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OATH OR AFFIRMATION

1, GREGORY L. SMITH , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
G.L.S. & ASSOCIATES, INC. , as
of DECEMBER 31 ,20_06 | 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:

Title

Notary Public

This report ** contains {check all applicable boxes):

(a) Facing Page.

Bl (b) Statement of Financial Condition.

Kl (c¢) Statement of Income (Loss).

&l (d) Statement of Changes in Financial Condition.

Bl (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors® Capital.

Bl (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Bl (g) Computation of Net Capital.

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

{J (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

0 (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.

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

Bl (1) An OQath or Affirmation.

O (m) A copy of the SIPC Suppiemental Report.

Bl (n) Areportdescribing any materiat 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-3(e}(3).
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Independent Auditor's Report

To the Board of Directors
g G.L.S & Associates, Inc.
Huntsville, Alabama

We have audited the accompanying statements of financial condition of G.L.S & Associates,
Inc. as of December 31, 2006 and 2005, and the related statements of income and changes in
financial condition and the statements of cash flows for the years then ended. 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
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 audits provide 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 G.L.S. & Associates, Inc. as of December 31, 2006 and 2005, and the

results of its operations and cash flows for the years then ended, in conformity with accounting
* principles generally accepted in the United States of America.

Our audits were made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The accompanying supplementary information is presented for purposes of
additional analysis and is not a required part of the basic financial statements. 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.

(’))xfnc/, &Mﬂf Lvans = Aolans, 2 C.

February 8, 2007
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) G.L.S. & Associates, Inc.
STATEMENT OF FINANCIAL CONDITION
December 31,
2006 2005
ASSETS
Current Assets
Cash $ 62312 $ 6211
Accounts receivable 81,166 88,835
Total Current Assets 143,478 150,946
Fixed Assets
Equipment, net of depreciation 11,475 18,105
Other Assets
Shareholder receivable - 1,000
TOTAL ASSETS $ 154,953 $ 170,051
LIABILITIES AND EQUITY
Current Liabilities
Payable to brokers $ 47,888 $ 52412
Accounts payable and accrued liabilities 77,359 55,711
Notes payable - 1,700
Total Current Liabilities 125,247 109,823
Equity
Common Stock 1,000 1,000
Treasury Stock (18,000) -
Retained Earnings 46,706 59,228
Total Equity 29,706 60,228
TOTAL LIABILITIES AND EQUITY $ 154,953 $ 170,051

The accompanying notes are an integral part of these financial statements
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G.L.S. & Associates, Inc.

STATEMENT OF INCOME AND CHANGES IN FINANCIAL CONDITION
For the years ended December 31,

2006 2005
INCOME
Commissions income $ 654414 $ 424114
BTP income 129,768 291,332
SEP income 121,980 111,183
Trails income 539,741 497,004
Securities income 76,878 50,568
TOTAL INCOME 1,622,781 1,374,201
OPERATING EXPENSES
Salaries and commissions 1,027,648 925,655
Payroll taxes 50,839 49,356
Employee benefits 122,392 105,129
Rent 105,246 101,791
Insurance 49,764 40,141
Office expenses 26,991 27,936
Advertising 41,376 39,831
Meals and entertainment 10,539 16,124
Fees and subscriptions 21,340 17,704
Licenses and taxes 2,016 2,596
Telephone 12,343 15,905
Sales training 36,114 12,325
Accounting 9,815 8,832
Repairs and maintenance 348 474
Depreciation 6,883 6,657
Miscellaneous 3,040 4,877
TOTAL OPERATING EXPENSES 1,526,694 1,375,333
INCOME {LOSS) FROM OPERATIONS {3,913) (1,132)
OTHER INCOME (EXPENSES)
Other Income - 8,168
Other gains and losses (764) -
Interest expense (1,079) (1,494)
TOTAL OTHER INCOME (1,843) 6,674
INCOME BEFORE INCOME TAXES {5,756) 5,542
PROVISION FOR INCOME TAXES (6,766} {1,191)
NET INCOME (LOSS) (12,522) 4,351
RETAINED EARNINGS, BEGINNING OF YEAR 99,228 54 877
RETAINED EARNINGS, END OF YEAR $ 46,706 $ 59,228

The accompanying notes are an integral part of these financial statements.
-3-
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G.L.S. & Associates, Inc.
STATEMENT OF CASH FLOWS
For the years ended December 31,

2006 2005

CASH FLOWS FROM OPERATING ACTIVITIES

Net Income (loss) $ (12,522) $ 4,351
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization 6,883 6,657
(Increase) decrease in accounts receivable 7,669 12,544
(Increase) decrease in shareholder receivable 1,000 -
Increase (decrease) in accounts payable 17,125 (20,915)
(Gain} loss on sale of temporary investments 764 -

Total adjustments 33,441 (1,714)
Net cash provided (used) by operating activities 20,919 2,637
CASH FLOWS FROM INVESTING ACTIVITIES

