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OATH OR AFFIRMATION

I, Yancey Williams Mackey » swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Nexity Financial Services, Inc. : _ , as

of December 31 ,20__08 _, 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:

D Do TN
0 Signature 0

President
Title

ﬁmw Wt

Notary Public £2/ Wavck 19, 2013

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

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

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

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

(g) Computation of Net Capital.

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

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

() 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.

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

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

(0) Independent Auditor's Report on. Internal Control.

*For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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CERTIFIED PUBLIC ACCOUNTANTS, LLC

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Nexity Financial Services, Inc,
Charlotte, North Carolina

We have audited the accompanying statements of financial condition of Nexity Financial Services, Inc. as of
December 31, 2008 and 2007, and the related statements of operations, changes in stockholder’s equity, and cash flows for the
years 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. Our responsibility is to express an opinion on these financial
statements 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 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 audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
Nexity Financial Services, Inc. as of December 31, 2008 and 2007, and the results of its operations and its cash flows for the
years then ended in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 3 to the financial statements, the Company’s parent company will inject $250,000 of capital into
the Company to maintain compliance with minimumnet capital requirements.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
The information contained in Schedules I, II and III is presented for purposes of additional analysis and is not a required part of
the basic financial statements, but is supplementary information required by rule 17a-5 under the Securities Exchange Act of
1934. Such information has been subjected to the auditing procedures applied in the audit of the basic financial statements and,
in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

Mwm %wnéq e

Birmingham, Alabama
February 27, 2009

2000 SOUTHBRIDGE PARKWAY, SUITE 501 ¢ BIRMINGHAM, AL 35209 ¢ 205-445-2880 * 888-277-0020 » FAX 205-445-2940 * www.mjcpa.com
MEMBERS OF THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS



NEXITY FINANCIAL SERVICES, INC.

STATEMENTS OF FINANCIAL CONDITION
DECEMBER 31, 2008 AND 2007

Assets 2008 2007
Cash and cash equivalents $ 191,410 $ 344,447
Deposits with clearing organizations 52,354 51,429
Fumiture and equipment, at cost,
less accumulated depreciation of $12,013 and $5,881, respectively 16,240 21,219
Income taxes receivable 205,692 205,654
Other assets 35,352 19,008
Total assets $ 501,048 $ 641757
Liabilities and Stockholder's Equity
Liabilities:
Accounts payable to clearing organizations S 7,331 $ 7,536
Accrued expenses and other liabilities 30,632 21,709
Total liabilities 37,963 29,245
Stockholders' equity:
Common stock, $1 par value, authorized and issued 1,000 shares 1,000 1,000
Additional paid-in capital 1,365,785 1,106,825
Accumulated deficit (903,700) (495,313)
Total stockholder's equity 463,085 612,512
Total liabilities and stockholder's equity 3 501,048 $ 641,757

See Notes to Financial Statements.
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NEXITY FINANCIAL SERVICES, INC.

STATEMENTS OF OPERATIONS

YEARS ENDED DECEMBER 31, 2008 AND 2007

Revenues:
Commissions
Interest income
Other income

Total revenue

Expenses:
Employee compensation and benefits
Occupancy and equipment expenses
Other expenses
Total expenses
Loss before income tax benefits

Income tax benefits

Net loss

See Notes to Financial Statements.

2008 2007

$ 94,604 $ 1,992
4,738 4,398

2,023 -

101,365 6,390

549,400 475,895

28,007 27,253

138,037 114,121

715,444 617,269
(614,079) (610,879)
(205,692) (205,654)
$ (408,387) $ (405,225)

¥
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NEXITY FINANCIAL SERVICES, INC.

