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R. D. Harrison, CPA

Certified Public Accountant

Member American Institute of Certified Public Accountants

REPORT OF INDEPENDENT AUDITOR

Board of Directors
Investment Professionals, Inc.
San Antonio, Texas

I have audited the accompanying statement of financial condition of Investment
Professionals, Inc. as of December 31, 2002 and 2001, and the related statements of
income, changes in stockholders’ equity, changes in liabilities subordinated to the claims
of general creditors and cash flows for the years then ended. These financial statements
are the responsibility of the Company’s management. My responsibility is to express an
opinion on these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that [ 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. I believe that my audit provides a
reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Investment Professionals, Inc. as of December 31, 2002
and 2001, and the results of its operations and cash flows for the years then ended, in

conformity with accounting principles generally accepted in the United States of
America.

RD. Hosain—

R. D. Harrison, CPA

February 20, 2003
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INVESTMENT PROFESSIONALS, INC.
Statement of Financial Condition
December 31, 2002 and 2001

ASSETS
2002 2001
Cash and cash equivalents $ 1,623,569. $ 1,472,326.
Accounts receivable 865,598. 439,358.
Prepaid expenses and deposits 383,316. 234,437.
Investment securities 2,159,526. 2,118,190,
Furniture and equipment, net of accumulated
depreciation of $433,570 in 2002 and $351,509
in 2001 232.206. 248.149.
Total assets $ 5264215 $§  4512.460.
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Accounts payable and accrued expenses $ 727,070. $ 410,590.
Short positions 6,250. 25,375.
Deferred income tax 59.318. 159.814.
Total Liabilities 792.638. 595,779.
Liabilities subordinated to claims of
general creditors - -
Stockholders’ equity:
Common stock, $0.10 par value -
Authorized 100,000 shares; issued
and outstanding 12,000 shares (including
shares held in treasury) 1,200. 1,200.
Paid-in capital 234,514, 197,397.
Retained earnings 4,200,506. 3,455,511.
Unrealized gain on investment securities 64,202, 274,908.
Treasury stock (120 shares in 2002 and
150 shares in 2001) ' (28.845) (12.335)
Total stockholders’ equity 4.471.577. 3.916.681.
Total liabilities and stockholders’ equity $ 5264215 § 4512.460.

See notes to financial statements.
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Commission Income

Clearing Charges and Commission Expense

INVESTMENT PROFESSIONALS, INC.

Statement of Income

Years Ended December 31, 2002 and 2001

Net Commission Income

General and Administration Expenses

Taxable Income
Income Taxes

Current
Deferred

Net Income

2002 2001
$ 13913483, §$ 10,551,237,
8.487.539. 6.293.643.
5,425,944, 4,257,594,
4.258.025. 3.509,090.
1,167,919. 748,504,
419,810, 245,834,
3.114. 841.
422,924, 246,675
S 744995, $__ 501,829,

See notes to financial statements.
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Balance January 1, 2001
‘Sale of Stock (30 shares)

Comprehensive Income:
Net Income

Unrealized gain on
investment securities

Comprehensive
Income

Balance December 31, 2001

Repurchase of stock
(60 shares)

Sale of stock (90 shares)

Comprehensive Income:
Net Income

Unrealized loss on
investment securities

Comprehensive
Income

Balance December 31, 2002

INVESTMENT PROFESSIONALS, INC.
Statement of Changes in Stockholders’ Equity
Years Ended December 31, 2002 and 2001

Unrealized

Gain on
Common Paid-in Retained Investment
Stock Capital Earnings Securities

$ 1,200. § 181,864 $ 2,953,682. § 155,937

15,533. - -

- - 501,829. -

- - - 118,971.

Treasury
Stock Total

$(14,802) $3,277,881.

2,467. 18,000.

- 501,829.

118,971

- 620,800.

1,200. 197,397. 3,455,511 274,908.

- 37,117 - -

. - 744,995. ;

- - - (210,706)

(12,335)  3,916,681.

(38,143) (38,143)

21,633. 58,750.

- 744,995.

- (210,706)

534.289.

$§ 1200. $ 234.514. 3 4200,506. § 64,202.

