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OATH OR AFFIRMATION
1, R. SCOTT HAYS , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
DIRIGO INVESTMENTS, INC. as
of DECEMBER 31 ., 20 02 , 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:

SONYA MOON 03
Notary Pubtic, Maine

My Commission Expires 05/03/07

\/&(mu&_- ,’/{O(Sm_.

N@ary Public

Sighature and Date

PRESIDENT
Title

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

(M (a) Facing Page.

2 (b} Statement of Financial Condition.

¥ (c) Statement of Income (Loss).

[ (d) Statement of Changes in Financial Condition.

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

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

M (g) Computation of Net Capital.

O (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.

¥ (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 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.

() An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

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

&

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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BERRY.DUNN . MCNEIL & PARKER

slpolm]r

CERTIFIED PUBLIC ACCOUNTANTS
MANAGEMENT CONSULTANTS

INDEPENDENT AUDITORS' REPORT

Board of Directors and Stockholders
Dirigo Investments, Inc.

We have audited the accompanying statement of financial condition of Dirigo Investments, Inc. as of
December 31, 2002, and the related statements of operations, changes in stockholder's equity, changes in
liabilities subordinated to claims of general creditors and cash flows for the year 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. Qur responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. 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 audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all matenal respects, the
financial position of Dirigo Investments, Inc. as of December 31, 2002, and the results of its operations
and its cash flows for the year then ended in conformity with U.S. generally accepted accounting
principles.

As disclosed in Note 1, the Company changed its method of accounting for goodwill in 2002.

Our audit was made 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.

&7, B, MN & Ber

Portland, Maine
February 7, 2003

PORTLAND, ME - BANGOR, ME - LEBANON, NH - MANCHESTER, NH
WWW BDMP.COM



DIRIGO INVESTMENTS, INC.
Statement of Financial Condition
December 31, 2002

ASSETS

Cash
Money market funds ion deposit with clearing broker
Money market funds, other

Total cashland cash equivalents
‘Receivable from clearing broker
Income tax receivable

Deferred tax asset
Fumiture and equipment, at cost, net of
accumulated depreciation of $26,259

Securities owned, not readily marketable, at estimated fair value
Other assets
Goodwill

Total assefs
LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities
Payable to clearing broker
Other accounts payable and accrued expenses

Commitments

Subordinated borrowing

Stockholder's equity
Common stock of no par value; authorized 100
shares, issued 100 shares
Additional paid-in capital
Accumulated deficit

Less cost of treasury stock, 50 shares
Total stockholder's equity
Total liabilities and stockholder's equity

$ 187,834
28,110
23.772
239,716
27,474
272,882
116,000
47,412
29,300
52,112

—375.000

$_1.159.896

[ ———————1

$ 13,584
— 83327

96.911

——————

100,000

e —————

50,000
2,108,218
(1.170.233)

987,985
25.000

— 962,985
$_1,159.896

= ]

The accompanying notes are an integral part of these financial statements.
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DIRIGO INVESTMENTS, INC.
Statement of Operations

Year Ended December 31, 2002

Revenues
Commissions
Income from insurance products
Interest
Other

Total revenues
Expenses

Employee compensation and benefits
Transaction clearing charges
Communications and data processing
General office and operating expenses
Depreciation and amortization
Interest

Total expense

Loss before income tax benefit and cumulative effect of change in accounting
principle

Income tax benefit
Loss before cumulative effect of change in accounting
Cumulative effect of change in accounting for goodwill, net of tax of $127,500

Net loss

$ 384,057
53,630
20,636

5282

463.605

— ——

577,367
91,815
105,836
356,362
13,954
9,978

———

1,155312

(691,707)

235,181

(456,526)
247,500

$_(704.026)

The accompanying notes are an integral part of these financial statements.
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DIRIGO INVESTMENTS, INC.

Statement of Changes in Liabilities Subordinated
to Claims of General Creditors

Year Ended December 31, 2002

Subordinated borrowing at December 31, 2001 $100,000

Increases:
Issuance of subordinated notes -

Decreases: |
Payment of subordinated notes -

Subordinated borrowing at December 31, 2002 $100.000

The accompanying notes are an integral part of these financial statements.
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DIRIGO INVESTMENTS, INC.

