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. 'STATES OMB APPROVAL
03015947 "HANGE COMMISSION OMB Number. 32350123
Washington, D.C. 20549 Expires:  October 31, 2004
Estimated average burden
ANNUAL AUD!TED REPORT i hours perresponse...... 12.00
FORM X-17A-5 | SEC FILE NUMBER
PART lil !

1844243

FACING PAGE
Information Required of Brokers and Dealers Pursuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING __ 02/01/02 AND ENDING 01/31/03
MM/DD/YY MM/DD/YY

A. REGISTRANT IDENTIFICATION

N
NAME OF BROKER- EALEQ{: WATERSTONE FINANCIAL GROUP, INC. \ OFFICIAL USE ONLY
ADDRESS OF BRINCIPAL PLACE OF BUSINESS: {Do not use P.O. Box No.) { FIRM 1.D. NO.

500 PARK BOULEVARD, SUITE 800

{No. and Street)

ITASCA IL 60143
(City} ) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
THOMAS A. HOPKINS (630) 250-7000

(Area Code ~ Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report* ( APR 1 O zuua
KESSLER, ORLEAN, SILVER & CO., P.C. w
(Name ~ if individual. stare last. first. middle name)
1101 LAKE COOK ROAD, SUITE C DEERFIELD 1L 60015
(Address) (City) (State) (Zip Code)
CHECK ONE:
(@ Certified Public Accountant FN’ ~ pEGD 8.B.C _
O Public Accountant LI o
. | | HAR28 2003
[0 Accountant not resident in United States or any of its possessions. ’A} \
FOR OFFICIAL USE ONLY - 538}

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(e)(2)

Potential persons who are to respond to the gollec
information contained in this form are not require e
SEC 1410 (06-02) unlessthe formdisplays a currently valid OMB contri\s
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OATH OR AFFIRMATION

I, THOMAS A. HOPKINS , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
WATERSTONE FINANCTIAL GROUP, INC. , as

of JANUARY 31 ,20 03 , are true and correct. [ 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:

NONE

A

.. y/4
- Signatur

Title

EIATEOF

Notary Public

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

& (a) Facing Page.

(b) Statement of Financial Condition.

& (c) Statement of Income (Loss).

B (d) Statement of XEXBHX XX KHRHHAKEHRMEXHRK CASH FLOWS

R (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

X (g) Computation of Net Capital.

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

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

O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule [5¢3-3.

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

B (1) An Oath or Affirmation.

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

O (n) Areportdescribing any material inadequacies found to exist 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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OMB APPROVAL

SECURITIES AIIJ\ID %%%T&ﬁ 2??1?1 ;\’ (E)’:\gier:?mbegd"b:r‘?gﬁ-ggég
» VBN co ,)‘SS[ N Estimated average burden
Washington B.C. 20549 ¢g"\0" hours perresponse. ... .. 12.00
A8 4
X_-l 7A_5 (Financial and Operational Combined Uniform Single Report)
PART llIA
(Please read instructions before preparing Form.)
This report is being filed pursuant to {Check Applicable Block(s)):
1) Rule 17a-5(a) 2) Rule 17a-5(0) [_[17] 3) Rule 17a-11 [ [18]
4) Special request by designated examining authority | [19] 5) Other | |26
NAME OF BROKER-DEALER SEC FILE NO.
8-44243 14
FIRM 1.D. NQ.
WATERSTONE FINANCIAL GROUP, INC. 3
15

ADDRESS OF PRINCIPAL PLACE OF BUSINESS {Do Not Use P.0. Box Na.) 010078

FOR PERIOD BEGINNING (MM/DD/YY)

500 PARK BOULEVARD, SUITE 800

5

(No. and Street) 02/01/02 24]
AND ENDING (MM/DD/YY)
ITASCA {21] ILLINOIS 22| 60143 23
(City) (State) (Zip Code) 01/31/03 25
NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT {Area Code) — Telephone No.
THOMAS A. HOPKINS [30] (630) 250-7000 [31]
NAME(S) OF SUBSIDIARIES OR AFFILIATES CONSOLIDATED IN THiS REPORT: OFFICIAL USE
N/A [32] (33
[34 (35
[ 37
38 39
[ o DOES RESPONDENT CARRY ITS OWN CUSTOMER ACCOUNTS?  YES [ [40 ] NO [ X [ 41]
CHECK HERE IF RESPONDENT IS FILING AN AUDITED REPORT [x 142 ]
EXECUTION:

The registrant/broker or dealer submitting this Form and its attachments and the person(s) by
whom it is executed represent hereby that all information contained therein is true, correct and
complete. It is understood that all required items, statements, and schedules are considered
integral parts of this Form and that the submission of any amendment represents that all
unamended items, statements and schedules remain true, correct and complete as previously

submitted.

71
Dated the =/ . dayoi /ZHcA 20 &%

Manual signatures of:

3) '
Principal Operations Officer or Partne

ATTENTION — Intentional misstatements or omissions of facts constitute Federal
Criminal Violations. (See 18 U.S.C. 1001 and 15 U.S.C. 78:f(a))

l— .__] Persons who respond to the collection of information contained in this
form are not required to respond unless the form displays a currently valid
OMB control number.
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TO BE COMPLETED WITH THE ANNUAL AUDIT REPORT ONLY:

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report

NAME (if individual, state last. first, middie name)

KESSLER, ORLEAN, SILVER & CO., P.C. 170
ADDRESS
1101 LAKE COOK ROAD, SUITE C[ 71 | DEERFIELD 721 IL 73 160015 74
Number and Street City State Zip Code
CHECK ONE
(X Cetitied Public Accauntant FOR SEC USE
|
] Public Accountant (76 ] ' |
{1 Accountant not resident in United States 77
ar any of its possessions
DO NOT WRITE UNDER THIS LINE . . . FOR SEC USE ONLY
} WORK LOCATION REPORT DATE DOC. SEQ. NO. CARD
1 MM/DD/YY
L
50 51 52 53
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART 1A

'BROKER OR DEALER
" WATERSTONE FINANCIAL GROUP, INC.