STATEMENTS OF CHANGES IN STOCKHOLDER'S EQUITY
YEARS ENDED DECEMBER 31, 2008 AND 2007

Additional Total
Common Stock Paid-in Accumulated Stockholder's
Shares Par Value Capital Deficit Equity
Balance, January 1, 2007 1,000 $ 1,000 $ 99,000 $ (90,088) § 9,912
Net loss - - - (405,225) (405,225)
Stock-based compensation - - 7,825 - 7.825
Capital injection from Parent - - 1,000,000 - 1,000,000
Balance, December 31, 2007 1,000 $ 1,000 $ 1,106,825 $ (495313) § 612,512
Net loss - - - (408,387) (408,387)
Stock-based compensation - - 8,960 - 8,960
Capital injection from Parent - - 250,000 - 250,000
Balance, December 31, 2008 1,000 $ 1,000 $ 1,365,785 $ (903,700) $ 463,085

See Notes to Financial Statements.
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NEXITY FINANCIAL SERVICES, INC.

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2008 AND 2007

OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash
used in operating activities:
Depreciation
Stock-based compensation

Increase in deposits with clearing organizations
Increase (decrease) in accounts payable with clearing organizations

Increase in income taxes receivable
Other, net

Net cash used in operating activities

INVESTING ACTIVITIES
Purchase of furniture and equipment

Net cash used in investing activities

FINANCING ACTIVITIES
Capital injection from Parent

Net cash provided by financing activities
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
SUPPLEMENTAL DISCLOSURE

Cash received for:
Income tax payments from Parent

See Notes to Financial Statements.

2008 2007
(408,387) (405,225)
6,131 3,963
8,960 7,825
(925) (51,429)
(205) 7,536
(38) (205,336)
(7,421) 2,446
(401,885) (640,220)
(1,152) (25,007)
(1,152) (25,007)
250,000 1,000,000
250,000 1,000,000
(153,037) 334,773
344,447 9,674
191,410 344,447
205,654 318
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NEXITY FINANCIAL SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND NATURE OF BUSINESS

Nexity Financial Services, Inc. (the “Company”) is a wholly-owned subsidiary of Nexity Financial
Corporation (the “Parent”) and an affiliate of Nexity Bank (the “affiliate™).

The Company, a registered broker-dealer in securities under the Securities Exchange Act of 1934, establishes
Networking Agreements with financial institutions for the purpose of providing investment services to the
customers of the financial institution. The Company clears transactions through a clearing firm on a fully-
disclosed basis, carries no margin accounts, and does not hold funds or securities for or owe money or
securities fo customers.

The Company operates under the provisions of Paragraph (k)}(2)(ii) of rule 15¢3-3 of the Securities Exchange
Act of 1934 and, accordingly, is exempt from the remaining provisions of that rule. Essentially, the
requirements of Paragraph (k)(2)(ii) provide that the Company clear all transactions on behalf of customers on
a fully disclosed basis with a clearing broker-dealer, and promptly transmit all customer funds and securities to
the clearing broker-dealer. The clearing broker-dealer carries all of the accounts of the customers and
maintains and preserves all related books and records as are customarily kept by aclearing broker-dealer.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting Estimates

In preparing the financial statements in accordance with accounting principles generally accepted in the
United States of America, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the
balance sheet date and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Cash and cash equivalents
Cash on deposit and short-term certificates of deposit are considered cash and cash equivalents.
Revenue Recognition
The Company’s primary sources of revenues are gaerated by commissioned sales representatives located
at financial institutions (the affiliate’s offices as well as third party banks and thrifts) Commissions earned
on the sale of securities and insurance products are split with the sales representatives and participating

financial institutions. Commissions and related brokerage commission expense are recorded on a trade date
basis.

Depreciation

Depreciation is provided on a straight-line basis using estimated useful lives of three to seven years.
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NOTES TO FINANCIAL STATEMENTS

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes

The Company is included in the consolidated federal income tax return filed by the Parent. 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 or deferred taxes
payable or refundable is recognized as of the date of the financial statements, utilizing currently enacted tax
laws and rates.

Stock-Based Compensation

The Company accounts for its equity awards in accordance with Statement of Financial Accounting
Standards No. 123(R), Share-Based Payment (“Statement 123(R)”). Statement 123(R) requires companies
to recognize compensation expense related to stock-based equity awards in their statements of operations.
The Company participates in the Parent’s stock option plan. See Note 9 below for more information.

