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OATH OR AFFIRMATION

I, Michael L. Cuckler , swear (or affirm) that, to the best of my knowledge and
belief the accompanying financial statement and supporting schedules pertaining to the firm of
Tejas Securities Group, Inc. ,as of

December 31, 2012, are true and correct. I further swear (or affirm) that neither the company nor any partner, proprietor,
principal officer or director has any proprietary interest in any account classificd solely as that of a customer, except as follows:

NONE

Signature
AL L s ’
c. ‘ , .
Nohtll.yrycommiuion Expires Chief Compliance Officer
-""2 — [m\ ~ July 27, 20138 Title
Notary Public

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

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

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

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

(g) Computation of Net Capital.

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

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

@ A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15c3-3.

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

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Repotrt.

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

Omm O OOORCEEEER

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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CONSULTANTS & CERTIFIED PUBLIC ACCOUNTANTS
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TEJAS SECURITIES GROUP, INC.
(A Wholly Owned Subsidiary of Westech Capital Corp.)
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4% PMB HelinDonovan

CONSULYANTS & CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Tejas Securities Group, Inc.:

We have audited the accompanying statements of financial condition of Tejas Securities Group, Inc. (the
“Company”) as of December 31, 2012 and 2011, and the related statements of operations, shareholder’s
equity and cash flows for the years then ended that are filed pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these 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 financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the Company's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Tejas Securities Group, Inc. as of December 31, 2012 and 2011, and the results of its

operations and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

5918 West Courtyard Drive. Suite 500 « Austin. TX 78730
tel (512) 258-9670 «fax (512) 258-5895 WWW.PMBHD.COM

PMB HELIN DONOVAN. LLP A MEMBER OF RUSSELL BEDFORD INTERNATIONAL LOCATIONS IN ILLINOIS, CALIFORNIA, TEXAS & WASHINGTON
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CONSULTANTS & CERTIFIED PUBLIC ACCOUNTANTS

Other Matter

Our audits were conducted for the purpose of forming an opinion on the financial statements as a whole.
The information contained in Schedule I is presented for purposes of additional analysis and is not a
required part of the financial statements, but is supplementary information required by Rule 17a-5 under
the Securities Exchange Act of 1934. Such information is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare the
financial statements. The information in Schedule I has been subjected to the auditing procedures applied
in the audit of the financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the information in Schedule I is fairly stated in all material respects in relation to the financial statements
as a whole.

PMB Helin Donovan, LLP

PMB Holin. Dovvare, to¥

Austin, Texas
February 28, 2013



Assets

Cash and cash equivalents

TEJAS SECURITIES GROUP, INC.

(A Wholly Owned Subsidiary of Westech Capital Corp.)

Statements of Financial Condition
December 31, 2012 and 2011

Receivable from clearing organization, net

Receivables from employees

Receivable from parent
Securities owned, at fair value

Property and equipment, net

Other assets

Total assets

2012 2011
$ 795,013 $ 969,994
2,109,796 2,723,917
539,822 602,918
453,316 -
573,502 5,067,266
187,932 181,934
331,787 535,099

$ 4,991,168

$ 10,081,128

Liabilities and Shareholders' Equity

Accounts payable, accrued expenses and other liabilities $ 2,016,456 $ 2,294,027
Securities sold, not yet purchased, at fair value 179,599 2,211,689
Total liabilities 2,196,055 4,505,716
Commitments and contingencies (Note 13)
Shareholders' equity:
Preferred stock, no par value, convertible, 1,000,000 shares
authorized; none issued or outstanding - -
Common stock, no par value, 10,000,000 shares authorized,
5,828,888 shares issued and 5,799,055 outstanding
December 31, 2012 and 2011 2,295,674 2,295,674
Additional paid in capital 19,419,832 19,291,164
Accumulated deficit (18,913,060) (16,004,093)
Treasury stock, at cost, 29,833 shares (7,333) (7,333)
Total shareholders' equity 2,795,113 5,575,412

Total liabilities and shareholders' equity

$ 4,991,168

$ 10,081,128

See accompanying notes to the financial statements and independent auditors' report.
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TEJAS SECURITIES GROUP, INC,

(A Wholly Owned Subsidiary of Westech Capital Corp.)

Statements of Operations

For the Years Ended December 31, 2012 and 2011

Revenue:
Commissions from agency transactions
Commissions from principal transactions
Investment banking revenue
Net dealer inventory and investment revenue, net of trading
interest expense of $4,617 and $11,735, respectively
Other revenue
Total revenue

Expenses:
Commissions, employee compensation and benefits
Clearing and floor brokerage
Communications and occupancy
Professional fees
Interest
Other

Total expenses

Loss before income tax expense

Income tax expense:
State and city

Total income tax expense

Net loss

2012 2011
$ 1,947,146 $ 643,697
14,708,622 16,024,668
104,807 1,754,237
5,848,021 1,671,865
154,388 88,296
22,762,984 20,182,763
17,244,641 15,878,613
1,076,453 287,963
3,746,564 2,292,340
862,189 1,138,137
1,142 1,926
2,738,836 3,103,837
25,669,825 22,702,816
(2,906,841) (2,520,053)
2,126 23,806
2,126 23,806

$ (2,908,967) $ 52,543,859!