(&)

-~

10.

1.
12.

STATEMENT OF FINANCIAL CCNDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS

as of (w/oDAYY) 01/31/03

(INCLUDING $210,000 IN
casn CERTIEICATES QOF DEPOSIT) &

Receivaoies irom broxers or gealers:

Recewaoie from non-Customers ......coooeereereinne.
Secunties and spot commodities

OWReo 2t market value:
Exemoted secunties
Debt secunties .....
Options .....cccocvee...
Other secunties ...
Sgat commaoaities
Securities ang/or other investments

not eaciy marxetapie:

A Atcosty § i 1301
B. Atestimated fairvaiue ... . ...
Securities borrowed under subardination

agreements and pariners’ individual and capital
secunties accounts, at market value:

Mmoo w

A. Exempted

securities § | 150§
B. Other

securities $ 160 |
Secured demand ROES. ...ocvrivieeeeer e s
Market value of coilateral:
A, Exempted

secunties $ {170
8. Other

secunties $ 180 |
Membersnips in exchanges:
A. Owneg, at

market S 190}

B, OWNEG. 381 COSt vt
C. Contributed for use of the company, at
MAMKEL VAIUC ...oevveieverer et
Investment in and receivables from aftiliates.
subsidiaries and associated parmerships ...........ccoeeere
Property, fumiture, equipment, leasehold
improvements and rights under lease agreements,
at cost-net of accumulated depreciation and
AMOMZAUON ©..ivirceiveieee e srns et
OINBT ASSBIS ..o
TOTAL ASSETS Lot 5%

: |
N3
! NEEEENE
93
SECFLENO. 8-447473 98

Consciidated ] 198
Unconsolidate 19y

Allowable Non-Allowable Total
660,407 2001 $ 660,407 750 |
{205 |
1300 [ S 550 | 810
- 487,208 | 355 35,333 {00t 527,541 830
418 |
7419 |
: 420
i 424 |
: 430 | 850 |
44D | 5,000 [610} 5,000 860
(460 | 630 880
| 478 | 640 | 890
{ 650 |
v 660 | 900
480 670 | 910
480 83,437 680 |% 83.437 920
535 3,822,372 735 3,822,312 930
1,147,615 [safs_ 3,946,142 {740 85,093,757 940
OMIT PENNIES
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
i l
'BROKER OR DEALER asof 01/31/03 l
WATERSTONE FTINANCIAL GROUP, 1IXNC. $
STATEMENT OF FINANCIAL CONDITION FOR NONCARRYING, NONCLEARING AND
CERTAIN OTHER BROKERS OR DEALERS
LIABILITIES AND QWNERSHIP EQUITY
Al Non-A.l.
Liabilities Liahilities Liabilities Total
13, Bank 10ans Dayable ..............ccccoovoevrioreeeeee, $ ;1045 3 1 1255i%; § 1470/
14, Payable to brokers or dealers:
A, Ciearance aCCouNt........coevecovmceccever e 111141 11315] 1560
B OINEI o o 111164 1 1305 1540
15, Payable t0 NON-CUSIOMENS .........ooovvveeerree oo, 721,676 1155} 30,278 11355 751,954 1610
16. Securities sold not yet purchaseq.
At MATKET VAIUE ..o ee it 1360 1620
17. Accounis payable. accrued liabilities,
RXDENSES 3N ONBL .oovoooeoeere oo 170,708  f1208] ! 1385] 170,708 1685
8. Notes ang mortgages payabple:
AL UNSEEUTRO .o e . i1210! 16301
B. SECUMBD oooooioo oot e, 71390] -, 1700}
13, €. Liabilities subordinated to claims
of general creditors:
A, CaSh DOMOWIRGS! ....ooooooooees oo 500,000  T1ao0i 500,000 1710
1. from outsidersy, $ | 970
2. includes equity subordination (15¢3-1(d
of ... $ 500,000 380]
B. Securities borrowings, at market vaiue ............ 11410 [1720]
from outsiders $ 990
€. Pursuant to secured demang note
collateral agreements .......oooecoverreeecvenerann, 1420] 1730
1. from outsiders $ 1000
2. includes equity subordination (15¢3-1(d}))
of ... $ 1010
D. Exchange memberships contnibuted for
use of company, at market value ....................... 1430| 1740
€. Accounts and other borowings not
quatified for net capital pUrpoSes ..............c....... 11220} 1440 1750
20. TOTAL LIABILITIES .o $ RY7,384 w30 s 530,278  (ias sl,422,667 1760
Ownership Equity
21, SOIB PIODNBIOISIID ...t ettt ettt b et b s ee st e st es e oAt s A A e sttt an s e s 1770
22. Pantnership (limited panners) ..........ccococoecevvcereeann. " ($ 11020}) 1780
23. Corporation:
AL PTBIBITEO SIOCK ...t et en et cas a5 s s s em s b s ea a1 s e e s s e et b ae 2 an s es an e b rar b es e e as et anss s sora st en et anees 1791

B. COMUMION SIOCK .-v-..vvvvoatceesooeeee s eeeeeeeeese oo eeeeeeeseesesreseses s s s eseeses s ee s eese oo e st s eeees e es e et o seseeseseerereseer s s eeeees 2,217 1792
. AGOINONAL DAIG-IN CAPIA) ovvvveveveeoeeseeeee oo eee e eeeoeeeeeeees s oot ee e sttt eeee s e 3,649,862 1793
D RELAMEA BAININGS ........ooevveoeooeeseeee oo eeseese et eeees s sesseee s e oeeseeesese oo s s e e ses s e es et eee e ee st esens oot sresseset s reeee oo eerorenee 19,016 1794
B, TOUB cooveveeeeeescosess et eeee e s Ao e e e e reres e 3,671,095 1795
F. LESS CAPIMAI STOCK N ITBASUIY ...orvereemees ettt a4 eeab b8+ st ees et e en st asree s sssntabeesesn e ssant e 11796
24, 95 1800
25 TOTAL LIABILITIES AND OWNERSHIP EQUITY ..ot ceeeee e iestssssssssos e ressens st et e s ssssensssosaenssscntessnss e astos oo $ 5,093,757 1810

-21-
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART lIA

*BROKER OR DEALER asof 01/31/03

WATERSTONE FINANCIAL GROUP, INC.

