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OATH OR AFFIRMATION |

I Mark Wilson - - , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supportmg schedules pertaining to the firm of
Wilson Stephenson ,Jnc . : : , 28

of °~ December 31 B , 2003 'ere true and correct. 1 further swear (or affirm) that

neither the company nor any partner proprietor, principal officer or dxrector has any proprietary interest in any account -
classified solely as that of a customer except as follows:
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This report ** contains (check. a]l apphcable boxes):

(a) Facing Page.

(b) Statement of Financial Condltlon

(c) Statement of Income (Loss)

(d) Statement of Changes in Financial Condmon

(e) Statement of Changes in Stockholders’ Bquity or Partners’® or Sole Proprletors Capital.

() Statement of Changes in Liabilities Subordinated to Clmms of Creditors.

(g) Computation of Net Capital.

(b) Computation for Determination of Reserve Reqmrements Pursuant to Rule 15¢3-3..

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

() A Reconciliation, including appropriate-explanation of the Commputation 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.

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

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any matenal madequacws found to ex1st or found to have ex1sted since the date of the prev1ous audit. -

‘\v

**For conditions of conﬁdentxal treatment of certain portions of this filing, see sectzon 240.1 7a-5,(e)(3). 7
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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Wilson Stephenson, Inc.
Fort Worth, Texas

We have audited the accompanying statement of financial condition for noncarrying,
nonclearing and certain other brokers or dealers of Wilson Stephenson, Inc. (Company) as
of December 31, 2003, and the related statements of income (loss), changes in
stockholders' equity and cash flows for the year then ended, that you are filing pursuant to
rule 17a-5 under the Securities and 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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our 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 Wilson Stephenson, Inc. as of December 31, 2003, and
the resuits of its operations and its cash flows for the year then ended, in conformity with
accounting principles generally accepted in the United States.

Our audit was made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in the schedules computation of
net capital, computation of basic net capital requirement, computation of aggregate
indebtedness, exemptive provisions under rule 15¢3-3, statement of changes in liabilities
subordinated to claims of general creditors and reconciliation of the computation of net
capital under Rule 15¢c3-1 are presented for purposes of additional analysis and are not a
required part of the basic financial statements, but are 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 our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.
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THE WALTON GROUP, LLC
Fort Worth, Texas

January 13, 2004




Wilson Stephenson, In¢.
Statement of Financial Condition for Noncarrying, Nonclearing and
Certain other Brokers or Dealers
December 31, 2003

Assets: \ '
Cash $ 25,592
Total current assets 25,592

Property, furniture and equipment, net of

accumulated depreciation (Note 2) 7,236
Other assets 5,319
Total assets $ 38,147
Liabilities:
Accounts payable $_1.243
—_ Total current liabilities 1,243

Commitments and contingencies (Note 7) -

Stockholders’ equity:

Common stock (Notes 5 and 6) 12,000
Additional paid-in capital (Note 6) 88,292
Accumulated deficit {55.636)
44,656

Less common stock in treasury (Note 5) . (7.752)
Total stockholders’ equity 36,904
Total liabilities and stockholders’ equity $ 38147

The accompanying notes form an integral part of these financial statements.

(1)
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Wilson Stephenson, Inc.
Statement of Income (Loss)
For the Year Ended December 31, 2003

Revenue

Commissions:
Commissions on transactions in exchange listed
equity securities, executed on an exchange
All other securities commissions

Total commissions
Other revenue:
Interest, miscellaneous fees and expense

reimbursements (Note 8)

Total revenue

Expenses

Salaries and other employment costs for
voting stockholder officers

Other employee compensation and benefits

Regulatory fees and expenses

Other expenses {Notes 2 and 7)

Total expenses

Net loss

$ 279,079

3,099

282,178

222,303
80,559
11,709
80,854

395.425

$ (5.894)

The accompanying notes form an integral part of these financial statements.

()




Wilson Stephenson, Inc.
Statement of Changes in Stockholders' Equity
For the Year Ended December 31, 2003

Additional
Common Stock Paid-in Accumulated  Treasury
Shares Amount Capital Deficit Stock Total
January 1, 2003 12,000 $ 12,000 $ 88,292 $ (49,742) $(7,752) $42,798
Net [oss - - - (5,894) - (5,894)
December 31, 2003 12,000 $12,000 $88,292 $ (55,636) $ (1,752) $ 36,904

The accompanying notes form an integral part of these financial statements.

