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OATH OR AFFIRMATION

1, George F. Nolde, TII , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Anderson & Strudwick, Inc. . as

of September 30 2096 , 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:

a
Ny e

- Signature

Fres 12647 £ CCO
o~ CAMELAL KANE ‘ﬂe!!
g ' NOTARY PUBLIC :
Commonwealth cf Vircima

N’ Notary Public My Commission Expires July * e

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.

(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 Ruie 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¢3-1 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
consolidation.

() An Qath 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.

OO0 0O OocOooOooOOeE

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

The Board of Directors
Anderson & Strudwick, Inc.
Richmond, Virginia

We have audited the accompanying consolidated statements of financial condition of Anderson &
Strudwick, Inc. and subsidiary (the “Company™) (a wholly owned subsidiary of Anderson & Strudwick
Investment Corporation) as of September 30, 2006 and 2005. These consoclidated statements of financial
condition are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated statements of financial condition based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform our audits to obtain reasonable assurance
about whether the statements of financial condition are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statement.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the statements of financial condition. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated statements of financial condition referred to above present fairly, in all
material respects, the consolidated financial position of Anderson & Strudwick, Inc. and subsidiary as of
September 30, 2006 and 2005 in conformity with accounting principles generally accepted in the United
States of America.

Chosg Sebasck - Wollonp it

Richmond, Virginia
November 17, 2006




ANDERSON & STRUDWICK, INC. AND SUBSIDIARY
I CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
l September 30, 2006 and 2005
I 2006 2005
ASSETS
Cash b 2,978,283 § 1,468,669
l Receivable from clearing broker 938,122 1,771,677
Securities owned, at market value 893,952 1,825,652
Office equipment and leasehold improvements, at cost
l (less accumulated depreciation and amortization of
$919,170 at 2006 and $738,015 at 2005) 840,013 526,514
Deposit with clearing broker 150,000 150,000
l Investment in partnership interest 246,296 231,318
Income tax receivable 140,450 -
Deferred tax asset 174,407 150,435
Other assets 1,756,619 2,437,620
l Total assets S 8,118,142 § 8,561,885
I LIABILITIES
Payable to ciearing broker 3 887,865 § 1,968,300
Securities sold, but not yet purchased, at market value 203,164 145,298
. Accrued compensation 1,109,078 1,714,317
Accounts payable, accrued expenses and other liabilities 995,914 624,493
Deferred tax liability 174,407 150,435
. Total liabilities 3,370,428 4,602,843
Stockholders' Equity
l Convertible preferred stock, 5% noncumulative, nonvoting.
Authorized 10,000 shares; issued and outstanding no shares. - -
Common stock, $1par value. Authorized 250,000 shares; issued
l and outstanding 161,350 and 144,107 at 2006 and 2005, respectively. 161,350 144,107
Additional paid-in-capital 5,229,863 4,418,297
Accumulated deficit (643,499) (603,362)
l 4,747,714 3,959,042
Total liabilities and stockholders' equity hy 8,118,142 % 8.561,885
l See notes to consolidated financial statements 2




ANDERSON & STRUDWICK, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006 and 2005

Note 1.  Summary of Significant Acceunting Policies

Organization and operations: The consolidated statements of financial condition as of and for the years
ended September 30, 2006 and 2005 include the accounts of Anderson & Strudwick, Inc. (A&S) and its
wholly owned subsidiary, A&S Financial Corporation (collectively the “Company™). All intercompany
balances and transactions have heen eliminated in consolidation. A&S is a broker-dealer registered under
the Securities Exchange Act of 1934 as well as an investment advisor registered under the Investment
Advisors Act of 1940. The majority of its business is conducted in the Commonwealth of Virginia

The Company is a wholly owned subsidiary of Anderson & Strudwick Investment Corporation (ASIC).

Basis of presentation: A&S is engaged primarily in a single line of business as a securities broker-dealer,
which comprises several classes of services, including principal transactions, agency transactions,
investment banking and investment advisory services. A&S Financial Corporation offers the Company’s
customers participation in higher yielding money market accounts. The money market accounts are the
only business that occurs m the A&S Financial Corporation.

Estimates: The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions for the
reporting periods and as of the financial statement dates. These estimates and assumptions affect the
reported amounts of assets and liabilities, the disclosure of contingent liabilities and the reported amounts
of revenues and expenses. Actual results could differ from these estimates.

