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OATH OR AFFIRMATION

I, Richard D. Husebo, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial statement and
supporting schedules pertaining to the firm of The Oak Ridge Financial Services Group, Inc. as of September 30, 2004, are true
and correct. I 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:

VP

Title

N‘v} SUSAMIE HAVKINS MILLER
4 ; NOTARY PUBLIG-MINNESOTA

A
s
7 My Commission Expires Jan. 31, 2005

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

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

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

(g) Computation of Net Capital

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.

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢-3-1 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.

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

OO0 0 ODO0000000EM
g

**Lor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Mayer Hoffman McCann RC.
An Independent CPA Firm

1700 Campbell Mithun Tower
222 South Ninth Street
Minneapolis, MN 55402
phone: 612-339-7811

fax: 612-339-9845
www.mhm-pc.com

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
THE OAK RIDGE FINANCIAL SERVICES GROUP, INC.

We have audited the statement of financial condition of The Oak Ridge Financial Services
Group, Inc. as of September 30, 2004 and the related statements of operations, changes in
stockholder’s equity, and cash flows for the year ended September 30, 2004 that you are filing
pursuant to Rule 17a-5(g) 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.

The financial statements of The Oak Ridge Financial Services Group, Inc. as of September 30,
2003 were audited by other auditors, Schweitzer Karon & Bremer, LLC, whose partners
became shareholders of Mayer Hoffman McCann P.C. as of January 1, 2004, and whose
report dated November 12, 2003 expressed an unqualified opinion on those statements.

We conducted our audit in accordance with U.S. generally accepted auditing standards. 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 The Oak Ridge Financial Services Group, Inc. as of September 30,
2004 and the results of its operations and its cash flows for the year then ended in conformity
with U.S. generally accepted accounting principles.

. o P G /.

Minneapolis, Minnesota
October 17, 2004
(Except for Note 13 which is as of November 1, 2004)



THE OAK RIDGE FINANCIAL SERVICES GROUP, INC
STATEMENTS OF FINANCIAL CONDITION

September 30, 2004 and 2003

2004 2003
ASSETS
ASSETS
Cash $ 575,208 §$ 477,068
Deposit with clearing organization 301,415 325,282
Receivable from:

Clearing organization 325,633 163,152

Employees 56,299 65,150

Other 984 2,700
Securities owned, at maket value - 183,558
Furniture and fixtures, net of accumulated depreciation of '

2004 $344,607 and 2003 $300,755 131,934 163,597
Goodwill - 1,114,336
Other assets 32,901 94,552

TOTAL ASSETS $ 1424374 $§ 2,579,395
LIABILITIES
LIABILITIES

Payable to employees $ 193,260 § 13,250
Accounts payable and accrued expenses 450,105 405,544
Liabilities subordinated to claims of general creditors - -

TOTAL LIABILITIES 643,365 418,794
STOCKHOLDERS' EQUITY
CAPITAL CONTRIBUTED
Common stock, par value $.01, authorized 1,000,000
shares, issued and outstanding 720 shares 7 7
Additional paid-in capital 4,385,705 4,112,243
TOTAL CAPITAL CONTRIBUTED 4,385,712 4,112,250
ACCUMULATED DEFICIT (3,604,703) (1,951,649)
TOTAL STOCKHOLDERS' EQUITY 781,009 2,160,601

TOTAL LIABILITIES AND STOCKHOLDERS’
EQUITY $ 1424374 § 2,579,395

See Notes to Financial Statements
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THE OAK RIDGE FINANCIAL SERVICES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

Nature of business and significant accounting policies

Nature of business - The Oak Ridge Financial Services Group, Inc. is principally
engaged in providing security brokerage, investment banking and related financial
services to individuals, institutions and corporations. The Company serves customers
throughout the United States but its customers are primarily concentrated in the upper
Midwest.