Recent Accounting Pronouncements

There are no recent accounting pronouncements applicable to the Company that will have a material effect
on the financial condition or results of operations that have not yet been adopted.

NOTE 3. SUBSEQUENT EVENT

As noted in Note 8. below, the Company is required to maintain the capital necessary to be in compliance with
the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule 15¢3-1) which requires the
maintenance of minimum net capital of $50,000 and requires that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1. The Company's ability to operate as a registered broker-
dealer is contingent upon its ability to comply with the minimum net capital and aggregate indebtedness to net
capital requirements. As of December 31, 2008, the Company was in full compliance with the minimum net
capital requirements.

On February 26, 2009, the Parent agreed to inject an additional $250,000 of capital into the Company by
March 31, 2009 in order to maintain minimum net capital requirements during the course of 2009. The
Company is dependent upon the Parent to provide the necessary capital to maintain the above noted capital
requirements.

NOTE 4. RELATED PARTY TRANSACTIONS AND INCOME TAXES

The Company maintains operating cash accounts at the affiliate. At December 31, 2008 and 2007, the
Company had $84,639 and $241,489, respectively, in these accounts. In addition, the Company’s payroll and
benefits are processed bi-weekly through the Parent’s payroll service provider. The Company remits payment
directly to the payroll service provider for its payroll.

At December 31, 2008 and 2007, there was a net tax receivable from the Parent of $205,692 and $205,654,
respectively, included in other assets on the statements of financial condition. The current portion of the
income tax expense included in the statements of operations as determined in accordance with FASB
Statement No. 109, Accounting for Income Taxes is $205,692 and $205,654 at December 2008 and 2007,
respectively.
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NOTES TO FINANCIAL STATEMENTS

NOTES. DEPOSITS WITH CLEARING ORGANIZATIONS

The Company has a clearing agreement with Raymond James & Associates, Inc. (Raymond James). Under
this agreement, Raymond James provides the Company with certain back-office support and clearing services
on all principal exchanges. To support these arrangements, the Company is required to maintain a money
market deposit account of at least $50,000 with Raymond James. The account had a balance of $52,354 and
$51,429 at December 31, 2008 and 2007, respectively.

NOTE 6. BENEFIT PLAN

The Company participates in the Parent’s 401(k) retirement plan (the “Plan”) that covers substantially all
employees. The Plan allows for employer matching contributions and discretionary profit sharing
contributions. The Board of Directors approved a discretionary employer matching contribution and a profit
sharing contribution to the Plan in 2008 and 2007. Total expenses of the Plan, including amounts contributed,
which are included in employee benefits expense for the years ended December 31, 2008 and 2007 were
$17,319 and $14,209, respectively.

NOTE 7. COMMITMENTS AND CONTINGENT LIABILITIES

Leases

The Company leases its office space under an operating lease agreement. The initial lease term is 3 years

. and requires fixed monthly lease payments. The Company is also responsible for utilities, taxes, normal
maintenance and its share of operating costs of common areas in which the premises is located. Total rent
expense incurred for the years ended December 31, 2008 and 2007 totaled $20,570 and $16,711,
respectively. :

Future minimum lease payments, excluding any renewal options, described above are summarized as

follows:
2009 $ 21,172
2010 3,546
$ 24,718
Other

In the normal course of business, the Company may become involved in various claims, legal actions and
regulatory matters, The Company currently has in effect a securities broker/dealer’s professional lability
insurance policy. Management is of the opinion that resolution of any matters would not have a material
adverse effect on the Company’s financial condition or continuing operations.

