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OATH OR AFFIRMATION

I, Leigh Ekstein , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Telsey Advisory Group LLC ,as of
December 31 ,20 12, 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:

-

/

7 Signature

VALENTINO VASI Vice Chairman

NOTARY PUBLIC-STATE OF NEW YORK Title
// % No. 02VA6258443
& Qualitiad in Westchester County
Of

tary Public My Commission Expires March 26, 2016

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 Proprietor'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.

(5) 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.
(1) 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.
(o) Independent auditor's report on internal accounting control.

(p) Schedule of segregation requirements and funds in segregation--customers' regulated commodity futures account
pursuant to Rule 171-5.

OO0 OO OOOCOCOO0O0RdEd

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



TELSEY ADVISORY GROUP LLC
STATEMENT OF FINANCIAL CONDITION
AND
INDEPENDENT AUDITORS' REPORT

DECEMBER 31, 2012



TELSEY ADVISORY GROUP LLC
CONTENTS

Independent Auditors’ Report 1

Financial Statement
Statement of Financial Condition 2

Notes to Financial Statement 3-9



Certified Rothstein Kass Beverly Hills

Dallas

Public 1350 Avenue of the Americas Denver
New York, NY 10019 Grand Cayman
Accountants tel 212.997.0500 New York
fax 212.730.6892 e
an Francisco
www.rkco.com Walnut Creek

Rothstein IKass

INDEPENDENT AUDITORS' REPORT

To Telsey Advisory Group LLC

We have audited the accompanying statement of financial condition of Telsey Advisory Group LLC (the “Company”)
as of December 31, 2012 that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934, and
the related notes to the financial statement.

Management's Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of the statement of financial condition in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of the statement
of financial condition that is free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on the statement of financial condition 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
statement of financial condition is free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
statement of financial condition. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the statement of financial condition, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the Company's
preparation and fair presentation of the statement of financial condition in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the statement of financial condition.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the statement of financial condition referred to above present fairly, in all material respects, the

financial position of Telsey Advisory Group LLC as of December 31, 2012 in accordance with accounting principles
generally accepted in the United States of America.

Rezzzn Kees
New York, New York
February 20, 2013

An independent firr. associated with AGN International Ltd Ag_g



TELSEY ADVISORY GROUP LLC

STATEMENT OF FINANCIAL CONDITION

December 31, 2012

ASSETS

Cash

Cash segregated in compliance with federal regulations

Accounts receivable

Receivable from clearing broker, including clearing deposit of $500,000
Securities pledged under subordinated loan agreement

Security deposits and other assets

Property and equipment, net

LIABILITIES AND MEMBERS' EQUITY
Liabilities
Accounts payable and accrued expenses
Soft dollar payables

Deferred revenue
Due to related party

Total liabilities
Liabilities subordinated to claims of general creditors

Members' equity

See accompanying notes to financial statements.

$ 5,584,562
1,745,673
1,163,796
1,801,138
3,000,000
1,020,788

394,750

$ 14,700,707

$ 4,433,576
1,620,959
67,350

38,241

6,160,126
3,000,000

5,540,581

$_tarooror



TELSEY ADVISORY GROUP LLC

NOTES TO FINANCIAL STATEMENTS

1. Nature of business and summary of significant accounting policies
Nature of Business

Telsey Advisory Group LLC (the "Company") is a Limited Liability Company organized under the laws of the state of
Delaware on May 28, 2008. The Company's operations consist primarily of generating and distributing financial
equity research to institutions, providing investment banking services and institutional trading.

The Company is a registered broker-dealer with the Securities and Exchange Commission (“SEC”) and is a member
of the Financial Industry Regulatory Authority (“FINRA"). The Company became a registered broker-dealer in March
2009.

Basis of Presentation

The financial statements have been prepared in conformity with accounting principles generally accepted in the
United States of America ("GAAP”).

These financial statements were approved by management and available for issuance on February 20, 2013.
Subsequent events have been evaluated through this date.

