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Statement of Changes in Liabilities Subordinated to Claims of Creditors.
Computation of Net Capital.

tion for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

Informaition Relating to the Possession or Control Requirements Under Rule 15¢3-3.
A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the

htion for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

A Recogxciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
(1) An Oath

or Affirmation.
of the SIPC Supplemental Report.
describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit.

of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Independent Auditors' Report

Board of Directors
Thornton [Farish Inc.
Montgomery, Alabama

We have audited the accompanying statement of financial condition of Thornton Farish Inc., as of
December| 31, 2005, and the related statements of income, stockholders' equity and cash flows for the
year then Lnded 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 lan opinion on these financial statements based on our audit.

We conduﬁted our audit 1n accordance with auditing standards generally accepted in the United States
of Americ‘at. 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 believe
that our audit provides a reasonable basis for our opinion.

In our opinjon, the financial statements referred to above present fairly, in all material respects, the
financial position of Thornton Farish Inc., as of December 31, 2005, and the results of its operations
and its cash|flows for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

Our audit WLS conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole.| The information contained in the supplementary schedules on pages 11 through 16 is
presented for the purpose 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 19341 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 findncial statements taken as a whole.

Wi, Priee, Bowoneo, Blodeudip § Bldlugeley P

Montgomery, Alabama
February 23, 2006




THORINTON FARISH INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2005

i

ASSETS

Cash
Cash segregated under federal regulations
Interest receivable
Securities owned:

Marketable, at market value

Not readily marketable, at estimated fair value
Property and equipment (at depreciated cost)
Noncusto‘mer receivables
Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES

Accounts payable and other liabilities
STOCKHOLDERS’ EQUITY
Commion stock - $1 par value, 10,000 shares authorized and
1,500 shares issued and outstanding
Additional paid-in capital
. 1o
Retained earnings

TOTAL STOCKHOLDERS’ EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

See independent auditors’ report and notes to financial statements.

$ 28,350
297
4,202

297,222
2,475
31,150
108,771
5,869

5 478336

$ 6,284

1,500
470,552

472,052

$ 478,336
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THORNTON FARISH INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2005

REVENUES
Investment banking $ 1,044,428
Interest and dividends 8,272
Commissions 13,684
Total revenues 1,066,384
EXPENSES
Compensation and benefits 674,583
Communications 11,035
Interest 2,309
Occupancy costs 60,960
Promotional costs and issue expenses 43,838
Dues, fees and assessments 3,137
Other operating expenses 74,370
Total expenses 870,232
NET INCOME $ 196,152

See independent auditors’ report and notes to financial statements.
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THORNTON FARISH INC,
STATEMENT OF STOCKHOLDERS' EQUITY
FOR THE Y[EAR ENDED DECEMBER 31, 2005

ADDITIONAL
COMMON PAID-IN RETAINED
STOCK CAPITAL EARNINGS TOTAL

BALANCE AT JANUARY 1, 2005 $ 1,000 $ 378,175 $ 1,977 $ 381,152

Net income - - 196,152 196,152

Capital contributions - 30,000 - 30,000

Sale of common stock 500 161,166 - 161,666

Capital withdrawals - (87,818) - (87,818)

Dividend distributions - (10,971) (198,129) (209,100)
BALANCE AT DECEMBER 31, 2005 $ 1,50 $ 470552 $ - $ 472,052

See independent auditors’ report and notes to financial statements.
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CASH FLOWS FROM OPERATING ACTIVITIES

Net incom
Adjustmen
provided
Depreci:
Gain on
Loss on
Changes
Receit
Other
Accou

Net cash pro
CASH FLO

Purchase

e
ts to reconcile net income to net cash
by operating activities:

ation

investments

asset disposals

in assets and liabilities:

vables

assets

nts payable and other liabilities

vided by operating activities

WS FROM INVESTING ACTIVITIES

f certificates of deposit

Purchase of money market fund investment

Money ma
Matured ¢

rket fund redemptions
ertificates of deposit

Sale of property and equipment

Purchase ¢
Net cash use
CASH FLO

Capital co
Capital wi
Sale of co
Dividend

f property and equipment
d by investing activities
W FROM FINANCING ACTIVITIES

ntributions
thdrawals
mmon stock
distributions

Net cash used by financing activities

NET DECR

\EASE IN CASH

CASH AT BEGINNING OF YEAR

CASH AT}1

SUPPLEM
Cash paid

Interest

See independent auditors’ report and notes to financial statements.

