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OATH OR AFFIRMATION

([ Kurt W. Kitson , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Kirkpatrick, Pettis, Smith, Polian Inc. | as
of June 30 2003 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal ofticer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

None

A GENERAL NOTARY-State ofHebraskal S
}@ PATRICIA A. FRENCH | Signature
EEE R My Comm Exp Aug 22 2005

Executive Vice President & CFO
Title

»

Notary Public

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

X (a) Facing Page.

& (b) Statement of Financial Condition.

{0 (¢) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition.

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

O (H Statement of Changes in Liabilities Subordinated to Claims of Creditors.

O (g) Computation of Net Capital.

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

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

O (j) 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 15¢3-3.

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

X® () An Oath or Affirmation.

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

B () Aweporices Jokbin g srRmatpkaFrroih droric ol Eouimit e S Sriot RO HoxHanas 1At Hirk & Tt W i T St pienouR e
Supplemental Report on Internal Control.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Kirkpatrick, Pettis, Smith, Polian Inc.
Omaha, Nebraska

We have audited the accompanying statement of financial condition of Kirkpatrick, Pettis, Smith,
Polian Inc. (the Corporation), a wholly-owned subsidiary of KFS Corporation, as of June 30, 2003, that
you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. This financial
statement is the responsibility of the Corporation’s management. Our responsibility is to express an
opinion on this financial statement 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 statement is free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statement. 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, such statement of financial condition presents fairly, in all material respects, the

financial position of Kirkpatrick, Pettis, Smith, Polian Inc. as of June 30, 2003 in conformity with
accounting principles generally accepted in the United States of America.

Otlpette + Foseche (LFP

August 18, 2003

Deloitte
Touche



KIRKPATRICK, PETTIS, SMITH, POLIAN INC.

STATEMENT OF FINANCIAL CONDITION

JUNE 30, 2003

ASSETS

Cash $ 650

Receivable from brokers and dealers 10,023,161

Secured demand note, collateralized by marketable securities with :
market values of $25,234,334 18,000,000

Securities owned, at fair value 33,959,999

Property and equipment, net of accumulated depreciation of $4,844,081 1,018,639

Deferred tax asset 4,389,000

Other assets 2,746,585

Total assets
LIABILITIES AND STOCKHOLDER’S EQUITY

Payable to banks
Securities sold under agreements to repurchase
Accounts payable and accrued liabilities

Subordinated borrowings from affiliate

STOCKHOLDER'’S EQUITY:
Common stock, $1 par, 100,000 shares authorized and issued
Additional paid-in capital
Retained earnings
Treasury stock, 9,397 shares, at cost

Total stockholder’s equity

Total liabilities and stockholder’s equity

See notes to statement of financial condition.

$70,138,034

$19,795,447
4,800,000
11,441,754

36,037,201

18,000,000

100,000
13,622,063
2,947,085
(568.,315)
16,100,833

$70,138,034



KIRKPATRICK, PETTIS, SMITH, POLIAN INC.

NOTES TO STATEMENT OF FINANCIAL CONDITION
JUNE 30, 2003

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Kirkpatrick, Pettis, Smith, Polian Inc. (the “Corporation”) is a wholly-owned subsidiary of KFS
Corporation (the “Parent”), which is a wholly-owned subsidiary of Mutual of Omaha Insurance
Company (“Mutual”). The Corporation is an introducing broker-dealer registered with the Securities
and Exchange Commission with operations in Nebraska, Colorado, Oklahoma, Missouri, Illinois,
Pennsylvania and Florida.

In June of 2002, the Corporation entered into an agreement to sell certain assets of its clearing
operations to Legent Corp. This transaction closed in October of 2002. In conjunction with this sale,
the Corporation entered into a fully disclosed clearing agreement with Legent Clearing Corp. and
therefore no longer clears its own securities’ transactions or carries the accounts of its customers.
Approximately $168 million of clearing related assets and $168 million of clearing related liabilities
were assumed by Legent Clearing Corp. in conjunction with the fully disclosed relationship entered into
with Legent Clearing Corp. Therefore, the Corporation is exempt from provisions of Securities and
Exchange Commission Rule 15¢3-3 under paragraph (k)(2)(ii) of the Rule. This transaction did not
meet the criteria of a discontinued operation under Accounting Principles Board Opinion 30,
“Discontinued Operations” and as such is included in continuing operations.

Securities transactions are recorded on a trade date basis.
Securities owned that are readily marketable are valued at quoted market prices or fair value.
Property and equipment is recorded at cost less allowances for depreciation.

