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Securities Exchange Act of 1934 and Rule 17a-5 Thereunder
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A. REGISTRANT IDENTIFICATION
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B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

KPMG LLP

(Name — if individual, state lass, first, middle name)

420 20TH STREET NORTH, SUITE 1800 BIRMINGHAM AL felal® 35203-3207
(Address) (City) (state) (&l Procese(zip Code)
. Section
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NOy 240U

B Certified Public Accountant
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[0 Accountant not resident in United States or any of its possessions. 101
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*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(e)(2)
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OATH OR AFFIRMATION

We, F. Eugene Woodham and Cheryl Witt, swear (or affirm} that, to the best of our knowledge and belief the accompanying financial
statements and supporting schedules pertaining to the firm of Sterne Agee Clearing, Inc., as of September 30, 2008, are true and correct.
We further swear (or affirm) that neither the Company nor any partner, proprietor, principal officer, or director has any proprietary

interests in any account classified as that of customer. M
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Chief Financial Officer
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CONTENTS OF REPORT

This report contains (check all applicable boxes)

X (2) Facing page
X (b) Statement of Financial Condition
(¢) Staterment of Operations
(d) Statement of Changes in Financial Condition
(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital
(f) Statement of Changes in Liabilities Subordinated to Claims of General Creditors
{g) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements for Broker-Dealers Pursuant to Rule 15¢3-3
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-
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 tom
methods of consolidation

X () An Qath or Affirmation
(m} A copy of the SIPC Supplemental Report

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the
previous audit. :



STERNE AGEE CLEARING, INC.
(A Wholly Owned Subsidiary of Sterne Agee Group, Inc.)

Statements of Financial Condition
September 30, 2008 and 2007

(With Independent Auditors’ Report Thereon)



Suite 1800
420 20th Street North
Birmingham, AL 35203

Independent Auditors’ Report

The Board of Directors
Sterne Agee Clearing, Inc.:

We have audited the accompanying statements of financial condition of Sterne Agee Clearing, Inc,,
(formerly Sterne Agee Capital Markets, Inc.) (a wholly owned subsidiary of Sterne Agee Group, Inc.)
(the Company) as of September 30, 2008 and 2007, that you are filing pursuant to Rule 17a-5 under the
Securities Exchange Act of 1934, These statements of financial condition are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these statements of financial
condition based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform 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. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the statements of financial condition referred to above present fairly, in all material
respects, the financial position of Sterne Agee Clearing, Inc. as of September 30, 2008 and 2007, in
conformity with U.S. generally accepted accounting principles.

KPMe P

November 26, 2008

KPMG LLP, a U.S. kmited liability partnership, is the U.S,
member firm of KPMG International, a Swiss cooperative.



STERNE AGEE CLEARING, INC.
(A Wholly Owned Subsidiary of Sterne Agee Group, Inc.)

Statements of Financial Condition
September 30, 2008 and 2007

Assets 2008 2007
Cash and cash equivalents 3 904,425 2,518,921
Due from parent 1,808,070 —
Due from affiliates, net — 352,697
Furniture, equipment, and leasehold improvements (less accumulated
depreciation of $93,455 in 2008 and $91,890 in 2007) 7,567 2,953
Other assets 137,135 79,638
Total assets $ 2,857,197 2,954,209
Liabilities and Stockholder’s Equity
Due to parent company $ — 19,288
Due to affiliates, net 160,966 143,101
Other liabilities 36,951 124,834
Total liabilities 197,917 287,223
Commitments and contingencies (note 4)
Stockholder’s equity:
Preferred stock, $0.01 par value. Authorized 40,000 shares,
no shares issued and outstanding — —
Common stock, $0.01 par value. Authorized 60,000 shares,
issued and outstanding 2,500 shares both in 2008 and 2007 25 25
Additional paid-in capital 467,410 467,410
Retained earnings 2,191,845 2,199,551
Total stockholder’s equity 2,659,280 2,666,986
Total liabilities and stockholder’s equity $ 2,857,197

See accompanying notes to statements of financial condition.
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STERNE AGEE CLEARING, INC.
(A Wholly Owned Subsidiary of Sterne Agee Group, Inc.)

