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Independent Auditors Report

The Stockholder and Board of Directors

Boenning Scattergood Inc

West Conshohocken Pennsylvania

Report on the Financial Statement

We have audited the accompanying statement of financial condition of Boerining Scattergood

Inc the Company as of lecember 31 2012 that is filed pursuant to Rule 17a-5 under the

Securities Exchange Act of 1934 and the related notes to the financial statement

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 from material misstatement

An audit involves 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 auditors

consider 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 but 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

basis for our audit opinion

Audit Accounting Tax Strategies Business Advisory Technology Solutions Human Capital Resources

Member of The Leading Edge Alliance



Opinion

In our opinion the statement of financial condition referred to above presents fairly in all

material respects the financial position Boenning Scattergood Inc as of December 31 2012

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

Horsham Pennsylvania

February 25 2013



BOENNING SCATTERGOOD INC

Statement of Financial Condition

December 31 2012

ASSETS

Cash and cash equivalents 218385

Receivables

Clearing broker net 695628

Parent company 2333908

Customers and other 376163

Securities owned at fair value 10449822

Cash surrender value of life insurance 411262

Deposit with clearing broker 100000

Leasehold improvements net 90979

Goodwill 370516

Employee advances 215154

Deposits and other prepaid expenses 532123

Total assets 15793940

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Clearing broker net 2794814

Securities sold not yet purchased at fair value 14199

Accounts payable 360712

Accrued expenses
3076266

Total liabilities 6245991

Stockholders equity

Common stock $.0625 par value 50000

shares authorized 4065 shares issued and 3897 outstanding 254

Additional paid-in capital 1566816

Retained earnings 8394843

Treasury stock at cost 413964

Total stockholders equity 9547949

15793940

See accompanying notes to financial statements
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Nature of Business

Boerming Scattergood Inc the Company is registered broker-dealer and

investment advisor with the Securities and Exchange Commission SEC and is

registered broker-dealer with the Financial Industry Regulatory Authority FINRA The

Company operates under the 1914 Advisors name for its investment advisory business

The Company is wholly owned subsidiary of Boenning Scattergood Holdings Inc

Holdings or the Parent

The Company operates under the provisions of Paragraph k2ii of Rule 15c3-3 of the

Securities Exchange Act of 1934 and accordingly is exempt from the remainmg provisions

of that rule The Company executes and clears its customer securities transactions on

fully disclosed basis with single clearing broker The clearing broker carries all of the

accounts of the customers and maintains and preserves all related books and records as are

customarily kept by clearing broker

The Company like other broker-dealers and investment advisors is directly
affected by

general economic and market conditions including fluctuations in volume and price level

of securities and changes in interest rates and securities brokerage services all of which

have an impact on the Companys liquidity

Summary of Significant Accounting Policies

Cash Equivalents

Short term investments and other highly liquid instruments including money market

funds are considered cash equivalents

Securities Owned and Securities Sold Not Yet Purchased at Fair Value

Proprietary securities transactions are recorded on the trade date Profit or loss arising

from all securities transactions entered into for the account and risk of the Company are

recorded on the trade date basis

The Company may sell security it does not own When the Company sells security

short it must borrow the security sold short and deliver it to the broker-dealer through

which it made the short sale gain limited to the price at which the Company sold the

security short or loss unlimited in size will be realized upon the Company purchasing

the security to cover the short sale

Continued
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Summary of Significant Accounting Policies Continued

Securities Owned and Securities Sold Not Yet Purchased at Fair Value Continued

Securities are recorded at fair value in accordance with Financial Accounting Standards

Board FASB Accounting Standards Codification ASC 820 Fair Value Measurements and

Disclosures

All securities owned are pledged to the clearing broker on terms which permit the clearing

broker to sell or repledge the securities to others subject to certain limitations

Cash Surrender Value of Life Insurance

Cash surrender value of life insurance represents the Companys equity in whole life

policies on certain officers and employees of the Company

Leasehold Improvements

Leasehold improvements are stated at cost Leasehold improvements are amortized over

the shorter of the lease term or the estimated useful lives of the assets which generally

range from two to nine years Betterments and renewals which extend useful lives or

capacities of the leasehold improvements are capitalized

Goodwill

The Company evaluates the carrying value of goodwill during the fourth quarter of each

year and between annual evaluations if events occur or circumstances change that would

more-likely-than-not reduce the fair value of the reporting unit below its carrying amount

