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AFFIRMATION

We Benjamin Edwards and Thomas Martin Jr affirm that to the best of our knowledge and belief

the accompanying fmancial statements and supplemental schedules pertaining to Benjamin Edwards

Company Inc for the year ended December 31 2012 are true and correct
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100 South 4th Street

St Louis MO 63102-1821
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INDEPENDENT AUDITORS REPORT
www.deloitte.com

To the Board of Directors and Stockholder of

Benjamin Edwards Company Inc

St Louis Missouri

We have audited the accompanying balance sheet of Benjamin Edwards Company Inc the

Company wholly-owned subsidiary of Benjamin Edwards Inc as of December 31 2012 and the

related notes the financial statement that you are filing pursuant to Rule 7a-5 under the Securities

Exchange Act of 1934

Managements Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in

accordance with accounting principles generally accepted in the United States of America this includes

the design implementation and maintenance of internal control relevant to the preparation and fair

presentation of the financial statement that is free from material misstatement whether due to fraud or

error

Auditors Responsibility

Our responsibility is to express an opinion on the financial statement 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 statement is free of material misstatement

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

the financial statement The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statement whether due to fraud or error

In making those risk assessments the auditor considers internal control relevant to the Companys

preparation and fair presentation of the financial statement in order to design audit procedures that are

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

Companys 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 statement

We believe that the audit evidence we have obtained is sufficient and appropriate to provide reasonable

basis for our opinion

Opinion

In our opinion the financial statement referred to above presents fairly in all material respects the

financial position of Benjamin Edwards Company Inc as of December31 2012 in accordance with

accounting principles generally accepted in the United States of America

IZwciu v-r

February 27 2013

Member of

Deloitte Touche Tohmatsu Limited



BENJAMIN EDWARDS COMPANY INC

BALANCE SHEET

AS OF DECEMBER 31 2012

ASSETS

Cash and cash equivalents
12527231

Certificate of deposit
100000

Clearing deposit
100000

Due from clearing firm
1121593

Property and equipment net of accumulated depreciation
and amortization

of $2598592
5556165

Transition bonus receivable net of allowance for doubtful accounts of $26850 7340421

Other
2687959

TOTAL
29433369

LIABILITIES AND STOCKHOLDERS EQUITY

LiABILITIES

Accounts payable
568098

Compensation and benefits payable
4328352

Deferred revenue
2713032

Deferred rent
1783237

Payable to affiliates
32157

Other taxes payable
3863

Total liabilities
9428739

STOCKHOLDERS EQUITY
Common stock par value $1 per share 30000 shares authorized 100 shares

issued and outstanding
100

Paid-in capital
46422341

Deficit
26417811

Total stockholders equity
20004630

TOTAL
29433369

See notes to balance sheet
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BENJAMIN EDWARDS COMPANY INC

NOTES TO BALANCE SHEET

AS OF DECEMBER 31 2012

ORGANIZATION AND NATURE OF BUSINESS

Benjamin Edwards Company Inc the Company is wholly owned subsidiary of Benjamin

Edwards Inc the Parent The Company is engaged in single
line of business as securities broker-

dealer which comprises several classes of services including riskless principal transactions agency

transactions and investment advisory businesses The Company is an iniroducing broker-dealer

registered
with the Securities and Exchange Commission SEC and is member of the Financial

Industry Regulatory Authority FINRA The Company clears on fully-disclosed basis through

Pershing LLC Pershing

The Company has determined that there were no subsequent events that would require disclosure or

adjustments to the accompanying balance sheet through February 27 2013 the date the balance sheet

was issued

SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation The balance sheet has been prepared in accordance with accounting principles

generally accepted in the United States of America GAAP

Use of Estimates The preparation of the balance sheet in conformity with GAAP requires

management to make estimates and assumptions that affect the reported amounts of assets and liabilities

and disclosure of contingent assets and liabilities at the date of the balance sheet Actual results could

differ from those estimates and could have material impact on the balance sheet and it is possible
that

such changes could occur in the near term

Cash and Cash Equivalents Cash and cash equivalents
consist of cash and highly liquid

investments with original maturity dates of 90 days or less at the date of purchase Due to the short-term

nature of these financial instruments fair value approximates their carrying value

Certificate of Deposit The Company has certificate of deposit
which is assigned as collateral to

bank for credit cards issued to certain employees The certificate of deposit is carried at the face amount

of the certificate which approximates fair value

Property and Equipment Property and equipment are carried at cost less accumulated depreciation

and amortization Depreciation is provided on straight-line basis using estimated useful lives as

follows 10 years for furniture and fixtures years for information technology equipment and for

leasehold improvements the life of the lease if five years or greater or if less than five years the

combination of the life of the lease plus any renewal options up to total of years

Transition Bonus Receivable Financial consultants are eligible to receive an advance towards

transition bonus upon joining the firm The financial consultant signs promissory note which is

amortized over 57-month period beginning months after the financial consultants start date The

notes carry
an interest rate that is based on the mid-term applicable

Federal Rate for the three to nine

year terms which ranged from 0.88% to 2.70% at December31 2012 The Company recognizes interest

income from these notes using the effective interest method The transition bonus receivable notes are

