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INFORMATION ABOUT THE
CoMPANY’S COMMON STOCK

The Company's Common Stock is traded on the OTC
Bulletin Board under the symbol IMFD. The
Company's stock began trading on the OTC Bulletin
Board on November 7, 1997. On May 31, 2002, the
shareholders of the Company approved a two for one
(2:1) stock split of the issued and outstanding com-
mon stock of the Company which took effect on July
1, 2002. The stock split increased the number of
issued and outstanding shares of common stock of
the Company as of July 1, 2002 from approximately
6,700,000 to approximately 13,400,000. Except for
changes in the number of shares of stock issued and
outstanding, the rights and privileges of holders of
shares of common stock remain the same, both
before and after the stock split. On December 31,
2003, the closing price of the Company's Common
Stock on the OTC Bulletin Board was $.36 per share.
At February 27, 2003, there were approximately 711
shareholders of record.

The following table sets forth the high and low clos-
ing prices for the Company's Common Stock provid-
ed by The NASDAQ Stock Market, Inc.

2003 2002
Fiscal Year Fiscal Year
Quarter High Low High Low
First Quarter $.500 $.250 $.460 $.350
Second Quarter 500 250 445 310
Third Quarter 400 230 450 270
Fourth Quarter 400 250 330 250

The quotations reflect inter-dealer prices, without
retail mark-up, mark-down or commission, and may
not represent actual transactions. The Company has
not paid a dividend with respect to its Common
Stock nor does the Company anticipate paying divi-
dends in the foreseeable future.
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LETTER TO OUR SHAREHOLDERS
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Fellow Shareholders:

The past year was truly an exciting year in the history of
our company! We embarked on a major restructuring and
repositioning initiative, focusing on our two main busi-
ness lines, mutual fund management and retail brokerage.
As part of our restructuring, we sold our ownership inter-
est in Magic Internet Services, Inc., booking a small prof-
it on the transaction. We merged our two retail brokerage
businesses, ARM Securities and Capital Financial
Services ("CFS") under the CFS banner, providing
increased efficiencies and cost savings.

Mark R. Anderson returned to the Company to assume
the office of President and Chief Operating Officer. With
many years of industry experience, including several pre-
vious years with [ntegrity, Mark's experience and organi-
zational skills contributed quickly. The Company began
re-branding under the Integrity Mutual Funds trademark
banner. More attention was concentrated on internal effi-
ciency, organization, compliance, and business develop-
ment, thus setting the stage for increased volume capaci-
ty in both of our core business lines. Building on each
potential source of revenue will be a major focus of man-
agement as we move ahead in the coming months.

The Company realized rapid growth and expansion in
2003. Managed assets increased by nearly $100 million,
primarily as a result of heightened merger & acquisition
activity. During the year, the Company hired Jerry
Szilagyi, Senior Vice President for Business
Development, to lead the merger and growth team. With
Jerry's wealth of experience in consulting and structuring
mutual fund combinations, forward progress soon began.
Numerous prospects were reviewed and Integrity Mutual
Funds, Inc., completed three transactions, covering eight
mutual fund portfolios, which were added to the Integrity

family of funds. The Company continues to search for
and review potential merger and acquisition candidates.

The mutual fund acquisitions added five new stock
funds, helping to reposition the Company from a region-
al municipal bond fund boutique to a company with a
broader product line with national appeal. The equity
assets complement the income funds already in the
group. Due to these acquisitions, the Company set up an
equity management operation in New York and began
building a national sales organization to promote the dis-
tribution of its mutual funds through wholesalers, with
the goal of increasing managed assets through share
sales, as well as through market appreciation. In the com-
ing year, management will continue to research potential
investment opportunities, develop new products, and
build its national distribution capabilities.

On the retail securities side of the business, the consoli-
dation of our two broker dealers has provided a stream-
lined and efficient platform on which to grow. Integrity
has reviewed several potential broker-dealer prospects
for possible synergies with the Company. The search for
suitable candidates has become a regular mission in our
growth plan. Recruitment and training of registered rep-
resentatives is another area where the Company's broker-
dealer subsidiary, CFS, is looking to expand.

Last year, sharcholders approved a proposal to expand
the authorized number of common shares of the
Company and authorize the issuance of preferred shares.
This recommendation was made in order to provide addi-
tional financing options for corporate planning.
Subsequently, the Company was able to finance a strate-
gic acquisition through the private placement of pre-
ferred shares. Under the previously established common
share buy-back program, the Company purchased and
retired 74,668 common shares in 2003. The board has
approved the buy-back of additional shares, as the
Company deems appropriate.

We are grateful to our directors and employees who have
devoted much time and energy toward achieving corpo-
rate goals. The Company is fortunate to have many good
people working in the right places, which is the best for-
mula for success. It can fruly be said that our most valu-
able assets pass through our doors each morning and
evening. The employees of Integrity Mutual Funds, Inc.,
can be proud of their contribution.

ZM/&M

Robert E. Walstad
Chairman, CEO




THE BUSINESS OF INTEGRITY MUTUAL FUNDS, INC.

I ntegrity Mutual Funds, Inc. ("the Company") is
a holding company engaged, through various sub-
sidiaries, in providing investment management, dis-
tribution, shareholder services, fund accounting, and
other related administrative services to the open-end
investment companies known as "Integrity Mutual
Funds," "Integrity Managed Portfolios," (formerly
Ranson Managed Portfolios) and "The Integrity
Funds," hereinafter collectively referred to as "the
Funds." Integrity Mutual Funds currently consists of
four open-end investment companies including ND
Tax-Free Fund, Inc.("ND Tax-Free Fund"), Montana
Tax-Free Fund, Inc.("Montana Tax-Free Fund"),
South Dakota Tax-Free Fund, Inc. ("South Dakota
Tax-Free Fund"), and Integrity Fund of Funds, Inc.
("Integrity Fund of Funds"). Integrity Managed
Portfolios consists of one open-end investment com-
pany containing six separate portfolios including the
Kansas Municipal Fund, Kansas Insured
Intermediate Fund, Nebraska Municipal Fund,
Oklahoma Municipal Fund, Maine Municipal Fund,
and New Hampshire Municipal Fund. The Integrity
Funds currently consists of one open-end investment
company containing six separate portfolios including
Integrity Equity Fund, Integrity Income Fund,
Integrity Value Fund, Integrity Small Cap Growth
Fund, Integrity Health Sciences Fund, and Integrity
Technology Fund. The Company also sells mutual
funds and insurance products through another whol-
ly-owned subsidiary, Capital Financial Services, Inc.
("CFS™.

As of December 31, 2003, total assets under man-
agement/service in the Funds was approximately
$394.3 million, compared to approximately $296.0
million as of December 31, 2002 and approximately
$318.3 million as of December 31, 2001.

The Company has been engaged in the financial
services business since 1987. The Company was
incorporated September 22, 1987 as a North Dakota
corporation by Robert E. Walstad, Chief Executive
Officer of the Company. The Company's offices are
at 1 North Main Street, Minot, North Dakota 58703,
As of December 31, 2003, the Company had 41 full-
time employees and 2 part-time employees, consist-
ing of officers, investment management, securities
distribution, shareholder services, data processing,
law, accounting and clerical support staff.

On May 25, 2000, the Company acquired ARM
Securities Corporation for cash. On January 15,
2002, the Company acquired all the assets of Capital
Financial Services, Inc., a full-service brokerage
firm based in Madison, Wisconsin for cash, common
stock subject to a put option, stock options, and con-
vertible debentures. The broker-dealer specializes in
providing investment products and services to inde-
pendent investment representatives, financial plan-
ners, and investment advisors and currently supports
approximately 135 investment representatives and
investment advisors. On June 3, 2003, the Company
announced the consolidation of its two wholly owned
broker dealer firms, ARM Securities Corporation
and Capital Financial Services, Inc., into one firm -
Capital Financial Services, Inc. The consolidation
was designed to increase operating efficiency and
promote cost savings.

On May 23, 2003, the Company acquired the man-
agement rights to the CNB Funds, which included
the $13 million Canandaigua Equity Fund, a large-
cap growth fund, and the $1 million Canandaigua
Bond Fund. The purchase agreement called for total
consideration of approximately $285,000. The
majority of the purchase price, or approximately
$160,000, was paid upon closing. The remaining
consideration of approximately $125,000, which is
subject to adjustment based on retention of assets in
the funds, is to be paid as follows: $62,500 at the one
year anniversary of the closing date, and $62,500 at
the two year anniversary of the closing date. The
total purchase price will be paid by using available
cash on hand.

On May 30, 2003, the Company acquired 100% of
the equity stock of Abbington Capital Management,
Inc. The purchase consideration was composed of
700,000 shares of unregistered $.0001 par value
common stock of the Company determined to have a
total value of $210,000. The common stock is to be
issued in a private transaction, exempt from Federal
Securities and Exchange Commission ("SEC") or
any state securities commission registration pursuant
to the following delivery schedule: 200,000 shares at
closing, 200,000 shares on August 31, 2003, 200,000
shares on December 31, 2003, and 100,000 shares on
April 30, 2004. As a part of the transaction, the
Company received a license for the Portfolio
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Jerry Szilagyi - SVP Business Development
Brad Wells - SVP Retail Administration

Manager's Stock Selection Matrix, a quantitative
investment model for managing equity portfolios.

On September 19, 2003, the Company acquired the
management rights to the four stock funds in the
Willamette Family of Funds. The four funds had
combined assets of approximately $60 million. The
purchase agreement called for total consideration of
approximately $1,400,000. The majority of the pur-
chase price, or approximately $900,000, was paid
upon closing. The remaining consideration of
approximately $500,000, which is subject to adjust-
ment based on retention of assets in the funds, is to
be paid as follows: $350,000 within 5 business days
of the one year anniversary of the closing date, and
$150,000 within 5 business days of the two year
anniversary of the closing date. The total purchase
price will be paid by utilizing an existing commercial
bank loan and existing lines of credit, as well as
available cash on hand.

On December 19, 2003, the Company acquired the
management rights to the Maine and New
Hampshire Tax-Saver Bond Funds from Forum
Financial Group. The two funds have combined
assets of approximately $50 million. The purchase
agreement called for total consideration of approxi-
mately $750,000. The majority of the purchase
price, or approximately $425,000, was paid upon
closing. The remaining consideration of approxi-

mately $325,000, which%s subjeft gt 2
adjustment based on retenticy) 4
the funds, has been placed l‘@ CTOW
account that will be paid out

anniversary of the closing date\.\ ke Total
purchase price has been paid by using cash

generated from a private offering of pre-
ferred stock.

THE COMPANY’S SUBSIDIARIES

The Company derives most of its income
from two lines of business. The first line of
business provides investment management,
distribution, shareholder services, account-
ing and related services to the Funds. The
other provides order processing, regulatory
oversight, concession processing, and other
related services to registered securities rep-
resentatives transacting securities business
for their clients. As a result, the Company
is economically dependent on the Funds, the repre-
sentatives, and others for substantially all of its rev-
enue and income. These businesses are conducted
through the wholly-owned subsidiary companies
described below. Revenues generated by the sub-
sidiaries fund services are derived primarily from
fees based on the level of assets under management.
Revenues generated by the broker-dealer’s support of
securities sales are derived primarily through a shar-
ing of sales concessions paid by the products being
sold to clients.

Integrity Money Management, Inc.

Integrity Money Management, Inc. ("Integrity
Money Management," formerly ND Money
Management, Inc.) is registered as an investment
advisor with the SEC under the Investment Advisers
Act of 1940 (the "Advisers Act"). Integrity Money
Management provides investment advisory services
under investment advisory agreements with the
Funds. As of December 31, 2003, Integrity Money
Management managed approximately $394.3 million
of assets under management/service. Effective July
10, 2003, the name of the Company's wholly-owned
subsidiary, ND Money Management, Inc. was
changed to Integrity Money Management, Inc.

ND Capital, Inc.

