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OATH OR AFFIRMATION
I, BRADFORD ASHLEY PHILLIPS , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
NATIONAL ALLIANCE CAPITAL, LLC B . as
" of DECEMBER 31 , 2002 , 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:

"~ BRENDAJ. LEWIS
MY COMMISSION EXPIRES B
ro 8 2008 \ PRESIDENT

Title

NotarVPub[’ic N

This report ** contains (check all applicable boxes):

(a) Facing Page,

™ (b) Statement of Financial Condition.

X (c¢) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition.

O (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

0 (H Statement of Changes in Liabilities Subardinated to Claims of Creditors.

B (g) Computation of Net Capital.

B® (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () 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.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

M () An OQath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential rreatment of certain portions of this filing, see section 240.17a-5(e)(3).



OATH OR AFFIRMATION

I, Bradford A. Phillips, affirm that, to the best of my knowledge and belief, the accompanying financial
statements and supplemental schedules pertaining to National Alliance Capital, LLC for the year ended
December 31, 2002 are true and correct. | further affirm that neither the Company nor any officer or
director has any proprietary interest in any account classified solely as that of a customer.

e

"/ Signature

PRESIDENT & CEO
Title

Q%WJ%L. PR Moty Ao

Notary Public
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INDEPENDENT AUDITORS' REPORT

To the Members
National Alliance Capital, LLC
Dallas, Texas

We have audited the accompanying balance sheet of National Alliance Capital, LLC as of December 31,
2002, and the related statements of operations, member’s 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 audlt 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 financial statements referred to above present fairly, in all material respects, the
financial position of National Alliance Capital, LLC as of December 31, 2002, 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 has been made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained on pages 10, 11, and 12 is presented for purposes of additional
analysis and is not a required part of the basic financial statements but is supplementary information
required by Rule 17a-5 of the Securities and Exchange Commission. 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.

gff OoEHELY i%@yﬁou

CERTIFIED PUBLIC ACCOUNTANTS

San Francisco, California
February 14, 2003

Santa Monica Irvine ' San Francisco Walnut Creek
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NATIONAL ALLIANCE CAPITAL, LLC

BALANCE SHEET

DECEMBER 31, 2002

ASSETS
Current assets:
Cash and cash equivalents $ 8,228
Marketable securities, at market value 8,801,834
Other current assets 1,037
Total current assets $ 8,811,099
Deposit 5,086
$ 8816.185
LIABILITIES AND MEMBERS' EQUITY
Current liabilities:
Accounts payable and accrued expenses $ 33,806
Accrued commissions, compensation, and clearance charges 231,408
Securities sold, not yet purchased, at market value 25,043
Due to related parties 1,314,354
Due to broker - dealers and clearing organization 5,742 229
Total liabiiities, all current $ 7,348,840
Members’ equity 1,469,345
3 8.816.185
See accompanying independent auditors' report and notes to financial statements. 2

STONEFIELD
JOSEPHSON me




NATIONAL ALLIANCE CAPITAL, LLC
STATEMENT OF OPERATIONS

YEAR ENDED DECEMBER 31, 2002

Revenue:
Trading income, net $ 5,161,825
Investment banking ) 138,400

Total revenue

Operating expenses:

Commissions and clearance charges 2,837,983
Consulting and management fees 1,318,000
Employee compensation and benefits 463,519
Interest 291,097
Quote and compliance costs 244 494
Communication, travel, and supplies 104,326
Rent . 38,304
Other operating expenses 22,021

Total operating expenses

Net ioss

See accompanying independent auditors' report and notes to financial statements.
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NATIONAL ALLIANCE CAPITAL, LLC
STATEMENT OF MEMBERS' EQUITY