Such circumstances could include but are not limited to significant adverse change in

legal
factors or in business climate unanticipated competition or an adverse action

or assessment by regulator When evaluating whether goodwill is impaired the

Company compares the fair value of the reporting unit to which the goodwill is assigned

to the reporting units carrying amount including goodwill The fair value of the

reporting unit is estimated using combination of the income and discounted cash flow

methods as further described in Note If the carrying amount of reporting unit exceeds

its fair value then an impairment loss would be measured and recognized

Continued..
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Summary of Significant Accounting Policies Continued

Goodwill Continued

The carrying amount of goodwill and cumulative impairment losses for the year ended

December 31 2012 are as follows

Goodwill 500000

Cumulative impairment losses 129484

Goodwill December 31 370516

Cumulative impairment losses January 71405

Impairment losses 58079

Cumulative impairment losses December 31 129484

Employee Advances

From time to time the Company makes advances to employees These advances are

unsecured and may be forgiven by the Company as long as the respective employee

satisfies certain criteria as specified in his or her advance agreement At December 31

2012 advances to employees were $215154

Income Taxes

The Company is wholly-owned subsidiary of Holdings During 2007 the stockholder

elected that the Company be taxed as an corporation under the applicable provisions of

federal and state law Holdings is also taxed as an corporation Accordingly the

stockholders of Holdings are individually liable for the taxes on their respective shares of

the Companys and Holdings income or loss

FASB ASC 740 Income Tcixes is the authoritative pronouncement on accounting for and

reporting income tax liabilities and expense FASB ASC 740 prescribes more-likely-than-

not recognition threshold and measurement attribute for the financial statement

recognition and measurement of tax position taken or expected to be taken In addition

FASB ASC 740 provides guidance on derecognition classification and disclosure

The Company files consolidated income tax returns with Holdings in the U.S federal

jurisdiction and various other state jurisdictions With few exceptions the Company is no

longer subject to U.S federal or state and local income tax examinations by tax authorities

for years before 2009 It is difficult to predict the final timing and resolution of any

particular uncertain tax position Based on the Managements assessment of many factors

including past experience and complex judgments about future events Management does

not currently anticipate significant changes in its uncertain tax positions over the next 12

months

Continued..
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Summary of Significant Accounting Policies Continued

Income Taxes Continued

While not required to do so the Company generally makes periodic distributions to the

Parent for federal and state income taxes

Concentrations of Credit Risk

Financial instruments that potentially expose the Company to concentrations of credit risk

consist principally of cash and cash equivalents receivable balances and cash surrender

value of life insurance The Company principally utilizes national banks and the clearing

broker to maintain its operating cash accounts and temporary cash investments At certain

times such balances may be in excess of the FDIC and SIPC insurance limits The

Company provides services to its customers under contractual arrangements The

Company records reserves at levels considered by management to be adequate to absorb

estimates of probable future losses uncollectable accounts existing at the statement of

financial condition date These reserves are based on estimates and ultimate losses may
differ from these estimates At December 31 2012 there was no reserve for uncollectable

receivables The Company purchases life insurance with cash surrender value from

multiple insurance companies At December 31 2012 the total cash surrender value of life

insurance policies with two companies was approximately $222000 and $189000

respectively Amounts receivable from the Parent are unsecured

The Company is engaged in various trading and brokerage activities in which its

counterparties primarily include broker-dealers banks and other financial institutions In

the event the counterparties do not fulfill their obligations the Company may be exposed

to risk The risk of default depends on the creditworthiness of the counterparty or issuer

of the instrument It is the Companys policy to review as necessary the credit standing of

its counterparties Additional risks are described in Note 10

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 and disclosure of

contingent assets and liabilities at the date of the financial statements Actual results may
differ from those estimates

Subsequent Events

Management has evaluated subsequent events through February 25 2013 which is the

date the financial statement was available to be issued
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Fair Value Measurements

FASB ASC 820 defines fair value establishes framework for measuring fair value in

accounting principles generally accepted in the United States of America and expands

disclosures about fair value measurements

Various inputs may be used to determine the value of the Companys financial assets and

liabilities These inputs are summarized in three broad levels listed below The input

levels or methodologies used for valuing financial assets and liabilities are not necessarily

an indication of the risk associated with those financial assets and liabilities

Level Quoted prices in active markets for identical financial assets and liabilities

