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1, Richard Wm. Talley

OATH OR AFFIRMATION

swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Talley & Company as of

December 31 ._2002 are true and correct. I further swear (or affirm) that neither the company

Nor any partner, proprietor, prmcxpal ofﬁcer or du'ector has any proprietary interest in any account classified soley as that of
a customer, except as follows:

N/A

AT WESTCOTT

Commission # 1318459 ! .
s

Notary Public - California
San Diego County
My Comm. Expires Aug 3, 2006

W //7%/) /WW/A

Richard Wm Talley, President
Title

This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
_(d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners or Sole Propnetor s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital
(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.
() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 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 con-
solidation.
() 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.
X (o) Independent Auditor's Report on Internal Accounting Control.

ROR O ODODROBREHARM

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Goodrich, Goodyear & Hinds

An Accountancy Corporation

INDEPENDENT AUDITORS' REPORT

The Board of Directors
Talley & Company
Irvine, California

We have audited the accompanying statement of financial condition
of Talley & Company as of December 31, 2001, and the related statements of

income (loss), changes in stockholders' equity, and cash flows for the
year then ended. These financial statements are the responsibility of the
Company's management. Our responsibility 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. 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 1in 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 financial statements referred to above
present fairly, in all material respects, the financial position of Talley
& Company as of December 31, 2001, 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 Dbasic financial statements taken as a whole. The information
contained on page 8 is presented for the purpose of additional analysis
and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities
Exchange Act of 1934. 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.

Long Beach, California
February 8, 2002




TALLEY & COMPANY
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2001

ASSETS
Cash and cash equivalents:
Cash in bank
Deposit - Clearing agent
Interest - Clearing deposit -
Non-allowable
Total cash and cash equivalents
Prepaid expenses

Interest receivable - Clearing agent -
Non-allowable

CRD deposit

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities:
Wedbush commission account
Accounts payable and accrued
expenses

Total liabilities

Stockholders' equity: :
Common stock without par value;
authorized 5,000,000 shares;
issued and outstanding, 23,000

shares $ 23,000
Paid-in capital 65,000
Retained earnings (66,768)

Total stockholders' equity

Total liabilities and
stockholders' equity

The accompanying notes are an integral part of these financial statements.
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S 23,284
25,000

120
48,404

1,750

7,455
308

$ _57,918

$ 34,095
2,591

36,686

21,232

$ 57,918




TALLEY & COMPANY
STATEMENT OF INCOME (LOSS)

YEAR ENDED DECEMBER 31, 2001

Revenues:
Commissions S 9,890
Margin interest 92,400
Interest income 1,154
Total revenues 103,444
Expenses:
Clearing charges S 5,472
Legal and audit 113,166
Fidelity bond 362
NASD membership assessment 1,074
SIPC assessment 150
Consulting 19,793
Other professional services 7,173
Rent 24,308
Other 285
Total expenses , 171,783
Loss before income taxes (68,339)
Income taxes (Note 2) v (800)
Net loss $ (69,139)

The accompanying notes are an integral part of these financial statements.
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TALLEY & COMPANY
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

YEAR ENDED DECEMBER 31, 2001

Additional
Common Paid-in Retained
Stock Capital Earnings Total
Balance at December 31,
2000 S 23,000 - 48,471 71,471
Additional capital
contributed - 65,000 - 65,000
Net income for the
year ended December 31,
2001 ‘ - - (69,139) (69,139)
Shareholder distribution - - (46,100) (46,100)
Balance at
December 31,
2001 S 23,000 65,000 (66,768) 21,232

The accompanying notes are an integral part of these financial statements.
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TALLEY & COMPANY
STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31, 2001

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss
to net cash provided from operating

activities:
Decrease in receivables $ 37,049
Increase in prepaids (1,750)
Decrease in accounts payable
and accrued expenses ‘ (7,782)
Increase in CRD deposit (349)

Total adjustments

Net cash flows used for
operating activities

Cash flows from investing activities

Cash flows from financing activities:
Capital contributed by stockholders _ 65,000

Net cash flows provided by
financing activities

Net increase in cash and
cash equivalents

Cash and cash equivalents at beginning
of year

Cash and cash equivalents
at end of year

The accompanying notes are an integral part of these financial statements.
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$ (69,139)

27,168

(41,971)