YEAR ENDED DECEMBER 31, 2002

Members’ equity, January 1, 2002 $ 933,864
Members’ contributions : 650,000
Members’ distributions (95,000)
Net loss (19,519)
Members’ equity, December 31, 2002 $ 1,469,345
See accompanying independent auditors' report and notes 1o financial statements. 4
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NATIONAL ALLIANCE CAPITAL, LLC
STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2002

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

Cash flows provided by (used for) operating activities:
Net loss

Adjustments to reconcile net loss to net cash used
for operating activities:

Changes in assets and liabilities:
(Increase) decrease in assets:

Marketable securities, at market value $ 767,368
Other current assets 12,107
Deposit (5,086)
Increase (decrease) in liabilities:

Accounts payable and accrued expenses -~ (599)
Accrued commissions and clearing charges 127,539

Securities sold, not yet purchased, at market value (230,489)
Due to broker - dealers and clearing organizations (2,477,324)
Due to related parties 1,270,176

Total adjustments
Net cash used for operating activities
Cash flows provided by (used for) financing activities:

Members’ contributions 650,000
Members' distributions (95,000)

Net cash provided by financing activities
Net decrease in cash and cash equivalents
Cash and caéh equivalents, beginning of year
Cash and cash equivalents, end of year
Supplemental disclosure of cash flow info:"mation:
Interest paid

Income taxes paid

Ses accompanying independent auditors' report and notes to financial statements.
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(19,519)

(536,308)

(555,827)

555,000

(827)

9,055

$

8,228
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See accompanying independent auditors’ report.

NATIONAL ALLIANCE CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2002

Summary of Significant Accounting Policies:

Business Activity:

National Alliance Capital, LLC (“the Company”) was formed on September 27, 1995, under
the laws of the State of California. The Company is registered with the Securities and
Exchange Commission (“SEC”) as a fully disclosed broker-dealer in securities under the
Securities Exchange Act of 1934, and in connection with these activities, holds no funds or
securities for customers. The Company has offices primarily in Caiifornia. All transactions
are executed and cleared with a clearing broker-dealer on a fully disclosed basis, and
accordingly, the Company is exempt from the provisions of Rule 15¢-3-3 under subparagraph -

(k)(2)(b).

Us_e 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 period. Actual results could differ
from those estimates.

Fair Value of Financial Instruments:

The carrying value of the Company’s current assets and current liabilities approxxmate their
fair value due to the relatively short maturity of these instruments.

Cash and Cash Equivalents:

Cash Equivalents:

The Company considers all highly liquid debt instruments purchased with maturities three
months or less to be cash equivalents. Marketable securities held as inventories of the
Company on its own trading account are included as an operating activity in the statement of
cash flows.

Concentration of Credit Risk:

The Company maintains its cash in high-grade financial institutions and the cash balances

 may at times throughout the year exceed the federally insured limits on such accounts. The

Company has not experienced any losses in such accounts.
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NATIONAL ALLIANCE CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED DECEMBER 31, 2002

Summary of Significant Accounting Policies (Continued):
Marketable Securities:

Marketable securities are valued at market value. The resulting difference between cost and
market value is included in revenue in the accompanying statement of operations.

Revenue Recognition:

As a fully disclosed broker-dealer, customers’ securities transactions are recorded through
the clearing broker-dealer on a settlement date basis with related commission income and
expenses recorded by the Company on a trade date basis. Securities transactions of the
Company are recorded on a trade date basis. Revenue earned as a result of investment
banking transactions is separately disclosed and is recorded at the time the transaction is
completed and the income is reascnably determinable.

Income Taxes:

The Company and its members elected income tax status as a limited liability company.
Under this election, the members of the Company are personally liable for federal and
state income taxes arising on income. Annual provisions are made for state taxes on
businesses and the fee associated with limited liability companies.

The tax returns are subject to examination by federal and state taxing authorities. [f such
examinations occur and result in changes with respect to the gualifications of the limited
liability company or changes in distributable membership income or loss, the tax liability of
the members would change accordingly.

