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OATH OR AFFIRMATION

1, Lionel Baugh , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
E.8. Financial Services, Inc.

. as
of December 31st 2043 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:

N/A
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J.C.BUSTILLO i
MY COMMISSION # EE 141769 \x \‘ Signatie

5f  EXPIRES: February 27, 2016 .
°‘§‘ Bonded Thru Notary Puhini/c Undenwriters President

Title

A Subscribed and sworn before me, this 28th
{ Notary pubh(/ day of February, 2014 a Notary Public in and

fo;' m: de 0 , State of Florida
This report ** contains (check all applicable boxes): / //’)

B (a) Facing Page. . . » Jac Ué’lme Crdz»Bustﬁlo

B (b) Statement of Financial Condition. No ry Public

¥ (¢) Statement of Income (Loss). My Commission expires 2/27/16

[J (@) Statement of Changes in Financial Condition.

(e) 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.

B (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.

B () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

A (1) An Oath or Affirmation.

& (m) A copy of the SIPC Supplemental Report.

[0 (n) Areportdescribing any material inadequacies found to exxst or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e}{3).
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Suite 2000
200 South Biscayne Boulevard
Miami, FL 33131

Report of Independent Registered Public Accounting Firm

The Board of Directors
E.S. Financial Services, Inc.:

We have audited the accompanying financial statements of E.S. Financial Services, Inc. (a wholly owned
subsidiary of Espirito Santo Bank), which comprise the statements of financial condition as of
December 31, 2013 and 2012, and the related statements of operations, changes in stockholder’s equity,
changes in subordinated debt, and cash flows for the years then ended, that are filed pursuant to Rule 17a-5
under the Securities Exchange Act of 1934, and the related notes to the financial statements.

Management’s 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 entity’s 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 entity’s 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 a 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 E.S. Financial Services, Inc. as of December 31, 2013 and 2012, 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 LLPis a Deﬁa\l'are limited liability partnership,
the U.S. member firm of KPMG International Cooperative
{"KPMG International”}, a Swiss entity.
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Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
information contained in Schedules I, II, III, and IV is presented for purposes of additional analysis and is
not a 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 I, II, III, and IV 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 L, II, III, and IV is fairly stated in all material respects in relation
to the financial statements as a whole.

KPMe LIP

Miami, Florida
February 28, 2014 ;
Certified Public Accountants



2013 2012
Assets
Cash and cash equivalents $ 5,041,271 5,643,744
Due from broker — failed to deliver 1,774,617 —
Securities owned, at fair value 5,998,380 5,996,210
Income tax receivable from Espirito Santo Bank 133,972 —
Deposit with clearing broker 100,000 100,000
Property and equipment, net 406,890 205,890
Other assets 467,196 749,740
Total assets $ 13,922,326 12,695,584
Liabilities and Stockholder’s Equity
Income tax payable to Espirito Santo Bank $ — 113,820
Due to broker — failed to receive 2,174,264 661,074
Accrued expenses and other liabilities 551,542 548,390
Deferred tax liability, net 41,743 22,782
Total liabilities 2,767,549 1,346,066
Subordinated debt 2,000,000 2,000,000
Stockholder’s Equity: ‘
Common stock, $1.00 par value. Authorized, 10,000 shares; 10,000 10,000
issued and outstanding, 10,000 shares
Additional paid in capital 1,990,000 1,990,000
Retained earnings 7,154,777 7,349,518
Total stockholder’s equity 9,154,777 9,349,518
Total liabilities and stockholder’s equity ‘ $ 13,922,326 12,695,584

E.S. FINANCIAL SERVICES, INC.

(A Wholly Owned Subsidiary of Espirito Santo Bank)

Statements of Financial Condition
December 31,2013 and 2012

See accompanying notes to financial statements.
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E.S. FINANCIAL SERVICES, INC.

