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OATH OR AFFIRMATION

1, Ecl wwd E . pﬁv“wa\ ;wa’; , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial stalement and supporting schedules pertaining to the firm of

BROWN ASSOCTATES, INC. , as
of JULY 31 ,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:

NONE
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i i ¢ i o
Notary Public MY COMMISSION EXPIRES:
February 20, 2007
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 Proprietors’ Capital.
O () Statement of Changes in Liabilities Subordinated to Claims of Creditors.
X (g) Computation of Net Capital.
D (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.
(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
0 (& A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
E @ An Oath or Affirmation.
[0 (m) A copy of the SIPC Supplemental Report.
O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

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



HENDERSON HUTCHERSON
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,
2005, and the related statements of income, changes in stockholders' equity 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, 2005, 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 in Schedule 1 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
August 30, 2005

Ao  Yuitzhorson

¢ ;W PLLC

1000 Riverfront Patkway » Chattanooga, Tennessee 37402-2103 - 423.756.7771 « Email: cpa@hhmcpas.com+ Fax: 423.265.8125
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BROWN ASSOCIATES, INC.
STATEMENT OF FINANCIAL CONDITION

JULY 31, 2005

ASSETS

Cash

Deposits with clearing organizations

Receivable from clearing organizations

Securities owned:
Marketable, at market value
Not readily marketable, at estimated fair value

Membership in exchanges owned, not readily
marketable, at estimated fair value

Furniture, equipment and leasehold improvements,
at cost, less accumulated depreciation and
amortization of $59,024

Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS®’ EQUITY

LIABILITIES
Deferred taxes
Accounts payable, accrued expenses and
other liabilities

Total liabilities
STOCKHOLDERS’ EQUITY
Common stock, no par value, $2 stated
value, authorized 1,000 shares,
“issued 500 shares
Retained earnings

Total stockholders’ equity

TOTAL LIABILITIES AND STOCKHOLDERS® EQUITY

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

$ 160,608
10,000
32,608

654,382
- 150,000

1,995

9,123
—168.226

$1.186,942

§ 64,394
58.423

122,817

1,000
1.063.125

1.064,125

$1,186.942



BROWN ASSOCIATES, INC.
STATEMENT OF INCOME

YEAR ENDED JULY 31, 2005

(1N

REVENUES
Commissions $ 395,337
Trading gains 152,357
Revenue from sale of investment shares 9,404
Interest and dividends 13,238
Investment advisory fees 1,116
Other revenue 450.697
Total revenues 1.022.149
EXPENSES
Employee compensation and benefits 750,835
Regulatory fees and expenses 9,420
Occupancy 35,880
Other expenses 122,678
Total expenses 918.813
INCOME BEFORE INCOME TAXES 103,336
Income tax 30.166
NET INCOME $__73170

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



BROWN ASSOCIATES, INC.

STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

YEAR ENDED JULY 31, 2005

Common Retained

Stock Earnings
BALANCE at August 1, 2004 $1,000 $ 989,955
Net income 73,170
BALANCE at July 31, 2005 $1,000 $1,063,125

The accompanying notes are an integral part of the financial statements

Total
Stockholders’

Equity
§ 990,955

73,170

$1.064,125



BROWN ASSOCIATES, INC.
STATEMENT OF CASH FLOWS

YEAR ENDED JULY 31, 2005

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 73,170
Non cash income/expenses included in net income:
Depreciation 2,870
Gain from sale of marketable securities (82,561)
Unrealized gain on marketable securities (69,796)
Deferred taxes 17,463
(Increase) decrease in operating assets
Receivables from clearing organizations 8,173)
Prepaid pension (11,399)
Cash value of life insurance 74,305
Other assets 22,478
Increase (decrease) in operating liabilities
Accounts payable and accrued liabilities 22,973
Net cash provided by operations 41,330

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from sale of marketable securities 145,147
Payment for purchase of marketable equity securities (196.601)
Net cash used by investing activities | (51.454)
NET CHANGE IN CASH (10,124)

Cash and cash equivalents - beginning of year 254.892

Cash and cash equivalents - end of year $244,768

SUPPLEMENTAL DISCLOSURE OF CASH TRANSACTIONS
Taxes paid on income _ $_4,200

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



BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JULY 31, 2005

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

Brown Associates, Inc. 1s 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.IP.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)



BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JULY 31, 2005

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 $160,608

Money Market Investment Account 84.160
Total cash and cash equivalents $244,768

NOTE 2 — EQUIPMENT AND LEASEHOLD IMPROVEMENTS

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

Office equipment $62,521

Leasehold improvements 5.626
68,147

Less accumulated depreciation (59.024)
$9,123
Depreciation expense was $2,870 for the year ended July 31, 2005.

