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OATH OR AFFIRMATION

I, . Frank L. Tarantino , President . ' , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supportmg schedules pertaining to the firm of
Babson Securities Corporation . : , as

of Depgmhpr Kl : ,20 02 ,-are true and correct. | further swear (or afﬁrm) that

nelthcr the company nor any partner propnetor principal officer or director has any proprlctary 1nterest in any account

classified solely as that of a customer, except as follows: -

Zol z’JMZa

Signature

President

Notary Public

This report ** contains (check all applicable boxes)

R (a) Facing Page.

(b) Statement of Financial Condition.

(¢) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

-(e) ‘Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capxtal

(f) Statement of Changes in Liabilities Subordinated to Claims of Credltors

(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 Ru]e 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.

(m) A copy of the SIPC Supplemental Report.

O00R 0 ON0OROHHEK

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

(n) Areport describing any material inadequacies found to exist or found to have ex1sted since the date of the previous audit.
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Babson Securities Corporation

(A Wholly Owned Subsidiary of David L. Babson &
Company Inc.)

Independent Auditors’ Report and
Independent Auditors’ Report on Internal Control

(SEC 1.D. No. 8-47589)

Financial Statements

Year ended December 31, 2002
Supplemental Schedule

As of December 31, 2002

File Pursuant to Rule 17a-5(e)(3) as a Public Document



B T .l

- N NN N N E O e B B E

Deloitte & Touche LLP
200 Berkeley Street
Boston, Massachusetts 02116

Tel:(617) 437-2000
Fax:(617) 437-2111
www.deloitte.com

Deloitte
& Touche

INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Babson Securities Corporation:

We have audited the following financial statements of Babson Securities Corporation (the "Company") (a
wholly owned subsidiary of David L. Babson & Company Inc.) for the year ended December 31, 2002 that you
are filing pursuant to Rule 17a-5(e)(3) under the Securities Exchange Act of 1934:

Page
Statement of Financial Condition 2
Statement of Operations 3
Statement of Changes in Stockholder's Equity 4
Statement of Cash Flows 5

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 audit.

We conducted our audit 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 audit provides a reasonable basis for our
opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of
Babson Securities Corporation as of December 31, 2002, and the results of its operations and its cash flows for
the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplemental schedule titled "Computation of Net Capital Pursuant to Rule 15¢3-1" is presented
for purposes of additional analysis and is not a required part of the basic financial statements, but is
supplemental information required by Rule 17a-5(e)(3) under the Securities Exchange Act of 1934. This
schedule is the responsibility of the Company’s management. Such schedule has been subjected to the auditing
procedures applied in our audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects when considered in relation to the basic financial statements taken as a whole.

W«M L /7

February 7, 2003

Deloitte
Touche
Tohmatsu



BABSON SECURITIES CORPORATION
(A Wholly Owned Subsidiary of David L. Babson & Company Inc.)

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2002

ASSETS:
Cash and cash equivalents
Receivable from affiliate under tax allocation agreement
Prepaid expenses

LIABILITIES:
Accounts payable and accrued expenses
Accrued compensation

STOCKHOLDER'S EQUITY:
Common stock, $0.01 par value - authorized, 200,000 shares;
issued and outstanding, 600 shares
Paid-in surplus
Accumulated deficit

See notes to financial statements.

§ 162,975
73,235
32,933

§ 269.143

$ 7,516
5,309

12,825

6
498.852

(242,540)

256,318

$ 269,143



BABSON SECURITIES CORPORATION
(A Wholly Owned Subsidiary of David L. Babson & Company Inc.)

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2002

REVENUE - Interest

EXPENSES:
Compensation
Registration Fees
Legal Fees

Audit Fees
Other

LOSS BEFORE TAX BENEFIT

BENEFIT PROVIDED UNDER TAX ALLOCATION AGREEMENT

NET LOSS

See notes to financial statements.

$ 2,422

30,791
31,009
11,992
11,097

15,419

100,308

(97,886)

28,468

$  (69,418)



BABSON SECURITIES CORPORATION

(A Wholly Owned Subsidiary of David L. Babson & Company Inc.)