Cash payments for purchase of property (254) -

Cash payments for the purchase of temporary investments (38,333) -

Cash payments for the purchase of treasury stock (18,000)

Cash proceeds from sale of temporary investments 37,569 -
Net cash provided (used) by investing activities (19.018) -
CASH FLLOWS FROM FINANCING ACTIVITIES

Principal payments on long-term debt {1,700) {6,863)
Net cash provided (used) by financing activities (1,700) {(6,863)
Net increase (decrease) in cash and cash equivalents 201 (4,226)
Cash and cash equivalents at beginning of year 62,111 66,337
Cash and cash equivalents at end of year $ 62,312 $ 62,111

Supplemental disclosures of cash flow information:
Cash paid during the year for:
Interest 3 1,079 $ 1494

Income taxes

©*

4,703 $ -

The accompanying notes are an integral part of these financial statements.
4-
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NOTE 1

NOTE 2

G.L.S. & Associates, Inc.
NOTES TO THE FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

G.L.S. & Associates, Inc. was established in 1990. In November 1999, the
company became a limited broker dealer.

Basis of Accounting: The Company prepares its financial statements using U.S.
generally accepted accounting principles on the accrual basis.

Use of Estimates: The preparation of financial statements in conformity with U.S.
generally accepted accounting principles requires management to makes
estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

Property and Equipment. Property and equipment are stated at cost.
Depreciation is provided on a straight-line basis over the estimate useful lives of
the assets.

Cash: For the purposes of cash flows, the Company considers all short-term
investments with a maturity of three months or less to be cash equivalents.

ACCOUNTS RECEIVABLE

Accounts receivable consists of the following at December 31, 2006 and 2005

2006 2005

Mutual Fund Commissions $ 6046 $ 4,784
Registered Investment Advisor Commissions 1,691 8,364
SEP Commission 5173 -

Stock Trade Commissions - 295
Variable Annuity Commissions 2,021 26,295
Trails Commissions 66,235 48,247
Corporate Bonds Commissions - 850
Total Accounts Receivable $ 81,166 $ 88,835

All commissions are deemed collectible by management; therefore, there is no
allowance for doubtful accounts.




NOTE 3

NOTE 4

NOTE 5

NOTE 6

NOTE 7

G.L.S. & Associates, Inc.
NOTES TO THE FINANCIAL STATEMENTS

PROPERTY AND EQUIPMENT

Property and equipment consists of the following at December 31, 2006 and
2005:

2006 2005
Equipment and furnishings $37,274 $37,020
Less: Accumulated Depreciation (25,799) (18.915)
Total Property and equipment $11.475 $ 18,105

INVESTMENTS

The company invests excess funds in short-term investments and maintains an
investment account to satisfy a minimum balance. These investments resulted in
a loss during the year ended December 31, 2006. The year ending December
31, 2005 did not have any investment activity.

STOCKHOLDER’S EQUITY

The company has authorized 10,000 shares of $.10 par value common stock. it
has issued at December 31, 2006, 10,000 shares, of which 9,900 are
outstanding. During 2006, 100 shares of outstanding stock were purchased back
by the Company.

RETIREMENT PLAN

The company sponsors a retirement plan for the employees. Employees are
allowed to defer up to $15,000 of compensation (employees over age 50 may
defer an additional $5,000), and the company matches up to four percent of
eligible compensation. Additionally, the Company may elect to make an
additional discretionary contribution amount. The company contributed $52,154
and $45,594 for the years ended December 31, 2006 and 2005, respectively.

CONCENTRATIONS OF CREDIT RISK

Financial instruments that potentially subject the Company to concentrations of
credit risk consist primarily of trade accounts receivable. The Company's
revenues are dependent upon the fluctuations of the stock market.
Consequently, the ability of the Company to collect the amounts due from its
customers is affected by economic fluctuations related to this industry.



NOTE 7

NOTE 8

NOTE 9

NOTE 10

G.L.S. & Associates, Inc.
NOTES TO THE FINANCIAL STATEMENTS

CONCENTRATIONS OF CREDIT RISK (Continued)

The company maintains bank balances at a financial institution located in
Huntsville, Alabama. The Federal Deposit Insurance Corporation (FDIC) insures
accounts up to $100,000 at each institution. At December 31, 2006 and 2005,
the company had uninsured bank balances of $-0- and $2,657, respectively.

INCOME TAXES

Effective January 1, 2005, the Company has changed its accounting method for
income tax purposes to the accrual basis from the cash basis of accounting. The
effect of this change will be recognized over three years. The Company also
uses an accelerated depreciation method for tax purposes. As a result of the
difference in the change to the accrual method and the difference of accounting
for depreciation for tax purposes and book purposes, a net deferred tax liability is
created; however, the amounts are immaterial to the financial statements.

