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OATH OR AFFIRMATION

I, E dwaed E . Brow n - , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Brown Associates, Inc, » 8
of  July 31, ,2007  , 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:

NONE
M. g ’I
Q“ .-"'0. ’,’
_‘_"‘S*ﬂﬁg : O
§F 7 OF -
=i TENNESSEE T2
Z % NOTARY ..-' H éﬁ 4?22 o
‘;”',, . I?.L.J:B.l..!? S\ \\\\\‘s Signature \
"'nnmm\\\‘“ CI‘\ &irmaon
Title
Notary Puf,hc M MY COMMISSION EXPIRES:

February 27, 2011

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

Eg (a) Facing Page.

K] (b) Statement of Financial Condition.

& (c) Statement of Income (Loss).

K (d) Statement of Changes in Financial Condition.

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

[J () Statement of Changes in Liabilities Subordinated to Claims of Creditors.

& (g) Computation of Net Capital.

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

O (i) Information Relating to the Possession or Control Requirements Under Rute 15¢3-3.

B () 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.

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

& (I) An Qath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

O (o) Areportdescribing 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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Barto, Hoss . Company, P.C.
I\\\_/\_\}-’,\;ERHFIED PUBLIC ACCOUNTANTS
INDEPENDENT AUDITOR’S REPORT

Stockholders and Board of Directors
Brown Associates, Inc.
Chattanooga, Tennessee

We have audited the accompanying statement of financial condition of Brown Associates, Inc. as of
July 31, 2007, and the related statements of operations and comprehensive loss, changes in
stockholders’ 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. OQur 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 misstatements. 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 Brown Associates, Inc. as of July 31, 2007, and the results of its operations and
its cash flows for the year then ended in conformity with auditing standards generally accepted in
the United States of America.

Our audit was conducted for the purpose of forming an opinion on the financial statements, taken as
a whole. The information contained in Schedule I is presented for purposes of additional analysis
and is not a required part of the 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.

BL, Hoss fA,n-?/ V74

QOctober 3, 2007

Suite 100 + Uptain Building = 5751 Uptain Road « Chattanooga, TN 37411-4077
(423) 855-0700 - Fax (423)499-8664 « FED.1.D. No 62-1547043



BROWN ASSOCIATES, INC.
STATEMENT OF FINANCIAL CONDITIO
July 31, 2007 : .
ASSETS

Cash
Deposits with clearing organizations
Receivable from clearing organizations
Receivable from other commissions
Receivable from customers
Securities owned:
Marketable, at market value
Office equipment and leasehold improvements,
at cost, less accumulated depreciation and
amortization of $ 58,812
Assets in excess of pension benefit obligation
Other assets

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Deferred taxes

Accounts payable, accrued expenses and
other labilities

Note payable

Total Liabilities

Stockholders’ Equity

Preferred Stock - $1,000 par value, authorized
1,000 shares, issued 150 shares

Common Stock - no par value, $ 2 stated
value, authorized 1,000 shares,
issued 500 shares

Retained earnings

Accumulated other comprehensive loss

Total Stockholders’ Equity
Total Liabilities and Stockholders' Equity

The accompanying notes are an integral part of these financial statements.
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$ 286,403
10,000
32,631

9,723
30,936

406,499
13,700

51,806
395,578

1,237,276

$ 44,593

73,356
100,000

— 217,949

150,000

1,000
939,193
70.866

_1,019327
$1.237.276



BROWN ASSOCIATES, INC.
STATEMENT OF OPERATIONS AND COMPREHENSIVE LOSS
Year Ended July 31, 2007
Revenues
Commissions
Investment banking

Trading gains (losses)

Revenue from sale of investment shares
Interest and dividends

Investment advisory fees

Other revenue

Total revenues

Expenses
Employee compensation and benefits
Regulatory fees and expenses
Occupancy
Other expenses

Total Expenses

Loss Before Income Taxes
Income tax (benefit)
Net Loss
Other Comprehensive Loss
Unrecognized net loss on Pension Plan benefits
Deferred income tax effect

Net effect for assets in excess of pension benefit obligation

Comprehensive loss

The accompanying notes are an integral part of these financial statements.
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$ 286,810
100,000
(31,791)

9,950
33,136

35
409,523

807,663

812,483
16,841
37,525

149,185

1,016,034

(208,371)

(51.998)
(156,373)
(54,547)
(16.319)
(70,866)

$ (227239



Balance at August 1, 2006

Issued 150 shares of
preferred stock

Comprehensive Loss

BROWN ASSOCIATES, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
Year Ended July 31, 2007
Other Total
Preferred Common Retained Comprehensive Stockholders’
Stock Stock Earnings Loss Equity
$ - $ 1,000 $ 1,095,566 - 51,096,566
150,000 - - - 150,000
- - (156,373) (70.866) (227.239)
$150000  $1.000 § 939193 § (70.866) $1.019.327