COMPUTATION OF NET CAPITAL

1. Total ownershio equity fram Statement cf Financial Cc'"d\t\on ............................................................................................................. S _3 671,095 3480}
2. Deduct ownership equity not allowable for Net C . )1 34904
3. Total OWNErSNID eqUITY QUAKIFIBG TO NET CEBHMAI oooov...o. e eeeceeeeeeeeesees sttt eirsee e 3 671,095 "] 3500
4 Ada:
A LAabvln.es subcrdinated to claims of cenerai creaiors a|10‘vaole in computation of netcaonat ...................................................... 500,000 {3520}
30,278 3525
30.DAYS)s T2 201,373 5%
8. Ceductions ana/or charges:
A, Total non-ailowable assets fram .
Statement of Financial Candition (Notes 8 ana G} 18 3,946,142 (3540
8. Secured demana NOE GEINGUENCY —....ovoovv oot ceeeeae et sren e ev e 13590/
C. Commodity futures contracts and spot commoaities —
propnetary capial charges 1 3600 |
. Other deducuons and/or charges ... 36101 3,946,142 y{as0
7. Other a0ditions ano/or AOWADIE CTEOIS {LiSTh ...ttt ettt b et bt e sttt et er e e 1 3630]
8. Met capial DEfOre NFIFCULS ON SBCUMNIBS DOSIIONS ..., cvovvieo i oeoooiooeeseeeesssoe oo sssss et et s et N 255,231 13640
3. Haircuts on secuntes {computed, where applicable. pursuant 10 15¢3-11f)):
A Contractual SECUNties COMMIIMIENTS ... o eorriene o coereeret oo S i 36601
3. Subordinateg secunties porrowings 136701
C. Trading and investment securities:
T EXBIMIPIEE SECUMIES ...ovoeoev st ees et sttt en et srae st "8 3735
2. Debt secunties ...... . 3733]
3. Options ......... 3730
4. Dther secunties. 3734
D. Undue Concentration .. . 3650
B DINBI (LISE) oottt s e et 37361 )1 3740
10, NBUCAPIAL .......ooooeeoo oo eeeees oo et et oot b e e s 255,231 [37%0

-20-
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART lIA

:7" ‘R D a
SROKEA CRCEALER ) TERSTONE FINANCIAL GROUP, INC. asof 01/31/03

COMPUTATION OF NET CAPITAL REQUIREMENT

Part A
1 MINIMUT FET CA0MAI TRAUINRA (67,2 0 HNE 1) w.oeoriiecovnserecreoreess s vt s et st o s ] 59,493 3756
T2, Minimum collar net capital reguirement of reponting oroker or dealer ang minimum net capital requement

of subsigiaries computed in accordance with Note (4) 50 3758
3. Net capual requirement (greater of line 11 or 12) ... 59 1 3760]
14, Excess netcapial (line 10 1ess 13) ............. 9 13770
5. Excess net capiat at 1000% (line 10 less 10% of iine 19) i 3780

COMPUTATION OF AGGREGATE INDEBTEDNESS

16, Total AL 'iabilities from Statement of Financiat Congition

.................................................................................................................... $ 892,384 13790

17 Acds
A Drafts fOr IMMEGIAIE CIBAM ... oot oottt e, 8 38001
3. AMarxetvarue of Securnies porrowea for which nig equivalent vaiue

:S paid or cregited

C. Cther unrecorgeg amounts (LISt ..o oot e : 38201 8 38301
18. Total aggregate inCeBIEANESS .........c.....ccoovveereeeen . S 892,384 [ 3840
19, Percentage of aggregate indedledness to net capital {line 18 + by tine 10) % 350 13850}
20. Percentage of debt to gebt-equity totai computed in accorgance with Rule 15€3-1{8} ..o % 3860
COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT
Part 8

21. 2% of combined aggregate debit items as shown in Formuta for Reserve Requirements pursuant to Rule 15¢3-3

prepared as of the date of the net capital computation including both brokers or dealers ang consolidaied subsidianies’ debits ... $ [ 3970}
22. Minimum dollar net capital requirement of reporting broker or deater ang minimum net capitat requirement of

subsidiaries computed in accordance with Note (A} ... 2 3880
23. Net capital requirernent (greater of fine 21 or 22) .. 3760
24. Excess capital (line 10 less 23) 3910
25. Netcaonat in excess of the greater of:

A. 5% of combined aggregate debit itemMs 0f $120,000 ......oooviiiiiii e S 39204

NOTES:

iA) The minimum net caoital requirement should be computed by adding the mimimum dollar net capital requirement of the reporting oroker dealer and, for each

subsidiary t0 be consolidated. the greater of:
1. Minimum dollar net capital requirernent , or
2. 6%.% of aggregate ingebtedness or 4% of aggregate debits if alternative method is used.

(B) Do not deduct the value of securities borrowed under subordination agreemnents or secured demand note covered by subordination agreements not in satisfactory form
and the market values of membersnips in excnanges conmbuted for use of company (contra to item 1740} ana pariners' secuntes which were included in non-allowable
assets.

{C) For reponts filed pursuant to paragraph (d) of Rule 17a-5. respondent should provide a (ist of matedal non-ailowable assets.
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

SROKER CRDEALER 0\ rFROTONE FINANCIAL GROUP, INC.