ND Capital, Inc. ("ND Capital") is registered with
the SEC as a broker-dealer, is a member of the
National Association of Securities Dealers, Inc. (the
"NASD"), and serves as principal underwriter and
distributor for ND Tax-Free Fund, Montana Tax-Free



Fund, South Dakota Tax-Free Fund, and Integrity
Fund of Funds. ND Capital earns commissions on
the sales of Funds with front-end sales loads
(FESLs), Rule 12b-1 fees pursuant to Rule 12b-1
plans adopted by each such Fund and contingent
deferred sales charges ("CDSCs") from shareholders
of such Funds if they redeem their shares within 5
years after their purchase.

Integrity Funds Distributor, Inc.

Integrity Funds Distributor, Inc. ("Integrity Funds
Distributor,” formerly Ranson Capital Corporation)
is registered with the SEC as a broker-dealer and is
also a member of the NASD. Integrity Funds
Distributor serves as principal underwriter for the
Integrity Managed Portfolios and The Integrity
Funds, and earns Rule 12b-1 fees pursuant to Rule
12b-1 plans adopted by certain of the Integrity
Managed Portfolios and The Integrity Funds.
Integrity Funds Distributor also earns the under-
writer's portion of FESLs in connection with sales of
shares of the Integrity Managed Portfolios and The
Integrity Funds effected by other broker-dealers.
Effective November 21, 2003, the name of the
Company's wholly-owned subsidiary, Ranson
Capital Corporation, was changed to Integrity Funds
Distributor, Inc.

Integrity Fund Services, Inc.
Integrity  Fund  Services, Inc.
("Integrity Fund Services,” formerly

Capital Financial Services, Inc.

On January 15, 2002 the Company acquired all the
assets of Capital Financial Services, Inc. ("CFS"), a
full-service brokerage firm based in Madison,
Wisconsin. CFS is registered with the SEC as an
investment advisor and broker-dealer and also with
the NASD as a broker-dealer. The broker-dealer and
investment advisor specializes in providing invest-
ment products and services to independent invest-
ment representatives, financial planners, and invest-
ment advisors and currently supports approximately
135 investment representatives and investment advi-
sors. On June 3, 2003, the Company announced the
consolidation of its two wholly owned broker dealer
firms, ARM Securities Corporation and Capital
Financial Services, Inc., into one firm - Capital
Financial Services, Inc. The consolidation was
designed to increase operating efficiency and pro-
mote cost savings.

Magic Internet Services, Inc.
Effective June 26, 2003, the Company sold its 51%
ownership in Magic Internet Services, Inc.

Jackie Case - Corporate Secretary
Heather Ackerman - Chief Financial Officer
Brent Wheeler - Fund Accounting Manager

ND Resources, Inc.) is registered with
the SEC as a transfer agent under the
Securities Exchange Act of 1934 (the
"Exchange Act"). Integrity Fund
Services provides shareholder record-
keeping services and acts as transfer
agent and dividend-paying agent for
the Funds. Integrity Fund Services
also provides business management
services, including fund accounting,
compliance and other related adminis-
trative activities for the Funds.
Integrity Fund Services is compensated
for providing these services under
agreements with each Fund, and is
reimbursed for out-of-pocket expenses.
Effective July 10, 2003, the name of the
Company's wholly-owned subsidiary,
ND Resources, Inc. was changed to
Integrity Fund Services, Inc.
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DISCUSSION & ANALYSIS

MANAGEMENT’S DISCUSSION AND ANALYSIS OF PLAN OF OPERATION

Integrity Mutual Funds, Inc. is a holding company which operates its current business units in two reportable segments, 1)
as an investment advisor, distributor and provider of administrative service to sponsored mutual funds, and 2) as a broker-
dealer.

Integrity Mutual Funds, Inc. derives a portion of its revenues and net income from providing investment management, dis-
tribution, shareholder services, accounting and related services to the Funds and others. CFS provides another substantial
portion of revenue through sales of mutual funds, variable insurance products, and fixed insurance products. The majori-
ty of the Company's assets under management consist of single-state municipal bond funds for the states of North Dakota,
South Dakota, Montana, Kansas, Nebraska, Oklahoma, Maine, and New Hampshire.

ASSETS UNDER MANAGEMENT/SERVICE
By Investment Objective In Millions

As of December 31, 2003 2002 2001
FIXED-INCOME

Tax-Free $ 309.3 $ 286.7 $ 303.0
Taxable (Corporate/Government) ' 1.0 0.0 0.0
TOTAL FIXED-INCOME $ 310.3 $ 286.7 $ 303.0
EQUITY

Fund of Funds $ 7.1 § 93 § 153
Equity Funds 76.9 0.0 0.0
TOTAL EQUITY FUNDS $ 84.0 $ 9.3 $ 153
TOTAL ASSETS UNDER

MANAGEMENT/SERVICE $ 3943 $ 296.0 $ 318.3

A substantial portion of the Company's revenues depend upon the amount of assets under its management/service. Assets
under management/service can be affected by the addition of new funds to the group, the acquisition of another investment
management company, purchases and redemptions of mutual fund shares, and investment performance, which may depend
on general market conditions. Assets under the Company's management/service increased by $98.3 million (33.2%) in
2003 compared to 2002 and decreased by $22.3 million (7.0%) in 2002 compared to 2001. Fixed income assets increased
by 8.2% in 2003 compared to 2002 and decreased 5.4% in 2002 compared to 2001. Fixed income assets accounted for
78.7% of the total assets under management/service in 2003 and 96.9% in 2002. Equity assets increased by 803.2% in
2003 compared to 2002 and decreased 39.2% in 2002 compared to 2001. Equity assets accounted for 21.3% of total assets
under management/service in 2003 and 3.1% in 2002.
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RESULTS OF OPERATIONS

The following table sets forth, for the periods indicated, amounts included in the Company's Consolidated Statements of Operations
and the percentage change in those amounts from period to period.

Variance Variance
2003 to 2002 to
2003 2002 2001 2002 2001
OPERATING REVENUES
Fee income $ 3274984 § 3065042 % 2970581 6.8 % 32%
Commissions 10,681,189 11,378,619 4,554,559 (6.1)% 149.8 %
Total revenue § 13,956,173 $ 14,443,661 $ 7,525,140 -~ (34)% 91.9 %
OPERATING EXPENSES
Compensation and benefits $ 1,866,798 $ 1705346 $ 1,655,168 95% 30%
Commission expense 9,347,887 9,975,465 3,583,310 6.3)% 1784 %
General and administration 1,713,187 1,701,732 1,335,188 0.7% 27.5%
Sales commissions amortized 376,386 490,206 613,738 (23.2)% (20.1)%
Depreciation and amortization 102,906 104,045 426,845 (1.1)% (75.6)%
Total operating expenses § 13,407,164 $ 13,976,794 § 7,614,249 4.10)% 83.6 %
OPERATING INCOME (LOSS) $ 549,009 $ 466,867  § (89,109) 17.6 % 623.9 %
OTHER INCOME (EXPENSES)
Interest and other income $ 101,849 $ 360,760 $ 151,327 (71.8Y% 1384 %
Interest expense {295,547) (303,139 (317,858) - (2.5% (4.6)%
Net other income (expenses) $ (193,698) § 57,621 % (166,531) (436.2)% 134.6 %
INCOME (1.0SS) FROM CONTINUING
OPERATIONS BEFORE
INCOME TAX EXPENSE $ 355,311 $ 524488  § (255,640) (32.3)% 3052 %
INCOME TAX EXPENSE (165,785) (86,098) {16,745) 92.6 % 414.2 %
INCOME (LOSS) FROM
CONTINUING OPERATIONS $ 189,526 $ 438390  § (272,385) (56.8)% 2609 %
DISCONTINUED OPERATIONS
Loss from operation of discontinued
internet segment, net of tax (19,178) (40,079) (27,443) (52.1)% 46.0 %
Gain from disposal of internet
segment, net of tax 11,196 0 0
Loss from discontinued
operations, net of tax (7,981) (40,079) (27,443) (80.1)% 46.0 %
NET INCOME (LOSS) $ 181,545 $ 398,311 $ (299,828) (34.4)% 2328 %
EARNINGS (LOSS)
PER COMMON SHARE 01 03 (.02)




OPERATING REVENUES

Total operating revenues for 2003 were $14.0 mil-
lion, a decrease of 3.4% from $14.4 million for 2002.
The decrease in operating revenues primarily results
from a decrease in commission revenues relating to
the broker-dealer services segment,

Total operating revenues for 2002 were $14.4 mil-
lion, an increase of 91.9% from $7.5 million for
2001. The increase in operating revenues is primari-
ly attributable to commission revenues of approxi-
mately $7.0 million relating to CFS, acquired effec-
tive January 1, 2002.

Fee income for 2003 was $3.3 million, a 6.8%
increase from $3.1 million in 2002. The increase in
fee income is due primarily to the acquisition of sev-
eral new mutual funds during the year. Fee income
for 2002 was $3.1 million, a 3.2% increase from $3.0
million for 2001. Integrity Fund Services receives
fees from the Funds for providing transfer agency,
fund accounting, and other administrative services.
These fees constituted 7% of the Company's consol-
idated revenues in 2003.  Integrity Money
Management receives fees for providing investment
advisory services to the funds. Investment advisory
fees constituted 11% of the Company's consolidated
revenues in 2003.

ND Capital and Integrity Funds Distributor earn
Rule 12b-1 fees in connection with distribution of
Fund shares. A portion of these fees are paid out to
other broker-dealers, with the remaining amount
retained by the Company to pay for expenses related
to the distribution of the Funds. These fees consti-
tuted 5% of the Company's consolidated revenues in
2003.

Commission income includes CFS commissions and
12b-1 fees associated with the sale of mutual funds
and insurance products. The Company pays the rep-
resentatives a portion of this income as commission
expense and retains the balance. Commission
income also includes underwriting fees associated
with sales of the FESL funds earned by ND Capital
and Integrity Funds Distributor, and CDSCs earned
by ND Capital in connection with redemptions of
fund shares subject to CDSCs. Commission income
for December 31, 2003 was $10.7 million, a 6.1%
decrease from $11.4 million in 2002, 2002 commis-
sion income was a 149.8% increase over 2001 due to

approximately $7.0 million in commission revenues
relating to CFS, acquired effective January 1, 2002.
Commission revenues constituted 77% of the
Company's consolidated revenues in 2003.

OPERATING EXPENSES

Total operating expenses decreased 4.1% for 2003
compared to 2002. Total operating expenses
increased 83.6% for 2002 compared to 2001. The
variances relate to several of the major expense cate-
gories as described in the paragraphs that follow.

Compensation and benefits increased 9.5% in 2003
compared to 2002. The increase in 2003 is primarily
attributable to the addition of several new employees
as well as annual compensation and benefit increas-
es for all employees. Compensation and benefits
increased 3.0% in 2002 compared to 2001.

Commission expense for 2003 was a 6.3% decrease
from 2002. Commission expense for 2002 was a
178.4% increase over 2001. The commission
expense decrease for 2003 and increase for 2002
correspond directly to the decrease in commission
income in 2003 and the increase in commission
income in 2002.

Total general and administrative expense for 2003
increased only slightly over 2002. General and
administrative expenses for 2002 increased 27.5%
compared to 2001. This increase is due primarily to
general and administrative expenses relating to CFS,
acquired effective January 1, 2002.

Sales commissions paid to brokers and dealers in
connection with the sale of shares of the Funds sold
without a FESL are capitalized and amortized on a
straight line basis. Effective January 1, 2001, the
Company accelerated the amortization life to eight
years from nine years which best approximates man-
agement's estimate of the average life of investor's
accounts in the Integrity Mutual Funds and Integrity
Managed Portfolios and coincides with conversion of
Class B shares to Class A shares. Contingent
deferred sales charges ("CDSC") received by the
Company are recorded as a reduction of unamortized
deferred sales commissions. Amortization of
deferred sales commissions decreased 23.2% in
2003 compared to 2002 and decreased 20.1% in
2002 compared to 2001.