(A Wholly Owned Subsidiary of Espirito Santo Bank)

Statements of Operations
Years ended December 31, 2013 and 2012

2013 2012
Revenues:
Principal transactions $ 2,379,877 3,160,238
Commissions and fees 2,842,056 2,760,968
Interest income 1,362 17,408
Other income, net 1,131,867 1,042,290
Total revenues 6,355,162 6,980,904
Expenses:
Employee compensation and benefits 1,331,504 1,349,640
Management fees 2,880,000 3,000,000
Occupancy and equipment 1,046,762 1,124,598
Communications 76,978 98,720
Interest expense 9,822 15,141
Commissions and clearing charges 401,803 336,796
Legal and regulatory 427,032 423.328
Other 490,638 376,194
Total expenses 6,664,539 6,724,417
Income (loss) before income taxes (309,377 256,487
Income tax (benefit) expense (114,636) 97,851
Net (loss) income $ (194,741) 158,636

See accompanying notes to financial statements.



Balance, December 31,2011
Net income

Balance, December 31, 2012
Net loss

Balance, December 31, 2013

E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Statements of Changes in Stockholder’s Equity
Years ended December 31, 2013 and 2012

Additional Total
Common stock paid-in Retained stockholder’s
Shares Amount capital earnings equity
10,000 $ 10,000 1,990,000 7,190,882 9,190,882
e — — 158,636 158,636
10,000 10,000 1,990,000 7,349,518 9,349,518
e — — (194,741) (194,741)
10,000 $ 10,000 1,990,000 7,154,777 9,154,777

See accompanying notes to financial statements.



E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Statements of Changes in Subordinated Debt
“Years ended December 31, 2013 and 2012

2013 2012
Subordinated debt, beginning of year $ 2,000,000 2,000,000
Activity during the year — —
Subordinated debt, end of year $ 2,000,000 2,000,000

See accompanying notes to financial statements.



E.S. FINANCIAL SERVICES, INC.

(A Wholly Owned Subsidiary of Espirito Santo Bank)

Statements of Cash Flows

Years ended December 31, 2013 and 2012

Cash flows from operating activities:
Net (loss) income $
Adjustments to reconcile net (loss) income to net cash (used in)
provided by operating activities:
Deferred tax provision
Depreciation and amortization
Change in operating assets and liabilities:
Due from broker — failed to deliver
Income tax receivable from Espirito Santo Bank
Securities owned, net
Other assets
Income tax payable to Espirito Santo Bank
Due to broker — failed to receive
Accrued expenses and other liabilities

Net cash (used in) provided by operating activities

Cash flows from investing activities:
Proceeds from sale/transfer of property and equipment
Purchases of property and equipment

Net cash used in investing activities

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year $

Supplemental disclosures of cash flow information: :
Interest paid $
Income taxes paid to Espirito Santo Bank

See accompanying notes to financial statements.

2013 2012
(194,741) 158,636
18,961 (16,344)
112,233 76,438
(1,774,617) 55,084
(133,972) —
(2,170) 685
282,544 201,128
(113,820) (55,072)
1,513,190 551,507
3,152 30,023
(289,240) 1,002,085
18,333 —
(331,566) (14,614)
(313,233) (14,614)
(602,473) 987,471
5,643,744 4,656,273
5,041,271 5,643,744
9,822 15,141
113,820 168,892
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Notes to Financial Statements
December 31, 2013 and 2012

Organization

E.S. Financial Services, Inc. (the Company or ESFS) is a wholly owned subsidiary of Espirito Santo Bank
(the Bank). The Company is a broker-dealer registered with the Securities and Exchange Commission
(SEC) and a member of the Financial Industry Regulatory Authority (FINRA).

The Company provides its customers with transaction services. Revenue derived from these services is
recognized in the accompanying statements of operations. Custody of securities owned by customers of the
Company is maintained by third parties.

