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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER; Parchman, Vaughan & Company, LLC OFFICIAL USE ONLY

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM L.D. NO.

717 Light Street
(MNo. and Street)

Baltimore Maryland 21230
(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Lara N. Vaughan 410-244-8973
(Area Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Clifton Gunderson LLP

(Name - if individual, state last, first, middle name)

9515 Deereco Road Timonium Maryland 21093
(Address) (City) (State) (Zip Code}
CHECK ONE:

& Certified Public Accountant PROCESSED

O Ppublic Accountant

O Accountant not resident in United States or any of its possessions. MAR 0 9 Zﬁlﬂ
FOR OFFICIAL USE ONLY {HOMSON
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*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
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OATH OR AFFIRMATION

I, Lara N, Vaughan , swear {or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Parchman, Vaughan & Company, LLC

, as
of December 31 ,2006 , are true and correct. | 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:

WA
ALK,

Title

20[07
5% 22 I Pﬂﬂf% My Commission Expires August 1, 2007

This repurt * contam’s (check all appllcablc boxes):
@ (a) Facing Page.

@ (b) Statement of Financial Condition.

[ (c) Statement of income (Loss).

@ (d) Statement of Changes-in-Financist-Conditton. Cash Flows.

@ (e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.
O (O Statement of Changes in Liabilities Subordinated to Claims of Creditors.

@ (g) Computation of Net Capital,
&
=
O
a
G
O
=

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) I[nformation Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(j) 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.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(I) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A reportdescribing 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).
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’s Report

To the Members
Parchman, Vaughan & Co., LLC
Baltimore, Maryland

We have audited the statement of financial condition of Parchman, Vaughan & Co., LLC as of
December 31, 2006, and the related statements of income, members’ capital and cash flows for
the year then ended that you are filing pursuant to Rule 17a-5 under the Securities Act of 1934.
These financial statements are the responsibility of the Company’s management. Qur
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 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 opinion, the financial statements referred to above present fairly, in all matenal respects,
the financial position of Parchman, Vaughan & Co., LLC as of December 31, 2006, and the
results of its operations and cash flows for the year then ended in conformity with accounting
principles 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 Financial and Operational Combined Uniform Single Report IIA and the
Statemnent Pertaining to Exemptive Provisions Under 15c3-3(k) are presented for purposes of
additional analysis and are not a required part of the basic financial statements, but are
supplementary information required by Rule 17a-5 of the Securities and Exchange Commission.
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.

%WALA

Baltimore, Maryland
February 26, 2007

Membar af

| .
Offices in 15 states and Washington, DC HL International




PARCHMAN, VAUGHAN & CO,, L1.C
STATEMENT OF FINANCIAL CONDITION
December 31, 2006

ASSETS

Cash $ 75,329
Accounts receivable 29,011
Employee advances 582
Prepaid rent 4,889
Office fumniture and equipment, net of

accumulated depreciation of $37,726 400
TOTAL ASSETS $ 110211

LIABILITIES AND MEMBERS’ CAPITAL

LIABILITIES

Accounts payable and accrued expenses $ 9,813
MEMBERS’ CAPITAL 100,398
TOTAL LIABILITIES AND MEMBERS’ CAPITAL $ 110,211

These financial statements should be read in connection with
the accompanying summary of significant accounting policies
and notes to financial statements.
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PARCHMAN, VAUGHAN & CO., LLC
STATEMENT OF INCOME
Year Ended December 31, 2006

REVENUE
Fee income $ 2,057,846
Interest income 315
Total revenue 2,058,161

EXPENSES
General and administrative 180,839
Salary and benefits 105,267
Occupancy 29,180
Depreciation 240
Total expenses 315.526
NET INCOME $ 1,742,905

These financial statements should be read in connection with
the accompanying summary of significant accounting policies
and notes to financial statements.
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PARCHMAN, VAUGHAN & CO,, LLC
STATEMENT OF MEMBERS’ CAPITAL
Year Ended December 31, 2006

