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OATH OR AFFIRMATION

I, Malinda Powers Berardino , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Bainbridge Securities, Inc. , as

of December 31, : ,20 04 , are true and correct. 1 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:

COMMONWEALTH OF PENNSYLYANIA b
Notarial Seal N Sl
Ruth A, Bitbee, Notary Public Signature

Bristol Twp., Bucks County

My Commission Expires Oct. 9, 2008 /’Q@J A
- A

Title

Member. Pennsylvania Association Of Notaries

-
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Notary Public

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

{a) Facing Page.

{b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

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

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

{g) Computation of Net Capital.

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

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

(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. ‘

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

(o) Auditors' Report on Internal Control.

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

Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholder of
Bainbridge Securities Inc.
Yardley, Pennsylvania

We have audited the accompanying statement of financial condition of Bainbridge Securities Inc. as of
December 31, 2004, and the related statements of income, changes in stockholder’s equity 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. 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, the financial statements referred to above present fairly, in all material respects, the
financial position of Bainbridge Securities Inc. as of December 31, 2004, the results of its operations, the
changes in stockholder’s equity, and its cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

T iy Wp%d/%
TAIT, WELLER & BAKER

Philadelphia, Pennsylvania
February 12, 2005



BAINBRIDGE SECURITIES INC.
STATEMENT OF FINANCIAL CONDITION

December 31, 2004

ASSETS
CURRENT ASSETS
Cash $ 227,340
Receivable from clearing broker 119,707
Receivable from non-customers 362
Prepaid expenses 38,318
Deposit with clearing organization 5.000

Total Current Assets 390,727
Goodwill 1,250,885
Other assets 5,651

Total Assets $1.647,263
LIABILITIES AND STOCKHOLDER’S EQUITY
CURRENT LIABILITIES
Accounts payable $ 73,633
Accrued income taxes payable 7,498
Accrued expenses 24,492
Accounts payable to affiliates 14,366
Total Current Liabilities 119,989
STOCKHOLDER’S EQUITY
Common stock, $1 par value; 1,000 shares authorized,

510 shares issued and outstanding 510
Additional paid-in capital 1,359,929
Retained earnings 166,835

Total Stockholder’s Equity 1,527,274

Total Liabilities and Stockholder’s Equity $1,164,263
See notes to financial statements. 2



BAINBRIDGE SECURITIES INC.
STATEMENT OF INCOME

Year ended December 31, 2004

Revenues

Commissions $1,371,676
Mutual fund fees 908,200
Other income 42,657
Annuities 607,503
Wrap fees 145,829
Total revenues 3,075,865

Operating Expenses
Salaries, wages and commissions 1,068,726
Employee benefits and payroll taxes 185,586
Clearing charges 256,587
Allocated expenses 164,862
Quote system 33,140
Registration and regulatory fees 14,974
Professional fees 36,865
Other operating expenses 223.067
Total operating expenses 1,983,807
Net income before taxes 1,092,058
Federal Tax — Current 347,901
State Tax — Current 109,433
Total tax 457.334
Net Income § 634,724
See notes to financial statements. 3



BAINBRIDGE SECURITIES INC.
STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY

Year ended December 31, 2004

Additional
Common Stock Paid-In Retained
Shares Amount Capital Earnings Total
Balances, January 1, 2004 510 $510 -$1,227,168 $ 56,342  $1,284,020
Net income - - - 634,724 634,724
Distributions - - - (525,000) (525,000)
Stock buyout - - 132,761 769 133,530
Balances, December 31, 2004 310 $510 $1,359.929 $ 166835 $1,527.274

See notes to financial statements.



BAINBRIDGE SECURITIES INC.
STATEMENT OF CASH FLOWS

Year ended December 31, 2004

CASH FLOWS FROM OPERATING ACTIVITIES

Net income $ 634,724
Adjustments to reconcile net income to net cash
provided by operating activities
Changes in current assets and liabilities
Due from clearing broker (35,166)
Other receivables (2,892)
Prepaid expenses (25,319)
Accounts payable 20,220
Accrued expenses and taxes payable (29,123)
Net cash provided by operating activities 562,444
Cash flows from financing activities
Distributions (525,000)
Stock buyout, net 769
(524.231)
Net increase in cash 38,213
Cash
Beginning of year 189,127
End of year $ 227,340
See notes to financial statements. 5




BAINBRIDGE SECURITIES INC.

NOTES TO FINANCIAL STATEMENTS

Year ended December 31, 2004

1)

BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF ORGANIZATION

Bainbridge Securities Inc. (the “Company”’), a fully-disclosed introducing broker-dealer located
in Yardley, Pennsylvania, is registered with the Securities and Exchange Commission (SEC),
various State Securities Commissions and the National Association of Securities Dealers, Inc.
The Company is engaged primarily in institutional and retail securities brokerage services.

The Company is a wholly owned subsidiary of Sterling Financial Corp. (the “Parent”). On
October 15, 2003, the former shareholders sold all of their stock in the Company. In connection
with this transaction, the excess of the purchase price over the net assets acquired has been
classified as goodwill.

REVENUE RECOGNITION

Securities transactions and related revenues and expenses are recorded on a settlement date
basis.