Summary of Significant Accounting Policies

(@)

(b

(©

(d

Estimates

The preparation of the financial statements in conformity with U.S. generally accepted accounting
principles (U.S. 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 financial statement and the reporting of revenue and expenses during the reporting period.
Actual results could differ from those estimates.

Cash Equivalents

The Company considers cash with clearing broker and all highly liquid debt instruments with
original maturities of 90 days or less from date of purchase as cash equivalents. For purposes of the
statements of cash flows, cash and cash equivalents include cash with clearing broker.

Securities Owned

Securities owned are recorded at fair value with unrealized gains or losses recognized in earnings
within other income, net.

Securities transactions in regular-way trades are recorded on trade date. Gains and losses arising
from all securities transactions entered into for the account and risk of the Company are recorded on
a trade-date basis. Customers’ securities and transactions are reported on a settlement-date basis.

Amounts receivable (fail to deliver) and payable (fail to receive) for securities transactions that have
reached their contractual settlement date, but have not yet settled, are recorded on the statements of
financial condition.

Property and Equipment, Net

Property and equipment include furniture, computer software and equipment, and leasehold
improvements, and are recorded at cost less accumulated depreciation and amortization. Additions
and improvements are capitalized. Routine maintenance and repairs are expensed when incurred.
Depreciation of furniture and equipment is provided on the straight-line basis using estimated useful
lives of the related assets. Leasehold improvements are amortized over the lesser of the asset life or
the term of the lease.

8 (Continued)
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Notes to Financial Statements

December 31, 2013 and 2012

Principal Transactions

Principal transaction revenue generated from customer related trades, is the difference between the
price paid to buy securities and the amount received from the sale of the securities. The Company
typically serves as intermediary between buyer and seller and does not receive a fee or commission
for providing order execution services.

Commissions and Fees

Commissions and fees, and the related clearing expenses are recorded on a trade-date basis as
securities transactions occur.

Income Taxes

The Company files consolidated federal and Florida income tax returns with the Bank. The Company
calculates its income tax expense or benefit and settles the current amount payable to or receivable
from the Bank as if its files a separate tax return. Also, the Company files separate New York State
and New York City income tax returns. During 2013, the Internal Revenue Service continued its
examination of the Bank’s federal consolidated income tax return for the years ended December 31,
2009, 2010, and 2011. The Company does not anticipate that any material tax adjustments will be
proposed by the Internal Revenue Service as a result of its examination. In addition, the Company is
no longer subject to federal or state examinations for years prior to 2009 due to the expiration of
regulatory statutes.

Income taxes are accounted for under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases
and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date.

The Company recognizes the effect of income tax positions only if those positions are more likely

than not of being sustained. Recognized income tax positions are measured at the largest amount that
is greater than 50% likely of beirig realized. Changes in recognition or measurement are reflected in
the period in which the change in judgment occurs. It was determined that there were no material
uncertainty tax positions that are more likely than not to be sustained as of December 31, 2013.

The Company records interest and penalties related to unrecognized tax benefits in other expense.

Fair Value Measurements

The Company follows the provisions included in Accounting Standards Codification (ASC) Topic
820, Fair Value Measurements, for fair value measurements of financial assets and financial
liabilities and for fair value measurements of nonfinancial items that are recognized or disclosed at
fair value in the financial statement on a recurring basis. ASC Topic 820 defines fair value as the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction

9 - (Continued)
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
- Notes to Financial Statements
December 31, 2013 and 2012

between market participants at the measurement date. ASC Topic 820 also establishes a framework
for measuring fair value and expands disclosures about fair value measurements (note 4).

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement (Topic 820): Amendments to
Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs.
The new standard does not extend the use of fair value but, rather, provides guidance about how fair
value should be applied where it is already required or permitted under International Financial
Reporting Standards (IFRS) or U.S. GAAP. For U.S. GAAP, most of the changes are clarifications
of existing guidance or wording changes to align with IFRS. The ASU also requires additional
disclosures for nonpublic entities to provide quantitative information about significant unobservable
inputs used for all Level 3 measurements and a description of the valuation process used. The
provisions of the ASU are effective for annual or interim reporting periods beginning after
December 15, 2011. The Company adopted the provisions of the ASU in 2012. The adoption of ASU
2011-04 did not have a material effect on the Company’s financial statements.