Balance — December 31, 2005 $ 12,493
Net income 1,742,905
Distributions to members (1,655.000)

Balance — December 31, 2006 $_ 100,398

These financial statements should be read in connection with
the accompanying summary of significant accounting policies
and notes to financial statements.
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PARCHMAN, VAUGHAN & CO., LLC
STATEMENT OF CASH FLOWS
Year Ended December 31, 2006

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 1,742,905
Adjustments:
Depreciation 240
Effect of changes in operating assets and liabilities:
Accounts receivable (30,950)
Accounts payable 3,325
Net cash provided by operating activities 1,715,520
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of equipment (640)
CASH FLOWS FROM FINANCING ACTIVITIES
Distributions to members (1,655.,000)
NET INCREASE IN CASH 59,880
CASH, BEGINNING OF YEAR 15,449
CASH, END OF YEAR § 75329

These financial statements should be read in connection with
the accompanying summary of significant accounting policies
and notes to financial statements.

5




PARCHMAN, YAUGHAN & CO.,, LLC
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
December 31, 2006

Parchman, Vaughan & Co., LLC (the Company), a Maryland limited liability company, is an
investment banking firm that primarily provides private placement, merger and acquisition and
other financial advisory services to corporations. The Company is a member of the National
Association of Securities Dealers (NASD) and is therefore subject to certain regulatory
requirements including the maintenance of a certain amount of net capital. The Company’s
accounting records are maintained on the accrual basis. The accounting and tax year is the
calendar year.

In accordance with the operating agreement, unless sooner terminated, the LLC shall continue to
be in existence until December 31, 2025. The agreement also states that Members are not
obligated to restore negative capital accounts.

The Company has made a number of estimates and assumptions relating to the reporting of
assets and liabilities and their related disclosures to prepare these financial statements in
conformity with generally accepted accounting principles. Actual results could differ from those
estimates.

CASH

For purposes of the Statement of Cash Flows, cash includes deposits in a financial institution.
ACOUNTS RECEIVABLE

Accounts receivable result from charges for services to its customers. Accounts are regularly
assessed for collectability and allowances are established for doubtful accounts. There was no
allowance at December 31, 2006.

FIXED ASSETS AND DEPRECIATION

Office fumiture and equipment are recorded at cost less accumulated depreciation. Depreciation
is computed using the straight-line method over estimated useful lives of five to seven years.

INCOME TAXES

Income or loss is includable in the income tax returns of the individual members; therefore, no
income tax provision has been provided in the accompanying financial statements.

This information is an integral part of the accompanying financial statements.
6



PARCHMAN, VAUGHAN & CO., LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 1 - CONCENTRATION OF CREDIT RISK

The Company’s financial instruments that are exposed to concentrations of credit risk consist
primarily of cash and trade accounts receivable. The Company places its cash with high credit
quality institutions. At times, such balances may be in excess of the FDIC insurance limit. The
Company reviews and continually reassesses the credit worthiness of all customers.

NOTE 2 - COMMITMENTS AND CONTINGENCIES
Leasing Arrangements

The Company leases office space under an operating lease agreement that is renewable monthly.
Rent expense of $29,180 was charged to operations for the year ended December 31, 2006.

The Company leases vehicles for two of its members under operating lease agreements that
expire in March and December 2009. Rent expense of $21,205 was charged to operations for
the year ended December 31, 2006. Annual minimum lease payments are as follows:

2007 $ 21,205
2008 21,205
2009 11,291

NOTE 3 - PENSION PLAN

The Company participates in a 401(k) Retirement Plan and Trust. The Plan covers all
employees age twenty-one and over who have completed one year of service with the Company.
There were no contributions made by the employees. The Company’s contribution to this plan
for the year ended December 31, 2006 was $9,410.