Concentrations of Credit Risk

The Company maintains cash in bank accounts which, at times, may exceed federally insured limits. The Company is
subject to credit risk to the extent any financial institution with which it conducts business is unable to fulfill contractual
obligations on its behalf.

Accounts Receivable and Allowance for Doubtful Accounts

The Company carries its accounts receivable at cost less an allowance for doubtful accounts. On a regular basis, the
Company evaluates its accounts receivable and will establish an allowance for doubtful accounts, if necessary, based
on the history of collections and current credit conditions. No allowance for doubtful accounts is deemed necessary
at December 31, 2012.

Revenue Recognition

The Company recognizes research revenue based on the services provided and information obtained from its
clients. Any differences between the actual revenue received in a subsequent period and the revenue recorded at
the end of the prior period are recorded as an adjustment to revenue in the subsequent period. Cash collected in
advance of the services provided is recorded as deferred revenue.

The Company recognizes commission revenue and expenses on a trade-date basis.



TELSEY ADVISORY GROUP LLC

NOTES TO FINANCIAL STATEMENTS

1. Nature of business and summary of significant accounting policies (continued)

Receivables from Clearing Brokers

The Company has a clearing agreement with Broadcort, a division of Merrill Lynch (the “Clearing Broker”). The
Clearing Broker clears the Company's security transactions and the Company is required to maintain certain deposits
with the Clearing Broker.

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and amortization. Depreciation and

amortization is provided for utilizing the straight-line method over the estimated useful lives of the related assets as
follows:

Estimated
Asset Useful Lives
Computer and office equipment 3 -5years
Fumiture and fixtures 7 years
Website development 3 years
Leasehold improvements Term of Lease

Use of Estimates

The preparation of financial statements in conformity with GAAP requires the Company’s management to make
estimates and assumptions that affect the amounts disclosed in the financial statements. Actual results could
differ from those estimates.

Soft Dollar Payables

The Company ensures that all payments made on behalf of customers meet the Rule 28(e) requirements, or are
permitted pursuant to the customers’ operating agreement.

Income Taxes

The Company is a limited liability company and is treated as a partnership for federal and state income tax purposes,
accordingly, there is no provision for federal and state income taxes as the net income or loss of the Company is
included in the income tax retumns of the individual members. The Company’s is subject to New York City
Unincorporated Business Tax.

The Company follows an asset and liability approach to financial accounting and reporting for New York City
Unincorporated Business Tax. Deferred income tax assets and liabilities are computed for the difference between the
financial statement and tax basis of assets and liabilities that will result in taxable or deductible amounts in the future
based on the enacted tax laws and rates applicable to the periods in which the differences are expected to affect
taxable income. Valuation allowances are established, when necessary, to reduce the deferred income tax assets to
the amount expected to be realized.



TELSEY ADVISORY GROUP LLC

NOTES TO FINANCIAL STATEMENTS

1. Nature of business and summary of significant accounting policies (continued)
Income Taxes (continued)

The determination of the Company’s provision for income taxes requires significant judgment, the use of estimates,
and the interpretation and application of complex tax laws. Significant judgment is required in assessing the timing
and amounts of deductible and taxable items and the probability of sustaining uncertain tax positions. The benefits
of uncertain tax positions are recorded in the Company’s financial statements only after determining a more-likely-
than-not probability that the uncertain tax positions will withstand challenge, if any, from tax authorities. When
facts and circumstances change, the Company reassesses these probabilities and records any changes in the
consolidated financial statements as appropriate. Accrued interest and penalties related to income tax matters are
classified as a component of income tax expense.

In accordance with GAAP, the Company is required to determine whether a tax position is more likely than not to
be sustained upon examination by the applicable taxing authority, including resolution of any related appeals or
litigation processes, based on the technical merits of the position. The tax benefit recognized is measured as the
largest amount of benefit that has a greater than fifty percent likelihood of being realized upon ultimate settlement.
At December 31, 2012, management has determined that the Company had no uncertain tax positions that would
require financial statement recognition. The Company’s conclusions regarding this policy may be subject to review
and adjustment at a later date based on factors including, but not limited to, on-going analyses of and changes to
tax laws, regulations and interpretations thereof.