See accompanying notes to the financial statements and independent auditors' report.



Balance at December 31, 2010

Contribution from parent
Share-based compensation
Net loss

Balance at December 31, 2011

Share-based compensation
Net loss

Balance at December 31, 2012

TEJAS SECURITIES GROUP, INC.
(A Wholly Owned Subsidiary of Westech Capital Corp.)
Statements of Shareholder's Equity

For the Years Ended December 31, 2012 and 2011

Shares Outstanding Additional
Treasury Common Common Paid in Accumulated Treasury
Shares Shares Stock Capital Deficit Stock Total

29,833 5,799,055 $ 2295674 $ 15,062,614 § (13,460,234) § (7,333) $ 3,890,721
- - - 4,000,000 - = 4’0003000
- - - 228,550 - - 228,550
- - - - (2,543,859) - (2,543,859)

29,833 5,799,055 $ 2295674 $ 19,291,164 $§  (16,004,093) § (7,333) $ 5575412
- - - 128,668 - - 128,668
- - - - (2,908,967) - (2,908,967)

29,833 5,799,055 $ 2,295,674 § 19,419,832 § (18913,060) $ (7,333) $ 2,795,113

See accompanying notes to the financial statements and independent auditors' report.



TEJAS SECURITIES GROUP, INC.
(A Wholly Owned Subsidiary of Westech Capital Corp.)
Statements of Cash Flows
For the Years Ended December 31, 2012 and 2011

2012 2011
Cash flows from operating activities:
Net loss $ (2,908,967) $ (2,543,859)
Adjustments to reconcile net loss to net cash used
in operating activities:
Depreciation expense 53,524 58,499
Share-based compensation expense 128,668 228,550
Changes in operating assets and liabilities:
Receivable from clearing organization 614,121 375,151
Receivables from employees 63,096 (493,735)
Receivable from parent (453,316) -
Securities owned, at fair value 4,493,764 (4,454,184)
Other assets 203,312 49,882
Accounts payable, accrued expenses and other liabilities (277,571) 1,295,498
Securities sold, not yet purchased 2,032,090) 2,211,689
Net cash used in operating activities (115,459 (3,272,509)
Cash flows from investing activities:
Acquisitions of property and equipment (59,522) (106,177)
Net cash used in investing activities (59,522) (106,177)
Cash flows from financing activities:
Contribution from parent - 4,000,000
Net cash provided by financing activities - 4,000,000
Net change in cash and cash equivalents (174,981) 621,314
Cash and cash equivalents at beginning of year 969,994 348,680
Cash and cash equivalents at end of year $ 795,013 $ 969,994
Supplemental disclosures of cash flow information:
Cash (refunded) paid for state income taxes, net $ s 1,612! _$ 99,914
Cash paid for interest $ 5,759 $ 13,661

See accompanying notes to the financial statements and independent auditors' report.
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TEJAS SECURITIES GROUP, INC.
Notes to Financial Statements
December 31, 2012 and 2011

(1) Organization and Basis of Presentation

@

Tejas Securities Group, Inc. (the “Company™) is a wholly owned subsidiary of Westech Capital
Corp., a Delaware corporation (“Westech”, formerly Tejas Incorporated). The Company was
incorporated on March 2, 1994 under the laws of the State of Texas. The Company is primarily
engaged in securities brokerage, investment banking and trading activities for customers
throughout the United States. The Company’s headquarters are located in Austin, Texas. The
Company is registered as a broker-dealer in securities with the Securities and Exchange
Commission (“SEC”) and is a member of the Financial Industry Regulatory Authority, Inc.
(“FINRA”) and Securities Investors Protection Corporation.

The Company does not carry or clear customer accounts and all customer transactions are executed
and cleared through other broker-dealers, including its clearing organization, Penson Financial
Services, Inc., on a fully disclosed basis. These broker-dealers have agreed to maintain such
records of the transaction effected and cleared in the customers’ accounts as are customarily made
and kept by a clearing broker pursuant to the requirements of Rules 17a-3 and 17a-4 of the
Securities Exchange Act of 1934, as amended, and to perform all services customarily incident
thereto. As a result, the Company is exempt from SEC Rule 15¢3-3 and therefore is not required to
maintain a “Special Reserve Bank Account for the Exclusive Benefit of Customers.”

