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OATH OR AFFIRMATION

1, ‘ ‘ Scott A. Barnes ) L ’ / / R swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
a Investment Professionals, Inc. L : : , as
of December 3 1, , ,2003 , are true and correct. I further swear {(or affirm) that

neither the company nor any partuer proprietor, principal officer or director has any proprietary interest in any account

class;f ed solely as that of a customer, except as follows:

Notary Pubhc

This report ** coritains (check all applicable boxes):
El (a) Facing Page.
Kl (b) Statement of Financial Condition.
Kl (c) Statement of Income (Loss). v
Bl (d) Statement of Changes in Financial Condition.
Kl ‘(e) Statement of Changes in’ Stockholders® Equity or Partners’ or Sole Proprletors Capxtal
El (© Statement of Changes in Liabilities Subordinated to Claims of Creditors.
- Kl (g). Computation of Net Capital.
O m Computation for Determination of Reserve Requlrements Pursuant to Rule 15¢3-3.
L1 () Information Relating to the Possession or Control Requlrements Under Rule 15¢3- 3
Kl 0 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. :
E] ‘(k) A Reconciliation between the audlted and unaudited Statements of Fmanmal Condition with respect to methods of
.consolidation.’ : , .
Kl (). An Oathor- Affirmatwn :
a (m) A copy of the SIPC Supplemental Report ) '
- (n) Areport descnbmg any matenal 1nadequac1es found to exist or found to have existed since the date of the previous audit.

ESJ

j **F or_' conditions of confidential treatment of certain portions‘ of this filing, see sectlony240. 1 7a-5 (e)(3).
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I D IOQXTLSONL, LA

Certified Public Accountant

REPORT OF INDEPENDENT AUDITOR

Board of Dlrectors
Investment Professionals, Inc
San Antonio, Texas

I have. audited the accompanying statement of financial condition of Investment
Professionals, Inc. as of December 31, 2003 and 2002, and the related statements of
income, changes in stockholders’ equity, changes in liabilities subordinated to the claims
of general creditors and cash flows for the years then ended. These financial statements
are the responsibility of the Company’s management. - My responsibility is to express an
opinion on these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally aécepted in the

United States of America. Those standards require that I 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 supportlng the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. I believe that my audit provides a
reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Investment Professionals, Inc. as of December 31, 2003 .
and 2002, and the results of its operations and cash flows for the years then ended, in

‘conformity with accountmg prmc1ples generally accepted in the United States of

America.

/?/364«%/

- R. D. Harrison, CPA

February 24,2004

P.0O. Box B5076 - San Antonio, Texas 78255—5078 - [210)] 845-3075 - FAX [210) 495-8061

Member American institute of Certified Public Accountants
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INVESTMENT PROFESSIONALS, INC. -
‘Statement of Financial Condition
December 31, 2003 and 2002

See notes to financial statements.
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 ASSETS ‘
2003 2002
Cash and cash equivalents _ $ ° 3,115687. $ 1,623,569.
-Accounts receivable : , ‘ 778.,964. 865,598,
Prepaid expenses and deposits 276,042. 383,316.
Investment securities ‘ 2,274 ,479. 2,159,526.
Furniture and equipment, net of accumulated |
depreciation of $504,419 in 2003 and $433 570 :
1n 2002 - ‘ ~.234.369. 232.206.
Total assets ’ ‘ 4 $  6,679541. § 5264.215.
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:

* Accounts payable and accrued expenses 3 880,501. $ 727,070.
Short positions : ; 66,750. . 6,250.'
Deferred income tax . 229.048. 59.318.

Total Liabilities ' 1,176,299. 792,638.
Liabilities subordinated to claims of _ '
general creditors’ © e ' - -
Stockholders’ equity:
- Common stock, $0.10 par value -
Authorized 100,000 shares; issued
and outstanding 12,000 shares (including , ‘
shares held in treasury) 4 : -1,200. 1,200.
Paid-in capital : » 307,212, - 234,514,
Retained earnings - 5,002,081. *4,200,506.
Unrealized gain on investment securities : 367,257. 64,202.
Treasury stock (360 shares in 2003 and 120 o
- shares in 2002) - ‘ (174.508) (28.845)
Total stockholders’ equity : ‘ 5.503.242. 4.471.577.
Total liabilities and stockholders’ equity - - -§ - 6679541, § 5264215,



| INVESTMENT PROFESSIONALS, INC. .
, Statement of Income
Years Ended December 31, 2003 and 2002