Marketable Securities, at Market Value:

Marketable securities, at. market value as of December 31, 2002, consist of federal and municipal
bonds totaling $8,801,834.

Net Capital Requirements:

- As a registered broker-dealer, the Company is subject to the Securities and Exchange Commission

Uniform Net Capital Rule (Rule 15¢3-1), which requires the maintenance of a minimum net capital.
The value of this defined operating parameter may vary materially from day to day. As of
December 31, 2002, the Company had net capital of $823,165, which was $573,165 in excess of its
required net capital of $250,000. Subssguent to December 31, 2002, members contributed
additional capital (see Note 8).

See accompanying independent auditors’ report. 7
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NATIONAL ALLIANCE CAPITAL, LLC
-NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2002

Deferred Compensation Plan:

The company has a deferred compensation plan for its’ trading employees. Under this plan,
deferred compensation amounts are accrued monthly based on individual trader profitability and
paid annually in the form of planned Series B membership units which will vest over two years.
When the units are fully vested, they can be redeemed for face value at the option of the holder.
During 2002, deferred compensation of $58,310 has been recorded for the issuance of the planned
Series B membership units.

Retirement Plan:

The Company has a 401(k) profit sharing plan covering substantially all employees. Under this
plan, employees may make elective contributions as allowed under federal law and the Company
may make matching and discretionary contributions. Employee contributions vest immediately and
Company contributions vest ratably over six years. There were no Company contributions to the

_plan for 2002. '

Related Party Transactions:

General Advances:

The Company shares corporate office space with several parties related through common
ownership and control. One of the related parties regularly advances payroll and other costs on
behalf of the Company, which the Company settles on a regular basis. At December 31, 2002,
advances of $64,354 were payable to this related party.

Administrative Agreement:

The Company has a management agreement with a party related through common control to
receive general management services, including oversight and management of operations, trading,
accounting, payroll, and regulatory filings, as well as marketing efforts. The agreement provides for
an annual base fee of $1,000,000 plus an additional $250,000 for each $1,000,000 in annual
revenue growth and can be cancelled with 30 days written notice. For 2002, management fees of
$1,250,000 have been accrued.

See accorhpanying independent auditors’ report. 8
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NATIONAL ALLIANCE CAPITAL, LLC
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2002

Commitments and Contingencies:

Lease Commitment:

The Company leases its business premises in Encino, California, under an operating lease, which
expires April 2005 and has a three-year renewal option. The operating lease requires minimum:
rental payments of $4,788 subject to annual increases per the lease agreement, plus the cost of
shared expenses. The operating lease has only limited provisions for cancellation. The following is
a schedule by year of future minimum rental payments required under this operating lease as of
December 31, 2002:

Year ending December 31,

2003 $ 58,600
2004 60,400
2005 : 20,300

$ 139,300

Rent expense under operating leases approximated $38,300 for the year ended December 31,
2002.

Clearing Agreement:

The Company has a clearing agreement with Correspondent Services Corporation (“CSC”),
whereas CSC will avail itself of clearing, execution, and other services related to the securities
business.

Off Balance Sheet Risks:

As discussed in Note 1, the Company’s customers’ securities transactions are introduced on a fully
disclosed basis with its clearing broker-dealer. The clearing broker-dealer carries all of the
accounts of the customers of the Company and is responsible for execution, collection and
payment of funds, and receipts and delivery of securities relative to customers’ transactions. Off
balance sheet risk exists with respect to these transactions due to the possibility that customers
may be unable to fulfill their contractual commitments wherein the clearing broker-dealer may
charge any losses it incurs to the Company. The Company seeks to minimize this risk through
procedures designed to monitor the credit worthiness of its customers and to ensure that customer
transactions are executed properly by the clearing broker-dealer.