Oakridge Financial Services Group, Inc, (the Company), a wholly owned subsidiary of
Oakridge Capital Group, Inc., formerly Equity Securities Investments, Inc. (Equity
Securities) is a privately held, registered securities broker-dealer. In March 1997, the
Company was formed as a wholly owned subsidiary of Equity Securities Trading Co.,
Inc. (Equity Trading), and capitalized with $1,000,000. Subsequent to the formation of
Equity Securities, Equity Trading transferred its retail business to Equity Securities.
Effective as of the opening of business on May 1, 1997, Equity Trading declared a stock
dividend, distributing all of the outstanding shares of Equity Securities common stock to
the shareholders of Equity Trading. Such distribution constituted a spin-off of Equity
Trading. Immediately after the spin-off transaction, all of the outstanding shares of
Equity Trading were sold to Southwest Securities Group, Inc. (Southwest).

Effective March 1, 2001, all of the outstanding shares of the Company were purchased
by Oakridge Capital Group, Inc. (formerly Realco, Inc.) (the Parent), in exchange for the
Parent's Series D preferred stock totaling $2,087,250. The excess of the purchase
prices over the fair value of the net assets of $1,411,429 was recorded as goodwill.
Goodwill was amortized on a straight-line basis over its estimated useful life of 15 years
until January 2002.

Operating losses and management plans - The Company has experienced revenue
declines in recent years and has incurred net losses of $1,653,000 and $360,000 for the
years ended September 30, 2004 and 2003, respectively. The loss for 2004 included
Goodwill impairment loss of $1,114,000. Subsequent to year end, the Company was
sold to a company controlied by an employee of the Company and an outside investor
group. As a part of this transaction, an additional $1,000,000 was contributed to capital.
In addition, the Company used approximately $144,000 and $329,000 of cash in
operations for the years ended September 30, 2004 and 2003, respectively. If the
Company does not reach a positive cash flow from operations and income, the
Company may need to obtain financial support. The Parent has contributed $273,000
and $975,000 to the Company in the form of equity during the years ended September
30, 2004 and 2003, respectively.
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THE OAK RIDGE FINANCIAL SERVICES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

Nature of business and significant accounting policies (continued)

Cash and cash equivalents - For purposes of reporting the statement of cash flows,
the Company includes only demand deposit accounts as cash on the accompanying
statement of financial condition. At times cash balances may be in excess of FDIC
insurance limits.

Use of estimates - The preparation of financial statements in conformity with U.S.
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 financial statements, and the reported
amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

Receivables and credit policies - Receivables from clearing organizations for
commissions earned by the Company are paid within 30 days of the close of business.
Employee receivables principally consist of interest bearing loans due two years from
the date of employment. The employee receivables are stated at the principal amount
plus any accrued and unpaid interest. An employee receivable is considered delinquent
if not paid on its maturity date. At that time, the note is placed on nonaccrual status.

Payments of notes receivable are allocated first to accrued and unpaid interest with the
remainder to the outstanding principal balance.

The carrying amounts of employee receivables are reduced by a valuation allowance
that reflects management’s best estimate of the amounts that will not be collected.
Management individually reviews all employee receivables balances monthly and based
on an assessment of current creditworthiness, estimates the portion, if any, of the
balance that will not be collected.

Goodwill - Effective January 1, 2002, the Company adopted SFAS No 141, Business
Combinations and SAS No. 142, Goodwill and Other Intangible Assets. Major
provisions of these statements are as follows: all business combinations initiated after
June 30, 2001 must use the purchase method of accounting; the pooling-of-interest
method of accounting is prohibited except for transactions initiated before July 1,2001;
intangible assets acquired in a business combination must be recorded separately from
goodwill if they arise from contractual or other legal rights or are separable from the
acquired entity and can be sold, transferred, licensed, rented, or exchanged, either
individually or as part of a related contract, asset, or liability; goodwill and intangibie
assets with indefinite lives are not amortized but are tested for impairment at least
annually, except in certain circumstances, and whenever there is a impairment indicator;
all acquired goodwill must be assigned to reporting units for purposes of impairment
testing and segment reporting. The Company evaluated its goodwill in conjunction with
the adoption of SFAS No. 142 on January 1, 2002 and determined that there were no
indicators of impairment since the estimated fair value of the Company was in excess of
the net book value of the Company as of January 1, 2002.
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THE OAK RIDGE FINANCIAL SERVICES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

Nature of business and significant accounting policies (continued)

Goodwill: (continued) — The Company obtained a valuation from an independent third-
party appraiser. Valuation techniques included discounted cash flows and market
comparables. The Company updated its analysis of goodwill impairment as of
September 30, 2002 and determined that there was an indicator of impairment of its
recorded goodwill; accordingly, the Company completed the second phase of
impairment testing. The Company also updated its analysis of goodwill impairment as
of September 30, 2003 which indicated there was no additional impairment as of this
date. Subsequent to September 30, 2004 the Company was sold for an amount that
indicated further impairment of Goodwill.

