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j OATH OR AFFIRMATION

I, Richard Talley, swea{' (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, 2006, 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 cldssified
solely as that of a custor+er, except as follows:

None

17,
ignatfir
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APPT, NO. 05-93694-1

Notary Public |
ry MYAPPTDmESDEcso 2008 f

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

M (a) Facing page. J

M (b) Statement of Financial Condition.

M (c) Statementof Income (Loss).

M (d) Statement of Cash Flows.

@ (e) Statementof Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital. -

M (f) Statementof Changes in Liabilities Subordinated to Claims of Creditors.

M (g) Computation 'of Net Capital.

0O  (h) Computation of Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

O gy A Reconmlnatlon including appropriate explanation, of the Computation of Net Capltal Under
Rule 15¢3-1 and the Computation for Determination of the Reserve Requirements Under
Exhibit A of Rule 15¢3-3.

O (K A RCCOI’ICI]IatIOI’l between the audited and unaudited Statements of Financial Condltlon with
respect to methods of consolidation.

@ (1) AnOathor Afﬁrmatlon

O (m A copy of the SIPC Supplemental Report.

M (n) Areport descrlblng any material inadequacies found to exist or found to have existed since the

\
date of the prlcwous audit. |

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

|
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|
E
: INDEPENDENT AUDITOR'S REPORT
|

Board of Directors
Talley & Company - |

We have audited the accompanymg statement of financial condition of Talley & Company as of
December 31, 2006, and the related statements of operations, changes in stockholders' equity,
liabilities subordmated to claims of general creditors, and cash flows for the year then ended.
These financial statements are the responsibility of the Company's management. © Our
responsibility is to exp}ress 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 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 belleve that our audit provides a reasonable basis for our opinion.
r

In our opinion, the ﬁnanc1al statements referred to above present fairly, in all material respects,
the financial posntlon of Talley & Company-at December 31, 2006 and the results' of its
operations and its cash flows for the year then ended in conforrmty with accounting principles
generally accepted in the United States of America.

Qur audit was conducted for the purpose of forming an opmlon on the basw ﬁnan(:lal statements
taken as a whole. The information contained in Schedules 1, 11, and III is presented for purposes
of additional analysxs and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of the Securities 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.

5%¢ Arc

March 23, 2007
San Dlego Cahfoml
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| . TALLEY & COMPANY

Statement of Financial Condipion

. December 31, 2006
!
f
% ASSETS
Cash and cash equivalents
Cash in bank J . , 5 6,493
Deposits with cleanlng orgamzatlon . L 25237
Total cash-and c?sh equnvalents . . N 31,730 .
Deposit and other assets 1,738
Total assets | o 33,468

\’ |
l_i,IABILITIES AND STOCKHOLDERS' EQUITY

Liabilities r
Accounts payable and accrued liabilities $ 2,000 |
Due to stockholder‘ 3,000

Total liabilities ; 5,000

Stockholders' equity r ;
Common stock, 5,000,000 shares authonzed 23,000

Paid-in capital ’ : 221,510
Accumulated deficit (216,042)
Total stockholders' equity 28,468’

t $ 33468

See notes to financial statements.




TALLEY & COMPANY

Statement of Operations

Year Ended December 31, 2006

Revenues
Commissions
" Interest
Total revenues

Expenses
Qutside services
Rent and utilities |
Commissions and clearing charges
Licenses and registrétions
Interest
Other

Total expenses

|
i
|
!

Income before income taxes
1

Income taxes

Net income

See notes to financial statements.

$142,870 :

1,123

143,993 |

63,640
23,914
3,176
1,050 -
404
811
92.995

50,998
837

$ 50,161
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TALLEY & COMPANY

| Statement of Changes in Stockholders' Equity

Year Ended December 31, 2006

! Common Stock Paid-in Accumulated ;
Shares Amount Capital Deficit
| ,
Balance, beginning of year 23,000 $23,000 $263,675 $(266,203)
f
Capital contributions - - 41,290 -
l
Capital distributions f - - (83,455) -
Net income ! - - - 50,161 -
' $23.000 221510  $(216,042

Balance, end of year | 23,000

StatementF of Liabilities Subordinated to Claims of General Creditors

Year Ended December 31, 2006

Balance, beginning of;year

Increases j

[
Balance, end of year |

Decreases

See notes to financial statements.