Depreciation and amortization decreased 1.1% in
2003 from 2002, and decreased 75.6% in 2002 from
2001. The primary reason for the decrease in 2002 is
that effective January 1, 2002, the Company adopted
Statement of Financial Accounting Standards
(SFAS) No. 142 - Goodwill and Other Intangible
Assets. Under SFAS 142, the Company no longer
amortizes its goodwill and certain other intangibles
over their estimated useful lives. Rather, it will be
subject to at least an annual assessment for impair-
ment by applying a fair value based test.

OTHER INCOME (EXPENSES)

2003 interest and other income decreased 71.8%
from 2002, primarily the result of $250,000 in insur-
ance proceeds recorded in 2002, In September of
2002, the Company's president, who also served as
chief operating officer and director, died in an auto-
mobile accident. The Company received $250,000 in
life insurance proceeds in early 2003. This amount
was included in other income in the 2002 financial
statements. 2002 interest and other income
increased 138.4% from 2001.

Toben Taft - Information Services Manager

Interest expense for 2003 decreased 2.5% from 2002.
Interest expense for 2002 decreased 4.6% from 2001.
These decreases are a result of a partial redemption
of subordinated debentures in mid-2002, as well as
the maturity of debentures in mid-2003, which were

partially replaced by subordinated commercial notes
carrying a lower rate of interest.

INCOME TAX EXPENSE

Effective in 2001, the Company is amortizing
deferred sales commissions over five years for
income tax purposes. Previously, the Company was
expensing deferred sales commissions as incurred.
The Company will continue to capitalize and amor-
tize the commissions for financial reporting purpos-
es over eight years (with the exception of those relat-
ed to Integrity Fund of Funds, which are expensed).
The effects of the change will create timing differ-
ences between when the commissions are deducted
for income tax purposes and expensed as amortiza-
tion for financial reporting purposes. Deferred tax
assets or deferred tax liabilities may result from these
timing differences.

FINANCIAL CONDITION

On December 31, 2003, the Company's assets aggre-
gated $15.6 million, an increase of 23.2% from $12.7
million in 2002, due to an increase in
cash and cash equivalents, goodwill, and
other assets offset by decreases in securi-
ties available-for-sale, accounts receiv-
able, prepaids, property and equipment,
and deferred sales commissions.
Stockholders equity increased to $9.1
million on December 31, 2003 compared
to $7.0 million on December 31, 2002,
primarily the result of the net income of
$181,545, the issuance of $1,525,000 of
preferred stock, as well as the issuance
of $210,000 of common stock.

Cash provided by operating activities
was $1.1 million in 2003, a 171.0%
increase from $422,311 in 2002. During
the year ended December 31, 2003, the
Company used net cash of $1.4 million
for investing activities. Cash provided
from investing activities during the year
included $337,875 in proceeds received
from the sale of the internet services seg-
ment, as well as $98,419 in proceeds received from
the sale of available-for-sale securities held by the
Company. Cash used for investing activities during
2003 includes $1,748 444 related to the acquisitions
of several new mutual funds, $1,202 for the purchase
of available-for-sale securities, and $75,326, which
was primarily used to purchase computer equipment.




Net cash provided by financing activities during the
year was $1.8 million, primarily the net effect of
$1,525,000 in proceeds received from a preferred
stock offering and $1,141,887 in proceeds received
from a long-term bank borrowing, offset by
$574,356 of debt repayment, $250,000 to purchase
the Company's common stock pursuant to the pur-
chase agreement by which CFS was acquired, and
$31,197 to purchase the Company's common stock
pursuant to a program, approved by its Board of
Directors in November 1997, to repurchase up to
$2,000,000 of its common stock from time to time in
the open market.

In June of 2003, the Company borrowed $900,000 on
a $1,200,000 line of credit. The debt carries an inter-
est rate of 1.25% above the prime rate, with monthly
payments of $23,200. In December of 2003, the
Company borrowed the remaining $300,000 on the
line of credit. Based on the monthly payments, the
debt will be paid in full on September 25, 2008.

On December 31, 2002, the Company's assets aggre-
gated $12.7 million, an increase of 13.2% from $11.2
million in 2001, due to an increase in accounts
receivable and goodwill offset by a decrease in cash
and cash equivalents, securities available-for-sale,
prepaids, and property and equipment. Stockholders
- equity increased to $7.0 million on December 31,
2002 compared to $6.9 million on December 31,
2001, primarily the result of net income of $398,311,
offset by the repurchase of $164,011 of the Company
common stock.

Cash provided by operating activities was $422,311
in 2002, a 31.9% decrease from $620,361 in 2001.
During the year ended December 31, 2002, the
Company used net cash of $1,207,140 for investing
activities. $1,117,711 was related to the purchase of
CFS, $13,763 was used to remodel the second floor
of the building for additional office space, and
$74,607 was used to purchase computer system
equipment. Net cash used by financing activities dur-
ing 2002 was $42,235, the net effect of $561,000 in
proceeds received from a subordinated commercial
note offering and $650,040 in proceeds received
from a short-term bank borrowing, offset by
$107,512 for repayment of debt, $50,000 for a partial
redemption of subordinated debentures, $940,000
for the maturity of debentures, and $164,011 for the
net purchase of the Company's common stock.
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LIQUIDITY AND CAPITAL RESOURCES

On December 31, 2003, the Company's liquid assets
totaled $2,605,747, including $2,581,360 of cash and
cash equivalents, as compared to $1,117,075 of
which $1,007,619 represented cash and cash equiva-
lents, on December 31, 2002, and $1,963,239 of
which $1,834,683 represented cash and cash equiva-
lents, on December 31, 2001. The Company is
required to maintain certain levels of cash and liquid
securities in its broker-dealer subsidiaries to meet
regulatory net capital requirements.

The Company has historically relied upon sales of its
equity securities, debt instruments, and bank loans
for liquidity and growth. In June 2003, the Company
borrowed $900,000 under a bank credit line primari-
ly to pay for the acquisition of the management rights
to the four stock funds in the Willamette Family of
Funds. In December 2003, the Company borrowed
an additional $300,000 under its bank credit line and
issued $1,525,000 of Series A Convertible Preferred
Shares in a private offering to fund its acquisition of
the management rights to the Main and New
Hampshire Tax-Saver Bond Funds from Forum
Financial Group and for working capital. On
September 5, 2003, the Company paid off an interim
bank loan that was secured in September 2002 to
refinance maturing debentures.

The Company has significant cash requirements to
meet several liabilities coming due in 2004. In
January 2004, the Company repurchased 500,000
common shares for $250,000 under a put option
related to its acquisition of CFS. In March 2004, the
Company will pay approximately $160,000 in tax
obligations for 2003. The Company has approxi-
mately $960,000 of corporate notes maturing on
June 30, 2004. The Company will also need to make
additional payments in May and September of 2004
relating to its acquisitions of the management rights
to the Canandaigua and Willamette Funds, totaling
approximately $450,000.

Management believes that the Company's existing
liquid assets, together with the expected continuing
cash flow from operations, will provide the Company
with sufficient resources to meet its cash require-
ments during the next twelve months. In addition to
the liabilities coming due in 2004, management
expects that the principal needs for cash may be to
advance sales commissions on Funds subject to



CDSCs, acquire additional investment management
or financial services firms, repurchase shares of the
Company's common stock, and service debt.
Management will continue to monitor the
Company's cash needs and may be required to raise
additional capital through the issuance of equity
securities, debt securities, or other financing.

Sales of Fund shares with FESLs provide current dis-
tribution revenue to the Company in the form of the
Company's share of the FESLs, and distribution rev-
enue over time in the form of 12b-1 payments. Sales
of Fund shares with CDSCs provide distribution rev-
enue over time in the form of 12b-1 payments and, if
shares are redeemed within 5 years, CDSCs.
However, the Company pays commissions on sales
of Fund shares with CDSCs, reflects such commis-
sions as a deferred expense on its balance sheet and
amortizes such commissions over a period of up to
eight years, thereby recognizing distribution expens-
es. Therefore, to the extent that sales of Fund shares
with CDSCs increases over time relative to sales of
shares with FESLs, current distribution expenses
may increase relative to current distribution revenues
in certain periods, which would negatively impact
the Company's earnings in such periods. In addition,
the Company may need to find additional sources of
funding if existing cash flow and debt facilities are
insufficient to fund commissions payable to selling
broker-dealers on CDSC shares.

FORWARD-LOOKING STATEMENTS

When used herein, in future filings by the Company
with the Securities and Exchange Commission, in
the Company's press releases and in other Company
authorized written or oral statements, the words and
phrases "can be", "expects,” "anticipates,” "may
affect,” "may depend,” "believes," "estimates" or
similar expressions are intended to identify "for-
ward-looking statements"” within the meaning of the
Private Securities Litigation Reform Act of 1995.
The Company cautions readers not to place undue
reliance on any such forward-looking statements,
which speak only as of the date made. Such state-
ments are subject to certain risks and uncertainties,
including those set forth in this "Forward-Looking
Statements" section, that could cause actual results
for future periods to differ materially from those
presently anticipated or projected. The Company
does not undertake and specifically disclaims any
obligation to update any forward-looking statement
to reflect events or circumstances after the date of
such statements.
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The Company derives substantially all of its revenues
from two sources, commission revenue earned in
connection with sales of shares of mutual funds, vari-
able insurance products and fixed insurance prod-
ucts, and fees relating to the management of, and
provision of services to the Funds. The fees earned
by the Company are generally calculated as a per-
centage of assets under management/service. If the
Company's assets under management/service
decline, or do not grow in accordance with the
Company's plans, fee revenues and earnings would
be materially adversely affected. Assets under man-
agement/service may decline because redemptions
of Fund shares exceed sales of Fund shares, or
because of a decline in the market value of securities
held by the Funds, or a combination of both.

The fact that the investments of some Funds are geo-
graphically concentrated within a single state makes
the market value of such investments particularly
vulnerable to economic conditions within such state.
In addition, the states in which the investments of the
Funds as a group are concentrated are themselves
concentrated in certain regions of the United States.
The Company's fee revenues may therefore be
adversely affected by economic conditions within
such regions.

The following factors, among others, could cause
actual results to differ materially from forward-look-
ing statements, and future results could differ mate-
rially from historical performance:

* General political and economic conditions which
may be less favorable than expected,

» The effect of changes in interest rates, inflation
rates, the stock markets, or other financial mar-
kets;

» Unfavorable legislative, regulatory, or judicial
developments;

* Incidence and severity of catastrophes, both natu-
ral and man-made;

» Changes in accounting rules, policies, practices,
and procedures which may adversely affect the
business;

» Terrorist activities or other hostilities which may
adversely affect the general economy




INTEGRITY MUTUAL FUNDS, INC. AND SUBSIDIARIES - MINOT, NORTH DAKOTA

CONSOLIDATED INDEPENDENT AUDITOR’S
REPORT AND FINANCIAL STATEMENTS

As oF DECEMBER 31, 2003, 2002, aAND 2001

To the Stockholders and Directors of
Integrity Mutual Funds, Inc. and Subsidiaries
Minot, North Dakota 58701

We have audited the accompanying consolidated balance sheets of Integrity Mutual Funds, Inc. and Subsidiaries (a
North Dakota Corporation) as of December 31, 2003 and 2002 and the related consolidated statements of operations,
stockholders' equity and cash flows for the years ended December 31, 2003, 2002 and 2001. These consolidated finan-
cial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits 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 consoli-
dated financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall consoli-
dated financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the con-
solidated financial position of Integrity Mutual Funds, Inc. and Subsidiaries as of December 31, 2003 and 2002, and

the consolidated results of their operations and their cash flows for the years ended December 31, 2003, 2002 and 2001
in conformity with accounting principles generally accepted in the United States of America.

g/la«/i?/ Mwﬂg\L df’m‘(ﬁ’

BRADY, MARTZ & ASSOCIATES, P.C.
Minot, North Dakota USA

March 9, 2004 except for Note 18, which is March 29, 2004
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INTEGRITY MUTUAL FUNDS, INC. AND SUBSIDIARIES - MINOT, NORTH DAKOTA