Based on the impairment test, the Company recognized an impairment of approximately
$200,000 as of September 30, 2002 to reduce the carrying value of goodwill to the
implied fair value. Based on the terms of the sales agreement the $1,114,336 balance of
goodwill as of September 30, 2004 was considered to be impaired and recognized as an
operating expense. The Company has not recorded a tax benefit for this adjustment the
current operating performance of the Company requires the establishment of a reserve
against the deferred tax asset created by this impairment. The impairment was required
because economic conditions at the time of testing (including continued operating
losses) reduced the estimated future expected performance of the Company. Under
SFAS No. 142, an impairment adjustment recognized after adoption is required to be
recognized as an operating expense.

Securities transactions - Securities transactions with customers and the related
commission income and expense are recorded on a settlement-date basis, generally the
third business day following the transaction. The impact of unsettled transactions on
securities owned, securities sold but not yet purchased, and income net of related
expenses is not material.

Securities owned and securities sold but not yet purchased are stated at estimated fair
market value for financial statement purposes, and unrealized gains and losses are
included in operations.

Revenue recognition - Underwriting fees are recorded at the time the underwriting is
completed and the income is readily determinable.

Revenues on annuity insurance products are subject to refund for twelve months
subsequent to the date received. Because of the uncertainty as to the likelihood of any
refunds that may occur on these products, the Company has deferred the recognition of
these revenues until the refund period has lapsed.

Furniture and fixtures - Furniture and fixtures is recorded at cost. Expenditures for
additions and improvements are capitalized, while repairs and maintenance costs are
charged to expense.

The cost of furniture and fixtures is depreciated on a straight-line basis over the

estimated useful lives of three to five years. Total depreciation expense $53,000 and
$66,000 for the years ended September 30, 2004 and 2003, respectively.
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THE OAK RIDGE FINANCIAL SERVICES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

Nature of business and significant accounting policies (continued)

Income taxes - Deferred taxes are provided on a liability method whereby deferred tax
assets are recognized for deductible temporary differences and operating loss and tax
credit carryforwards 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. The temporary differences are primarily due to
utilization of different depreciation methods for book and tax purposes, net operating
loss carryforwards, and amortization of goodwill. Deferred tax assets are reduced by a
valuation allowance when, in the opinion of management, it is more likely than not that
some portion or all of the deferred tax assets will not be realized. Deferred tax assets
and liabilities are adjusted for the effects of changes in tax laws and rates on the date of
enactment

Securities owned and securities sold but not yet purchased

Securities owned and securities sold but not yet purchased that are readily marketable
are carried at quoted market values. Trading and investment securities not readily
marketable are carried at fair value as determined by management. Unrealized gains
and losses are included in operations.

The securities are as follows:

September 30,
2004 2003
Securities owned:
Trading securities - corporate equities $ - 3 183,558
Securities sold but not yet purchased:
Corporate equities $ - 9 -

Employee benefit plans

The Company has a 401(k) plan covering substantially all of its employees. The
Company did not contribute to the plan for the years ended September 30, 2004 and
2003.
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THE OAK RIDGE FINANCIAL SERVICES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

Operating leases

The Company leases its office under operating leases.

The future minimum rental payments required under operating leases that have initial or
remaining noncancellable lease terms in excess of one year are as follows:

Years Ending September 30, Total
2005 $ 214,073
2006 178,394
Totals $ 392,467

Total rental expense under operating leases with terms in excess of one month was as
follows:

Years Ending September 30,

2004 2003
Minimum rentals $ 214,073 § 214,073
Common area changes 121,456 119,586
Totals $ 335529 § 333,659

Commitments and contingencies

Litigation - In the normal course of business, the Company is involved in various legal
proceedings. In the opinion of management, any liability resulting from such
proceedings would not have a material adverse effect on the Company's financial
position, results of operations, or cash flows.

