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OATH OR AFFIRMATION

1, Brad Morgan : , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Geo Securties, Inc. . as
of _July 31 20_04 , are true and correct. I further swear (or affirm) that

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

classified solely as that of a customer, except as follows:

DIANIA C. FORsMAN
NOTARY PURLIC STATE OF TEXAS
CONNISIION ExPIRE):

(5

L
ﬂamr

_President
Title

Notary Public

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

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of KXAngeX I KX AANANKEHI0X Cash Flows.

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

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

{g) Computation of Net Capital. '

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

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

(3) 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.

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

{1 An Qath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

{n) Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential trectment of certain portions of this filing, see secrion 240.17a-3(g)(3).
!

*

Information included in notes to financial statements or item is not applicable.
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PERKINS @ DEXTER
SINOPOLI P HAMM, »c

Certified Public Accountants and Consultants

To the Board of Directors
GEO SECURITIES, INC.
Dallas, Texas

independent AQditors’ Report

We have audited the accompanying statement of financial condition of GEO
SECURITIES, INC. as of July 31, 2004, and the related statements of income, changes
in stockholder's equity, 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
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 GEO SECURITIES, INC. at July 31, 2004, and the
results of its operations and its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplemental information presented in Schedule 1 —
Computation of Net Capital Pursuant to Rule 15¢3-1 and Schedule 2 — Exemptive
Provision of Rule 15¢3-3 is presented for the purposes of additional analysis and is not a
required-part of the basic financial statements, but is supplementary information reguired
by Rule 17a-5 under the Securities Exchange Act of 1934. Such information has been
subjected to the audit procedures applied in the examination 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. -

LU, Do, S52 < = /e

Perkins, Dexter, Sinopoli & Hamm, PC

Richardson, Texas
chernhnr 1 ‘1, 2('\/'\/1

BIRATE L wuor

100 N. Central Expressway ° Suite 600 ° Richardson, TX 75080 ° (972) 669-9730 o Fax (972) 238-1286

Members American Institute of Certified Public Accountants and Texas Society of Certified Public Accountants




GEOQO SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION
JULY 31, 2004

ASSETS
CURRENT ASSETS )
Cash - $ 19,152
Other current assets ' : 974
TOTAL CURRENT ASSETS - $ 20,126
Property and equipment, less accumulated depreciation
of $5,907 978
Commissions Receivable - 87,283
Other assets 3,300
TOTAL ASSETS $ 111,687
LIABILITIES AND STOCKHOLDER'S EQUITY
LIABILITIES
Accrued expenses S 8,091
Federal income tax payable 9,531
TOTAL LIABILITIES 17,622
STOCKHOLDER'S EQUITY
Common stock - $0.001 par value, 10,000,000 shares
authorized,.28,600 shares issued and outstanding $ 29
Additional paid-in capital 208,613
Retained deficit ' ’ (114,577)
TOTAL STOCKHOLDER'S EQUITY 94,065
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY "~ $ 111,687

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




GEO SECURITIES, INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED JULY 31, 2004

REVENUE

Commission income $ 921,406
Interest income 221

TOTAL REVENUE $ 921,627 -

EXPENSES
~ Commission expense $ 642,912

Salary expense ) - 118,075
Payroll tax expense 44,570
Registration expense 24,400
Blue Sky expense 12,605
Accounting 10,679
Bank charges i 2,408
Membership expense 987
Depreciation expense 702
Legal expense 620
Insurance expense 550
Other expenses 414
Library expense 364

TOTAL EXPENSES $ 859,286
NET INCOME BEFORE TAXES 62,341
INCOME TAX EXPENSE o ' (9,531)
NET INCOME $ 52,810

The accompanying notes are an integral part of these financial statements.
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GEO SECURITIES, INC.
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
FOR THE YEAR ENDED JULY 31,2004

Common Stock Additional Retained

Paid-in Earnings

- Shares Amount Capital (Deficit)
Balance at July 31, 2003 28,600 $ 29 $§ 208613 § (97.387)
Net Income, Year Ended July 31, 2004 52,810
Cash Dividends - - - (70,000)
Balancé at July 31, 2004 28,600 $ 29 $ 208,613 $ (114,577)

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




GEO SECURITIES, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JULY 31, 2004