CASH

For purposes of the statement of cash flows, cash includes time deposits, certificates of deposit
and all highly liquid debt instruments with original maturities of three months or less.

GOODWILL

Goodwill represents the excess of the purchase price over the net assets acquired in the stock
buyout transaction. Goodwill will be reviewed on a periodic basis for impairment. Goodwill at
December 31, 2004 is $1,250,885.

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 certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

COMPREHENSIVE INCOME

The Company applies Statement of Financial Accounting Standards No. 130 (“SFAS 130%),
“Reporting Comprehensive Income”. SFAS 130 establishes the disclosure requirements for
reporting comprehensive income in an entity’s financial statements. Total comprehensive
income includes net income and unrealized gains and losses in available-for-sale investments.




BAINBRIDGE SECURITIES INC.

NOTES TO FINANCIAL STATEMENTS — (Continued)

Year ended December 31, 2004

(2

3

)

&)

REGULATORY REQUIREMENT

The Company is exempt from the provisions of Rule 15¢-3-3 of the Securities Exchange Act of
1934 (reserve requirement for brokers and dealers) as covered in Rule 15¢3-3 (k) (2) in that it does
not hold funds or securities for customers and it promptly transmits all funds and delivers all
securities in connection with its activities as a broker or dealer.

The Company, as a registered broker-dealer, is subject to the Securities and Exchange
Commission’s Uniform Net Capital Rule (SEC Rule 15¢3-1). This rule requires that the Company
maintain minimum net capital, as defined, of at least the greater of $5,000 or 6-2/3% of aggregate
indebtedness, as defined. Net capital and aggregate indebtedness change from day to day, but as
of December 31, 2004, the Company had net capital of $227,771 which exceeded its net capital
requirement of $7,999 by $219,772. The Company’s ratio was .53 to 1 of aggregate indebtedness
to net capital.

DUE FROM CLEARING BROKERS

The Company generally introduces its clients’ transactions on a fully disclosed basis to its clearing
broker for execution, clearance, and depository operations in accordance with the terms of their
clearing agreement. In connection therewith, the Company has agreed to indemnify the clearing
brokers pursuant to the terms of its clearing agreement.

RELATED PARTY TRANSACTIONS

The Company leases its office space under a non-cancelable, operating lease from a former
shareholder of the Company which expires December 31, 2005. Rent expense for 2004 was
$19,200.

The future rental commitments for future fiscal years are as follows:

Year ending December 31, Amount
2005 $19,200

The Company pays investment advisory fees to a related company. Investment advisory fees for
2004 were $58,050. Operating expenses allocated to the Company by its parent were $164,862.
CONCENTRATION OF RISK

The Company maintains bank accounts which may exceed federally insured limits. Historically,
they have not experienced any credit related losses.

During the year ended December 31, 2004, the Company had revenues from a related party which
approximated 35% of total revenues.
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TAIT WELLER & BAKER

Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON SUPPLEMENTAL INFORMATION REQUIRED BY RULE 17a-5
OF THE SECURITIES AND EXCHANGE COMMISSION

To the Board of Directors and Stockholder of
Bainbridge Securities Inc.
Yardley, Pennsylvania

We have audited the accompanying financial statements of Bainbridge Securities Inc. for the year ended
December 31, 2004, and have issued our report thereon dated February 12, 2005. Our audit was
conducted for the purpose of forming an opinion on the basic financial statements taken as a whole. The
information contained in the Supplementary Schedules 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 of the Securities and Exchange Commission. 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.

i el
TAIT, QVELLER & BAKER

Philadelphia, Pennsylvania
February 12, 2005



BAINBRIDGE SECURITIES INC.

COMPUTATION OF NET CAPITAL UNDER RULE 15C3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

December 31, 2004
Net capital
Stockholder’s equity $1.527.274
Deductions
Non-allowable assets
Receivables and prepaids 48,618
Goodwill 1,250,885
Total non-allowable assets 1,299,503
Net capital $ 227,771
Minimum capital requirements $ 7,999
Excess net capital 21 2
Aggregate indebtedness $ 119989
Ratio of aggregate indebtedness to net capital 053t01

The net capital as reported in the Company’s unaudited Focus report is the same as the audited net capital
reported above.




TAIT WELLER & BAKER

Certified Public Accountants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

To the Board of Directors and Stockholder of
Bainbridge Securities Inc.
Yardley, Pennsylvania

In planning and performing our audit of the financial statements of Bainbridge Securities, Inc. (the
“Company”) for the year ended December 31, 2004, 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 the 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 (or aggregate debits) and net capital under rule 17a-3(a)(11) and
for determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company does
not carry securities accounts for customers or perform custodial functions relating to customer securities,
we did not review the practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons.
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 Commission’s above-mentioned objectives.
Two of the objectives of internal control and the practices and procedures are to provide management
with reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with 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 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 the 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 internal control
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 procedures 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, 2004, to meet the Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange Commission, and

other regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934, and is
not intended to be and should not be used by anyone other than these specified parties.

T L Wil bRAS
TAIT, WELLER & BAKER

Philadelphia, Pennsylvania
February 12, 2005