CONSOLIDATED BALANCE SHEETS

ASSETS
As OF DECEMBER 31, 2003, AND 2002
2003 2002
CURRENT ASSETS
Cash and cash equivalents $ 2,581,360 $ 1,007,619
Cash segregated for the exclusive
benefit of customers 0 319,275
Securities available-for-sale 24,387 109,456
Accounts receivable 1,047,491 1,111,989
Prepaids 76,473 90,604
Total current assets $ 3,729,711 $ 2,638,943
PROPERTY AND EQUIPMENT 1,842,420 $ 2,134,719
Less accumulated depreciation $ (584,908) $ (730,093)
Net property and equipment 1,257,512 $ 1,404,626
OTHER ASSETS
Deferred sales commissions $ 727,886 $ 1,159,165
Covenant not to compete (net of accumulated
amortization of $177,125 for 2002) 0 40,875
Goodwill 9,531,434 7,234,317
Other assets (net of accumulated amortization
of $108,669 for 2003 and $89,749 for 2002) 397,017 215,983
Total other assets $ 10,656,337 $ 8,650,340
TOTAL ASSETS $ 15,643,560 $ 12,693,909
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CONSOLIDATED BALANCE SHEETS (CONT.)
LIABILITIES & STOCKHOLDERS’ EQUITY

2003 2002
CURRENT LIABILITIES
Service fees payable $ 103,498 $ 77,723
Accounts payable 84,073 26,499
Other current liabilities 1,864,112 1,131,440
Short-term borrowings 0 555,592
Current portion of long-term debt 1,203,547 17,298
Total current liabilities $ 3,255,230 $ 1,808,552
LONG-TERM LIABILITIES
Note payable $ 1,584,434 $ 461,311
Subordinate debentures 595,000 595,000
Corporate notes 962,000 962,000
Subordinate commercial notes 561,000 561,000
Convertible debentures 250,000 250,000
Other long-term liabilities 469,993 0
Deferred tax liability 94,599 170,000
Less current portion shown above (1,203,547) (17,298)
Total long-term liabilities $ 3,313,479 $ 2,982,013
TOTAL LIABILITIES $ 6,568,709 $ 4,790,565
MINORITY INTEREST IN SUBSIDIARY $ 0 $ 355,371
TEMPORARY CAPITAL
1,000,000 shares of common stock, $.0001
par value; put option price of $.50 per
share; see Note 5 $ 0 $ 500,000
STOCKHOLDERS' EQUITY
Series A Preferred stock - 5,000,000 shares
authorized, $.0001 par value; 3,050,000 and
0 shares issued and outstanding, respectively $ 1,525,000 $ 0
Common stock - 1,000,000,000 shares
authorized, $.0001 par value; 12,995,812 and
12,470,480 shares issued and outstanding,
respectively, after the 2:1 forward stock
split effective July 1, 2002 8,540,332 8,361,529
Receivable - unearned ESOP shares (82,148) (88,845)
Accumulated deficit (907,560) (1,198,551)
Accumulated other comprehensive loss (773) (26,160)
Total stockholders' equity $ 9,074,851 $ 7,047,973
TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY $ 15,643,560 $ 12,693,909

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS
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INTEGRITY MUTUAL FUNDS, INC. AND SUBSIDIARIES - MINOT, NORTH DAKOTA

CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 anD 2001

REVENUES
Fee income
Commissions
Total revenue

OPERATING EXPENSES
Compensation and benefits
General and administrative expenses
Commission expense
Sales commissions amortized
Depreciation and amortization
Total operating expenses

OPERATING INCOME (LOSS)

OTHER INCOME (EXPENSES)
Interest and other income
Interest expense
Net other income (expenses)

INCOME (LOSS) FROM CONTINUING
OPERATIONS BEFORE INCOME TAX
EXPENSE

INCOME TAX EXPENSE

INCOME (LOSS) FROM CONTINUING
OPERATIONS

DISCONTINUED OPERATIONS
Loss from operation of discontinued
internet segment, net of tax
Gain from disposal of internet
segment, net of tax
Loss from discontinued
operations, net of tax

NET INCOME (LOSS)

EARNINGS (LOSS) PER COMMON SHARE:
Basic
Diluted

SHARES USED IN COMPUTING
EARNINGS (LOSS) PER COMMON SHARE:
Basic
Diluted

2003 2002 2001
$ 3,274,984 $ 3,065,042 $ 2,970,581
10,681,189 11,378,619 4,554,559
$ 13,056,173 $ 14,443 661 $ 7,525,140
$ 1,866,798 $ 1,705,346 $ 1,655,168
1,713,187 1,701,732 1,335,188
9,347,887 9,975,465 3,583,310
376,386 490,206 613,738
102,906 104,045 426,845

S 13,407,164 $ 13,976,794 $ 7,614,249
$ 549,009 S 466,867 $ (89,109)
$ 101,849 $ 360,760 $ 151,327
(295,547) (303,139) (317,858)

$ (193,698 $ 57621 $  (166,531)
$ 355311 $ 524488 $  (255,640)
(165,785) (86,098) (16,745)

$ 189,526 S 438,390 $  (272,385)
(19,178) (40,079) (27,443)
11,197 0 0
(7,981) (40,079) (27,443)

$ 181,545 $ 398311 $  (299,828)
$ 01 $ 03 $ (.02)
$ 01 $ 03 $ (.02)
13,674,425 13,919,746 12,938,050
13,674,425 14,503,079 12,938,050

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS
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INTEGRITY MUTUAL FUNDS, INC. AND SUBSIDIARIES - MINOT, NORTH DAKOTA

CONSOLIDATED STATEMENTS
OF STOCKHOLDERS’ EQUITY

FoOR THE YEARS ENDED DECEMBER 31, 2003, 2002 anp 2001

AMOUNTS SHARES
2003 2002 2001 2003 2002 2001
PREFERRED STOCK
Balance, beginning of vear $ 03 0 S 0 0 0 0
Preferred stock issued 1,525,000 0 0 3,050,000 0
Balance, end of year $ 1,525,000 $ 0 § 0 3,050,000
COMMON STOCK AND
ADDITIONAL PAID-IN
CAPITAL
Balance, beginning of year $ 8361,529 § 8588793 § 9,716,956 12,470,480 12,924,480 14,889,374
Common stock issued 210,000 0 123,834 600,000 0 200,000
Purchase of common stock (31,197 (227,264) (1,251,997) (74,668) (454,000) {2,164,894)
Balance, end of year $ 8540332 § 8361529 § 8588793 12,995,812 12,470,480 12,924,480
ACCUMULATED DEFICIT
Balance, beginning of year $ (1,198,551) $  (1,596,862) $§ (1,297,034)
Net income (loss) 181,545 398,311 (299,828)
Disposal of business segment 109,446 0 0
Balance, end of year $  {907,560) § (1,198551) $ (1,596,862)
ESOP ACTIVITY
Balance, beginning of year $ (88,845) § (97,093) § 0
Receivable - unearned 0 0 {100,000)
ESOP shares
Repayments from ESOP 6,697 8,248 2,907
Balance, end of year $ (82,148) § (88,345) § (97,093)
ACCUMULATED OTHER
COMPREHENSIVE INCOME
Balance, beginning of year $ (26,160) $ (6,001) § (10,468)
Change in unrealized gain
(loss) on avatlable-for-sale
securities 25,387 (20,159) 4.467
Balance, end of year $ {(773) § (26,160) $ (6,001)
Total stockholders' equity § 9074851 § 7047973 § 6,888,837

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS
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INTEGRITY MUTUAL FUNDS, INC. AND SUBSIDIARIES - MINOT, NORTH DAKOTA

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AnD 2001

2003 2002 2001

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) $ 181,545 $ 398,311 $ (299,828
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:

Depreciation and amortization 145,131 202,464 578,534
Sales commissions amortized/charged off 345,398 487,971 613,738
Consulting expense 0 0 28,270
Minority interest 19,889 (55,657) (26,367)
Loss on sale of assets 0 0 (28)
Loss on sale of available-for-sale securities 13,243 0 0
Effects on operating cash flows due to changes in:
Cash segregated for customers . 319,275 (20,739) (82,966}
Accounts receivable 61,894 (602,499) 75,332
Prepaids 13,687 21,074 (39,210)
Deferred sales commissions capitalized,
net of CDSC collected 85,881 (187,600) (185,589)
Other assets 10,046 (83,124) (16,227)
Service fees payable 25,775 (11,802) 2,439
Accounts payable 88,005 (39,337) 29,461
Deferred tax (180,439) (103,434) (45,148)
Other liabilities 15,058 416,633 (12,050)
Net cash provided by operating activities $ 1,144,388 $ 422,311 $ 620,361
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment $  (75,326) $ (88,370) $ (125,501
Purchase of available-for-sale securities (1,202) (1,059) (1,730)
Proceeds from sale of available-for-sale securities 98,419 0 22,483
Proceeds from sale of subsidiary 337,875 0 0
Purchase of goodwill (1,748,444) (1,117,711) (9,315)
Net cash used by investing activities $(1,388.678) $ (1,207,140) $  (114,063)
CASH FLOWS FROM INVESTING ACTIVITIES
Reduction of short-term borrowing $ (555,592) $ (94,448) $ 0
Redemption of common stock (31,197) (164,011) (1,251,997)
Issuance of common stock 0 0 38,614
Issuance of preferred stock 1,525,000 0 0
Issuance of subordinate debentures 0 0 120,000
Issuance of subordinate commercial notes 0 561,000 0
Short-term borrowing 0 650,040 0
Long-term borrowing 1,141,887 0 0
Reduction of current liability (250,000) 0 0
Reduction of notes payable (18,764) (13,064) (81,296)
Redemption of subordinate debentures 0 (50,000) 0
Redemption of debentures 0 (940,060) 0
ESOP loan 0 0 (100,000)
Repayments from ESOP 6,697 8,248 2,907
Net cash provided (used) by financing
activities $ 1,818,031 $ (42,235) § (1,271,772)
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CONSOLIDATED STATEMENTS OF

CASH FLOWS (CONT.)

NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS
AT END OF YEAR

SUPPLEMENTARY DISCLOSURE OF
CASH FLOW INFORMATION
Cash paid during the year for:
Interest -

SUPPLEMENTAL SCHEDULE OF NONCASH
INVESTING AND FINANCING ACTIVITIES
Change in unrealized gain (loss) on
available-for-sale securities
Purchase of goodwill with common stock
Purchase of goodwill with temporary capital
Purchase of goodwill with long-term liability
Purchase of goodwill with current liability
Purchase of other assets with common stock
Disposal of minority interest
Shares exchanged for services
Reduction of notes payable

- Reduction in other assets
Reduction in common stock
Increase in goodwill
Increase in other current liabilities

Increase in other long-term liabilities

2003 2002 2001
$ 1,573,741 $  (827,064) $  (765,474)

1,007,619 1,834,683 2,600,157
$ 2,581,360 $ 1,007,619 $ 1,834,683
$ 293,716 $ 328,423 $ 307,534
$ 25387 $ (20,159 $ 4,467
$ 0 $ 0 $ 56,950
$ 0 $ 500,000 $ 0
$ 0 $ 250,000 $ 0
$ 0 $ 250,000 $ 0
$ 210,000 $ 0 $ 0
$ 335482 $ 0 $ 0
$ 0 $ 0 $ 28270
$ 0 $ 0 $ 4,988
$ 0 $ (63,254 $ 0
$ 0 $  (63,254) $ 0
$ 975,707 $ 0 $ 0
$  (755,714) $ 0 $ 0
$ (219,993) $ 0 $ 0

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE CONSOLIDATED FINANCIAL STATEMENTS
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INTEGRITY MUTUAL FUNDS, INC. AND SUBSIDIARIES - MINOT, NORTH DAKOTA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 anp 2001

NOTE 1 - NATURE OF OPERATIONS AND SIG-
NIFICANT ACCOUNTING POLICIES

The nature of operations and significant accounting poli-
cies of Integrity Mutual Funds, Inc. and Subsidiaries are
presented to assist in understanding the Company's con-
solidated financial statements.