Fair Value Option

Under the Fair Value Option Subsections of ASC Subtopic 825-10, Financial Instruments — Overall,
the Company has the irrevocable option to report most financial assets and financial liabilities at fair
value on an instrument-by-instrument basis, with changes in fair value reported earnings. The
Company did not apply the provisions of ACT Subtopic 825-10 to any instruments for the year
ended December 31, 2013 and 2012.

Recently Issued Accounting Standards

The Financial Accounting Standards Board (FASB)issued ASU 2013-04,  Liabilities
(Topic 405): Obligations Resulting from Joint and Several Liability Arrangements for Which the
Total Amount of the Obligation is Fixed at the Reporting Date, in February 2013. ASU 2013-04
requires an entity to measure obligations resulting from joint and several liability arrangements for
which the total amount of the obligation is fixed as the sum of the amount the entity agreed to pay on
the basis of its arrangement among its co-obligors and any additional amount the entity expects to
pay on behalf of its co-obligors. The new standard is effective for fiscal years ending after
December 15, 2014 and interim and annual periods thereafter. ASU 2013-04 is to be applied
retrospectively to all prior periods presented for those obligations resulting from joint and several
liability arrangements within the Update’s scope that exist at the beginning of an entity’s fiscal year
of adoption. The Company will implement the provisions of the new standard as of January 1, 2014.

In July 2013, the FASB issued ASU 2013-11, Income Taxes (Topic 740): Presentation of an
Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax
Credit Carryforward Exists. ASU 2013-11 requires an unrecognized tax benefit, or a portion of an
unrecognized tax benefit, to be presented in the financial statements as a reduction to a deferred tax
asset for a net operating loss carryforward, a similar tax loss, or a tax credit carryforward.
ASU 2013-11 is effective for fiscal years, and interim periods within those years, beginning after
December 15, 2014. The new standard is to be applied prospectively but retrospective application is
permitted. The Company will implement the provisions of ASU 2013-11 as of January 1, 2015.

10 (Continued)
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)

Notes to Financial Statements
December 31, 2013 and 2012

Qualified Securities Segregated under Federal Regulations

Rule 15¢3-3 under the Securities Exchange Act of 1934 specifies certain conditions under which brokers
and dealers carrying customer accounts are required to maintain cash or qualified securities in a special
reserve bank account for the exclusive benefit of customers. Amounts to be maintained, if any, are
computed in accordance with a formula defined in the Rule. At December 31, 2013 and 2012, ESFS had
qualified securities (U.S. government securities) with a fair value of $5,998,380 and $5,996,210,
respectively, in a special reserve account.

Securities Owned
The estimated fair value of securities owned at December 31, 2013 and 2012 is as follows:

2013 2,012
U.S. government securities $ 5,998,380 5,996,210

FASB ASC Topic 820 defines fair value, establishes a framework for measuring fair value, and establishes
a fair value hierarchy that prioritizes the inputs to valuation techniques. Fair value is the price that would
be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. A fair value measurement assumes that the transaction to sell the
asset or transfer the liability occurs in the principal market for the asset or liability or, in the absence of a
principal market, the most advantageous market. Valuation techniques that are consistent with the market,
income, or cost approach, as specified by FASB ASC Topic 820, are used to measure fair value. The fair

“value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three broad

levels:

. Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that
are accessible at the measurement date. '

. Level 2 inputs are from other than quoted market prices included in Level 1 that are observable for
the asset or liability, either directly or indirectly (e.g., quoted market prices of similar assets or
liabilities in active markets, or quoted market prices for identical or similar assets or liabilities in
markets that are not active). :

° Level 3 inputs are unobservable (e.g., a company’s own data) and should be used to measure fair
value to the extent that observable inputs are not available.

