to
increa the ori maum advance from $5,00,000 to $10,000,000 at an interst
rate of pri mius 1 % with a mi of 4%. The lie of crt was coIlteed by
the Company's investment in one of the inestment fuds in whi the Compan
inests an expirs on Septebe 30, 2009. The purose of the lie of crdit was to
prvide liuity for temora ti dierences between member capita withdrwals
and membe capita contrutions, and betwee reoctions of fuds among
investmt maag. As of Decebe 31. 2008, the lie of credt wa closed.

NOTE 12 UNCERTA TAX POSITIONS
In June 200, the F ASB reed F ASB Interetation e'FIN') No. 48, "Accounti for
Uncerty in Income Taxes." FI 48 interets the gudace in SFAS No. 109,

"Accounti for Income Taxes!' When FIN 48 is imlemented, rert entities

ute diert recogntin thholds and meaurement requemts when comp
to prior teeca1ítu. On Decembe 30. 2008, the F ASB Sta issud F ASH Staf

Position r'FSpi FI 48-3, "Effece Date of F ASH Interetation No. 48 for Ce
Nonpublic Enteri." As defered by the gudace in FSP FI 483, the Company

wa not reqed to imleent the provns of FIN 48 unti fical yea begg
aft Dec 15.2008. As suc th Compay has imleented thos provion in
the 2008 fici statets.
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES liC I

(A Lited Liabilty Company)
NOTES TO FINANCIA STATEMENTS (LIQUIDATION

BASIS EFFCTIV DECEMBER 18, 2008)
DECEMER 31, 2008

NOTE 12. UNCERTAI TAX POSITIONS (CONTNUED)

Since the implementation of the provions of FIN 48 in accountig for uncert ta

positions, the Compay has contiued to utie its prior policy of accounti for these
positions, followig the gudace in SF AS No.5, "Accounti for Contincies" since
there has not been any chane in its opetions. Disclosure is not requied of a loss
contigency involvg an unssered cl or assessment when there has been no

maniestation by a potenti clant of an awareness of a possible cla or assessment

uness it is consided probable tht a cla wi be assered and there is a reasonable

possibilty tht the outcome wi be unfavorable. Usi tht gudance, as of December
31, 2008. the Company had no uncer ta positions tht quafy for either recogntion

or diclosure in the fici statements.
NOTE 13. FIANCIA INSTENTS WITH OFF-BALCE SHEET RISK

The Company employs ttdi and investment strtegies both diect in BLMIS and
inditly though other private investment fuds, which tre in fici instrents

in connection with their norm proprita activities. The Company and the priate
inestment fuds may fuy or party mitite the potenci off-balnce sheet rik
assocte with such acvities by reason of thei trdig sttteges and though the
selection of suitable counterpares.

The Compay and the inestment fuds in which the Company invests may utie
option contract. Thse contrct ar used priar for magig the rik associted
with a portolio of inestments, as wel as for trdig puoses. The Compay's rik is
embedde in its ow investment portolio and its investments with each of the
inestment fuds.

NOTE 14. FINANCIA ffGHGHTS
Th fici hights rereset inormtion applicable to the meber cls of the

Compay taen as a whole (the non-ingi mebe). The opeti perormce of

the Company (cate as tota ret before incentive aloction, incentive alocation
and tota retu aft incetive altion) was (75.90)%,0% and(75.9O%. respecvely.

The tota retu is cacuted for the meber cls taen as a whole. An individu

investors's retu may var frm these retu bas on the ti of capita
contrutions and widrwa.
The ratio of opertig exenses, incldi mageent fee; incentie aloction; and
tota exes (includi maagent fee and incentie aloction) to memer aver

net assets (membe' capit was 1.80%, 0% and 1.80%, reectely. The ratios are
cacute for the member cl taen as a whole.The ratio for an indidua investor
may va fr these ratios base on the tig of caita contrutins and
widrwal. Thes raos do not refl the Compy's proportnate sha of income

an exes of the under inestment fuds.
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CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Lited Libilty Company)

NOTES TO FINANCIA STATEMENS (LQUIDATION
BASIS EFFCTIV DECEMBER 18, 2008)

DECEMBER 31, 2008

NOTE 15. RELATED PAR1Y TRASACTIONS

The Agrement provides tht the Mag Member shal receive a monthy Maagi
Member fee of .125% of the net assets of the Company.

