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OATH OR AFFIRMATION

I, Shawn M. Grisham , swear (or affirm) that, to the best of my knowledge and

belief the accompanying financial statement and supporting schedules pertaining to the firm of
Texas Securities, Inc.

,asof

December 31 ,20 04, aretrue and correct. I further swear (or affirm) that neither
the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified solely
as that of a customer, except as follows:

_
H4..  THERESAHORLANDER | ﬁ%p / /\/‘
MY COMMISSION EXPIRES 28

ignature

‘Pfe sident

Title

Notary Public

-

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

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

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

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

(g) Computation of Net Capital.

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

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

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

(I) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) A reportdescribing any material inadequacies found to exist or found to have ex:sted since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




Hartman Leito & Bolt, ur
Accountants and Consuttants

INDEPENDENT AUDITORS' REPORT

Board of Directors
Texas Securities Inc.:

We have audited the accompanying statement of financial condition of Texas Securities
inc. (the “Company”) as of December 31, 2004 and the related statements of operations,
changes in stockholders’ equity, and cash flows for the year ended December 31, 2004
that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934.
These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with accounting principles generally accepted in
the United States of America. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Company as of December 31, 2004, and the results
of their operations and their cash flows for the year ended December 31, 2004 in
conformity with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in the supplemental schedules
listed in the accompanying table of contents is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplemental
information required by Rule 17a-5 under the Securities and Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied in our audit of the
basic financial statements and, in our opinion, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

Yt Deto \L/SDI,L,L,Lf

January 25, 2005
Fort Worth, Texas
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TEXAS SECURITIES INC.
Statement of Financial Condition
December 31, 2004

ASSETS:
Current assets:
Cash $ 229,310
Trade accounts receivable 52,125
Prepaid expenses 67,742
Other current assets 9,576
Total current assets 358,753
Equipment:
Office equipment 30,898
Furniture and fixtures 125,297
156,195
Less accumulated depreciation 21,490
Total equipment 134,705
Total assets $ 493,458

LIABILITIES AND STOCKHOLDERS' EQUITY:

Current liabilities:

Accounts payable $ 14,923
Accrued liabilities 199,510
Total current liabilities 214,433

Commitments and contingencies -

Stockholders' equity:
Common Stock, .01 par value; 100,000 shares

authorized, 100,000 shares issued and outstanding 1,000
Additional paid-in capital 588,230
Retained deficit (310,205)

Total stockholders' equity 279,025
Total liabilities and stockholders' equity $ 493,458

See accompanying notes and independent auditors’ report.
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TEXAS SECURITIES INC.
Notes to Financial Statements
For the Year Ended December 31, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(@

(b)

(c)

(d)

(e)

L)

Organization and Nature of Business

On February 13, 2002, Texas Securities Inc., (the “Company”) became a Texas
Corporation. The Company is registered with the Securities and Exchange
Commission (SEC) and various state regulatory jurisdictions as a broker-dealer
and is a member of the National Association of Securities Dealers, Inc. (NASD).
The Company is also a member of the Securities Investor Protection
Corporation (SIPC), which insures customers' deposits up to $500,000
including $100,000 in cash.

The Company is in the business of selling interests in joint ventures organized
for drilling of oil and gas wells in Texas. Crown Exploration, Ltd. (“Crown”)
serves as the managing venturer of these joint ventures. The stockholder of
the Company exercises majority control over Crown’s affairs. The Company
cannot take possession of customer funds. Accordingly, the Company
operates under the exemptive provisions of SEC Rule 15c3-3(k)(2)(i).

Accounts Receivable

Accounts receivable is recorded net of an allowance for expected losses. The
allowance is estimated from historical performance and projections of trends.

Equipment

Depreciation is provided by the straight-line method over the estimated useful
lives of the assets, generally five years. The Company capitalizes all assets
with a cost greater than $500 and estimated useful life greater than one year.
Income Taxes

The Company is organized as an S corporation. Therefore, no provision has
been made for income taxes since these taxes are the responsibility of the
individual stockholders.

Management's Estimates and Assumptions

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

Statement of Cash Flows

For the purposes of the Statement of Cash Flows, the Company has defined
cash equivalents as highly liquid investments, with original maturities of less
than ninety days that are not held for sale in the ordinary course of business.

@ (Continued)
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TEXAS SECURITIES INC.
Notes to Financial Statements
For the Year Ended December 31, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(g) Concentrations of Credit Risk

The Company sells interests in joint ventures, which results in accounts
receivable arising from commissions earned. The Company does business
with many individual investors and thus believes that its receivable credit risk
exposure is limited.

The Company maintains cash with high credit quality financial institutions. At
December 31, 2004, the Company had cash deposits in a financial institution
that exceeded the federally insured deposits limit by $129,824.

(h) Impairment of Long-Lived Assets

In accordance with Statement of Financial Accounting Standards (SFAS) No.
144, Accounting for the Impairment or Disposal of Long-Lived Assets, the
Company periodically reviews the carrying value of its long-lived assets,
including equipment, whenever events or changes in circumstances indicate
that the carrying value may not be recoverable. An impairment loss is
recognized to the extent fair value of a long-lived asset is less than the carrying
amount. Fair value is determined based upon the estimated future cash
inflows attributable to the asset less estimated future cash outflows. No such
losses were recognized during the year.

RELATED PARTY TRANSACTIONS

Pursuant to a certain sales agency agreement with Crown, the Company shall
receive up to 15% of all funds raised as defined by the management agreement.
For the year ended December 31, 2004, the Company received commission income
of $5,175,575 related to this agreement. The Company also paid Crown $36,788
and another related party $63, 298 for office space.

RETIREMENT

The Company has a retirement plan which qualifies under Section 401(k) of the
Internal Revenue Code. Subject to certain limitations, employees who are at least
18 years old and have completed one hour of service are eligible to participate in
the plan and may contribute a maximum of 50% of compensation and a minimum
of 3% of compensation. The Company may make annual discretionary
contributions to the plan. As of the year ended December 31, 2004, the Company
made a profit sharing contribution of $142,650.

(8) (Continued)



TEXAS SECURITIES INC.
Notes to Financial Statements
For the Year Ended December 31, 2004

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission's Uniform
Net Capital Rule (Rule 15c3-1), which requires the maintenance of minimum
regulatory net capital and requires that the ratio of aggregate indebtedness to
regulatory net capital, both as defined, shall not exceed 15 to 1. At December 31,
2004, the Company had regulatory net capital, as defined under SEC Rule 15c3-1,
of $56,476, which was $42,181 in excess of its required regulatory net capital of

$14,295. The Company's ratio of aggregate indebtedness to regulatory net capital.
was 380%.

LEASE OBLIGATIONS

The Company leases office space from two related parties. See Note 2. Rental
expense for office space totaled $100,086 for the year. The lease requires monthly
payments of $7,430 through April 2006. Future minimum payments under this non-
cancelable lease are:

2005 $ 89,160
2006 29,720
$118.880

(9) (Concluded)