Balance at July 31, 2007

The accompanying notes are an integral part of these financial statements.
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BROWN ASSOCIATES, INC.
STATEMENT OF CASH FLOWS
Year Ended July 31, 2007

Cash Flows From Operating Acttvities

Net loss

Adjustments to reconcile net income (loss) to net cash
provided by (used in) operating activities
Depreciation
Gain from sale of marketable securities
Unrealized gain (loss) on marketable securities
Deferred taxes
(Increase) decrease in receivables from clearing organization
({Increase) decrease in receivables from other commissions
(Increase) decrease in receivables from customers
(Increase) decrease in other assets
{Increase) decrease in assets in excess of pension benefit obligation
Increase (decrease) in accounts payable and accrued liabilities

Net cash provided by (used in) operations
Cash Flows From Investing Activities
Proceeds from sale of marketable securities
Purchases of fixed assets
Net cash provided by (used in) investing activities
Cash Flows From Financing Activities
Proceeds from issuance of preferred stock
Proceeds from note payable

Net cash provided by (used in} financing activities

Increase (Decrease) in Cash and Cash Equivalents

Cash — beginning of year

Cash — end of year

The accompanying notes are an integral part of these financial statements.
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$ (156,373)

4,320
(132,977)
164,768
(51,998)
3,984
4,437
(30,936)
(109,568)
(51,806)

19,161

(336,988)

240,669
(7.612)

233,057
150,000
100,000
256,000
146,069

140,334

$ 286,403



BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
July 31,2007

Note 1. Summary of Significant Accounting Policies

Company Brown Associates, Inc. 1s a Tennessee Corporation formed in 1969. The
Company provides general investment and management advisory services related to
investment venture capital and pension and profit sharing plans. Additionally, the
Company sells and distributes various investments such as securities, mutual funds and
insurance contracts. The Company does not ordinarily provide credit to its customers.
Fees and commissions are normally received from the entities offering the various
investments.

Advertising Costs Advertising costs are expensed as incurred. Advertising expense was
$16,704 for the year ended July 31, 2007.

Marketable Securities The Company carries investments in marketable securities at
current market value. Unrealized gains and losses resulting from changes in the market
value are charged or credited to operations in the current period.

Depreciation and Amortization Depreciation and amortization are provided using the
straight-line and accelerated methods over the estimated useful lives of the depreciable
assets. Estimated useful lives are as follows:

Asset Life

Transportation Equipment 3-5 Years
Office Equipment 5-7 Years
Leasehold Improvements 15 Years

Investments in Limited Partnership Distributions from limited partnerships in excess of
the Company’s proportionate share of partnership income and permanent declines in the
market values of the investments have been recorded as a reduction of the cost of the
investments. '

Investments in Corporate Stock Investment in Corporate Stock is carried at cost less any
impairment in the values that are not temporary in nature.

Concentration of Risk The Company maintains cash on deposit with federally insured
banks. At times, the balances in these accounts may be in excess of federally insured
limits. Cash equivalents include investments which are not insured by the F.D.LC., but
may be insured by the S.LP.C. At times these investments may be in excess of S.L.P.C.
limits. The Company believes there is no significant risk with respect to these deposits.

Currently, the Company is registered in the states of Alabama, Connecticut, Georgia,
Louisiana, South Carolina, Tennessee, Texas, and Virginia. The Company currently has
two branch offices; one is located in Nashville and the other in Chattanooga, Tennessee.
At present, both of these branches handle investment banking business only.

Deferred Income Taxes The Company provides for deferred taxes resulting from timin
differences between financial and taxable income. The timing differences result
principally from unrealized gains on marketable equity securities and assets in excess of
pension benefit obligations.



Note 1.

Note 2.

BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
July 31, 2007

Summary of Significant Accounting Policies (Continued)

Comprehensive Income The Company accounts for comprehensive income in accordance
with Statement of Financial Accounting Standards No. 130, “Reporting Comprehensive
Income” (FAS 130), which requires comprehensive income antf its components to be
reported when a company has items of comprehensive income. Comprehensive income
includes net income plus other comprehensive income (i.e., certain revenues, expenses,
gains, and losses reported as separate components of stockholders’ equity rather than in
net income).

Recognition of Income The Company records commissions from life insurance
companies as income when received. Commissions from the sale of general securities
and registered investments are recorded as income when earned.

Use of Estimates The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and habilities 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.

Cash Equivalents For the purpose of the statement of cash flows the Company considers
all highly liquid investments with original maturities of less than ninety days to be cash
equivalents.