The Company is authorized to issue 1,000,000 shares of convertible preferred stock. The
convertible preferred shares may be issued at the discretion of the Board of Directors who will
determine the designations, preferences, voting powers, relative, participating, optional or other
special rights and privileges and the qualifications, limitations, and restrictions on any issuances.

Liquidity

In recent years, the Company has sustained losses and negative cash flows from operations
resulting in an accumulated deficit of $18,913,060. The Company also has a net capital
requirement of $250,000 and had net capital of $1,051,643 at December 31, 2012. The Company’s
ability to meet its obligations, including maintenance of its minimum net capital requirement, in
the ordinary course of business is dependent upon its ability to establish profitable operations or
raise additional capital through contributions from its parent through equity financing or other
sources of financing. As of December 31, 2012, the Company had working capital of $1,282,256.
The Company’s management has a 2013 operating budget that anticipates profitable operations and
believes that it can operate within its business plan over the next twelve months. Accordingly, the
Company’s management expects to be successful in maintaining sufficient working capital and
adequate net capital and will manage operations commensurate with its level of working capital
and net capital.

Summary of Significant Accounting Policies
(a) Basis of Accounting

These financial statements are presented on the accrual basis of accounting in accordance
with accounting principles generally accepted in the United States of America (“GAAP”)
whereby revenues are recognized in the period earned and expenses in the period incurred.
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TEJAS SECURITIES GROUP, INC.
Notes to Financial Statements
December 31, 2012 and 2011

(Continued)

Revenue Recognition

Agency commission revenues and related expenses from customer security transactions are
recorded on a trade date basis. Customer security transactions that are executed through the
Company’s proprietary trading account are recorded on a trade date basis as principal
commission revenues. The related expenses are also recorded on a trade date basis.Net dealer
inventory and investment revenue results from securities transactions entered into for the
account of the Company. Net dealer inventory and investment revenue includes both realized
and unrealized gains and losses, which are recorded on a trade date basis.

Investment banking revenue includes gains, losses, and fees, net of syndicate expenses,
arising from securities offerings in which the Company acts as an underwriter, financial
advisor or agent. Investment banking revenue also includes fees earned from providing
merger and acquisition advice, and other advisory services. Investment banking management
fees are recorded at the offering date, sales concessions on settlement date, and underwriting
fees at the time the underwriting is completed and the revenues earned are reasonably
determinable. Investment banking transactions may be completed on a best efforts or firm
commitment basis.

The Company periodically receives equity securities, including warrants and options, as part
of its compensation for investment banking engagements. These securities are recorded at
their intrinsic values at the time the engagement is completed, and are included in investment
banking revenue. The Company may distribute such equity securities to its employees or to
Westech, either through compensation agreements or by sale or dividend to Westech, at their
intrinsic value.

Date of Management Review

The Company’s management has evaluated subsequent events through February 28, 2013,
the date the financial statements were issued.

Cash and Cash Equivalents

Cash and cash equivalents include cash and highly liquid investments with a maturity at date
of purchase of ninety days or less.

Securities Owned and Securities Sold, Not Yet Purchased

Long and short positions in securities are reported at fair value and are classified as trading
investments. Securities with readily determinable market values are valued based on quoted
market prices. Securities with limited market activity for which quoted market values are not
readily determinable are valued based on management’s best estimate, which may include
dealer price quotations and price quotations for similar instruments traded. The Company
utilizes a fair value hierarchy that maximizes the use of observable inputs and minimizes the
use of unobservable inputs when measuring fair value and defines three levels of inputs that
may be used to measure fair value (see Note 6). The difference between cost and fair value
has been included in net dealer inventory and investment revenue in the accompanying
statements of financial position and operations. These investments are subject to the risk of
failure of the issuer and the risk of changes in market value in periods where there is limited
ability to trade such securities on the open market.
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TEJAS SECURITIES GROUP, INC.
Notes to Financial Statements
December 31, 2012 and 2011

(Continued)

Property and Equipment

Property and equipment are stated at cost. Depreciation is calculated using the straight-line
method over the estimated useful lives of the Company’s assets. Estimated useful lives for
property and equipment approximate those used for federal income tax purposes and range
from 3 to 7 years. Leasehold improvements are amortized using the straight-line method over
the shorter of the estimated useful lives of the improvements or the terms of the related
leases.

Long-lived assets, such as property and equipment, are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the
carrying amount of an asset to estimated undiscounted future cash flows expected to be
generated by the asset. If the carrying amount of an asset exceeds its estimated future cash
flows, an impairment charge is recognized to the extent the carrying amount of the asset
exceeds its fair value. Fixed assets held for sale are separately presented in the statements of
financial condition and reported at the lower of carrying amount or fair value, less disposal
costs. As of December 31, 2012, there were no circumstances that indicated the need to
adjust the carrying value of any property or equipment, nor did the Company have any fixed
assets held for sale.

