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STERNE AGEE CLEARING INC

Whoiiy Owned Subsidiary of Sterne Agee Group Inc

Statements of Financial Condition

September 30 2009 and 2008
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Independent Auditors Report

The Board of Directors

Sterne Agee Clearing Inc

We have audited the accompanying statements of financial condition of Sterne Agee Clearing Inc

wholly owned subsidiary of Steme Agee Group Inc the Company as of September 30 2009 and

2008 that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 These

statements of financial condition are the responsibility of the Companys management Our responsibility

is to express an opinion on these statements of financial condition based on our audits

We conducted our audits in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perform the audits to obtain reasonable assurance about

whether the statements of financial condition are free of material misstatement An audit includes

consideration of internal control over financial reporting as basis for designing audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control over fmancial reporting Accordingly we express no such opinion An

audit includes examining on test basis evidence supporting the amounts and disclosures in the

statements of financial condition 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 reasonable basis for our opinion

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

respects the financial position of Sterne Agee Clearing Inc as of September 30 2009 and 2008 in

conformity with U.S generally accepted accounting principles

WP

November 24 2009

KPMG LL U.S limited liability partnership is the U.S

member firm of KPMG International Swiss cooperative



STERNE AGEE CLEARING INC
Wholly Owned Subsidiary of Sterne Agee Group Inc

Statements of Financial Condition

September 30 2009 and 2008

Assets 2009 2008

Cash and cash equivalents 1024951 904425

Due from parent 1800000 1808070

Furniture and equipment less accumulated depreciation of $95445

in 2009 and $93455 in 2008 11454 7567

Other assets 449516 137135

Total assets 3285921 2857197

Liabilities and Stockholders Equity

Due to affiliates net 205982 160966

Other liabilities 96575 36951

Total liabilities 302557 197917

Commitments and contingencies note

Stockholders equity

Preferred stock $0.01 par value Authorized 40000 shares

no shares issued and outstanding

Common stock $0.01 par value Authorized 60000 shares

issued and outstanding 2500 shares both in 2009 and 2008 25 25

Additional paid-in capital 467410 467410

Retained earnings 2515929 2191845

Total stockholders equity 2983364 2659280

Total liabilities and stockholders equity 3285921 2857197

See accompanying notes to statements of financial condition



STERNE AGEE CLEARING INC

Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2009 and 2008

Organization and Summary of Significant Accounting Policies

Description ofBusiness and Principles of Consolidation

Steme Agee Clearing Inc the Company wholly owned subsidiary of Steme Agee Group Inc

SA Group or the Parent is registered broker dealer with the Securities and Exchange

Commission SEC and the Financial Industry Regulatory Authority FINRA Its principal business

activities include the clearance of securities transactions for institutional and retail customers

introduced by nonaffihiated registered broker dealers as well as the execution of securities

transactions for nonaffiliated broker dealers All securities transactions are settled through clearing

broker on fully disclosed basis

The Company contracts with Sterne Agee Leach Inc SAL an affiliate of the Company to

serve as the carrying broker to clear and perform the majority of other back office operations and to

maintain and preserve all books and records required by applicable provisions of law and applicable

rules of the Securities and Exchange Commission Under the terms of the Companys agreement the

Company has ultimate responsibility for any loss liability damage cost or expense incurred as

result of the failure of any account to make timely payment for the securities purchased or timely and

good delivery of securities sold on the account although management expects no losses under this

agreement

Use ofEstimates in Financial Statements

The accounting principles used in preparing the statements of financial condition conform with U.S

generally accepted accounting principles and with general practices followed by the brokers and

dealers in the securities industry These principles and practices require management to make

estimates and assumptions about future events On an ongoing basis the Company evaluates its

estimates and assumptions including those related to fair value measurements income taxes and

contingent liabilities These estimates and assumptions are based on managements best estimates

and judgments Management adjusts such estimates and assumptions when facts and circumstances

dictate The Company bases its estimates on historical experience and the current economic

environment and on various other assumptions that are believed to be reasonable under the

circumstances the results of which form the basis for making judgments about the carrying values of

assets and liabilities not readily apparent from other sources Fair value measurements deferred

income taxes and contingent liabilities are potentially subject to material changes in the near term
Actual results could differ

significantly from those estimates

Cash and Cash Equivalents

Cash and cash equivalents include short-term highly liquid investments with original maturities of

three months or less

Furniture and Equipment

Furniture and equipment are recorded at cost Depreciation and amortization are provided on

straight-line basis over the estimated useful lives of the assets

Continued



STERNE AGEE CLEARING INC

Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2009 and 2008

Recent Accounting Pronouncements

Accounting Changes

In June 2009 the Financial Accounting Standards Board FASB issued Statement of Financial