Net capital requirements

The Company is subject to the Securities and Exchange Commission’'s (the
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 under such provisions, shall not exceed 15 to 1. In addition, the
Company may be prohibited from expanding its business or paying cash dividends if its
ratio of aggregate indebtedness to net capital is greater than 10 to 1. At September 30,
2004, the Company's net capital of $558,890 was $308,890 in excess of the required
net capital of $250,000 and the ratio of aggregate indebtedness to net capital was 1.15
to 1.
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THE OAK RIDGE FINANCIAL SERVICES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

Exemption

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission.
Therefore, the Company is not required to make the periodic computations of reserve
requirements for the exclusive benefit of customers.

Related party transactions

Balances with officers and owners are primarily due to trading activities in their own
accounts, and expense reimbursement for expenses incurred on behalf of the
Company. The $200,000 subordinated loan due to an officer at September 30, 2002
was repaid in January 2003 with interest of $13,968.

Financial instruments with off-balance-sheet risk

In the normal course of business, the Company’'s customer activities involve the
execution, settlement, and financing of various customer securities and options
transactions. These activities may expose the Company to off-balance-sheet risk in the
event the customer is unable to fulfill its contracted obligations. The Company clears all
transactions for its customers on a fully disclosed basis with two clearing firms that
carries all customer accounts and maintains related records. Nonetheless, the
Company is liable to the clearing firms for the transactions of its customers. These
activities may expose the Company to off-balance-sheet risk in the event a counter party
is unable to fulfill its contractual obligations.

Customer securities transactions are recorded on a settlement-date basis, which is
generally three business days after the trade date. The Company is therefore exposed
to risk of loss on these transactions in the event of the customer’s or broker’s inability to
meet the terms of their contracts in which case the Company may have to purchase or
sell financial instruments at prevailing market prices. The impact of unsettled
transactions on securities owned, securities sold but not yet purchased, and income net
of related expenses is not material.

The Company’s customer securities activities are transacted on either a cash or margin
basis. The Company seeks to control the risks associated with its customer margin
activities by requiring customers to maintain margin collateral in compliance with
regulatory and internal guidelines. The Company monitors required margin levels daily,
and pursuant to such guidelines, require that customers deposit additional collateral, or
reduce margin positions, when necessary.

The Company carries securities sold but not yet purchased (short sales) at market value
for financial statement purposes. Due to market fluctuations, the amount necessary to
acquire and deliver securities sold but not yet purchased may become greater than the
obligation already recorded on the financial statements.
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THE OAK RIDGE FINANCIAL SERVICES GROUP, INC.
NOTES TO FINANCIAL STATEMENTS

Cash flow disclosures

Cash and cash equivalents include cash on hand, bank demand deposit accounts and
money market accounts.

The following is a summary of supplemental cash flow information:

Years Ended September 30,

2004 2003
Cash paid (received):
Interest, net of amount capitalized $ - 3 16,734
Income taxes $ - 9 -

Income taxes

The Company had elected S corporation status until February 28, 2001 and any income
or loss was recognized by the Company's stockholders on their personal tax returns.
The accumulated deficit through February 28, 2001 was reclassified to additional paid-in
capital during 2001.

From March 1, 2001 through September 30, 2004, the Company generated net
operating losses of approximately $2,150,000 for federal tax purposes, which, if not
used to offset future taxable income, will begin to expire in 2021. Future changes in the
ownership of the Company may place limitations on the use of this net operating loss
carryforward. A valuation allowance has been established for the entire deferred tax
asset, which is primarily related to net operating loss carryforwards, due to the
uncertainty of using the tax benefit of the net operating loss carryforwards before they
expire. The Company files a consolidated tax return with the Parent.

Clearing organizations deposit

The Company clears securities transactions with two organizations. The Company had
$301,000 and $325,000 on deposit with the two organizations at September 30, 2004
and 2003, respectively.

Subsequent event

Subsequent to September 30, 2004, Oakridge Capital Group, Inc. entered into an
agreement to sell all of the Company’s outstanding stock to a group of investors
including certain employees of the Company. The transaction became effective
November 1, 2004 and in conjunction with this transaction, the investor group
contributed $1,000,000 of additional capital to the Company. As a part of the
transaction, the Company entered into employment contracts with two of the Company’s
officers requiring it to pay $618,000 for management services to be performed over a
five year period commencing on the date of closing.




