


























2. Summary of Significant Accounting Policies (continued)

Securities Owned and Securities Sold, Not Yet Purchased

Marketable securities, consisting of corporate bonds, state, municipal and United States and agencies
obligations are valued at market. Securities not readily marketable are stated at their estimated fair
value. Rules and regulations of the SEC require broker-dealer securities owned and securities sold,
not yet purchased to be valued at market. Unrealized gains and losses have been included in income.

Repurchase Agreements

Securities purchased under agreements to resell and securities sold under agreements to repurchase
are collateralized financing transactions and are carried at their contract amounts plus accrued
interest.

Furniture and Equipment

Furniture and equipment are stated at cost, net of accumulated depreciation. Depreciation is
computed by the straight-line method over the estimated useful lives of the assets, which range from
three to ten years. Accumulated depreciation at December 31, 2007, 2006 and 2005 was $1,684,224,
$1,354,643 and $1,187,469, respectively.

The Company accounts for the carrying value of its long-lived assets, including furniture and
equipment, in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-
Lived Assets, which requires evaluation of impairment, and if present, a write down of the asset to
fair value.

Use of Estimates

The preparation of financial statements 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 financial
statements and reported amounts of revenue and expenses during the reporting period. Actual results
could differ from those estimates.

Allowance for Doubtful Accounts

The allowance for doubtful accounts was $91,114, $94,600 and $90,000 at December 31, 2007,
2006 and 2005, respectively.

Income Taxes

The Company files a separate return as a member of a controlled group, and accounts for income
taxes under the liability method whereby deferred tax assets and liabilities are determined based on
differences between amounts reported for financial reporting purposes and income tax purposes and
based on enacted tax rates and laws that will be in effect when the differences are expected to
reverse. Income tax benefit (expense) is the current tax receivable (payable) for the year plus or
minus the net change in the deferred tax assets and liabilities.



2. Summary of Significant Accounting Policies (continued)

Profits or Losses from Underwriting

Profits or losses from underwriting includes gains, losses, and fees, net of syndicate expenses,
arising from securities offerings in which the Company acts as an underwriter or agent. Sales
concessions are recorded on settlement date and underwriting fees at the time the underwriting is
completed and the income or loss is reasonably determinable.

New Accounting Standards

Financial Accounting Standards Board (“*FASB”) Interpretation No. 48, Accounting for Uncertainty
in Income Taxes, an Interpretation of FASB Statement 109 (“FIN 48”) was originally issued with an
effective date for fiscal years beginning after December 15, 2006. This statement clarifies the
criteria that an individual tax position must satisfy for some or all of the benefits of that position to be
recognized in a company’s financial statements. FIN 48 prescribes a recognition threshold of more-
likely-than-not, and a measurement attribute for all tax positions taken or expected to be taken on a
tax return, in order to be recognized in the financial statements. However, FASB Staff Position FIN
No. 48-2 was issued on February 1, 2008 and deferred the effective date until fiscal years beginning
after December 15, 2007. The adoption of the provisions of FIN 48 would not have a material
impact on the Company’s financial position or results of operations.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157
establishes a framework for measuring fair value in accordance with U.S. generally accepted
accounting principles, clarifies the definition of fair value within that framework and expands
disclosures about fair value measurements. SFAS No. 157 applies whenever other standards require
(or permit) assets or liabilities to be measured at fair value, except for the measurement of share-
based payments. The statement does not expand the use of fair value in any new circumstances,
SFAS No. 157 is effective for fiscal years beginning after November 15, 2007, and requires a
limited form of retrospective transition, whereby the cumulative impact of the change in principle is
recognized in the opening balance in retained earnings in the fiscal year of adoption. However,
FASB Staff Position No. FAS 157-2 was issued on February 12, 2008, and deferred the effective
date until fiscal years beginning after November 15, 2008. The Company is currently evaluating the
impact that the adoption of SFAS No. 157 will have on its financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Fipnancial Liabilities. SFAS No. 159 permits entities to choose to measure many financial
instruments and certain other items at fair value. SFAS No. 159 will be effective for fiscal years
beginning after November 15, 2007. The Company is currently evaluating the impact that the
adoption of SFAS No. 159 will have on its consolidated financial statements.