Accounting Standards SPAS No 168 The FASB Accounting Standards Cod/Ication and the

Hierarchy of Generally Accepted Accounting Principles replacement of FASB Statement No 162

This statement modifies the Generally Accepted Accounting Principles GAAP hierarchy by

establishing only two levels of GAAP authoritative and nonauthoritative accounting literature

Effective July 2009 the FASB Accounting Standards Codification ASC also known collectively

as the Codification is considered the single source of authoritative U.S accounting and reporting

standards except for additional authoritative rules and interpretive releases issued by the Securities

and Exchange Commission SEC Nonauthoritative guidance and literature would include among
other things FASB Concepts Statements American Institute of Certified Public Accountants Issue

Papers and Technical Practice Aids and accounting textbooks The Codification was developed to

organize GAAP pronouncements by topic so that users can more easily access authoritative

accounting guidance It is organized by topic subtopic section and paragraph each of which is

identified by numerical designation FASB ASC 105-10 Generally Accepted Accounting

Principles became applicable beginning in 2009 All accounting references have been updated and

therefore SFAS references have been replaced with ASC references except for SFAS references that

have not been integrated
into the Codification GAAP was not changed as result of the FASBs

codification project but the Codification project changes the way the guidance is organized and

presented As result these changes have significant impact on how we reference GAAP in our

statements of fmancial condition and in our accounting policies for statements of fmancial condition

issued

In May 2009 the FASB issued ASC 855 Subsequent Events This Statement is intended to establish

general standards of accounting for and disclosure of events that occur after the balance sheet date

but before statements of fmancial condition are issued or are available to be issued It requires the

disclosure of the date through which an entity has evaluated subsequent events and the basis for that

date that is whether that date represents the date the statements of financial condition were issued or

were available to be issued The Companys adoption of ASC 855 did not impact the Companys
statements of financial condition The Company evaluated all events or transactions that occurred

after September 30 2009 through the date the Company issued these statements of financial

condition During this period the Company did not have any material recognizable subsequent events

that required recognition in our disclosures to the September 30 2009 statements of financial

condition These statements of fmancial condition include the adoption of ASC 855

In September 2006 the FASB issued ASC 820 Fair Value Measurements and Disclosures which

establishes hierarchy to be used in performing measurements of fair value ASC 820 emphasizes

that fair value should be determined from the perspective of market participant while also

indicating that valuation methodologies should first reference available market data before using

internally developed assumptions Additionally ASC 820 provides expanded disclosure

requirements regarding the effects of fair value measurements on the statements of fmancial

condition ASC 820 was effective prospectively for fiscal years beginning after November 15 2007

Continued



STERNE AGEE CLEARING INC

Whoiiy Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2009 and 2008

Therefore the Company adopted ASC 820 for the fiscal year beginning October 2008 with no

material impact on the financial position of the Company

Tn October 2008 the FASB issued ASC 820-10-65-4 Fair Value Measurements and Disclosures

which provides additional guidance for estimating fair value when the volume and level of activity

for the asset or liability have significantly decreased ASC 820-10-65-4 also includes guidance on

identifying circumstances that indicate transaction is not orderly The provisions of

ASC 825-10-65-4 were effective April 2009 The adoption of these provision updates did not have

material impact on the Companys fmancial position

In February 2007 the FASB issued Codification update to ASC 825 The Fair Value Option for

Financial Assets and Financial Liabilities ASC 825 allows companies to elect to follow fair value

accounting for certain financial assets and liabilities on an instrument by instrument basis ASC 825

is applicable only to certain financial instruments and was effective for the Company on October

2008 The Company has elected not to adopt the fair value option for any other fmancial assets and

liabilities as permitted by ASC 825 in transition The Company also has not elected it for any new

assets or liabilities as allowed by the provision update

Accounting Changes Issued not Currently Effective

In June 2006 the FASB issued ASC 740-10-5 related to uncertainty in income taxes ASC 740-10-5

clarifies that the benefit of position taken or expected to be taken in tax return should be

recognized in companys statements of financial condition in accordance with FASB ASC 740
when it is more likely than not that the position will be sustained based on its technical merits

ASC 740-10-5 also prescribes how to measure the tax benefit recognized and provides guidance on

when tax benefit should be derecognized as well as various other accounting presentation and

disclosure matters Pursuant to ASC 740-10-65 this updated provision is effective for the Company
on October 2009 The Company does not expect the adoption of ASC 740-10-S will have

material impact on its fmancial statement position

In December 2007 the FASB issued the Codification update to ASC 805 Business Combinations