Nature of operations - Integrity Mutual Funds, Inc. and
Subsidiaries (the "Company," formerly known as ND
Holdings, Inc.) was established in September 1987 as a
North Dakota corporation. The Company derives its
revenue primarily from investment advisory, asset man-
agement, underwriting, and transfer agent services to
sponsored mutual funds, and commissions earned as dis-
tributor for various mutual funds and insurance products.
Headquartered in Minot, North Dakota, the Company is
marketing its services throughout the United States. On
May 31, 2002, the sharcholders of the Company
approved a change in the Company name from ND
Holdings, Inc. to Integrity Mutual Funds, Inc.

Principles of consolidation - The consolidated financial
statements include the accounts of Integrity Mutual
Funds, Inc. and its wholly-owned subsidiaries, Integrity
Money Management, Inc. (formerly ND Money
Management, Inc.), ND Capital, Inc., Integrity Fund
Services, Inc. (formerly ND Resources, Inc.), Integrity
Funds Distributor, Inc. (formerly Ranson Capital
Corporation), and Capital Financial Services, Inc. All
significant inter-company transactions and balances
have been eliminated in the accompanying consolidated
financial statements.

Concentrations - The Company derives its revenue pri-
marily from investment advisory and administrative
-services provided to sponsored mutual funds, a majority
of which are state-specific municipal bond funds, as well
as revenues derived from retail brokerage activities.
Company revenues are largely dependent on the total
value and composition of assets under management,
which include state-specific municipal bonds, as well as
the sales activity of registered brokers operating as inde-
pendent contractors. Accordingly, fluctuations in finan-
cial markets and the composition of assets under man-
agement impact revenues and results of operations.

Use of estimates - The preparation of consolidated
financial statements in conformity with accounting prin-
ciples generally accepted in the United States of
America requires management to make estimates and
assumptions that affect the reported amounts of assets
and labilities and disclosure of contingent assets and lia-

19

bilities at the date of the consolidated financial state-
ments and the reported amounts of revenues and expens-
es during the reporting period. Actual results could dif-
fer from those estimates.

Revenue recognition - Investment advisory fees, trans-
fer agent fees and service fees are recorded as revenues
as the related services are provided by the Company to
sponsored mutual funds. Commission income and the
related clearing expenses are recorded on a trade-date
basis as securities transactions occur.

Stock-based compensation - In December 2002, the
Financial Accounting Standards Board ("FASB") issued
SFAS No. 148, Accounting for Stock-Based
Compensation - Transition and Disclosure. SFAS No.
148 amends SFAS No. 123, Accounting for Stock-Based
Compensation, to provide alternative methods of transi-
tion for a voluntary change to the fair value-based
method of accounting for stock-based employee com-
pensation. In addition, SFAS No. 148 requires expand-
ed and more prominent disclosure in both annual and
interim financial statements about the method of
accounting for stock-based employee compensation and
the effect of the method on reported results.

The Company has stock-based employee compensation
plans comprised primarily of fixed stock options. The
Company has not adopted a method under SFAS No. 148
to expense stock options, but continues to apply
Accounting Principles Board ("APB") Opinion No. 25,
Accounting for Stock Issued to Employees, and related
Interpretations in accounting for these plans.
Accordingly, no compensation expense has been recog-
nized for stock option plans, as the exercise price is
greater than or equal to the stock price on the date of
grant.

Cash and cash equivalents - The Company's policy 1s
to record all liquid investments with original maturities
of three months or less as cash equivalents. Liquid
investments with maturities greater than three months
are recorded as investments.

Investments - [nvestments in equity securities that have
readily determinable fair values are classified and
accounted for as available-for-sale. Available-for-sale
securities consist of investments in the Company's spon-
sored mutual funds and are recorded at fair value, with
the change in fair value recorded as a component of
other comprehensive income in the equity section of the
balance sheet. Cost of securities sold is recognized
using the specific identification method.




Property and equipment - Property and equipment is
stated at cost less accumulated depreciation computed
on straight-line and accelerated methods over estimated
useful lives as follows:

Equipment
Building

5-7 years
40 years

Deferred sales commissions - Sales commissions paid
to brokers and dealers in connection with the sale of
shares of the sponsored mutual funds sold without a
front-end sales charge (B shares), are capitalized and
amortized on a straight line basis over a period not
exceeding eight years, which approximates the period of
time during which deferred sales commissions are
expected to be recovered from distribution plan pay-
ments received from various sponsored mutual funds
and potential contingent deferred sales charges received
from shareholders of the various sponsored mutual
funds. Contingent deferred sales charges received by the
Company are recorded as a reduction of unamortized
deferred sales commissions. In accordance with
Statement of Position 98-5, the commissions paid for the
sale of Integrity Fund of Funds, Inc.'s shares have been
expensed as incurred. The contingent deferred sales
charges received from early redemptions from Integrity
Fund of Funds, Inc. have been recorded as revenue.
Effective January 1, 2001 the Company is amortizing
sales commissions over 5 years for tax purposes.

Advertising - Costs of advertising and promotion are
-expensed as incurred. Advertising and promotion costs
aggregated $86,105 in 2003, $83,432 in 2002 and
$78,221 in 2001.

Earnings per common share - Basic earnings per com-
mon share was computed using the weighted average
number of shares outstanding of 13,674,425 in 2003,
13,919,746 in 2002 and 12,938,050 in 2001. Diluted
earnings per common share is computed using the
weighted average number of shares outstanding adjusted
for share equivalents arising from unexercised stock
warrants, stock options, and written put options. The
weighted average shares outstanding used in computing
diluted earnings per common share was 13,674,425 in
2003, 14,503,079 in 2002 and 12,938,050 in 2001.

The Company completed a 2 for 1 (2:1) forward stock
split in July of 2002. All references in the consolidated
financial statements to earnings per share and average
number of shares outstanding have been restated to
reflect the stock split for all periods presented.

Income taxes - The Company files a consolidated
income tax return with its wholly-owned subsidiaries.
The amount of deferred tax benefit or expense is recog-
nized as of the date of the consolidated financial state-
ments, utilizing currently enacted tax laws and rates.
Deferred tax benefits are recognized in the financial
statements for the changes in deferred tax assets between
years.

Reclassification -Certain amounts from 2002 and 2001
have been reclassified to conform with the 2003 presen-
tation.

Impact of Newly Issued and Proposed Accounting
Standards - In April 2003, the FASB issued SFAS No.
149, "Amendment of Statement 133 on Derivative
Instruments and Hedging Activities." SFAS No. 149,
effective, in most regards, for contracts entered into or
modified after June 30, 2003, provides clarifying guid-
ance to SFAS No. 133 and establishes additional
accounting and reporting standards for derivative instru-
ments, hedging activities, and derivatives embedded in
other contracts. Adoption of SFAS No. 149 had no effect
on the Company's financial statements.

In May 2003, the FASB issued SFAS No. 150,
"Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equities." SFAS
No. 150, effective for financial instruments entered into
or modified after May 31, 2003, and for interim periods
beginning after June 15, 2003, requires that certain
instruments that were previously classified as equity
should be classified as a liability. These include instru-
ments for which redemption is mandatory, that have an
obligation to repurchase the issuer's equity shares, and
unconditional obligations that must or may be settled
using a variable number of the issuer's equity shares,
provided that certain characteristics are present. The
Company reclassified its temporary capital to a liability
under SFAS No. 150.

NOTE 2 - CASH AND CASH EQUIVALENTS

Cash and cash equivalents at December 31, 2003 and 2002 consist of the following:

Current Current Interest Amount
Maturity Rate 2003 2002
Cash in checking Demand - $ 1428 % 77,785
Cash in escrow Demand - 318,619 0
Morgan Stanley money
market accounts Demand 0.51 % 2,261,313 1,249,109
Less cash segregated for
the exclusive benefit
of customers 0 (319,275)
$ 2,581,360 § 1,007,619
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NOTE 3 - INVESTMENTS IN AND TRANSACTIONS WITH SPONSORED MUTUAL FUNDS

The Company's investments in sponsored mutual funds held as available-for-sale at December 31, 2003 and 2002:

Gross
Aggregate Unrealized Aggregate
Cost Holding Losses Fair Value
2003 Mutual Funds $ 25160 $ (773) 3 247387
2002 Mutual Funds $ 135616 3 (26,160) $ 109,456

Dividends earned on the Company's investments in sponsored mutual funds aggregated $1,002 in 2003, $1,059 in 2002 and
$1,730 in 2001.

The Company provides services to the Integrity Mutual Funds, Integrity Managed Portfolios, and The Integrity Funds,
which had aggregate net assets under management at December 31, 2003 of approximately $394.3 million. All services
rendered by the Company are provided under contracts that definitively set forth the services to be provided and the fees
to be charged. The majority of these contracts are subject to periodic review and approval by each of the fund's Board of
Directors, Trustees and Shareholders. Revenues derived from services rendered to the sponsored mutual funds were
$3,143,393 in 2003, $2,856,158 in 2002 and $2,963,300 in 2001.

Accounts receivable from the sponsored mutual funds aggregated $383,000 and $246,000 at December 31, 2003 and 2002,
respectively.

NOTE 4 - PROPERTY AND EQUIPMENT $325,000, which is subject to adjustment based on reten-
tion of assets in the funds, has been placed in an escrow
Property and equipment at December 31 consists of account that will be pald out on the first anniversary of
the closing date. The total purchase price was paid by
2003 2002 using cash generated from a private offering of preferred

stock.

Office furniture

& equipment $ 3593224 $ 889,146 On September 19, 2003, the Company acquired the man-
Building & land 1,249,196 1,245,573 agement rights to the four stock funds in the Willamette
$ 1,842,420 § 2,134,719 Family of Funds. The four funds had combined assets of
Accumulated depreciation approximately $60 million at the time of acquisition.
& amortization $_(584,908) $ (730.093) The purchase agreement called for total consideration of

§ 1257512 § 1,404,626 approximately $1,400,000. The majority of the purchase

price, or approximately $900,000, was paid upon clos-
ing. The remaining consideration of approximately

Depreciation expense totaled $83,986, $78,674 and $500,000, which is subject to adjustment based on reten-
$78,621 in 2003, 2002 and 2001, respectively. tion of assets in the funds, is to be paid as follows:
$350,000 within 5 business days of the one year anniver-
NOTE 5 - BUSINESS ACQUISITIONS sary of the closing date, and $150,000 within 5 business
days of the two year anniversary of the closing date. The
Purchase Combinations - On December 19, 2003, the total purchase price will be paid by utilizing a commer-
Company acquired the management rights to the Maine cial bank loan and lines of credit as well as available cash
and New Hampshire Tax-Saver Bond Funds from Forum on hand.
Financial Group. The two funds had combined assets of
approximately $50 million at the time of acquisition. On May 23, 2003, the Company acquired the manage-
The purchase agreement called for total consideration of ment rights to the CNB Funds, which included the $13
approximately $750,000. The majority of the purchase million Canandaigua Equity Fund, a large-cap growth
price, or approximately $425,000, was paid upon clos- fund, and the $1 million Canandaigua Bond Fund. The
ing. The remaining consideration of approximate]y purchase agreement called for total consideration of




approximately $285,000. The majority of the purchase
price, or approximately $160,000, was paid upon clos-
ing. The remaining consideration of approximately
$125,000, which is subject to adjustment based on reten-
tion of assets in the funds, is to be paid as follows:
$62,500 at the one year anniversary of the closing date,
and $62,500 at the two year anniversary of the closing
date. The total purchase price will be paid by using
available cash on hand.