Customer transactions: Customer transactions are reported to customers on a settlement date basis and
related revenues and expenses are recorded on a trade date basis.

The Company utilizes a third party provider, Pershing, a division of Donaldson, Lufkin & Jenrette
Securities Corporation, a Credit Suisse First Boston Company, to clear and execute customer transactions
on a fully disclosed basis, Accordingly, Pershing holds all customet accounts.

Cash and cash equivalents: Cash and cash equivalents include all highly liquid investments, with
original maturities of less than 90 days, that are not held for sale in the ordinary course of business.

Investment in partnership interests: The investment in partership interests is accounted for under the
equity method.

Securities transactions: Marketable securities are valued at market value, except for not readily
marketable securities, which are valued at estimated fair value as determined by management. Market
value is determined from closing prices on national securities exchanges and dealer quotes in the over-
the-counter market. Estimated fair value for securities without a readily available market value is
determined utilizing a realizability analysis.




ANDERSON & STRUDWICK, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006 and 2005

Notel.  Summary of Significant Accounting Policies (Continued)

Investment banking: Investment banking revenues include gains, losses, and fees, net of syndicate
expenses, arising from securities offerings in which the Company acts as an underwriter or agent.
Investment banking revenues also include fees eamed from providing merger-and-acquisition and
financial restructuring advisory services. Investment banking management fees are recognized as revenue
on the offering date of the securities. Additionally, sales commissions are recorded on settlement date
and underwriting fees at the time the underwriting is completed and the income is reasonably
determinabie.

Receivables from customers for brokerage, investment management, or investment banking services are
presented in the financial statements at invoiced amounts, net of any allowance for uncollectible accounts.
Any applicable allowance for uncollectible accounts is determined based on a specific analysis of
receivable accounts.

Office equipment and leasehold improvements: The Company depreciates office furniture and
equipment using straight-line and accelerated methods, based on estimated useful lives of three to five
years. Leasehold improvements are amortized over the lesser of the estimated useful lives of the
improvements or the terms of the related leases.

Income taxes: The Company is included in the consolidated federal income tax return fited by ASIC.
Federal income taxes are calculated as if the Company filed on a separate return basis, and the amount of
current tax or benefit calculated is either remitted to or received from ASIC. The amount of current and
deferred taxes payable or refundable is recognized as of the date of the consolidated financial statements,
utilizing currently enacted tax laws and rates. Deferred tax expenses or benefits are recognized in the
consolidated financial statements for the change in deferred tax liabilities or assets berween years.

Commitments and contingencies: Liabilities for loss contingencies arising from claims, assessments,
litigation, fines and penalties and other sources are recorded when it is probable that a hability has been
incurred and the amount of the liability can be reasonably estimated.

Note2.  Receivable from and Payable to Clearing Broker

Receivable from clearing broker represents securities failed to deliver and commissions earned on
customer transactions, net of clearing fees and interest associated with both customer and Company
transactions, which are due from the clearing broker.

Payable to clearing broker represents financing provided by the clearing broker to the Company and is
collateralized by securities owned. Interest on this financing is charged by the clearing broker at the
broker call rate. At September 30, 2006 and 2003, the broker call rate was 7 % and 5.5%, respectively. In
the event that customers are unable to fulfill their contractual obligations, Pershing may charge the
Company for any loss incurred in connection with the purchase or sale of securities at prevailing market
prices to satisfy customer obligations.

At September 30, 2006 and 2005, the Company had a deposit of $150,000, with Pershing for the purpose
of assunng performance under the clearing agreement.




ANDERSON & STRUDWICK, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006 and 2005

Note 3. Securities Owned and Securities Sold, but not vet Purchased

Securities owned and securities sold, but not yet purchased at September 30, 2006 and 2005 consist of the
following:

2006 2005
Securities owned, at market value:
Obligations of U.S. government $ 57,274 % 551,054
State and municipal obligations 164,064 315,100
Corporate bonds, debentures and notes 74,940 91,604
Corporate stocks 537,716 739,711
Certificates of deposit 59,958 128,183
b 893,952 % 1,825,652
Securities sold, but not yet purchased, at market value:
Unit investment trust 20,576 -
Corporate stocks 182,588 145,298
5 203,164 § 145,298

The Company owns certain securities, which are not readily marketable. These include investment
securities (a) for which there is no market on a securities exchange or no independent publicly quoted
market, (b) that cannot be publicly offered or sold unless registration has been effected under the
Securities Act of 1933, or (c¢) that cannot be offered or sold because of other arrangements, restrictions or
conditions applicable to the securities of the Company. At September 30, 2006 and 2003, these securities
have an estimated fair value of approximately $81,000 and $234,000, respectively, and are included in
corporate stocks.