The Corporation is a member of a consolidated group for income tax purposes which files its income tax
returns on a calendar-year basis. Deferred tax liabilities and assets are determined based on the
differences between the financial statement and tax bases of assets and liabilities using enacted tax laws
and statutory tax rates applicable to the years in which the differences are expected to affect taxable
income. The Corporation has deferred tax assets of approximately $4,389,000 as of June 30, 2003. The
temporary differences relate principally to deferred compensation, net operating loss carryforwards and
accrued expenses. No valuation allowance has been established at June 30, 2003 because it is more
likely than not that all deferred tax assets will be realized.

The Corporation considers temporary, highly liquid investments with an original maturity of three
months or less to be cash equivalents.

Transactions involving sales of securities under agreements to repurchase are accounted for as
collateralized financings except where the Corporation does not have an agreement to purchase the same
or substantially the same securities before maturity at a fixed or determinable price.

The Corporation accrues for expected legal costs in connection with a loss contingency at the time the
amount can be reasonably estimated.

The Corporation has a profit-sharing plan which covers substantially all employees. Contributions are
determined by the Board of Directors. The profit-sharing plan also has a 401(k) feature.



3.

The preparation of the statement of financial condition 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 statement of financial condition. Actual results could differ from those
estimates.

SECURITIES OWNED

Securities owned at June 30, 2003 consisted of trading and investment securities as follows:

Obligations of U.S. government and agencies h) 23,291
State and municipal obligations 33,689,344
Corporate bonds, debentures and notes 22,133
Mutual funds 197,526
Corporate stocks 27,705
$33,959,999

PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at June 30, 2003:

Furniture and equipment $ 4,580,802
Leasehold improvements : 485,953
Software 579,747
Automobiles 216,218
5,862,720

Less: Accumulated depreciation (4,844,081)
$ 1,018,639

NET CAPITAL

The Corporation is subject to the Uniform Net Capital Rule (15¢3-1) of the Securities and Exchange
Commission (SEC) and is required to maintain a minimum amount of net capital. Under Rule 15¢3-1,
as amended, the Corporation must maintain net capital of at least $250,000 and not allow the ratio of
aggregate indebtedness to net capital to exceed 15 to 1. At June 30, 2003 the Corporation had aggregate
indebtedness of $11,537,201, net capital of $26,593,207, and a ratio of aggregate indebtedness to net
capital of 0.43 to 1.

PAYABLE TO BANKS

The Corporation has established, with its principal commercial bank, a revolving unsecured note and a
revolving secured note, under a loan agreement which expires on October 31, 2003.

Under the first credit facility, the Corporation may borrow, on an unsecured basis, up to $5,000,000,
with interest based on the Federal Funds rate. As of June 30, 2003, there was no outstanding balance
under this facility.



Under the second credit facility, the Corporation may borrow on a short-term, secured basis up to
$20,000,000. This note is collateralized by securities owned by the Corporation. As of June 30, 2003,
there was $19,700,000 outstanding under the second credit facility with an interest rate based on the
Federal Funds rate.

Payable to banks also includes $95,447 of outstanding checks.
SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

The Corporation has a Master Repurchase Agreement with Mutual. This agreement is collateralized by
securities owned by the Corporation. As of June 30, 2003, there was $4,800,000 outstanding under this
agreement.

SECURED DEMAND NOTE COLLATERAL AGREEMENTS

The Corporation has entered into a Secured Demand Note Collateral Agreement for Equity Capital at a
negotiated interest rate under which Mutual is committed to lend up to $18,000,000 at the Corporation’s
demand. Repayment of any advances is scheduled for June 30, 2007. Repayments could be accelerated
subject to the rules and regulations of the SEC and the National Association of Securities Dealers
(NASD). This loan has been approved by the NASD as subordinated borrowings available in
computing net capital under the SEC Uniform Net Capital Rule.

LEASE COMMITMENTS

The Corporation has noncancelable leases on office space and office equipment through September
2008.

Following is a schedule of the remaining lease payments:

Year Ending June 30,

2004 $ 811,222
2005 : 792,302
2006 797,617
2007 793,805
2008 205,962
2009 4,468

$3,405,376

COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Corporation enters into underwriting commitments. Transactions
relating to such underwriting commitments existing at June 30, 2003, were subsequently settled and had
no material effect on the statement of financial condition as of that date.

The Corporation also contracts with various Sanitary and Improvement Districts within Douglas and
Sarpy Counties in Nebraska to purchase construction warrants issued by the Districts. If all warrants
subject to these contracts were to be issued by the Districts, the Corporation would be committed to
purchase approximately $27,000,000 as of June 30, 2003.
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11.