On May 30, 2003, the Company acquired 100% of the
equity stock of Abbington Capital Management, Inc. The
purchase consideration was composed of 700,000 shares
of unregistered $.0001 par value common stock of the
Company determined to have a total value of $210,000.
The common stock is to be issued pursuant to the fol-
lowing delivery schedule, in a private transaction,
exempt from Federal Securities and Exchange
Commission ("SEC") or any state securities commission
registration: 200,000 shares at closing, 200,000 shares
on August 31, 2003, 200,000 shares on December 31,
2003, and 100,000 shares on April 30, 2004. As a part
of the transaction, the Company received a license for
the Portfolio Manager's Stock Selection Matrix, a quan-
titative investment model for managing equity portfo-
lios.

On January 15, 2002, the Company acquired 100% of
the equity stock of Capital Financial Services, Inc.
("CFS"), a full-service brokerage firm based in
Madison, Wisconsin. CFS is registered with the SEC as
an investment advisor and broker-dealer and also with
the NASD as a broker-dealer. CFS specializes in pro-
viding investment products and services to independent
investment representatives, financial planners, and
investment advisors and currently supports approximate-
ly 135 investment representatives and investment advi-
sors.

The purchase consideration, taking into effect the 2 for 1
(2:1) forward stock split effective July 1, 2002, was com-
posed of $1,140,000 in cash, 1,500,000 shares of the
Company common stock to be issued in three (3) annu-
al installments beginning at the date of purchase, a
$250,000 convertible debenture to be issued one year
from the purchase date, as well as 500,000 options to
purchase common stock of the Company at an option
strike price of $0.50 per share. Because there is no mar-
ket for the Company's options and the strike price is
above the market price, the options have been deter-
mined to have negligible value.

Pursuant to the terms of the purchase agreement where-
by CFS was acquired, 1,500,000 shares of $.0001 par
value common stock of the Company were issued in
three (3) annual installments beginning at the date of
purchase. The shares have a put right, whereby the
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installment shares may be put back to the Company at
the rate of $0.50 per share. The put right may be exer-
cised at any time within the ninety (90) day period fol-
lowing the first, second, and third anniversaries of the
purchase. The put rights are non-accumulative and each
installment will expire if not exercised during the sched-
uled redemption period. In January of 2003 and 2004,
the put options on the first two installments of shares
were exercised. As a result, the Company paid $250,000
to repurchase 500,000 shares in 2003 and 2004.

Also pursuant to the terms of the purchase agreement
whereby CFS was acquired, on January 15, 2003, the
Company issued convertible debentures divided among
the prior shareholders of CFS in the total amount of
$250,000, subject to certain provisions of the Stock
Purchase Agreement dated January 15, 2002, which may
increase or decrease the amount of the debenture to
reflect undisclosed or unknown labilities of CFS, loss of
producing broker revenue base, recovery from third par-
ties, and the costs of such recovery. The debenture prin-
cipal will be payable January 15, 2006 and will pay
interest on the principal sum from January 15, 2003 at
the rate of four percent (4%) per annum on a semi-annu-
al basis beginning on July 15, 2003 and thereafter on
January 15th and July 15th of each year untit the princi-
pal balance is paid. All payments will be applied first to
interest and any remainder to reduction of principal. The
debenture will be convertible as follows: beginning on
the date of issuance and until the principal is paid in
accordance with the terms of this agreement, the holder
of this convertible debenture shall have the option to
convert all or any portion of this convertible debenture to
$.0001 per value common stock of the Company at the
rate of two shares for each one dollar of convertible
debenture (2 shares per $1.00 converted) issued by the
debenture holder.

The primary reasons for the acquisition were to acquire
a full-service retail brokerage distribution system as well
as to acquire the investment advisory service operations
of CFS. The primary factors contributing to the pur-
chase price were the presence of an established group of
approximately 90 investment representatives and invest-
ment advisors, the existing relationship with a reputable
clearing firm, the fact that approximately 95% of the
business of CFS is processed as packaged products, i.e.
mutual funds and insurance products, and to capture the
revenue stream of approximately $6.4 million. The esti-
mated fair value of the equity of CFS was recorded at
$78,392. The excess of purchase price over the estimat-
ed fair value of the equity of CFS was $2,117,711, which
has been recorded as goodwill.

The operations and financial position of CFS were
accounted for in the consolidated financial statements of
the Company beginning January 1, 2002.



The following unaudited pro-forma summary presents the consolidated results of operations of the Company as if the busi-
ness combination had occurred on January 1, 2001.

(Unaudited)
Year Ended
December 31, 2002
Revenues $ 14,537,000
Net Earnings (185,000)
Basic earnings per share $ (o
Diluted earnings per share $ (01

NOTE 6 - DISCONTINUED OPERATIONS

Effective June 26, 2003, the Company sold its 51% ownership in Magic Internet Services, Inc. The purchase considera-
tion for the Company's 51% ownership consisted of $337,875, which the Company received at closing, as well as an addi-
tional maximum payment of $36,975 to be received 90 days after closing. The additional payment was subject to adjust-
ment based on terms of the contract. The Company received a final payment of $29,622 in October of 2003 resulting in
a final adjusted gain (net of tax) from the sale of stock of subsidiary of $11,197.

The results of Magic Internet Services, Inc. are reported in the Company's Consolidated Statements of Operations sepa-
rately as discontinued operations. In accordance with GAAP, the Consolidated Balance Sheets have not been restated.

Total revenues, net of interest expense

Loss from discontinued operations, net of tax
Gain from sale of stock of subsidiary, net of tax
Loss from discontinued operations, net of tax

Total assets
Total liabilities

. Net assets of discontinued operations

Summarized financial information for discontinued operations is as follows:

NOTE 7 - LONG-TERM DEBT

Long-term debt at December 31, 2003, and 2002 was as follows:

Long-term debt
Corporate notes
First Western Bank
First Western Bank
Subordinate debentures

Subordinate commercial notes

Convertible debenture

Future payments on acquisitions

Totals

June 26, 2003 Dec. 31, 2002

$ 233,845 $ 537288
$ (19,178) $  (40,079)

$ 11,197 $ 0
$ (7,981) $  (40,079)

$ 753,006 $ 784,066

3 68,532 3 55,988

3 684,474 $ 728,078

Current
Rate Portion 2003 2002

10.00% 962,000 962,000 962,000
6.75% 20,052 442 547 461,311
5.50% 221,495 1,141,887 0
12.00% 0 595,000 595,000
9.00% 0 561,000 561,000
4.00% 0 250,000 250,000
0 469,993 0

$ 1,203,547 $ 4422427 $§ 2829311

A summary of the terms of the current long-term debt agreements follow:

Corporate notes - The Company approved a $1 million intra-state corporate note offering limiting the sale to North
Dakota residents only. The notes do not represent ownership of the Company. As of December 31, 2003, $962,000 in
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notes were outstanding. The notes carry an interest rate
of 10% per annum, payable annually, and mature June
30, 2004. The Company can call the notes at par any-
time after January 1, 2001.

First Western Bank - In June of 1999, the Company
converted its outstanding balance of $500,000 borrowed
on its bank line-of-credit to long-term debt. The debt
was refinanced in December of 2002. The debt carries
an interest rate of 6.75%, with monthly payments of
$4,105. On January 1, 2006, the remaining balance will
be due in full. In June of 2003, the Company borrowed
$900,000 on a $1,200,000 line of credit. The debt car-
ries an interest rate of 1.25% above the prime rate, with
monthly payments of $23,200. In December of 2003,
the Company borrowed the remaining $300,000 on the
line of credit. Based on the monthly payments, the debt
will be paid in full on September 25, 2008.

Subordinate Debentures - The Company approved a $1
million intra-state subordinated debenture offering limit-
ing the sale in North Dakota to North Dakota residents
only. The subordinated debentures do not represent
ownership in the Company. As of December 31, 2003,
$595,000 in subordinate debentures were outstanding.
The subordinate debentures carry an interest rate of 12%
per annum, payable semi-annually, and mature June 30,
2005. The company can call the subordinate debentures
at par anytime after July 1, 2001.

Subordinate Commercial Notes - The Company
approved a $1 million intra-state subordinated commer-
cial note offering limiting the sale in North Dakota to
North Dakota residents only. The subordinated com-
mercial notes do not represent ownership in the
Company. As of December 31, 2003, $561,000 in sub-
ordinate commercial notes were outstanding. The sub-
ordinate commercial notes carry an interest rate of 9%
per annum, payable semi-annually, and mature June 30,
2008. The company can call the subordinate commercial
notes at par anytime after July 1, 2003.

Convertible Debentures - see Note 5 - Business
Acquisitions

Future Payments on Acquisitions - see Note 5 -
Business Acquisitions

The aggregate amount of required future payments on

the above long-term debt at December 31, 2003, is as
follows:

Year ending December 31,

2004 $ 1,203,547
2005 1,318,719
2006 896,958
2007 259,510
2008 743,693
Total due

$ 4422427

NOTE 8 - INCOME TAXES

The provision for income taxes is based on earnings before income taxes reported for financial statement purposes and

consisted of the following:

2003 2002 2001

Current income taxes

Federal $ 219,000 § 98,000 $ 0

State 24,000 28,000 0

Total current payable $ 243,000 $ 126,000 $ 0
Deferred tax benefit (expense)

Federal and state $ 77,215 $ 39,902 $ 16,745
Total provision for income tax

Benefit (expense) $ (165,785) $  (86,098) §  (16,745)

The information above has been revised to exclude the Internet Services segment related to Magic Internet Services, Inc.

Deferred taxes arise because of different tax treatment between financial statement accounting and tax accounting, known
as "temporary differences." The Company records the tax effect of these temporary differences as "deferred tax assets"
(generally items that can be used as a tax deduction or credit in future periods) and "deferred tax liabilities" (generally items
for which the Company has received a tax deduction and have not yet been recorded in the consolidated statement of oper-

ations).



Deferred tax assets (liabilities) were comprised of the following:

2003 2002

Deferred tax assets:

Net operating and capital

loss carryforwards $ 75,000 $ 161,000

Other 0 500

Total deferred tax assets $ 75,000 $ 101,500
Deferred tax liabilities:

Accumulated depreciation $ 37,000 $ 21,500

Accumulated amortization 133,000 250,000

Total deferred tax liabilities $ 170,000 $ 271,500
Net deferred tax liability $ 95,000 $ 170,000

A reconciliation of the difference between the expected income tax expense (benefit) is computed at the U.S. Statutory
income tax rate of 35% and the Company's income tax expense is shown in the following table:

2003 2002 2001

Federal taxes (benefit)

at statutory rates $ 124,000 $ 147,000 $ (113,000)
State taxes (benefit),

net of federal tax effect’ 18,000 22,000 (18,000)
Taxes on nondeductible

amortization at federal

statutory rates 0 0 95,000
Keyman life insurance proceeds 0 (87,500) 0
Other 23,785 4,598 52,745
Actual tax expense $ 165,785 $ 86,098 $ 16,745

The information above has been revised to exclude the
Internet Services segment related to Magic Internet
Services, Inc.

Included in "other" are amounts separately allocated to
stockholders' equity to recognize the related tax effect of
the change in net unrealized gain or loss on securities
available for sale and the ESOP plan activity for the
years ended December 31, 2003, 2002 and 2001. In
each of these years the amounts were insignificant.

NOTE 9 - STOCK WARRANTS, STOCK SPLITS,
AND STOCK OPTIONS

The Company has authorized 2,100,000 perpetual war-
rants to certain organizers, directors, officers, employees
and shareholders of the Company. All warrants were
issued between 1987 and 1990 and were accounted for in
accordance with the provisions of Accounting Principles
Board ("APB") Opinion No. 25, Accounting for Stock
Issued to Employees. No compensation expense was
recorded for these warrants as the exercise price exceed-
ed the market price of the stock at the date of issue. The
Company plans to continue to apply APB Opinion No.
25 in accounting for its warrants. In the event addition-
al warrants are issued, appropriate results will be dis-
closed in accordance with the provisions of Statement of
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Financial Accounting Standard, No. 123. These war-
rants, at the date of issue, allowed for the purchase of
shares of stock at $2.00 per share. The exercise price of
the warrants will be adjusted to reflect stock splits of 2
for 1 in 2002, and 11 for 10 in 1990 and 1989. 2,000
warrants (adjusted for the 2 for 1 stock split in 2002)
were exercised in 1997 leaving an outstanding balance of
2,098,000 warrants as of December 31, 2003.