65,000

23,029

25,375

S 48,404




TALLEY & COMPANY
NCTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Business
The Company is a registered broker-dealer incorporated under the laws
of the State of California maintaining its only office in Irvine,
California. The Company is subject to a wminimum net capital
requirement of $5,000 under SEC Rule 15c¢3-1 and operates pursuant to
the (K) (2) (1ii) exemptive provision of SEC Rule 15¢3-3 and does not
hold customer funds or securities. The Company acts as an
introducing broker/dealer and clears transactions on a fully
disclosed basis through a clearing agent.
Method of Accounting
The Company maintains its books and records on the accrual basis of
accounting.
Use of Estimates
The preparation of financial statements in conformity with generally
accepted accounting principles requires the wuse of management's
estimates. Actual results could differ from those estimates.
SIPC
The SIPC assessment has been determined fairly in accordance with
applicable instructions and was remitted timely.
Cash Equivalents
For purposes of the statement of cash flows, the Company considers
all highly liquid debt instruments purchased with a maturity of three
months or less to be cash equivalents.
Income Taxes
The Company has elected S-corporation status for income tax purposes.
Under this election, the stockholders of the Company are taxed
individually on the income of the corporation. Therefore, no
provision exists for Federal income taxes. However, there exists a
provision for California taxes Dbecause the State of California
assesses a 1.5% minimum Franchise tax on S-corporation earnings.

(2) INCOME TAXES

As discussed in Note 1, the Company has elected to be taxed as an S-
corporation for Federal and California tax purposes. Therefore, no
Federal income tax provision is provided.




TALLEY & COMPANY
NOTES TO FINANCIAL STATEMENTS, CONTINUED

DECEMBER 31, 2001

INCOME TAXES, Continued

The tax provision of $800 represents an estimate of California
Franchise tax at a tax rate of 1.5 percent. Similar to the Federal
rules, the net income passes through to the stockholder so that both
Federal and state taxes are primarily paid on the individual level.

RENTAL OF FACILITIES

The Company occupies office space under a lease renewable every six
months. Therefore, no long-term commitment exists. The wmonthly
rent, as of December 31, 2001, approximated $1,800 per month. Rent

and cther occupancy expenses for the year amounted to $24,307 under
this agreement.

NET CAPITAL

The Company is subject to a $5,000 minimum capital requirement under
SEC Rule 15c¢c3-1, which requires that the ratio of aggregate
indebtedness to net capital shall not exceed 15 to 1. VNet capital
and the related net capital ratio fluctuate on a daily basis;
however, as of December 31, 2001, the net capital was $11,598 which
exceeded the required minimum capital by $6,598. The aggregate
indebtedness to net capital ratio was 3.16 to 1. ‘




TALLEY & COMPANY
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15c¢3-1

DECEMBER 31, 2001

Total equity from statement

of financial condition s 21,232
Less non-allowable assets:
CRD deposit $ 309
Interest - Clearing account 120
Prepaid expenses 1,750
Interest receivable -
Clearing agent 7,455 (9,634)
Net capital ' $ 11,598

COMPUTATION OF BASIC NET CAPITAL, REQUIREMENT

Minimum net capital required (6-2/3%

of aggregate indebtedness of $36,687) S 2,446
Minimum dollar net capital required S 5,000
Net capital regquirement (greater

of above two figures) S 5,000
Excegs net capital S 6,598

COMPUTATION OF RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

Total aggregate indebtedness $ _36,686

Ratio of aggregate indebtedness
to net capital 3.16 to 1

Percentage of debt to debt-equity total ,
computed in accordance with Rule 15¢3-1(d) N/A -

The computation of net capital as reported in the unaudited Part IIA
filing agrees with the audited net capital as noted above.




Goocirich, Goodyear & Hinds

An Accountancy Corporation

REPORT ON INTERNAL CONTROL STRUCTURE

The Board of Directors
Talley & Company
Irvine, California

In planning and performing our audit of the financial statements
and supplemental schedules of Talley & Company for the year ended December
31, 2001, we have considered its intermnal control structure, including
procedures for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control structure.

Also, as required by Rule 17a-5(g) (1) of the Securities 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 15c¢3-3. Because the Company does not carry securities
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

2. Recordation of differences required by Rule 17a-13

3. 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 a system of intermal accounting control and the practices and
procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to
agssess the expected benefits and related costs of control procedures -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 an
internal control structure and the practices and procedures are to provide
management with reascnable, 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 preparatiocon of £financial statements in accordance with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives
of the practices and procedures listed in the preceding paragraph.




\ Because of inherent limitations in any internal control structure
or the ©practices and procedures referred to above, errors oOr
irregularities 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.

Our consideration of the internal control structure would not
necessarily disclose all matters in the internal control structure that
might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness 1is a
condition in which the design or operation of the specific internal
control structure elements does not reduce to a relatively low level the
risk that errors or irregularities in amounts that would be material in
relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters
involving the internmal control structure, including procedures for

safeguarding securities, that we consider to be a material weaknesgs as
defined above.

We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of the 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, 2001, to meet the
SEC's objectives.

This report is intended solely for the use of the Board of
Directors, management, the SEC, and other regulatory agencies that rely on
Rule 17a-5(g) under the Securities Exchange Act of 1934, and should not be
used for any other purpose.

lodicodl, podoacs § Tl

Long Beach, California
February 8, 2002
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