NOTE 4 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission uniform net capital rule
(Rule 15¢ 3-1), which requires the maintenance of a minimum amount of net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed
15 to 1.

At December 31, 2006, the Company had net capital and net capital requirements of $65,516
and $5,000, respectively. The Company’s aggregate indebtedness (o net capital ratio was .15 to
1.




PARCHMAN, VAUGHAN & CO,, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2006

NOTE 5 - FOCUS REPORT

There are no differences between these financial statements and the December 31, 2006 FOCUS
report filed with the NASD.

NOTE 6 — STOCK PURCHASE WARRANT

In conjunction with its role as a financial advisor, the Company received a stock purchase
warrant for its client’s common stock. The warrant 1s valid for a period of five years.
Management has determined that the warrant had no value at both the time of issuance and the
balance sheet date based upon the financial condition of the issuing corporation.

This information is an integral part of the accompanying financial statements.
8
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02/22/2007 11:38 FAX 4102440877 Parchman, Vaughan

Part IIA - Draft - Period: 12/2006

FOCUS REPORT

{Financial and Operational Combined Uniform Single Report)

Part lIA Quarterly 17a-5(a)

COVER

INFORMATION REQUIRED OF BROKERS AND DEALERS PURSUANT TO RULE 17
e ——— |

ooz/014

Page 1 0f 13

—_—

Select a filing method:; Basic ¥ Attemats O [po11)

Name of Broker Dealer: EARCHMAN, VAUGHAN & COMPANY, L

[0013] SEC File Number: 8- 50691

Addrass of Principal Place of 717 LIGHT STREET
Business: [0020]

BALTIMORE MD

[0021) [0022) 0023]

[6014])

21230 Firm 1D: 44330

[0015)

For Period Beginning 10/01/2006 And Ending 12/31/2006
[0024) (0025]

Name and telephone number of person to contact in regard to this report;

Nama: ZBRA N. VAUGHAN, CED Phone; ___ (410)244-8973
{0030 [0031]
Name(s) of subgidiaries or affiliates consolldated in this raport;
Name: Phone:
foo3z) [0033)
Name: Phone:
[0034] [0035)
Name: Phone:
[0028] [p037]
Name:; Phone;
[0038) [003%]

Does raspondent carry its own customer accounts?  veg C* mosgp  No © [0041]
Check here if respondent is filing an audited report mn (0042]

12
hitps://regfiling nasd. com/focus/FORM FOCUS Form2aPrintPreview.asn?Farmld=43704
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0272272007 11:38 FAX 4102440877 Parchman, Yaughan @003/014

Part IIA - Draft - Period: 12/2006 Page 2 of 13
ASSETS
Consofidated € 10198)  Unconsolidated & (0139
Allowable Non-Allowable Total
15,329 75.328
1. Cash [0200) [0750)
2.  Recelvablas from brokers
or dealers:
A. Clearance
account (0235}
0
B. Other [0300) (0550] (oa1e]
. [¢]
3. ;ﬁ:@?s from non- [0358] {0600) [0830)
4. Securlties and spot
commodities owned, at
market value:
A. Exemptad
securities [0418]
B. Debt securities [0419]
C. Options [0420)
D. Othersecuriles [0424]
1]
E. Spot
commeoditles [0430) [o8s0]
8. Securitles end/or other
invesiments not readily
marketabin:
A, Atcost
[0130]
0
B. Atestimated
fair value (0440) [0810] fossol
" 0
6. Securities borrowad under [0489) [0830) [os80]

subordinalion agreements
and partnerg' individual
and capital securities
accounts, at markst value:

A. Exempted
sacuritios

{0150]
B. Othor securities

[0180]

13
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02/722/2007 11:38 FAX

Part l1A - Draft - Period: 12/2006

4102440877

7.  Secured demand notes
market value of collateral:

A. Exempted
securities

10170)

B. Other securitios

[0180]
8. Memberships in
axchanges:
A. Owned, at
market
[0190]

B, Owned, at cont

C. Contributed for
use of the
company, at
market value

9. Investment in and
receivables from affiliates,

subsidiaries and

associated partherships

10. Property, fumiture,
equipment, leasehold
improvements and rights
under lease agraements,
at cost-net of accumulated

depreciation and

amortization
11. Other assets

12

TOTAL ASSETS

14
https://regfiling.nasd.com/focus’/FORM_F OCUS_Form2aPrintPreview.asp?Formld=43704...