The Company has entered into employment agreements
with several key employees of the Company. Upon exe-
cution of several of these employment agreements, a one
time granting of stock options took effect. These options
are considered to be fully vested and have a perpetual
life. Each employment contract stated the strike price
for which options were granted. In addition, several of
the contracts will grant options should the employee
reach specified performance goals. The number of
shares authorized for granting of options under these
employment agreements is limited only by continued
employment and the ability to reach these performance
goals.

Several employment contracts contain severance pack-
ages, buyout clauses, or other forms of commitments.
None of these commitments require payment of more
than one year's salary.

¢




As part of the acquisition of Capital Financial Services, Inc. (see Note 5 - Business Acquisitions), 500,000 options were
granted at a strike price of $.50. These options are fully vested and expire ten years from the acquisition date.

As permitted by SFAS No. 123, which has been amended by SFAS No. 148, the Company elected to account for stock
option plans under the provisions of APB Opinion No. 25. Accordingly, no compensation cost has generally been recog-
nized for stock options granted. Had the Company adopted SFAS No. 123, the pro forma effects on net earnings, basic
earnings per share, and diluted earnings per share for the last two years would have been as follows:

2003 2002

Net earnings (loss)

As reported $ 181,545 $ 398,311

Pro forma 150,000 284,000
Basic earnings (loss) per share

As reported $ 01 $ .03

Pro forma 01 02
Diluted earnings (loss) per share

As reported $ .01 $ .03

Pro forma .01 .02

The fair value of each option was estimated on the date of the grant using the Black-Scholes option pricing model with the
following assumptions: '

2003 2002
Risk-free interest rate 3.63% 4.39%
Expected dividend yield 0% 0%
Expected stock price volatility 90% 70%
Expected life of options 7 years 7 years
Option activity for the last two years was as follows:
Weighted Average
Exercise Price

Shares per Share

Outstanding on January 1, 2002 800,000 $ 43
Granted 640,000 .49
Exercised 0 .00
Canceled 0 .00
Outstanding on December 31, 2002 1,440,000 46
Granted 200,000 41
Exercised 0 .00
Canceled 0 .00
Outstanding on December 31, 2003 1,640,000 3 45

Exercisable options at the end of 2003 and 2002 were 1,640,000 and 1,440,000, respectively. The following table sum-
marizes information concerning options outstanding and exercisable as of December 31, 2003:

Weighted
Average Weighted Weighted
Remaining Average Average
Range of Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life (Years) Price Exercisable Price
$ .00 to .49 1,120,000 Perpetual $ 43 1,120,000 $§ 43
$ .50t01.00 520,000 10* 3 .50 520,000 $§ .50
$§ 00to01.00 1,640,000 10* $ 45 1,640,000 § 45

* Excludes options with a perpetual life
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NOTE 10 - EMPLOYEE BENEFIT PLANS

The Company sponsors a 401(K) plan for all its employ-
ees. This plan is solely funded by employee elective
deferrals. The only expenses of the plan paid for by the
Company are the trustees fees, which were insignificant
in 2003, 2002 and 2001.

The Company established an employee stock ownership
plan ("ESOP") effective January 1, 1999. Pursvant to
the ESOP, each year the Company will determine the
amount to contribute to the plan. Contributions are
made at the discretion of the Board of Directors. To be
eligible to participate in the plan, an employee must have
completed one year of service and have attained age 21.

During 2001, the ESOP purchased 208,000 shares of the
Company's common stock, at a weighted average price
of $.48 per share. The purchase was funded with a loan
of $100,000 from the Company, which is collateralized
by the unallocated Company shares owned by the ESOP.
The loan will be repaid primarily from contributions by
the company. The outstanding principal balance of the
loan as of December 31, 2003 was $82,000 and the inter-
est rate is 7% over a 15 year life. All previous loans to
the ESOP have been paid in full and shares purchased by
those loans have been allocated to employees.

The shares owned by the ESOP are held by a third party
trustee and released for allocation to participants as
repayments of the loan are made. The number of shares
released for allocation in any year is based upon the ratio
of current year principal and interest payments to the
total current year and projected future year's principal
and interest payments. Shares of common stock are allo-
cated to each employee based on the relationship of their
total compensation to the total compensation of all par-
ticipants.

At December 31, 2003 and 2002, cumulative allocated
shares remaining in the trust were 539,240 and 525,296
respectively, and unallocated shares were 184,760 and
198,704 respectively, of which 13,944 and 13,944
respectively, were committed-to-be allocated. Total
ESOP contribution expense recognized was $20,150,
$6,362 and $33,958 for the years ended December 31,
2003, 2002, and 2001, respectively.

NOTE 11 - NET CAPITAL REQUIREMENTS

The Company's broker-dealer subsidiaries (ND Capital,
Inc., Integrity Funds Distributor, Inc., and Capital
Financial Services, Inc.) are member firms of the
National Association of Securities Dealers, Inc. and are
registered with the Securities and Exchange
Commission (SEC) as broker-dealers. Under the
Uniform Net Capital Rule (Rule 15¢3-1 under the
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Securities Exchange Act of 1934), the subsidiaries are
required to maintain a minimum net capital and a ratio of
aggregate indebtedness to net capital, as defined, of not
more than 15 to 1. At December 31, 2003, these sub-
sidiaries had net capital of $286,917, $127,651, and
$334,061; minimum net capital requirements of
$25,000, $6,895, and $36,600; excess net capital of
$261,917, $120,756, and $297,461 and ratios of aggre-
gate indebtedness to net capital of .05to 1, .81 to 1, and
1.6 to 1, respectively. The subsidiaries are exempt from
the reserve requirements of Rule 15¢3-3.

NOTE 12 - OPERATING SEGMENTS

Integrity Mutual Funds, Inc. derives a portion of its rev-
enues and net income from providing investment man-
agement, distribution, shareholder services, accounting
and related services to the Funds and others. Capital
Financial Services, Inc. (CFS), acquired effective
January 1, 2002, provides another substantial portion of
revenues through sales of mutual funds and variable and
fixed insurance products.

The Company organizes its current business units into
two reportable segments: mutual fund services, and bro-
ker-dealer services. The mutual fund services segment
acts as investment adviser, distributor and provider of
administrative service to sponsored and nonproprietary
mutual funds. The broker-dealer segment distributes
shares of nonproprietary mutual funds and insurance
products.

As disclosed in Note 6 - Discontinued Operations, the
Company has classified the results of operations of
Magic Internet Services, Inc. (the Internet Services seg-
ment) as discontinued operations. The information
below has been revised to exclude the Internet Services
segment related to Magic Internet Services, Inc.

The company's reportable segments are strategic busi-
ness units that offer different products and services.
They are managed separately because each business
requires different technology and marketing strategies.
Most of the businesses were acquired as a unit, and the
management at the time of the acquisition was retained.
The accounting policies are the same as those described
in the summary of significant accounting policies.




As of, and for the year ended, December 31, 2003

Mutual Fund Broker-Dealer
Services Services Total
Revenue from
external customers $ 4,119,132 $ 9,837,041 $ 13,956,173
Interest expense 294,787 760 295,547
Depreciation and
amortization 98,116 4,790 102,906
Income (loss) from
continued operations (403,164) 592,690 189,526
Segment assets 14,618,296 1,025,264 15,643,560
Expenditure for
segment assets 72,968 2,358 75,326
As of, and for the year ended, December 31, 2002
Mutual Fund Broker-Dealer
Services Services Total
Revenue from
external customers $ 3,877,046 $ 10,566,615 $ 14,443,661
Interest expense 301,227 1,912 303,139
Depreciation and
amortization 99,516 4,529 104,045
Income (loss) from
continued operations 200,622 237,768 438,390
Segment assets 11,353,288 1,340,621 12,693,909
Expenditure for
segment assets 86,323 2,047 88,370
As of, and for the year ended, December 31, 2001
Mutual Fund Broker-Dealer
Services Services Total
Revenue from
external customers $ 3,666,483 $ 3,858,657 $ 7,525,140
Intersegment revenues 1,800 0 1,800
Interest expense 317,858 0 317,858
Depreciation and
amortization 426,301 544 426,845
Income (loss) from
continued operations (345,551) 73,166 (272,385)
Segment assets 9,941,820 1,272,972 11,214,792
Expenditure for
segment assets 106,679 18,822 125,501
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Reconciliation of Segment Information

2003 2002 2001
Revenues
Total revenues for reportable segments $13,956,173 $14,443,661 $ 7,526,940
Elimination of intersegment revenues - - (1,800)
Consolidated total revenue $13,956,173 $14,443,661 $ 7,525,140
Profit
Total reportable segment profit $ 181,545 $ 398311 $ (299,828)
Assets
Total assets for reportable segments $16,445,424 $13,977,923 $12,276,895
Elimination of intercompany receivables (801,864) (1,284,014) (1,062,103)
Consolidated assets : $15,643,560 $12,693,909 $11,214,792

NOTE 13 - COMMITMENTS AND CONTINGENCIES

The company entered into leases for office space as a result of purchasing ARM Securities Corporation (Note 5) in
Minnesota and California. The monthly lease payments are $900 and $7,409, respectively. Both leases expired in 2003.
Total rent expense for the two leases was $91,606 and $99,708 for the years ended December 31, 2003 and 2002, respec-
tively. The Company has also entered into a lease for office space located in Huntington, New York. The monthly lease
payments are $918. The 6-month lease, with the option to renew, expired on February 17, 2004. The lease was renewed
for an additional 6-month period ending August 31, 2004 and can be terminated by the Company at any time by giving 90
days notice. Total rent expense was $4,988 for the year ended December 31, 2003.

The company has several leases for various office equipment that expire over the next several years through 2007. The
total rent expense for these leases was $29,000, $36,000, and $33,000 for December 31, 2003, 2002, and 2001 respective-
ly.

The following is a schedule by years of future minimum rental payments on operating leases as of December 31, 2003.

Years ending December 31,

2004 $ 27,792
2005 26,336
2006 12,730
2007 12,334
Total minimum future rentals 3 79,192
NOTE 14 - ACQUIRED INTANGIBLE ASSETS
Acquired intangible assets consisted of the following as of:
December 31, 2003 December 31, 2002
Amortized Intangible Assets
Carrying amount
Covenant not to compete $ - $ 218,000
Accumulated amortization - 177,125
Aggregate Amortization Expense
For the year ended
December 31, 2003 $ -
For the year ended
December 31, 2002 $ 54,500

The carrying amount of the covenant not to compete was included in the sale of Magic Internet Services, Inc.
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NOTE 15 - GOODWILL

The changes in the carrying amount of goodwill for the year ended December 31, 2003 are as follows:

Mutual Fund Internet Broker-Dealer
Services Services Services Total

Balance as of January 1, 2003 $ 4,350,656 $ 427,034 $ 2,456,627 $ 7,234,317
Goodwill acquired during

the period 2,720,928 - 3,223 2,724,151
Goodwill disposed of during

the period - (427,034) - (427,034)
Impairment losses - - - -
Balance as of

December 31, 2003 $ 7,071,584 - $ 2,459,850 $ 9,531,434

The above segments are tested for impairment on an annual basis in the second quarter and any impairment adjustments
are reflected at that time. The segments were tested in the second quarter of 2003 and resulted in no impairment adjust-

ments.

NOTE 16 - GOODWILL AND OTHER INTANGIBLE ASSETS - ADOPTION OF STATEMENT 142

As of January 1, 2002, the Company adopted Statement of Financial Accounting Standards (SFAS) No. 142 - Goodwill
and Other Intangible Assets. In the following tables, net income, basic earnings per share, and diluted earnings per share

are shown as if SFAS No. 142 had been applied to 2001.