()




Wilson Stephenson, Inc.
Statement of Cash Flows
For the Year Ended December 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash generated from operations $ 389,531
Cash expended on operations and employees (389,631)
Cash used by operating activities (100)

CASH FLOWS FROM FINANCING ACTIVITIES -

CASH FLOWS FROM INVESTING ACTIVITIES -

Decrease in cash (100)
Cash, beginning of year : 25,692 .
Cash, end of year $_25592
Reconciliation of net loss to cash used by operating activities:
Net loss $ (5,894)
Adjustments:
Depreciation 1,668
Balance sheet accounts:
Decrease in prepaid expenses 4,520
Decrease in accounts payable and accrued liabilities (394)
Cash used by operating activities $ __(100)

The accompanying notes form an integral part of these financial statements.

(4)
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Wilson Stephenson, Inc.
Notes to Financial Statements
For the Year Ended December 31, 2003

Organization and Summary of Significant Accounting Policies

(a)

(b)

(c)

(d)

(e)

(f)

Nature of Operations

The Company, formerly known as Wilson Stephenson Kyle, Inc., was
incorporated in Texas on June 6, 1988 and is registered as a dealer with the
Securities and Exchange Commission under the Federal Securities and
Exchange Act of 1934. The Company acts as a dealer/finvestment advisor
for certain offerings and does not maintain discretionary accounts for its
customers. There are no existing obligations of the dealer in regards to
offerings made.

The Company also offers financial advisory and accounting services to its
clients and the public at large. These operations are maintained separately
from all dealer/investment activities.

Net Capital Reguirements

The Company is subject to the Securities and Exchange Commission
Uniform Net Capital Rule (Rule 15¢3-1), which requires the maintenance of
minimum net capital, and requires that the ratio of aggregate indebtedness
to net capital, both as defined, shall not exceed certain limits.

Income Taxes

There is no provision for Federal income taxes in the accompanying
financial statements, as the Company has filed an election to be treated
under Subchapter S of the Internal Revenue Code, effective as of the date of
incorporation. Income tax liabilities on net income are the responsibility of
the stockholders.

Property, Furniture and Equipment

Depreciation is calculated using the straight-line method over the estimated
useful lives of the related assets which range from 5 to 10 years.

Major improvements significantly extending the useful lives of the assets
are capitalized, while expenditures which do not improve or extend the
useful lives of the respective assets are expensed in the current period.
Cash Flows

For purposes of the statement of cash flows, cash equivalents include time
deposits, certificates of deposit, and all highly liquid debt instruments with
original maturities of three months or less.

Concentrations of Risk

Concentrations of risk relate to cash. The Company places its cash with
quality financial institutions and by policy, limits the amount of exposure to
any one financial institution. :

‘ (5) (Continued)
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Wilson Stephenson, Inc.
Notes to Financial Statements
For the Year Ended December 31, 2003

Property, Furniture and Equipment

Property, furniture and equipment is composed of the following at December 31,
2003:

Office furnishings and equipment : $ 25,688
Less: accumulated depreciation (18,452)
$ 7236

Depreciation expense for the year ended December 31, 2003 was $1,668 and was
inciluded as a component of other expenses in the accompanying financial
statements.

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, and
disclosure of contingent assets and liabilities at the date of the financial statements,
and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Subordinated Liabilities

There are no liabilities which were subordinated to claims of general creditors at
December 31, 2003.

Common Stock

The Company has 500,000 shares of $1 par value common stock authorized, of
which 12,000 shares have been issued; 10,500 shares are outstanding and 1,500
shares are held in treasury, at cost.

Stock Purchase Agreements

The officers of the Company have entered into certain stock purchase agreements
whereby the Company is obligated to acquire, and the stockholder's estate is
obligated to sell to the Company all shares of common stock of the Company owned
by the stockholder at his death.

The Company is the beneficiary of certain life insurance policies covering the
officers. It is the intention of management of the Company that the life insurance
proceeds be utilized to acquire the related shares in the event of the death of one of
the related stockholders.

The stock purchase agreements do not limit the stock acquisition price to the limits

of the related life insurance; however, management of the Company contends such
proceeds would be sufficient to acquire the related stock.

(6) (Continued)
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Wilson Stephenson, Inc.
Notes to Financial Statements
For the Year Ended December 31, 2003

Commitments and Contingencies

The Company leases office space and a copier under non-cancelable operating
leases. Future minimum rental payments under the agreements are as follows:

2004 ' $ 38,440

2005 37,682
2006 37,859
2007 19,486

$ 133,467

Related office rent and equipment lease expenses, included as components of other
expenses in the accompanying financial statements, were $41,076 and $2,808,
respectively, for the year ended December 31, 2003.