2003 2002
Commission Income | | $ 16,532,427. $ 13,913,483
~Clearing_g Charges and Commission Expense ' 10,482,736. 8.487.539.
Net Commission Income | 6,049,601, 5,425,944,
General and Administration Expenses 4.795.297. 4.258.025.
Taxable Income - 1,254,394, 1,167,919
Income Taxes ‘ ‘ ‘
Current ‘ 442.386. 419,810.
Deferred , ‘ . ' -10.433. 3.114.
| 452.819. 422.924.
$

Net Income ' §  801.575.

-.See notes to financial statements.
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744.995.
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Balance January 1, 2002

Repurchase of stock
(60 shares)

Sale of stdck (90 shares)

- Comprehensive Income: -
Net Income ‘

Unrealized loss on

investment securities

Comprehensive
Income -

Balance December 31, 2002

Repurchase of stock
(480 shares)

Sale of stock (240 sharés)

Comprehensive Income:
Net Income

Unrealized gain on

investment securities

Comprehensive
Income

Balance December 31, 2003

INVESTMENT PROFESSIONALS, INC.
Statement of Changes in Stockholders’ Equity
Years Ended December 31, 2003 and 2002

Unrealized ,
S , Gain on
- Common . Paid-in  Retained Investment = Treasury
Stock Capital - Earnings Securities .  Stock - Total

$ 1200, $ 197397. § 3455511 $ 274,908.  $(12,335) $3,916,681.

] . . - (38,143) (38,143)

- 37.117. I B RG] 58750,
. - 744995, L 744,995,
. _— - (210,706). oo- (210,706)
‘ 534.289.
1,200, 234514, 4,200,506, 64202 (28,845) 4,471;577.

) . . - (262,001)  (262,001)

To- 72,698 B - 116338, 189,036.

C - - 801,575. , S - - 801,575.

: - - 303,055 . 303.055.

1,104.630.

$_1.200. §$307212. § 5.002"081.‘ $ 367,257. 3$(174,508) © $5,503,242.

. See notes to financial statements.
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INVESTMENT PROFESSIONALS, INC.
Statement of Changes in Liabilities Subordinated
" to the Claims of General Creditors '

Years Ended December 31, 2003 and 2002

Subordinated liabilities, January 1, 2002 $ -
Subordinated liabilities, December 31, 2002 , '8 -
Subordinated liabilities, December 31, 2003 = $ -

See notes to financial statements.
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INVESTMENT PROFESSIONALS, INC.

Statement of Cash Flows

Years Ended December 31, 2003 and 2002

' OPERATING ACTIVITIES:

Net income
Adjustments to reconcile net income to net
cash used by operating activities -
- Depreciation -
Deferred income tax
(Increase) Decrease in accounts receivables
(Increase) Decrease in prepaid expenses and deposits
" Increase in payables”

NET CASH 'PROVIDED BY OPERATING ACTIVITIES

INVESTING ACTIVITIES: -
Sale/(Purchase) of investment securities - net
Purchase of furniture and equipment

NET CASH PROVIDED (USED) BY INVESTING
ACTIVITIES

FINANCING ACTIVITIES:
Repurchase of stock
Sale of stock

NET CASH PROVIDED (USED) BY FINANCING
ACTIVITIES '

INCREASE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of yéar

CASH AND CASH EQUIVALENTS AT END OF YEAR
Interest cost paid in cash | /

Federal income taxes paid in cash

See notes to financial statements.
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200 2002
$ 801,575. $ 744,995,
98.987. 82,061.
10,433, 3,114.
86,634.  (426,240)
107,274. . (148,879) -
153,431, __ 316479.
1258334, 571,530.
407,899.  (374,776)
(101,150) (66,118)
306,749.  (440,894)
(262,001) (38,143)
189.036. 58.750.
(72.965) 20.607.
1,492,118. 151,243.
1.623.569.  1,472.326.

$3.115.687. $1,623.569.

-$ 310.

$ 670.

- $ 383.000.

§ 425,000,




" the straight-line method over five years.