The Company’s files its income tax returns in the U.S. federal and various state and local jurisdictions. The
Company’s income tax returns are subject to examinations by major taxing authorities from inception. Any
potential examinations may include questioning the timing and amount of deductions, the nexus of income among
various tax jurisdictions and compliance with U.S. federal, state and local tax laws. The Company's management
does not expect that the total amount of unrecognized tax benefits will materially change over the next twelve
months.

Equity-Based Compensation

The Company complies with GAAP, which establishes standards for accounting for transactions in which an entity
exchanges equity-based awards for goods and services. GAAP requires an entity to measure the cost of employee
services received in exchange for equity-based awards on the grant date fair value of the awards. The grant date fair
value of employee equity interests and similar instruments will be estimated using a third party valuation.

If an equity award is modified after the grant date, incremental compensation cost will be recognized in an amount
equal to the excess of the fair value of the modified award over the fair value of the original award immediately before
the modification. GAAP requires all equity-based awards granted to employees to be recognized as compensation
expense over the service period (generally the vesting period) in the financial statements based on their fair values.
GAAP requires an estimate of future forfeitures which has an impact on equity-based compensation expense.

Since the Company’s membership interests are not publicly traded and it is therefore difficult to estimate the volatility
of the Company’s membership interest, the volatility estimate used in calculating the fair value of the membership
interests has been determined based on a review of the volatility of companies considered by a third party valuation
company and management to be comparable to the Company. GAAP requires the Company to measure the
membership interests based on an appropriate industry sector index, instead of the expected volatility of its
membership interests. The third party valuation company utilized this comparable company analysis because
management believes that the average volatility is a reasonable benchmark to use in estimating the expected
volatility of the Company's membership interests.



TELSEY ADVISORY GROUP LLC

’liQTEs» TO FINANCIAL STATEMENTS
—
2. Property and equipment

Property and equipment consist of the following at December 31, 2012:

Computer and office equipment $ 194,877
Fumiture and fixtures 33,125
Website development 161,531
Leasehold improvements 147,153

536,686

Less accumulated depreciation and amortization 141,936

$ 394,750
——

Depreciation and amortization expense amounted to approximately $105,000 for the year ended December 31, 2012.

3. Net capital requirement

The Company, as a member of FINRA, is subject to the Securities and Exchange Commission Uniform Net Capital
Rule 15c3-1. This Rule requires the maintenance of minimum net capital and that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1 and that equity capital may not be withdrawn or
cash dividends paid if the resulting aggregate indebtedness to net capital ratio would exceed 10 to 1. At December
31, 2012, the Company's net capital was approximately $5,971,000 which was approximately $5,560,000 in excess of
its computed minimum net capital requirement of approximately $411,000.

4. Exemption from Rule 15¢3-3

The Company is exempt from the Securities and Exchange Commission Rule 15¢3-3 and, therefore, is not required
to maintain a "Special Reserve Bank Account for the Exclusive Benefit of Customers".

5. Soft dollar payables

The Company has soft dollar arrangements with certain clients within the provisions of Rule 28(e) which establishes a
safe harbor for money managers, which allows them to purchase research and brokerage services for clients using
soft dollars. Certain clients are not required to follow Rule 28(e), and these expenses are paid on their behalf by the
Company, as directed and approved by them.

The Company has a restricted cash account segregated on the statement of financial condition in accordance with

SEC Rule 15¢3-3(k)(2)(i) of approximately $1,746,000, related to proceeds from soft dollar transactions. The
Company disburses this cash to third parties on behalf of its customers’ following Rule 28(e) requirements.



TELSEY ADVISORY GROUP LLC
NOTES TO FINANCIAL STATEMENTS

6. Related party transactions
Pursuant to an expense sharing agreement, as effectively modified in 2011, (the “Agreement”) with Telsey Holdings
LLC (the “Parent’), the Company recognizes certain expenses based on the terms and conditions per the

Agreement. Rent expense to a related party amounted to approximately $410,000 for the year ended December
31, 2012. The amount due to the Parent was approximately $38,000 at December 31, 2012.