-3-



carried at net realizable value The allowance for doubtful accounts is managements estimate of the

losses inherent within the receivables as of the balance sheet date As of December 31 2012 the

allowance for losses is $26850

Compensation and Benefits Payable Commissions to brokers are accrued in the month they are

earned and paid on the 15th of the following month In addition the portion of wages and benefits

earned by salaried and hourly employees in the current month but not paid until the following month

are accrued

Deferred Rent Landlord provided tenant improvements are recorded as leasehold improvements in

property and equipment with an offset to deferred rent on the balance sheet The deferred rent portion is

amortized over the life of the lease

Deferred Revenue As part of the clearing agreement with Pershing the Company received non-

contingent cash incentives of $2000000 and contingent cash incentives of $3000000 for total cash

incentives of $5000000 In exchange for the contingent portion of the incentive the Company agrees to

pay Pershing annual minimum revenue of $600000 $4000000 of the incentive was recorded as

deferred revenue in 2009 and is amortized over the life of the contract which is years An additional

$1000000 of the incentive was recorded as deferred revenue in 2011 and amortized over the remaining

life of the contract

Income Taxes The Company is included in the federal income tax return filed by the Parent The

Company uses the asset and liability method to record deferred income taxes Accordingly deferred

income tax assets and liabilities are recognized for future tax consequences attributable to differences

between balance sheet carrying amounts of existing assets and liabilities and their respective tax bases

using enacted tax rates The Company records valuation allowance to reduce deferred tax assets to the

amount that will more likely than not be realized by the Company Under the Companys tax sharing

arrangement with the Parent for consolidated tax returns tax is allocated on separate
return approach

Recent Accounting Standards In July 2010 the Financial Accounting Standards Board FASB

amended the general accounting principles
for Receivables as it relates to the disclosures about the credit

quality of financing receivables and the allowance for credit losses This amendment requires
additional

disclosures that provide greater
level of disaggregated information about the credit quality of financing

receivables and the allowance for credit losses It also requires the disclosure of credit quality indicators

past due information and modifications of financing receivables For nonpublic entities these

disclosures are effective for annual reporting periods ending on or after December 15 2011 The

adoption of this amendment did not have material impact on the Companys balance sheet

In December 2011 the FASB amended the general accounting principles for Balance Sheet as it relates

to disclosure guidance about offsetting assets and liabilities The amended disclosure guidance will

enable users of the balance sheet to evaluate the effect or potential
effect of netting agreements on the

Companys financial position The amended disclosure guidance will be effective for annual and interim

periods beginning on January 2013 and will be applied retrospectively for all comparative periods

presented The Company has determined that this amendment will not have material impact on its

balance sheet
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STOCK INCENTIVE PLAN

The Parent adopted Stock Incentive Plan Plan to assist in recruiting retaining and rewarding

employees directors and consultants The Plan allows the Parent to award stock options stock

appreciation rights and other stock-based awards including but not limited to restricted stock Two

million shares have been authorized under the Plan The Parent has entered into commitments to grant

stock under the Plan The service period and vesting requirements for each stock grant commitment is

determined by committee that is comprised of the Parents Board of Directors and appointees of the

Board of Directors Compensation expense for these stock awards is based on the fair value of the shares

to be issued which is the offering price to investors at the time of the grant If no offering is open at the

time of the grant compensation expense would be based on the independent valuation of the Parents

stock

The 2012 and 2011 share awards have cliff vesting periods of three or five years As of December 31

2012 the Parent has unrecognized compensation expense of $2931755 relating to these awards The

weighted-average period over which the unrecognized compensation expense will be recognized is

2.7 years

PROPERTY AND EQUIPMENT

At December 31 2012 property and equipment consisted of

Leasehold improvements 4439408

Furniture and fixtures 1732915

Information technology equipment 1668188

Construction in process 314246

Total 8154757

Less accumulated depreciation and amortization 2598592

Total property and equipment net 5556165

-5-



INCOME TAXES

Net deferred tax assets consist of the following as of December 31 2012

Deferred tax assets

Net operating loss carryforward
9402000

Deferred revenue 1167000

Deferred rent
767000

Amortization of restricted stock 927000

Intangible start-up costs
232000

Other 1000

12496000

Less valuation allowance 11555000

Total deferred tax assets net
941000

Deferred tax liabilities

Depreciation
716000

Prepaid expenses
219000

State taxes
6000

Total deferred liabilities
941000

Total deferred taxes net

As of December 31 2012 the Company recorded valuation allowance of $11555000 to reduce the

total net deferred tax assets to an amount that management estimates will more likely than not be

realized Realization of deferred tax assets is dependent upon sufficient future taxable income during the

period that deductible temporary differences and carryforwards are expected to reduce taxable income

The net operating loss will expire in varying amounts if not utilized before 2029 through 2032