For the yea ended Decembe 31, 2008, the Mangig Member eaed Mangig
Member fees tota $6,133.831. A sigficant porton of tl amount was pai by the
Maag Member to Ivy Asset Management Corp. (the "Ivy'') as its unebted
investment consultat.

In accordance with the Agreeent, the Managi Member is entided to 1 % alocation
of profits, which amounted to $0 for the yea ended December 31, 2008.

The Mag Member of the Company is also th Maagi Member of Beacon
Assoctes lLC II (the "Beacon II"), which invests substatiy al of its net assets in
the Company. Shareholder of the Mangi Member corporation are als sharholders
of corprations which are genera parers of severa private investment fuds which

are engad in a sir busess. The investment strteg for each entity is deteed
ind.dendy.
As of Decemer 31, 2008, the capita account balces of th Man Member and
pars relted to the Mag member totaed. $379,136.

NOTE 16. LEE OBLIGATION

Effectie July 1. 2002, the Compay entered into an assient and assumption of
leae ageeent with a related par under which the Compay lease off space from
the unelted ladlord of the premes and remts reta payments dicdy to the

laord. The ageement exteds to March 31, 2012, at a present anua r:te of $44,000,
includg ce utities, wi perodic increaes up to a maum anua rate of

$45,00 over the te of the agremenL The Compay's offce space can be assiged
back to the relte par, with no fuer obliti by the Compay. upon twelve

month' writtn notice by eier par. Ret and utities ch to operations

agegate $43,875 for the yea ended December 31,2008.
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NOTE 17.

NOTE 18.

CONFIDENTIAL: Subject to Protective Order

BEACON ASSOCIATES LLC I
(A Limited Liabilty Compay)

NOTES TO FINANCIAL STATEMENTS (LIQUIDATION
BASIS EFFECTIV DECEMBER 18, Z008)

DECEMBER 31, 2008

LITIGATION

The Company has been named in multiple lawsuits related to losses from assets held
with BL1VIS. The platiffs seek to recover dames allegedly caused by the defendants'
violations of rues under the Securities Exchange Act of 1934. as well as common law
frud. neglit misrepresentation and breach of fiduci duty under New York Law.

The Compay and the Managg Member intend to vigorously defend these actions and
currendy, cannot determe the lieliood of an unfavorable outcome. The Company

advanced $1.000,000 to a legal escrow account for expected lega expenses. At

December 31. 2008, approxiately $969,000 remaed in the escrow account. In
addition, the Company has established a resere of approxitely $11,200,000 for

ongoing aditrtie expenses, le and accounting fees, which is shown in the

accompanying statement of net assets in liquidation. The Company wi establish a
seperate reserve for possible clawback claims by the bankptcy trstee once the cla,

if any, is ascertable.

SUBSEQUENT EVENTS

Admtrtie Agreement

On June 1, 2009, the Company siged a new admtrtive agement with SS&C
Techologies Inc. ("SS&C'~. SS&C wi provide admtrative serces for the

Company and serves as a replacement for Ivy. The admìstrtive ageement between
the Company and SS&C is effective June 1, 2009. The fee for the serice is based on a
percentage of the Company asset balance as defied the the agreement. Fees are paid on
a quarterly basis. (Te Compay is oblited to pay these fees for the inti term of its
ageement, June 1,2009 though to December 31,2010.)

Asset Redemption

As of Septermber 30,2009, approxitely 94% of the Company's assets were redeemed

from the Company's investment managers and invested with a hih credit qualty
fianci institution. 90% and 4% of the redeemed assets are been held in the form of

U.S treasures and cash, respectiely.
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