11 (Continued)
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Notes to Financial Statements

December 31, 2013 and 2012

The following tables present the Company’s assets measured at fair value on a recurring basis at
December 31, 2013 and 2012:

Level 1 Level 2 Level 3
Assets (2013):
U.S. government securities $ - 5,998,380 —
$ e 5,998,380 —
Level 1 Level 2 Level 3
Assets (2012):
U.S. government securities $ —— 5,996,210 —_
$ —_— 5,996,210 —

The Company values its U.S. government securities following a market approach technique based on
quoted prices from secondary markets of U.S. government securities traded among dealers. Market quotes
are obtained from an independent securities’ pricing service company.

Property and Equipment, Net
Property and equipment, net consists of the following at December 31,2013 and 2012:

Estimated
useful lives
2013 2012 (in years)
Equipment and software $ 357,820 350,341 3-8
Furniture 144214 102,079 3-8
Leasehold improvements 219,895 219,895 20
721,929 672,315
Accumulated depreciation and
amortization (315,039) (466,425)
$ 406,890 205,890

Depreciation and amortization expense for the years ended December 31, 2013 and 2012 was $112,233
and $76,438, respectively.

Related-Party Transactions

The Bank extends credits to the Company’s customers, subject to various regulatory and internal
requirements, collateralized by securities in the customers’ brokerage accounts. The Bank earns interest

12 (Continued)



E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Notes to Financial Statements
December 31, 2013 and 2012

income from these loans. Total securities’ collateralized loans recorded by the Bank amount to
approximately $45.2 million and $39.8 million as of December 31, 2013 and 2012, respectively.

On January 6, 2009, as amended on December 2, 2011, the Company entered into an Administrative
Service and Expense Sharing Agreement and certain other Brokerage Services Agreements (collectively,
the Agreements) with Banco Espirito Santo de Investimento, S.A., New York Branch (BESI NY). Per
these Agreements, the Company agreed to provide brokerage services to certain branches and subsidiaries
of Banco Espirito Santo de Investimento, S.A (BESI). In consideration for the brokerage services, the
Company has requested that BESI NY provide certain services to the Company’s New York branch and
office of supervisory jurisdiction, share certain expenses, furnish the use of certain BESI NY personnel as
set forth in the Agreements, and provide additional compensation of 5% of incurred expenses.

On February 3, 2011, as amended on November 2, 2012, the Company entered into a Broker Services
Agreement with Execution Noble Limited (ENL), a broker-dealer registered with the United Kingdom
Financial Services Authorities located in London, England. Per the agreement, the Company agrees to act
as a U.S. broker-dealer pursuant to Paragraph (a)(3) of Rule 15a-6 of the Securities Exchange Act of 1934
with respect to transactions in non-U.S. securities for U.S. major institutional investors that agree to
become customers of ESFS. In consideration for the brokerage services, the Company will receive 2% of
the net commissions, with a $50,000 per quarter minimum and additional compensation of incurred
expenses plus 15%.

Related-party transactions included in the Company’s statements of operations for the years ended
December 31, 2013 and 2012 are summarized follows:

2013 2012
Income:
Commissions and fees -3 662,556 365,561
Other income 1,032,883 1,040,166
Expenses:
Employee compensation and benefits $ 228,096 ‘ 228,096
Management fees 2,880,000 3,000,000
Occupancy and equipment 310,214 399,648
Communications expense 14,250 14,250
Interest expense 9,822 15,141
Commissions and clearing charges ‘ 228,037 127,195
Legal and regulatory 61,911 82,297
Other 116,918 134,235

During 2013 and 2012, in relation to these Agreements, the Company was reimbursed by BESI NY and
ENL for expenses incurred in the amount of $959,426 and $985,681, respectively. These amounts and
additional compensation of $73,778 and $54,485, respectively, are presented gross in the statements of
operations.