Repurchase and Resale Agreements

Repurchase and resale agreements are treated as financing transactions and are carried at the
amounts at which the securities will be subsequently reacquired or resold as specified in the
respective agreements. There were no repurchase or resale agreements outstanding at
December 31, 2012 or 2011.

Income Taxes

The results of operations for the Company are included in the consolidated federal income
tax return of Westech. The Company is allocated its share of Westech’s federal income tax
expense or benefit in accordance with an intercompany tax allocation policy based on the
separate return method. Any resulting provision or benefit for income taxes is recorded as a
payable to or receivable from Westech. Separate state tax returns are filed for the Company
except for Texas franchise tax, and New York state and city corporation taxes are filed on a
consolidated basis by Westech with any provision or benefit allocated to the Company
recorded as a payable or receivable from Westech.

Deferred income taxes are accounted for under the asset and liability method. Deferred tax
assets and liabilities are recognized for the future tax benefits or consequences attributable to
differences between the financial statement carrying amounts of existing assets and
liabilities, and their respective tax bases and operating loss and tax credit carryforwards.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates
is recognized in the year of enactment for such tax rate changes.
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TEJAS SECURITIES GROUP, INC.
Notes to Financial Statements
December 31, 2012 and 2011

(Continued)

Authoritative guidance issued by the Financial Accounting Standards Board (“FASB”)
clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements. This guidance prescribes a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return. The guidance also provides standards on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure, and transition.

The evaluation of a tax position in accordance with the guidance is a two-step process. The
first step is a recognition process whereby the enterprise determines whether it is more likely
than not that a tax position will be sustained upon examination, including resolution of any
related appeals or litigation processes, based on the technical merits of the position. In
evaluating whether a tax position has met the more-likely-than-not recognition threshold, the
enterprise should presume that the position will be examined by the appropriate taxing
authority in possession of full knowledge of all information relevant to the examination. The
second step is a measurement process whereby a tax position that meets the more-likely-than-
not recognition threshold is calculated to determine the amount of benefit to recognize in the
financial statements. The tax position is measured at the largest amount of benefit that is
greater than 50% likely to be realized upon ultimate settlement.

Estimates

The preparation of financial statements in conformity with GAAP 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. Actual results could
differ from those estimates.

Financial Instruments Credit Risk

Financial instruments that potentially subject the Company to credit risk include cash and
cash equivalents, receivable from clearing organization, securities owned and securities sold,
not yet purchased, and advances to and notes from employees. At various times during the
year, the Company had cash and cash equivalents balances in excess of these limits. Cash
and cash equivalents are held by high credit quality financial institutions and no amounts
exceeded the FDIC insured limits as of December 31, 2012. At December 31, 2012,
$2,109,796, or 42% of the Company’s total assets, were net receivables from its clearing
organization. Securities owned and sold, not yet purchased are reported at fair value (see
Note 6).

Stock-Based Compensation

Certain of the Company’s employees may, at times, receive equity instruments of Westech as
compensation. The Company calculates the expense associated with equity compensation
using the Black-Scholes model and amortizes the expense on a straight-line basis over the
requisite service period of individual equity instrument awards.

Recent Accounting Pronouncements

Recent accounting pronouncements issued by the FASB, the American Institute of Certified
Public Accountants, and the SEC are not believed by the Company’s management to have a
material impact on the Company’s financial statements.

10
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TEJAS SECURITIES GROUP, INC.
Notes to Financial Statements
December 31, 2012 and 2011

(Continued)

Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15c3-1) which requires the
maintenance of minimum net capital and that the ratio of aggregate indebtedness to net capital,
both as defined, shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be
withdrawn or cash dividends paid if the resulting net capital ratio would exceed 12 to 1. At
December 31, 2012, the Company’s minimum net capital requirement was $250,000, with actual
net capital of $1,051,643. At December 31, 2012, the Company’s ratio of aggregate indebtedness to
net capital was 1.92to 1.

Transactions with Clearing Organization

The Company’s agreement with its clearing organization provides for clearing charges at a fixed
rate per ticket traded. The agreement also requires the Company to maintain a minimum deposit of
$1,000,000 on account with its clearing organization. This minimum deposit may be increased in
future at the clearing organization’s discretion based on the Company’s trading activity levels. The
Company does not anticipate that an increase in its minimum deposit requirement would be
detrimental to its financial condition or ability to conduct trading operations.

At December 31, 2012 and 2011, the Company’s net receivable from its clearing organization
consisted of the following:

2012 2011
Cash $ 1,941,224 § 2,645,565
Commissions receivable and other income 211,048 102,042
Clearing and other trading fees payable (42,476) (23,690)

$ 2,109,796 $ 2,723,917

Receivables from Employees

In 2012 and 2011, the Company made certain loans totaling $75,000 and $550,000, respectively, to
employees in connection with the commencement of their employment with the Company. These
loans bear an annual interest rate between 0% and 7%, and are scheduled to be repaid through
bonuses that will be payable to the employees in future periods if they remain in the Company’s
employ. In the event of termination of any of these employees, any unpaid loan balances
outstanding become due immediately. At December 31, 2012 and 2011, the principal balance due
the Company on these loans was $457,330 and $550,000, respectively.

