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OATH OR AFFIRMATION

David Churchill swear or affinn that to the best of my knowledge and belief the accompanying financial

statement and supporting schedules
pertaining to the firm of Brown Advisoty Securities LLC as of

December 31 2012 are true and correct 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

customer

DANA ANN WILLIAMS
Notary Public-Maryland

Baltimore County
My Commission Expires

October 28 2015----
Signature

Chief Financial Officer

Title

kYltt14i uLJY
Notary Public

This report contains check all applicable boxes

Facing Page
Il Statement of Financial Condition

IJ Statement of Income Loss
EI Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

IEI Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 5c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

LI Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 5c3- and

the Computation for Determination of the Reserve Requirements Under Exhibit of Rule 5c3-3

LI Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods

of consolidation

EEl An Oath or Affirmation

LI copy of the SIPC Supplemental Report

LI report describing any material inadequacies found to exist or found to have existed since the date of the

previous audit

LEE Independent Auditors Report on Internal Control

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e3



BROWN ADVISORY SECURITIES LLC

Financial Statements

Together with Report of Independent Registered Public Accounting Firm

on Internal Control Required by SEC Rule 7a-5

December 31 2012 and 2011

With Report of Independent Registered Public Accounting Firm Thereon



KPMG LLP

East Pratt Street 6th Floor

Baltimore MD 21202

Report of Independent Registered Public Accounting Firm

The Member

Brown Advisory Securities LLC

We have audited the accompanying financial statements of Brown Advisory Securities LLC which

comprise the statements of financial condition as of December 31 2012 and 2011 and the related

statements of operations changes in members equity and cash flows for the years then ended that are

filed pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 and the related notes to the

financial statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in

accordance with U.S generally accepted accounting principles this includes the design implementation

and maintenance of internal control relevant to the preparation and fair presentation of financial statements

that are free from material misstatement whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on these financial statements 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 audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the

financial statements The procedures selected depend on the auditors judgment including the assessment

of the risks of material misstatement of the financial statements whether due to fraud or error In making

those risk assessments the auditor considers internal control relevant to the entitys preparation and fair

presentation of the financial statements in order to design audit procedures that are appropriate in the

circumstances but not for the purpose of expressing an opinion on the effectiveness of the entitys internal

control Accordingly we express no such opinion An audit also includes evaluating the appropriateness of

accounting policies used and the reasonableness of significant accounting estimates made by management

as well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained is sufficient and appropriate to provide basis for our

audit opinion

Opinion

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

position of Brown Advisory Securities LLC as of December 31 2012 and 2011 and the results of its

operations and its cash flows for the years then ended in accordance with U.S generally accepted

accounting principles

KPMG LLP is Delaware limited liability partnership

the US member firm of KPMG International Cooperative

KPMG Internationall Swiss entity



Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as whole The

information contained in Schedules II and III is presented for purposes of additional analysis and is not

required part of the financial statements but is supplementary information required by Rule 17a-5 under

the Securities Exchange Act of 1934 Such information is the responsibility of management and was

derived from and relates directly to the underlying accounting and other records used to prepare the

financial statements The information in Schedules II and III has been subjected to the auditing

procedures applied in the audit of the financial statements and certain additional procedures including

comparing and reconciling such information directly to the underlying accounting and other records used

to prepare the financial statements or to the financial statements themselves and other additional

procedures in accordance with auditing standards generally accepted in the United States of America In

our opinion the information in Schedules II and III is fairly stated in all material respects in relation to