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

YEAR ENDED DECEMBER 31, 2002

Common Stock Paid-in Accumulated
Shares Amount Surplus Deficit Total
BALANCE, DECEMBER 31, 2001 600 b 6 § 298,852 $ (173,122) $ 125,736
Contributed capital - - 200,000 - 200,000
Net loss - - - (69,418) (69,418)
BALANCE, DECEMBER 31, 2002 600 $ 6 $ 498,852 $ (242,540) § 256,318

See notes to financial statements.




BABSON SECURITIES CORPORATION
(A Wholly Owned Subsidiary of David L. Babson & Company Inc.)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustment to reconcile net loss to net cash used for operating activities -
Change in:
Receivable from affiliate under tax allocation agreement
Prepaid expenses
Accrued expenses
Accrued compensation

Net cash used for operating activities

CASH FLOWS FROM FINANCING ACTIVITY - Contribution of capital
NET INCREASE IN CASH
CASH, BEGINNING OF YEAR

CASH, END OF YEAR

See notes to financial statements.

§ (69,418)

(28,691)
(1,924)
(5,002)

5,309

(99,726)

200,000

100,274

62,701

$ 162,975



BABSON SECURITIES CORPORATION
(A Wholly Owned Subsidiary of David L. Babson & Company Inc.)

NOTES TO FINANCIAL STATEMENTS

1. OPERATIONS AND ORGANIZATION

Babson Securities Corporation (the "Company"), organized as a Massachusetts corporation on June 30,
1994, is a wholly owned subsidiary of David L. Babson & Company Inc. ("Babson") (an indirect subsidiary
of Massachusetts Mutual Life Insurance Company).

The Company acts as the primary underwriter for the DLB family of mutual funds, and is registered as a
broker and dealer under the Securities Exchange Act of 1934. Certain of the officers and/or directors of the
Company are also officers and/or directors of Babson.

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and cash equivalents - Cash represents monies held in bank accounts under normal commercial terms.
Investments in money market funds and securities with initial maturities of three months or less are
considered to be cash equivalents. Such investments are carried at cost, which approximates market value.

Income Taxes - The Company, along with Babson, files its federal and state income tax returns on a
consolidated basis with Massachusetts Mutual Life Insurance Company. Accordingly, the income tax
liability or benefit is allocated to the Company in a manner consistent with the way the Company would
compute its provision as a separate entity.

The Company accounts for income taxes in accordance with Statement of Financial Accounting Standards
No. 109, "Accounting for Income Taxes." Deferred tax assets and liabilities are recorded to measure the
taxes expected to be paid or recovered in future periods due to differences between the book and tax bases of
assets and liabilities. There are no differences at December 31, 2002,

Expense Agreement - Under an expense agreement with the Company, Babson has agreed to pay all
overhead expenses of the Company. As of December 31, 2002, management of Babson intended to
continue this arrangement. The Company is not obligated to repay Babson for any expenses borne by it
under the agreement, but may do so at its sole discretion, provided that such repayment would not result in a
reduction of the Company's net capital below 120% of its minimum requirement under the Securities and
Exchange Commission Uniform Net Capital Rule. Expenses paid by Babson in accordance with this
agreement totaled approximately $3,000 for the year ended December 31, 2002. Aggregate unreimbursed
expenses borne by Babson on behalf of the Company amounted to approximately $13,000 at December 31,
2002.



BABSON SECURITIES CORPORATION
(A Wholly Owned Subsidiary of David L. Babson & Company Inc.)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Use of Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial statements. Estimates also
affect the reported amounts of income and expenses during the period. Actual results could differ from these
estimates.

Recent Accounting Pronouncements - In April 2002, the Financial Accounting Standards Board (the
"FASB") issued Statement of Financial Accounting Standards ("SFAS") No.145, “Rescission of FASB
Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections” for fiscal
years beginning after May 15, 2002.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities.” The provisions of this Statement are effective for exit or disposal activities that are initiated
after December 31, 2002.