Notes to Statements of Financial Condition
September 30, 2008 and 2007

Organization and Summary of Significant Accounting Policies

(@)

®)

(©

(d

Description of Business and Principles of Consolidation

Sterne Agee Clearing, Inc. (the Company), a wholly owned subsidiary of Sterne Agee Group, Inc.
(SA Group or the Parent), is a registered broker dealer with the Securities and Exchange
Commission (SEC) and the Financial Industry Regulatory Authority (FINRA). Its principal business
activities include the clearance of securities transactions for institutional and retail customers
introduced by nonaffiliated registered broker dealers, as well as the execution of securities
transactions for nonaffiliated broker dealers. All securities transactions are settled through a clearing
broker on a fully disclosed basis.

The Company contracts with Sterne, Agee & Leach, Inc. (SAL), an affiliate of the Company, to
serve as the carrying broker, to clear and perform the majority of other back office operations and to
maintain and preserve all books and records required by applicable provisions of law and applicable
rules of the Securities and Exchange Commission. Under the terms of the Company’s agreement, the
Company has ultimate responsibility for any loss, liability, damage, cost, or expense incurred as a
result of the failure of any account to make timely payment for the securities purchased or timely and
good delivery of securities sold on the account, although management expects no losses under this
agreement.

Use of Estimates in Financilal Statements

The preparation of statements of financial condition in conformity with U.S. 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 liabilities at the date
of the statements of financial condition. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents include short-term highly liquid investments with original maturities of
three months or less.

Accounting for Securities Transactions and Other Activity

Securities transactions are recorded on a trade-date basis. Securities owned, and receivables/payables
with customers are recorded on a settlement-date basis. Differences between the trade and settlement
date for securities owned were not material.

Securities owned and securities sold but not yet purchased are stated at fair value.

Marketable securities are stated at fair value based on quoted market prices, and securities not
readily marketable are stated at fair value as determined by management.

3 (Continued)
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STERNE AGEE CLEARING, INC.
(A Wholly Owned Subsidiary of Sterne Agee Group, Inc.)

Notes to Statements of Financial Condition
September 30, 2008 and 2007

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements are recorded at cost. Depreciation and
amortization are provided on a straight-line basis over the lesser of estimated useful lives of the
assets or the remaining contractual term of the leases.

Recent Accounting Pronouncements

In June 2006, the Financial Accounting Standards Board (FASB) issued Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement No. 109 (FIN 48).
FIN 48 clarifies that the benefit of a position taken or expected to be taken in a tax return should be
recognized in a company’s financial statements in accordance with Statement of Financial
Accounting Standards (SFAS) No. 109, Accounting for Income Taxes, when it is more likely than
not that the position will be sustained based on its technical merits. FIN 48 also prescribes how to
measure the tax benefit recognized and provides guidance on when a tax benefit should be
derecognized as well as various other accounting, presentation, and disclosure matters. This
interpretation is effective for the Company on October 1, 2008. The Company does not believe the
adoption of FIN 48 will have a material impact on its financial position.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which establishes a
hierarchy to be used in performing measurements of fair value. SFAS No. 157 emphasizes that fair
value should be determined from the perspective of a market participant while also indicating that
valuation methodologies should first reference available market data before using internally
developed assumptions. Additionally, SFAS No. 157 provides expanded disclosure requirements
regarding the effects of fair value measurements on the financial statements. SFAS No. 157 is
effective prospectively for fiscal years beginning after November 15, 2007. Therefore, this
interpretation is effective for the Company for the fiscal year beginning October 1, 2008. The
Company does not believe the adoption of SFAS No. 157 will have a material impact on its financial
position.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities, which allows an irrevocable election to measure certain financial assets and
financial liabilities at fair value on an instrument-by-instrument basis, with unrealized gains and
losses recognized currently in earnings. Under SFAS No. 159, the fair value option may only be
elected at the time of initial recognition of a financial asset or financial liability or upon the
occurrence of certain specified events. Additionally, SFAS No. 159 provides that application of the
fair value option must be based on the fair value of an entire financial asset or financial liability and
not selected risks inherent in those assets or liabilities. SFAS No. 159 requires that assets and
liabilities which are measured at fair value pursuant to the fair value option be reported in the
financial statements in a manner that separates those fair values from the carrying amounts of similar
assets and liabilities which are measured using another measurement attribute. SFAS No. 159 also
provides expanded disclosure requirements regarding the effects of electing the fair value option on
the financial statements. SFAS No. 159 is effective prospectively for fiscal years beginning after
November 15, 2007. Therefore, this interpretation is effective for the Company for the fiscal year
beginning October 1, 2008. The Company does not believe the adoption of SAFS No. 159 will have
a material impact on its financial position. '
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STERNE AGEE CLEARING, INC.
(A Wholly Owned Subsidiary of Sterne Agee Group, Inc.)