Cash Flows From Operating Activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Decrease in accounts receivabie - parent
Increase in commissions receivable
Decrease in other current assets -
Increase in accrued expenses
Increase in federal taxes payable

Net Cash Provided by Operating Activities

Cash Fiows From Financing Activities:
Dividends paid

Net Cash Used by Financing Activities
Net Decrease in Cash and Cash Equivalents
Cash and Cash Equi\/alents at Beginning of Year

Cash and Cash Equivalents at End of Year

Cash pg_i_q f_o_r__interest and income taxes:
) Interest
Taxes

$

52,810
702
49,346
(87,282)
229
8,091
9,531

$ 33,427
(70,000)

(70,000)

(36,573)

- 55,725

$ 19,152

$ -

$ -

The accompanying notes are an integral part of these financial statements.
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GEO SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
JULY 31, 2004
NOTE ONE -SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

GEO SECURITIES, INC. (the Company) was incorporated on June 10, 1996, pursuant to the
laws of the state of Texas. It engages principally in the selling of direct participation programs
in the oil and gas industry.

On September 10, 1998, the Company’s Texas Securities Dealer Registration was approved
by the Texas State Securities Board. On September 15, 1998, the Company was accepted as
a member of the National Association of Securities Dealers, Inc. (NASD). The Company is
subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule 15¢c3-1)
from September 15, 1998 forward.

Accounting Basis

The financial statements were prepared on the accrual basis in accordance with accounting
principles generally accepted in the United States of America.

Use of Estinﬁates

The preparation of financial statements in conformity with accounting principles generally -
accepted in the United States of America requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Accordingly, actual results
could differ from those estimates.

Cash Eguivalents

For purposes of the statement of cash flows, the Company considers all highly liquid debt

‘instruments purchased with a maturity of three months or less to be cash equivalents.

Depreciation

estimated useful lives of the respective assets. Maintenance and repairs are charged to
expense as incurred. Major renewals and betterments are capitalized. When properties are
retired, the related cost and accumulated depreciation are removed from the accounts and the

‘resulting gain or loss is reflected in the statement of income. The estimated useful lives for

significant property and equipment categories are as follows:

Equipment 5 years
Furniture and fixtures - 7 years
(Continued)




GEO SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
JULY 31, 2004

NOTE ONE — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes

The Company files a consolidated federal income tax return with its parent company, the GEO
Companies of North America, Inc. (GCNA), but files a separate state franchise tax return. The -
Company pays to or receives from the parent company amounts equivalent to federal income
tax charges or credits based on separate company taxable income or loss using the statutory
rates. ’

NOTE TWO - RELATED PARTY TRANSACTIONS

The Company has an “Affiliate Expense Agreement” with its parent company, GCNA. The
agreement provides for the following policies and procedures: all costs for rent, utilities, office
equipment, telephone, supplies, and other business expenses commonly incurred by the
Company in conducting its business will be paid by GCNA. No attempt will be made by GCNA
at.any time in the future to recover these costs from the Company. The Company will be liable
for all expenses incurred by it directly and solely as a result of conducting its securities
business, including without limitation, application and licensing fees, personnel, training,
compliance, due diligence, Blue Sky, and commissions expense. The Company relies on
GCNA's willingness to fund the above agreement in order to ensure continuing operations.

During the 2004 fiscal year, the receivable from GCNA was decreased by $49,346. Due to a
rule change by the NASD and SEC, effective January 1, 2004, the Company started
reimbursing GCNA, payroll expense of the principle (Carol Smith/Brad Morgan) and other
non-commission based emplioyees. Before January 1, GCNA was paying the expense and
not seeking reimbursement per GCNAs’ overhead sharing agreement with the Company.
Commencing January 1, 2004 GCNA continued to pay for the above mentioned payroll
expense and reimbursement was accomplished by GCNA reducing its' payable to the
Company until the A/P Geo Securities balance was zero. At 4/30/04, the balance was offset
to zero with payroll and Geo Securities started reimbursing GCNA for payroll. Both Geo
Securities and GCNA agreed with performing this procedure until the corresponding A/R and
A/P -with -both- companies was at zero. At July 31, 2004, the balance receivable fromr GENA
was zero.

