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OATH OR AFFIRMATION

David Glatstein F L
0 swear (or afﬁrm) that, to the

best of my knowledge and belief the accompanying financial statement and supportmg 'schedules pertaxmng to the firm of
Southwest Clearing Corporation : : «

as of

June 29 _,¥X®2001 | are true and correct. 1 further swear (or afﬁrm) that’ nelther the company
nor any partner, proprietor, principal officer or director has any proprietary interest in any account ‘classified soley as that of
a customer, except as foliows:
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Public State of Texas
*_- ?Aoymcrgmm Expires 01/25/02
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Signature ¥

Smito

Notary Pubtd

This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
_(d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners or Sole Propnetor s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(2g) Computation of Net Capital
(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.
(i) 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.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation. ... -
() An Oath or “Affirmation.
(m)A copy of the SIPC Supplemental Report.
(n) A report descnbmg any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of Eonﬁdéntial treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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200 Crescent Court
Suite 300
Dallas, TX 756201-1885

Independent Auditors’ Report

The Board of Directors
Southwest Clearing Corporation:

We have audited the accompanying statements of financial condition of Southwest Clearing Corporation (a
wholly owned subsidiary of Southwest Securities Group, Inc.) as of June 29, 2001 and June 30, 2000, and
the related statements of income, stockholder’s equity, and cash flows for the years then ended 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. Qur 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 includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Southwest Clearing Corporation as of June 29, 2001 and June 30, 2000, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information included in Schedules 1 through 4 is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

\(\Q N\ LLy?

August 1, 2001



SOUTHWEST CLEARING CORPORATION

(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Statements of Financial Condition

June 29, 2001 and June 30, 2000

Assets 2001 2000
Cash $ 250,000 250,000
Securities owned, at market value 1,147,171 1,089,590
Other assets 44,900 3,300
$ 1,442,071 1,342,890
Liabilities and Stockholder’s Equity
Accounts payable to affiliate (note 3) $ 110,655 28,085
Stockholder’s equity (note 2):
Preferred stock with $20 par value, authorized 100,000 shares,
none issued and outstanding — —
Class A common stock with $1 par value, authorized 10,000 shares,
1,000 shares issued and outstanding 1,000 1,000
Class B common stock with $1 par value, authorized 10,000 shares,
none issued and outstanding — —
Additional paid-in capital 1,269,000 1,269,000
Retained earnings 61,416 44,805
1,331,416 1,314,805
$ 1,442,071 1,342,890

See accompanying notes to financial statements.



SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Statements of Income

Years ended June 29, 2001 and June 30, 2000

2001 2000
Revenues - interest $ 57,762 52,328
Expenses - miscellaneous (32,207) (660)
Income before income taxes 25,555 51,668
Income tax expense (note 3) 8,944 18,083
Net income $ 16,611 33,585

See accompanying notes to financial statements.
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SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Statements of Cash Flows

Years ended June 29, 2001 and June 30, 2000

2001 2000
Cash flows from operating activities:
Net income $ 16,611 33,585
Adjustments to reconcile net income to net cash provided by
operating activities:
Changes in operating assets and liabilities:
Accounts receivable from affiliate — 2,912
Securities owned (57,581} (58,540)
Other assets (41,600) —
Accounts payable to affiliate 82,570 22,043
Net cash provided by operating activities — —
Change in cash — —
Cash at beginning of year 250,000 250,000
Cash at end of year $ 250,000 250,000

See accompanying notes to financial statements.
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SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Notes to Financial Statements

June 29, 2001 and June 30, 2000

Summary of Significant Accounting Policies

(a)

(b)

(c)

(4

(¢)

General

Southwest Clearing Corporation (Company) is a wholly owned subsidiary of Southwest
Securities Group, Inc. (Parent). The Company is a registered broker/dealer in securities under
the Securities Exchange Act of 1934 (Act).

The annual financial statements are prepared as of the close of business on the last Friday of
June. Accordingly, the fiscal years for 2001 and 2000 ended on June 29, 2001 and June 30,
2000, respectively.

The financial statements do not include a statement of changes in liabilities subordinated to the
claims of general creditors as required under Rule 17a-5 of the Act, since no such liabilities
existed as of or during the years ended June 29, 2001 and June 30, 2000.

Cash Flow Reporting

For purposes of the statements of cash flows, the Company considers cash to include cash on
hand and in depository accounts.

No interest or income tax was paid in 2001 or 2000.

Fair Value of Financial Instruments

" Substantially all of the Company’s financial assets and liabilities are carried at market value or

at amounts which, because of their short-term nature, approximate current fair value.

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 and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Securities Owned

At June 29, 2001 and June 30, 2000, securities owned consisted of money market investments.

6 (Continued)
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SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Notes to Financial Statements

June 29, 2001 and June 30, 2000

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital
Rule (15¢3-1), which requires the maintenance of minimum net capital. At June 29, 2001, the
Company had net capital of $1,263,573, which is $1,013,573 in excess of its minimum net capital
requirement of $250,000 at that date. Additionally, Rule 15¢3-1 provides that equity capital may not
be withdrawn or cash dividends paid if resulting net capital would be less than 5% of aggregate debit
items. At June 29, 2001, the Company had net capital of $1,143,573 in excess of 5% of aggregate
debit items.

Federal Income Taxes

The Company files a consolidated Federal income tax return with the Parent. For financial
statement purposes, current income taxes are computed as if the Company filed a separate entity

. income tax return. The income tax payable is netted against prior year tax benefits and included in

accounts payable to affiliate. Also included in accounts payable to affiliate are income taxes payable
to SWS Securities, Inc. in the amount of $1,514.