On occasion, the Company makes zero interest unsecured advances to employees in months when
their commission payout does not meet a predetermined amount or for other reasons deemed
hardships by the Company. These advances are scheduled to be repaid through reductions of future
commissions or bonuses, or through regular salary withholdings. At December 31, 2012 and 2011,
the balance of advances due the Company was $77,400 and $25,000, respectively.

In December 2010, the Company issued zero interest rate notes totaling $95,199 to employees with
401(k) loans outstanding at the time the Company discontinued its 401(k) Plan. The loans may be
repaid through salary, bonuses and future commissions. At December 31, 2012 and 2011, the
balance due the Company on these notes was $5,092 and $27,918, respectively.

11
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TEJAS SECURITIES GROUP, INC.
Notes to Financial Statements
December 31, 2012 and 2011

(Continued)

Securities Owned and Securities Sold, Not Yet Purchased, at Fair Value

At December 31, 2012 and 2011, securities owned and sold, not yet purchased consisted of the
following:

2012 2011
Sold, not Sold, not
yet yet
Owned purchased Owned purchased
State/municipal obligations  § -3 -8 352,819 § -
Corporate bonds and notes 349,970 171,783 2,471,328 1,844,624
Equity/warrant securities 223,532 7,816 2,243,119 367,065

$ 573,502 $ 179,599 § 5,067,266 $ 2,211,689

Securities owned represent $573,502, or 11% of total assets, at December 31, 2012, with no
investment in any one security comprising more than 5% of total assets. Securities owned represent
$5,067,266, or 50% of total assets, at December 31, 2011, with $1,299,650, or 13% of total assets,
invested in one security.

For the years ended December 31, 2012 and 2011, the Company recognized unrealized gains of
$87,549 and unrealized losses of $89,628, respectively, associated with securities owned and
securities sold, not yet purchased.

The Company utilizes a fair value hierarchy that maximizes the use of observable inputs and
minimizes the use of unobservable inputs when measuring fair value and defines three levels of
inputs that may be used to measure fair value. Level 1 inputs are quoted prices in active markets
for identical assets or liabilities. Level 2 inputs are observable inputs other than quoted prices
included in Level 1 that are observable for the asset or liability either directly or indirectly,
including quoted prices for similar assets or liabilities in active markets, quoted prices in markets
that are not active, inputs other than quoted prices that are observable for the asset or liability or
inputs derived from observable market data. Level 3 inputs are unobservable inputs that are
supported by little or no market activity and are significant to the fair value of the assets or
liabilities.

The Company’s securities held at December 31, 2012 and 2011 that were measured at fair value
were as follows:

2012

Securities Owned Level 1 Level 2 Level 3 Total
Corporate bonds and notes $ - 8 349,970 $ - 8 349,970
Equity/warrant securities 223,532 - - 223,532
Total $ 223532 $ 349,970 $ - $ 573,502
2012

Securities Sold, Not Yet Purchased Level 1 Level 2 Level 3 Total
Corporate bonds and notes $ - $ 171,783 § - 8 171,783
Equity/warrant securities 7,816 - - 7,816
Total $ 7,816 $ 171,783 $ - $ 179,599
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TEJAS SECURITIES GROUP, INC.

Notes to Financial Statements
December 31, 2012 and 2011
(Continued)
2011
_Securities Owned Level 1 Level 2 Level 3 Total

State/municipal obligations $ -3 352,819 § - 8 352,819
Corporate bonds and notes - 2,471,328 - 2,471,328
Equity/warrant securities 2,243,119 - - 2,243,119
Total $ 2243,119 § 2,824,147 § - $§ 5,067,266
2011
Securities Sold, Not Yet Purchased Level 1 Level 2 Level 3 Total
Corporate bonds and notes $ - $ 1844624 $ - $§ 1,844,624
Equity/warrant securities 367,065 - - 367,065
Total $ 367,065 $ 1,844,624 $ - $ 2,211,689

Property and Equipment, Net
At December 31, 2012 and 2011, property and equipment consisted of the following:

2012 2011
Property and equipment $ 901,729 § 842,207
Leasehold improvements 1,651 1,651
903,380 843,858
Accumulated depreciation (715,448) (661,924)
$ 187,932 $ 181,934

Depreciation expense for 2012 and 2011 was $53,524 and $58,499, respectively, and is included in
other expenses in the accompanying statements of operations.

Accrued Commissions and Bonuses

Accrued commissions and bonuses are included in accounts payable, accrued expenses and other
liabilities in the accompanying statements of financial condition.