Note 4. Investment in Partnership Interests

In 1997, the Company purchased an interest in Independent Property Operators of America LLC (the
Partnership), which invests primarily in hotels. The Company’s investment represents less than 1% of the
Partnership’s total equity. The Partnership is managed by an entity which is owned by an employee of
the Company. The Partnership had total assets of approximately $39 million and total members’ equity
of approximately $27 million as of December 31, 2005 and approximately $1.6 million in net income for
the year ended December 31, 2005.




ANDERSON & STRUDWICK, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006 and 2005

Note 5.  Net Capital and Reserve Requirement

The Company is subject to the Uniform Net Capital Rule of the Securities and Exchange Commission
(the Net Capital Rule) and elects to compute its net capital requirements in accordance with the aggregate
indebtedness method. This method requires that the Company’s ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1 and that minimum net capital may not be less than
$250,000. At September 30, 2006 and 2005, the Company had net capital, as defined, of $1,385,807 and
$464,869, respectively, which was $1,135,807 and $214,869 respectively, in excess of the minimum net
capital required. The ratio of aggregate indebtedness to net capital was 1.5 and 5.1 to 1, respectively, for
the above dates. The Company is exempt from the reserve requirements for broker-dealers under Rule
15¢3-3, subparagraph (k)}(2)(ii).

Note 6. Income Taxes

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and
deferred tax liabilities at September 30, 2006 and 2005 are presented below:

2006 2005
Deferred tax assets:
Net operating loss carryforwards 5 95,134 & 167,543
Accrued rent expense 99,742 77,925
Office equipment and leasehold improvements,
principally due to differences in depreciation - 3,837
Other 173,678 100,102
Less valuation allowance (194,147) (198,972)
Deferred tax assets b 174407 § 150,435
Deferred tax liabilities:
Other assets, principally due to differences in $ 76,118 § 107,841
Prepaid expenses
Office equipment and Ieasehold improvements,
principally due to differences in depreciation 73,670 -
Other 24,619 42,594
Deferred tax liabilities $ 174407 § 150,435

In establishing a valuation allowance with respect to deferred tax assets, management assesses whether it
is more likely than not that some portion or all of the deferred tax assets will be realized in the future.

The Company has operating loss carryforwards of approximately $313,000 available at September 30,
2006. Approximately $231,000 of the net operating loss carryforwards will expire this tax year and
approximately $82,000 will expire by the 2007 tax year. Use of these carryforwards to offset future
taxable income is dependent on future taxable income and is limited to approximately $60,000 per year
by Section 382 of the Internal Revenue Code (IRC).




ANDERSON & STRUDWICK, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006 and 2005

Note 7. Employee Benefit Plan

The Company has a profit sharing retirement plan as described in Section 401(k) of the IRC in which
employces of the Company participate. The plan covers substantially all employees upon attainment of
age 21 and completion of one year of continuous services, as defined. Employees may elect to make
salary reduction contributions up to the maximum amounts allowed under the IRC. The Company may
provide discretionary or matching contributions at a rate to be determined annually, which are deposited
into the employee stock ownership plan.

ASIC has an employee stock ownership plan whereby employees of the Company may acquire shares of
ASIC. The plan covers substantially all employees upon attainment of age 21 and completion of one year
of continuous service, as defined.

Note 8. Transactions with Affiliates and Related Parties

The Company may make advances to and receive advances from other affiliated companies controlled by
ASIC. There were no amounts receivable from or payable to other affiliated companies at September 30,
2006 and 2005. Amounts received from affiliates for services were approximately $614,000 and
$271,000 for 2006 and 2005, respectively. Additionally the Company also has non-interest bearing
advances and receivables outstanding from employees of approximately $1,398,000 and $1,133,000 at
September 30, 2006 and 2005, respectively. Substantially all advances to employees relate to advances
made as incentives for employing new brokers. These advances are being forgiven over the term of each
employment agreement. Forgiven amounts are included in employee compensation and benefits mn the
accompanying consolidated financial statements. Amounts from affiliates and from employees are
included as other assets in the accompanying consolidated financial statements.