Level Observable inputs other than level quoted prices

Level Unobservable inputs

Observable inputs are inputs that other market participants may use in pricing financial

asset or liability These may include quoted prices for similar assets and liabilities interest

rates prepayment speeds credit risk and others The determination of what constitutes

observable inputs requires judgment by management of the Company

In situations where quoted prices or observable inputs are unavailable or deemed less

relevant for example when there is little or no market activity for an asset or liability at

the end of the period unobservable inputs may be used Unobservable inputs reflect the

Companys own assumptions about the factors market participants would use in pricing

an asset or liability and would be based upon available information

For the year ended December 31 2012 the application of valuation techniques applied to

similar assets and liabilities has been consistent The following is description of the

valuation methodologies used for instruments measured at fair value

Common and Preferred Stock

The Companys investment in common and preferred stock is generally valued using

quoted market prices for identical securities

Corporate Debt Obligations

The fair value of corporate bonds is estimated using recently executed transactions

market price quotations where observable bond spreads or credit default swap

spreads The spread data used are for approximately the same maturity and credit

quality as the bonds When observable price quotations are not available fair value is

determined based on cash flow models with yield curves and bond spreads

Con tin ued..
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Fair Value Measurements Continued

Municipal Obligations

The fair value of municipal bonds is estimated using recently executed transactions

market price quotations and pricing models that factor in where applicable interest

rates bond or credit default swap spreads and volatility

The table below presents the balances of assets and liabilities measured at fair value on

recurring basis at December 31 2012

Description

Securities owned

Common stock

Financial sector

Industrials

Preferred stock

Financial sector

Telecommunication services sector

Corporate debt obligations

Investment grade

Other

Municipal obligations

Investment grade ____________________________________________________

Total securities owned

Securities sold not
yet purchased

Common stock financial sector

Corporate debt obligations investment

grade _______________________________________________
Total securities sold not yet purchased

Includes securities with Standard and Poors rating lower than BBB

at December 31 2012 or securities not rated by Standard and Poors

The Company measures goodwill at fair value on nonrecurring basis Goodwill is

considered level asset at December 31 2012 The fair value of goodwill was calculated

based upon net income and discounted cash flow projections These projections

incorporate managements assumptions about future cash flows based upon past

experience and future expectations The expected cash flows are then discounted using

discount rate that the Company believes is commensurate with the risks involved

Level Level Level Total

1242129 1242129

155144 155144

664419 664419

104760 104760

3460101 3460101

2048622 2048622

2774647 2774647

2166452 8283370 10449822

7542 7542

6657 6657

7542 6657 14199
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Leasehold Improvements

Leasehold improvements are summarized as follows

Leasehold improvements 314562

Accumulated amortization 223583

90979

Receivable from and Payable to Clearing Broker

FASB ASC 210 Balance Sheet provides that right of set-off exists when certain conditions

are met Management has determined that right of set-off exists for certain amounts

receivable from and payable to the clearing broker and has presented these amounts net

in the accompanying statement of financial condition Receivable from and payable to

clearing broker at December 31 2012 consist of the following

Receivable

Payable

Commissions receivable from clearing broker 901213

Fees payable to clearing broker 205585

Receivable from clearing broker net 695628

Cash held at clearing broker 6894000

Margin loan 10351050
Receivable for income earned 662236

Payable to clearing broker net 2794814

The Company clears its proprietary and customer transactions through another broker

dealer on fully disclosed basis The commission receivable and fees payable to the

clearing broker relates to the aforementioned transactions and are collateralized by all cash

and securities that the Company maintains with the clearing broker The Company also

maintains clearing deposit of $100000 with the clearing broker

The Company carries its securities owned and securities sold not yet purchased with the

clearing broker The clearing broker finances the Companys inventory under normal

margin terms The margin requirement at December 31 2012 was approximately

$1991000 and is included in the cash held at clearing broker above The Company pays

interest on the margin loan at the clearing brokers call rate 2.00% at December 31 2012
The Company also receives interest on the cash held at the clearing brokers call rate
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

401k Savings and Profit Sharing Plan

The Company sponsors 401k and profit sharing plan covering all employees who have

attained specified age and length of service requirements Employees of the Company

may elect to make contributions pursuant to salary reduction agreement Profit sharing

contributions may be made to the plan at the discretion of the management of the

Company The Company accrued profit sharing contribution of $267708 for the year

ended December 31 2012

Net Capital Requirement

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

requires the maintenance of minimum net capital and requires that the ratio of aggregate

indebtedness to net capital both as defined in SEC Rule 15c3-i shall not exceed 15 to At