In September 2003, the National Association of Securities Dealers (NASD) conducted
a regulatory examination of the Company. Certain deficiencies were noted during
the examination. The Company promptly responded in detail to each . of the
deficiencies in a letter dated September 16, 2003. As of December 31, 2003 and
through the date of this report, the NASD has not finalized any decisions on the
Company regarding the examination. Although the Company’s management
believes they will receive a favorable final NASD response, fines and/or sanctions
are possible. No provision for potential NASD actions or liabilities have been
recorded in the accompanying financial statements.

Related Party Transactions

The Company shares office space, personnel and resources with companies owned
by primary shareholders. The Company receives expense reimbursements for
shared expenses. For the year ended December 31, 2003, the Company received
$106,435 in expense reimbursements from the related parties.

During the year ended December 31, 2003, two of the shareholders entered into an
agreement to privately purchase all of the shares held by the third shareholder,
Each of the remaining two shareholders now own 50% of the Company’s
outstanding issued stock. Effective June 3, 2003, the Company formally known as

Wilson Stephenson Kyie, inc. was renamed as Wilson Stephenson, Inc.

(7)




Supplemental Information
Pursuant to Rule 17a-5 of the
Securities and Exchange Act of 1934
As of and for the Year Ended

December 31, 2003
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Wilson Stephenson, Inc.
Supplemental Schedules Required by Rule 17a-5
As of and for the Year Ended December 31, 2003

Computation of Net Capital

Total stockholders’ equity $ 36,904
Non-allowable assets:

Property, furniture and equipment, net (7,236)

Other assets (5,319)

(12,555)

Net allowable capital $ 24,349

Computation of Basic Net Capital Requirement

Minimum net capital required $___82
Minimum dollar net capital requirement

of reporting broker or dealer $_5,000
Net capital requirement $ _5.000
Excess net capital $ 19,349

Computation of Aggregate Indebtedness

Total aggregate indebtedness $_1,243
Percentage of aggregate indebtedness to
net allowable capital — 5%
(9) (Continued)




Wilson Stephenson, Inc.
Supplemental Schedules Required by Rule 17a-5
As of and for the Year Ended December 31, 2003

Exemptive Provisions Under Rule 15¢3-3

The Company is exempt from Rule 15¢3-3 because all customer transactions are cleared
through another broker-deaier on a fully disclosed basis. Customer transactions are
cleared through Pershing, a division of Donaldson, Lufkin and Jenrette Securities
Corporation.

Statement of Changes in Liabilities Subordinated to Claims of General Creditors

Balance of such claims at January 1, 2003 ‘ $ -
Additions -
Reductions -
Balance of such claims at December 31, 2003 $ -

Reconcitiation of the Computation of Net Capital Under Rule 15¢3-1

There were no material differences in the computation of net capital between these audited
financial statements and the Company's unaudited FOCUS reports.

(10)
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6100 Southwest Blvd.

Suite 300

Fort Worth, TX 76109
817-731-1155
817-731-1562 (Fax)

e Consultants e Certified Public Accountants ¢ Business Advisors e

To the Board of Directors
Wilson Stephenson, Inc.

In-planning and performing our audit of the financial statements and suppiementai
schedules of Wiison Stephenson, Inc. (the Company), for the year ended December 31,
2003, we considered its internal control structure, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not
to provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC),
we have made a study of the practices and procedures followed by the Company,
inciuding 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 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 responsible for establishing and maintaining internal
control, and the practices and procedures referred to in the preceding paragraph. In
fulfiliing this responsibility, estimates and judgments by management are required to
assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC's above mentioned objectives.- Two
of the objectives of internal control and the practices and procedures are to provide
management with reasonable, but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of financial statements in
accordance with accounting principles generaily accepted in the United States. Rule 17a-
5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph. '

Because of inherent limitations in internal control or the practices and procedures referred
to above, errors or fraud may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness of their design and
operation may deteriorate. ~

(Continued)




Page 2

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of the specific internal control components does not reduce to a
relatively low level the risk that errors or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to
previously in this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities and 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 our
study, we believe that the Company's practices and procedures were adequate at
December 31, 2003, to meet the SEC’s objectives.

This report is intended solely for the use of management and the SEC and other regulatory
agencies that rely on rule 17a-5(g) under the Securities and Exchange Act of 1934 in their

regulation of registered brokers and dealers, and is not intended to be and should not be
used by anyone other than these specified parties.
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THE WALTON GROUP, LLC

January 13, 2004