At December 31, 2012 and 2011, the Company had accrued commissions payable of $589,684 and
$548,899, respectively. The Company pays bonuses to its employees and officers at interim
periods and year-end. Management of the Company reviews both contractual and discretionary
bonus amounts. Accrued bonuses totaled $265,888 and $890,000 at December 31, 2012 and 2011,
respectively.

13
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TEJAS SECURITIES GROUP, INC.
Notes to Financial Statements
December 31, 2012 and 2011

(Continued)

Income Taxes

Income tax expense for the years ended December 31, 2012 and 2011 differs from the amount
computed by applying the U.S. Federal income tax rate of 34 percent to loss before income tax

expense as a result of the following:

2012 2011
Computed “expected” benefit $ (988,326) $ (856,818)
Meals and entertainment 87,986 91,921
State and city income tax, net of federal benefit 657 15,733
Incentive stock option expense 39,622 70,435
Tax-exempt interest (1,159) -
Non-deductible FINRA assessments 65,565 -
Charitable contributions 373,295 -
Other 12,519 39,153
Net increase in valuation allowance 411,967 663,382
Income tax expense $ 2,126 § 23,806

The tax effects of temporary differences that give rise to significant portions of the deferred tax

assets and liabilities at December 31, 2012 and 2011 are as follows:

2012 2011
Deferred tax assets:
Non-qualified stock option expense $ 684,081 $ 664,801
Charitable contribution carryforwards 226,852 555,357
Net operating loss carryforwards 1,910,196 1,163,327
Unrealized loss on securities held for investment 19,702 27,619
Other (55,887) (36,891)
Total gross deferred tax asset 2,784,944 2,374,213
Deferred tax liabilities:
Non-qualified stock option income 727,981 729,217
Total gross deferred tax liability 727,981 729,217
Valuation allowance 2,056,963 1,644,996
Net deferred tax asset $ - $ -

14
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Notes to Financial Statements
December 31, 2012 and 2011

(Continued)

In assessing the realizability of deferred tax assets, management considers whether it is more likely
than not that some portion or all of the deferred tax assets will not be realized. The ultimate
realization of deferred tax assets is dependent upon the generation of future taxable income during
the periods in which those temporary differences become deductible. Management considers the
scheduled reversal of deferred tax liabilities, projected future taxable income, and tax planning
strategies in making this assessment. Based upon the lack of historical taxable income and
projections for future taxable income over the periods which the deferred tax assets are deductible,
management believes it is more likely than not that the Company will not realize the benefits of
these future deductible differences. As such, the Company recorded a 100% valuation allowance
on its net deferred tax assets at December 31, 2012. At December 31, 2012, the Company had net
operating loss carryforwards of $5,618,224 which begin to expire in 2027 if not utilized. At
December 31, 2012, the tax years that remain subject to examination by jurisdiction are all years
after 2009 for Federal, Missouri and New York returns, and those years after 2008 for California
and Texas returns. Management has reviewed all open tax years and has concluded that there is no
impact on the Company’s financial statements and no tax liability resulting from unrecognized tax
benefits relating to uncertain income tax provisions taken or expected to be taken on a tax return.

Profit Sharing Plan

In January 1997, the Company instituted a profit sharing plan under section 401(k) of the Internal
Revenue Code. The plan allowed for all employees over the age of 21 to defer a predetermined
portion of their compensation for income tax purposes. Contributions by the Company were
discretionary. In October 2010, the Company elected to discontinue the profit sharing plan
effective December 1, 2010. All participants became fully vested in their plans at that date and
loans were deemed defaulted and taxable if not repaid. During 2011, the Company made final
contributions of $95,579 to the individual retirement accounts of employees previously enrolled in
the profit sharing plan. These contributions were included in commissions, employee compensation
and benefits in the accompanying statements of operations.

Concentration and Off Statement of Financial Condition Risks

The Company’s customers’ securities transactions are introduced on a fully disclosed basis with its
clearing organization. The clearing organization carries all the Company’s customer accounts and
is responsible for execution, collection and payment of funds, and receipt and delivery of securities
related to customer transactions. Off statement of financial condition risk exists with respect to
these transactions due to the possibility that customers may be unable to fulfill their contractual
commitments wherein the clearing organization may charge any losses it incurs to the Company.
The Company seeks to minimize this risk through procedures designed to monitor the credit
worthiness of its customers and that customer transactions are executed properly by the clearing
organization. Included in the Company’s clearing agreement with its clearing organization is an
indemnification clause. This clause addresses instances where the Company’s customers fail to
settle security transactions. In the event this occurs, the Company will indemnify the clearing
organization to the extent of the net loss on any unsettled trades. As of December 31, 2012, the
Company had not been notified by the clearing organization, nor was the Company otherwise
aware of any potential losses relating to this indemnification. -