The Company uses the asset and liability method of accounting for income taxes. Under the asset
and liability method, deferred tax assets and liabilities are recognized for the estimated 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 in effect for
the year in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of changes in tax rates is recognized in income in the period that
includes the enactment date. There were no temporary tax differences for the years ended June 29,
2001 and June 30, 2000.



Schedule 1
SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)
Computation of Net Capital Pursuant to Rule 15¢3-1
of the Securities Exchange Act of 1934
June 29, 2001
Total stockholder’s equity from the statement of financial condition $ 1,331,416
Deductions and/or charges - total nonallowable assets —
Net capital before haircuts 1,331,416
Haircuts on securities positions (67,843)
Net capital 1,263,573
Net capital requirement:
Greater of 2% aggregate debit items as shown in computation
of special reserve requirement on Schedule 2
(%0 x 2% = $0) or $250,000 250,000
Excess net capital $ 1,013,573
Net capital in excess of the greater of 5% aggregate debit items or $120,000 $ 1,143,573

Note: The above computation does not differ materially from the computation of net capital under
Rule 15¢3-1 as of June 29, 2001 filed by the Company with the National Association of
Securities Dealers, Inc. on July 25, 2001.

See accompanying independent auditors’ report.



SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Computation of Special Reserve Requirement Pursuant to
Rule 15¢3-3 of the Securities Exchange Act of 1934

June 29, 2001

Credit balances:

Free credit balances and other credit balances in customers’ security accounts

Monies borrowed collateralized by securities carried for the accounts of customers

Monies payable against customers’ securities loaned

Customers’ securities failed to receive

Credit balances in firm accounts which are attributable to principal sales to customers

Market value of stock dividends, stock splits and similar distributions receivable
outstanding over 30 calendar days

Market value of short security count differences over 30 calendar days old

Market value of short securities and credits in all suspense accounts over 30 calendar days

Transfers in excess of 40 calendar days

Other

Debit balances:

Debit balances in customers’ cash and margin accounts excluding unsecured accounts and accounts
doubtful of collection

Securities borrowed to effectuate short sales by customers and securities borrowed to make delivery
on customers’ securities failed to deliver

Failed to deliver of customers’ securities not older than 30 calendar days

Margin required and on deposit with the Options Clearing Corporation
for all option contracts written or purchased in customer accounts

Other

Aggregate debits
Less 3% haircut

Excess of total credits over total debits

Reserve requirement at June 29, 2001:
Amount of securities held in “Reserve Bank Accounts” at June 29, 2001
Deposit made within required time frames of qualified securities

Amount of securities held in “Reserve Bank Accounts”

Note:  The above computation does not differ materially from the computation of the special reserve

requirement prepared by the Company as of June 29, 2001 and filed with the National Association

of Securities Dealers, Inc. on July 25, 2001 on Form X-17A-5.

See accompanying independent auditors’ report.

Schedule 2



SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Computation for Determination of
PAIB Reserve Requirements Pursuant to
Rule 15¢3-3 of the Securities Act of 1934

June 29, 2001

Credit balances:

Free credit balances and other credit balances in proprietary accounts
of introducing brokers (PAIB)

Monies borrowed collateralized by securities carried for PAIB

Monies payable against PAIB securities loaned

PAIB securities failed to receive

Credit balances in firm accounts which are attributable to principal
sales to PAIB

Other

Debit balances:

Debit balances in PAIB excluding unsecured accounts and accounts
doubtful of collection :

Securities borrowed to effectuate short sales by PAIB and securities
borrowed to make delivery on PAIB securities failed to deliver

Failed to deliver of PAIB securities not older than 30 calendar days

Margin required and on deposit with the Options Clearing Corporation for all
option contracts written

Other

Excess of total PAIB debits over total PAIB credits

Schedule 3

Note: The above computation does not differ materially from the computation for determination
of PAIB reserve requirements prepared by the Company as of June 29, 2001 and filed with
the National Association of Securities Dealers, Inc. on July 25, 2001 on Form X-17A-5.

See accompanying independent auditors’ report.
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Schedule 4

SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Information for Possession or Control Requirements Pursuant
to Rule 15¢3-3 of the Securities Exchange Act of 1934

June 29, 2001

State the market valuation and the number of items of:

1. Customers’ fully paid securities and excess margin securities not in the respondent’s
possession or control as of June 29, 2001 for which instructions to reduce to
possession or control had been issued as of June 29, 2001 but for which the
required action was not taken by respondent within the time frames specified
under Rule 15¢3-3

Number of items —

Market value $ —

2. Customers’ fully paid securities and excess margin securities for which instructions
to reduce to possession or control had not been issued as of June 29, 2001
excluding items arising from “temporary lags which result from normal business
operations” as permitted under Rule 15¢3-3

Number of items —

Market value $ —

See accompanying independent auditors’ report.
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200 Crescent Court
Suite 300
Dallas, TX 75201-1885

Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5

The Board of Directors
Southwest Clearing Corporation:

In planning and performing our audit of the financial statements and supplemental schedules of Southwest
Clearing Corporation (a wholly owned subsidiary of Southwest Securities Group, Inc.) (the Company) for
the year ended June 29, 2001, 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 (or aggregate debits) 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 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 for 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 additional 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, errors
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. 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 June 29, 2001, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC
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.
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August 1, 2001
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SOUTHWEST CLEARING CORPORATION
(a wholly owned subsidiary of Southwest Securities Group, Inc.)

Financial Statements and Schedules
June 29, 2001 and June 30, 2000

(With Independent Auditors’ Report Thereon)