the financial statements as whole

KPw- LLP

kPG LCP

Baltimore Maryland

February 21 2013



BROWN ADVISORY SECURITIES LLC

Statements of Financial Condition

December 31 2012 and 2011

In thousands

Assets 2012 2011

Cash and cash equivalents 2847 2527

Receivable from clearing organization 573 697

Prepaid expenses and other assets 116 118

Investment securities at fair value cost of $151 in 2012

and$145in2011note3 156 151

Deferred tax asset 973

Deposits with clearing organization note 104 104

3796 4570

Liabilities and Members Equity

Accrued compensation 1277 1328

Payable to clearing organization
42 47

Payable to affiliates note 260 342

Accrued expenses and other payables 116 84

Total liabilities 1695 1801

Members equity 2101 2769

3796 4570

See accompanying notes to financial statements



BROWN ADVISORY SECURITIES LLC

Statements of Operations

Years ended December 31 2012 and 2011

In thousands

2012 2011

Revenues

Asset based fees 10582 9963

Commissions 3727 4608

Interest 295 247

Investment income including realized and unrealized gains

of $5 and $3 in 2012 and 2011 respectively

14609 14827

Operating expenses

Employee compensation and benefits 12604 12913

Service bureau 392 424

Occupancy and equipment 365 475

Promotional and travel 147 142

Communications 126 105

Other 1170 1248

14804 15307

Loss before income taxes 195 480

Income tax expense benefit 973 146

Net loss 1168 334

See accompanying notes to financial statements



BROWN ADVISORY SECURITIES LLC

Statements of Changes in Members Equity

Years ended December 31 2012 and 2011

In thousands

Total

Capital Cumulative members

contributions deficit equity

Balance at December 31 2010 3559 456 3103

Net loss
_______________ 334 334

Balance at December 31 2011 3559 790 2769

Contribution from member 500 500

Net loss 1168 1168

BalanceatDecember3l2012 4059 1958 2101

See accompanying notes to financial statements



BROWN ADVISORY SECURITIES LLC

Statements of Cash Flows

Years ended December 31 2012 and 2011

In thousands

2012 2011

Cash flows from operating activities

Net loss 1168 334

Adjustments to reconcile net loss to net cash used in operating

activities

Realized and unrealized gains on investment securities

Changes in operating assets and liabilities

Receivable from/payable to clearing organization 119 210

Prepaid expenses and other assets

Deferred tax asset 973 229

Deposits with clearing organization

Accrued compensation 51 192

Due to affiliates 82 1598
Accrued expenses and other payables 32 36

Net cash used in operating activities 180 1721

Cash flows from investing activities

Purchases of investment securities 11
Proceeds from sale of investment securities

Net cash used in investing activities

Cash flows provided by financing activity

Contribution from member 500

Net increase decrease in cash and cash equivalents 320 1727

Cash and cash equivalents at beginning of year 2527 4254

Cash and cash equivalents at end of year 2847 2527

See accompanying notes to financial statements



BROWN ADVISORY SECURITIES LLC

Notes to Financial Statements

December 31 2012 and 2011

Organization and Nature of Business

Brown Advisory Securities LLC the Company is broker dealer registered with the Securities and

Exchange Commission SEC Effective January 2012 Brown Advisory Incorporated BAT formerly

Brown Advisory Holdings Incorporated transferred its membership interest in the Company to Brown

Advisory Management LLC BAM subsidiary BAM is the Companys sole member The Company is

member of the Financial Industry Regulatory Authority and the Securities Investor Protection

Corporation

The Company introduces and forwards securities transactions on fully disclosed basis to carrying

broker-dealer The Company may be required to indemnify the carrying broker-dealer for losses resulting

from the failure of the Companys customers to meet their obligations to pay for or deliver securities

Summary of Significant Accounting Policies

CommissionRevenues and Related Expenses

Commissionrevenues and related expenses are recorded on trade date basis

Asset Based Fees

Asset based fees are generally based on the market value of the assets under management and are

determined on quarterly basis

Cash and Cash Equivalents

The Company considers all investments in highly liquid debt instruments with maturities of

three months or less when purchased to be cash equivalents Cash equivalents are carried at

amortized cost which approximates fair value

Income Taxes

Prior to January 2012 the Company was considered disregarded entity for tax purposes and

included in the corporate federal and state income tax returns filed by BAT Effective January

2012 BAM multi-member LLC treated as partnership for tax purposes became the sole member

of the Company As partnership BAM is not subject to federal or state income taxes since such

taxes are the responsibility of the BAM members The Company is still treated as disregarded

entity for tax purposes however it is now included in the partnership federal and state returns filed

by BAM Therefore the transfer of membership interest in the Company from BAT to BAM on

