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INDEPENDENT AUDITORS REPORT

Manager and Officers

Harris Williams LLC

Richmond Virginia

We have audited the accompanying statement of financial condition of Harris Williams LLC
the Company as of December 31 2008 and the related statements of operations changes in

members equity and cash flows for the year then ended These financial statements are the

responsibility of the Companys 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 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 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 reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material

respects the financial position of Harris Williams LLC as of December 31 2008 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

Our audit was conducted for the purpose of forming an opinion on the basic financial

statements taken as whole The information contained in the schedules on pages 12-14 is

presented for purposes of additional analysis and is not 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 whole

1cLt 1i
February 20 2009

Innsbrook Corporate Center P.o Box 32066

4401 Dominion Boulevard
Richmond Virginia 23294-2066

Suite 300 804 747-0000 FAX 804 747-3632

Glen Allen Virginia 23060 Internet wwwkshgs.com



HARRIS WILLIAMS LLC

Statement of Financial Condition

December 31 2008

in thousands

Assets

Cash 82948

Accounts receivable net 1435

Prepaid expenses 435

Income tax receivable 7025

Property and equipment net 2738

Deposits 50

Goodwill 187723

Intangible assets net 11 025

293379

Liabilities and Members Equity

Liabilities

Accrued compensation 46349

Accrued expenses 1999

Due to parent 25

Deferred income taxes 4507

Total liablities 52880

Members equity 240499

293379

See accompanying notes to financial statements



HARRIS WILLIAMS LLC

Statement of Operations

Year Ended December 31 2008

in thousands

Revenues

Fee income 102286

Expense reimbursements 4749

Total revenues 107035

Operating expenses

Advertising 721

Depreciation and amortization 7018
Office expense 1622

Personnel expenses 73733

Printing and postage 820

Professional fees 1024

Rent expense 2519
Taxes 620

Travel expenses 4609
Other expense 2031

Total operating expenses 94717

Income from operations 12318

Interest income 1575

Income before income taxes 13893

Provision for income taxes 4942

Net income 8951

See accompanying notes to financial statements



HARRIS WILLIAMS LLC

Statement of Changes in Members Equity

Year Ended December 31 2008

in thousands

Balance January 2008 222548

Net income

Contribution to capital

Distributions

Baance December 31 2008

See accompanying notes to financial statements

8951

44000

35000

240499



HARRIS WILLIAMS LLC

Statement of Cash Flows

Year Ended December 31 2008

in thousands

Adjustments to reconcile net income to net cash

from operating activities

Depreciation and amortization

Deferred income taxes

Loss on sale of property and equipment 11

Change in operating assets and liabilites

Accounts receivable

Income tax receivable

Prepaid expenses

Deposits

Accrued compensation 3164

Accrued expenses 121

Due to parent

Net cash provided by operating activities

Cash flows from investing activities

Purchases of property and equipment

Proceeds from sale of property of equipment

Net cash used in investing activities

Cash flows from financing activities

Distribution to parent

Net decrease in cash

Cash beginning of year

Cash end of year

Supplemental disclosure of cash flow information

Cash paid for

Income taxes

Non-cash transactions

Goodwill resulting from additional consideration paid directly to former

shareholders of HW Holdings Inc from The PNC Financial Services

Group Inc

20421

1243

1237

35000

15816

98764

82948

10121

44000

Net income 8951

7018

1983

301

1192
50

11



HARRIS WILLIAMS LLC

Notes to Financial Statements

in thousands

Summary of Significant Accounting Policies

Nature of Business Harris Williams LLC the Company is broker/dealer organized

in the Commonwealth of Virginia As broker/dealer the Company is subject to

regulations of the Securities and Exchange Commission the SEC and the Financial

Industry Regulatory Authority the FINRA The Company is an investment banking firm

that provides mergers and acquisitions advisory services

The Company is single-member limited liability company that is wholly-owned

subsidiary of PNC Bank N.A the Parent which is wholly owned subsidiary of The

PNC Financial Services Group Inc PNC These financial statements are not intended

to present the consolidated financial position and the results from operations of PNC as of

and for the year ended December 31 2008

Cash and Cash Equivalents The Company considers all highly liquid debt instruments

purchased with maturity of three months or less to be cash equivalents

Revenue and Cost Recognition Investment banking fees are earned from providing

merger and acquisition fairness opinion and financial restructuring advisory services