This provision update requires all acquisitions of businesses to be measured at the fair value of the

net assets acquired rather than the cost allocation process specified in previous guidance The

accounting requirements of this provision update will be applied on prospective basis for any

transactions completed subsequent to September 30 2009 The impact of the adoption of ASC 805
as amended on the Companys financial position is dependent on the extent of future business

combinations

In June 2009 the FASB issued provision updates to ASC 860 Transfers and Servicing Topic which

eliminates the Qualified Special Purpose Entity QSPE concept creates more stringent conditions

for reporting transfer of portion of fmancial asset as sale clarifies the derecognition criteria

revises how retained interests are initially measured and removes the guaranteed mortgage

securitization recharacterization provisions This Codification update requires additional year-end

disclosures that are similar to the disclosures required by ASC 860-10-05-2 and ASC 810-10-05-8

ASC 860 is effective for the Company on October 2010 with early adoption prohibited The

disclosure requirements must be applied to transfers that occurred before and after its effective date

Continued



STERNE AGEE CLEARING INC
Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2009 and 2008

The Company does not expect the adoption of this Codification update to have material impact on

its fmancial position

Tn June 2009 the FASB issued provision updates to ASC 810-10 which amends the guidance in

ASC 10-05-8 related to the consolidation of variable interest entities This Codification update

requires the reporting entities to evaluate former QSPEs for consolidation changes the approach to

determine variable interest entitys primary beneficiary from quantitative assessment to

qualitative assessment designed to identif controlling financial interest and increases the

frequency of required assessments to determine whether company is the primary beneficiary of

variable interest entity This Codification update is effective for the Company on October 2010

with earlier adoption prohibited The Company does not expect this Codification update to have

material impact on its fmancial position

In August 2009 the FASB issued Accounting Standards Update No 2009-05 Measuring Liabilities

at Fair Value ASU 09-05 ASU 09-05 updates ASC 820 to clarify that quoted price for the

identical liability when traded as an asset in an active market is Level measurement for that

liability when no adjustment to the quoted price is required ASU 09-05 further amends ASC 820 to

provide that if quoted price for an identical liability does not exist in an active market the fair

value of the liability should be measured using an approach that maximizes the use of relevant

observable inputs and minimizes the use of unobservable inputs Under the updated provisions of

ASC 820 for such liabilities fair value will be measured using either valuation technique that uses

the quoted price of the identical liability when traded as an asset valuation technique that uses the

quoted price for similar liabilities or similar liabilities when traded as an asset or another valuation

technique that is consistent with the principles of ASC 820 The update to ASC 820 is effective for

the first reporting period beginning after the issuance of ASU 09-05 The Company does not expect

the adoption of the Codification update to ASC 820 will have material impact on its financial

position

In September 2009 the FASB issued provision updates to ASC 820 Fair Value Measurements and

Disclosures Topic Investments in Certain Entities That Calculate Net Asset Value per Share or Its

Equivalent The provision updates in this topic permit an investment that has the characteristics of

an investment company and has no readily determinable fair value to be measured based on the net

asset value per share of the investment The provision updates also require disclosure by major

category of investment about the attributes of the investment the nature of any redemption

restrictions on the investment any unfunded commitments the Company has pertaining to the

investment and the investment strategies of the underlying investees The Company will adopt the

provisions contained in the provision update as of October 2009 and does not expect there to be

material impact on its fmancial position

Regulatory Requirements

The Company is subject to the Securities and Exchange Commissions Uniform Net Capital Rule

Rule 5c3- which requires the maintenance of minimum net capital and which requires ratio of

aggregate indebtedness as defmed of not more than 15 times net capital as defined At September 30

Continued



STERNE AGEE CLEARING JNC
Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2009 and 2008

2009 and 2008 the Company had net capital of $723762 and $702508 respectively which amounts were

$673762 and $652508 in excess of required net capital respectively

The Company claims an exemption from the provisions of the Securities and Exchange Commissions

Customer Protection-Reserves and Custody of Securities Rule Rule 5c3-3 pursuant to Section k2ii
of that Rule

Fair Value Disclosure

In September 2006 the FASB issued ASC 820 Fair Value Measurements and Disclosures FASB
ASC 820 which defines fair value establishes framework for measuring fair value in U.S generally

accepted accounting principles and expands disclosures about fair value measurements FASB ASC 820

applies only to fair-value measurements that are already required or permitted by other accounting

standards and is expected to increase the consistency of those measurements The definition of fair value

focuses on the exit price i.e the price that would be received to sell an asset or paid to transfer liability

in an orderly transaction between market participants at the measurement date not the entry price i.e the

price that would be paid to acquire the asset or received to assume the liability at the measurement date