Statement of Cash Flows

Year Ended December 31, 2002

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash
used by operating activities
Depreciation :
Cumulative effect of change in accounting for goodwill
(Increase) decrease in
Due from clearing brokers
Income tax receivable and deferred tax asset
Other assets
Increase (decrease) in
Payable to clearing broker
Accounts payable and accrued expenses

Net cash used by operating activities

Cash flows from financing activities
Capital contributions

Net increase in cash and cash equivalents
Cash and cash equixfzalents, beginning of year
Cash and cash equiﬁ)alents, end of year

Supplemental cash flows disclosures:
Non-cash capital contributions from Parent

$ (704,026)
13,954
375,000
35,180
(281,651)
(14,435)

(2,265)
35219

(543,024)

720,000
176,976
62,740

$_239.716

o ]

$__34099

e

The accompanying notes are an integral part of these financial statements.
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DIRIGO INVESTMENTS, INC.
Notes to Financial Statements

December 31, 2002

Nature of Business

The Company, a Maine registered investment advisor, is a wholly-owned subsidiary of BTI Financial
Group, Inc. (Parent). BTI Financial Group, Inc. is a wholly-owned subsidiary of Bar Harbor Bankshares.
The Company is primarily engaged in the business of executing securities transactions as a discount
broker for clients. The Company is an introducing broker; therefore, its customer accounts are held and
maintained by an independent clearing broker. The Company is a registered broker/dealer under the
Securities Exchange Act of 1934 and is a member of NASD (National Association of Securities Dealers,
Inc.) and SIPC (Securities Investors Protection Corporation). The Company's offices are located in
Ellsworth and Bangor, Maine.

The Company maintains its cash in bank deposit accounts, which at times, may exceed federally insured
limits. The Company has not experienced any losses in such accounts. The Company believes they are
not exposed to any significant risk with respect to these accounts.

1. Summary of Significant Accounting Policies

Use of Estimates

Management uses estimates and assumptions in preparing financial statements. Those estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets
and liabilities, and the reported revenues and expenses.

Revenues

Securities transactions and commission revenues are reported on the trade date, as if they had settled.

Goodwill

The Company has goodwill with a carrying amount of $375,000 as of December 31, 2002. Upon
adoption of Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and
Other Intangible Assets, on January 1, 2002, amortization of goodwill was discontinued and the
goodwill is now evaluated for impairment. Prior to the adoption of SFAS No. 142, goodwill was
amortized using the straight-line method over ten to fifteen years.

During the first half of 2002, the Company completed implementation of SFAS No. 142, which
requires most goodwill to be tested for impairment at least annually, rather than amortized over a
period of time. The Company estimated the value of goodwill utilizing several standard valuation
techniques, including discounted cash flow analysis, as well as an estimation of the impact of current
business conditions on the long-term value of the goodwill. Management and the Board of Directors
determined the impact of the overall deterioration of the stock and bond markets on investor activities
within its target market area had negatively impacted the value of the Company's goodwill balance




DIRIGO INVESTMENTS, INC.
Notes to Financial Statements

December 31, 2002

related to the aéquisition of Dirigo Investments, Inc. by Parent. This resulted in an estimation of
impairment of $375,000, which equates to $247,500 net of tax.

Furniture and Equipment

Furniture and equipment is depreciated by the straight-line method over the estimated useful lives of
the respective assets.

Income Taxes

The Company is'included in the consolidated federal and state income tax returns filed by Bar Harbor
Bankshares. Income taxes are calculated as if the companies filed on a separate return basis, and the
amount of current tax liability or benefit calculated is either remitted to or received from Bar Harbor
Bankshares. The amount of current and deferred taxes payable or refundable is recognized as of the
date of the financial statements, utilizing currently enacted tax laws and rates. Deferred tax expenses
or benefits are recognized in the financial statements for the changes in deferred tax liabilities or assets
between years. The deferred tax asset of $116,000 is a result of temporary differences related to
accounting for goodwill .

Statement of Cash Flows

For purposes of the statement of cash flows, the Company has defined cash equivalents as highly liquid
investments with' original maturities of less than 90 days, including funds on deposit with its clearing
broker, that are not held for sale in the ordinary course of business.

. Money Market Funds on Deposit with Clearing Broker

The Company is required by contract to maintain a minimum deposit of $25,000 with the independent
clearing broker that holds and maintains its customer accounts.

3. Net Capital Reg‘uirements

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 the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1 (and the rule of the
"applicable" exchange also provides that equity capital may not be withdrawn or cash dividends paid if
the resulting net |capital ratio would exceed 10 to 1). At December 31, 2002, the Company had net
capital of $170,279 which was $120,279 in excess of its required net capital of $50,000. The
Company's net capital ratio was .57to 1.




DIRIGO INVESTMENTS, INC.
Notes to Financial Statements

December 31, 2002

4. Related Party Transactions

The Company is part of a group affiliated through common ownership and shares certain operating
expenses with the other members of the group. Transactions with these related parties for the year
ended December 31, 2002 include commissions income received from trades on behalf of clients of
affiliates of $70,537 and expenses paid to Parent of $90,690 for occupancy and administrative costs.