For the period (MMDDYY) from’e 139321tc 01/31/03(3333]
17

Number of months inciuded in this staiement 13931]
STATEMENT OF INCOME (L0OSS)
REVENUE
1. Commssions:
a. Commussions on ransactions in excnange hsied equity secunties executed on an BXCANGE ..........cccvwevvrmrcrierimeerercns e nrcen. S 351,142 13935
0. Commissions QN liSted 0RO TANSACUORS ...iv.o.ovieeri et ettt s et ee e s bbb s e ebas s s en st s e v arns st % 13938
C. All OUNET SECUMNES COMIMUISSIONS ....oooo.e.ooooevooocsoeses oo oeoss s ess e e ese e ee s eee oot 13,678,340 13939
G, TO@) SBCUMNES COMMUISSIONS . rorvoovevvvceveesaresreeoeses e eeees s ses e ee e o sees s oot 14,029,482 3940}
2. Gains or t0sses on firm secunties raqing accounis
2. From market making in Options 0n a NATIONAI SECUNUES BXCNBIMGE .. o.ov.vvvvrveresiveeereeoreeeseesisreree e eassceressrass s e s rsmsrsseseserecens 3945
B, From 2l OTNer A0ING ..ocovvovr s e 3849
C. Total Gaim (10SS) ..oooriceeeiocve e 3950
3. Gains or losses on firm securiies investment accounts 3952
2 Profit (10sS) frOm UNOBIWNTING 8NGO SEING GTOUDS .....ocviueiuieiesiirrecesreos s st sttt ae e ms et e g 3955)
T, Revenue irGim Sale Of INVESIMENT COMDANY SNAIBS ......cooioiiiiieitie oottt ettt ettt s st esh et eb ettt et eee et s 3970]
6. Commoaites revenue 3930]
7. Fees fof aCCOUNL SUDLMVISION, INVEStMENt 20VISONY ana BEMINISITAUIVE SBIVICES ..ooooooov. oo 320,902 3975
B DHNBITBYBILE oo ooesisesie e ebes e et e b 103 90,726 13935
20 TOIAITEVRIUE ... ottt e ekttt H e e s et et S 14,441,110 4030
EXPENSES
10. Salaries and other employment costs for general partners and voting StOCKNBIAET OFICETS ...........coovviveeeee e seeeeeeeeeesiesess s 214,870 4120
11. Other employee compensation and benefits ...... 977,301 4115
12. Commissions paid to other broker-dealers . 12,459,318 14140
3. MIBTBST BXDBISE . o.o.ooooeoeeeoeeee e ee oo eee e ee s ee oo e s s et et oot et et ee e 18,043 4075
a. Includes interest on accounts SUDJECT L0 SUDOTGINANON 3GTEEMEATS .........ovvvvereesrsesseeseesrorens e 13,709  [4070]
14. Regulatory fees and expenses 54,740 [4195
8. OUNEE BXDBASES _.oovoetooeeoeoeceeoe oo oo cees e ooose e e oo o2 e oo 1,202,828 {4100
16, TOAI BXDENSES ....oe.o v eeeeeeeeres oo e eres oo es oo s e s st oo e ee st s 1o e s et et s e st r e ee e st e $ 14,922,700 [4200
NET INCOME
17. income (loss) betore Federal income taxes and items DRIOW (1BM GIESS HEM 16 .......coiveeeeeeesieeeeeeeeesee e eseeeres e S (481,590) 2210
18. Provision {or Federal INCOME taXes {108 PATBAT ORIV} ........ooo.rioveoieeeermsees oo eeee s oeeees e seeaems e oot esees s eeens s 4 (111,01I8) Ta4220|
19 Equity in earnings (losses) of uncansohidated subsidianes nOtINCIUAET BDOVE ..ot {42221
a. After Fegeral income taxes of [4338]
20, ERUADITINGNY GBINGS {0SSES) ceorvieiiieriteiieietie ettt et ses e b et e e et a s ebs a2t b b ettt £t es bbb ot s e 3 b5 a1 as b s s s e reee 4224
3. AMer Federal INCOME TAXES OF ... ettt ettt [42391
21. Cumuiatve etfect of Changes N aCCOUNING DINCIBIES ©....ov.ivioeriiriaiin e srce et eeesr et e assenes et s s eas s es e et ent e e s b eveene 4225
22. Netincome (loss) after Federal inCOME 1axes and eXIrA0ITINATY IEMS _.........ovoovvoemseiiuereeress e es e eessee s esess e sseseeemeseseseeseesoes $ 370,572) 4230
MONTHLY INCOME
23. income {current month only) before provision for Fegeral iNCoMe taxes and extraordinary MEMS ... 3 ] 4211}
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART lIA
) i
; ]
:BROKER OR DEALER [
- i WATERSTONE FINANCIAL GROUP, INC. g
For the period (MMOBYY) from 02/01/02 ©01/31/03
STATEMENT OF CHANGES IN OWNERSHIP EQUITY
(SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPQRATION)
T, B2IANCE. DEGINNING OF DEMOU ......oooeeiertoiecee et eeses e es e eevee vt ee et easeee e eees oo et et e st en s e s__ 541,514 3240
B NBUINEOME 110S5) 1. .vvovaesieveecsseonessvessssosesrees e oo sesss st es e 1o os e eres s es et eree st s s (370,572 4250
3. Additions (includes non-conforming cadital of ... %S 42621y 3,500,153 1 42601
C. Deductions (incluges non-comtorming Camtal Of e 3 142721y 142701
2. Balance. end 0 0BAOTG (FIOM HEM TBOBY oot i i eeeeeeee e eeseeeseseseesseesteeeessseees ceessremeeeseeesseeesseeeseseseesee et eeeerescerae e senseener e ceseeeeeeneeee $3,671,095 74290
STATEMENT OF CHANGES iN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS
3. Zalance. beginning of period g -0- -4300]
A INCTBASES coveoe oot 500,000 - 43101
2 BBEIBASES oo ottt ettt et e b et L L e e LR s a e e a et e e e i 4320}
3. Baiance. ena O DA {FIOM HBM 35200 ..o oo oo oo eee et eee st ee st et en et o ee $ 500,000 4330