NOTE THREE — PROPERTY AND EQUIPMENT
Property and equipment are summarized by major classifications as follows:

Equipment ‘ $3,367
Furniture and fixtures , 3518
5,885 .

Less: accumulated depreciation (5,907)

$ 978




GEO SECURITIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
JULY 31, 2004

NOTE FOUR - LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL CREDITORS

There were no liabilities subordinated to claims of general creditors at July 31, 2004, nor at
any time since the date of inception.

NOTE FIVE — INCOME TAXES

Federal income tax expense consists of the following at July 31, 2004:

Current — Federal $9,531
income Tax Expense | 9,531

NOTE SIX — NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital

Rule (Rule 15¢3-1). At July 31, 2004, the Company had net capital of $88,543, exceeding the
net capital requirement by $83,543.

NOTE SEVEN — CONCENTRATION OF BUSINESS

The Company derives all of its revenues from commissions earned from the sale of the parent
company’s direct participation programs in the oil and gas industry.

NOTE EIGHT - LOSS CONTINGENCIES

During 2000 and 2002, two separate lawsuits were filed against the Company, GCNA, and
other related parties by individuals in Georgia. The suits aliege that the Company violated
applicable security laws. Management believes that the suits are without merit and are
vigorously defending-its position. The loss, if any, resulting from the suits” will be paid by
GCNA, and therefore, will not have a material impact on the Company’s financial position,
results of operations, or cash flows in future years. '




SCHEDULE 1

GEO SECURITIES, INC.
Computation of Net Capital Pursuant to Rule 15¢3-1

July 31, 2004
NET CAPITAL

Total stockholder's equity qualified for net capital $ 94,065
Less: Non-allowable assets _ (5,252)
Net capital before haircuts 88,813
Haircuts on securities (270)
Net capital 88,543
Net capital requirement. 5,000

Net Capital in Excess of Requirement $ 83,543

COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS

Minimum net capital requirement
6-2/3% of aggregate indebtedness $ -

Minimum dollar net capital requirement $ 5,000

Minimum dollar requirement = the greater of
6-2/3% of aggregate indebtedness or $5,000 $ 5,000

COMPUTATION OF AGGREGATE INDEBTEDNESS

Total Liabilities $ 17,622
" Total aggregate indebtedness $ 17,622
Percentage of aggregate indebtedness to net capital 19.90%

RECONCILIATION WITH COMPANY'S COMPUTATION (included

-in Part Il of Form X-17A-5 as of July 31, 2004) .

Net capital., as reported in Company's Part || (Unaudited)

FOCUS Report ,. o 101,165
Net audit adjustments : (17,622)
Net capital per above $ 83,543




SCHEDULE 2

GEO SECURITIES, INC.
Exemptive Provision of Rule 15¢3-3
July 31, 2004

As stated in Section k(2)(i) of Rule 15¢3-3, the Company does not carry security
accounts for customers or perform custodial functions relating to customer securities
and is, therefore, exempt from Rule 15¢3-3.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL STRUCTURE
REQUIRED BY SEC RULE 17a-5 FOR A BROKER-DEALER CLAIMING AN
EXEMPTION FROM SEC RULE 15¢3-3

Board of Directors

GEO SECURITIES, INC.

_In planning and performing our audit of the financial statements and supplemental

schedules of GEO SECURITIES, INC. (the Company) for the year ended July 31, 2004,
we considered its internal control structure, including control activities 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 internal control.

Aiso, 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 17a2-5(g) in making the periodic computations of aggregate
indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities, 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 fulfilling this responsibility, estimates and judgments by management are required to
assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures
are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized
use or disposition and that transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of financial statements in
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.

100 N. Ceniral ExpressWoy o Suite 600 ° Richardson, TX 75080 ° (972) 669-9730 ° Fax (972) 238-1286

Members American Institute of Certified Public Accountants and Texas Society of Certified Public Accountants




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.

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 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 internal control, 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 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 July 31, 2004, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors,
Management, the SEC, and other regulatory agencies that rely on Rule 17a-5(g) under
the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers, and is not intended to be and should not be used by anyone other than these

specified parties. /fLJ ﬁ X/;éj 5 5\20¢ /Q\v /)c

Perkins, Dexter; Sinopoli & Hamm, PC
Richardson, Texas
November 11, 2004