The Company has an unsecured subordinated loan agreement (qualifying as regulatory capital) with
the Parent of the Company totaling $100,000. The loan, which is subordinated to claims of general
creditors, matures on February 6, 2003 and interest only is payable at 10% per year. The proceeds of
the subordinated note payable are available to the Company in computing its net capital under the
Securities and Exchange Commission's (SEC) Uniform Net Capital Rule (rule 15¢3-1). To the extent
that such borrowing is required for the Company's continued compliance with minimum net capital
requirements, it may not be repaid. Cash paid for interest was $9,978 for the year ended December
31, 2002.

The Company maintains cash in accounts with Bar Harbor Banking and Trust Company, an affiliate,
for operating and minimum net capital requirements, which totaled $109,945 at December 31, 2002.

5. Retirement Plan

The Company is covered by the Bar Harbor Bankshares 401(k) plan. The plan covers all qualified
employees who have met eligibility requirements. The employees may contribute up to 50% of their
compensation and the Company matches 50% of the first 3% of compensation and 25% of the next
3% of compensation. Additionally, a discretionary contribution determined by Bar Harbor Bankshares
may be made, which was 4% of salaries in 2002. Matching and discretionary contributions made by
the Company were $23,874 for the year ended December 31, 2002.

6. Leases

The Company leases office space under a noncancelable operating lease expiring in 2005. The
following is a schedule of future minimum lease payments required under the lease:

2003 $ 38,445
2004 38,445
2005 9,932
Total $_86,822

Rent expense under the lease agreement totaled $27,523 for 2002.




DIRIGO INVESTMENTS, INC.
Notes to Financial Statements

December 31, 2002

7. Fair Value of Fihancial Instruments

The Company's financial instruments consist of cash and cash equivalents, receivables from and
payables to clearing brokers, accounts payable and the subordinated borrowing. The carrying values
of all instruments approximate their fair values.
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DIRIGO INVESTMENTS, INC.

Computation of Net Capital Pursuant to Rule 15¢3-1
of the Securities and Exchange Commission

December 31, 2002
Net capital
Stockholder's equity
Add: Subordinated borrowing
Deduct:
Income tax receivable and deferred tax asset
Furniture and equipment, net
Securities owned, not readily marketable
Other assets :

Goodwill

Net capital
Aggregate indebtedness
Payable to clearing broker
Accounts payable and accrued expenses
Total aggregate indebtedness
Computation of basic net capital requirement
Minimum net capital required

Excess net capital

Total net capital

Ratio: Aggregate indebtedness to net capital

Schedule I

$ 962,985

100,000

(388,882)
(47,412)
(29,300)
(52,112)

(375.000)

$__170.279

P

$ 13,584

83,327

———

$__ 960911

$ 50,000

120,279

———————

$__170.279

e —

Sliol

Note: A reconciliation to the Company's Part II (unaudited) FOCUS report is not included, as the

difference is not material.
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Schedule I
DIRIGO INVESTMENTS, INC.

Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3
of the Securities and Exchange Commission

December 31, 2002

The provisions of this rule are not applicable to Dirigo Investments, Inc. pursuant to rule 15¢3-3
paragraph (k)(2)(ii). Dirigo Investments, Inc. is an introducing broker/dealer, which clears all
transactions with and for customers on a fully-disclosed basis with a clearing broker, and promptly
transmits all customer funds and securities to the clearing broker which carries all of the accounts of such
customers and maintains and preserves such books and records pertaining thereto pursuant to the
requirements of Rule 17a-3 and 17a-4, as are customarily made and kept by a clearing broker.

-12-



Schedule IIT
DIRIGO INVESTMENTS, INC.

Information Relating To Possession or Control
Requirements Pursuant to Rule 15¢3-3
of the Securities and Exchange Commission

December 31, 2002

The provisions of this rule are not applicable to Dirigo Investments, Inc. pursuant to rule 15¢3-3
paragraph (k)(2)(i)). Dirigo Investments, Inc. is an introducing broker/dealer, which clears all
transactions with and for customers on a fully disclosed basis with a clearing broker, and promptly
transmits all customer funds and securities to the clearing broker which carries all of the accounts of such
customers and maintains and preserves such books and records pertaining thereto pursuant to the
requirements of Rule 17a-3 and 17a-4, as are customarily made and kept by a clearing broker.

-13 -




BERRY. DUNN . MCNEIL & PARKER

BID|M}P

CERTIFIED PUBLIC ACCOUNTANTS
MANAGEMENT CONSULTANTS

INDEPENDENT AUDITORS' REPORT
ON INTERNAL CONTROL

The Stockholder
Dirigo Investments, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of Dirigo
Investments, Inc. for the year ended December 31, 2002, we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on 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 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 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 related 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

2. 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

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 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.

PORTLAND, ME - BANGOR, ME - LEBANON, NH - MANCHESTER, NH
WWW.BDMP.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.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including 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
were adequate at December 31, 2002 to meet the SEC's objectives.

This report is intended solely for the information and use of management, the SEC and the 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.

E»sy, Do, M/t # B

Portland, Maine
February 7, 2003




