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Mr. Gordon Kolsch
Page 2
February 3, 2006

I obtained independent third-party confirmations of all funds on deposit with banks,
funds invested in mutual funds, and securities held by brokerage firms. I reconciled the
confirmation replies to the underlying bocks and records and bank statements and month end
statements of account from the mutual funds and brokerage firms and to the detail investment
records of The Tax Advisory, Inc. All funds and investments owned for their account are held
under “The Tax Advisory, Inc.” name in banks or publicly traded mutual funds. The Tax
Advisory, Inc. only received funds for provided investment advice. No receipts occurred from
the sale of securities or mutual fund shares except for it’s own account.

I obtained independent written confirmationis of the balance of investments as of
December 31, 2005 for each of the Company’s invesirasits ncting norie oelonging to clients. I
obtained a judgmental sample of transactionel invoices and compared the information contained
thereon with brokerage statements. No material exceptions or discrepar.cies were noted. I noted
that all cash deposits were due to investment services provided.

Based on the results of my physical inspsction and confirmation examination, it is my
opinion that the statement of financial condition, results of operations, cash flow, and
Computation of Net Capital of The Tax Advisory, Inc. did not contain any inadequacies at the
date of examination in accordance with the Computation of Net Capital under Section
240.15¢3-1, the Computation of Determination of Reserve Requirements for Brokers or Dealers
under Exhibit A of Sec. 240.15¢3-3, and information Relating to the Possession or Control
Requirements under Sec. 240.15¢3-3.

I also reviewed the practices and procedures followed by The Tax Adwvisory, Inc.
regarding:

i. Making the periodic computation of aggregate indebtedness and net capital
under Sec. 240.17a-3(a)(11) and the ~eserve required by Sec. 240.15c3-3(¢);

ii. Making quarterly securities examinations (Mutuai Fund holdings) and any
recordation of differences required by Sec. 240.17a-13;

iii. Complying with the requirement for prompt payment for securities (mutual
fund acquisitions) of section 4(c) of Regulation T (Sec. 220.4 (c) cf chapter I of
title 12) of the Board of Governors of the Federal Reserve System;

iv. Maintaining physical possession or control of fully paid securities as required
by Sec. 240.15¢3-3. The Tax Advisory, Inc. does not have possession of
client securities or investments in publicly traded mutual funds.




Mr. Gordon Kolsch
Page 3
February 3, 2006

In connection with my audit and my review of procedures for safeguarding securities,
nothing came to my attention that caused me to believe that the company was not in compliance
with terms and conditions of any sections of the Securities Exchange Act of 1934. No material
inadequacies were found to exist.

As discussed in Notes to the financial statements, certain securities previously
categorized as not allowable were determined to be allowable assets. This resulted in a re-
determination of allowable assets, net haircut calculation and net capital. Also revised is the
attached reconciliation of the audited and FOCUS report net capital computation.

il | St

February 3, 2006
Alamo, California




WILLIAM C. EDIC

Certified Public Accountant
1012 White Gate Road
Alamo, California 94507

Phone/Fax (925) 820-3324

Mr. Gordon Kolsch
THE TAX ADVISORY, INC.
Alamo, CA 94507

Reissued Apiil 1, 2006

I have audited the financial and operational combined uniform single report, part [TA of Form
X-17A-5 of the Tax Advisory, Inc. for the year ended December 31, 2005. These financial
statements are the responsibility of the company’'s maragement. My responsibility is to express
an opinion on these financial statements based cn my audit.

I conducted my audit in accordance with generally accepted auditing standards. Those
standards require that I plan and perform the zudit 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 ard disclosures in the financial statements. An
audit also includes assessing the accounting principals used and significant estimates made by
management, as well as evaluating the overall financial presentation. I believe that my audit
provides a reasonable basis for my opinion.

In my opinion, the report referred to above presents fairly, in all material respects, the financial
position of The Tax Advisory, Inc. as of December 31, 2005, and the results of its operations
and statement of cask flow for the year then ended, in conformity with generally accepted
accounting principles.

