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OATH OR AFFIRMATION
I, David M. Churchill, swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statements and supporting schedules pertaining to the firm of Brown Advisory Securities,

LLC as of December 31, 2004 are true and correct. I 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.
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This report ** contains (check all applicable boxes):

H

(a)  Facing Page

(b) Statement of Financial Condition

HH

) Statement of Operations
(d) Statement of Cash Flows
(e)  Statement of Changes in Member’s Equity

® Statement of Changes in Liabilities Subordinated to Claims of Creditors
(@ Computation of Net Capital
(h) Computation for Determination of Reserve Requirement Pursuant to Rule 15¢3-3

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

Schedule of Segregation Requirements and Funds in Segregation Pursuant to
Commodity Exchange Act
(k) A Reconciliation between the audited and unaudited Statements of Financial
Condition with respect to methods of consolidation
(1) An QOath or Affirmation

(m) A Copy of the SIPC Supplemental Report

(n) A Report describing any material inadequacies found to exist or found to have
existed since the date of the previous audit (none noted)
(o Independent Auditors’ Report on Internal Accounting Control
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** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3)
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BROWN ADVISORY SECURITIES, LLC
Statements of Financial Condition

(Together with Independent Auditors’ Report
on Internal Control Required by SEC Rule 17a-5)

December 31, 2004 and 2003

(With Independent Auditors’ Report Thereon)
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KPMG LLP
111 South Calvert Street
Baltimore, MD 21202

Independent Auditors’ Report

The Member
Brown Advisory Securities, LLC:

We have audited the accompanying statements of financial condition of Brown Advisory Securities, LLC
as of December 31, 2004 and 2003, that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our 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 statement of financial condition is free of material misstatement. An audit includes
consideration of internai control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An
audit of 2 statement of financial condition includes examining, on a test basis, evidence supporting the
amounts and disclosures in that statement of financial condition. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall statement of financial condition presentation. We believe that our audits of the statements of
financial condition provide a reasonable basis for our opinion.

In our opinion, the statements of financial condition referred to above present fairly, in all material
respects, the financial position of Brown Advisory Securities, LLC as of December 31, 2004 and 2003, in
conformity with accounting principles generally accepted in the United States of America.

KPme P

February 21, 2005

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



BROWN ADVISORY SECURITIES, LLC
Statements of Financial Condition

December 31, 2004 and 2003

{In thousands)
Assets 2004 2003
Cash and cash equivalents $ 1,650 1,407
Receivable from clearing organization 860 622
Receivable from Brown Investment Advisory & Trust Company 153 22
Prepaid expenses and other assets 199 117
Employee advances (note 3) —_ 179
Deposits with clearing organization (note 4) 102 100
$ 2,964 2,447
[Liabilities and Member’s Equity

Accrued compensation $ 1,244 1,121
Payable to clearing organization 82 63
Accrued expenses and other payables 135 131
Total liabilities 1,461 1,315

Member’s equity 1,503 1,132
$ 2,964 2,447

See accompanying notes to statements of financial condition.
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BROWN ADVISORY SECURITIES, LLC
Notes to Statements of Financial Condition

December 31, 2004 and 2003

Organization 2nd Nature of Business

Brown Advisory Securities, LLC (the Company) is a broker-dealer registered under the Securities
Exchange Act of 1934. The Company’s sole member is Brown Advisory Holdings Incorporated
(Holdings). The Company became a member of the National Association of Securities Dealers, Inc. on
September 3, 2002.

The Company introduces and forwards securities transactions on a fully disclosed basis to a carrying
broker-dealer. The Company may be required to indemnify the carrying broker-dealer for losses resulting
from the failure of the Company’s customers to meet their obligations to pay for or deliver securities.

Summary of Significant Accounting Policies

(a)

(b)

(©

(d)

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 market value.

Use of Estimates

The preparation of a statement of financial condition in conformity with accounting principles
generally accepted in the United States of America 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. Actual results may differ
from those estimates.

Income Taxes

The Company is included in the federa! and state income tax returns filed by Holdings. Federal and
state income taxes are calculated as if the Company filed on a separate return basis.

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. However, deferred tax
assets are recognized only to the extent that it is more likely than not that they will be realized based
on consideration of available evidence on a separate return basis. 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.

Investments

Marketable securities are carried at market value, and securities not readily marketable are carried at
fair value as determined by management.