Parchman, Vaughan

B004/014

Page 3 of 13

)

(0470} (0640) (0880}
[0650)

0

[0880] 10900)

0

[0480] [0570} {0810)

8

[0490] {0aan) [0920]

3¢,882 34,092

(0535] {0735 {0830)

75,323 34,882 110,211

(0540) [0740] (0940]

2/222007




0272272007 11:38 FAX 4102440877 Parchman, Yaughan B005/014 B
. Part [IA - Draft - Period: 12/2006 Page 4 of 13
|
I
LIABILITIES AND OWNERSHIP EQUITY
Liabilities A.l Liabilities Non-A.l Liabilities Total
Q
13. Bank loans payable [1045) {1255] [1470]
14. Payable to brokers or dealera:
0
A, Clearance account [1114] [1315) [1560)
0;
B. Other [1115] [1305) [1640)
a
15. Payable to non-customers [1155) [1355] {1810
16. Securities sold not yet purchased, o
at market value [1380] {1820]
17. Accounts payable, accryed 5,813 5.813
lablitties, expenses and other [1205] [1385] [1685]
18, Notes and mortgages payable:
Q
A. Unsecured [1210] [1680]
[#]
B, Secured [1244] [1380) [4700]
19. Ligbilities subordinated to claims
of genera! creditors:
0
A. Cash borrowings: {1400] [1710)
1. from
outsiders
[097a]
2. Includes
equity I
subordination f
{15¢3-1{d)) of
[0580) '
B. Securities borrowings, 0
at market value: [1410) 11720) j
from outsiders
I
10930]
€. Pursuant to securad '
demand note collateral 0
agreements: j1420) [1730]
1, from
outalders
. 1 5 - 3
https://regfiling.nasd.com/focus/FORM_FOCUS Form2aPrintPreview.asp?Formld=43704_. 2/22/2007




02/22/2007 11:38 FAX 4102440877

Parchman, Vaughan

B o06/014

Part IIA - Draft - Period: 12/2006 Page 5of 13
{1000
2. Includes
equity
aubordination
(15¢3.1(d)) of
[1010]
D. Exchange
memberships
contributed for use of
company, at market ]
value [1430) [1740]
E. Accounts and other
borrowings not
quallfied for net capital 0
purposges [1220) [1440) [1750]
29, 9,813 1] 9,813
TOTAL LIABLITIES [1230] [1450] [1760)
Ownership Equity

21.  Sole propriatorship

22. Partnership (limited partners

[1020])

23. Corporations:

A. Preferrod stock

B. Common stock

C. Additional paid-in capita)

D. Retained earnings

E. Total

F. Less capital stock in treagury
24,

TOTAL OWNERSHIP EQUITY

25.

TOTAL LIABILITIES AND CWNERSHIP EQUITY

(1770}

100,398

{1780]

[1791]

[1792]

[1793)

{1784)
0

[1795]

[1786]

100,398

[1800]

110,212

[1810]

htps://fregfiling.nasd.com/focus’FORM_FOCUS_Fdh2aPrintPreview.asp?Formid=43704.. 2/22/2007