See notes to financial statements.
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INVESTMENT PROFESSIONALS, INC.
Statement of Changes in Liabilities Subordinated
to-the Claims of General Creditors
Years Ended December 31, 2002 and 2001

Subordinated liabilities, January 1, 2001 s -
Subordinated liabilities, December 31, 2001 I
Subordinated liabilities, December 31, 2002 s -

See notes to financial statements.
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INVESTMENT PROFESSIONALS, INC.

Statement of Cash Flows

Years Ended December 31, 2002 and 2001

OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net
cash used by operating activities -

Depreciation
Deferred income tax
(Increase) in accounts receivables
(Increase) in prepaid expenses and deposits
Increase in payables

NET CASH PROVIDED BY OPERATING ACTIVITIES
INVESTING ACTIVITIES:
Purchase of investment securities
Purchase of furniture and equipment
NET CASH USED BY INVESTING ACTIVITIES
FINANCING ACTIVITIES:
Repurchase of stock
Sale of stock
NET CASH PROVIDED BY FINANCING ACTIVITIES
INCREASE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of year
CASH AND CASH EQUIVALENTS AT END OF YEAR

Interest cost paid in cash

Federal income taxes paid in cash

See notes to financial statements.
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2002 2001
$ 744995. $ 501,829.
82,061. 92,071.
3,114. 841.
(426,240) (60,069)
(148,879) (90,099)
316.479. 108.364.
571,530. 552,937.
(374,776)  (378,039)
(66.118) (61.504)
(440,894)  (439,543)
(38,143) -
58.750. 18.000.
20,607. 18.000.
151,243, 131,394,
1.472.326. _ 1.340.932.
$ 1,623,569, $1,472.326.
$ 670. $  1.471.
$ 425000, $ 224219



INVESTMENT PROFESSIONALS, INC.
Notes to Financial Statements
December 31, 2002 and 2001

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Business: Investment Professionals, Inc. is a Texas corporation formed in
1992, for the purpose of conducting business as a broker/dealer in securities. The
Company serves primarily individual and institutional customers in Texas, Oklahoma,
Louisiana, Arkansas, Kansas, Nebraska, Missouri, Iowa, Colorado, Pennsylvania and
Tennessee.

The Company operates under the provisions of Paragraph (k)(2)(ii) of Rule 15¢3-3 of the
Securities and Exchange Commission and, accordingly, is exempt from the remaining
provisions of that Rule. Essentially, the requirements of Paragraph (k)(2)(ii) provide that
the Company clear all transactions on behalf of customers on a fully disclosed basis with
a clearing broker/dealer, and promptly transmit all customer funds and securities to the
clearing broker/dealer. The clearing broker/dealer carries all of the accounts of the
customers and maintains and preserves all related books and records as are customarily
kept by a clearing broker/dealer.

The following is a summary of the Company’s significant accounting policies:

Securities Transactions and Trade Date Basis Securities Purchases: Proprietary securities
transactions, commission revenue and related expenses are recorded on a trade date basis.
Liabilities for trade date basis purchases of securities represent obligations to the
Company’s clearing broker for transactions executed but not yet settled relating to
securities purchased by the Company and held for resale (securities owned). Securities
owned and securities sold, but not yet purchased, are valued at market with the resulting
net unrealized gains and losses included in earnings of the current period.

Use of Estimates: The preparation of financial statements requires management to make
estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from these estimates.

Cash Equivalents: For purposes of the statement of cash flows, the Company has defined
cash equivalents as short-term, highly liquid debt instruments purchased with a maturity
of three months or less, other than securities held for sale in the ordinary course of
business. The Company invests its excess cash in money market funds.

Investment Securities: Investment securities are classified as “available for sale” and
carried in the financial statements at fair value. Realized gains and losses, determined
using the specific identification method, are included in earnings; unrealized gains and
losses are reported in other comprehensive income.

Furniture and Equipment: Furniture and equipment is stated at cost or fair market value
at the date of contribution, net of accumulated depreciation. Depreciation is computed by
the straight-line method over five years.




INVESTMENT PROFESSIONALS, INC.
Notes to Financial Statements
December 31, 2002 and 2001

NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES,
continued

Income Taxes: Deferred taxes are provided on the liability method whereby deferred tax
assets are recognized for deductible temporary differences and deferred tax liabilities are
recognized for taxable temporary differences. Temporary differences are the differences
between the reported amounts of assets and liabilities and their tax bases. Deferred tax
assets and liabilities are adjusted for the effects of changes in tax laws and rates on the
date of enactment.