INVESTMENT PROFESSIONALS, INC
Notes to Financial Statements ‘
December 31, 2003 and 2002

_NOTE A - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTTNG POLICIES

~ Nature of Business: Investment Professionals, Inc. is a Texas corporation formed in

1992, for the purpose of conducting business as a broker/dealer in securities. The
Company serves primarily individual and institutional customers in Texas, Oklahoma,
Louisiana, Arkansas, Kansas, Georgia, Mlssoun Towa, Illinois, Pennsylvama and

- Tennessee.

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

The following is a summary of the Company’s significant aecounting pelicie_s:

Securities Transactions’ and Trade Date Basis Securities Purchases: Proprietary securities

transactions, commission revenue and related expenses are recorded-on a trade date basis. -
Liabilities for trade date basis purchases of securities represent obligations to the -
Company’s clearing broker for transactions executed but not yet settled relating to

~ securities purchased by the Company and held for resale (securities owned). 'Securities

owned and securities sold, but not yet purchased, are valued at market with the resulting.

‘net unrealized gains and losses included in earnings of the current period.

. Use of Estimates: The preparation of financial statements requires management to make

estimates and assumptions that affect certain reported amounts and - disclosures.
Accordingly, actual results could differ from these estimates.

" Cash Equivalents: For purposes of the statement of cash ﬂoWs; the Company has defined

cash equivalents as short-term, highly liquid debt instruments purChased with a maturity
of three months or less, other than securities held for sale in the ordinary course of ‘
busrness The Company invests its excess cash in money market funds '

Investment Securmes; Tnvestment securities are classified as avallable for sale” and

carried in the financial statements at fair value. Realized gains and losses, determined
using the specific identification method, are included in earnings; unrealized gains and
losses are reported in other comprehensive income.

' Furmture and E(nnpment Furmture and equlpment is stated at cost or fair market value

at the date of contribution, net of accumulated deprecratron Depreciation is computed by -
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INVESTMENT PROFESSIONALS, INC.
Notes to Financial Statements
December 31, 2003 aqd 2002

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

‘Income Taxes: Deferred taxes are ‘p’rovided on the liability method ‘whereby deferred tax .

assets are recognized for deductible temporary differences and deferred tax liabilities are
recognized for taxable temporary differences. Temporary differences are the differences

- between the reported amounts of assets and liabilities and their tax bases. Deferred tax
. assets and hablhtles are adjusted for the effects of changes in tax laws and rates on the
. date of enactment. :

NOTE B - NET C_APITALR_EQUIREMENTS

The Company is subject to the Securities and Exéhaﬁge'Commissioh uniform net capital

rule (Rule 15¢3-1), which requires the maintenance of a minimum amount of net capital
and requires that the ratio of aggregate indebtedness to net capital, both as defined, shall ,
not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn
or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At .
December 31, 2002 the Company had .net capital and net capital requirements of
$3,005,582 and $250,000, respectively. The Company’s net capital ratio was 0.2616 to 1.
At December 31, 2003, the Company had net capital and net capital requirements of
$3, 997 861 and $250 000 respectlvely The Company s net capltal ratio was 0.2775 to 1.

NOTE C COMMITMENTS

The Company leases its office space under an ‘operating lea'se‘ag‘reemcnt expiring

November 30, 2007. Rent expense for the years ended December 31, 2003 and 2002 was

$180,806 and $179,786, respectively, and is included in general and administrative
expenses in the accompanying statement of income. At December 31, 2003, the
aggregate minimum rental commitments under this operating lease were as follows:

2004 - $176,275.
2005 $ 176,275.
2006  $176.275.
2007 $161,585.

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

" As discussedAinA Note A, the Company’s customets securities transactions are introduced

on a fully-disclosed basis with its clearing broker/dealer. The clearing broker/dealer

- carries all of the accounts of the customers of the Company and is responsible for

execution, collection of and payment of funds, and teceipt and delivery of securities

" relative to customer transactions. Off-balance-sheet risk exists with respect to these

transactions due to the possibility that customers may be unable to fulfill their contractual

- commitments wherein the clearing broker/dealer may charge any losses it incurs to the
‘Company. The Company seeks to minimize this risk through procedures designed to

8
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INVESTMENT PROFESSIONALS, INC.
Notes to Financial Statements
December ,3 1, 2003 and 2002

‘ ‘NOTE D — OFF- BALANCE SHEET RISK AND CONCENTRATION OF CREDIT ’
- 'RISK, continued

monitor the credit worthiness of its customers and that customer transactlons are executed :
properly by the cleanng broker/dealer. : :