January 2012 resulted in change in tax status for the Company This change in tax status

resulted in the elimination of $973000 of deferred tax assets as of January 2012 that is included in

income tax expense on the statement of operations There will be no income tax expense or benefit

recorded in these financial statements going forward

Investments

Marketable securities are stated at fair value based on quoted market information

Continued



BROWN ADVISORY SECURITIES LLC

Notes to Financial Statements

December 31 2012 and 2011

fl Stock-Based Compensation

The cost of employee services received in exchange for stock compensation is measured based on

the grant-date fair value of the employee stock options Stock options are issued by BAT to

employees of the Company Share-based compensation costs allocated to the Company by BAI

amounted to $446000 and $503000 for the years ended December 31 2012 and 2011 respectively

Fair Value Measurements

The Company determines fair value based on assumptions that market participants would use in

pricing an asset or liability in the principal or most advantageous market The Companys

investments are valued based on quoted market prices in active markets Level inputs

Ii Use of Estimates

The preparation of financial statements in conformity with U.S generally accepted accounting

principles requires the Company to make estimates and assumptions that affect the reported amounts

of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the

statement of financial condition and the amounts of revenues and expenses for the reporting period

Actual results may differ from those estimates

Investment Securities

Investment securities at fair value of $156000 and $151000 as of December 31 2012 and 2011

respectively consisted of mutual fund

Deposits with Clearing Organization

Deposits with clearing organization consisted primarily of money market funds at December 31 2012 and

2011

Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule SEC Rule 5c3- 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 At December 31 2012 the Company had net capital of

$1658000 which was $1408000 in excess of its required net capital of $250000 The Companys

aggregate
indebtedness to net capital ratio was 1.02 to

Related Party Transactions

Pursuant to an intercompany services agreement Service Agreement with Brown Advisory LLC

BALLC subsidiary of BAM BALLC allocates to the Company certain operating expenses including

occupancy communications and data processing advertising and employee compensation and benefits

Management believes that the Service Agreement results in the Company recognizing costs as incurred and

in amounts related to the Companys economic obligations The Company reimburses certain other

affiliates for disbursements made on its behalf and for employee compensation costs related to certain

compensation plans including share-based compensation plans In addition as compensation for referring

clients the Company is allocated portion of fees earned by BALLC and Brown Investment Advisory

Continued



BROWN ADVISORY SECURITIES LLC

Notes to Financial Statements

December 31 2012 and 2011

Trust Company subsidiary of BAT Revenues from asset-based fees included $3840000 and $3266000

in 2012 and 2011 respectively related to these revenue sharing arrangements The Company had

payable to affiliates in the amount of $260000 and $342000 at December 31 2012 and 2011 respectively

Compensation Plans

The Board of Directors of BAT has approved the issuance of options to purchase its common stock and the

issuance of shares of common stock to certain key employees of the Company BAT made loans to the

employees to fund the purchase of the common stock and made loans to certain employees pursuant to

promissory notes upon the employees joining the Company In addition BAM has also issued loans to

employees for the purpose of purchasing common units in the partnership Compensation expense relating

to loan forgiveness allocated to the Company by both BAT and BAM was $245000 and $475000 in 2012

and 2011 respectively

BAT has deferred compensation plan for certain of its key executives and employees Compensation

expense allocated to the Company by BAT was $413000 and $290000 in 2012 and 2011 respectively

Options to purchase common stock of BAT have 10-year term and generally vest over graded schedule

of up to years from the grant date The fair value of each option award is estimated on the date of grant

using the Black-Scholes option pricing model using the weighted average assumptions in the following

table The Company uses historical data to estimate the expected term of the option such as option

exercise and post-vesting departure behavior The risk-free rate for the expected term of the option is based

on the U.S Treasury yield curve in effect at the time of grant The Company estimates its stock volatility

by taking the average of the stock volatilities of selected peer group of public asset management

companies

2012 2011

Valuation assumptions

Expected dividend yield 0% 0%

Expected volatility 37.52 35.80

Expected term years 7.17 7.07

Risk-free interest rate 1.41 2.67

The weighted average grant date fair value of options granted during the years 2012 and 2011 was $16.63

and $15.83 respectively The total intrinsic value of options exercised during the years ended