The Company had $2,683,298, or approximately 54% of its total assets, in securities owned, at fair
value, and receivable due from its clearing organization, net, as of December 31, 2012.
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Notes to Financial Statements
December 31, 2012 and 2011

(Continued)

The Company enters into transactions in various financial instruments for its own benefit on either
a cash or margin basis. For margin transactions, the Company is extended credit by its clearing
organization, subject to various regulatory and internal margin requirements, collateralized by cash
and securities owned by the Company. Such transactions may expose the Company to significant
risks in the event margin requirements are not sufficient to fully cover any losses incurred. If the
Company is not able to satisfy its obligations under its margin agreement with its clearing
organization, it may be required to purchase or sell financial instruments at prevailing market
prices to fulfill those obligations.

Lease Commitments

The Company leases its office facilities and certain office equipment under operating leases. Future
minimum payments due under operating leases that have a remaining term in excess of one year as
of December 31, 2012 are as follows:

2013 $ 931,690
2014 915,765
2015 589,123
2016 371,392
2017 12,032
Thereafter

$ _2,820002

Rent expense totaled $957,101 and $617,398 for the years ended December 31, 2012 and 2011,
respectively, of which $342,000 in each of both years was paid to a related party (see Note 12).
Rent expense is included in communications and occupancy in the accompanying statements of
operations.

Related Party Transactions

The Company rents its Austin office facilities from TI Building Partnership, LTD., a wholly owned
subsidiary of Westech. Rent expense under this lease was $342,000 for each of the years ended
December 31, 2012 and 2011. The lease terminates in February 2015.

On occasion, the Company makes advances or extends loans to certain employees for a variety of
reasons (see Note 5). At December 31, 2012, twelve employees owed the Company a total of
$534,730 on outstanding loans and advances.

At December 31, 2012, Westech owed the Company $453,316 related to payments made by the
Company on Westech’s behalf to support legal and advisory expenses.

The employees, officers and management of the Company may maintain personal accounts with
the Company. When the Company executes securities transactions on behalf of its employees,
officers and management, those transactions are executed at current market prices, plus execution
costs. Some officers of the Company, one of which is a significant owner, routinely conduct such
transactions for their own accounts, and management of the Company deems the transactions to be
arms length transactions. The significant owner of the Company also makes many of the
proprietary trading decisions for the Company, including securities transactions between that
individual and the Company.
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(Continued)

(14) Commitments and Contingencies

Arbitrations

In July 2006, the Company sold $6 million face value of bonds to a buyer (“Buyer”) who claims
the bonds should have been delivered with conversion rights to a certain company’s equity
shares. The Company never received the equity shares from the seller of the bonds (“Seller”), and
therefore could not transfer them to the Buyer. The Buyer demanded that the Company furnish
those equity shares. In May 2011, the Buyer filed a FINRA arbitration against the Company. The
Company filed a third-party claim against the Seller, and a counterclaim against the Buyer for the
Company’s overpayment of other securities to the Buyer. During 2012, the Company reached
settlements with the Buyer and Seller and made net payments of $240,000, which is included in
professional fees expense in the accompanying statement of operations.

In December 2012, a former employee of the Company filed a FINRA arbitration against
the Company alleging breach of his employment contract and various other employment
law violations and requested remuneration and damages in the amount of $3,750,000.
Management of the Company does not believe this matter presents significant exposure to the
Company, and the Company filed a counterclaim against this individual in February 2013.

In February 2013, the Company initiated a FINRA arbitration against three former employees and a
third party entity. The Company is asserting claims for breach of fiduciary duty and unfair
competition against the former employees and against the third party for aiding and abetting breach
of fiduciary duty.

Litigation

A customer alleged breach of fiduciary duty, fraud and violations of the Texas Securities Act. The
Company paid the customer $52,500 during 2012 to settle this matter, which is included in
professional fees expense in the accompanying statement of operations.

The Company is involved in various other claims and legal actions, including arbitrations that have
arisen in the ordinary course of business. It is management's opinion that liabilities, if any, arising
from these actions will not have a significant adverse effect on the financial condition or results of
operations of the Company.