OMIT PENNIES
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART HA

| BROKER OR DEALER  yATERSTONE FINANCIAL GROUP, INC. asof 01/31/03 J
EXEMPTIVE PROVISION UNDER RULE 15¢3-3

24. It an exemption from Rule 15¢3-1 is claimed. identity below the section upon which such exemption is based (check one oniy)
AL (kY1) — $2,500 capital CAIBGONY 25 PAM BUIB T5C3T oot senas et e e 4550
8. (k){2)(A) — “Special Account for the Exclusive Bengfit of CUSIOMErS” MAINAINED ......oocoovvoeiiioriee e 4560
C. {k){2)(B) — Alf customer transactions cteared through another broker-dealer on a fully disclosed baSis‘UNIFIED » .,
Name of clearing firm% PERSHING LLC, MESIROW FINANCIAL, LLC |4335 X 4570
0. (K)(3) — Exempted by order of the Commission (INCIUAR COPY Of JBTEN) c....vvoveerceri i e e 4580
Ownership Equity and Subordinated Liabilities maturing or proposed to be withdrawn within the next six months
and accruals, (as defined helow), which have not been deducted in the computation of Net Capital.
Type of Proposed Amount to be
Withdrawal or Withdrawn (cash (MMDDYY) Expect
Accrual Insider or amount and/or Net Withdrawa! or to
{See below Outsider? Capital Value of Maturity Renew
for coge ) Name of Lender or Contributor {Inor Out) Securities) Date (Yes or No)
s 14600 | 4601; 14602 14603 14604 4605
%2 4610 46111 4612 14613 4614 4615
%s 4620 46211 4622 4623 [4624 4625
" 4630 4631} 4632 4633 4634 4635
s [4540] ] 46411 1 4642 {4643 4644 {4645
Total §%% [ 4699

OMIT PENNIES

Instructions:  OCetail Listing must include the total of items maturing during the six month period following the report date. regardless of whether or not the capital contribution is
expected to be renewed. The schedule must also include proposed capital withdrawals scheduled within the six month period following the report date including
the proposed redemption of stock and anticipated accruals which would cause a reduction of Net Capital. These anticipated accruals would include amounts of
bonuses, partners’ drawing accounts, taxes, and interest on capital, voluntary contributions to pension or profit sharing plans, etc., which have not been deducted
in the computation of Net Capital, but which you anticipate will be paid within the next six months.

WITHDRAWAL CODE: DESCRIPTIONS
1. Equity Capital
2. Subordinated Liabilities
3. Accruals
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WATERSTONE FINANCIAL GROUP. INC.

500 PARK BOULEVARD, SUITE 800

ITASCA, ILLINOIS 60143

SEC FILE NUMBER: §-44243

FIRM ID NUMBER: 010078

FORM X-17A-5 PART IIA

JANUARY 31, 2003

UTILITY SCHEDULE

STATEMENT OF INCOME (LOSS)
LINE 15 - OTHER EXPENSES

Advertising and Promotion § 52,431
Amortization 30,000
Depreciation 19,381
Donations 5,151
Dues and Subscriptions 15,599
Insurance 29,750
Licenses 11,599
Meals and Entertainment 15,020
Office 100,976
Qutside Labor 2,490
Payroll Taxes 73,976
Pershing Fees 99,912
Postage 55,219
Professional Fees 182,246
Rent and Utilities 216,985
Repairs and Maintenance 5,815
Seminars and Conferences - Net 70,167
Telephone 73,680
Travel 12,927
Website Expenses 129,504

Total Other Expenses
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WATERSTONE FINANCIAL GROUP, INC.

RECONCILIATION OF COMPUTATION OF NET CAPITAL

JANUARY 31. 2003

Following is a reconciliation of the audited computation of net capital and computation on 15¢-3-3
reserve requirements and the corresponding unadited report previously submitted.

NET CAPITAL PER JANUARY 31. 2003 - UNAUDITED REPORT i) 371,012

Increase in Allowable Receivable from Non-Customers as
a result of auditing procedures perfomed. 370,084

Increase in Payable to Registered Representatives as a reslut
of auditing procedures performed. (462,497)

Increase in A.I Liabilities, Accounts Payable, Accrued Expenses,
and Other as a result of auditing procedures performed. (39,885)

Payable related directly to Non-Allowable Receivables
included in Preliminary report 16,517

NET CAPITAL PER PAGE 17 - PART 1A - AUDITED FOCUS REPORT 3 255,231
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www.koscpa.com

INDEPENDENT AUDITOR’S REPORT ON INTERNAL ACCOUNTING CONTROL

Board of Directors
Waterstone Financial Group, Inc.
itasca, lilinois

In planning and performing our audit of the financial statements of Waterstone Financial Group, Inc. (the
Company) for the year ended January 31, 2003, we considered its internal control structure, including
procedures 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 the internal control
structure.

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 respons:tle 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 SEC’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 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.
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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. Our
consideration of the internal control structure would not necessarily disclose ail 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 elements 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. We noted no matters involving the internal control structure,
including procedures for safeguarding securities, that we consider to be material weaknesses as defined
above.

However, we noted that the Company, due to a number of unusual situations, has had difficulties in
determining its net capital from February 1, 2003 through March 14, 2003 and in determining if they
were In violation of their minimum net capital requirement from February 1, 2003 through March 7,
2003. The Company has communicated this issue with the NASD.

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 January 31, 2003 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission 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.

Respectfully submitted,

,Om,/d%uﬂ@%, @Q.