New_Accounting Pronouncement The Company adopted SFAS 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment
of FASB Statements No. 87, 88, 106, and 132(R), effective June 15, 2007. Prior to the
adoption of SFAS 158, the Company accounted for its pension plans under SFAS 87,
Employers’ Accounting for Pensions, as previously amended. SFAS 158 requires
companies to recognize the funded status-of a defined benefit postretirement-plan (other
than a multi-employer plan) as an asset or liability in the statement of financial condition
and to recoE-u'ze changes in funded status through comprehensive income in the year in
which the changes occur. See Note 6 for more information.

Office Equipment and Leasehold Improvements

Major classes of equipment and leasehold improvements and accumulated depreciation
are as follows:

Office equipment _ $ 66,886

Leasehold improvements 5,626
72,512

Less accumulated depreciation _ _ 58,812
: , § 13.700

Depreciation expense was $ 4,320 for the year ended July 31, 2007.



Note 3.

Note 4.

Note 5.

BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
July 31, 2007

Other Assets
Other assets consist of the following:

Federal and state tax refund

Loans receivable from stockholders
Prepatd expenses

Investments in limited partnerships
Investment in corporate stocks

Total Other Assets

$ 1,514
112,273
10,229
140,562
131,000

$ 395,578

The details of investments in limited partnerships at July 31, 2007 are as follows:

Percent
Owned
Brown Investment Partnership, L.P. 0.74%
SV Partners, G.P. 1.81%

Income Taxes
The provision for income taxes includes the following:

Current taxes on income
Federal
State

Deferred taxes (benefit)
Federal
State

Total federal income tax
Total state income tax

Total income tax

Total Amount
Invested
$ 103,062
37,500

$ 140,562

S

$ (38,201)
(10.022)

223

$ (38,201)
(10.022)

$ (48,223)

The timing differences result principally from unrealized gains/losses on marketable

equity securities.

Related Party Transactions

The Company leases its building on a month-to-month basis from E. Brown, Family L.P.

Rental expense for the year totaled $ 24,000,



Note 5.

Note 6.

BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
July 31, 2007

Related Party Transactions (Continued)

The Company sub-leases office space for its Chattanooga branch from DIB Associates,
LLC for g 1,132 per month, The lease is due to expire on March 5, 2008. Rental
expenses for this branch office for the year totaled $ 4,531.

At July 31, 2007, the Company had loan receivables from stockholders of $ 112,273. The
gsogns are unsecured with interest at 6% due annually. Interest income for the year totaled
,000.

The Company and the shareholders of the Company own a .74% partnership interest in
Brown Investment Partnership, L.P. The amount invested by the Company as of July 31,
2007 was $ 103,063.

The Company borrowed $100,000 from a stockholder (DIB Associates, LLC). The loan
is unsecured and is due June 15, 2008, with interest accruing at 7.25% per annum. The
balance due as of July 31, 2007 was $100,000. Interest expense for the year ended July
31, 2007 for this loan was $2,417,

Pension Plan

The Company has a defined benefit plan covering all its eligible employees.” The benefits
are based on years of service and the employees’ compensation. The Company’s funding
policy is to contribute annually the maximum amount that can be deducted for federal tax
puﬂ)oses. Contributions are intended to provide not only for benefits attributed to service
to date but also for those expected to be earned in the future. The Company contributed
$ 4,670 for the year ending July 31, 2007. The Plan had assets in excess of pension
benefit obligations of § 51,806 as of July 31, 2007.

The Company uses a measurement date of July 31, 2007 for its plan.

The following summarized the funded status of the plan reconciled to amounts recorded
in the statement of financial condition: .

Benefit cost ‘ : $ (2,972)

Employer contribution 4,670
Benefits paid 9,183
Benefit obli%ation at July 31, 2007 175,643
Fair value of plan assets at July 31, 2007 227.449
Funded status 51,806

Recorded in The Statement of Financial Condition
* Assets in excess of pension benefit obligations $ 51,806

Amounts Recognized in Accumulated Other
Comprehensive Loss Consist of:

- Net unrecognized loss 54,547
Deferred taxes 16,319
270,860

9



BROWN ASSOCIATES, INC,
NOTES TO FINANCIAL STATEMENTS
July 31, 2007

Note 6. Pension Plan (Continued)

The incremental effect of applying SFAS No. 158 on individual lines on the statement of
financial condition at July 31, 2007 was:

Incremental
Before Effect of After
Application Applying Application
of SFAS SFAS of SFAS

Assets
Prepaid pension cost $ 106,353 $(106,353) $ -
Assets in excess of pension

benefit obligation — 51,806 51,806

§106353 T 154547 $51.806

Liabilities and equity
Deferred tax liability $ 32,049 $ 16,319 $ 48,368
Accumulated other

comprehensive loss — 70.866 70.866

32,04 § (54.547)

Addition Information
Assumptions
Weighted — average assumptions used

to determine benefit obligations at

July 31, 2007
Discount rate 7.0%
Rate of compensation increase _ - 00%
Weighted — average assumptions used -

to determine net periodic benefit cost

for the year ended July 31, 2007
Dfscouﬁt rate 7.0%
Expected return on plan assets 7.0%
Rate of compensation increase 0.0%

The discount rate was selected based on current single premium annuity rates for the plan
terminations. The long-term rate of return was based on expected earnings on plan assets.

