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OATH OR AFFIRMATION

1; David Newman, Chief Financlai Officer , swear (or affirm) that, to the best of

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

Latfer Advisors Incorporated , as
of Eebruarv 28 ,20 07 arc 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:
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This report ** contains {check all applicable boxes):

® (a) Facing Page.

Xi (b) Statement of Financial Condition.

&Xi (c) Statement of Income (Loss).

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

g (¢} Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprictors’ Capital.

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

&l (g) Computation of Net Capital.

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

& (i} Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

M () A Reeonciliation, 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.

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

& (1) An Oath or Affirmation.

U (m) A copy of the SIPC Supplemental Report,

{n} Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

a

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



N Bl =N G N - .

LAFFER ADVISORS INCORPORATED
(A WHOLLY OWNED SUBSIDIARY OF
LAFFER ASSOCIATES, INC.)

Financial Statements and Supplementary Data
February 28, 2007

(With Independent Auditors' Report Thereon)

vl

LarTiMORE Brack Morcan & CAIN, pC

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS




LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

Table of Contents
Page

Annual Audited Report - Form X-17A-5, Part 111 1
Oath or Affirmation 2
Independent Auditors’ Report 3
Financial Statements:

Statement of Financial Condition 4 i

Statement of Income 5

Statement of Changes in Stockholder's Equity 6

Statement of Cash Flows 7

Notes to the Financial Statements 8-9
Supplementary Data:

Computation of Net Capital Under Rule 15¢3-1 10

Computation for Determination of Reserve Requirements Pursnant to Rule 15¢3-3 11
Information Relating to the Possession or Control Requirements Under Rule 15¢3-3 12

Reconciliation Between the Andited and Unaudited Statements of Financial
Condition with Respect to Methods of Consolidation 13

Material Inadequacies Found to Exist or Found to Have Existed Since the Date of
the Previous Audit 14

Independent Auditors' Report on Internal Control 15-16

|



Yi

o

LATTIMORE BrAck Morgan & CaIn, pe

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

INDEPENDENT AUDITORS' REPORT

The Board of Directors
Laffer Advisors Incorporated:

We have audited the accompanying statement of financial condition of Laffer Advisors
Incorporated (A Wholly Owned Subsidiary of Laffer Associates, Inc.) (the "Company”) as of
February 28, 2007, and the related statements of income, changes in stockholder's equity and cash
flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934, These financial statements are the responsibility of the Company's
management. 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 consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company's internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Laffer Advisors Incorporated as of February 28, 2007, 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 was made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in the supplemental schedules is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by rule 17a-5 under the Securities Exchange Act of 1934,
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole,

ZQ%AVC g/ué nbgﬂ ‘\'é-.ih) PC

Brentwood, Tennessee
April 12, 2007
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LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

Statement of Financial Condition

February 28, 2007

Assets

Current assets:
Cash
Accounts receivable

Total current assets
Deposits

Liabilities and Stockholder's Equity

Current liabilities:
Due to parent company
Federal income tax payable
State income tax payable

Total current liabilities
Stockholder's equity:
Common stock, no par value; 10,000 shares

authorized, 500 shares issued and outstanding
Accumulated deficit

Total stockholder's equity

See accompanying notes to the financial statements.
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$ 75,052

5,082

80,134

6,240

$ 86.374

$ 7,956
737
342

9.035

126,624
(49,285)

77,339
$ 86,374



LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

Statement of Income

Year ended February 28, 2007

Revenue
Operating expenses
Operating income

Interest income
Other income

Earnings before income taxes
Income taxes

Net earnings

See accompanying notes to the financial statements.

$ 195,409
190,553
4,856

113
289

5,258
1,079

$ 4,179



LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

Statement of Changes in Stockholder's Equity

Year ended February 28, 2007

Total
Accumulated  Stockholder's
Deficit Equity

$ (53464) $ 73,160

4,179 4,179

Common

Stock Common

Shares Stock
Balance at February 28, 2006 (See Note 1) 100 $ 126,624
Cancellation of shares (See Note 1) (100} -
Issuance of shares upon incorporation in

Tennessee (See Note 1) 500 -

Net earnings - -
Balance at February 28, 2007 500 §__ 126,624

S__(40285) §__ 77339

See accompanying notes to the financial statements.
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LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

Statement of Cash Flows

Year ended February 28, 2007

Cash flows from operating activities:
Net earnings
Adjustments to reconcile net earnings to net cash used by
operating activities:
(Increase) decrease in operating assets:
Accounts receivable
Deposits
Increase (decrease) in operating liabilities:
Due to parent company
Federal income tax payable
State income tax payable

Total adjustments
Net cash used by operating activities
Cash at beginning of year

Cash at end of year

See accompanying notes to the financial statements.
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$ 4,179

4,301
(6,240)

(10,315)
737
342

(11,175)
(6,996)
82,048

S___ 75032



i Nl Iy FE I A N BN N BN N B A e

M

)

LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)
Notes to the Financial Statements

February 28, 2007

Nature of operations

Laffer Advisors Incorporated (the "Company") is a wholly-owned subsidiary of Laffer
Associates (the "Parent Company" or the "Parent"). The Company was originally
incorporated in California, but made an election to incorporate under the laws of the State of
Tennessee in October 2006. Upon its incorporation in Tennessee, the Company cancelled the
original California shares (100 shares held by the Parent and 1,000 shares authorized) and
issued new shares as a Tennessee corporation (500 shares issued to the parent and 10,000
shares authorized). The Company is a broker-dealer which engages in the private placement
of securities.