LEASES

The company leases its office facilities in Huntsville, Alabama. The current lease
has been extended to February 28, 2007. The monthly lease payments from
March 1, 2004 through February 28, 2005 are $5,400. For the period beginning
March 1, 2005 through February 28, 2006 the payments will be $5,535. For the
period beginning March 1, 2006 through February 28, 2007 the payments will be
$5,673. Rent expense for the years ended December 31, 2006 and 2005 were
$76,386 and $71,791, respectively.

Future minimum rental payments are as follows:
2007 11,346

The company also has a lease for a condominium in Orange Beach, Alabama
owned by the President of G.L.S. and Associates. The lease is cancelable upon
30 days notice by either party. The condo is available for use by employees and
business associates of G.L.S. & Associates. Rent is charged at $2,500 per
month. Rent expense for the years ended December 31, 2006 and 2005 were
$28,860 and $30,000, respectively.

NOTES PAYABLE

2006 2005
Note payable to Amsouth due
March 28, 2006, with a variable
interest rate. The agreement is
secured by equipment. b - $ 1,700




G.L.S. & Associates, Inc.
NOTES TO THE FINANCIAL STATEMENTS

NOTE 11 RELATED PARTY TRANSACTIONS

The Company has entered into a lease for a condominium which is owned by the
President of G.L.S. & Associates. See Note 9 for details of the lease.
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G.L.S. & Associates, Inc.
COMPUTATION OF NET CAPITAL
December 31, 2006 and 2005

Total ownership equity from Statement of Financial Condition

Deduct ownership equity not allowable for Net Capital
Total ownership equity qualified for Net Capital

Deductions and/or changes:

Nonallowable assets from Statement of Financial Condition
Property and equipment, net

Accounts receivable - BTP Fee

Accounts receivable - SEP Fee

Due from stockholder

Total nonallowable assets from Statement fo Financial Condition
Net Capital

Net Capital Requirement

Excess Net Capital

2006 2005
$ 29706 § 60,228
29,706 60,228
11,475 18,105
1,691 3,429
1,773 4,742
- 1,000
14,939 27,276
14,767 32,952
8.350 7,321
$ 6417 § 25,631

See accountants' report and notes to the financia! statements.
-9-




G.L.S. & Associates, Inc.
COMPUTATION OF AGGREGATE INDEBTNESS
December 31, 2006 and 2005

2006 2005

Total liabilities from Statement of Financial Condition $ 125,247 $ 109,823

Less: Non-Aggregate Indebtness - -

Total Aggregate Indebtness $ 125,247 $ 109,823

See accountants’ report and notes to the financial statements.
-10-



G.L.S. & Associates, Inc.
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS
December 31, 2006 and 2005

2006 2005
Balance, Beginning of Period $ - $ -
Increases (Decreases) - -
Balance, End of Period $ - 3 -

See accountants’ report and notes to the financial statements.
11-




G.L.S. & Associates, Inc.
STATEMENT OF CHANGES IN OWNER'S EQUITY
December 31, 2006 and 2005

2006 2005
Ownership Equity, Beginning of Period $ 60,228 $ 55,877
Less Treasury Stock Purchased (18,0000 % -
Net Income {Loss) (12,522) 4,351
Ownership Equity, End of Period $ 29,706 $ 60,228

See accountants' report and notes to the financial statements.
-12-
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GLS & Associates, Inc. L. Odetie Yeager, CPA
Huntsville, Alabama

In planning and performing our audit of the financial statements and supplemental schedules of
G.L.S. & Associates, Inc. as of and for the years ended December 31, 2006 and 2005, in
accordance with auditing standards generally accepted in the United States of America, we
considered the Company’s internal control over financial reporting (internal control) as a basis
for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control. Accordingly, we do not express an opinion on the effectiveness of
the Company's 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
consideration of control activities for safeguarding securities. This study included tests of
compliance with such practices and procedures that we considered relevant to the objectives
stated in rule 17a-5(g) in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under rule
17a-3(a)(11) and the reserve required by rule 15c3-3(3).

2. Making the quarterly securities examinations, counts, verifications, and comparisons and
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 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 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 the 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.

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

-
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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 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 one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements caused error or fraud in amounts that would be material in
relation to the financial statement being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned function. However, we
noted no matters involving internal control, including control activities for safeguarding securities
that we consider to be material weaknesses as defined above.

A control deficiency exists when the design or operation of a contro! does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity's financial statements that is more than inconsequential will not be
prevented or detected by the entity’s internal control. '

A material weakness is a significant deficiency, or combinations of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in internal control that
might be material weaknesses. We did not identify any deficiencies in internal control and
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 December
31, 2006, to meet the SEC's objectives.

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

617/16{, S/wc%/‘ Loans ~ /4o/qm4.s, A C

February 8, 2007




G.L.S. & Associates, Inc.
STATEMENT OF EXEMPTION
December 31, 2006 and 2005

The firm of G.L.S. & Associates, Inc. is exempt from Section 15¢3-3 K21l because
they clear through a firm on a fully disclosed basis.

END

See accountants' report and notes to the financial statements.
-16-



