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SELLERS RICHARDSON HOLMAN & WESTu»

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Joe Jolly & Company, Inc.
Birmingham, Alabama

We have audited the statement of financial condition of Joe Jolly & Company, Inc. (Company), as of August
31, 2009. This statement of financial condition is the responsibility of the Company's management. Our
responsibility is to express an opinion on this statement of financial condition 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 statement of financial condition is free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the statement of financial condition. An
audit also includes assessing the accounting principles used and significant estimates made by manage-
ment, 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 statement of financial condition referred to in the first paragraph presents fairly, in all
material respects, the financial position of the Company, as of August 31, 2009, in conformity with account-
ing principles generally accepted in the United States of America.

SOl Toe L2y Moliany £l 00

October 21, 2009
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JOE JOLLY & COMPANY, INC.

Audited Statement of Financial Condition
August 31, 2009

Assets
Cash $ 2,300,401
Receivables
Brokers and dealers 103,700
Employee advances 48,600
Interest 58,444
Note receivable—stockholder 1,000,000
Securities owned 3,994,758
Property and equipment, net 150,755
Deferred income taxes 36,126
Investments in oil and gas wells 25,000
Cash value of life insurance 107,739
Other assets 15,650

Total assets $ 7,841,173

See notes to statement of financial condition.



JOE JOLLY & COMPANY, INC.

Audited Statement of Financial Condition
August 31, 2009

Liabilities and Stockholder's Equity

Liabilities
Accounts payable $ 11,426
Accrued commission expense 212,000
Accrued expenses and other liabilities 287,992
Deferred income taxes 63,256
574,674
Stockholder's equity
Common stock, $100 par value;
250 shares authorized, 100 shares
issued and outstanding 10,000
Retained earnings 7,256,499
7,266,499
Total liabilities and stockholder's equity $ 7841173

See notes to statement of financial condition.



JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition

Note 1. Nature of Business and Significant Accounting Policies

Nature of Business

Joe Jolly & Company, Inc. (Company) is a broker dealer registered with the Securities and Exchange
Commission (SEC) and is a member of the Financial Industry Regulatory Authority. The accounting and
reporting policies of the Company conform to accounting principles generally accepted in the United States
of America and to general practice within the brokerage industry.

Basis of Accounting

The Company reports the results of its operations and its financial condition using the accrual basis of
accounting.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
United States of America requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from these estimates.

Revenue Recognition

Security transactions and related gains, losses and expenses are recorded on a settlement date basis by
the Company. To conform to accounting principles generally accepted in the United States of America, the
audited financial statement is adjusted to trade date accounting where appropriate.

Cash and Cash Equivalents

For purposes of reporting cash flows, the Company considers all liquid investments purchased with an
original maturity of three months or less to be cash equivalents. As of August 31, 2009, there were no cash
equivalents.



JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Maintenance and repairs are
charged to expense as incurred, and renewals and betterments are capitalized and depreciated over the
estimated useful lives of the related assets. Gains and losses on disposals are credited or charged to oper-
ations. Depreciation is computed principally using straight-line and accelerated methods designed to
amortize costs over the estimated useful lives of the assets. Depreciation expense amounted to $38,956 for
the year ended August 31, 2009. Property and equipment, net of accumulated depreciation, consist of the
following as of August 31, 2009:

Building $ 52,048
Fumiture and fixtures 193,829
Automotive 167,383
Leasehold improvements 6,082
Accumulated depreciation (268,587)

$150,755

Income Taxes

Deferred taxes are provided on a liability method whereby deferred tax assets are recognized for deductible
temporary differences, net operating losses, and tax credit carryforwards and deferred tax liabilities are
recognized for taxable temporary differences. Temporary differences are the differences between the
reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valua-
tion allowance when, in the opinion of management, it is more likely than not that some portion or all of the
deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the effects of
changes in tax laws and rates on the date of enactment.

Net deferred tax assets and liabilities consist of the following components as of August 31, 2009:

Deferred tax assets:
Impairment of investments in oil and gas wells $ 32,675
Property and equipment 3,451
$ 36,126
Deferred tax liabilities:
Market value adjustment for securities owned—
held for investment $ 27,786
Depreciation related to investments in oil and
gas wells 35,470
$ 63,256



JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition

The provision for income taxes is as follows for the year ended August 31, 2009

Current;
Federal $ 14,972
State 4,696
Deferred:
Federal 11,331
State 3134
Total provision for income taxes $ 34,133

The difference between the provision for income taxes and the amount computed by applying the maximum
statutory rates to income, before the provision for income taxes, is principally the effect of tax brackets, tax-
exempt income, and non-deductible expenses.

Advertising Costs

The Company expenses all advertising costs during the period in which they are incurred. During 2009, the
Company charged $2,736 to advertising expense.

Subsequent Events

Subsequent events have been evaluated for potential recognition and disclosure through October 21, 2009,
which represents the date the financial statements were available for issuance.