NOTE 8. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule
15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1. The rule also provides that equity capital
may not be withdrawn or cash dividends paid if the resulting aggregate indebtedness to net capital ratio would
exceed 10 to 1. At December 31, 2008, the Company had net capital of $176,291 which was $126,291 in
excess of its required net capital of $50,000. At December 31, 2007, the Company had net capital of
$177,826 which was $127,826 in excess of its required net capital of $50,000. The Company’s aggregate
indebtedness to net capital percentage was 21.53% at December 31, 2008 compared to 16.45% at December
31, 2007.
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NOTES TO FINANCIAL STATEMENTS

NOTE 9. OFF-BALANCE-SHEET RISK AND CONCENTRATIONS OF CREDIT RISK

Securities transactions are introduced to and cleared through a clearing broker. Under the terms of its clearing
agreement, the Company is required to guarantee the performance in meeting contracted obligations. In
conjunction with the clearing broker, the Company seeks to control the risks of activities and is required to
maintain collateral in compliance with various regulatory and internal guidelines. Compliance with the
vatious guidelines is monitored daily and, pursuant to such guidelines, the Company may be required to
deposit additional collateral or reduce positions when necessary.

The Company is engaged in various trading and brokerage activities whose counterparties primarily include
broker-dealers, banks, and other financial institutions. In the event counterparties do not fulfill their
obligations, the Company may be exposed to risk. The risk of default depends on the creditworthiness of the
counterparty or issuer of the instrument. It is the Company’s policy to review, as necessary, the credit standing
of each counterparty with which it conducts business.

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of
cash. The total cash balances of the Company are insured by the Federal Deposit Insurance Corporation
(FDIC) up to $250,000 per depositor, per bank as of December 31, 2008 and $100,000 per depositor, per bank
as of December 31, 2007. The Company had no cash at December 31, 2008 that exceeded the balance insured
by the FDIC; however the Company had cash at December 31, 2007 that exceeded the balance insured by the
FDIC. The Company monitors such credit risk and has not experierced any losses related to such risks.

The agreement between the Company and its clearing broker provides that the Company is obligated to
assume any exposure related to nonperformance by its customers. The Company seeks to minimize the risk of
loss through procedures designed to monitor the creditworthiness of its customers and that transactions are
executed properly by the clearing broker.

NOTE 10. STOCK-BASED COMPENSATION

The Company participates in the Parent’s stock option plan which was established in 1999. The plan grants
directors, key employees and others options to purchase shares of common stock of the Parent. Options may
be granted as incentive stock options or nonqualified stock options depending on the eligibility of the
recipient. Option prices and terms are determined by a committee appointed by the Board of Directors.

Other pertinent information related to the options for the years ended December 31, 2008 and 2007 is as follows:

Year ended December 31, 2008 Year ended December 31, 2007
Weighted- Weighted-
Weighted- Average Weighted- Average
Average Remaining Average Remaining
Exercise Contract Exercise Contract
Number Price Life Number Price Life
Options outstanding, beginning of period 8,500 $11.58 0 $0.00
Granted 0 0.00 8,500 11.58
Exercised 0 0.00 0 0.00
Terminated 0 0.00 0 0.00
Options outstanding, end of period 8,500 $11.58 8.16 years 8,500 $11.58 9.25 years
Exercisable, end of period 2,835 8.16 years 0 $0.00 N/A
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NOTES TO FINANCIAL STATEMENTS

NOTE 10.  STOCK-BASED COMPENSATION (Continued)

Grant-date fair value is measured on the date of grant using an option-pricing model with market assumptions.
The grant-date fair value is amortized into expense on a straight-line basis over the vesting period. The
Company uses the Black-Scholes-Merton option-pricing model to determine grant date fair value. Our option
pricing models require the use of highly subjective assumptions, including but not limited to, expected stock
price volatility, term, dividend rates, forfeiture rates, and risk-free interest rates, which if changed can
materially affect fair value estimates. Accordingly the model does not necessarily provide a reliable single
measure of the fair value of our stock options.

The following is a summary of our weighted average assumptions used to estimate the weighted-average per
share fair value of options granted on the date of grant during the year ended December 31, 2007 using the
Black-Scholes-Merton option pricing model:

Dividend yield 0.0%
Weighted-average volatility 13.74% - 20.90%
Expected term in years 5.0 years
Annual rate of forfeiture 0.0-5.0%
Risk-free interest rate 4.60% - 4.84%

There were no stock options granted during the year ended December 31, 2008. The weightedaverage grant-
date fair value of stock options granted during the year ended December 31, 2007 was $3.18. As of December
31, 2008, there was $10,096 of total unrecognized compensation cost related to the nonvested share based
compensation arrangements granted under the option plan, compared to $19,056 at December 31, 2007. The
remaining cost at December 31, 2008 is expected to be recognized over a weighted-average period of

1.1 years.