December 31 2012 the Company had regulatory net capital of $4200231 which was

$3575231 in excess of its required net capital of $625000 The Companys aggregate

indebtedness was $3436978 the ratio aggregate indebtedness to net capital was less than

ito

The Company is an introducing broker-dealer that clears all transactions with and for

customers on fully disclosed basis with clearing broker This allows the Company to

claim an exemption from SEC Rule 15c3-3 under subparagraph k2ii

Commitments and Contingent Liabilities

Leases

The Company leases office space and office equipment under operating leases that expire

at various dates through 2017 Annual minimum lease payments including the lease

described in Note to the financial statement required under these leases as of

December 31 2012 are

Year Ending

December 31 Amount

2013 1746771

2014 593443

2015 238088

2016 74296

2017 37410

Continued..
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Commitments and Contingent Liabilities Continued

Underwriting Commitments

In the normal course of business the Company enters into underwriting commitments At

times the Company is required to make good faith deposits on an underwritings At

December 31 2012 there were no outstanding good faith deposits

Agreement with Clearing Broker

The Company has entered in to an agreement with the clearing broker to carry
the

proprietary accounts of the Company the cash securities and margin accounts of the

customers of the Company and to clear securities transactions on fully disclosed basis for

such accounts The contract expires in 2014 and includes an early termination fee ranging

from $700000 should the agreement be terminated in 2013 to $300000 should the

agreement be terminated in 2014

Litigation and Regulation

From time to time the Company is involved in legal proceedings in the ordinary course of

business Management believes that the resolution of any legal proceedings will not have

material adverse effect on the financial condition or the results of operations of the

Company

In the ordinary course of its business the Company is subject to routine regulatory

examinations Management believes that these examinations will not have material

adverse effect on the financial condition or the results of operations of the Company

Indemnifications

In the normal course of business the Company may indemnify and guarantee certain

service providers such as the clearing broker against potential losses in connection with

their acting as an agent or providing services to the Company The maximum potential

amount of future payments that the Company may be required to make under these

indemnifications cannot be reasonably estimated However the Company believes that it

is unlikely it will have to make material payments under these arrangements and has not

recorded contingent liability in the financial statement for these indeninifications

Intercompany Transactions

The Company leases furniture equipment and office space from the Parent under an

annual operating lease agreement Annual minimum lease payments required under the

lease as of December 31 2012 are $558309 for the year ending December 31 2013

Continued..
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BOENNING SCATTERGOOD INC

Notes to Financial Statement

December 31 2012

Intercompany Transactions Continued

The Company has advanced funds to its Parent These advances are noninterest bearing

and there are no scheduled repayment terms Total receivable from Parent as of

December 31 2012 was $2333908

10 Trading Activities and Related Risks

In the normal course of business the Company is party to financial instruments with off

balance sheet risk These financial instruments may include outstanding delayed delivery

underwriting futures commitments and options contracts that involve elements of risks in

excess of the amounts recognized in the statement of financial condition These contracts

are entered into as part of the Companys market risk management trading and financing

activities These contracts are valued at fair value and unrealized gains and losses are

reflected in the financial statement

Additionally in the normal course of business the Company enters into financial

transactions where there is risk of potential loss due to changes in fair value market risk

or failure of the other party to the transaction to perform credit risk

Market risk is the potential change in fair value caused by fluctuations in market prices of

an underlying financial instrument Subsequent market fluctuations may require selling

securities owned at prices that differ from the fair values reflected in the statement of

financial condition Market risk is directly impacted by the volatility and liquidity in the

markets in which financial instruments are traded The Company seeks to control such

market risk by measuring and monitoring its risk limits on regular basis

Credit risk is the possibility that loss may occur due to the failure of counterparty to

perform according to the terms of the contract significant portion of the Companys
assets are dependent upon the credit worthiness of the Companys clearing organization

The Company monitors its exposure to these credit risks on regular basis

The Company also engages in activities involving the execution of various securities

transactions for the benefit of customers These services are provided on fully disclosed

basis These activities may expose the Company to credit risk including off-balance sheet

and market risks in the event client or counterparty is unable to fulfill its contractual

obligation Volatile or illiquid trading markets may increase the Companys risk
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