Recently Issued Accounting Standards

In July 2006, the Financial Accounting Standards Board (FASB) issued Interpretation No. 48, Accounting
for Uncertainty in Income Taxes (FIN 48). FIN 48 clarifies the accounting for uncertainty in income taxes
recognized in an enterprise's financial statements in accordance with SFAS No. 109, Accounting for
Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN
48 also provides guidance on derecognition of tax benefits, classification on the balance sheet, interest and
penalties, accounting in interim periods, disclosure, and transition.

In December 2008, the FASB provided for a deferral of the effective date of FIN 48 for certain nonpublic
enterprises to annual financial statements for fiscal years beginning after December 15, 2008. The Com-
pany has elected this deferral and accordingly will be required to adopt FIN 48 in its annual financial state-
ments for the fiscal year beginning September 1, 2009. Prior to adoption of FIN 48, the Company will con-
tinue to evaluate its uncertain tax positions and related income tax contingencies under SFAS No. 5,
Accounting for Contingencies. SFAS No. 5 requires the Company to accrue for losses it believes are prob-
able and can be reasonably estimated. Management is currently assessing the impact of FIN 48 on its
financial position and results of operations and has not yet determined if the adoption of FIN 48 will have a
material effect on its financial statements.



JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair
value, establishing a framework for measuring fair value in accounting principles generally accepted in the
United States of America (GAAP), and expands disclosures about fair value measurements. SFAS No. 157
became effective for financial assets and liabilities on September 1, 2008 for the Company. in February
2008, the FASB reached a conclusion to defer the implementation of the SFAS No. 157 provisions relating
to non-financial assets and liabilities that became effective for the Company on September 1, 2009. The full
adoption of SFAS No. 157 is not expected to affect how the Company determines fair value, but may result
in certain additional disclosures.

In June 2009, the FASB issued SFAS No. 168, The FASB Accounting Standards Codification and the Hie-
rarchy of GAAP (SFAS No. 168). SFAS No. 168 establishes the FASB Accounting Standards Codification
(Codification) as the single authoritative source for GAAP. The Codification is effective for financial state-
ments that cover annual periods ending after September 15, 2009. While not intended to change GAAP,
the Codification significantly changes the way in which the accounting literature is organized. Because the
Codification completely replaces existing standards, it will affect the way GAAP is referenced by enterprises
in their financial statements and accounting policies. The adoption of SFAS No. 168 and the use of Codifi-
cation beginning in the 2010 annual reporting period will not have an impact on the financial position,
results of operations or cash flows of the Company.

Note 2. Uninsured Cash Balances

The Company maintains its cash balances at a high credit quality financial institution. At various times
throughout the year ended August 31, 2009, the Company had cash on deposit with the financial institution
in excess of federal depository insurance limits. The Company has not experienced and does not anticipate
any credit losses on these deposits.

Note 3. Brokers and Dealers Receivables

The receivables from brokers and dealers represent an amount due for security transactions with a trade
date before August 31, 2009. These receivables amounted to $103,700 in 2009.

Note 4. Securities Owned and Investments in Oil and Gas Wells

Dealer inventory and investment securities are carried at market value and consisted of the following as of
August 31, 2009.

Market Value Cost
State and municipal
obligations $ 2,412,486 $ 2,289,929
Certificate of deposit 114,295 114,295
U.S government obligations
and corporate bonds 1,467,977 1,394,242

$ 3,994,758 $ 3,798,466

Investments in oil and gas wells are carried at their estimated recoverable cost.



JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition

Note 5. Fair Value Measurements

FASB Statement No. 157, Fair Value Measurements (FASB Statement No. 157), establishes a framework
for measuring fair value. That framework provides a fair value hierarchy that prioritizes the inputs to valua-
tion techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted
prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to
unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy under FASB
Statement No. 157 are described below:

Level 1 Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities
in active markets that the Company has the ability to access.

Level 2 Inputs to the valuation methodology include:
o Quoted prices for similar assets or liabilities in active markets;
o Quoted prices for identical or similar assets or liabilities in active markets;
e Inputs other than quoted prices that are observable for the asset or liability;

o Inputs that are derived principally from or corroborated by observable market data by correla-
tion or other means.

If the asset or liability has a specified (contractual) term, the Level 2 input must be observable for
substantially the full term of the asset or liability.

Level 3 Inputs to the valuation methodology are unobservable and significant to the fair value measure-
ment.

The asset's or liability's fair value measurement level within the fair value hierarchy is based on the lowest
level of any input that is significant to the fair value measurement. Valuation techniques used need to
maximize the use of observable inputs and minimize the use of unobservable inputs.

Following is a description of the valuation methodologies used for assets measured at fair value. There
have been no changes in the valuation methodologies used at August 31, 2009.

Certificate of deposit: Valued at the exact runoff of principal, given its contractual maturity, dis-
counted at the appropriate term rate.

Money market fund. Valued at the net asset value of shares held by the Company at year-end.

U.S. government obligations and corporate bonds: Valued at the closing price reported on the
active market on which the individual securities are traded.

State and municipal obligations: Value at the closing price of identical of similar municipal bonds
reported on the active market on which the individual securities are traded.

The methods described above may produce a fair value calculation that may not be indicative of net realiz-
able value or reflective of future fair values. Furthermore, while the Company believes its valuation metho-
dologies are appropriate and consistent with other market participants, the use of different methodologies
or assumptions to determine the fair value of certain financial instruments could result in a different fair
value measurement at the reporting date.



JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition

The following table sets forth by level, within the fair value hierarchy, the Company's assets at fair value as
of August 31, 2009: '

Assets at Fair Value as of August 31, 2009

Level 1 Level 2 Level 3 Total
Financial Assets:
Certificate of deposit $ - $ 114295 $ - $ 114,295
State and municipal obligations - 2,412,486 - 2,412,486
U.S. govemment obligations
and corporate bonds 1,467,977 - - 1,467,977
Total financial assets $1,467977  $2526,781  § - $3,994,758

Note 6. Commitments

The Company leases various office facilities under operating leases expiring through November 2010. One
lease agreement contains an escalation clause, which increases the base rental by the percentage change
in the consumer price index annually.

Aggregate minimum future lease commitments are as follows:

Year ending August 31,
2010 $ 83346
2011 21,105

$ 104,451

Rental expense amounted to $90,576 in 2009.

Note 7. Profit Sharing Plan

The Company sponsors a noncontributory profit sharing plan that covers substantially all employees. Con-
tributions to the plan are made at the sole discretion of the Company's Board of Directors and are influ-
enced by tax regulations. No contributions were made to the plan during 2009.

Note 8. Related Party Transactions

The Company entered into sales and purchase transactions with its stockholder during the current year.
During 2009, the stockholder purchased twenty-one security issues from the Company for a total purchase
price of $1,622,192. Such transactions were made in the ordinary course of business on substantially the
same terms and conditions as those prevailing at the same time for comparable transactions with other
customers, and did not, in the opinion of management, involve any credit risk or present other unfavorable
features.

The Company has a note receivable from its stockholder. A loan agreement was entered into on November
12, 2002, in which the stockholder agreed to pay the Company a principal sum of $1,000,000 with interest

9



JOE JOLLY & COMPANY, INC.

Notes to Statement of Financial Condition

on the unpaid balance. Accrued interest only will be paid annually at a rate of 5 percent, beginning on
August 31, 2003, and being due on August 31 of each subsequent year thereafter, with the entire principal
balance, together with accrued interest thereon, being originally due and payable in full on August 31,
2007. The note is secured by certain property owned by the stockholder. The note was renewed during the
fiscal year ending August 31, 2007, for an additional period of 5 years as approved by the Board of Direc-
tors. Accrued interest only will be paid annually at a rate of 5 percent, beginning August 31, 2007, and
being due on August 31 of each subsequent year thereafter, with the entire principal balance, together with
accrued interest thereon, due and payable in full on August 31, 2012.

Note receivable—stockholder $ 1,000,000

In addition, the Company maintains a split-dollar life insurance agreement with the stockholder. Under the
terms of this agreement, the Company maintains a $200,000 insurance policy on the stockholder’s life.
Upon death of the stockholder, the Company is entitled to recover the greater of cash value or premiums
paid.

Cash value of life insurance $ 107,739

Note 9. Regulatory Requirements

As a registered broker-dealer, the Company is subject to the SEC’s uniform net capital rule. The Company
is prohibited from engaging in any securities transactions when its "net capital” is less than the greater of
$100,000 or 6-2/3 percent of its "aggregate indebtedness." At August 31, 2009, the Company had net cap-
ital of $5,836,384 which was $5,736,384 in excess of the minimum of net capital required.

Note 10. Annual Audit Report

The audited financial statement of the Company, for the most recent audit period is available at the princi-
pal office of the Company, and will be mailed upon written request pursuant to SEC Rule 17a-5.

10
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SELLERS RICHARDSON HOLMAN & WESTus

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
STRUCTURE REQUIRED BY SEC RULE 17A-5

Board of Directors
Joe Jolly & Company, Inc.
Birmingham, Alabama

In planning and performing our audits of the financial statements of Joe Jolly & Company, Inc. (Company),
as of and for the year ended August 31, 2009 in accordance with auditing standards generally accepted in
the United States of America, we considered the Company’s internal control over financial reporting (inter-
nal 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 Com-
pany’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)(l) 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 indeb-
tedness (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 making the following:

1. Making 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

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 manage-
ment's authorization and recorded properly to permit preparation of financial statements in conformity with
generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and pro-
- cedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above,
errors or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that the effec-
tiveness of their design and operation may deteriorate.

CERTIFIED PUBLIC ACCOUNTANTS  An Independently Owned Member of the RSM McGladrey Network  ADVISORY | AUDIT | Tax

216 Summit Boulevard | Suite 300 | Birmingham, AL 35243 | 205278 0001 Main | 205
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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 pre-
vented or detected by the entity’s internal 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 internal control.

Our consideration of internal control was for the limited purpose described in the first and second para-
graphs and would not necessarily identify all deficiencies in internal control that might be material weak-
nesses. We did not identify any deficiencies in internal control and control activities for safeguarding securi-
ties that we consider to be material weaknesses, as described 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 at August 31, 2009, 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, 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 used by anyone other than
these specified parties.

Sellrs fie ti oy M% o laff 127

October 21, 2009



