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OATH OR AFFIRMATION

1. TAMMY LEA HARPER . swear (or affirm) that. to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

. HERITAGE SECHRITIES CORPORATION . as
of __ DECEMBER 31 , 2002 .are true and correct. T further swear (or afficm) that

neither the company nor any partner, proprietor. principal officer or divector has any proprietary interest in any account
classified solelv as that ot a customer. except as fotlows:

NO EXCEPTIONS

‘mm,,‘

e, J. RENEE DIFFILY
MY COMMISSION EXPIRES
Apri 12, 2005

~9 Notary Public A t 4]

() An Oath or Affirmation. o
(m) A copy of the SIPC Supplemental Reporl
(n) Areportdescribingany material madequames foundto exist or found to have existed since the date of the previous audit.

X (o). Independent auditor's report on internal accounting control.
**For ¢onditions of confidential treamment of certain portions of this filing, see section 240.17a-3(¢)(3).

This report ** contains (check all applicable boxes):

K3 (a) Facing Page. B

EJ (b) Statement of Financial Condition.

£ (¢) Statement.of Income {Loss).

K1 (d) Statement of IHKESXHAXXAXXKERENKKXn CASH FLOWS

K1 (e) Statement of Changes in Stockholders™ Equity or Partners” or Sole Proprietors” Capital. ""4

k3 () Statement of Changes in Liabilities Subordinated to Claims of Creditors. o

& (g) Computation of Net Capital.

L} (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3. o

[0 (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3. il

& (i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 13¢3-3 and the R
Computation tor Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-5.

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

g




STATEMENT OF FINANCIAL CONDITION
HERITAGE SECURITIES CORPORATION

DECEMBER 31, 2002
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Jonn P. Young, P.C.

CERTIFIED PUBLIC ACCOUNTANT

114 Canfield Place, A-7 (615) 822-8202
Hendersonville, Tennessee 37075 Fax (615) 822-8215

INDEPENDENT AUDITOR'S REPORT

The Board of Directors
Heritage Securities Corporation
Dallas, Texas

[ have audited the accompanying statement of financial condition of Heritage Securities
Corporation as of December 31, 2002, and the related statements of income, stockholder's equity,
cash flows and changes in liabilities subordinated to claims of general creditors for the year 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. My responsibility is to
express an opinion on these financial statements based on my audit.

I conducted my examination 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

inciudes 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, 1n all material respects, the
financial position of Heritage Securities Corporation at December 31, 2002, and the results of its
operations and its cash flows for the year then ended in conformity with generally accepted
accounting principles.

My audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in schedules 1 through 3 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.
Y Pc.

. l .
ertified Pubké Accountant

February 22, 2003

Member American Institute and Tennessee Society of Cerfified Public Accountants



HERITAGE SECURITIES CORPORATION
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2002
ASSETS
Current Assets
Cash - checking

Cash — investment, at market value

Other assets
Investments in partnerships

Total Assets

LIABILITIES AND STOCKHOLDER'S EQUITY

Current Liabilities
Payroll taxes

Total Liabilities
Stockholder's Equity
Common stock
Class A - $.01 par value, 900,000
shares authorized and 420,000

issued and outstanding

Class B - $.01 par value, 80,000 shares
authorized and outstanding

Additional paid in capital
Retained earnings
Total Stockholder's Equity

Total Liabilities and Stockholder's Equity

The accompanying notes are an integral part of this statement.

3

1Y%
—
N
Ne]

—
[\
NO




HERITAGE SECURITIES CORPORATION
STATEMENT OF INCOME

FOR THE YEAR ENDED DECEMBER 31, 2002

Revenues
Commissions
Dividends
Income (loss) from partnership
Income from limited liability company
Investment income, net of unrealized gain of $410

Expenses
Licenses, permits and registration
Bank fees
Taxes
Commissions
Rent
Professional
Payroll
Payroll taxes
Training

Net income

The accompanying notes are an integral part of this statement.
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$ 207,909
2,817
(140)
(568)

873
210,891

17,460
169
18,181
104,346
300
2,600
600

83

944

144,683

5_66208



HERITAGE SECURITIES CORPORATION
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2002

ADDITIONAL
COMMON STOCK PAID IN RETAINED
CLASS A CLASS B CAPITAL EARNINGS TOTAL
Beginning balance $4,200 $800 $35,000 3 168,281 $ 2087281
Net income for the year 66,208 66,208
Distribution to stockholder
Sub S _ {_125.000) (125,000)
Ending balance $4,200 $800 $35.000 S 109,489 $_149.489

The accompanying notes are an integral part of this statement.
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HERITAGE SECURITIES CORPORATION
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2002

Cash flows from operating activities
Net income

Adjustments to reconcile net income to net

cash provided by operating activities
Decrease in note receivable
Decrease in prepaid expense
Net cash provided by operating activities
Cash flows from investment activities
Decrease in investment in partnerships

Net cash provided by investment activities

Cash flows from financing activities
Distribution to stockholder

Net cash used by financing activities
Net decrease in cash

Cash at beginning of period

Cash at end of period

Supplemental information:

Income taxes $§ 0
Interest expense 0

§ 66,208

1,662
25

67.895

138

(_125.000)

(_125,000)
(56,967)
206,555

$_149,588

The accompanying notes are an integral part of this statement.
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HERITAGE SECURITIES CORPORATION

STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF CREDITORS

FOR THE YEAR ENDED DECEMBER 31, 2002

Beginning Balance $0.00
Additions 0.00
Deductions 0.00
Ending Balance $0.00

I

The accompanying notes are an integral part of this statement.
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HERITAGE SECURITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2002

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the Company's significant accounting policies consistently applied in the preparation
of the accompanying financial statements follows:

Basis of Accounting - The accompanying financial statements have been prepared on the accrual
basis of accounting, and accordingly, the financial statements are presented in conformity with
generally accepted accounting principles. Consequently, revenues are recorded when due rather
than when received, and expenses are recorded when incurred rather than when paid. The
Company does not hold securities for its customers. The Company sells variable life insurance
policies, and all premiums are paid directly from the policy owners to the insurance companies.
The insurance companies pay commissions based on the policies sold.