CND OF YEAR

ENTAL CASH FLOW DISCLOSURE
during the year for:

$

$

$

196,152

3,524
(7,494)
309

(54,784)
(2,135)
3,178

138,750

(285,000)
(90,000)
115,022
250,000

500

(29,902)
(39,380)

30,000
(87,818)
161,666

(209,100)
(105,252)

(5,882)
34,232

28,350

2,309
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THORNTON FARISH INC.
NOTES TO FINANCIAL STATEMENTS

DECEME

3ER 31, 2005

1. SUI

MIMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Thomton Farish Inc. (the Company) is a broker-dealer registered with the Securities and Exchange
Commission (SEC) and is a member of the National Association of Securities Dealers (NASD). The
Company is engaged in the business of brokering securities and underwriting securities issues throughout

the

Sec

United States. The Company operates primarily in the municipal securities markets.

urities Transactions

Customers' securities transactions are reported on a settlement date basis with related commission income

and

expenses reported on a trade date basis. Securities transactions of the Company are recorded on a trade

date|basis.

Marketable securities are valued at market value and securities not readily marketable are valued at fair
value as determined by the principals of the Company.

Investment Banking

Investment banking revenues include profits and fees arising from securities offerings in which the

Company acts as an underwriter or agent. Underwriting profits and fees are recognized on the closing date
of thte issue. Investment banking fees also include fees earned from providing financial advisory services
which are recognized when billed, generally on a quarterly basis.

Property and Equipment

Maj

or additions to property and equipment are capitalized at cost. Maintenance and repairs are charged to

expense as incurred. The cost and accumulated depreciation of property and equipment disposed of are
remoyed from the related accounts and any gain or loss is reflected in income. Depreciation is provided

usin

g the straight-line method over the estimated useful lives of the respective assets. .

Income Taxes .

The
and

Company has elected, with the consent of its stockholders, to be taxed as an S Corporation for federal
state income tax purposes. Accordingly, no provision for corporate income taxes is made.

Advertising

Adv

ertising costs are expensed as incurred. Advertising expense totaled $870 for the year ended December

31, 2005.




THORNTON FARISH INC.
NOTES TO|[FINANCIAL STATEMENTS
DECEMBER 31, 2005

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Cash and Cash Equivalents

Cash and cash equivalents include certain investments in highly liquid debt instruments with original
maturities of three months or less.

Use of Estimates in the Preparation of Financial Statements

In preparing financial statements in conformity with generally accepted accounting principles, management
is required to make estimates and assumptions that affect the reported amounts of assets and liabilities and
the disclosure of contingencies at the date of the financial statements and revenues and expenses during the
reporting period. Actual results could differ from those estimates.

2.  CASH SEGREGATED UNDER FEDERAL REGULATIONS

Cash of $297 as of December 31, 2005, is segregated in a special reserve bank account for the benefit of
customers under Rule 15¢3-3 of the Securities and Exchange Commission.

3.  SECURITIES OWNED

Marketable securities owned at December 31, 2005, consisted of trading and investment securities at market
values as follows:

Certificate of deposit (bearing interest at 3.45%, maturing March 2006) $ 95,000
Certificate of deposit (bearing interest at 3.9%, maturing July 2006) 95,000
Certificate of deposit (bearing interest at 4.1%, maturing May 2006) 95,000
Common stock 10,554
Money market funds 1.668

297,222

Securities not readily marketable "include: (a) securities for which there is no market on a securities
exchange or no independent publicly quoted market; (b) securities which cannot be publicly offered or sold
unless| registration has been effected under the Securities Act of 1933; or (c) securities and investments
which{cannot be offered or sold because of other arrangements, restrictions or conditions applicable to the
securities and investments or to the Company. At December 31, 2005, these securities consisted of 300
warrants for the purchase of common stock of The Nasdaq Stock Market, Inc. Each warrant entitles the
Compz]my to purchase four shares of common stock. The warrants will become exercisable in annual
installments over the next two years. The exercise price per share of common stock subject to warrants will
be $16 through June 2006. Exercisable warrants will remain exercisable for a one-year period.
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ER 31, 2005

4. PROPERTY AND EQUIPMENT

As of December 31, 2005, property and equipment consisted of the following:

Dep

Furniture and equipment at cost 3 51,487
Less accumulated depreciation

— 20337

Property and equipment at depreciated cost 3 31,150

reciation expense totaled $3,524 for the year ended December 31, 2005.

FINANCING ARRANGEMENTS

As of December 31, 2005, the Company had a $25,000,000 credit facility available at AmSouth Bank to
handle presold bond issue closings. Each note bears interest at the bank's prime rate and is secured by the
bonds creating each specific transaction and stockholder guarantees. As of December 31, 2005, there were

no b

alances outstanding with respect to this credit facility.

As of December 31, 2005, the Company had a $2,000,000 credit facility available at AmSouth Bank to

purc
purc

hase bonds for resale. Each note bears interest at the bank's prime rate and is secured by the bonds
hased and stockholder guarantees. Each note amount is determined using a loan to cost ratio of 90%.

As of December 31, 2005, there were no balances outstanding with respect to this credit facility.

The

NET|CAPITAL REQUIREMENT

Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule 15¢3-

1), which requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1 (and the rule of the "applicable"
exchange also provides that equity capital may not be withdrawn or cash dividends paid if the resulting net
capital ratio would exceed 10 to 1). The Company has net capital and net capital requirements of $321,408

- and $250,000 as of December 31, 2005. The Company's percentage of aggregate indebtedness to net capital
was 2% as of December 31, 2005.