December 31 2012 and 2011 was $1551000 and $595000 respectively

Continued



BROWN ADVISORY SECURITIES LLC

Notes to Financial Statements

December 31 2012 and 2011

Stock option activity during the periods indicated is as follows

Weighted

average

Number of exercise

options price

Balance at December 31 2010 408996 19.90

Granted 30600 37.18

Exercised 25020 14.27
Forfeited 3450 31.25

Expired

Balance at December 31 2011 411126 21.35

Granted 22500 40.00

Exercised 44490 14.47
Forfeited

Expired _____________

Balance at December 31 2012 389136 23.74

Exercisable at December 31 2012 274389 19.07

All prior year amounts reflect BATs 3-for-l stock split which was effective November 30 2011

The weighted average remaining contractual term of options outstanding and options currently exercisable

is 4.1 and 2.6 years respectively

The total compensation cost for options recognized was $446000 and $503000 in 2012 and 2011

respectively At December 31 2012 there was $900000 of total unrecognized compensation cost related

to nonvested option awards That cost is expected to be recognized over weighted average period of

2.6 years

Subsequent Events

The Company has evaluated subsequent events from the date of the statement of financial condition

through February 21 2013 the date at which the financial statements were issued and determined there

are no other items to disclose

10



Schedule

BROWN ADVISORY SECURITIES LLC

Computation of Net Capital Under SEC Rule 15c3-1

December 31 2012

In thousands

Aggregate indebtedness 1695

Net capital

Total members equity 2101

Deductions/charges

Nonallowable assets

Receivable from clearing company 253

Prepaid expenses and other assets and other receivables 116
Other deductions

Unsecured debits

Haircuts 73

Net capital 1658

Minimum required net capital the greater of $250000 or 6.67% of

aggregate indebtedness 250

Excess net capital 1408

Ratio of aggregate indebtedness to net capital 102%

or l.O2tol

There are no material differences between this computation and the

computation filed by the Company on SEC Form X- 7A-5 FOCUS filing

as of December 31 2012

See accompanying independent registered public accounting firm report

11



Schedule II

BROWN ADVISORY SECURITIES LLC

Computation for Determination of Reserve Requirements Under SEC Rule 5c3-3

December 31 2012

None the Company is exempt from Rule 5c3-3 pursuant to the provisions of

subparagraph k2ii

See accompanying independent registered public accounting firm report

12



Schedule III

BROWN ADVISORY SECURITIES LLC

Information Relating to Possession or Control Requirements Under SEC Rule 5c3-3

December 31 2012

None the Company is exempt from Rule 5c3-3 pursuant to the provisions of

subparagraph k2ii

See accompanying independent registered public accounting firm report

13



KPMG LLP

East Pratt Street 6th Floor

Baltimore MD 21202

Report of Independent Registered Public Accounting Firm

on Internal Control Pursuant to Securities and Exchange Commission Rule 17a-5

The Member

Brown Advisory Securities LLC

In planning and performing our audit of the financial statements of Brown Advisory Securities LLC

the Company as of and for the year ended December 31 2012 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 17a-5g1 of the Securities and Exchange CommissionSEC 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 compliance with such practices and

procedures that we considered relevant to the objectives stated in Rule 17a-5g in making the periodic

computations of aggregate indebtedness and net capital under Rule 7a-3a 11 and for determining

compliance with the exemptive provisions of Rule l5c3-3 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 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 previously 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

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
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deficiency in internal control 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 and correct misstatements on timely basis significant deficiency is deficiency or

combination of deficiencies in internal control 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 such that there is

reasonable possibility that material misstatement of the companys financial statements will not be

prevented or detected and corrected 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 previously

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 December 31 2012 to meet the SECs

objectives

This report is intended solely for the information and use of the member and management of the Company

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

LCP

Baltimore Maryland

February 21 2013
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