QNOTE B — NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission uniform net capital
rule (Rule 15¢3-1), which requires the maintenance of a minimum amount of net capital
and requires that the ratio of aggregate indebtedness to net capital, both as defined, shall
not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn
or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At
December 31, 2002 the Company had net capital and net capital requirements of
$3,005,582 and $250,000, respectively. The Company’s net capital ratio was 0.2616 to 1.
At December 31, 2001, the Company had net capital and net capital requirements of
$2,774,299 and $250,000, respectively. The Company’s net capital ratio was 0.2056 to 1.

NOTE C - COMMITMENTS

The Company leases its office space under an operating lease agreement expiring during
the year ending December 31, 2003. Rent expense for the years ended December 31,
2002 and 2001 was $179,786 and $189,460, respectively, and is included in general and
administrative expenses in the accompanying statement of income. At December 31,
2002, the aggregate minimum rental commitments under this operating lease were as
follows: $135,000 in 2003.

NOTE D - OFF-BALANCE-SHEET RISK AND CONCENTRATION OF CREDIT
RISK

As discussed in Note A, the Company’s customers securities transactions are introduced
on a fully-disclosed basis with its clearing broker/dealer. The clearing broker/dealer
carries all of the accounts of the customers of the Company and is responsible for
execution, collection of and payment of funds, and receipt and delivery of securities
relative to customer transactions. Off-balance-sheet risk exists with respect to these
transactions due to the possibility that customers may be unable to fulfill their contractual
commitments wherein the clearing broker/dealer may charge any losses it incurs to the
Company. The Company seeks to minimize this risk through procedures designed to
monitor the credit worthiness of its customers and that customer transactions are executed
properly by the clearing broker/dealer.



INVESTMENT PROFESSIONALS, INC.
Notes to Financial Statements
December 31, 2002 and 2001

NOTE D - OFF-BALANCE-SHEET RISK AND CONCENTRATION OF CREDIT
RISK, continued

As discussed in Note A, the Company invests its excess cash in money market funds with
its clearing broker/dealer. At December 31, 2002, such investments were $1,049,845.
These investments are insured by the Securities Investors Protection Corporation and by
private insurance obtained by the clearing broker/dealer. Any amount not covered by
such insurance is at risk due to this concentration of credit risk.

NOTE E — INVESTMENT SECURITIES AND SHORT POSITIONS

Cost and fair value of investment securities and short positions that are classified as
“available for sale” at December 31, 2002 and 2001, are as follows:

Gross Fair
Cost Unrealized Gain Value

2002
Equity securities $ 2,073,639. $ 85,887. $2,159,526.
Short positions (12.450) 6.200. (6.250)
$2,061,185. $ 92087 $2,153,276.

2001
Equity securities $ 1,730,252. $ 387,938. $2,118,190.
Short positions (43.840) 18.465. (25,375)

$ 1,686.412. $ 406403. $2,092.815

The change in net unrealized gain reduced by deferred federal income taxes on
investment securities of $(210,706) in 2002 and $91,257 in 2001 has been reported in
other comprehensive income.

NOTE F - FEDERAL INCOME TAXES

The deferred tax liability of the Company at December 31, 2002 and 2001 consists of the
following:

2002 001
Deferred tax habilities:
Unrealized gain $ 27,885 $ 131,495.
Excess depreciation 31.433. 28.319.
Net deferred tax liability $ 59318. $§ 159814




R. D. Harrison, CPA

Certified Public Accountant

Member American Institute of Certified Public Accountants

REPORT OF INDEPENDENT AUDITOR ON THE SUPPLEMENTARY
INFORMATION

Board of Directors
Investment Professionals, Inc.
San Antonio, Texas

My audit was made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplementary information contained in Schedules 1
and 2 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 of
the Securities and Exchange Commission. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in my
opinion, is fairly stated in all material respects in relation to the basic financial statements
taken as a whole.