In my audit of the financial and operationa! combined uniform single report, part IIA of
Form X-17A-5 of the Tax Advisory, Inc. for the year =nded December 31, 2605 I performed the
expanded review of internal control procedures as required by SEC Rule 17a-5. These included
a review of the accounting system, the internal accounting control and procedures for
safeguarding securities including appropriate tests of the period since the prior examination
date.

I did not verify, by physical inspection and exzamination, all client funds and securities
on hand. As of such date, and in accordance with their normal custom and practice, The Tax
Advisory, Inc. did not have any client funds or securities on its premises. Rather, physical
custody of ail client funds and securities were held by several financial institutions (banks,
brokerage firms, mutual funds, etc.) and in the name of tke client. Accordingly, I performed the
following procedures as of December 31, 2005:




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

TORERORDEAER  The Tax Advisory, Inc. Ni3

hANSNNEEN
STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS

as of (MM/DD/YY) 12/31/05 %

SEC FILE NO. R 98
onsolidate ~ [ 198
Unconsolidate S

. Allowable Non-Allowable Total

1. Cash’ $° (QTA1)- [200°7 . - $ 9-761){.750
2. Receivables from brokers or dealers; N S

A. Clearance acCoUNt ........c.cccoervererrerrcermeenneerarens % 295 '

B. Other .....cooovecernnriircrrnnnns 300 | § 550 810
3. Receivable from non-customers 355 600
4. Securities and spot commaodities. . .

owned at market value:

A. Exempted SECUMHES .......commrernmmmcracsicrennnsinnns : 418

B. Debt securities ISR 419

C. "Options 420

B. Other securdes. TT38T y!

€. Spot commodities ...... |
§. Securities and/or other investmenltso 050

not readity marketable: s

A" Atcosty § 130

B, At estimated AT value [s0] _ 10,050 610 10,050 [860 |
6. Securities-borrowed under subordination - - -~

agreements and partners’ individual and capital

securities accounts,-at market value: 4460 :|

A. Exempted

securities $ [ 150|

‘B. Qther.

securities $ [ 16&[' '

7. Secured demand NOES: .........ccoueererrrnrieeecrnermisirnens 470
Market vatue of collaterai; C
A.. ‘Exempted
securities $ 170
B. Other .
securities $ 180
8. Memberships in exchanges:
A. Owned, at
market $ 180
B.- -Owned, at cost
€. Contributed for use of the company, at
market vaiue ... rereeereesieeen
9. Investment in and receivables from affiliates,
‘subsidiaries and associated parierships .................. 480
10. Property, fumiture, equipment, leasehold
improvements and rights under lease agreements,
at cost-net of accumulated depreciation and
AMOTHZATON .vvvecee oo eseeees e esssnnnssnees 4950 48.231 680 48,231 [0
12. TOTAL ASSETS %8 11620 $__62010 740 | § 73 630
M - - OMIT PENNIES

g

at

21,381 [80]