Regulatory Actions

In August 2012, the Company was fined $100,000 for violations of a FINRA regulation
related to analyst certification related to lack of disclosure on debt research reports. These
findings were the result of the Company’s 2011 routine FINRA examination. In November
2012, the Company was fined $91,000 for trading and market making violations related to
findings resulting from examinations conducted by FINRA during 2010 and 2011. As of
December 31, 2012 and 2011, unpaid fines, including interest, of $139,421 and $0,
respectively, were included in accounts payable, accrued expenses and other liabilities in
the accompanying statement of financial position.
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SCHEDULE 1
TEJAS SECURITIES GROUP, INC.
(A Wholly Owned Subsidiary of Westech Capital Corp.)
Computation of Net Capital and Aggregate Indebtedness

Pursuant to Rule 15¢3-1 of the Securities and Exchange Commission

As of December 31, 2012

Net capital:
Total shareholders' equity

Less:
Nonallowable assets:
Property and equipment, net
Receivables from employees
Receivable from parent
Securities and other investments not readily marketable
Other assets

Net capital before haircuts on securities
Haircuts on securities, including undue concentration
Net capital
Aggregate indebtedness:
Total liabilities

Less:
Securities sold, not yet purchased

Aggregate indebtedness

$ 2,795,113

187,932
539,822
453,316
137,555
331,787

1,650,412

1,144,701
93,058

S _Losiets.

$ 2,196,055

179,599
$ 2,016,456

Net capital requirement (greater of 6 2/3% of aggregate indebtedness or $250,000) § 250,000

Net capital in excess of minimum requirement

Ratio of aggregate indebtedness to net capital

S so1643

1.92to 1

Note: The above computation does not materially differ from the computation of net capital under
Rule 15¢3-1 as of December 31, 2012 as filed by Tejas Securities Group, Inc. on the original
unaudited filing of Part IIA of the FOCUS report for the period ended December 31, 2012.

Accordingly, no reconciliation is deemed necessary.

See notes to the financial statements and independent auditors' report.
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INDEPENDENT AUDITORS’ REPORT
ON INTERNAL CONTROL

To the Board of Directors of
Tejas Securities Group, Inc.:

In planning and performing our audit of the financial statements and supplemental schedule of Tejas
Securities Group, Inc. (the “Company™) as of and for the year ended December 31, 2012, in accordance
with auditing standards generally accepted in the United States of America, we considered the Company's
internal control over financial reporting (“internal control™) as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Company's internal control. Accordingly, we do not express an
opinion on the effectiveness of the Company's internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we have made
a study of the practices and procedures followed by the Company, including consideration of control
activities for safeguarding securities. This study included tests of such practices and procedures that we
considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic computations of
aggregate indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and recordation
of differences required by Rule 17a-13, or

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls and
of the practices and procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC's previously mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility are safeguarded against loss
from unauthorized use or disposition and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of financial statements in conformity with
generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in
internal control that is less severe than a material weakness, yet important enough to merit attention by
those charged with governance.

5918 West Courtyard Drive. Suite 500 » Austin. TX 78730
tel (512) 258-9670 ¢ fax (512} 258-5895 WWW.PMBHD.COM
PMB HELIN DONOVAN, LLP A MEMBER OF RUSSELL BEDFORD INTERNATIONAL LOCATIONS IN ILLINOIS, CALIFORNIA, TEXAS & WASHINGTON
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A material weakness is a deficiency, or combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatement of the Company's financial statements will not be
prevented, or detected and corrected, on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for safeguarding
securities that we consider to be material weaknesses, as defined previously.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Company's practices and procedures, as
described in the second paragraph of this report, were adequate at December 31, 2012, to meet the SEC's
objectives

This report is intended solely for the information and use of the Member, management, the SEC, the
Financial Industry Regulatory Authority, Inc. and other regulatory agencies that rely on Rule 17a-5(g)
under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not
intended to be and should not be used by anyone other than these specified parties.

PMB Helin Donovan, LLP

'DMB/M Damm/ e

Austin, Texas
February 28, 2013
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Independent Accountants’ Report on Applying Agreed-Upon Procedures Regarding Form SIPC-7

To the Board of Directors of
Tejas Securities Group, Inc.:

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying Schedule of Assessment and Payments
[General Assessment Reconciliation (Form SIPC-7)] to the Securities Investor Protection Corporation
- (“SIPC”) for the year ended December 31, 2012, which were agreed to by Tejas Securities Group, Inc.
and the Securities and Exchange Commission, Financial Industry Regulatory Authority, Inc., and SIPC
solely to assist you and the other specified parties in evaluating Tejas Securities Group, Inc.’s compliance
-— with the applicable instructions of Form SIPC-7. Tejas Securities Group, Inc.'s management is
responsible for Tejas Securities Group, Inc.'s compliance with those requirements. This agreed-upon
procedures engagement was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants. The sufficiency of these procedures is solely the
responsibility of those parties specified in this report. Consequently, we make no representation regarding
the sufficiency of the procedures described below either for the purpose for which this report has been
requested or for any other purpose. The procedures we performed and our findings are as follows:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement
records entries (cash disbursements journal), noting no differences;

—_ 2. Compared the amounts reported on the audited Form X-17A-5 for the year ended December 31,
2012, as applicable, with the amounts reported in Form SIPC-7 for the year ended December 31,
2012, noting no differences;

- 3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working
papers, noting no differences; and

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related
. schedules and working papers supporting the adjustments, noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance. