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THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THEWFINANCIAL STATEMENTS

SEC 1410 (3-91) Jlotential persons who are to respond to the collection of information
contained in this form are pot required to respond untess the form displays

a currently valid OB control number.




OO0 0 BEMEHEEHEEEEE

OATH OR AFFIRMATION

I : (7(14,);0:/%( 6 ﬁﬁww/;) JAR swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
BROWN ASSQOCIATES, INC. as of

JULY 31 , 2002 | are true and correct. 1 further swear (or affirm) that neither the company

nor any partner, propretor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

NONE

Cha(RoAw

SEh S STl i 4z

Notary Publi¥

s éwm fpin 1 G210

This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condmon
(c) Statement of Income (Loss). - v
. (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 Detenmnanon of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relat.mg to the Possession or control Requirements Under Rule 15¢3-3.
(i) 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 bétween 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) Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

jri o
**For conditions-of confidential treatment of certain portions of this ﬁ[iﬁg, see section 240.17a-5(e)(3).




HENDERSON HUTCHFRSON
McCULLOUGH, PLLC

Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

To the Stockholders and Board of Directors
Brown Associates, Inc.
Chattanooga, Tennessee

We have audited the accompanying statement of financial condition of Brown Associates, Inc. as of July 31,
2002, and the related statements of income, changes in stockholders' equity, changes in liabilities subordinated
to claims of general creditors, and cash flows for the year then ended that you are filing pursuant to Rule 17a-5
under the Securities Exchange Act of 1934. 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 misstatements. 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 Brown Associates, Inc. as of July 31, 2002, and the results of its operations and its cash flows for the
year then ended in conformity with auditing standards generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements, taken as a
whole. The information contained on pages 4, 5, 8 and 9 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
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,

Chattanooga, Tennessee
September 10, 2002

y AC&W pLLC

1000 Riverfront Parkway » Chattanooga, Tennessee 37402-2103 » 423.756.7771 » Email: cpa@hhmcpas.com - Fax: 423.265.8125

An Independent Member of the BDO Seidman Alliance Business Consultants & Financial Advisors
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
“PART HA

L‘?ROKER OR DEALER  ppowN ASSOCIATES, INC. !NJBIU | JJ Ll G

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

as of IMM/DD/YY) JULY 31, 2002
sec F1LE NO._8-07-005049-C

‘ - AS_SETS Consolidated , |1
Unconsolidated L
Allowable Non-Allowabla Total

1 Cash oo e $ 85 569 200 | - $ 85,569 [

A. Clearance account . . ..o ovinvn v, ! 10 ,000 E
8. Other. ... ... TUTT 38,124 300 |8 550 48,124 [&
Recesvables from non-customers. .. ........ T 355 57, 213 600 |7 57,213 :
4. Securities and spot commodities T
owned, at market vaiue: ) e
A. Exempredsecunities ... .. ....... ... - 418 |
B. Debtsecurnties. .. ... ..., 419
C.Ootions ... ... e 420
D. Othersecutities . .. ... vviinur v, ... 268,124 — ‘] 424
E. Spot COMMOTIMES . . oo s, M | a30 568,124 gs
5.‘, Secur:ties and/or other investments -
not readily marketable: _“_
A. Atcost 7 S . 130
B. At esumated fair value ............... 440 810, _ m
. 8. Securities borrowed under subordination agree- T
ments and partners’ individual and capitat —_— -
securities accounts, at market value: 460 630 J—E
A. Exempired
securies $ 150
B. Other .
securine $ . 160 )
7. Secured demand NOtESI ... ... .. R 470 c - ‘ 640 ’ Fé
market value of collateral: -
A, Exempted ’
securities $ J 170 ,

8. Other

secunties 3 ! 1BOI

B. Memberships in exchanges:

A. Owned, at . '
marketr $ ! 190,
8. Owned,atcost .......... e

a

C. Coniributed for use ol the company,

at marketvalue . ... ... L0 i e
8. lnvestment in and receivables from

afldiates, subsidiries and .
associated partnerships . ... ... .. e 4B0 670 §na

10. Property, turniture, equipment,
leasehold improvements and rights

under fease agreements, at cost-net

of accumulated depreci: tion .
anC amOrtiZation. . ..o v e g ) 430 13,356 680 |7 13,356 S3P
Th Otherassets. ... ......c.coeeininnann.. - 70,988 535 247,969 - 735 318,957 o
12, TOTAL ASSETS .ovvovnn.. T s 772,805 540 % 318,538 740 | 1,091,343 S

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS 2




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART lIA

BROKER OR DEALER  BROWN ASSOCIATES, INC. Co asof __JULY 31, 2002

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

LIABILITIES AND OWNERSHIP EQUITY

Al Non-A.l.
Liabilities Liabilities , Liabilities Total
13. Banklioanspayable. .. .cvvv e e onn ‘$ 1045 | § I—ES??I'JS W
14, Payable to brokers or dealers: ’
A. Clearance account .. oo v v e ceennnnen.n 1114 1315 (—‘E
B. Other.......... e e y 1115 1305 1154
15. Payabie to noncustomers. . .............. - 1155 1355 j 161
16. Securities sold not yet purchased,
atmarketvalue ............. .. ...... ) 1360 {_1%;
17. Accounts payable, accrued liabilities,
expenses 3nd OtRBr o .o v v i e s e e 69,102 - ’1205] 66,470 l1385 I 135,572 J—E
18. Notes and mortgages payable: ‘
A. Unsecured........oovininiiinn., . 1210 [168
B. Secured....... e [1211] ¥ [13s0] ¥ - J170

18. Liabilities subordinated to claims

of general creditors:

"A. Cash bOFrowings: .. ......ovueeinnn.. 114001 17U
. 14 .
1. from outsiders s $ . 970

2. Inciudes equity subordination (15¢3-1 (d]}

of ... s [ ,

B. Securities borrowings, at market value:. ‘ } 1410 l ) 172(
from outsiders $ I 930 I i

C. Pursuant to securéd demand note
collateral agreemems ................. I 1420 I . F?E

1. from ocutsider $ - ]1000'

2. -includes equity subordination (15¢3-1 {d))

of [... s [1010]

D. Exchange memberships contributed for :
use of company, at market value....... . : 1430 - m
E. Accounts and other borrowings not —
- qualified for net capital purposes ....... J 1220 ’ 1440 1750
20, TOTAL LIABILITIES ........... $ 69,102 ] 123ﬂ $ 66,470 14501 § 135,572 L1760

Owﬁership Equity

21. Sole proprietorship .. ... e e e et et ettt et s maa e e e, ,',s 1770
22. Parinership llimited partners . ........... ’v‘s 1020 l) 1780
23. Corporation:
L £ L T 1791
B COMIMON S10CK Lottt et ettt e ettt et e e e et et e e e e e e e e 1,000 [1792
C. KOERUSOIENNNXesKa . . ACCUMULATED OTHER COMPREHENSIVE LOSS .. . ... ... . (34,917) ] 1783
O T T e I T, 1 T P 989,688 1784
= AU 1785
F. Less capital stock in treasumy. o vvveenneeennvnnsennn.- R P M N 1796
24 TOTAL OWNERSHIP EQUITY - et oo en e e e e e e e e et e et e e e e e e e e e e .3 955,771 | 1800
25. . TOTAL LIABILITIES AND OWNERSHIP EQUITY ¢t tutiitatattere e iiiieaeeveananas P $ 1,091,343 |1810

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCTIAL STATEMENTS OMIT PENNIES




FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT
PART 1A

BROKER OR DEALER BROWN ASSOCIATES, INC. asof JULY 31, 2002

COMPUTATION OF NET CAPITAL

1. Total ownership equity from Statement of Financial Condition. ... ... . uoveeenuennn e e e e e S 955 5 771 'E
2. Deduct ownership equily not allowable 1or Net Capital . ... ..ttt ioe e ranoneeeenans 1'9( | 3
3. Total ownership equity Qualified for Net Capital . oo ittt it it i st ncaasaannot s e na, 955,771 3!
4. Add: '
A. Liabilities subordinated to claims of general creditors allowable in computationof neteapital. ... ... vn. [EX
B. Other {deductions) or allowable eredits {Listh. ... . i i i et e 3t
Total capital and allowable subordinated liabiiities. . .. ... vrenrnnnnernnnn.. e L e s 955,771 . 3¢
6. Deductions and/or charges: ;
A. Total nonallowable assets from Staternent of Financial Caondition (Notes Band C) $ 318,538 3540
B. Secured demand note QefiCientyY . .ottt ittt e et e 3590
c. Commodity futures contracts and spot commodities-
‘ oroprietary capital charges. . ...... ... .. et it ee e e 3600
D. Other deduciions And/Or CRargEs . . e e e et e e 3810 | 318 ,538 )E
7. Other additions and/or aliowable credits LListh, ... . .. ... i ittt et [ 3€
B. Net capital before hairClts ON SECUTITIBS POSITIONS L. ...\ttt ittt ittt e v enaneraaas st 7'0 s 637,233 36
Haircurs on securities {computed, where applicable, :
pursuant to 15¢3-1 {f}):
A. Contractual SECUTtIES COMMITMENTS « o« . v ve e et et e e e e e eee e S 3660
B. Subordinated-securities borrowings. S . 3670
c. Trading and investment securities:
1. ExemMpIed seCUIItIBS . . L ottt ettt it et e et ; 3735
2. Debt securities e e e e e e e e e et -3733
0 T 3730
O LY 1Tt T ¢ 60,212 3734
D. Undue Congentralion .. o u it vttt et sttt et emna s neensaasannaes 13, 048 3650 _
E. Other (List).......... P S ST 3,334 3738 | 76,594 1137
R N T oY Y T U $ 560,639 37
OMIT PEND
THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS 4




l FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
: PART IA
l BROKER OR DEALER ~ BROWN ASSOCIATES, INC. asof _JULY 31, 2002
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
I Part A
1. Minimum net capital required (B:-2/3% of line 19} L L s 4.607 f_.'ﬁ
l 12. Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital requirement
of subsidiaries computed in accordance with Note [A) . ... ... .. . s F N 3 100,000 m
13, Net capual requirernent {greater of line 11 0r 121 .o . L s 100,000 37
‘ 14, Excess netcapital lhime 10 1ess 13) oL o $ 460,639 37
15. Excess net capiral at 1000% lline 10 tess 1O% of hine 19) ... .. 0 e e e o 553,729 37
l COMPUTATION OF AGGREGATE INDEBTEDNESS
16. Total A.l liabilities from Statement of Financial Condition. .. .. ... . oo e s 69 s 102 J~37‘
17. Add: . .
I A, Dratis forimmediatecredit. . ... ... . ..., ;S 3800]
B. Market value of securities borrowed [or which no equivalent
value 1s paid or credited . . .. ... .. e s 3810 l
C. Other unrecorded amountsibListh. (. o . . H 3820 | $ 38.
19, Total aggregate 1NGEBIRONESS . ..o\ttt et et e e e s 69,102 38«
== 20. Percentage of aggregate indebtedness to net capital {line 19=by line 10} . .. ... o 0ttt e % 12.33 38¢
. 21, Percentage of debt to debt-equity total computed in accordance with Bule 1537 {d) c o v v v e vt oo e e e % 24.18 38t
] COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT
I PartB
’ 22. 2% of combined aggregate debit items as shown in Formuia for Reserve Requirements pursuant to Ruie
l 15¢3-3 prepared as of the date of the net capital computation including both brokers or dealers
and consolidated SUBSIGIaries’ GeDITS . . L\ttt ittt e sttt e e e e e 3 387
23. Minimurm dollar net capital requirement of reporting broker or dealer and minimum net capital
requirement ol subsidiaries computed in accordance with Note (A) ... ............ e e e ,'35 388
24. Net capital requiremnent {greater of 1ne 22 06 23] ..o o e $ 376
25. Excess net capital Hne 101858 28) ... oo vt ottt e e 3 391
26. Netcaprtal 1n excess of: '
l 5% of combined aggregate debit s1ams ar $120,000 . ..o\ oot S : I 382
OMIT PENNI
NOTES:
{A) The minimum net capital requirement should be computed by adding the mintmum dollar net capital requirement -
ol the reporting broker dealer and, for each subsidiary Lo be consolidated, the greater of:
1. Minimum dollar net’'capital requirement, or
2. 6-2/3% of aggregate indebiedness or 2% of aggregate debits if altsrnative method is used.
. (8) Do not deduct the value of securities borrowed under subordination agreements or secured demand note
covered by subordination agreements not in satislactory form and the market values of memberships in
exchanges contributed lor use of company (conira to item 1740) and partners’ securities which were
I included in non-aliowable assets.
{C) For reports filed pursuant to paragraph {d) of Rule 17a.5, respondent should provide a list of material
non-allowable assets, )
l THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS. ‘
- ) 5




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
l PART HA
OKER ©O
BROKER OR DEALER BROWN ASSOCIATES, INC.
I For the period {(MMDDYY) trom Y v 8-1-01 IJBJZTlo 7-31-02 hi:
Number of months mcluded In this statemeni 12 39!
I STATEMENT OF INCOME (LOSS)
REVENUE
I Commissions:
e. Commissions on transaclions in exchange listed aguily sscurities executed on an exXChBRDE. | ... cevvnnnnnnsovnnn. 3 573 ’850 J9:
b. Commissions on listad OpHON tranSECHONS ..t ue o on e ee e e ae e e e aaans [, y j3s:
l C. Al OlhEr SECUMIIES COMMISSIOMS ittt ittt eiit it oot craesnaaenncesansasaceoostnessstotasrionsasssanans }395
. TOtB] SBCUIIES COMMISS D S ittt it te ettt teateesararsosnonenesencesooananonessass sassassasneasesuesns |3
2. Gains' or losses on firm securities trading accounts
l a. From marke! making in options on a nalional securilies sxchange ... ... ... .o .. . il {354
b. From 8l olher tra0INg o vuvetieitaas ieiaaeeneennnersnnanenneennnns ettt e teee e 1354
[ = 10 172 4 T4 T - 3 OO f395
3. Gains or losses on firm securities INVESIMBND BOCOUNIS | .. ... it itaianeanaa e ecatonsnnennarssnnennscns 5551 s 736 J39:
4. Prolit (ioss) trom underwriting 8nd Selling QroUDS ... .. ... L i ittt ittt rte e naa i e x 3395
5. Revenue 1rom sals 0l INVESIMBNL COMPANY SNBIES . .ttt et et e et e am s eae e e vaaararasnearannennn 16,474 jag7
B, COMMOGINIES FBVBRUR ..ttt i eenne s e e et o e et e et e e ee e e et e e o e et e e et et e e e e e |399
I 7. Fees lor accoun! supervision, investment advisory 2nd administrative SBIVICES .. .vevnererrevinereranoennaenanns 975 ,397
8. Other revenus ......... O U 576,576 1298
l T 1T £ T TP P DU 3 1,219,611! f403
EXP::NSES
I 1D. Sajaries and other amploymen! costs for peneral parners and voting stockholder oMiCers ...........cceeeeecnan... s 583,486 112
11. Other employee cOmMPansation 8Nd DeNelIS | . ... .. .ttt s s s eeoanssaensnsecaeasesneasnrasaraantseans Z 242,572 j‘”
12. Commissions pald 10 Other BroKBr-BBAIBIS ... ..t inersietaneuaresnsnasnnesocmnaccnasuassnesoarasesenenansnns ’41‘
I T3, ENIOTESE BXDPBNSB Lottty ieen s e e ceae mn e caae e eeanseseaannensncnsaenanns e an e j407
2. Includes interest on accounts subjec! to subordlnallon agreements .......iaceanenn Llﬂ?ﬂ
14, Regulatory lees and J=E o 4T 7 T 7,240 419
l 15. Other expenses .................. e ettt et e et s et e e a et e tee b 233,799 {410
T8, OBl BXDBMIES . ottt ettt et aa ettt aa e e s 1,067,097 | 420
I NET INCOME ' :
17. Net Income (loss) before Federal income taxes and ilems below {ltem S less tem 16 ). ... ...t ... 8 152,514 4211
18. Provision for Federal Income taxes (for parant onby) ... ... it i ittt y 44,487 }‘22‘
19. Equlty In eamings (lasses) of unconsolidated subsidiaries nol INCIUGEE BBOVE ...eu.uuennrenneneeeeromnreeennnns [422:
8, Atter Foderal InCome 1axe3 Of ...ttt iuiirietiiiieanaenonneroaroersanencannass L‘zﬂ .
20, Extraordinary pains (los'sas) ................................................................................ 4224
&, Aftar Foderal inCOMe tBXBS Of ... ..iiiiinr s an et ianennaanianeneeeeeacemarennnns f&z:g]
21. Cumulative effect of changes in accounting PrinClpl@T L ... . it ir ettt iiraa e etaiaanrannnnanns £22°f
l 22, Ne! income {loss) stier Federsl Income taxes and ex!rBordinBAry HBMS . ... .ooicrrinnectmeeontnriononuoeaeanannnes S 108.027 _} 42X
MONTHLY INCOME
I 23, income (current month cnly) bo!ora provision tor Federal income taxes and extraordinary ltems.................... S 211
I THE ACCOMPOANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS
6




HE N N T I N N DI B B R R O N B O e e

PART 1A

FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

LBROKER OR DEALER BROWN ASSOCIATES, INC.

For the period IMMDDYY) trom __8—1~01 to__7-=31-02
STATEMENT OF CHANGES IN OWNERSHIP EQUITY
{SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)
1. Balance, beginning Of PErIO. « .« ... oue sttt ettt et e et e e e s 882.661 [a2
A NELINCOME [1OS5). ot ettt et it e e e e e e e . 108.027 42
B. Additions (includes non-conforming capital of |, ... ... e ¥ys 4262 | 42
C. Deductions {inciudes non-conforming capital of . . ... ... ... o', S 4272 | (34,917) 42
(ACCUMULATED OTHER COMPREHENSIVE INCOME)
2. Balance, end of periog (From item 1800) . ...t i ittt ettt it it ee e aimreaarantcnetaaaasanenanns $ 955,771 ’_EE
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS
3. Balance, beginning Of PBriod . .. vt et ittt it e et e et aeaiea e et ,v. s -0- &3
A INCreasES « v ve et eeisee i e e e e 43
= TR 8o - L. O 43
4. .Balance,.end of period (From item 3820). . o m ettt e e e e e 5 : —0= . rE
OMIT PENNI
THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS
- * 7




FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA

BROKER OR DEALER = BROWN ASSOCIATES, INC. as of

JULY 31, 2002

Exemptive Provision Under Rule 15¢3-3

25. It an exemplicn from Rule 15¢3-3 is claimed, identify below the section upon

A,
B.

which such exemption is based (check one only)

(k)
(x)

. (k)

(%)

{1)—352,500 capilal CRIBROrY 85 POr RBUIB 15031 L. L ittt ittt teaeone saeern s rneenscasnsaacas
{2)(A)—"Special Account for the Exclusive Benefit of

CUSIOMArS" MAINIAINEE ...ttt e it ie ettt e et i asean sacaans et rreanaaaoanaanns
(2){B)—All customar transactions cleared through another '

broker-dealer on a fully disclosed basis. Name of clearing

firm ¥ DAIN CORRESPONDENT ‘SERVICES [4335] [ 45
{3)—Exemptad by order of the Commission ..... ........... e s s eaeataar ettt e ey 45
THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS.
N : 8




Ownership Equity and Subordinaled Liabliitles maturing or proposed lo be
withdrawn within the next six months and accruals, (as defined below),
which have not been deducted in the compulation of Net Capital.

Type of Proposed
withdrawal or . . ’ Amount lo be With- (MMDDYY) Expact
Accruai Insider or drawn (cash amounl Withdrawa! or 10
See bslow lor ‘ Quisidar? and/or Ne! Capital Maturily Renew
code 10 anler B Name of Lender or Contributor {In or Qut) Vaiue of Securities) Dats {yes or no)

4613

[ 4801] [ a602]
M 4610 [a611 [ 4612 ]

M 4620 W Fﬁ?ﬂ

M 4630 4631 | : ] 4632

l 4842 , 4643

4640

y 4650 : ] " 4651 4652 [ 4653

M | ass0 h 4561[ [(a852] 4563

y 4570 45671 4672 4673
[4571] [4572]

e ] 1l e [
H

M 4680 o [ a881 [as52 | 4683

4690 | 4591] [(a652] 4693

J

rERRRERRARSRRR AR AR

18] 1) 1e] (] Le] ) L)

ToTaL s )

OMIT PENNIES

instructions: Detail listing mus! include the total of items maturing during the six month period following the
report date, regardiess ot 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 foliowing the report date including the proposed recempiion of stock and payments of
liabilities secured by fixed assels (which are considered allowable assets in the capital computation
pursuant to Rule 15c3-1{c)(2){iv})), which could be required by the lender on demand or in less
than.six months, :

WITHDRAWAL CODE:  -DESCAIPTION
' Equity Capitai
Subordinated Liabilities

Accruais
15¢3-1(c){2){iv) Liabililies

N

. Y78

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THE FINANCIAL STATEMENTS




BROWN ASSOCIATES, INC.
STATEMENT OF CASH FLOWS

YEAR ENDED JULY 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $108,027
Non cash income/expenses included in net income:
Depreciation 5,701
Gain on sale of marketable securities (51,706)
Unrealized gain on marketable securities (61,838)
Deferred taxes 16,798
Changes in current and noncurrent items:
Receivables from brokers or dealers (10,717)
Increase in receivables from non-customers (21,733)
Increase in prepaid pension (2,025)
Increase in cash value of life insurance (3,111)
Other assets (18)
Accounts payable and accrued liabilities (90.447)
Net cash used by operations (111,069)
CASH FLOWS FROM INVESTING ACTIVITIES
Payment for purchase of marketable equity securities (100,131)
Proceeds from sale of marketable equity securities- 246,110
Capital expenditures for equipment (5,429)
Net cash provided by investing activities 140,550
NET CHANGE IN CASH 29,481
Cash - beginning of year 222.801
Cash - end of year $252,282
SUPPLEMENTAL DISCLOSURE OF CASH TRANSACTIONS
$.88.590

Taxes paid on income

The accompanying notes are an integral part of the financial statements.
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BROWN ASSOCIATES, INC.
STATEMENT OF COMPREHENSIVE INCOME

YEAR ENDED JULY 31, 2002

NET INCOME
OTHER COMPREHENSIVE INCOME, NET OF TAX

Minimum pension liability adjustment

COMPREHENSIVE INCOME

The accompanying notes are an integral part of the financial statements.