As of December31 2012 the Company did not have any unrecognized tax benefits

The Parents initial tax returns were filed for the period
ended December 31 2009 Subsequent returns

have been appropriately filed for all periods thereafter Such returns if selected could be subject to

Federal and various state tax examinations
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COMMITMENTS AND CONTINGENT LIABILITIES

The Company has obligations under operating leases with initial non-cancelable lease terms in excess of

one year and expiring in various years through 2020 Minimum rental commitments for office space and

office equipment at December 31 2012 are as follows

2013
2651310

2014 2640282

2015
2373273

2016 1597588

2017 1260210

Later years
1207501

Total
$11730164

The Companys customer accounts are carried by Pershing All execution and clearing services are also

performed by Pershing The agreement between the Company and Pershing stipulates that all losses

resulting from the Companys customers inability to fulfill their contractual obligations are the

responsibility of the Company

As securities broker and dealer the Company is engaged in various securities trading activities The

Companys exposure to credit risk associated with the nonperformance of these customers in fulfilling

their contractual obligations pursuant to securities transactions can be directly impacted by volatile

trading markets which may impair the customers ability to satisfy their obligations to the Company

The Company manages its risk in this area through Pershings monitoring of customer position
and

credit limits and collateral Additional collateral is required
from customers where appropriate

The Companys principal transactions relate only to matched principal
transactions In matched principal

transactions the Company is interposed
between buyers and sellers and the transactions In the event of

counterparty nonperformance the Company may be required to purchase or sell financial instruments at

unfavorable market prices which may result in loss to the Company These unmatched positions are

intended to be held short-term and in liquid markets At December 31 2012 the Company did not hold

any unmatched positions

The Company has provided guarantee to Pershing Under the agreement the Company has agreed to

indemnify Pershing for customers introduced by the Company that are unable to satisfy the terms of

their contracts The Companys liability under these arrangements is not quantifiable However

management believes the potential for the Company to be required to make payments under this

agreement is remote Accordingly no amounts are recorded on the balance sheet for these contingent

liabilities

The Company has obtained letters of credit in favor of various lessors related to certain of the

Companys branch office locations in lieu of security deposits As of December 31 2012 there were

$499048 of undrawn outstanding bank letters of credit

In the normal course of business there are various legal actions and proceedings pending against
the

Company In managements opinion after consultation with outside counsel the ultimate liability if

any resulting from these legal actions will not have material adverse effect on the Companys

financial position
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PAYABLE TO AFFILIATES AND RELATED PARTY TRANSACTIONS

Certain affiliates advance amounts to the Company which are included in payable to affiliates on the

balance sheet and will be subsequently reimbursed by the Company At December 31 2012 the balance

includes payable of $27980 due to its Parent and payable of $4177 due to its affiliate Edwards

and Company LLC wholly owned subsidiary of the Parent The Payable to Parent relates to shared-

based compensation expense allocated to the Company during 2009 partially offset by expenses paid by

the Company on behalf of the Parent in 2011 and 2012 Payable to affiliate relates to the transfer of

property and equipment at book value to the Company during 2009

Benjamin Edwards IV Chief Executive Officer of the Company is on the Board of Directors of Cass

Commercial Bank where the Company has cash on deposit in money market demand account of

$1534308 as of December 31 2012 Interest received on this account is earned at the standard money

market rate for Cass Commercial Bank customers

NET CAPITAL REQUIREMENTS

The Company is subject to the SEC Uniform Net Capital Rule SEC Rule 15c3-1 under the Securities

and Exchange Act of 1934 which requires the maintenance of minimum net capital of $250000 The

Rule also requires that equity capital may not be withdrawn or distributions paid to the Parent if the

Companys net capital is less than 120% of minimum net capital or $300000 At December 31 2012

the Company had net capital of $4419885 of which $4169885 was in excess of the minimum

required The Company has proprietary accounts of introducing brokers and dealers agreement with

Pershing which allows the Company to treat the balances with Pershing as allowable assets under SEC

Rule 15c3-l
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Deloitte
Deloitte Touche LIP
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Tel 314 342 4900
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www.deloitte.com

February 27 2013

To the Board of Directors and Stockholder of

Benjamin Edwards Company Inc

St Louis Missouri

In planning and performing our audit of the financial statements of Benjamin Edwards

Company Inc the Company wholly owned subsidiary of Benjamin Edwards Inc as of and for the

year ended December 31 2012 on which we issued our report dated February 27 2013 and such report

expressed an unqualified opinion on those financial statements 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 an 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 Commission the 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 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 debits and net capital under Rule 17a-3a11 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 making the quarterly securities

examinations counts verifications and comparisons and the recordation of differences required by

Rule 7a- 13 or in 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 17a-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

Member of

Deloitte Touche Tohmatsu Limited



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 sign ficant 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 entitys 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 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 December 31 2012 to meet the

SECs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC Financial Industry Regulatory Authority Inc and other regulatory agencies that rely on Rule 7a-

5g under the Securities Exchange Act of 1934 in their regulation of registered broker-dealers and is not

intended to be and should not be used by anyone other than these specified parties