13 (Continued)
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Notes to Financial Statements
December 31, 2013 and 2012

Included in the statements of financial condition are amounts due from/to related parties as follows: -

2013 2012

Assets: ‘

Cash and cash equivalents $ - s81,730 1,133,608

Due from broker — failed to deliver 798,019 —

Income tax receivable from Espirito Santo Bank 133,972 —

Other assets 59,448 238,760
Liabilities and stockholder’s equity:

Income tax payable to Espirito Santo Bank $ — 113,820

Due to broker — failed to receive 1,479,008 —

Accrued expenses and other liabilities 8,353 14,002

Subordinated debt 2,000,000 - 2,000,000
Commitments

The Company leases office premises under a noncancelable operating lease agreement with a related party,
which expires in January 2018. Future minimum payments under this lease as of December 31, 2013 are as

- follows:
Year ending December 31:
2014 $ 82,519
2015 84,993
2016 , 87,543
2017 90,169
2018 92,874

3 438,098

Rental expense related to the above commitment amounted to $95,992 and $97,671 for the years ended
December 31, 2013 and 2012, respectively.

Regulatory Matters

The Company was subject to a FINRA examination which indicated that there had been inadequate sales
procedures and due diligence covering a specific product during 2003-2009. No client losses or complaint
occurred as a result of this and the securities were all paid in full at their respective maturities. During
2012, this matter was resolved. Consequently, the Company and FINRA executed an Acceptance, Waiver
and Consent (AWC) agreement, and the Company was assessed a fine of $200,000, which was expensed
and paid during 2012.

On December 23, 2013 the Company submitted to FINRA a 4530 Self Disclosure identifying potential
irregularities relating to a brokerage account maintained by an affiliate. The matter is isolated to this
one account and the outcome of this matter is as yet undetermined.

14 (Continued)



®

(10)

an

(12)

E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Notes to Financial Statements

December 31, 2013 and 2012

Subordinated Debt

The subordinated debt at December 31, 2013 and 2012 represent notes with the Bank. On July 2, 2012, the
Company and the Bank amended the subordinated debt agreement to extend the maturity date until July 2,
2016 (previously, July 2, 2013) and to change the interest rate charged from the federal funds rate to the
six-month LIBOR. The six-month LIBOR at December 31, 2013 and 2012 was 0.41% and 0.73%,
respectively.

The subordinated debt is available in computing net capital under the SEC Uniform Net Capital
Rule 15¢3-1. To the extent that such borrowings are required for the Company’s continued compliance
with minimum net capital requirements, they may not be repaid.

Employee Benefit Plan

The Bank has a 401(k) benefit plan (the Plan) covering substantially all of the Company’s employees. The
Company matches 100% of each participant’s contribution up to a maximum of 10% of annual salary. All
contributions made by the Company to the participants’ accounts vest incrementally in the second year
through completion of the sixth year of employment.

The Company contributed $74,308 and $69,896 to the Plan in 2013 and 2012, respectively.

Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule 15¢3-1, which requires the maintenance of
minimum net capital and requires that the ratio of aggregate indebtedness to net capital, both as defined,
will not exceed 15.00 to 1.00. At December 31, 2013 and 2012, the Company had net capital of
approximately $10,020,000 and $9,903,000, respectively, which is approximately $9,770,000 and
$9.653,000, respectively, in excess of its required minimum net capital of $250,000. The Company’s ratio
of aggregate indebtedness to net capital at December 31, 2013 and 2012 is 0.27 to 1.00 and 0.13 to 1.00,
respectively.

Financial Instruments with Credit Risk

In the normal course of its business, the Company enters into transactions involving financial instruments.
These financial instruments include elements of market risk in excess of the amounts recognized in the
statement of financial condition. In addition, risks arise from the possible inability of counterparties to
meet the terms of their contracts.