PROFIT-SHARING PLAN

The Gompany has a profit-sharing plan covering substantially all salaried employees. Contributions to the

plan
unde

are authorized by management at its discretion. The plan has received a favorable tax determination
r|the Internal Revenue Code. Contributions to the plan totaled $29,644 for the year ended December

31, 2005.

8. SUB

The

ORDINATED LIABILITIES

CGompany had no liabilities subordinated to the claims of general creditors during the year ended

December 31, 2005.

10




THORNTON FARISH INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

9. CONCENTRATIONS

At times, the Company’s cash balances in banks may exceed federally insured limits. At December 31,
2005, the Company had no uninsured cash balances.

10. OPERATING LEASES
The Company leases its office facilities under an agreement with terms calling for base monthly rent of
$5,047  with a 1.5% increase in each succeeding year through January 31, 2012, Rental expense under this
agreement for the year ended December 31, 2005 totaled $42,232.

The Company leases an automobile accounted for as an operating lease. Monthly rent through December
2007 is $877. Rental expense under this agreement for the year ended December 31, 2005 totaled $10,527.

Future minimum rental payments under these agreements are as follows:

Facility Automobile
2006 $ 61476 § 10,527
2007 62,400 10,527
2008 63,336 -
2009 64,284 -
2010 65,244 -

Thereafter 5,601 -

11
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THORNTON FARISH INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER|31, 2005

Total qualified ownership equity $ 472,052
Nonallowable assets $ 148,265
Total deductions and/or charges 148,265
Net capital before haircuts on securities positions 323,787
Haircuts on securities (computed, where applicable,
pursuant to[Rule 15¢3-1(f)):
Trading and investment securities:
Certificates of deposit 763
Stocks and warrants 1,583
Other jsecurities 33
2,379

Total haircuts

Net capital $ 321,408

No material] differences exist between the above computation of net capital and the Company's corresponding
unaudited Focus Part I computation as of December 31, 2005.

See independent auditors’ report.
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'TON OF BASIC NET CAPITAL REQUIREMENTS UNDER RULE 15¢3-1
CURITIES AND EXCHANGE COMMISSION

31, 2005

Minimum ne

t capital requirement

Minimum dollar net capital requirement of reporting broker

Greater of above amounts

Excess net capital

Excess net capital at 1,000%

COMPUTATION OF AGGREGATE INDEBTEDNESS UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31, 2005

Total aggregate indebtedness liabilities

Percentage J)

f aggregate indebtedness to net capital

See independent auditors’ report.

418

250,000

250,000

73,393

322,765

6,284

2%
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THORNTON FARISH INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS UNDER RULE 15¢3-3
OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2005

Credit balances $ -
Debit balances $ -
Excess of total deBits over total credits $ -
105% of exdess of total credits over total debits $ -
Amount held on deposit in “Reserve Bank Account” at December 31, 2005 $ 297

No material differences exist between the above computation of reserve requirements and the Company's
corresponding unaudited Focus Part IT computation at December 31, 2005.

See independent auditors’ report.
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THORNTON FARISH INC.
INFORMATION RELATING TO THE POSSESSION OR CONTROL REQUIREMENTS

UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2005

State the market valuation and the number of items of:

Customers' fully paid securities not in the respondent's possession or
contral as of the report date (for which instructions to reduce to possession
or control had been issued as of the report date) but for which the required

action was not taken by respondent within the time frames specified under
Rule 15¢3-3

Number of items NONE

Customers' fully paid securities for which instructions to reduce to
possession or control had not been issued as of the report date, excluding
items |arising from "temporary lags which result from normal business
operations" as permitted under Rule 15¢3-3

Number of items NONE

See independent auditors’ report.

15




INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
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Independent Auditors' Report on Internal Control
Required by SEC Rule 17a-5

Board of Directors
Thornton Farish Inc.
Montgomery, Alabama

In planning and performing our audit of the financial statements of Thornton Farish Inc. (the Company),
for the year fended December 31, 2005, 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 financial statements and not to provide assurance on internal control.

Also, as re Lired 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 compliance with
such practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in

the following:

l. Making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e)

-2 Making the quarterly securities examinations, counts, verifications and comparisons, and the
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
4. Obtaining and maintaining physical possession or control of all fully paid and excess margin

securities of customers as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining 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 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 accounting principles generally accepted in the United States of
America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.




()

Because |of inherent limitations in intemnal 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 internal control would not necessarily disclose all matters in internal control that
might be imaterial 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 one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by 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 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
paragraphjof this report are considered by the SEC 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, as of December 31, 2005, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the New York Stock Exchange 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.

W\\S«M, Pv\?c&, Bw, 590»»«.[&»:\‘.,? }‘-\ E&D—Q:ug(a) , [g=

Montgomery, Alabama
February 23, 2006
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