NOTE 11.  FAIR VALUE DISCLOSURES

On January 1, 2008, the Company adopted Statement of Financial Accounting Standards No. 157, Fair Value
Measurements (“SFAS No. 157”). SFAS No. 157 defines fair value, establishes a framework for measuring
fair value, and expands disclosures about fair value measurements. SFAS No. 157 applies to reported
balances that are required or permitted to be measured at fair value under existing accounting
pronouncements; accordingly, the standard does not require any new fair value measurements of reported
balances. On February 12, 2008, the FASB issued Staff Position 157-2 which deferred the effective date of
Statement 157 for certain nonfinancial assets and liabilities to fiscal years beginning after November 15, 2008,
All other provisions of Statement 157 are effective for fiscal years beginning after November 15, 2007 and
interim periods within those fiscal years. As of December 31, 2008, the Company had no assets or liabilities
carried at fair value or subject to fair value disclosures.

NOTE 12.  INDEMNIFICATIONS

In the normal course of business, the Company enters into contracts that contain a variety of representations
and warranties that provide indemnifications under certain circumstances. The Company’s maximum
exposure under these arrangements is unknown, as this would involve future claims that may be made against
the Company that have not yet occurred. The Company expects the risk of loss to be remote.
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Schedule 1
NEXITY FINANCIAL SERVICES, INC.

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

DECEMBER 31, 2008
Computation of Net Capital:
Total stockholder's equity from statement of financial condition $ 463,085
Deduct stockholder's equity not allowable for net capital -
Total stockholder's equity qualified for net capital 463,085
Deductions and/or charges:
Nonallowable assets:
Excess cash on deposit with affiliate $ 27,921
Furniture and equipment, net 16,240
Income tax receivable from Parent 205,692
Other 35,352 285,205
Net capital before haircuts on securities positions 177,880
Haircuts on securities:
Securities owned 542
Money market funds 1,047 1,589
Net Capital 176,291
Minimum dollar net capital requirement 50,000
Excess net capital $ 126,291

Aggregate Indebtedness:
Items included in statement of financial condition:
Accounts payable to clearing organizations 3 7,331
Accrued expenses and other liabilities 30,632
Items not included in statement of financial condition:
Unrecorded items -

Total aggregate indebtedness $ 37,963
Percentage of aggregate indebtedness to net capital 21.53%

Reconciliation with Company's Net Capital Computation
(Included in Part ITA of Form X-17A-5 "FOCUS" Report as of December 31, 2008)

Net capital, as reported in Company's Part ITA (unaudited) FOCUS report $ 189,461
Audit adjustment to record additional employee compensation and benefits (13,170)
Net Capital, as computed above 3 176,291
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Schedule 11
NEXITY FINANCIAL SERVICES, INC.
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENT

UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2008

None, the Company is exempt from rule 15¢3-3 pursuant to the provisions of subparagraph (k)(2)(ii) thereof.
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Schedule 111
NEXITY FINANCIAL SERVICES, INC.

INFORMATION RELATED TO POSSESSION OR CONTROL REQUIREMENTS
UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2008

None, the Company is exempt from rule 15¢3-3 pursuvant to the provisions of subparagraph (k)(2)(ii) thereof.
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CERTIFIED PUBLIC ACCOUNTANTS, LLC

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Board of Directors
Nexity Financial Services, Inc.
Charlotte, North Carolina

In planning and performing our audit of the financial statements of Nexity Financial Services, Inc. (the
“Company”), as of and for the year ended December 31, 2008 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 internal
control. Accordingly, we donot 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 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 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 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.
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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
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
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 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 December 31, 2008, 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/(MM\J\ £ D, et

Birmingham, Alabama
February 27, 2009
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