In the normal course of business, the Company enters into securities transactions with other broker-dealers
and customers, which can result in concentrations of credit risk if these entities fail to perform under these
transactions. To mitigate this credit risk, the Company has established procedures to monitor its
outstanding transactions with, and balance due from, these broker-dealers and customers.

The Company may be required, in the event of the nondelivery of customers’ securities owed to the
Company by other broker-dealers or by its customers, to purchase the securities in the open market.
Purchases at costs exceeding the amount owed may result in losses not reflected in the accompanying
financial statements.
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Notes to Financial Statements
December 31, 2013 and 2012

(13) Income Taxes

Income tax (benefit)/expense reflected in the statements of operations for the years ended December 31,
2013 and 2012 consists of the following:

2013 2012
Current tax (benefit) expense: 7
U.S. federal $ (120,178) 97,708
State and local (13,419 16,487
(133,597) 114,195
Deferred tax (benefit) expense: ‘
U.S. federal 21,965 (14,492)
State and local (3,004) (1,852)
18,961 (16,344)
Total income tax (benefit) expense 3 (114,636) 97,851

The difference between total “expected” income tax expense (computed by applying the U.S. federal
corporate income tax rate of 34% to income before income taxes) for the years ended December 31, 2013
and 2012 and the reported income tax (benefit) expense is as follows:

2013 2012
Federal income taxes at statutory tax rates $ (105,188) 87,206
State income taxes, net of related federal benefit (10,839) 9,659
Non deductible expenses 1,391 986
$ (114,636) 97,851

The tax effects of temporary differences that give rise to the deferred tax assets and deferred tax liabilities
at December 31, 2013 and 2012 are presented below:

2013 2012
Deferred tax asset:
Deferred rent $ 13,576 —
Total gross deferred tax asset 13,576 —
Deferred tax liability:
Property and equipment : 55,319 22,782
Total gross deferred tax liability 55,319 22,782
Net deferred tax liability $ (41,743) (22,782)
16 ‘ , (Continued)
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)
Notes to Financial Statements

December 31, 2013 and 2012

There was no valuation allowance recorded for deferred tax assets as of December 31, 2013 and 2012. In
assessing the realizability of deferred tax assets, management considers whether it is more likely than not
that some portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred
tax assets is dependent upon the generation of future taxable income during the periods in which these
temporary differences become deductible. Management considers the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making this assessment.

Subsequent Events

The Company has evaluated subsequent events from the date of the statement of financial condition
through February 28, 2014, the date at which the financial statements were available to be issued, and
determined that there are no other items to disclose.
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E.S. FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Espirito Santo Bank)

Computation of Net Capital Under Rule 15¢3-1 of the
Securities Exchange Act of 1934

December 31, 2013

Computation of Net Capital

Total stockholder’s equity
Subordinated debt

Total capital and allowable subordinated debt

Deductions and/or charges:
Nonallowable assets:
Income tax receivable from Espirito Santo Bank
Property and equipment
Other assets
Other deductions

Total deductions
Net capital before haircuts on securities owned
Haircuts on securities owned
Net capital
Computation of Aggregate Indebtedness

Items included in statement of financial condition:
Due to broker — failed to receive
Accrued expenses and other liabilities

Total aggregate indebtedness
Computation of Basic Net Capital Requirement

Minimum net capital required — 6 2/3%
of total aggregate indebtedness

Minimum dollar net capital requirement

Net capital requirement (greater of above)

Excess net capital

Excess net capital at 1,000% (net capital less the greater of 10%
of aggregate indebtedness or 6 2/3% of the minimum net capital
requirement)

Ratio of aggregate indebtedness to net capital

See accompanying report of independent registered public accounting firm.
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Schedule I

9,154,777
2,000,000

11,154,777

133,972
406,890
460,465
106,584

1,107,911

10,046,866
26,344

10,020,022

2,174,264
551,542

2,725,806

181,720
250,000
250,000

9,770,022

9,770,022