"As discussed in Note A, the Company invests rts excess cash in money market funds with

its clearing broker/dealer. At December 31, 2003, such investments were $2,770,111.
These investments are insured by the Securities Investors Protection Corporation and by

.- private insurance obtained by the clearing broker/dealer. Any amount not covered by
,such insurance is at risk due to this concentratlon of credit nsk

NOTE E - INVESTMENT SECURITIES AND SHORT POSITIONS

Cost and fair value of investment securities and short positions that are classrﬁed as
avallable for sale” at December 31 2003 and 2002, are as follows :

o Gross - Fair
o Cost ~ Unrealized Gain Value
2005 o -

Equity securities =~ $1,685,169. . $ 589,310." §$2,274,479.
'Short positions (31.879) (34.871) (66.750)
T $ 1.653.290. - $ 554439 §2207.729.

2002 - . S , )
Equity secuntres © $2,073,639. $ 85,887. $2,159,526.

~ Short positions - : (12,450) - 62000 _ (6, 250)
o i §2§O61218 8 922087 §221532276

‘The change in net unreahzed gain reduced by deferred federal income taxes on.

investment securities of $159,297 in: 2003 and ($103,610) in 2002 has been reported in
other comprehenswe income..

- NOTEF - FEDERAL INCOME TAXES

The deferred tax liability of the Company at December 31, 2003 and 2002 consists of the
following: .

| 2003 2002
Deferred tax liabilities: = | S |
Unrealized gain -~~~ .- $ 187,182 $  27.885.
- Excess depreciation B -41.,866.. _31.433.
Net deferred tax liability . $ 229048 $ 59318,
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REPORT OF INDEPENDENT AUDITOR ON THE SUPPLEMENTARY
) IN FORMATION

' /Board of Directors
Investment Professwnals Inc
San Antonio, Texas

My. audit was made for the purpose of forming an opinion on the basic financial
statéments taken as a whole. The supplementary information contained in
Schedules 1 and 2 is presented for purposes of additional analysis and is not a
“required part of the basic financial statements, but is supplementary information
required by Rule 17a-5 of the Securities and Exchange Commission. Such -
information has been subjected to the audltmg ‘procedures apphed in the audit of
~ the basic financial statements and, in my opinion, is fairly stated in all material
respects m relation to the basxc ﬁnanc1al statements taken asa whole

,m,sém./

R. D Hamson CPA

'F ebruary 24, 2004
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- Aggregate indebtedness:

Net capital:

- Deductions -

INVESTMENT PROFESSIONALS, INC.
Computation of Aggregate Indebtedness

-and Net Capital Under Rule 15¢3-1 - S
' December 31, 2003 and 2002

" Trade payable and accrued expenses
Total aggregate indebtedness

“ Minimum required net capital

Stockholders’ equity

Accounts receivable
Prepaid expenses and deposits
Furniture and equipment — net
Haircuts on securities owned
Equity/Securities
~+ Excess concentrations

Money Market Funds
~ Net capital
Minimum requiréd net capital

Capital in excess of minimum requirement

_ Ratio of aggregate indebtedness to net capital

11

chedulel

- 2002
$ 1109549 $ 786,388
§ 1100540 $ 786388
§ 250000 $ 250,000
$ 5503242 $§ 4,471,577
594,887 = 465,960
276,042 383,316
234369 232,206
341,166 323,929
- 32,796
58,917 27,788
3997,861 3,005,582
__250.000 __ 250,000
$ 3747861 § 2755582
02775101 _0.26161%01
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o AAggregate 1ndebtedness

- Net capital:

INVESTMENT PROFESSIONALS INC.
. Reconciliation of the Computation of Aggregate Indebtedness
and Net Capital with that of the Registrant as
- Filed in Part 1A of Form X-17A-5 — Schedule 2
' ‘December 31, 2003 and 2002

- Aggregate indebtedness as amended and reported
by registrant in Part ITA of Form X-17A-5 as

$ 786388

of December 31, 2003 and 2002 - ' o $ 1.109.549

Aggregate indebtedness as compufed on Schedule 1 $ 1.109.549

'$ 786,388

- Net capital as amended and reported by the
registrant in Part IIA of Form X-17A-5 as
of December 31, 2003 and 2002 o $ 3,997,861