3 (Continued)



3

C)

C))

(6)

BROWN ADVISORY SECURITIES, LLC
Notes to Statements of Financial Condition

December 31, 2004 and 2003

Net Capital Requirement

The Company is required to comply with the uniform net capital rule of the Securities and Exchange
Commission. This rule prohibits the Company from engaging in any securities transaction should its
“aggregate indebtedness” exceed 15 and 8 times its “net capital,” as those terms are defined in the rule at
December 31, 2004 and 2003, respectively. This rule also requires that the Company maintain “net capital”
of the greater of $250,000 or 6.67% of aggregate indebtedness at December 31, 2004 and $100,000 or
12-1/2% of aggregate indebtedness at December 31, 2003. In computing net capital, items not readily
convertible into cash are excluded. At December 31, 2004 and 2003, the Company’s net capital was
$847,000 and $661,000, respectively, which exceeded the rule requirements by $597,000 and $561,000,
respectively.

Deposits with Clearing Organization

Deposits with clearing organization consisted primarily of U.S. Treasury obligations at December 31, 2004
and 2003.

Employee Advances

Pursuant to employment agreements, the Company recorded employee advances receivable of $179,000
which represented the amounts advanced to employees in excess of commissions earned as of
December 31, 2003. These advances were initially non-interest bearing and were due as the employees
eamed commissions on executed securities transactions. During 2004, the Company collected
approximately $18,000 of these advances from the employees. The remaining balance of approximately
$161,000 was reimbursed by Holdings to the Company as a result of the renegotiation of the employment
agreements. There are no such advances recorded as of December 31, 2004.

Related Party Transactions

Pursuant to an intercompany services agreement (Service Agreement) with Brown Investment Advisory &
Trust Company (Trust), Trust pays certain expenses for the Company and the Company is allocated certain
operating expenses, including occupancy, communications and data processing, advertising and employee
benefits. Under a letter of understanding among Holdings, Trust and the Company, Holdings makes
payments to Trust on behalf of the Company for services provided by Trust under the Service Agreement
in amounts equal to the tax benefit of net losses incurred by the Company. For the years ended
December 31, 2004 and 2003, payments by Holdings to Trust of $176,000 and $1,070,000, respectively,
were recorded as member capital contributions to the Company. At December 31, 2004 and 2003, the
Company had amounts receivable from the Trust of $153,000 and $22,000, respectively.

4 (Continued)
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BROWN ADVISORY SECURITIES, LLC
Notes to Statements of Financial Condition

December 31, 2004 and 2003

Income Taxes

Deferred tax assets are comprised of the following at December 31, 2004 and 2003:

2004 2003
Deferred tax assets:
Net operating loss carryforward $ 508,000 $ 740,000
Deferred compensation 233,000 237,000
Other 3,000 3,000
Less valuation allowance : (700,000) (980,000)
Net deferred tax assets 44,000 —
Deferred tax liability:
Prepaid expenses (44,000) —
Net deferred tax liability (44,000) —
Net deferred tax assets $ — 3 —

The Company has determined that it is not more likely than not that the deferred tax assets will be realized
based on consideration of available evidence and, accordingly, has provided valuation allowances for the
full amounts of the net deferred tax assets at December 31, 2004 and 2003.

The Company had no current or deferred income tax expense for the years ended December 31, 2004 and
2003. As of December 31, 2004, the Company has a net operating loss carryforward (NOL) for income tax
purposes of $1,316,000 which will expire in 2023. The Company’s NOL carryforwards of $1,316,000 have
been reduced by $2,624,000 which represents a combination of current year NOL utilization by Holdings
and the utilization of NOL camryback claims filed by Holdings. The Company received a capital
contribution from Holdings for the utilization of its NOLs. Utilization of net operating losses may be
subject to annual limitations under various Internal Revenue Code sections and similar state provisions.




KPMG LLP
111 South Calvert Street
Baltimore, MD 21202

Independent Auditors’ Report on Internal
Control Required by SEC 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) for the year ended December 31, 2004, we considered its internal control, including control
activities for safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by Rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility are safeguarded against
loss from unauthorized use or disposition and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in
accordance with accounting principles generally accepted in the United States of America. Rule 17a-5(g)
lists additionai objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is

subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.
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Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including 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 a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were
adequate at December 31, 2004, to meet the SEC’s objectives.

This report is intended solely for the information and use of the member and management of the Company,
the SEC, the National Association of Securities Dealers, Inc. and other regulatory agencies that rely on
Rule 17a-5(g) 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.

KPMe LP

February 21, 2005