{880
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d

75
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FINANGIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART 1A
BROKER OR DEALER f 1231105
R aso
The Tax Advisory, Inc. _
STATEMENT OF ANANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS
LIABILITIES AND OWNERSHIP EQUITY
Al Non-A.L
Liabllities Liabllitles Liabllities Total
13. Bank loans payable $ : 1045) § [12551% § [1470]
14. Payable-to_hrokers or.-dealers:
A. Clearance account 1114 1315 1
B OHIEM ot Yo 1115 1305/ !
15. Payable to non-CUSLOMErS .......cc.ooevvervecrnvrererreeans 1155 1355 1610
16. Securities sold not yet purchased,
at market value [1360] 1620
17. Accounts payable, accrued liabilities, -
expenses and other 1,510 1205 [1385) 1,510 [ 1688)
18. Notes and mortgages payable:
A, Unsecured ........cocevvernnrenrcrnernsnenne 1210 1690
B. Secured. 1211] v, [1380] v, 1700
19. E. Liahilities subordinated to claims.. .
of general creditors:
A, Cash bOmOWINGS: ...oorvvooveeececcvenns e 60.000 (1400} 60,000 [17d)
1. trom outsiders% $ [970 ' B
2. includes equity subordination (15¢3-1(d
- of... $ [T980]
B. Securities borrowings, at market value ............ [1410} [1720]
from outsiders $ 990 :
C. Pursuant to secured demand note
collateral agreements ............coccorrevrrverressracnens (1420 [1730]
1. from outsiders $ [1060
2. includes equity subordination {15¢3-1(d
of... $ [1010]
D. Exchangs memberships contributed for
use of company, at market valug ...........co..oevvenene 1430 [1740
E. Accounts and other borrowings not
- qualified for net capital purposes ..........cvevieeee 1220 1440 1750]
20. TOTAL LIABILITIES ......oooseenerrreeeesennsseeees $ 1,510 1230] $ 60.000 1450] $ OIDIU W
Ownership Equity
21. Sole Proprietorship s $ 1770
22, Partnership (limited panners) ........c..uevvrmveevnneereens $ ] 1020|) 1780
23, Corporation:
Ao PTEIITEE SIOCK ........ceereereerercraccnsemersecseenonsenisenssnssnsasiontasssesssssnsassasssssesassssssassesseseassson o sosaenassarsstassass et eatsnt snpas s s e enssnsssisanssiens 1791
B. Common stock.......... st e AR AR R R bAoA R bt 100 1792
C. ADAItioNal PEIG-iN CAPRAI .........overereerreeemsnerssesesssesassesnrssssssssssssssesssssissoest e messsssenne 80,970 11793
D. Retained €amMINGS .........cocoveererreveervereeriesnsenns (68.950) 11794
-E. Total NYEYNYEET
F. Lesscapitatstock imtreasury.... \ A i 1796
24, TOTAL OWNERSHIP EQUITY $ . 15120"
25, TOTAL LIABILITIES AND OWNERSHIP EQUITY........voverrerinernsrcsssscesons “ $ - 73630 71810
OMIT PENNIES
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FINANGIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
12/31/05
BROKER OR DEALER . as of
The Tax Advisory, Inc.
COMPUTATION OF NET CAPITAL
1. Total ownership equity from Statement of Financial Condition ......... $ 12,120 3480
2. Deduct ownership equity not allowable for Net- Capital ............c.ooviuireiec et setie st s s assses e sesss s s rastasasesssse s srnssvasens " ( - 13490
3. Tatal ownership equity qualified for Net Capital ...............covmmrverrsressinns 12,120 3500
4, Add: )
A. Liabilities subordinated to claims of general creditors allowable in computatmn of netcapital ..........ccoeeeenee 60,000 3520
B. Other (deductions) or llowable CTEAMS (LISt) ...vv..rvrevrerreremreerriesiresnssineesssessnssssssessessesssscsseresissssssssssessseusessessmssnsssassasssassasensesessasas 3525
5: - Total capital and. allowable subordinated labilities . $ 72120 3530
6. Deductions and/or charges: RN
A. Total non-aliowable assets from v -
Statement of Financial Condition (Notes B and C) .......cocccocoocnne. $_ 62,010 3540
B. Secured demand NOte ABNGUBNCY .........ccorveruerirrrecrnmrererereuserarsensessensmesmmaronsecsssrssorssmmraes 3580
C. Commodity futures contracts and spot commodities - )
proprietary capital charges 3600
D. Other deductions and/or charges 3610 { 62.010 3620
7. Other additions and/or allowable Creits (LIST) .......c.covemrirriemnr s rserctsens i rmscesreser s saneessessessenssssencanes 3630
8. Net capital before haircuts on securities positions . e 208 10,110 3640
9. Haircuts on securities (computed, where applicable, pursuant to 15¢3-1(f)):
A. Centractual securities commitments.......... $_- 3660-
B. Subordinated securities borrowings 3670
C. Trading and investment securities:
1. EXEmpLed SBCUMLES .......ccoovreirierrieieere et seieetsirss e sbss s s ssases e snesssssssnscsensenenns "8 3735
2. Debt securities ..... 3733
3. QOptions : 3730
4. Othersecurities......... DY 3734
D. Undue Concentration k4 3650]
B OHNBE (LIS oooroecesooesssoesmsrsssmss s ssssssssssssssessssssssssss s s ssossessessssssssss 3736] | 3.207 - 3740
10. Net Capital $ 6,903 3750
OMIT PENNIES
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