KESSLER, ORLEAN, SILVER & COMPANY, P.C.
Certified Public Accountants

March 14, 2003
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& Company, P.C. 1107 Lake Cook Road, Suite C

Certified Public Accountants Deerfield, lilinois 60015-5233
(847) 580-4100 |
(847) 580-4199 Fax

www.koscpa.com

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Waterstone Financial Group, Inc.
Itasca, IL

We have audited the accompanying statement of financial condition of Waterstone Financial Group,
Inc. as of January 31, 2003, and the related statements of loss, changes in stockholders’ equity,
changes in subordinated borrowings, and cash flows 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. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit 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 misstaternent. 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 audit provides 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 Waterstone Financial Group, Inc. at January 31, 2003, and the results of their
operations and cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Respectfully submitted,

Feosle, Oulia, (Didiee 5 Corprasg, FE |

KESSLER, ORLEAN, SILVER & COMPANY,
Certified Public Accountants

March 14, 2003, except for Note 16 dated March 21, 2003



WATERSTONE FINANCIAL GROUP, INC.

STATEMENT OF FINANCIAL CONDITION

JANUARY 31, 2003

ASSETS

See accompanying notes to financial statements.

_2-

CURRENT ASSETS
Cash and Cash Equivalents b 450,407
Certificates of Deposit 210,000
Commissions Recelvable 522,541
Prepaid Expenses 22,942
Corporate Income Taxes Refundable 32,957
Other Current Assets 135,495
Deferred Income Tax Benefit 70,607
Total Current Assets 1,444 949
PROPERTY AND EQUIPMENT
Fumiture and Equipment 234,905
Computer Equipment 158,965
Automobile 32,842
Total Property and Equipment 426,712
(Less) Accumulated Depreciation (343,275)
Net Property and Equipment 83,437
OTHER ASSETS
Investments 5,000
Future Benefit of Insurance Contracts - Net 90,000
Goodwill 3,446,938
Security Deposits 23,433
Total Other Assets 3,565,371
Total Assets $ 5,093,757




WATERSTONE FINANCIAL GROUP, INC.

STATEMENT OF FINANCIAL CONDITION

JANUARY 31. 2003

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Commissions Payable b 751,954
Accrued Expenses 19,644
Emplovee Income Taxes Withheld 32,051
Other Current Liabilities 119,013
Total Current Liabilities 922,662

LONG TERM LIABILITIES

Subordinated Loan Payable 500,000

STOCKHOLDERS' EQUITY

Capital Stock, No Par Value,
100,000 Shares Authorized, 2,217

Shares Issued and Outstanding 2,217
Additional Paid in Capital 3,649,862
Retained Eamings 15,016

Total Stockholders' Equity 3,671,095

Total Liabilities and Stockholders' Equity S 5,093,757

See accompanying notes to financial statements.
e



\'VATERSTONE FINANCIAL GROUP. INC.

STATEMENT OF 1.OSS

FORTHE YEAR ENDED JANUARY 31. 2003

REVENUES

COMMISSION EXPENSE

GROSS PROFIT

OPERATING EXPENSES

LOSS FROM OPERATIONS

OTHER INCOME

Miscellaneous Income
Interest Income

Total Other Income

LOSS BEFORE PROVISION FOR INCOME TAXES

A

14,350,384

12,459.318

1.891,066

2,463,382

(572,316)

83,554
7,172

90,726

PROVISION FOR INCOME TAXES

Current
Deferred

Total Income Taxes

NET (LOSS)

See accompanying notes to financial statements.
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(481,590)

(23,8%4)
(87,124)

(111,018)

(370,572)
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WATERSTONE FINANCIAL GROUP. INC.

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE YEAR ENDED JANUARY 31, 2003

Additional
Common Paid-in Retained
Stock Capital Earning Total
BALANCE - FEBRUARY 1. 2002 $ 1,064 3 150,862 $ 389,588 $ 541,514
Issuance of Common Shares 1,153 3,499,000 3,500,153
Net Loss (370,572) (370,572)
BALANCE - JANUARY 31, 2003 ) 2,217 $ 3.649.862 $ 19,016 $ 3,671,095

See accompanying notes to financial statements.
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WATERSTONE FINANCIAL GROUP. INC.

STATEMENT OF CHANGES IN SUBORDINATED BORROWINGS

FOR THE YEAR ENDED JANUARY 31. 2003

Subordinated Borrowings at February 1, 2002
Increases:
Issuance of Subordinated Note

Subordinated Borrowings at January 31, 2003

See accompanying notes to financial statements.
-6-
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WATERSTONE FINANCIAL GROUP, INC.

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JANUARY 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES

Net (Loss)

ADJUSTMENTS TO RECONCILE NET LOSS TO NET
CASH USED BY OPERATING ACTIVITIES

Depreciation 19,381
Amortization 30,000
Deferred Income Taxes (87,124)
(Increase) Decrease in Current Assets:
Commissions Recetvable 15,267
Prepaid Expenses (2.352)
Other Current Assets {22,055)
Corporate Income Taxes on Deposit (11.894)
Increase (Decrease) in Current Liabilities:
Commissions Payable 320,331
Accrued Expenses (10,190)
Employee Income Taxes Withheld 22,403
Other Current Liabilities 18,878

Total Adjustments
Net Cash Used by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITES

Purchase of Property and Equipment (61,356)

Purchase of Assets {(3,500,000)

Net Cash Used by Investing Activities

See accompanying notes to financial statements.
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(370,572)

292,645
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WATERSTONE FINANCIAL GROUP. INC.