(8) Subsequent Event:
Subseguent to December 31, 2002, the Company recsived equity contributions from its’ members
totaling $1,250,000, which will be used to pay the 2002 management fee,

See accompanying independent auditors’ report. A 9
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NATIONAL ALLIANCE CAPITAL, LLC
COMPUTATION OF NET CAPITAL AND NET CAPITAL REQUIREMENT
FOR BROKERS AND DEALERS PURSUANT TO RULE 15¢3-1 UNDER

THE SECURITIES AND EXCHANGE ACT OF 1934

DECEMBER 31, 2002

COMPUTATION OF NET CAPITAL
Members' equity
Less nonallowable assets:

Other assets
Deposit

Net capital before haircuts on securities positions

Haircuts on securities

Net capitél

COMPUTATION OF NET CAPITAL REQUIREMENT

Minimum net capital required (6-2/3% of aggregate indebtedness)

Minimum doilar net capital requirement

Net capital requiremen’t

Excess net capital

Ses accompanying independent auditors' report.
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$ 1,469,345
(1,037)
(5,086)

1,463,222
(640,057)

$ 823,165

$ 108,446

$ 250,000

$ 250,000

$ 573,165
10



NATIONAL ALLIANCE CAPITAL, LLC

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
FOR BROKERS AND DEALERS PURSUANT TO RULE 15¢3-3 UNDER
THE SECURITIES AND EXCHANGE ACT OF 1934

DECEMBER 31, 2002

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of '
1934, in that the Company’s activities are limited to those set forth in the conditions for exemption
appearing in paragraph (k)(2)(b) of the Rule.

INFORMATION FOR POSSESSION OR CONTROL
REQUIREMENTS PURSUANT TO RULE 15¢3-3 UNDER
THE SECURITIES AND EXCHANGE ACT OF 1934

DECEMBER 31, 2002

Not applicable

~See accompanying independent auditors’ report. 11
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NATIONAL ALLIANCE CAPITAL, LLC
RECONCILIATION OF THE COMPUTATION OF NET CAPITAL

DECEMBER 31, 2002

Per original filing $ 765,896
Audit adjustments and adjustments to calculation of haircuts on
marketable securities 57,269
Per this filing : $ 823,165
See accompanying independent auditors' report. 12 \
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CERTIFIED PUBLIC ACCOUNTANTS
BUSINESS ADVISORS

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL STRUCTURE
REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE COMMISSION

To the Members
National Alliance Capital, LLC
Dallas, Texas

In planning and performing our audit of the financial statements and supplemental schedules of National
Alliance Capital, LLC for the year ended December 31, 2002, we considered its internal control structure,
including control activities 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 and Exchange Commission, (the “SEC”) we have
made a study of the practices and procedures foliowed 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 (or aggregate debits) 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 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; and

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 internal control 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 an internal control structure 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

Santa Monica Irvine San Francisco Walnut Creek

1620 26th St., Suite 400 South 18500 Von Karman Ave., Suite 560 655 Montgomery St., Suite 1220 |- 2121 N. California Blvd., Suite 900

Santa Monica, CA 90404-4041 . Irvine, CA 92612-0540 San Francisco, CA 94111-2646 Walnut Creek, CA 94596-7306
Tel: (310) 453-9400 Tel: {949} 653-9400 Tel: (415) 981-9400 Tei (925) 938-9400 13
Fax: (310) 453-1187 Fax: (949) 833-3582 Fax: (415) 391-2310 ax: (925) 930-0107
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preparation - of financial statements in accordance with accounting principles generally accepted in the
United States of America.

Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above,
errors or 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 estabiished by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control structure 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 internal control,
including control activities for safeguarding securities, that we consider to be material weaknesses as
defined above. :

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, 2002, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Members, management, the SEC, and
other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their
regulation of registered brokers and dealers and is not intended to be, and should not be, used by anyone
other than these specified parties.

gqf’ows%gw l’@ﬁsov \—i_

CERTIFIED PUBLIC ACCOUNTANTS

San Francisco, California
February 14, 2003
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