12/31/05
BROKER OR DEALER . as of
The Tax Advisory, Inc.
COMPUTATION OF NET CAPITAL REQUIREMENT
Part A
100

11. Minimum net capital required (6%,% of line 19) $ [3756)
12. Minimum dollar net capital requnrement of reporting broker or dealer and minimum net capital requirement

of subsidiaries computed in ACCOTUANCE WIth NOE (A) .vvv..v.vveeeusmmmeeessmeseasimeaesneesesmessesssssssssessssssesssssssssssssssssessessssssssssesssssssessensesesn L% . - 56000 3758
13. Net capital requirement (Greater Of HNE 11 07 12) oot bb e stss g ssssse st e b aesaresens $ J.UVY 3760
14. Excess net capital (line 10 less 13) : $ 1.903 3770
15, Excess net capital at 1000%- dine-10 less 10% of line 19) ... 2§ P 3780

U, T IL §
COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Total A.l. liabilities fram Statement of Financial Conditien ...... ; LU L51o._  [37%0]
17. Add: i

A. Drafts for Immediate Cradit ................cccceviorerrreenirens e sinseese et sessessssssssesserssssnsssasenns n$ [3800]

B. Market value of securities borrowed for which no equivalent value i ’

is paid or credited ............ vt e SRR $ 3810

C. Other unrecorded amounts (List) $ 3820 $ 3830
18. Totat-agaregate-indebtedness-..... $ 1,510 - 13840
19, Percentage of aggregate indebtedness to net caprtal {line 18 + by line 10) % 32v, 13850
20. Percentage of debt to debt-equity total computed in accordance with Rule 1563-1{d) .....ocvuevnvrrircmirecrcoecnscnsamernriimssssemsennne - 9, 1 2% 3860

COMRUTATION. OF ALTERNATE NET CAPITAL REQUIREMENT
Part B
21. 2% of combined aggregate debit items as shown in Formula for Reserve Requirements pursuant to Rule 15¢3-3
- prepared as of the date of the net capital computation including both brokers or dealers and consolidated subsidiaries’ debits........... $ {3970]

22 Mimimurm-dottar net-capitat-requirement of reporting broker-or-deater-and minimum-net capital requirement of )

subsidiaries computed in accordance with Note (A} K] 3880
23. Net capitaf requirement (greater of line 21 or 22) et sensense e a8 3760
24, Excess capital (ine 101855 23) ...orreriveinerrineresersrmisesemsssssessessssssens et aaes s e asens R 3910
25. Net capitat in excess of the greater of:

A. 5% of combined aggregate debit tems or $120,000 $ [3920]
NOTES:

(A) The minimum net capital requirement should be computed by adding the minimum deflar net capital requirement of the reporting broker dealer and, for each

subsidiary to be consolidated, the greater of:
1. Minimum doltar net capital requirement , or
2. §4% of aggragate indebtednass or 4% of aggregate debits if aiternative method is used.

{8} Donot “zduet the valte of secusities borrowed under subordination agreements or secured demand note covered by subordination agreements not in satisfactory torm
and he niarket volues of matabarships in exchanges contributed for use of company (contra fo item 1740) and partners’ securities which were included in non-allowable
assets.

(C) For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide a list of material non-allowable assets.