02/22/2007 11:38 FAX 4102440877 Parchman, Vaughan

@007/014

Part [IA - Draft - Period: 12/2006 Page 6 of 13
STATEMENT OF INCOME (LOSS)
Period Beginning 10/01/2006 Period Ending 12/31/2006 Number of months 3
[3832] (3933} (3831]
REVENLUE
1. Commiasions:
a. Commissions on transactions In axchange llsted equity securitias
executed on an exchange [3935]
b. Commlsslons on listed option transactions [3538)
¢ All other securities commissions [3939)
e
d. Total securities commissions (3840}
2. Geains or losses on firm securitias trading accounts
a. From market making In oeptions on a national securities exchange [3845)
b.  From all other trading e
0
¢. Total gain (loss) [3950)
3. Gains or losses on firm securities investment accounts (3952]
4,  Profit (loss) from undarwriting and selling grougs [3855]
5. Revenue from sale of investment company shares {3970]
€. Commedities revenue [3930]
7. Fees for account supervision, investment advisory and administrative services 13975)
1,274,710
8. Otherrevenue {3905]
1,274,710
8. Total revenue [4030)
EXPENSES
10. Salaries and other employment costs for generat partners and voting stockholder officers (4120]
. 32,253
11. Other employee compensation and benefits [4115)
12. Commissions paid to other broker-dealers [4140]
13. Interest expense [4075]
a. Includes Interest on accounts subject to
subordination agreements (4079)
14. Regulatory fees and expenses [4195)
85, 20:
15. Other expenses (4100
117,454

16. Tota! expehses

17
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0272272007 11:38 FAX 4102440877 Parchman,Vaughan Aoos/014

Part [IA - Draft - Period: 12/2006 Page 7 of 13
[4200]
NET INCOME
1,157
17.  Net Income(lass) before Federal Income taxes end ltems below (Ifem B less item 16) [4210]
18. Provislon for Federal Income taxes (for parent only) 14220)
19. Equity in earnings (losses) of unconsolidated subsidiaries not included above 14222)
a.  After Federal income taxes of [4238]
20. Extraordinary gains (losses) [4224)
a, After Federal income taxes of [4238)
21, Cumulative effect of changes in accounting principles [4225)
i . . 1,157,256
22. Netincome (loss) after Federal income taxes and extraordinary items 4230)
MONTHLY INCOME
23. income (current monthly only) before provision for Federal income taxes and extraordinary 323&;:'15]
itams

18
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02/22/2007 11:38 FAX 4102440877

Part [1A - Draft - Period: 12/2006

EXEMPTIVE PROVISIONS

Parchman, Yaughan

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

such examption (s based
A. (k)

(1)}-Limited business {mutual funds and/or variable annuities enly)

B. (k)

(2)(i}--"Special Account for the Exclusive Benafit of customers”

malntained
C. (k)

(2){(ii)~All customer transactions cleared through another broker-dealer

on a fully disclosed basls. Name of clearing firm(s)

Clearing Firm SEC#s
8

{4335A]
8-

[4335C})

(4335€]
8-

[4335G]
B-

[43351}

D. (k)

Name

[4335A2)

[4335C2]

[4335E2)

[4335G2)

{3)-Exempted by order of the Commisslon

19

[433512)

ocg/014

Page 8 0of 13

I 4ss0)

P 560y

I3 57
Product Code
[43358)
[43350]
[4335F)
(4335H)

(42354)

m [4580]

https://regfiling.nasd.com/focus/FORM_FOCUS Form2aPrintPreview.asp?Formld=43704... 2922007