RD. Mo

R. D. Harrison, CPA

February 20, 2003
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INVESTMENT PROFESSIONALS, INC.
Computation of Aggregate Indebtedness
and Net Capital Under Rule 15¢3-1 — Schedule 1
December 31, 2002 and 2001

2002 2001
Aggregate indebtedness:
Trade payable and accrued expenses $§ 786388 $ 570.404
Total aggregate indebtedness $ 786388 § 570404
Minimum required net capital § 250,000 § 250,000
Net capital:
Stockholders’ equity $ 4471577 $ 3,916,681
Deductions - '
Accounts receivable 465,960 262,542
Prepaid expenses and deposits 383,316 234,437
Furniture and equipment — net 232,206 248,149
Haircuts on securities owned
Equity/Securities 323,929 317,170
Excess concentrations 32,796 54,554
Money Market Funds 27,788 25,530
Net capital 3,005,582 2,774,299
Minimum required net capital 250.000 250.000
Capital in excess of minimum requirement ~ $ 2,755,582 § 2,524,299
Ratio of aggregate indebtedness to net capital 0.2616to0 1 0.2056 to 1
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INVESTMENT PROFESSIONALS, INC.

Reconciliation of the Computation of Aggregate Indebtedness

and Net Capital with that of the Registrant as
Filed in Part ITA of Form X-17A-5 — Schedule 2

December 31, 2002 and 2001

Aggregate indebtedness:
Aggregate indebtedness as amended and reported
by registrant in Part IIA of Form X-17A-5 as
of December 31, 2002 and 2001

Aggregate indebtedness as computed on Schedule 1
Net capital:
Net capital as amended and reported by the
registrant in Part IIA of Form X-17A-5 as
of December 31, 2002 and 2001
Additional firm trading profits and commission income
recorded, net of related expenses based upon trade

date basis

Net capital as computed on Schedule 1

12

2002 2001
$ 786388 § 570,404
$ 786388 § 570,404
§ 2,975,132 § 2,746,270
30,450 28,029
$ 3,005,582 $ 2,774,299



R. D. Harrison, CPA

Certified Public Accountant

Member American Institute of Certified Public Accountants

REPORT OF INDEPENDENT AUDITOR ON THE INTERNAL CONTROL STRUCTURE

Board of Directors
Investment Professionals, Inc.
San Antonio, Texas

In planning and performing my audit of the financial statements of Investment Professionals, Inc.
for the year ended December 31, 2002, 1 considered its internal control structure, including
procedures for safeguarding securities, in order to determine my auditing procedures for the
purpose of expressing my opinion on the financial statements and not to provide assurance on the
internal control structure.

Also, as required by Rule 17a-5(g)(1) and (2) of the Securities and Exchange Commission, 1
have made a study of the practices and procedures (including tests of compliance with such
practices and procedures) followed by Investment Professionals, Inc. that I considered relevant to
the objectives stated in Rule 17a-5(g), (1) in making the periodic computation of aggregate
indebtedness and net capital under Rule 17a-3(11) and (2) procedures for determining
compliance with exemptive provisions of Rule 15¢3-3. I did not review the practices and
procedures followed by the Company (1) in making the quarterly securities examinations,
counts, verifications and comparisons, and the recordation of differences required by Rule 17a-
13; (2) in complying with the requirements for prompt payment for securities under Section 8 of
Regulation T of the Board of Governors of the Federal Reserve System; and, (3) in obtaining and
maintaining physical possession or control of all fully paid and excess margin securities of
customers as required by Rule 15¢3-3 because the Company does not carry security accounts for
customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal
control structure 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 internal control structure policies and procedures 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 Commission’s above-mentioned
objectives. Two of the objectives of an internal control structure and the practices and
procedures are to provide management with reasonable, but not absolute, assurance that assets
for which the Company has responsibility are safe-guarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s authorization
and recorded properly to permit preparation of financial statement in conformity with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.
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R. D. Harrison, CPA
Certified Public Accountant

Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or irregularities 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.

My consideration of the internal control structure would not necessarily disclose all matters in
the internal control structure 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 structure element does not reduce to
a relatively low level the risk that errors or irregularities 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, 1
noted no matters involving the internal control structure, including procedures for determining
compliance with the exemption provisions of Rule 15¢3-3, that I consider to be material
weaknesses as defined above.

I understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission 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 my study, I believe
that the Company’s practices and procedures were adequate at December 31, 2002, to meet the
Commission’s objectives.

This report is intended solely for the use of management, the Securities and Exchange
Commission and the National Association of Securities Dealers, Inc., and other regulatory

agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 and should not
be used for any other purpose.

P.D. Ko

R. D. Harrison, CPA

February 20, 2003
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