SEC 1696 (02-03) 8 of 16




THE TAX ADVISORY, INC.
Reconciliation of Audited and Focus Report
Computation of Net Capital

December 31, 2005

Net capital per Audited Report

$ 6,903
Net capita: per Focus Peport 6,903
Difference $__-0-

William C. Edic, Certified Public Accountant




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART [IA

BROKER OR DEALER
The Tax Advisory, Inc.
‘For the period (MMDDYY) from%s 1/ 1/U5 [3832t0 1 2/31/05 [3533
Number of months included in this statement 12 3931
STATEMENT OF INCOME (LOSS)
REVENUE
1. Commissions:
a. Commissions on transactions in exchange listed equity securities executed on am eXChANGE .........cverveirsveenssvesmsrmsessssrsssvesrensie 9 3935
b. Commissions on listed OPHOM trANSACHONS .....cocvvvereriirreiricrnvnsscrssseneesensasssessesssassssssssessossessensens %5 3938
c. All other securities commissions ...... . 3939
-d.  Total SecUrities COMMISSIONS .......cvuevvrerrrerisensscurercmsenesoncrmecssmanresersresersasmeessersssnses 3840
2. Gains or losses on firm securities trading accounts
a. From market making in options on a national securities exchange ..... 3945
b. From ali other trading ........cccccoeeercvccnicicconiene 3049
C. Total gain (I0S5) ...ccovereurervermrrrenerssersmressereersenmasermrrsmnnie 3950
3. Gains or losses on firm securities investment accounts 1,194 3952
4. Profit (loss) from underwriting and SEHing GrouPS ..o et % 3988
5 T Invesument company snﬂfes i,10/ 3970
. i B8 1evruarsonntesernsasntneseatnseateres et et s et sasreRea s R et e e TSR 4SO SRR S bR S R RS PR A RS p e R btk etm et ae e sehen 358G
7. Feac for account supervision, investment advisory and administrative services O, — 82,500 3475
8 Otherrevemue ... 16.040 3895
9 Total revenue $ 107.451 4030
EXPEMSES
10. Salaries and other employment costs for general partners and voting stockholder officers 59,287 4120
11. Other employee compensation and BEREHS ...t ross e e essseresserssessssnerssssensesnine 11.252 4115
12. COMMISSIONS DAIG 10 OMIBY BIOKET-UEAETS ...uvvevvecrurrermmresseeressssrssnsrssesnsseasssessmessresssessaessmstsstsss saessenbesossssessassencssesassssssisessassisossocsons ’ 4140
i3. 'm'rerest expense 4075
i4. R‘egusdwl_v fees and expﬂnses ..... 1,048 4185
15. Other expanses 51.797 4100
iS. Toia expenses ' § 123 2184 4200
NET INCOME
17. Income (loss) before Federal income taxes and items below (item 91658 Hem 16) ..ccccovcrcininnrennnensinensesecsenienne $ (15,933) 4210
18. Provision for Federal income taxes (for parent only} ... e 4389 4220
19. Equily in eamings (iosses) of unconsofidalet SUDSITICS HUt HTHIGET GEOVE vevveereveerereerensrssessseenensins | 1CEE]
2. After FEUeral iNCOME TAXES OF v.uvevverieerreuseresierssessssassssesssssssssssasssssesssesssssasssmssssssssasesssses ases 14338} i
20. Extraordinary gains (0SS85) .....c.ccocvvurermreieerenemeinssnennes R I 4224
a. After Federal income taxes of ... . [4239]
21, Cumulative effect of changes in accounting principles ... OO OO VRS UUPOTUTUTUTERTION 4775)
22. Netincome (loss) after Federal income taxes and extramdmafy nems ..... $ {12,38%)  jéza)
PMONTHLY INCOME o
22, Income {current month only) before provision for Federal income taxes and extraordinary items .......... $ (1,287) | 4211 [
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART 1A

BROKER OR DEALER

The Tax Adyvisory, Inc.