The statement emphasizes that fair value is market-based measurement not an entity-specific

measurement Therefore the fair value measurement should be determined based on the assumptions that

market participants would use in pricing the asset or liability

FASB ASC 820 establishes three-level valuation hierarchy for disclosure of fair value measurements

The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability as

of the measurement date The three levels are defmed as follows

Level inputs to the valuation methodology are quoted prices unadjusted for identical assets or

liabilities in active markets

Level inputs to the valuation methodology include quoted prices for similar assets and liabilities

in active markets and inputs that are observable for the asset or liability either directly or indirectly

for substantially the full term of the financial instrument

Level inputs to the valuation methodology are unobservable and significant to the fair value

measurement

fmancial instruments categorization within the valuation hierarchy is based upon the lowest level of

input that is significant to the fair value measurement Following is description of the valuation

methodologies used for assets and liabilities measured at fair value as well as the general classification of

such assets and liabilities pursuant to the valuation hierarchy

Cash and Cash Equivalents The Companys cash and cash equivalents consists of short-term highly

liquid investments with original maturities of three months or less Our cash is generally valued using

quoted market prices To the extent these instruments are not subject to restrictions they are categorized in

Level of the fair value hierarchy

Continued



STERNE AGEE CLEARING INC
Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2009 and 2008

Exchange Traded Equity Securities Exchange traded equity securities are generally quoted prices
from

the exchange To the extent these securities are actively traded valuation adjustments are not applied and

they are categorized in Level of the fair value hierarchy

Assets measured at fair value on recurring basis as of September 30 2009

Quoted

prices

in active Significant

markets for other Significant

identical observable unobservable

assets inputs inputs

Level Level Level Total

Assets

Financial instruments owned

Stocks and warrants 6315 6315

Financial Instruments Not Measured at Fair Value

Some of the Companys financial instruments are not measured at fair value on recurring basis but

nevertheless are recorded at amounts that approximate fair value due to their liquid or short-term nature

Such financial assets include cash and cash equivalents

Commitments and Contingencies

The Company in its capacity as broker dealer is subject to litigation and various claims as well as

examination by regulatory agencies Based upon defenses available and after consultation with legal

counsel the Companys management expects that the ultimate resolution of these and other matters will

not have material effect on the Companys financial position

Related-Party Transactions

SA Group provides management consulting and Imancial services to the Company for an annual fee

Such services include but are not necessarily limited to advice and assistance concerning any and all

aspects of the operation planning and fmancing of the Company

SAL and SA Group provide office space communications and clearing services to the Company in the

normal course of operations

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

fiduciary accounts

Continued



STERNE AGEE CLEARING INC
Whoiiy Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2009 and 2008

Income Taxes

The Company is included in the consolidated federal income tax return filed by SA Group Federal income

taxes are calculated as if the companies filed on separate-return basis and the amount of current tax or

benefit calculated is either remitted to or received from the Parent The amount of current and deferred

taxes payable or refundable is recognized as of the date of the statements of financial condition utilizing

currently enacted tax laws and rates

Deferred tax assets and liabilities are determined under the liability method-based on the differing bases of

assets and liabilities for fmancial reporting and income tax reporting purposes using enacted tax rates in

effect for the applicable tax periods In accordance with ASC 740 Accounting for Income Taxes the

Company has recorded the following

September 30

2009 2008

Deferred tax asset

Fixed assets 2742 3847

Total and net deferred tax assets 2742 3847

Management has concluded that the realization of the deferred tax asset is more likely than not

accordingly there was no valuation allowance during either 2009 or 2008
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Independent Auditors Report on

Internal Control Required by SEC Rule 17a-5

The Board of Directors

Sterne Agee Clearing Inc

In planning and performing our audit of the financial statements of Sterne Agee Clearing Inc the

Company wholly owned subsidiary of Sterne Agee Group Inc as of and for the year ended

September 30 2009 in accordance with auditing standards generally accepted in the United States of

America we considered the Companys internal control over financial reporting internal control 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 7a-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 17a-5g in making the periodic computations of

aggregate debits and net capital under Rule 17a-3a1 and for determining compliance with the

exemptive provisions of Rule 5c3-3 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 the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 7a- 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 7a-5g lists additional objectives of the

practices and procedures listed in the preceding paragraph

KPMG LLP U.S limited liability partrtership is the U.S

member firm of KPMG loternational Swiss cooperative



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

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 deficiency or combination of deficiencies in internal

control over financial reporting that is less severe than material weakness yet important enough to merit

attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control over financial

reporting such that there is reasonable possibility that material misstatement of the Companys
financial statements will not be prevented or detected on timely basis

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 September 30 2009 to meet the SECs

objectives

This report is intended solely for the information and use of the Board of Directors management the SEC
the Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 7a-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

LLP

November 24 2009