02/22/2007 11:38 FAX 41702440877 Parchman, Vaughan o16/014

Part IIA - Draft - Period: 12/2006 Page 9 of 13

COMPUTATION OF NET CAPITAL

1. Total ownerghip equity from Statement of Financial Condition mo['ai:oe]
2. Deduct ownership equity not allowable for Net Capital [3480)
1CQ,
3. Total ownership equity qualified for Net Capital 0[3:3;
4, Add:
A. Liabllides subordinated to claims of ganeral creditors allowable 9
In computation of net capital (3520]
B. Other {deducticns) or allowable credita {Llst)
[3525A) [2525B}
[3525C) [3525D)
0
[as2sE] [3525F] [3525}
5. Total capital and allowable subordinated 100,398
lgbilitias [3530)
6. Dsductions and/or charges:
34,0882
A. Total nonallowable assets [3540)
from Statement of Financlal i
Condition (Notes B and C) !
B. Secured demand note
deficlency (33507
C. Commodity futures contracis [3600]
and spat commodities -
proprietary capital charges '
-34,882
D. gt'i;?; ;educﬂons and/or [3619] [3620]
7.  Other additions and/or credits (List) ‘
[38304] [36308)
\ (3830C) [36300] '
o
[3630E] [2830F) [3630)
8. Netcapital before halrcuts on securities 62,51 :
positions [3640]) |
9.  Haircuts on securities (computed, where :
applicabls, pursuant to 15¢3-1(0):
A. Contractual gecurities
commitmants 13860)
A B. Subordinated securltles 03670} l

borrowings

C. Trading and investmant
sscurities:

20
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02/22/2007 11:38 FAX 4102440877 Parchman, Vaughan @o11/014
Part ITA - Draft - Period: 12/2006 Page 10 of 13
1. Exempted securities 13735]
2. Debt securities (3733
3. Optione (3730]
4. Other securities [3734)
D. Undue Concentration (3854
E. Other (List)
[3736A) [37368]
[3736C} [3736D)
[3736E] {(3736F)
) o
{3736) [3740)
10. Net Capital N

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Part A
- . . 654
11, Minimum net capital required (8-2/3% of ling 19) [3756]
12, Minimum dollar net capital requirement of raporting broker or dealer 5,000
and minimum net capital requirement of subsidiaries computed In (37581
accordance with Nota{A)
13. Net capital requirament (greater of line 11 or 12) 51'322:] i
14. Excess net capital (line 10 less 13) 60,33-}:]
. , —_— 64,534
15. Excess nat capilal at 1000% (iine 10 less 10% of line 19) . [33504] .
i
COMPUTATION OF AGGREGATE INDEBTEDNESS i
: 16. Total Al liabilities from Statement of 2,813
Financial Conditlon [3790) |
17. Add: :
A. Drafts for immedIiate credit [3800] |
B. Market value of securitlos [PA10 i
borrowed for which no ! }
equivalent value is paid or |
cradited |
) C. Other unrecorded amounts
{List)

. 21
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02/22/2007 11:38 FAX 4102440877 Parchman,Vaughan @otz/014
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[3820A} [38208)
[3820C) [3820D)
[3820E) {3820F]
o} 1]
3820 [3830]
. 9,813
19. Total aggregate indebtedness [3840}
20. Percentage of aggregate indebiedness to % [33;'05]

net capital (ine 18/ ine 10)

OTHER RATIOS

21. Percentage of debt to debt-equity total computed in accordance % {356(?]

with Rule 15¢3-1(d)

) 22
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SCHEDULED WITHDRAWALS

Ownership Equity and Subordinated Liabilities maturing or proposed to be witherawn within the next
six months and accruals, (as defined below), which have not been deducted in the computation of

Net Capltal.

Tvpg of - Amount to be Withdrawn

Proponed Name of Lendor or Conlributor |I"s“rmr (cash amount and/or Net ‘l{&v::ﬂawgl ? , E’?w
Withdrawal n o ;. 3 Capita! Value of (MMD[t)yYY;? Ren

or Actxual ussider Securities) ) Renew
_ [4800) . _
[4801) [4602) (4603) [4604] [4808]
_[4810) - -
[4611) {4612) [4813] [4E14] [4815)
_[4820) I _
[4821] [45822) [4623) [4824) [4825)
\ _ [4530] — _
[4831] [4832) [4833] [4834] [4635]
_ [4540) — -
[4541]) [4842} [4643) [4844] [4545]
__4650) - _
[4851] [4652) [46853] [4654] [4655)
. [4680] — _
[4861) [4662) [4663) [a864] [45665)
— [4870) N -
[4671) {4672 [4573] [4G74} [4675]
_ [4880) _ _
[4681] [4682] [4583) [4G84] [4585]
_ [4880] . -
[4681] [4692] 14693) [4624) [4695]