STATEMENT OF CASH FLOWS

FORTHE YEAR ENDED JANUARY 31. 2003

CASH FLOWS FROM FINANCING ACTIVITES

Proceeds From Issuance of Common Stock 3,500,000
Proceeds From Subordinated Loan Payable 500,000
Repayment of Loan Payable - Officer (11,000)
Net Cash Provided by Financing Activities 3,989,000
NET INCREASE IN CASH AND CASH EQUIVALENTS 349,717
CASH AND CASH EQUIVALENTS AT FEBRUARY 1. 2002 100,690
CASH AND CASH EQUIVALENTS AT JANUARY 31, 2003 S 450,407

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash Paid for Income Taxes S -

Cash Paid For Interest s 14,731

See accompanying notes to financial statements.
.8-



NOTE 1

)

WATERSTONE FINANCIAL GROUP. INC.

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JANUARY 31. 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization
Waterstone Financial Group, Inc. (“the Company™), formerly known as Long Grove

Trading Compay, is an Illinois corporation formed January 24, 1979. The Company is
a broker-dealer of securities, registered with the Securities and Exchange Commission
(SEC) and a member of the National Association of Security Dealers (NASD). The
Company is licensed to do business in most states in the United States.

Source of Revenue
The Company receives a substantial portion of its revenues from sales commissions
received through the sales of mutual funds and variable annuities.

Basis ot Accounting

The Company prepares its financial statements using the accrual basis of accounting in
accordance with accounting principles generally accepted in the United States of
America.

Use of Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles 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 reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those
estimates.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Company considers all highly liquid
investments purchased with an original maturity of three months or less to be cash
equivalents.

Property & Equipment

Property & Equipment are carried at cost. Depreciation is calculated using accelerated
methods and Internal Revenue Code lives that are not materially different from their
estimated useful lives. Gains and losses from the sale of property and equipment are
included in income. Maintenance and repairs are charged to operations.




NOTE 1

NOTE 2

NOTE 3

{VATERSTONE FINANCIAL GROUP, INC.

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JANUARY 31,2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes

The Company files its income tax returns on the cash basis method of accounting.
Deferred income taxes are recognized for the future tax effects of temporary
differences between financial and tax reporting based on enacted tax laws and rates.

Goodwill

Goodwill relates to the excess of cost over the fair market value of assets purchased by
the Company from Dreher & Associates, Inc., Dreher Insurance Services, Inc., and
Integrated Finacial Services, Inc. on October 17, 2002. Goodwill is tested for

impairment on an annual basis with the impairment, if any, charged to operations.

Fair Value of Financial Instruments
The carrying amounts of cash, receivables, deposits, prepaids, accounts payable,
accrued expenses, deferred revenue, and long-term debt approximate tair value.

EQUITY INVESTMENT

On October 17, 2002, Pacitic Select Distributors, Inc. (“PSD”) received 1,000 shares
of Waterstone Finacial Group, Inc. stock in exchange for its investment of $3,500,000.
This investment provides PSD with approximately 45% of the outstanding shares of
the Company. Provisions of PSD’s stock purchase agreement provide PSD with
ability to acquire all outstanding shares at various future dates and at various prices
based on the Company’s financial performance.

RELATED PARTY TRANSACTIONS

Subordinated Loan Pavable

Contemporaneously with the purchase of 1,000 shares of the Company on October
17, 2002 by Pacific Select Distributors, Inc., the Company received a loan from
Pacific Select Distributors, Inc. in the amount of $500,000.

Loan from Officer
During the year ended January 31, 2003, the Company repaid a non-interest bearing
loan of $11,000 from one of the stockholders.

-10 -



NOTE 3

NOTE 4

NOTE 5

WATERSTONE FINANCIAL GROUP. INC.

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JANUARY 31. 2003

RELATED PARTY TRANSACTIONS (Continued)

Heritage Capital Management

Heritage Capital Management, a related party due to common management,
performs “market timing” services for customers of Waterstone Financial Group,
Inc. Heritage Capital Management remits to the Company its share of revenues, less
expenses, for these services performed per an agreement between the parties.
Current year’s income from Heritage Capital Management totaled $9,073.

LINE OF CREDIT

The Company has a $50,000 revolving credit agreement with US Bank. The note bears
interest at prime (4.25% at January 31, 2003), is payable on demand and is secured by
Certificates of Deposit which are being held in safekeeping by the bank. The note
renews annually and has a current maturity date of January 31, 2004. There were no
amounts outstanding on this line ot credit at January 31, 2003.

LEASES

In November 2002, the Company entered into a new lease agreement for office space
located in Itasca, Illinois. The lease is for a period of ten years expiring on October 31,
2012. Under terms of the lease, the Company pays a base rent plus its proportionate
share of the building’s operating expenses and taxes (as defined in the lease). Base
monthly rent is $20,668 November 1, 2002 through October 31, 2006, $22,806
November 1, 2006 through October 31, 2007, $23,281 November 1, 2007 through
October 31, 2008, $23,756 November 1, 2008 through October 31, 2009, $24,231
November 1, 2009 through October 31, 2010, $24,707 November 1, 2010 through
October 31, 2011, $25,182 November 1, 2011 through October 31, 2012.

Future minimum lease payments are as follows:

Year Ending

January 31, Amount
2004 $ 248,015
2005 248,015
2006 248,015
2007 254,429
2008 275,097
Thereafter 1,384.037

Total $ 2,657,608

-11-



NOTE 5

NOTE 6

NOTE 7

NOTE 8

WATERSTONE FINANCIAL GROUP. INC.

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JANUARY 31. 2003

LEASES (Continued)

The Company, through its acquisition of certain assets in October 2002, assumed two
leases for office and storage space located in Oak Brook, Illinois. The leases expire
July 31, 2003. Base monthly rent under these leases totals $15,060.

Rental expense charged to operations for the year ended January 31, 2003 was
$255,751. In addition, the Company received $51,240 in sublease rent income from
various tenants, most of which were on a month-to-month lease agreements. The net
rent expense for the year ended January 31, 2003 was $204,511.

PROFIT SHARING PLAN

The Company sponsors a profit sharing plan covering substantially all employees.
Contributions are determined annually at the discretion of management. There was no
contribution for the year ended January 31, 2003.