Advertising
The costs of general advertising, promotion, and marketing programs are charged to operations in

the year incurred, and approximated $140,000, $125,000, and $117,000 for the years ended
December 31, 2007, 2006 and 2005, respectively.
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3. Cash and Securities Segregated Under Federal Regulations

In accordance with provisions of Rule 15¢3-3 of the SEC, at December 31, 2007, 2006 and 2005,
cash of $200,970, $125,403 and $124,951, respectively, has been segregated in special accounts.
The amount required to be on deposit at December 31, 2007, 2006 and 2005, was $12,440, $7.368,
and $7,368, respectively.

4. Receivable From and Payable to Brokers or Dealers and Clearing Organizations

Amounts receivable from and payable to brokers or dealers and clearing organizations are as follows:

2007 2006 2005
Receivables:
Unsecured deposits and other
with brokers $ 162,916 $ 465232 $ -
Unsecured deposit with
clearing organization 100,000 100,000 100,930
Due from other brothers 423,274 - -
$  686.190 $ 565232 $ 100,930
Due from clearing organization $ 9.628.637 $ - $ -
Payable:
Clearing organization and bank $12.445.236 $69.454,287 $ 16,967,400
Broker $ 448,075 $ 106.829 $ 298.692

At December 31, 2007, 2006 and 2005, the payable to clearing organization and bank consists of
funds advanced for the purchase of securities. The demand loan is collateralized, under margin rules
prescribed by the New York Stock Exchange, by securities owned of approximately $11,800,000 and
bears interest at a rate that varies with the Federal funds rate.

5. Commissions, Claims and Other Receivables

At December 31, 2007, 2006, and 2005, included in commissions, claims and other receivables, is a
note receivable for an advance made to an employee of $1,092,006, $1,137,467 and $1,205,670,
respectively. The employee is required to make monthly payments on the outstanding balance based
on a percentage of the employee’s monthly earnings as defined in the note agreement.
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6. Securities Owned and Sold, Not Yet Purchased

Securities owned, at market values are summarized as follows:

2007 2006 2005
Obligations of U.S. Government $ 36,082,770 $ 61,963,770 $ 35,943,760
State and municipal obligations 14,014,621 17,274,398 42,085,152
Certificates of deposit 89,237 385,409 2,656,232
Corporate obligations 452,741 36,217,187 21,545,977
Futures - 52,000 -
Other securities 2,162,348 4,384,507 5,294,511

$ 52,801,717 $120.277.271 $107,525,632

Securities sold, not yet purchased, at market values are summarized as follows:

2007 2006 2005
Obligations of U.S. Government $ 29,370,340 $ 31,325,819 $ 51,452,429
State and municipal obligation 50,000 - -
Certificate of deposit 5,836 5,840 14,475
Corporate obligations 15,030 - 6,069,308
Other securities 30,508 9,975 4,887

$ 29.471.714 $ 31,341,634 $ 57,541,099

7. Derivatives Financial Instruments and Hedging Activities

The Company utilizes interest swap agreements to further manage its interest rate risks whereby the
Company agrees to pay a fixed rate of interest times a notional principal amount and to receive in
return an amount equal to a specified variable rate times a notional principal amount. No other cash
payments are made unless the contract is terminated prior to maturity, in which case the amount paid
or received in settlement is established by an agreement at the time of termination, and usually
represents the net present value, at current rates of interest, of the remaining obligations to exchange
payments under the terms of the contract.

At December 31, 2007, the Company had two interest rate contracts open whereby the Company
pays a fixed rate of 5.565% and 5.39% and receives a variable rate of interest (based on 90-day
LIBOR) on a nominal amount of $4,000,000 and $3,000,000, respectively. The agreements are
scheduled to terminate on July 13, 2012 and August 2, 2014, respectively. At December 31, 2007,
the fair value of the contracts was ($437,576), which is recorded as a component of payable to
broker or dealer.

At December 31, 2006, the Company had one interest rate contract open whereby the Company paid

a fixed rate of 5.01% and receives a variable rate of interest (based on 90-day LIBOR) on a nominal
amount of $13,000,000. The contract is scheduled to terminate on December 1, 2016. At

12



7. Derivatives Financial Instruments and Hedging Activities (continued)

December 31, 2006, the fair value of the contract was $176,069, which is recorded as a component
of receivable from brokers or dealers and clearing organization.