Notes to Statements of Financial Condition
September 30, 2008 and 2007

(g) Reclassification

Certain amounts in the 2007 statements of financial condition have been reclassified to conform to
the 2008 presentation.

Regulatory Requirements

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital and which requires a ratio of
aggregate indebtedness, as defined, of not more than 15 times net capital, as defined. At September 30,
2008 and 2007, the Company had net capital of $702,508 and $2,580,395, respectively, which amounts
were $652,508 and $2,480,395 in excess of required net capital, respectively.

The Company claims an exemption from the provisions of the Securities and Exchange Commission’s
Customer Protection-Reserves and Custody of Securities Rule (Rule 15¢3-3) pursuant to Section (k)(2)(ii)
of that Rule.

Securities Not Readily Marketable

Securities not readily marketable include investment securities (a) for which there is no market on a
securities exchange or no independent publicly quoted market, (b) that cannot be publicly offered or sold
unless registration has been effected under the Securities Act of 1933, (c) that cannot be offered or sold
because of other arrangements, restrictions, or conditions applicable to the securities or to the Company, or
(d) when it can be established that the market place can absorb only a limited number of shares of a
security for which a ready market seemingly exists.

These securities represented equities at estimated fair values of $9,171 at September 30, 2008.

Commitments and Contingencies

The Company, in its capacity as a broker dealer, is subject to litigation and various claims, as well as
examination by regulatory agencies. Based upon defenses available and after consultation with legal
counsel, the Company’s management expects that the ultimate resolution of these and other matters will
not have a material effect on the Company’s financial position.

Related-Party Transactions

SA Group provides management, consulting, and financial services to the Company for an annual fee.
Such services include, but are not necessarily limited to, advice and assistance concerning any and all
aspects of the operation, planning, and financing of the Company.

SAL and SA Group provide office space, communications, and clearing services to the Company in the
normal course of operations.

SAL serves as the custodian for the Company for securities, cash, and other property owned by or in the
fiduciary accounts.

5 (Continued)
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STERNE AGEE CLEARING, INC.
(A Wholly Owned Subsidiary of Sterne Agee Group, Inc.)

Notes to Statements of Financial Condition
September 30, 2008 and 2007

Income Taxes

The Company is included in the consolidated federal income tax return filed by SA Group. Federal income
taxes are calculated as if the companies filed on a separate-return basis, and the amount of current tax or
benefit calculated is either remitted to or received from the Parent. The amount of current and deferred
taxes payable or refundable is recognized as of the date of the statements of financial condition, utilizing
currently enacted tax laws and rates.

Deferred tax assets and liabilities are determined under the liability method-based on the differing bases of
assets and liabilities for financial reporting and income tax reporting purposes using enacted tax rated in
effect for the applicable tax periods. In accordance with SFAS No. 109, Accounting for Income Taxes, the
Company has recorded the following:

September 30
2008 2007
Deferred tax asset:
Fixed assets $ 3,847 4,633
Total and net deferred tax assets 3 3,847 4,633

Management has concluded that the realization of deferred tax asset is more likely than not; accordingly,
there was no valuation allowance during either 2008 or 2007.