-- :-Addi—tional firm trading profits and commission income

recorded, net of related expenses based upon trade

$ 2,975,132

30,450

- date basrs - , -~ 30,000
Net capital as computed on Schedule 1 o ' $ 3.967.861

12
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Cér'biﬁed Public Account:én’b :

. and procedures hsted in the precedmg paragraph

REPORT OF INDEPENDEN_T AUDITOR ON THE INTERNAL CONTROL
STRUCTURE

Board of Directors
Investment Profess1onals Inc

“San Antonio, Texas

uIn planning and performlng my audit of the financial statements of Investment

Professionals, Inc. for the year ended December 31, 2003, I considered its internal control

structure, including procedures  for safeguarding securities, in order to -determine my
-‘auditing procedures for the purpose of expressing my opinion on the ﬁnanc1al statements_ _

and not to provide assurance on the internal control structure

- Also, -as required by Rule 17a-5(g)(1) and (2) of the Securities and Exchange
-~ Commission, I have .made a study of the practices and procedures (including tests of -
~ compliance with such practices and procedures) followed by Investment Professionals,

Inc. that I considered relevant to the objectives stated in-Rule 17a-5(g), (1) in makmg the

© periodic computation of aggregate indebtedness and net capital under Rule 17a-3(11) and

(2) procedures for determining compliance with exemptive provisions of Rule 15¢3-3. 1
did not review the practices and procedures followed by the Company (1) in making the
quarterly securities examinations, counts; verifications and comparisons, and the

~tecordation of differences required by Rule 17a-13; (2) in complying  with ‘the
_requirements for prompt payment for securities under Section 8 of Regulation T of the-
“Board of Governors of the Federal Reserve System; and, (3)in obtaining and maintaining
. physical possession or control of all fully paid and excess margin securities of customers
"as required by Rule 15¢3-3 because the Company does not carry security accounts for '

customers or perform custodial ﬁmctions relatlng to customer securities.

The management of the Company is responsi’ble for establishing and maintaining.an
internal control structure and the practices and procedures referred to in the preceding

paragraph.- In fulfilling this responsibility, estimates and judgments by management are -

required to assess the expected benefits -and related costs of internal control structure -
policies and procedures and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to
achieve the Commission’s above-mentioned objectivés. Two of the objectives of an

'_ 1nterna1 control structure and the practices and procedures are to provide management
" with reasonable, but not absolute, -assurance that assets for which the Company has
‘responsibility are safe—guarded against loss from unauthorized use or disposition and that .

transactions are executed in accordance with management’s authorization and recorded

properly to permit preparation of financial statement in' conformity with generally .

accepted accounting principles. Rule 17a-5(g) lists. add1t10na1 objectives of the practices

13
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" 1934 and should not be used for any other purpose.

- Certified Public Accountant

Because of inherent limitations in any internal control structure or the practices and
procedures referred to above, errors or irregularities may occur and not be detected.

Also, projection of any evaluation of them to future periods is subject to the risk that they

may become inadequate because of changes in conditions or that the effectiveness of

their design and operation may deteriorate.

M‘y consideration of the internal control structure would not necessarily disclose all

~matters in the internal control structure that might be material weaknesses under

standards established by the American Institute of Certified Public Accountants. A~

material weakness is a condition in which the design or operation of the specific internal

control structure element does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in relation to the financial statements.

.. being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. . However, I noted no matters

involving the internal control structure, including procedures for determining compliance
with the exemption provisions of Rule 15¢3-3, that I consider to be material weaknesses. .
as defined above. : ' C :

I understand that ptacﬁces and procedures that accofnplish, the objectives referred ‘tobin .
the second paragraph of this report are considered by the Commission to be adequate for

~its purposes in accordance with the Securitics Exchange Act of 1934 and related

regulations, and that practices and procedures that do not accomplish such objectives in

“all material respects indicate a material inadequacy for such purposes. Based on this
" understanding and on my study, I believe that the Company’s practices and procedures’ ~

were adequate at December 31,2003, to meet the Commission’s objectives.

This 'report is intended solely for the use of mahagement, ‘the Securities and Exchange

Commission and the National Association of Securities Dealers, Inc., and other

regulatory agencies which rely on Rule 17a-5(g) under the Securities Exchange Act of

D, K
R. D. Harrison, CPA ..

February 24, 2004
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