7. Commitments

Operating Lease

The Company entered into operating leases which expire through September 2018, and are subject to escalations for
increases in real estate taxes and other operating costs.

Future minimum annual rental payments are as follows:

Year Ending December 31,

2013 $ 661,000
2014 685,000
2015 698,000
2016 713,000
2017 234,000
Thereafter 56,000

$ 3,047,000
E—

Rent expense amounted to approximately $790,000 for the year ended December 31, 2012.

Letter of Credit

The Company'’s bank issued an irrevocable standby letter of credit in the form of a certificate of deposit (“CD”) for
approximately $365,000 in connection with its payroll service provider agreement. The CD is included in security
deposits and other assets on the accompanying statement of financial condition.

The Company has an irrevocable standby letter of credit in the form of a CD of approximately $244,000, in
connection with an office lease. The CD is included in security deposits and other assets on the accompanying
statement of financial condition.

Bonus Payment
Pursuant to a services agreement, the Company is subject to future bonus payments in the amount of

approximately $133,000 per annum, to one of its Members, contingent upon the Member's continued employment,
for the years ending December 31, 2013 and 2014.



TELSEY ADVISORY GROUP LLC

NOTES TO FINANCIAL STATEMENTS

8. Equity-based compensation

The Company accounts for membership interests granted to employees in accordance with GAAP. GAAP requires
a nonpublic entity to measure the cost of employee services received in exchange for an award of equity
instruments based on the grant-date fair value of those instruments.

During 2012, the Parent authorized the issuance of its membership interests (“Granted Members Interests”) to the
Company and the Company, in turn, granted these units to employees as compensation expense, subordinate in
liquidation preference to the existing members as of the respective grant date (“Grant Date”). The purpose of the
grants is to encourage certain officers and employees of the Company to contribute to the Company’s success and
align their interests with the interests of the existing members.

The following table summarizes the Granted Membership Interest activity, at the time of grant, for the year ended

December 31, 2012:

Vested Forfeited
Grant Number of Vesting Membership Membership
Date Grantees Condition Percentage Percentage
December 31, 2009 8 4 years 100% 26%
June 15, 2010 19 4 years 67% 26%
November 2, 2011 19 4 years 33% 26%
July 11, 2012 23 4 years 0% 26%

The following table summarizes the fair value of the Granted Membership Interests for the year ended December
31, 2012, and the compensation costs recognized, as well as the remaining amount of compensation costs to be

recognized in future years:

Compensation Recognition
Fair Value of Compensation Cost to be Period for
Number of the Aggregate Cost Recognized Remaining
Grant of Membership Recognized in in Future Compensation
Date Grantees 2012 Years Cost

December 31, 2009 8 $ 36,000 $ 9,000 $ - -
June 15, 2010 19 $ 110,000 $ 27,000 $ 18,000 1
November 2, 2011 19 $ 100,000 $ 25,000 $ 66,000 2
July 11, 2012 23 $ 59,000 § - $ 59,000 3




'TELSEY ADVISORY GROUP LLC
NOTES TO FINANCIAL STATEMENTS

9. Concentrations of credit risk

The Company had revenue from one customer that accounted for approximately 13% of the Company’s revenues for
the year ended December 31, 2012 and 12% of the Company’s receivable from clearing broker at December 31,
2012.

10. Employee benefit plan

The Company maintains a retirement plan (the “Plan”), pursuant to Section 401(k) of the Internal Revenue Code, for
eligible participants to make voluntary contributions of a portion of their annual compensation, on a deferred basis,
subject to limitations provided by the Internal Revenue Code. The Company did not make contributions to the Plan
for the year ended December 31, 2012.

- 11. Liabilities subordinated to claims of general creditors
The Company had a $3,000,000 subordinated loan agreement at December 31, 2012, which was in accordance with

agreements approved by FINRA. The subordinated loan agreement matures October 31, 2014 and bears interest at
6% per annum.