Note 9. Commitments and Contingencies

The Company leases its office space and equipment under operating leases expiring at various dates
through 2013, Minimum future rental payments required under such leases that have initial or remaining
noncancelable lease terms in excess of one year as of September 30, 2006 are as follows:

Year Ending

September 30, Amount
2007 b 1,011,156
2008 1,021,195
2009 954,973
2010 853,751
2011 738,553
Thereafier 1,209,778

3 5,789,406

The Company is involved in various claims and legal actions arising in the ordinary course of business.
In the opinion of management, the ultimate disposition of these matters is not expected to have a material
effect on the Company’s financial position or results of operations.




ANDERSON & STRUDWICK, INC, AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2006 and 2005

Note 9. Commitments and Contingencies (Continued)

The Company recently discovered a violation of NASD Rule 2711 involving a research analyst and a
broker in one of its branches. The Company immediately consulted its attorney and conducted an
investigation, which resulted in self-reporting the situation to the NASD and taking action against the
individuals involved. The actions taken and the fact that there is no evidence of any previous incident
leads the Company to believe that, in the event the NASD takes any action, it would not be material to the
Company’s operations.

Note 10. Financial Instruments

The contractual arrangement between the Company and Pershing may be terminated at any time by either
party with 60 days notice.

The financial instruments of the Company are reported in the consolidated statements of financial
condition at market or fair values, or at carrying amounts that approximate fair values because of the short
maturity of the instruments.

In the normal course of its business, the Company enters into various transactions involving off-balance
sheet financial instruments. These financial instruments include the purchase and sale of securities
pursuant to new issuances. These fransactions are used to meet the needs of customers, conduct trading
activities, and manage market risks and are, therefore, subject to varying degrees of market and credit
risk.

In addition, the Company has sold securities that it does not currently own and will therefore be obligated
to purchase such securities at a future date. The Company has recorded these obligations in the
accompanying consolidated financial statements at the market values of the related securities and will
incur a loss if the market value of the securities increases subsequent to September 30, 2006.

The Company’s customer securities activities are transacted on either a cash or margin basis. In margin
transactions, the Company extends credit to its customers, subject to various regulatory and internal
margin requirements, collateralized by cash and securities in the customers™ accounts. In connection with
these activities, the Company executes customer transactions involving the sale of securities not yet
purchased, substantially all of which are transacted on a margin basis subject to individual exchange
regulations. Such transactions may expose the Company to significant off-balance sheet risk in the event
margin requirements are not sufficient to fully cover losses that customers may incur. In the event the
customer fails to satisfy its obligations, the Company may be required to purchase or sell financial
instruments at prevailing market prices to fulfill the customer’s obligations. The Company seeks to
control the risks associated with its customer activities by requiring customers to maintain margin
collateral in compliance with various regulatory and internal guidelines. The Company monitors required
margin levels and, pursuant to such guidelines, requires the customer to deposit additional collateral or to
reduce positions when necessary.

The Company has a concentration of credit risk in the Commonwealth of Virginia since a significant
portion of its customer base resides in that state. This is mitigated through the Company’s use of a third-
party provider, Pershing, for maintenance and custody of collateral for all of its margin account customers
in accordance with various regulatory and internal guidelines.



ANDERSON & STRUDWICK, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 38, 2006 and 2005

Note 10.  Financial Instruments (Continued)

Financial instruments that potentially expose the Company to concentrations of credit risk consist
primarily of temporary cash investments. At times, the Company may have cash and cash equivalents at
a financial institution in excess of insured limits. The Company places their cash and cash equivalents
with high credit quality financial institutions whose credit rating is monitored by management to
minimize credit risk.
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Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5

The Board of Directors
Anderson & Strudwick, Inc.
Richmeond, Virginia

In planning and performing our audit of the consolidated statements of financial condition of Anderson &
Strudwick, Inc. and Subsidiary (the Company), for the year ended September 30, 2006, 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 the 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 compliance with
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 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:

I. Making the quarterly securities examinations, counts, verifications, and comparisons and the
recordation of differences required by Rule 17a-13

2. 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

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customer 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 fulfiliing 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 the preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional obiectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in 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.
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Our consideration of 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
conirol cornponents 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 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 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 September 30, 2006, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, 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.

(Jnlr\n]/ \&M v %U.Mg/, LL.P

Richmond, Virginia
November 17, 2006
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