For the period (MMDDYY) from 1/1/05  t12/31/05

STATEMENT OF CHANGES IN OWNERSHIP EQUITY
. (SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

. Balance, DEQINRING OF PRADE .......cc.coeverrererrreiieriarisesserrsrssrsesessssessssssrsssssssssessssssessessersssesassassssssssssessssesssnsssassesassassasssssnsisssenssssssesssessrees 3 27,563' 0
A. Netincome (loss) . y : ~{15.443] 425
B. Additions (Inciudes non-conforming capita of %3 ) 4260
C. Deductions {Includes non-conforming capital of . $ 4272 1) 4270
2. Batance; end-of period (From item-1800}-... . $ 12 120 {4280]
STATEMENT QF CHANGES IN LIABILITIES SUBORDINATED '
- TO CLAIMS OF GENERAL CREDITORS
3. Balance, DEGINNING Of PEIIOA .......vevureerescenrnsseesssesssscesssasscsensasmssssassisssasessssesssssssanes (ORI ¥ 60 000 | 4300
A. Increases i 4310
B. Dgcreases - | 43201
. Bafance, end of period (From item 3520) ..........ooooceeeverecrrreneennnn. eenvetr s renn $ £0.000 [4330]
OMIT PENNIES
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART lIA

BROKER OR DEALER The Tax Advisory, Inc. asof _12/31/05

24. I an exemption from Rule 15¢3-1 is claimed, identify below the section upon which such exemption'is based {check one only)

A, (k)(1) — $2,500 capital category as per Rule 15¢3-1 ... ‘ 4550
‘B.  (K)(2)(A) — “Special Account for the Exclusive Benefit of customers™ maintaingd ............cco.cnnecccrmonnenn e : 4560
C. (k)(2)(B) — All customer transactions cleared through anather broker-dealer on a fully disclosed basis.

Name of ciearing fimyEmmet Larkin Patterson Financial 4335 4570
D. (k)(3)— Exempted by order of the Commission (include copy of {etter) ......ooerresessneeee. a 4580

EXEMPTIVE PROVISION UNDER RULE 15¢3-3

Ownership Equity and Subordinated Liabilities maturing or proposed to be withdrawn within the next six months
and accruals, (as defined below), which have not been deducted in the computation of Net Capital.

Type of Proposed Amount to be
Withdrawal or Withdrawn (cash (MMDDYY) Expect
Accrual Insider or amount and/or Net Withdrawal or to
{See betow Outsider? Capital Value of Maturity Renew
for code ) Name of Lender or Contributor (In or Out) Securities) " Date (Yes or No)
\ 4600} T4601] [4602] [4603] [4604] [4605)
%2 _ [4610] [4611] [4812] 4813] [4614] [4615]
% [4620] [4821] [4622] [4623] [4635]
"4 4630 [4631] [4632] 4633] {4634] [4835]
% [4640) 4641 [4642] [4843] [4644 4645
Total $% 7599
OMIT PENNIES
Instructions:  Detail Listing must include the total of items maturing during the six month period fallowing the report date, regardiess of whether or not the capital contribution is
expected to be renewed. The schedule must also include proposed capital withdrawals scheduled within the six month period following the report date including
the proposed redemption of stock and anticipated accruals which would cause a reduction of Net Capital. These anticipated accruals would include amounts of
bonuses, partners’ drawing accounts, taxes, and interest on capital, voluntary contributions to pension or profit sharing plans, etc., which have not been deducted
in the computation of Net Capital, but which you anticipate will be paid within the next six months.
WITHDRAWAL CODE: DESCRIPTIONS
1. Equity Capital
2. Subordinated Liabilities
3. Accruals

SEC 1698 (02-03) 15 of 16




1ne 1ax AGVISOry, NG,

Consolidated Statement of Cash Flow

For the year ended December 31, 2005
Increase (Decrease) in Cash and Cash Equivalents