TALLEY & COMPANY

|

' Statement of Cash Flows

j Year Ended December 31, 2006
|

Cash flows from opcratmg act1v1t1es fL , _ .~
Net income Lo . L $ 50,161
Adjustments to recancﬂe net income to
net cash from operatmg activities
Changes in operatmg assets and liabilities

Deposit and other assets (688)
Due to clearing organization (251)
Accounts payable and accrued liabilities (775),
Net cash from operating activities 48.447
Cash flows from financing activities :
Capital contnbunons ' ' 41,290 .
Capital contnbutlons (83.455),
. Net cash from financing activities - _(42,165).
Net decrease in cash ar!ld cash equivalents 6,282 |
Cash and cash equivalr,ents, beginning of year 25.448 -
Cash and cash equivalents, end of year 31,730

|

Supplemental disclosu‘lre of cash flow information:

Interest paid ; $ 404
Taxes paid | 1,637 l

See notes to financial statements.




J| TALLEY & COMPANY

| Notes to Financial Statements

THE COMPANY AND ITS SIGNIFICANT ACCOUNTING POLICIES

The Company. Talley & Company (the “Company”), a California corporation, is a
registered broKer-dealer licensed by the United States Securities and Exchange
Commission (“SEC”) and is a member of the National Association of Securities D'ealers
and the Secuntles Investor Protection Corporation. The Company provides broker-dealer
services as an mtroduemg broker-dealer clearing customer transactions through another

broker-dealer on a fully disclosed basis. ’

Accounting Esumates The preparation of financial statements in conformrty with
generally accepted accounting principles requires management to make estlmates that
affect the reported amounts of assets and liabilities and disclosures of contingent, ‘assets
and liabilities at the date of the financial statements-and the reported amounts of revenues
and expenses dtf.lnng the reporting period. Actual resuits may differ from those estlmates

Cash and Cash Equivalents. Cash and cash equivalents consist of cash in bank and
deposits with clearing organization which may be withdrawn on demand without penalty.

Revenue Recognition Security transactions and the related commission revenue are
recorded on a settlement date basis.

Income Taxes.| The Company has elected S corporation status under the state and federa]
tax laws. Accordmgly, income or losses pass through to the Company's stockholders and
no provision for federal income taxes has been reflected in the accompanying ﬁnanc1a1
statements. State income taxes have been provided at the reduced rate appllcable to S
corporations.

Concentration| of Credit Risk. The Company maintains accounts with various financial
institutions. I\‘Io credit losses have been experienced on these accounts. Management
belicves that any potential credit losses would be minimal and, accordingly, no reserve

for such losses|has been establlshed

Financial Instruments. )The carrylng values reflected in the statement of ﬁnancral
condition at December 31, 2006 reasonably approximate the fair values for financial
Instruments. In making such assessment, the Company has utilized discounted cash flow
analyses, estlmates and quoted market prices as appropriate. No allowance for potential
credit losses was considered necessary at December 31, 2006.

RENTAL OF FACILITIES

The Company, leases its offices under a short-term operating lease which provides for
monthly rentals of $1,170. Rent expense was $20,771 for the year ended December 31,
2006. ' 4
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h TALLEY & COMPANY

Notes to Financial Statements

NET CAPITAL REQUIREMENTS

" Under Rule 15(13 1 of the Securities Exchange Act of 1934, the Company is required to

maintain a mlmmum net capital (as defined) and a ratio of aggregate indebtedness to net
capital (as deﬁned) not exceeding 15 to 1.

The Company's ratio at December 31, 2006 was 0.20 to 1.. The basic concept of the Rule
is liquidity, its jobject being to-require a broker dealer in securities to have at all times
sufficient quuld assets to cover its current indebtedness. At December 31, 2006 the
Company had net capital of $24,530 which was $19,530 in excess of the amount reqmred

by the SEC. |

INFORMATION RELATING TO POSESSION OR CONTROL |
REQUIREMENTS FOR BROKER DEALERS PURSUANT TO RULE 15¢3-3

The Company is exempt from Rule 15¢3-3 under the exemptive provisions of paragraph
(k)(2)(11) and, accordingly, has no possession or control requirements.

COMPUTATION OF_DETERMINATION OF RESERVE REQUIREMENTS FOR
BROKER DEALERS PURSUANT TO RULE 15¢3-3 o

Because the Company does not hold funds or securities for the account of any customers,
as defined by Securities and Exchange Commission Rule 15¢3-3, no reserve is required.
Consequently,l a reserve requirement was not calculated and a reconciliation to that
calculation is not included herein.