At December 31, 2005, the Company had one interest rate contract open whereby the company paid
a fixed rate of 4.3% and receives a variable rate of interest (based on 90-day LIBOR) on a nominal
amount of $5,700,000. The contract is scheduled to terminate on December 1, 2016. At December
31, 2006, the fair value of the contract was $(15,780), which is recorded as a component of payable
to brokers or dealer.

Amounts recognized as income on these contracts were approximately $1,035,000, $490,000 and
$28,000 for the years ending December 31, 2007, 2006 and 2005, respectively.

8. Common Stock

The Company has both class A nonvoting and class B voting stock. Class A stock has preferences to
dividends and liquidation. Class B stock is restricted in transfer and redemption price.

9. Income Taxes

The benefit (expense) for income taxes consists of the following:

2007 2006 2005
Current:
Federal $ 288,350 $ (324,339) $ 223,600
State 12,920 (70,100) 43,937
301,270 (394,438) 267,537
Deferred:
Federal 626,274 208,260 (147,500)
State 28,070 25,740 (24,600)
654,344 234,000 (172,100)

$ 955614 $ (160438 3 95.437

The 2007, 2006 and 2005 benefit (expense) for income taxes differs from taxes computed at the
Statutory rates primarily due to non-deductible meals and entertainment and tax exempt income and
expense related to municipal securities.

Deferred tax assets and liabilities consist of the following components:

2007 2006 2005
Deferred tax assets:
Accrued expenses and allowances $ 840,644 $ 306,600 $ 217,100
Deferred tax liabilities:
Property and equipment $ 157,200 $§ 277,500 $ 422,000
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10. 401(k) Retirement Savings Plan

The Company provides a qualified deferred compensation plan (401(k) plan) which is available to all
employees with six or more months of service. The Company matches employee contributions to the
plan to a maximum of $500 for each employee. The retirement expense for the years ended
December 31, 2007, 2006 and 2005 was $28,243, $29,976 and $30,032, respectively.

11. Commitments and Contingencies

Leases

The Company leases office space under various operating leases through December 2012, with
renewal options thereafter. Rent expense for the years ended December 31, 2007, 2006 and 2005
was $463,060, $434,096 and $425,512, respectively.

Future minimum lease payments due under non-cancelable agreements are as follows:

For the Year Ending
December 31, Amount

2008 $ 355,999
2009 363,050
2010 370,273
2011 377,668
2012 385,235

3 1,852,225

Legal Matters

The Company is involved in various legal matters arising in the ordinary course of its business. A
loss reserve has been established based on management’s estimate of probable losses related to these
legal matters. In the opinion of management, additional loss reserves, if any, related to these claims
and suits in the aggregate will not have a material adverse affect on the Company’s financial
statements.

12. Clearing Agreement

The Company provides clearing and other services for other registered broker-dealers. While the
terms of such agreements are tailored to the individual needs of the parties, the Company provides
facilities, contacts, registration, and other functions needed to clear transactions initiated by the
broker-dealers. The type, size, and amount of transactions (including unsold) are contractually
limited by mutual agreement. Such transactions are processed through the Company’s clearing
accounts at Pershing, and Pershing treats such transactions as if they were Company transactions.

The Company carries transactions in its inventory and bears the regulatory Net Capital charges

associated therewith. The gross profit generated by such transactions and related interest bought or
sold is carried as a liability to the broker-dealer until the Company remits such funds, less expenses
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12. Clearing Agreement (continued)

and fees charged by the Company for its services. Such expenses include interest charged to carry
unsold securities. The broker-dealer is responsible for the supervision and compensation of
employees entering transactions.

Net fees charged broker-dealers by the Company are included in fees for account supervision on the
statements of operations. At December 31, 2007, 2006 and 2005, respectively, $2,260,423,
$5,085,712 and $4,395,444 of securities owned and $256,230, $265,458 and $26,100 of securities
sold, not yet purchased are the result of broker-dealer clearing services.

13. Financial Instruments with Off-Balance Sheet Risks and Concentration of Credit Risk

In the normal course of business, the Company may be exposed to risks in the execution of securities
transactions. These transactions involve elements of risk as to credit extended, market fluctuations,
and interest rate changes.

The Company’s securities transactions clear primarily on a delivery versus payment basis. In
transactions with repurchase agreements, margin may be required if market conditions are such as to
indicate excessive elements of risk in these transactions. The execution of substantially all purchases
and sales of securities require the performance of another party to fulfill the transactions. In the
event that the counterparty to the transaction fails to satisfy its obligation, the Company may be
required to purchase or sell the security at the prevailing market price, which may have an adverse
effect.

The nature of the securities industry is such that large cash balances are maintained in various
financial institutions. These balances may exceed the limits of coverage guaranteed by the Federal
Deposit Insurance Corporation.

The Company, as a securities broker-dealer, is engaged in various securities trading activities with a
variety of customers including individuals, financial institutions, credit unions, insurance companies,
pension plans, and other broker-dealers. The Company’s exposure to credit risk associated with the
non-performance of these counterparties could be impacted by changing market conditions which
could impair the counterparty’s ability to satisfy their obligations to the Company.

In addition, at December 31, 2007, 2006 and 2005, the Company has sold securities that it does not
currently own and will therefore be obligated to purchase such securities at a future date. The
Company has recorded these obligations in the financial statements at December 31, 2007, 2006 and
2005, at market values of the related securities and incurs a loss if the market value of the securities
increases subsequent to year end.

14. Net Capital Requirement
The Company is subject to the SEC Uniform Net Capital Rule (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.
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14. Net Capital Requirement (continued)

The calculation of excess net capital and the ratio of aggregate indebtedness to net capital follows:

2007 2006 2005
Total stockholder’s equity $ 20,624,541 $ 22,215,553 $ 21,695,453
Other additions and/or credits 384,126 162,300 -
Less charges to capital
Other non-allowable assets
and deductions 5,934,697 4,264,726 5,818,915
Haircuts on securities 3,754,633 9,742,499 10,095,393
Net capital 10,551,085 8,370,628 5,781,145
Required net capital 250,000 250,000 250,000
Excess net capital $ 10.301.085 $ 8.120.628 $ 5.531,145

Ratio of aggregate indebtedness
to net capital 28101 2810 1 44 to 1

Withdrawals of excess net capital, including advances to affiliates, are subject to regulatory approval
if the withdrawals exceed 30% of excess net capital over a 30 day period or reduce excess net capital
below 25% of deductions from net worth.

15. Related Parties

At December 31, 2007, 2006 and 2005, the Company had a receivable from a stockholder for
$1,575,139, $1,501,861 and $1,465,182, respectively. This receivable bears interest at rates
prescribed by the Internal Revemue Service. Interest income from this receivable totaled
approximately $73,000, $37,000, and $38,000 for the years ended December 31, 2007, 2006 and
2005, respectively.

16. Annual Report on Form X-17A-5

The annual report to the SEC on Form X-17A-5 is available for examination and copying at the
Company’s office and at the regional office of the SEC.
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CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

SUITE 250 ¢ 6000 POPLAR AVENUE ¢ MEMPIIS, TN 38119-3971
TEL 901-761-3000 & FAX 901-761-9667 « WWW. RHEAIVY.COM

To the Board of Directors
Duncan-Williams, Inc.
Memphis, Tennessee

Independent Auditor’s Report on the
Internal Control Required by SEC Rule 17a-5(g)(1)

In planning and performing our audit of the financial statements of Duncan-Williams, Inc. (the
“Company”) as of and for the year ended December 31, 2007, in accordance with U.S. generally
accepted auditing standards, we considered its internal control, including control activities for
safeguardmg securities, in order to determine 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 do not express an opinion of 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 tests of
compliance with such practices and procedures that we considered relevant to the objectives stated in
Rule 17a-5(g), as follows:

(1) Making the periodic computations of aggregate indebtedness (or aggregate debits) and net
capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e)

(2) Making the quarterly securities examinations, counts, verifications and comparisons, and
the recordation of differences required by Rule 17a-13

(3) 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

(4) Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3

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
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are executed in conformity with management’s authorization and recorded properly to permit
preparation of financial statements in conformity with U.S. 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 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.

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 Company’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with U.S. generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the Company’s
financial statements that is more than inconsequential will not be prevented or detected by the
Company’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 Company’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 objective 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 were adequate at December 31, 2007, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management and
Securities and Exchange Commission, the National Association of Securities Dealers, Inc., 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 and should not be used by

anyone other than these specified parties.
ﬂm ¢t Lo \7 lf- L.C.

January 31, 2008
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