NOTE 3 — OTHER ASSETS

Other assets consist of the following:

Loans receivable stockholders $ 35,480
Prepaid pension cost 95,244
Investment in limited partnerships 37.502

$168.226
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BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JULY 31, 2005

NOTE 4 — INCOME TAXES

The provision for income taxes includes the following:

Current taxes on income

Federal ‘ $ 8,903
State 3,800
$12,703

Deferred taxes ‘
Federal $13,022
State 4,441
Less valuation allowance 0
$17.463
Total state income tax $ 8,241
Total federal income tax 21.925
Total income tax $30,166

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

NOTE 5 — 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 $24,000.

At July 31, 2005, the Company had receivables from stockholders of $35,480.

NOTE 6 — 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 eamned in the future.

The following table sets forth the plan's funded status at July 31, 2005:

Actuarial present value of benefit obligations:
Accumulated benefit obligation $167,975

(Continued)



BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

JuLy 31, 2005

NOTE 6 — PENSION PLAN (Continued)

Projected benefit obligation for service rendered

to date $169,812
Plan assets at fair value 185.361
Funded status 15,549
Unrecognized remaining transition amount 2,71h)
Unrecognized loss 82,406
Adjustment to reconcile minimum liability 0
Prepaid pension cost $95,244

- Net pension cost for the year ended July 31, 2005, included the following components:

Service cost - benefits earned during the period §2,810
Interest cost on projected plan benefit obligation 10,311
Actual return on plan assets (11,918)
Net amortization and deferral (6.885)
Net periodic pension cost (credit) $.5,682

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 7 — 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 $30,000 to the profit sharing plan for the year

ending July 31, 2005.

NOTE 8 — NET CAPITAL COMPUTATION

The following reconciles net capital per management's computation (included in the unaudited FOCUS
Report as of July 31, 2005) to the audited computation thereof:

Net capital, per management's unaudited

FOCUS Report $622,675
Increase in marketable securities 81,540
Increase in haircuts on securities (9,886)
Increase in accounts payable (5,719)
Increase in accrued profit sharing (30,000)
Deferred tax liability 46,929
Increase in accrued taxes payable (6,503)

Net capital, audited $699.036



BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS

Jury 31, 2005

NOTE 9 — OTHER SECURITIES

The aggregate cost, market value, and net unrealized gains on other securities as of July 31, 2005 were

as follows:
Net
Market Unrealized
Value Cost Gain
Marketable equity securities $570,222 $350,749 $219,473
Money market funds , 84.160 84,160 0

$654382 5434909  $219.473

Net unrealized gains consist of gains of $221,774 and losses of $(2,301).

NOTE 10 — RESTRICTED SECURITIES

The Company invested in 15,000 shares at $10 per share of First Security Group, Inc. common stock,
the sale of which is restricted. As of June 31, 2005 there was no quoted market for First Security
Group’s shares and was valued at cost as of July 31, 2005. During August of 2005, the stock went
public and was trading at $10 per share. Before going public the stock incurred several stock dividends
which gave the Company 28,080 shares. The market value of this stock during August was
approximately $280,800.
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HENDERSON HUTCHERSON
&\/ICCULLOUGH, 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, 2005, we considered its intemal 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, asrequired 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(a)(11) and for determining compliance with
the exemptive provisions of rule 15¢3-3. Because the company does not carry securities accounts for customers
or perform custodial functions relating to customer securities, we did not review the practices and procedures
followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by rule 17a-13

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 internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of controls and of the
practices and procedures referred to in the preceding paragraph and to assess whether those practices and
procedures can be expected to achieve the SEC's above-mentioned objectives. Two of the objectives of an
internal control 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» 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, 20035, 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
August 30, 2005
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SUPPLEMENTAL SCHEDULE
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BROWN ASSOCIATES, INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

As of JULY 31, 2005

NET CAPITAL $1.064.125
Stockholders’ equity allowable for net capital 1,064,124
Add: :
Other (deductions) or allowable credits:
Deferred income taxes payable 64.394
Total capital allowable 1,128,518

Deductions and/or charges:
Nonallowable assets:

Securities not readily marketable $151,995

Fumniture, equipment, and leasehold improvements, net 9,123

Other assets 168,226 329,344
Net capital before haircuts on securities positions 799,174

Haircuts on securities:
Trading and investment securities:

Other securities 85,533
Undue concentration 12,922 .
Other — Money Market Fund 1,683 100.138
NET CAPITAL $_699,036
AGGREGATE INDEBTEDNESS $__ 58423
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital : §___3.895
Minimum dollar net capital requirement $_100.000
Excess net capital $_599,036
Excess net capital at 1,000 percent $_693,194
Percentage of aggregate indebtedness to net capital __8.36%
Percentage of debt to equity _11.54%

There is no material difference from the Company’s computation of Net Capital, aggregate indebtedness, and
basic net capital requirement:
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