2005

CASH FLOWS FROM OPERATING ACTIVITIE
Net income(loss) $ (15,443.42)
Adjustments to reconcile net income to net
cash provided by operating activities:
Depr. Expense - Net of Asset Sales 15,379.00
Change Receivables 5,678.00
Change in Prepaid Expenses (1,288.54)
Change in Accounts Payable 1,509.52
Change in Income Taxes Payable (291.46)
NET CASH PROVIDED BY (USED BY)
OPERATING ACTIVITIES 5,543.10
CASH FLOWS FROM INVESTMENT ACTIiVITI
Investment in Assets - Net (10,392.70)
Investment in Securities (7,756.45)
NET CASH PROVIDED BY (USED BY)
INVESTING ACTIVITIES (18,149.15)
NET CASH PROVIDED BY (USED BY)
FINANCING ACTIVITIES -0-
NET INCREASE(DECREASE) IN CASH (12,606.05)
CASH AT BEGINNING OF PERIOD 2,845.04
CASH AT END CF PERIOD 3 (9,761.01)

See accompanying notes and accountant's report




THE TAX ADVISORY, INC.

NOTES

Statement of Changes to the Subordinated Loan Agreement
December 31, 2005

There were no changes to the Subordinated Loan Agreement during
the year as reported on SEC 1696 (02-03) 13 of 16.

Reissued Financizl Statements

The audited financial statements were reissued on April 1, 2006 because
certain securities previously categcrized as not allowable assets were
determined to be allowable assets. This resulted in a re-determination
of allowable assets, the net haircut calculation and net capital. Also
revised is the attached reconciliation of the audited and FOCUS report
net capital computation.

William C. Edic, Certified Public Accountant




OATH OR AFFIRMATION

I8 Gordon Kolsch , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

: 'he Tax Advisory, Inc. s
of D_ecember 31 R 20‘_05 , 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:

}AAMMAAMAM{
J HIRAYAMA % M{
COMM. # 1576725

FINOTARY PUBLIC-CALIFORNIA ) Signature
o597 CONTRA COSTA COUNTY 0 .
1 >’ COMM. EXP. MAY 7 2009 8 President
’ Title

Eotary Publ‘ic E

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

K (a) Facing Page.

& (b) Statementof Financial Condition.

B (c) Statement of Income (Loss).

B’ (d) Statement of Changes in Financial Condition.

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

B (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors. .

B4 (g) Computation of Net Capital. 4

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

00 (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
Computationfor Determination-of the Reserve Requirements- Under Exhibit A-of Rule 15¢3-3.- -

0O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of .
consolidation.

® () An Oath or Affirmation.

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

[0 (n) Areportdescribing 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).




March 24, 2006
VIA CERTIFIED MAIL

Mr. Gordon Kolsch
Chief Executive Officer
Tax Advisory, Inc. (The)
40 Shawn Court

Alamo, CA, 94507-2886

Dear Mr. Kolsch:

This acknowledges receipt of your 2005 annual filing of audited financial statements made
pursuant to U.S. Securities and Exchange Commission (SEC) Rule 17a-5(d) (the Rule). The-
report as submitted appears deficient in that it did not contain the following:

1) A statement that discloses any changes to the subordinated loan agreement or if
there were no-changes; a-statement to that effect; and

2) A revised reconciliation of the audited and FOCUS report net capital computation. The
reconciliation included in the audited report indicates that the audited net capital is
$9,112 and the net capital in FOCUS is $6,281. However, the net capital computation
per the audit is $6,281 and the-December 31, 2005 FOCUS-report reflects a net
capital of $6,902.

Based on the above, your filing does not comply with the requirements of the Rule. The text
of the-Rule-is reproduced-in the NASD-Manual under the section titted SEC Rules &
Regulation T. We urge you to review the Rule with your independent accountant.

Pursuant to the provisions of NASD Rule 8210, we request that you send one copy of each
item(s) listed above-to this-office and to the appropriate SEC regional or district office, and
two copies to the SEC Washington, D.C. office. Your submissions must include a new

completed Form X-17A-5 Part lll Facing Page, a copy of which is enclosed for your
convenience.

Please respond to this matter by April 7, 2006. Questions may be addressed to the
undersigned at (415) 882-1213.

Sincerely, -
eanie Oh
Associate Examiner-

JOra

Enctosure: Farm X-17A-5 Part #l Facing Page

Cc: Rosalind Tyson, SEC
William C. Edic, CPA

525 Market Street
Suite 300 tel 415882 1200