INVESTMENTS IN CERTIFICATE OF DEPOSIT

The Company has invested in short-term certificates of deposit totaling $210,000 at
January 31, 2003. The certificates of deposit are carried at cost, which approximates
market value. The certificates of deposit bear interest at market rates.

SUBORDINATED LOAN PAYABLE

Contemporaneously with the purchase of 1,000 shares of the Company on October
17, 2002 by Pacific Select Distributors, Inc. (the “Lender”), the Company received a
loan from Pacific Select Distributors, Inc. in the amount of $500,000. The loan
bears interest at LIBOR plus 6% per annum and 1s due on October 31, 2005.

The subordinated loan agreement is in the form prescribed by the NASD —
Subordinated Loan Agreement for Equity Capital, form SL-5. Under this agreement,
the loan is subordinated to all claims of other present or future creditors of the
Company arising out of any matter occurring prior to the date the obligation matures,
except for claims which are subject of subordination agreements which rank it on the
same priority or are junior to the claim of the Lender under such subordination
agreement. The agreement also contains restrictions on payments and prepayments
of amounts due under the obligation, as well as restrictions on the withdrawal of
equity capital. As of January 31, 2003 the outstanding balance was $500,000.

-12-



NOTE 9

NOTE 10

NOTE 11

NOTE 12

NOTE 13

WATERSTONE FINANCIAL GROUP, INC.

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JANUARY 31. 2003

CONSULTING AGREEMENT

The Company has entered into a consulting agreement with James A. Dreher for a
two year period commencing October 17, 2002. Under terms of the agreement, the
Company is obligated to make monthly payment of $2,000 to Mr. Dreher.

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (SEC rule 15¢3-1), which requires the maintenance of minimum net
capital and requires that the ratio of aggregate indebtedness to net capital (net capital
ratio), both as defined shall not exceed 15 to | (and the rule of the “applicable”
exchange also provides that equity capital may not be withdrawn or cash dividends paid
if the resuiting net capital ratio would exceed 10 to ). At January 31, 2003 the
Company’s net capital was $255,231, which was $195,738 in excess of its required net
capital of $59,493. The Company’s net capital ratio was 3.50 to 1.

INCOME TAXES

At January 31, 2003, deferred tax assets recognized for temporary differences between

‘the basis of assets and liabilities for financial statement and income tax purposes total

$70,607. The differences relate primarily to the use of the cash basis of accounting for
income tax purposes and the accrual basis for the financial statements.

The current year’s tax basis net operating loss is $80,754. This loss will be carried
back to fiscal year ended January 31, 2001 with an expected Federal tax benefit of
$17,764 and an expected State tax benefit of $5,653.

PURCHASE OF ASSETS

On October 17, 2002, the Company purchased substantially all of the assets and
assumed certain liabilities of Dreher & Associates, Inc., Dreher Insurance Services,
Inc., and Integrated Finacial Services, Inc. for $3,500,000 plus 153 share of the
Company. The purchase price was allocated to specific assets in the amount of
$53,062 with the remaining $3,446,938 allocated to goodwill.

CONCENTRATION OF CREDIT RISK

The Company maintains cash and investment balances in several financial institutions,
which at times, may be in excess of insured limits. The risk is managed by maintaining all
deposits in high quality financial institutions.

-13-



NOTE 14

NOTE 15

NOTE 16

WATERSTONE FINANCIAL GROUP. INC.

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED JANUARY 31. 2003

FUTURE BENEFIT OF INSURANCE CONTRACTS

On February 1, 2001, the Company acquired the revenue producing assets of Sterling
Insurance Services, Inc. (“Sterling”) which includes general agency sales agreements
with various major insurance companies. The acquisition is accounted for under the
purchase method of accounting. In exchange for the assets acquired, the sole owner of
Sterling received 64 shares of the Company’s common stock.. The value assets
acquired were valued at $150,000 at the date of the purchase and are being amortized
over 5 years. Accumulated amortization at January 31, 2003 was $60,000.
Amortization expense totaled $30,000 for the year ended January 31, 2003.

IRREVOCABLE STANDYBY LETTER OF CREDIT

The Company has a $25,000 US Bank (the “Bank) irrevocable standby letter of credit
for the benefit of its landlord which is being held as a rent secunity deposit. As of
January 21, 2003, the Company’s landlord had not drawn funds against this letter of
credit.

SUBSEQUENT EVENTS

Additional Equity Investment

On March 7, 2003, Pacific Select Distributors, Inc. purchased an additional 1,000
shares common stock of the Company for $750,000. After this purchase, Pacific
Select Distributors, Inc. owns 2,000 shares of the Company, which is approximately
62% of the total outstanding shares.

Possible Minimum Net Capital Violation

The Company, in a letter dated March 10, 2003, notified the NASD of a possible
violation of its minimum net capital requirements. In a second letter to the NASD
dated March 20, 2003, the Company indicated that they were still in the process of
determining if they were in fact in violation of their minimum net capital
requirement from February 1, 2003 through March 7, 2003. In their letter they
indicated that there were a number of unusual situations that have made it a difficult
process to calculate their exact net capital for certain dates in February 2003.

- 14 -
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INDEPENDENT AUDITOR’S REPORT ON SUPPLEMENTARY INFORMATION REQUIRED
BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE COMMISSION

Board of Directors
Waterstone Financial Group, Inc.
Itasca, Illinois

We have audited the accompanying financial statements of Waterstone Financial Group, Inc. as of and for
the year ended January 31, 2003, and have issued our report thereon dated March 14, 2003. Our audit was
conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.

The supplementary information contained on pages 16 — 28 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.

Respectfully submitted,

Hesalie, Ol itre = Conpone 2Q,

KESSLER, ORLEAN, SILVER & COMPANY, P.C.
Certified Public Accountants

March 14, 2003
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