In October 2002, the FASB issued SFAS No. 147, “Acquisitions of Certain Financial Institutions”, effective
for fiscal years beginning after October 1, 2002.

In December 2002, the FASB issued SFAS No. 148, “Accounting For Stock-Based Compensation —
Transition and Disclosure, an Amendment of FASB Statement 1237, effective for fiscal years beginning after
December 15, 2002.

The Company believes that the adoption of the foregoing pronouncements will have no impact on its
financial condition, results of operations, or cash flows.

3. INCOME TAXES

For the year ended December 31, 2002, the benefit provided under the tax allocation agreement consists of:

Federal $ (29,421)

State ‘ 953

Total $ (28,468)
7.



BABSON SECURITIES CORPORATION
(A Wholly Owned Subsidiary of David L. Babson & Company Inc.)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

4. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule ("Rule 15¢3-
1"), which requires the maintenance of minimum net capital. At December 31, 2002, the Company had net
capital of $145,822, which was $120,822 in excess of its required net capital of $25,000.

5.  EXEMPTION FROM RULE 15¢3-3

As of December 31, 2002, the Company was exempt from Rule 15¢3-3 under the provisions of subparagraph
(k)(2)(1) thereof.

* k k K ok Kk K



SUPPLEMENTAL SCHEDULE

BABSON SECURITIES CORPORATION
(A Wholly Owned Subsidiary of David L. Babson & Company Inc.)

COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1

DECEMBER 31, 2002
CAPITAL - Stockholder's equity $ 256,318
DEDUCTIONS - NON ALLOWABLE ASSETS:
Receivable from affiliate under tax allocation agreement (74,191)
Prepaid expenses (32,933)
Haircut on cash equivalents (3,372)
NET CAPITAL $ 145,822
AGGREGATE INDEBTEDNESS $§ 20,627

MINIMUM NET CAPITAL REQUIREMENT OF BROKER OR DEALER

(the greater of 6 2/3% of aggregate indebtedness as defined or $25,000) $ 25,000
EXCESS NET CAPITAL § 120,822
RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL 0.14to 1

There were no differences between the amounts presented above and the amounts as reported in the
Company's unaudited FOCUS report as of December 31, 2002.



Deloitte & Touche LLP
200 Berkeley Street
Boston, Massachusetts 02116

Tel: (617) 437-2000
Fax:(617) 437-2111
www.deloitte.com

Deloitte
- &Touche

February 7, 2003

To the Board of Directors of
Babson Securities Corporation:

In planning and performing our audit of the financial statements of Babson Securities Corporation (the
"Company") for the year ended December 31, 2002 (on which we issued our report dated February 7, 2003),
we considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an opinion on the financial statements and
not to provide assurance on the Company's internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study of
the practices and procedures (including tests of compliance with such practices and procedures) followed by
the Company 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. We did not review the practices and procedures
followed by the Company in making the quarterly securities examinations, counts, verifications and
comparisons and the recordation of differences required by Rule 17a-13 or in complying with the
requirements for prompt payment for securities under Section § of Regulation T of the Board of Governors of
the Federal Reserve System, because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities.

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
judgements by management are required to assess the expected benefits and related costs of internal control
and of the practices and procedures, and to assess whether those practices and procedures can be expected to
achieve the Securities and Exchange Commission's (the "Commission") 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 acquisition, 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 accounting principles generally accepted in the United States of America.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of the inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projection of any evaluation of the
internal control or of such practices and procedures to future periods are subject to the risk that they may
become 1nadequate because of changes in conditions or that the degree of compliance with the practices or
procedures may deteriorate.

Deloitte
Touche
Tohmatsu
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Our consideration of the Company's internal control would not necessarily disclose all matters in the
Company's 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 one or more of the internal control components does not reduce to a relatively low level the nsk
that misstatements caused by 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 the Company's
internal control and its operation (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 Commission 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 Commission's objectives.

This report 1s intended solely for the information and use of the Board of Directors, management, the
Commission, the National Association of Securities Dealers 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.
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Yours truly,
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