NET INCOME:
Reported net income (loss)
Add back: goodwill amortization
Adjusted net income (loss)

BASIC EARNINGS PER SHARE:

Reported net income (loss)
Add back: goodwill amortization
Adjusted net income (loss)

DILUTED EARNINGS PER SHARE

Reported net income (loss)
Add back: goodwill amortization
Adjusted net income (loss)

2001
$  (299,828)
358,103
$ 58275
2001
$ (.02)
02
$ .00
2001
$ (.02)
02
$ .00

NOTE 17 - MATERIAL CHANGES IN INSTRU-
MENTS DEFINING THE RIGHTS OF
SHAREHOLDERS

On May 31, 2002, the shareholders of the Company
approved an amendment of the Company's Articles of
Incorporation which increased the authorized common
shares of the Company from 20,000,000 shares of no par
common stock to 1,000,000,000 shares of $.0001 par
value common stock. On May 31, 2002, the sharehold-
ers also approved an amendment of the Company's
Articles of Incorporation which authorized 100,000,000
shares of $.0001 par value preferred stock. Preferred
shares have a preference over the common shares with
respect to future dividends, voting rights, and liquidation
in the event of dissolution. The Board of Directors may
establish a class or series, setting forth the designation of
the class or series and fixing the relative rights and pref-
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erences of the class or series of the preferred shares. The
increase in the authorized shares of common stock and
the authorization for preferred stock will not have any
immediate effect on the rights of existing shareholders,
however, the Board of Directors will have the authority
to issue authorized shares of common stock and create
classes of preferred stock within the authorized limits of
preferred stock without requiring future shareholder
approval of such issuances, except as may be required by
applicable law or regulations, the Company's governing
documents or the rules of any stock exchange, Nasdaq,
or any automated inter-dealer quotation system on which
the Company's common stock may then be traded. The
Company's shareholders can, therefore, experience a
reduction in their ownership interest in the Company
with respect to earnings per share (if any), voting, liqui-
dation value, and book and market value if the addition-
al authorized shares are issued. The holders of the



Company’s common stock have no preemptive rights,
which means that current shareholders do not have a
prior right to purchase any new issue of common stock
in order to maintain their proportionate ownership in the
Company.

On May 31, 2002, the shareholders of the Company
approved a two for one (2:1) forward stock split of the
issued and outstanding common stock of the Company
which took effect on July 1, 2002. The forwaid stock
split increased the number of issued and outstanding
shares of common stock of the Company as of July 1,
2002 from approximately 6,700,000 to approximately
13,400,000. Except for changes in the number of shares
of stock issued and outstanding, the rights and privileges
of holders of shares of common stock remain the same,
both before and after the forward stock split.
Commencing on July 1, 2002, each currently outstand-
ing common stock certificate was deemed for all corpo-
rate purposes to evidence ownership of the increased
number of shares resulting from the forward stock split.
New stock certificates reflecting the number of shares
resulting from the stock split will be issued only as cur-
rently outstanding certificates are transferred .or upon
request of individual shareholders.

NOTE 18 - SUBSEQUENT EVENTS

In December of 2003, the Company received notifica-
tion of intent to exercise put options in accordance with
the purchase agreement to acquire Capital Financial
Services, Inc. (see Note 5). On January 16, 2004, the
Company received written notice of exercise along with
the return of stock certificates representing the second of
three installments of shares issued, and as a result,
$250,000 was paid out. This amount has been included
as a current liability in the 2003 financial statements.

The North Dakota Attorney General’s Office and the
North Dakota Securities Commissioner have raised
issues concerning the Company’s status as a North
Dakota venture capital corporation, includihg the
method and manner of the Company’s compliance with
reporting requirements respecting the sales of -certain
investments made by the company in non-qualified enti-
ties under the venture capital corporation statute, the
availability of the venture capital corporation exemption
from registration for the sales of certain securities and
the subsequent use of offering circulars omitting’ refer-
ence to information pertaining to the Company’s com-
pliance with North Dakota’s venture capital corporation
reporting requirements.
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The terms of a settlement agreement have been agreed to
between the Company and the North Dakota Office of
Attorney General, which agreement includes the follow-
ing:

+ The Company will immediately start and diligently
pursue a process to change its corporate structure from
that of a venture capital corporation to a regular busi-
ness corporation.

+ The Company will fully and completely comply with
all provisions of N.D.C.C. Chapter 10-30.1, governing
venture capital corporations, until the Company
changes its corporate structure. This agreement
includes not investing in non-qualified entries, seeking
appropriate certification from the Secretary of State,
and giving appropriate notices of investment to the
Secretary of State.

+ The Company agrees to pay a civil penalty in the
amount of $10,000, in addition to any other penalties
authorized by law, if the Company does not comply
with the prior two conditions.

A change in the corporate structure to a regular business
corporation requires a meeting and consent of the
Company’s shareholders in order to approve changes to
the Company’s articles of incorporation. The Company
intends to present such a proposal at its 2004 Annual
Meeting of Shareholders to be held on May 28, 2004.

On March 15, 2004, the North Dakota Securities
Commissioner issued an “Order for and Notice of Civil
Penalty and Notice of Right to Request a Hearing”
against Integrity Mutual Funds, Inc., ND Capital, Inc.,
and Robert E. Walstad alleging that their failure to com-
ply with the reporting requirements of North Dakota’s
venture capital corporation statute negated their reliance
on the venture capital corporation exemption from regis-
tration in North Dakota and resulted in omissions of dis-
closure in certain investment offering circulars in viola-
tion of North Dakota’s securities laws. The Company
intends to contest this Order and Notice in appropriate
administrative and judicial forums. The potential settle-
ment charges range from zero to $286,000.




ADDITIONAL INFORMATION

INDEPENDENT AUDITOR’S REPORT ON ADDITIONAL INFORMATION

To the Stockholders and Directors of
Integrity Mutual Funds, Inc. and Subsidiaries
Minot, North Dakota

Our report on our audit of the basic consolidated financial statements of Integrity Mutual Funds, Inc. and Subsidiaries for the years
ended December 31, 2003, 2002 and 2001, appears on page 1. Those audits were made for the purpose of forming an opinion on
such consolidated financial statements taken as a whole. The information on pages 33 and 34, related to the 2003, 2002 and 2001
consolidated financial statements, is presented for purposes of additional analysis and is not a required part of the basic consoli-
dated financial statements. Such information, except for that portion marked "unaudited", on which we express no opinion, has
been subjected to the auditing procedures applied in the audits of the basic consolidated financial statements, and, in our opinion,
the information is fairly stated in all material respects in relation to the basic consolidated financial statements for the years ended
December 31, 2003, 2002 and 2001, taken as a whole.

We also have previously audited, in accordance with auditing standards generally accepted in the United States of America, the
consolidated balance sheets of Integrity Mutual Funds, Inc. and Subsidiaries as of December 31, 2000 and 1999, and the related
consolidated statements of operations, stockholders' equity, and cash flows for each of the two years in the period ended December
31, 2000, none of which is presented herein, and we expressed unqualified opinions on those consolidated financial statements.
In our opinion, the information on page 33 relating to the 2000 and 1999 consolidated financial statements is fairly stated in all
material respects in relation to the basic consolidated financial statements from which it has been derived.

g/[“%ﬁ /Ww? ¢ (et

BRADY, MARTZ & ASSOCIATES, P.C.
Minot, North Dakota USA

March 9, 2004
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INTEGRITY MUTUAL FUNDS, INC. AND SUBSIDIARIES - MINOT, NORTH DAKOTA

SELECTED FINANCIAL DATA®

FOR THE YEARS ENDED DECEMBER 31, AS INDICATED

2003 2002 2001 2000 1999

Operating revenue $ 13,956,173 $14,443,661 $7,525,140 $ 6,660,028 § 4,602,022
Income (loss) from

operations $ 549,009 $ 466,867 $ (89,109) § 371916 § 613,475
Income tax (expense) benefit $ (165,785) $ (86,098) $ (16,745) $ (250,670) $ (333,371)
Basic earnings (loss)

per share $ 01§ 03 8 (02) § 00 8 (0D
Diluted earnings (loss)

per share $ 01 3 03 3 (02) $ 008 (oD
Total assets $ 15,643,560 $12,693,909  $11,214,792 $12,753,359 $12,072,973
Long-term obligations $ 4,517,026 § 2,999,311 $3,294809 $ 3,306,243 $ 2,610,799
Shareholders' equity $ 9,074851 $7047973 §$6,888,837 § 8409454 § 8,419,984
Dividends paid 3 0 $ 0 3 0 % 0 8 0

* Excludes discontinued operations of Magic Internet Services, Inc.

33




INTEGRITY MUTUAL FUNDS, INC. AND SUBSIDIARIES - MINOT, NORTH DAKOTA

QUARTERLY RESULTS OF
CONSOLIDATED OPERATIONS (UNAUDITED)*

QUARTER ENDED
3-31-03 6-30-03 9-30-03 12-31-03
Revenues $ 3,537,267 $ 2,936,933 $ 3,572,409 § 3,909,564
Operating income 153,515 125,892 137,914 131,688
Other expense (50,286) (16,292) (73,567) . (53,553)
Income tax expense (33,500) (88,830) {9,991) (33,464)
Net income 81,401 5,432 50,041 T 44,671
Per Share®
Operating income 0.01 0.01 0.01 0.01
Other expense (0.00) (0.00) (0.0 (0.00)
Income tax expense (0.00) (0.01) (0.00) (0.00)
QUARTER ENDED
3-31-02 6-30-02 9-30-02 12-31-02
Revenues $ 3,504,058 $ 3,726,936 $ 3,744,753 $ 3,467,914
Operating income (loss) 134,873 58,324 93,847 179,823
Other income (expense) (59,955) (54,239) (56,513) 228,328
Income tax benefit (expense) (31,869) 2,272 8,389 (64,890)
Net income (loss) 38,440 3,098 30,323 326,450
Per Share®”
Operating income (loss) 0.01 0.00 0.01 0.01
Other income (expense) (0.00) (0.00) (0.00) 0.02
Income tax benefit (expense) (0.00) 0.00 0.00 (0.00)
QUARTER ENDED
3-31-01 6-30-01 9-30-01 12-31-01
Revenues $ 1,981,658 $ 1,872,737 $ 1,814,510 $ 1,856,235
Operating income (loss) 9,919 (16,757) (2,598) (79,673)
Other income (expense) (32,453) (35,996) (45,514) (52,568)
Income tax benefit (expense) (20,671) (8,356) (10,409) 22,691
Net income (loss) (46,905) (65,764) (67,886) (119,273)
Per Share
Operating income (loss) 0.00 (0.00) (0.00) (0.01)
Other income (expense) {0.00) (0.00) (0.00) (0.00)
Income tax benefit (expense) (0.00) (0.00) (0.00) 0.00

(1) For calculating per share amounts, basic and diluted earnings per common share are not materially different.

The above financial information is unaudited. In the opinion of management, all adjustments (which are of a normal recurring
nature) have been included for a fair presentation.

* Excludes discontinued operations of Magic Internet Services, Inc.
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The Statement below has been prepared by management and is
not a part of the consolidated audited financial statement.

INTEGRITY MUTUAL FUNDS, INC.

FINANCIAL HIGHLIGHTS* 200 2002 2001
OPERATING Revenues $ 13,956,173 § 14,443,661 $ 7,525,140
RESULTS

Income (loss) from

Continuing Operations $ 189,526 $ 438,390 $ (272,385)

Cash earnings 1 $ 668,818 $ 1,032,641 $ 768,198

EBITDA 2 $ 1,130,150 § 1,421,878 $ 1,102,801

Earnings per share 0.01 0.03 (0.02)

Cash earnings per share 3 0.05 0.07 0.06

EBITDA per share 3 0.08 0.10 0.09

1 Income (loss) from Continuing Operations plus amortization and depreciation.

2 Earnings before interest, taxes, depreciation and amortization.

3 Calculated using the same number of shares used for earnings per share and presented as an additional measure of operating per-
formance, not as a substitute for earnings per share.

* Excludes discontinued operations of Magic Internet Services, Inc.

Peter Quist - Vice President
Bob Walstad - Chief Executive Officer
Mark R. Anderson - President
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