12.

Certain former customers of the Corporation have filed arbitration cases with NASD Dispute Resolution
against the Corporation and certain of the Corporation’s former registered representatives. The former
customers allege various claims of relief. The Corporation is aggressively defending these matters. At
this time, the Corporation cannot predict the outcome of any claim or the likelihood of an unfavorable
outcome or the range of potential loss relating to these arbitrations.

The Corporation is involved in various other legal actions in the normal course of business.
Management is of the opinion that none of these other legal actions will result in losses material to the
financial position of the Corporation. »

FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

As a broker-dealer, the Corporation is engaged in various trading and brokerage activities serving a
diverse group of corporate, institutional and individual investors. A significant portion of the
Corporation’s transactions are on a principal basis, which are subject to the risk of counterparty
nonperformance. The Corporation’s exposure to credit risk associated with the contractual obligations
pursuant to securities transactions can be directly impacted by volatile trading markets which may
impair the counterparties’ ability to satisfy their obligations to the Corporation. The Corporation’s
liability under these arrangements is not quantifiable. However, the potential for the Corporation to be
required to make payments under these arrangements is remote. Accordingly, no contingent liability is
carried on the balance sheet for these transactions.

The Corporation believes it has effective procedures for evaluating and limiting the credit and market
risks to which it is subject.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The Corporation believes that the carrying amount of its financial instruments is a reasonable estimate
of fair value. Assets, including cash in banks and certain receivables are carried at fair value or
contracted amounts which approximate fair value. Similarly, liabilities including notes and other
payables to banks and affiliates are carried at amounts approximating fair value.

Securities owned are carried at fair value. Fair value for these instruments is estimated using available
market quotations for traded instruments. Market quotations for traded instruments are obtained from
various sources, including the major securities exchanges and dealers.

Because of the related party and subordinated nature of the secured demand note and subordinated
borrowing from affiliate, it is impracticable to estimate the fair value of these instruments.

RELATED PARTY TRANSACTIONS

The Corporation collects fees for affiliated parties. As of June 30, 2003, the Corporation has payables
to affiliates of $2,242,458 for fees. The Corporation also pays another affiliate for operating and
management fees. As of June 30, 2003, the Corporation has a payable to this affiliate for management
fees and operating expenses totaling $1,408,242,



IS T BN AR Ny an N By R EE e B By R EE =l

INDEPENDENT AUDITORS’ SUPPLEMENTAL REPORT ON INTERNAL CONTROL

Kirkpatrick, Pettis, Smith, Polian Inc.
Omaha, Nebraska

In planning and performing our audit of the statement of financial condition of Kirkpatrick, Pettis,
Smith, Polian Inc. (the “Corporation”) for the year ended June 30, 2003, (on which we have issued our
report dated August 18, 2003), we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing an
opinion on the statement of financial condition and not to provide assurance on the Corporation’s
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities Exchange Act of 1934, we have made a study
of the practices and procedures followed by the Corporation, (including tests of compliance with such
practices and procedures), that we considered relevant to the objectives stated in Rule 17a-5(g) in
making the periodic computation of aggregate indebtedness and net capital under Rule 17a-3 (a)(ii) for
determining compliance with the exemptive provisions of Rule 15¢3-3. We did not review the
practices and procedures followed by the Corporation in making the quarterly securities examinations,
counts, verifications, and comparisons, and the recordation of differences required by Rule 17a-13 or
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, because the Corporation does not carry
securities accounts for customers or perform custodial functions relating to customer securities.

The management of the Corporation 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 internal control and of the practices and procedures, and to assess whether those
practices and procedures can be expected to achieve the Securities and Exchange Commission’s (the
“Commission”) 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 Corporation has responsibility are safeguarded against loss from unauthorized
acquisition, 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 conformity
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 any internal control or the practices and procedures referred to
above, misstatements due to error or fraud may occur and not be detected. Also, projections of any
evaluation of the internal control or of such practices and procedures to future periods are subject to
the risk that they may become inadequate because of changes in conditions or that the degree of
compliance with the practices or procedures may deteriorate.



Our consideration of the Corporation’s internal control would not necessarily disclose all matters in the
Corporation’s 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 one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements caused by 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 the Corporation’s internal control and its operation (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 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 our study, we believe that the
Corporation’s practices and procedures were adequate at June 30, 2003, to meet the Commission’s
objectives.

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

lpette v Sprche LLF

Omaha, Nebraska
August 18, 2003