TOTAL 0

$
[4699]
Omit Pennies

Instructions Detail listing must include the totat of itams maturing during the six menth period following the report dale, regardlass of
whathar or not tha capital contribution is expected to be renawed. The schedule must alse include propoesed capltal
withdrawals schedulad within the six month period following the report date including the proposed redemption of stack
and paymaents of iiabilities sacurad by fixed assets (which ara considered allswable assets in the cepital computation
pursuant to Rule 15c3-1{c)(2)(iv)), which couly be required by the tander on demand ar in less than six months.

[ 2 /subordinatad Liabilties |
3 Aceruals
o ot
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STATEMENT OF CHANGES

STATEMENT OF CHANGES IN OWNERSHIP EQUITY
(SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPDRATION)

88,08
1. Balance, beginning of period [424:15;
. 1,157,256
A, Netincome (loss) 14250)
8, :;iditlona {includes non-conforming capital (4262]) [4260]
c ggductlons (Includes non-conferming capital 14272]) _"':‘1"4'!"-[‘;%
100.3
2. Balance, end cf peried (From item 1800) [423081
STATEMENT OF CHANGES IN LIABILITIES SUBDRDINATED
TO CLAIMS OF GENERAL CREDITORS
3.  Balanca, beginning of period (4300]
A. Increases [4310]
B. Decreanos (4320]
0
4. Balance. end of period (From item 3520) [4330]

Note: No significant differences exist between the above computatiop of net
capital under Rule 15¢3.1 and that filed with the corporation’s

December 31, 2006 Focus Part [IA Report.
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STATEMENT PERTAINING TO EXEMPTIVE
PROVISIONS UNDER 15¢3-3(k)
December 31, 2006

Computation for Determination of Reserve
Requirement Under Exhibit A
of Rule 15¢3-3

Member exempt under 15¢3-3(k)(2)(i).

Information Relating to Possession
and Control Requirements
Under Rule 15¢3-3

Member exempt under 15¢3-3(k)(2)(1).




m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Report of Independent Accountants on
Internal Control as Required by SEC Rule 17a-5

To the Members
Parchman, Vaughan & Co., LLC
Baltimore, Maryland

In planning and performing our audit of the financial statements of Parchman, Vaughan & Co.,
LILC for the year ended December 31, 2006, we considered its internal control, including
procedures 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 required by Rule 17a-5(g)(1) and (2) of the Securities and Exchange Commission
(SEC), we have made a study of the practices and procedures followed by Parchman, Vaughan
& Co., LLC 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
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 seccurities 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 Govemnors of the Federal Reserve
System.

The management of the Company is responsible for establishing and maintaining an internal
control structure 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
unauthonized 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 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.

Mermber ot

H LB International
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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 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 intemal 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 nisk that error or fraud in amounts that would be matertal 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 the following
matter involving the internal control structure that we consider to be a material weakness as
defined above. This condition was considered in determining the nature, timing and extent of
procedures performed in our audit of Parchman, Vaughan & Co., LLC for the yecar ended
December 31, 2006 and does not affect our report thereon dated February 26, 2007,

The Company does not have an adequate segregation of duties over accounting transactions.
This condition increases the possibility that errors or irregularities may occur and not be detected
on a timely basis. When this condition exists, management’s close supervision and review of
accounting information is the best means of preventing or detecting errors and irregularities.

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 December 31, 2006, to meet the
SEC’s objectives.

This report is intended solely for the use of management, the Securities and Exchange
Commission and the National Association of Securities Dealers, Inc., and other regulatory
agencies which 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.

C%WAL;A

Baltimore, Maryland
February 26, 2007