Plan Assets

The Company’s pension plan asset allocations as of July 31, 2007, by asset category are
as follows:

Plan Assets at
Asset Category July 31, 2007

Equity Securities 97.2%
Cash & Equivalents 2.8%
100.0%

10



Note 6.

Note 7.

Note 8.

Note 9.

BROWN ASSOCIATES, INC.
NOTES TO FINANCIAL STATEMENTS
July 31, 2007

Pension Plan (Continued)

The principal goals of the plan are to provide both security and long-term stability with
moderate growth commensurate with the anticipated retirement dates of plan participants.
Investments, other than “fixed dollar” investments will be included among the plans
investments to prevent erosion by inflation. However, investments will be sufficiently
liquid to enable the plan, on short notice, to make some distributions in the event of death
or disability of a participant.

g‘{lezggglpany expects to contribute $ 5,030 to its pension plan for the year ending July

The expected benefit payments over the next ten years are as follows:

2008 $ 9,183

2009 9,183

2010 9,183

2011 9,183

2012 9,183

Years 2013-2018 125,229
Profit Sharing Plan

The Company has a profit-sharing plan that covers all eligible employees with a minimum
of six months service who are at %east 24 1/2 years of age. Contributions to the Plan are at
the discretion of the Board of Directors. Management elected to contribute $29,555 to the
profit sharing plan for the year ended July 31, 2007.

Net Capital Computation

The following reconciles net cztlpita} per management’s com(i)utation (included in the
July 31, 2007) to the audited computation thereof:

unaudited FOCUS Report as o
Net capital, per management’s unaudited
FOCUS report $ 460,379
Increase i accrued salaries (3,900;
Increase in accrued profit sharing (34,225
Decrease in haircuts on securities 1,254
Decrease in deferred tax liability 35,425
Deferred tax liability 44.593
Net capital, audited $ 503,526
dther Securities

The aggregate cost, market value, and net unrealized gains on other securities as of July 31, 2007
were as follows:

Net
Market Unrealized
VYalue Cost (ain

Marketable equity securities $ 406,499 $ 282646 $123.853
' - 11
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Barto, Hossf\kéfompany, P.C.

.. CERTIFIED PUBLIC ACCOUNTANTS
e

Board of Directors
Brown Associates, Inc.
Chattanooga, Tennessee

In planning and performing our audit of the financial statements and supplemental schedule of Brown
Associates, Inc. (the Company), as of and for the year ended July 31, 2007, 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 intemal 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 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 (or aggregate debits) 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:

1. Making quarterly securities examinations, counts, verifications, and compansons and
recordation of differences required by rule 17a-13.

2. Complying with requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Rescrve System.

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 judgements 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 and 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 peniods 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.

12
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A control deficiency exists when the design or operation of a control 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 intermal control.

A material weakness is a significant deficiency, or combination 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 intemal control.

Our consideration of intemnal conirol was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in intemal 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 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, as
described in the second paragraph of this report, were adequate as July 31, 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,
Financial Industry Regulatory Authority (FINRA), 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.

L, Hous fér—ﬂ_;ﬁd-

October 3, 2007
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BROWN ASSOCIATES, INC.

SCHEDULE 1

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

As of July 31, 2007

Net Capital
Stockholders’ equity allowable for net capital
AcCi)dtiler (deductions) or allowable credits:
Deferred income taxes payable
Total capital allowable

Deductions and/or charges:
Non-allowable assets:
Receivable from customers
Furniture, equipment, and leasehold improvements, net
Other assets
Assets in excess of pension benefit obligations
Net capital before haircuts on securities positions
Haircuts on securities:
Trading and investment securities:
Other securities
Undue concentration
Other — Money Market Fund
Net Capital
Aggregate Indebtedness

Computation of Basic Net Capital Requirement
Minimum net capital

Minimum dollar net capital requirement
Excess net capital
_ Excess net capital at 1,000 percent
Percentage of aggregate indebtedness to net capital

Percentage of debt to equity

$1,019.327
1,019,327

44,593

1,063,920

$ 30,936
13,700
395,578

51,806 492,020

571,900
$ 60,975
3,026

4,373 68,374

$ 503,526

$ 173356

$ 11,558

3 100,000

403,526

486
34.43%
21.38%

There is no material difference from the Company’s computation of Net Capital, aggregate

indebtedness, and basic net capital requirement.

See auditor’s report.
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