OFF BALANCE SHEET RISK :

As discussed |in Note 1, the Company does not hold customer segregated cash or
securities balances Transactions are processed by a clearing firm on a fully disclosed
basis. In conjunctlon with this arrangement, the Company is contingently liable for any
unsecured debllt balances in the customer accounts introduced by the Company.. These
customer activities may expose the Company to off-balance-sheet credit risk in the event
the mtroduced customer is unable to fulfill its contracted obllgatrons The Company
seeks to control such credit risk by monitoring its exposure to the risk of loss daily, on an
account-by- acllcount basis. At December 31, 2006, the Company was not responsible for
any unsecured debits and did not have any open positions in its trading accounts. -

| *khkk




TALLEY & COMPANY

“Computation of Net Capital

Pursuant to Rule 15¢3-1

December 31, 2006

Audited

{ Financial

, Statements
Total stockholders' equity $28,468

Less non-allowable assm!ets
Cash and cash equiyalents 2,200
Deposit and other assets 1,738
Net capital ; . §24,530
Total aggregate indebtedness 5,000
Ratio of aggregate indebtedness to net capital - 0.20
Minimum net capital required 5,000
. I

Focus
X-174-5
Part ITA

$27,694

Diﬂ'erer;ces
$ 774

(2,200)
(1.738)

!
3.164

>

$_(629)

Note: The differences resujlt primarily from audit adjustments to accounts payable and the recognition of non-

allowable assets. !
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l .
INDEPENDENT AUDITOR'S SUPPLEMENTARY
REPORT ON INTERNAL CONTROL STRUCTURE

Board of Directors |
Talley & Company i

In planning and. performmg our audit of the financial statements of Talley & Company (the
“Company”) for the year ended December 31, 2006, we considered its internal control structure,
including procedures for safeguarding securities, in order to determine our auditing procedures
for the purpose of expressmg our opinion on the financial statements and not to prov1de
assurance on the internal control structure.

Also, as required by Rule -17a-5(g)(1) of the .Securities”and Exchange Commission, -we have
made a study of the practlces and procedures (including tests of compllance with such pracnces
and procedures) followed by the Company 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)(1i1) and in complying with the conditions of exemption from Rule 15¢3-3.
We did not review the practices and procedures followed by the Company in making the
quarterly securities exammatrons counts, verifications, and comparlsons and the recordation of
differences required by Rule 17a-13 or in'complying with the requirements for prompt payment
of securities under section 8 of Regulation T of the Board of Governors of the Federal Reserve
System, because the’Company does not carry security accounts for customers or perform
custodial functions rellatmg to customer securities.
!

The management of the Company is responsible for establishing and maintaining an internal
control structure and jthe 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 andjrelated costs of internal control structure policies and 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 Commission's above- mentloned
objectives. Two of the objectives of an internal control structure and the practices and
procedures’ are to provrde 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 preparation of financial statements in conformity with
generally accepted accountlng principles. Rule 17a-5(g) lists additional objectives, of the
pracuces and procedures listed in the preceding paragraph !

Because of inherent 11m1tat10ns in any internal control structure or the practices and procedures
referred to above, errors or u'regularltles 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 operatron may

deteriorate. |
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|

- Qur consideration of th‘e internal control structure would not necessarily disclose all matters in

the intemal control structure that might be thatétial weaknesses under standards established 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 elemerits does not reduce
to a relatively low level the risk that errors or irregularities in amounts that would be material in
relation to the ﬁnanc1al statements being audited may occur and not be detected within a timely
period by employees i m the normal course of performing their assigned functions. However, we
noted no matters involving the internal control structure, including procedures for safeguardmg
securities, that we consider to be a material weakness as defined above.

We understand that the practices and procedures that accomplish the objectives referred to in the
second paragraph of thts report are considered by the Commission 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, 2006, to
meet the Commission’s objectives. In addition, the Company was in compllance with the
exemptive provisions of Rule 15¢3-3 at December 31, 2006 and, further, no facts came to our
attention indicating that the Company was not in comphance with such conditions durmg the
year ended December 31, 2006. .

This report 1S mtended solely for the use of management ‘and the Secuntles and Exchange
Commission and other regulatory agencies which rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 'and should not be used for any other purpose.

| )/m7é\ Arc

San Dlego California '
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