Fees are recorded as revenue when the related service has been rendered and the

client is contractually obligated to pay

There were no securities transactions during the year

Risks and Uncertainties Financial instruments which potentially expose the Company
to concentrations of credit risk consist primarily of cash and trade accounts receivable

To minimize risk the Company extends credit to customers after an evaluation for credit

worthiness however the Company does not require collateral or other security from

customers The Company maintains its cash balances in several financial institutions

The balances are insured by the Federal Deposit Insurance Corporation up to $250

The Company regularly has funds in excess of $250

substantial portion of the Companys revenues in year may be received from small

number of transactions or may be concentrated in an industry There were no revenue

concentrations for 2008

Allowance for Doubtful Accounts The Company uses the reserve method of

accounting for doubtful accounts for financial reporting The allowance for doubtful

accounts at December 31 2008 was $70



HARRIS WILLIAMS LLC

Notes to Anancial Statements Continued

in thousands

Summary of Significant Accounting Policies Continued

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 liabilities at the date of the financial statements and the reported

amounts of revenues and expenses during the period reported Actual results could

differ from those estimates

Income Taxes The operating results of the Company are included in the consolidated

federal income tax return filed by PNC The Company is participant in master tax

sharing policy with PNC Federal income taxes represent an agreed upon allocation from

PNC Under this allocation methodology PNC subsidiaries with taxable income record

taxes based on the relationship of the Companys federal tax liability computed on

separate company basis to the federal tax liability of the consolidated group
Subsidiaries with tax loss receive an allocated benefit from the consolidated group

based upon the reduction in taxes otherwise payable by the group

The Company uses the liability method to account for deferred income taxes Under this

method deferred tax assets and liabilities are determined based on differences between

financial reporting and tax bases of assets and liabilities and are measured using the

current enacted tax rates

Intangible Assets Intangible assets are stated at cost net of accumulated

amortization Costs related to noncompetition agreements are being amortized on

straight-line basis over five-year period through October 2010

Goodwill The Company evaluates the impairment of goodwill annually Impairment

losses are recognized in the period of determination The Company completed its

evaluation and did not record an impairment charge based on the results



HARRIS WILLIAMS LLC

Notes to Financial Statements Continued

in thousands

Property and Equipment

Property and equipment are stated at cost Major repairs and betterments are

capitalized and normal maintenance and repairs are charged to expense as incurred

Depreciation is computed by the straight-line method over the estimated useful lives of

the related assets which range from three to five years Upon retirement or sale of an

asset the cost and accumulated depreciation are removed from the accounts and any

gain or loss is reflected in operations

Property and equipment at December 31 consisted of

Office equipment 1640

Furniture and fixtures 1259

Leasehold improvements 1171

Software 339

4409

Less accumulated depreciation 1671

Net property and equipment 2738

Intangible Assets

As of December 31 2008 the Company has noncompetition agreements with gross

carrying amount of $31500 and accumulated amortization of $20475 No significant

residual value is estimated for these intangible assets Aggregate amortization expense

for the year ended December 31 2008 totaled $6300 The intangible assets will be

amortized $6300 per year until fully amortized



HARRIS WILLIAMS LLC

Notes to Financial Statements Continued

in thousands

Leases

Minimum future payments under noncancellable operating leases at December 31 2008

are as follows

2009 2567

2010 2607

2011 2643

2012 1956

2013 1531

Thereafter 3292

Total minimum lease payments 14596

Most leases contain clauses that provide for the Company to pay percentage of the