$108,027

(34.917)

$73.110
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BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JuLy 31, 2002

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

Brown Associates, Inc. is a Tennessee corporation formed in 1969. The Company provides general
investment and management advisory services relating to investment venture capital and pension and
profit sharing plans. Additionally, the Company sells and distributes various investments such as
securities, mutual funds and insurance contracts. The Company does not ordinarily provide credit to
its customers. Fees and commissions are normally received from the entities offering the various

investments.

Marketable Securities

The Company carries investments in marketable securities at current market value. Unrealized gains
and losses resulting from changes in the market value are charged or credited to operations in the current

period.
Depreciation and Amortization

Depreciation and amortization are provided using the straight-line and accelerated methods over the
estimated useful lives of the depreciable assets. Estimated useful lives are as follows:

Asset Life

Transportation Equipment 3-5 Years
Office Equipment 5-7 Years
Leasehold Improvements 15 Years

Investments in Limited Partnerships

Distributions from limited partnerships in excess of the Company's proportionate share of partnership
income and permanent declines in the market values of the investments have been recorded as a
reduction of the cost of the investments.

Concentration of Risk

The Company maintains cash on deposit with federally insured banks. At times, the balances in these
accounts may be in excess of federally insured limits. Cash equivalents include investments which are
not insured by the F.D.I.C., but may be insured by the S.I.P.C. At times these investments may be in

excess of S.I.P.C. limits.

Deferred Income Taxes

The Company provides for deferred taxes resulting from timing differences between financial and
taxable income. The timing differences result principally from unrealized gains on marketable equity

securities.

{Continued)
12




BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JULY 31, 2002

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Recognition of Income

The Company records commissions from life insurance companies as income when received.
Commissions from the sale of general securities and registered investments are recorded as income when

earned.

Uses of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
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.

Cash and Cash Equivalents

For the purpose of the statement of cash flows, cash and cash equivalents consist of the following

balances:

Cash on hand and in banks $ 85,569

Money Market Investment Account 166,713
Total cash and cash equivalents $252,282

NOTE 2 — EQUIPMENT AND LEASEHOLD IMPROVEMENTS

Major classes of equipment and leasehold improvements and accumulated depreciation are as follows:

Office equipment $ 71,538
Transportation equipment 61,835

Leasehold improvements 5,626
138,999

Less accumulated depreciation (125,643)
$.13,356
Depreciation expense was $5,701 for the year ended July 31, 2002.

NOTE 3 — OTHER ASSETS

Other assets consist of the following:

Cash surrender value of life insurance $ 70,988
Prepaid pension cost 6,942
Investment in limited partnerships 40,927
Investment in non-marketable equity securities 200,100

$318.957
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BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JuLY 31, 2002

NOTE 4 — COMMON STOCK

The Company has 1,000 authorized shares of no par common stock which has a stated value of $2 per
share. As of July 31, 2002, 500 shares were issued and outstanding.

NOTE 5 -~ INCOME TAXES

The provision for income taxes includes the following:

Current taxes on income

Federal $31,106
State 7.415
38,521

Deferred taxes (credits)
Federal 13,381
State 3,417
Less valuation allowance 0
Total income taxes $16,798
$10,832

Total state income tax

Total federal income tax . 44,487
Total income tax - $55,319

The timing differences result principally from unrealized gains/losses on marketable equity securities.

NOTE 6 — RELATED PARTY TRANSACTIONS

The Company leases its building on a month-to-month basis from Ed Brown, Jr., president and major
stockholder of the Company. Rental expense for the year totaled $36,000.

At July 31, 2002, the Company had receivables from stockholders of $35,480.

NOTE 7 - PENSION PLAN

The Company has a defined benefit plan covering all its employees. The benefits are based on years
of service and the employees' compensation. The Company's funding policy is to contribute annually
the maximum amount that can be deducted for federal tax purposes. Contributions are intended to
provide not only for benefits attributed to service to date but also for those expected to be earned in the

future.