Income Taxes - The Company's stockholder has elected the Sub-S election for federal income tax
purposes. Therefore, the income or loss of the corporation will be reported on the stockholder's tax
return and federal income tax will not be accrued by the Company.

Cash and Cash Equivalents - For purposes of the statement of cash flows, the Company considers
all highly liquid debt instruments with a maturity of three months or less to be cash equivalents.

NOTE 2 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Net Capital Rule (rule 15¢3-

1), which requires the maintenance of minimum net capital and requires a balance at December 31,
2002 of $5,000.

NOTE 3 - RELATED PARTY TRANSACTIONS

The Company receives a number of management services from The Heritage Organization, L.L.C.
The Company pays a fee for new policies written. The Company made no payment for these
services in 2002. The Heritage Organization, L.L.C. and the Company have common ownership.
The Company paid commissions to the owner in the amount of $45,071 in 2002.

NOTE 4 - DEPENDENCE ON PRINCIPAL STOCKHOLDER FOR REVENUE

Insurance sales commissions generated by the personal efforts of the Company's principal
stockholder account for the majority of the Company's revenue.,

8



HERITAGE SECURITIES CORPORATION

SCHEDULE 1
DECEMBER 31, 2002

Reconciliation of

Broker's Computation of Net Capital

to

Auditor's Computation of Net Capital

Under Rule 15¢3-1

Broker's

Computation Difference
1. Total ownership equity $149,338 $(349)
2. Deduct O/E not allowed 0 _0
3. Total 149,838 (349)
5. Total capital 149,838 349
6. A. Non-allowable assets (30) (30)
7. Other additions 0 0
8. Net capital before haircuts 149.808 349
9. Haircuts on securities (3,200) 0
10. Net capital $146,608 $ (349)

@ Audit adjustments

Auditor's
Computation

$149,489




HERITAGE SECURITIES CORPORATION
SCHEDULE 2
DECEMBER 31, 2002

COMPUTATION OF RESERVE REQUIREMENTS
AND
INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER RULE 15C3-3 OF THE SEC

Heritage Securities Corporation will carry no margin accounts, maintain no securities on hand,
promptly transmit all customer funds and will not otherwise hold funds or securities for, or owe
money or securities to customers, thereby meeting the conditions of Rule 15¢3-3(k)(1) exempting it
from the requirements of Customer Protection Rule 15¢3-3.
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HERITAGE SECURITIES CORPORATION

SCHEDULE 3

COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS

AS OF DECEMBER 31, 2002

Minimum net capital required

Minimum dollar net capital requirement of
reporting broker

Net capital requirements

Excess net capital

COMPUTATION OF AGGREGATE INDEBTEDNESS
AND
RATIO TO NET CAPITAL

Total liabilities from statement of
financial condition

AGGREGATE INDEBTEDNESS

Percentage of aggregate indebtedness to net capital

Aggregate indebtedness $___129
Net capital $146,259

11

1%



JOHN P. YOUNG, P.C.

CERTIFIED PUBLIC ACCOUNTANT

114 Canfield Place, A-7 (615) 822-8202
Hendersonville, Tennessee 37075 Fax (615) 822-8215

SUPPLEMENTAL REPORT

INFORMATION RELATING TO THE
POSSESSION OR CONTROL REQUIREMENTS
UNDER RULE 15¢3-3
FOR THE PERIOD ENDED DECEMBER 31, 2002

The Board of Directors

Heritage Securities Corporation

Dallas, Texas

In connection with my examination and audit of the books and accounts of Heritage Securities
Corporation for the period ended December 31, 2002, 1 also reviewed the procedures involved in
the Company's complying with the conditions of Rule 15¢3-3.

In my opinion the Company is meeting the requirements of Rule 15¢3-3.

% 2 %Pc

Certified Public Accountant

February 22, 2003

Member American Institute and Tennessee Society of Certified Public Accountants



JOHN P. Young, P.C.

CERTIFIED PUBLIC ACCOUNTANT

114 Canfield Place, A-7 (615) 822-8202
Hendersonville, Tennessee 37075 Fax (615) 822-8215

Independent Auditor's Report
on Internal Accounting Control
Required by SEC Rule 17a-5

The Board of Directors

Heritage Securities Corporation
Dallas, Texas

In planning and performing my audit of the financial statements and supplemental schedules of
Heritage Securities Corporation, for the year ended December 31, 2002, I considered its internal
control, including control activities 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 internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), [ have made a
study of the practices and procedures followed by the Company including tests of such practices
and procedures that I 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, I did not review the practices and procedures followed by
the Company in any of the following:

1.  Making quarterly securities examinations, counts
verification, 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

Member American Institute and Tennessee Society of Certified Public Accountants



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 generally
accepted accounting principles. 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,
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.

My consideration of internal control would not necessarily disclose all matters in intemal 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 controi components does not reduce to a relatively low level the risk that
error or fraud in amounts that would be rmaterial 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, I noted no matters involving internal control,
including control activities for safeguarding securities, that [ 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 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 my study, I believe that the company's
practices and procedures were adequate at December 31, 2002, to meet the SEC's objectives.

This report is intended solely for the 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 should not be used for any other purpose.

ertified Public Accountant

February 22, 2003
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