lessors operating expenses The rent expense for 2008 was $2519 including $135 paid

to the parent

Income Taxes

The provision for income taxes consisted of the following for 2008

Federal Taxes

Current 2959

Deferred 1983

4942

The tax effects of temporary differences that give rise to significant portions of the deferred

tax assets and liabilities consist of the following at December 31 2008

Accrued compensation 1496

Intangible assets 5951
Accrued costs and other 52

Net deferred tax liability 4507



HARRIS WILLIAMS LLC

Notes to Financial Statements Continued

in thousands

Employee Benefit Plan

PNC sponsors defined contribution 401k plan the Plan covering substantially all

employees Employees may make voluntary contributions to the Plan up to 20% of their

pretax annual compensation The plan provides for company match of up to 6% of the

employees compensation Employees are eligible to participate on the first day of the

month following six months of service and are immediately fully vested in all

contributions Employer contributions to the plan were $1135 for 2008

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net

Capital Rule Rule 15c3-1 which requires the maintenance of minimum net capital and

the ratio of aggregate indebtedness to net capital of not more than 15 to At

December 31 2008 the Company had net capital of $27563 which was $24338 in

excess of required minimum net capital of $3225 The Companys net capital ratio was

1.76 to

Related Party Transactions

Harris Williams LLC is wholly-owned subsidiary of PNC which provides administrative

services to the Company under management agreement At December 31 2008 the

Company owed $25 to PNC During 2008 the Company reimbursed PNC for various

expenses related to employee benefits and business liability insurance and other services

The Company leases space for its Philadelphia office from PNC on month-to-month

basis Rent expense for 2008 was $135

Additionally the Company maintains checking and sweep accounts at PNC

Guarantees

Consistent with customary investment banking practices the Company provides certain

indemnifications to its clients many of which are generally limited to the amount of fees

paid to the Company PNC maintains certain errors and omissions insurance coverages

which covers Harris Williams LLC and believes that its indemnification obligations to its

clients would generally not have material adverse effect on the Companys financial

position

As permiffed or required under Virginia corporation law the Company has certain

obligations to indemnify its managers and officers for certain events or occurrences

while the manager or officers are or were serving at the Companys request in such

capacities The maximum liability under these obligations is unlimited however the

Companys insurance policies serve to limit its exposure

10



HARRIS WILLIAMS LLC

Notes to Financial Statements Continued

in thousands

10 Recent Accounting Pronouncements

The Company adopted SFAS 157 Fair Value Measurements on January 2008

SFAS 157 defines fair value establishes framework for measuring fair value and

expands disclosures about fair value measurements The FASBs FSP FAS 157-2

Effective Date of FASB Statement No 157 defers until January 2009 the

application of SFAS 157 to nonfinancial assets and nonfinancial liabilities not recognized

or disclosed at least annually at fair value This includes nonfinancial assets and

nonfinancial liabilities initially measured at fair vaue in business combination or other

new basis event but not measured at fair value in subsequent periods The impact on

the Company was immaterial

SFAS 159 The Fair Value Option for Financial Assets and Financial Liabilities permits

entities to choose to measure many financial instruments and certain other assets and

liabilities at fair value SFAS 159 had no impact on the Company

In May 2008 the FASB issued SFAS 162 The Hierarchy of Generally Accepted

Accounting Principles This standard formalizes minor changes in prioritizing

accounting principles used in the preparation of financial statements that are presented

in conformity with GAAP The impact on the Company is still being evaluated

In October 2008 the FASB issued FSP FAS 157-3 Determining the Fair Value of

Financial Asset When the Market for That Asset Is Not Active This FSP clarifies the

application of FASB Statement No 157 Fair Value Measurements in market that is

not active and provides an example to illustrate key considerations in determining the

fair value of financial asset when the market for that financial asset is not active FSP
FAS 157-3 had no impact on the Company