The following table sets forth the plan's funded status at July 31, 2002:

Actuarial present value of benefit obligations:
Accumulated benefit obligation $124.312

(Continued)
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BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JuLy 31, 2002

NOTE 7 — PENSION PLAN (Continued)

Projected benefit obligation for service rendered

to date $124,694
Plan assets at fair value 115,567
Funded status (9,127)
Unrecognized remaining transition amount (10,843)
Unrecognized loss 61,829
Adjustment to reconcile minimum liability 34.917)
Prepaid pension cost $_6,942

Net pension cost for the year ended July 31, 2002, included the following components:

Service cost - benefits earned during the period $ 4,504
Interest cost on projected plan benefit obligation 7,743
Actual loss on plan assets 19,315
Net amortization and deferral 33.587)
Net periodic pension cost (credit) $.(2,025)

The weighted average discount rate and rate of increase in future compensation levels used in
determining the actuarial present value of the projected benefit obligation were 7% and 0%, respectively.
The expected long-term rate of return on assets was 7%.

NOTE 8 — PROFIT SHARING PLAN

The Company has a profit-sharing plan that covers all full-time employees with a minimum of six
months service who are at least 24-1/2 years of age. Contributions to the Plan are at the discretion of
the Board of Directors. Management elected to contribute $49,925 to the profit sharing plan for the year

ending July 31, 2002.

NOTE 9 — NET CAPITAL COMPUTATION

The following reconciles net capital per management's computation (included in the unaudited FOCUS
Report as of July 31, 2002) to the audited computation thereof:

Net capital, per management's unaudited

FOCUS Report $574,692
Increase in cash surrender value of life insurance 3,111
Increase in accounts payable (2,205)
Increase in accrued profit sharing (49,925)
Increase in deferred tax liability (16,798)
Decrease in accrued interest payable 51,764

Net capital, audited $560,639
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BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JuLy 31, 2002

NOTE 10 — OTHER SECURITIES

The aggregate cost, market value, and net unrealized gains on other securities as of July 31, 2002 were

as follows:
Net
Market Unrealized
Value Cost Gain
Marketable equity securities $401,411 $182,593 $218,818
Money market funds 166.713 166,713 0

$568,124 $349,306 $218,818

Net unrealized gains consist of gains of $(220,492) and losses of §1,674.

NOTE 11 — RESTRICTED SECURITIES

The Company invested in 15,000 shares of First Security Group, Inc. common stock, the sale of which
is restricted. There is no quoted market for First Security Group’s shares. The fair market value has
been determined by management to approximate cost.

The Company is also invested in 3,900 shares of the NASDAQ Stock Market, Inc., the sale of which
is restricted. There is no quoted market for these shares. The fair market value has been determined by

management to approximate cost.
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HENDERSON HUTCHERSON
McCULLOUGH, PLLC

Certified Public Accountants

Board of Directors
Brown Associates, Inc.
Chattanooga, Tennessee

In planning and performing our audit of the financial statements and supplemental schedules of Brown
Associates, Inc. (the Company), for the year ended July 31, 2002, we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the consolidated financial statements and not to provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and 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 (or aggregate debits) and net capital under rule 17a-3(2)(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

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 an interal 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 expecied to achieve the SEC's above-mentioned objectives. Two of the objectives of an
internal control 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 preparation of financial statements in conformity with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.

1000 Riverfront Parkway » Chattanooga, Tennessee 37402-2103 « 423.756.7771 + Email: cpa@hhmcpas.com s Fax: 423.265.8125
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Because of inherent limitations in any internal control or the practices and procedures referred to above, error
or fraud 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 would not necessarily disclose all matters in internal control that might

be material 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 components
does not reduce to a relatively low level the risk that error or fraud 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 and
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 July 31, 2002, to
meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
National Association of Securities Dealers (NASD), 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.

Chattanooga, Tennessee
September 10, 2002

NW A utehorson

mfm,% PLLC
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