Summary of significant accounting policies

(a) Basis of presentation

The financial statements are prepared on the accrual basis.

{b) Cash equivalents

The Company considers all highly liquid investments with original maturities of less than
three months, including money market funds held on account by clearing brokers, to be
cash equivalents.

{c) Receivables and credit policies

Accounts receivable represent amounts due from clients. All receivables are considered
to be fully collectible; accordingly no allowance for doubtful accounts is required.
Uncollectible accounts are expensed when they are deemed to be uncollectible by
management,

(d) Income taxes
The amount provided for income taxes is based upon the amounts of current and deferred
taxes payable or refundable at the date of the financial statements as a result of all events

recognized in the financial statements as measured by the provisions of enacted tax laws.

(e) Revenue recognition

The Company derives substantially all of its revenues from commissions earned on the
trading of securities by customers. Commission revenues are recognized on a trade date
basis.
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LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)
Notes to the Financial Statements

February 28, 2007

(f) Use of 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 that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Credit risk and other concentrations

Revenues from four major customers amounted to approximately 80% of the Company's
revenues in fiscal 2007.

Accounts receivable from one of these four customers amounted to $5,082 at February 28,
2007.

Income taxes

The Company files a consolidated federal tax return with its parent. The Company's current
tax expense is recorded as "Federal income tax payable” and "State income tax payable" on
the statement of financial condition.

The provision for income taxes is as follows:

2007

Federal $ 737
State 32

$ 1.079

Other commitments

The Company utilizes facilities and receives administrative services from the Parent
Company. As compensation for these services, the Parent Company receives a negotiated fee
proportionate to revenues and available cash flows. These fees amounted to $124,332 in 2007.

At February 28, 2007, accounts payable to the Parent Company totaled $7,956.

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 minimum net capital of at least $50,000
or that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15
to 1. The Company had net capital, as defined, of $71,099 at February 28, 2007.



LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

Computation of Net Capital Under Rule 15¢3-1

February 28, 2007
2007
Total stockholder's equity $ 77.339
Less nonallowable assets:

Deposits 6.240
Net capital (less nonallowable assets) 71,099
Net capital required 50,000
Excess net capital 5 21,099

There were no material differences between the audited Computation of Net Capital included in
this report and the corresponding schedule included in the Company's unaudited February 28,
2007 Part I1A FOCUS filing.
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LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

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

February 28, 2007

The Company is exempt from the requirements of Rule 15¢3-3 under Section K(2)(i) of the Rule.

11



LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

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

February 28, 2007

The Company is exempt from the requirements of Rule 15¢3-3 under Section K(2)(i) of the Rule.

12




LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

Reconciliation Between the Audited and Unaudited
Statements of Financial Condition with Respect to

Methods of Consolidation

February 28, 2007

Not Applicable

13



LAFFER ADVISORS INCORPORATED
(A Wholly Owned Subsidiary of Laffer Associates, Inc.)

Material Inadequacies Found to Exist or Found to Have
Existed Since the Date of the Previous Audit

February 28, 2007

None

14



LarTiMORE Brack MorcaN & CAIN, pC

CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS ADVISORS

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL

The Board of Directors
Laffer Advisors Incorporated:

In planning and performing our audit of the financial statements and supplemental schedules of
Laffer Advisors Incorporated (the "Company") as of February 28, 2007 and for the year then
ended, 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 the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (the "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:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a)(11); and
2. 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 following:

1. Making the quarterly securities examinations, counts, verifications and comparisons
and 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;
and

3. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3.

Management of the Company is responsible for establishing and maintaining internal control and
the practices and procedures referred to in the preceding paragraphs. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of internal controls and of the practices and procedures referred to in the
preceding paragraphs 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 accordance 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 paragraphs.,

15



The Board of Directors
Laffer Advisors Incorporated
Page Two

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 internal
control to future periods is subject to the risk that they may become inadequate because of changes
in conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of the internal control would not necessarily disclose all matters in internal
conirol 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 internal control components does not reduce to a relatively low level the
risk that error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving 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 cur study, we believe that the
Company's practices and procedures were adequate at February 28, 2007 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.

é‘iﬁé'ma @/u/c hor_)-u. & Caih) fC

Brentwood, Tennessee
April 12, 2007

END
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