In December 2008 the FASB issued FSP FAS 132R-i Employers Disclosures about

Postretirement Benefit Plan Assets This FSP amends FASB Statement No 132

revised 2003 Employers Disclosures about Pensions and Other Postretirement

Benefits to provide guidance on an employers disclosures about plan assets of

defined benefit pension or other postretirement plan This guidance would be effective

December 31 2009 for the Company The impact on the Company is still being

evaluated

11



HARRIS WILLIAMS LLC

Computation of Net Capital Pursuant to

Rule 15c3-1 of the Securities Exchange Act of 1934

December 31 2008

in thousands

Members equity

Members equity qualified for net capital 240499

Liabilities subordinated to claims of general creditors allowable

in computation of net capital

240499

Nonallowable assets and miscellaneous capital charges

Nonallowable assets 211287

Net capital before capital charges on firm securities 29212

Less haircuts on firm securities positions 1649

Net capital 27563

Amounts included in total liabilities which represent

aggregate indebtedness

Accounts payable and accrued liabilities 48374

Minimum net capital required the greater of $5000 or 6-2/3%

of aggregate indebtedness 3225

Net capital in excess of minimum requirements 24338

Ratio of aggregate indebtedness to net capital 1.76

Note There are no material differences between the amounts presented above and the

amounts reported on the Companys unaudited FOCUS report as of December 31 2008

See lndependent Auditors Report

12



HARRIS WILLIAMS LLC

Exemption Provision of Reserve Requirement

Under Rule 5c3-3 of the Securities Exchange Act of 1934

December 31 2008

The Company is exempt under Rule 15c3-3k2i from preparing the Computation for

Determination of Reserve Requirements Pursuant to Rule 15c3-3

13



L_KEITER STEPHENS
HURST GARY SHREAVES
CERTIFIED PUBLIC ACCOUNTANTS CONSULTANTS

INDEPENDENT AUDITORS REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17A-5g1 FOR

BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15C3-3

Manager and Officers

Harris Williams LLC

Richmond Virginia

In planning and performing our audit of the financial statements and supplemental
schedules of Harris Williams LLC the Company for the year ended December 31 2008 in

accordance with auditing standards generally accepted in the United States we considered the

Companys internal control over financial reporting as 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 Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal

control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission

SEC we have made 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

7a-5g in making the periodic computations of aggregate indebtedness or aggregate debits
and net capital under Rule 17a-3a11 and for determining compliance with the exemptive

provisions of Rule 15c3-3 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

Making quarterly securities examinations counts verifications and comparisons
and recordation of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section

of Federal Reserve Regulation 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 SECs 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 managements authorization and recorded properly to permit the preparation of

financial statements in conformity with generally accepted accounting principles Rule 17a-5g
lists additional objectives of the practices and procedures listed in the preceding paragraph

Innsbrook Corporate Center P.O Box 32066

4401 Dominion Boulevard Richmond Virginia 23294-2066

Suite 300 804 747-0000 FAX 804 747-3632

Glen Allen Virginia 23060 Internet wwwkshgs.com



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 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

control deficiency exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect misstatements on timely basis significant deficiency is control

deficiency or combination of control deficiencies that adversely affects the entitys ability to

initiate authorize record process or report financial data reliably in accordance with generally

accepted accounting principles such that there is more than remote likelihood that

misstatement of the entitys financial statements that is more than inconsequential will not be

prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies

that results in more than remote likelihood that material misstatement of the financial

statements will not be prevented or detected by the entitys 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 Exchange Act of 1934 and related regulations and

that practices and procedures that do not accomplish such objectives in all material respects

indicate material inadequacy for such purposes Based on this understanding and on our

study we believe that the Companys practices and procedures as described in the second

paragraph of this report were adequate at December 31 2008 to meet the SECs objectives

This report is intended solely for the information and use of the Manager management

the SEC FINRA and other regulatory agencies that rely on Rule 17a-5g 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

k4te 1ef4
February 20 2009
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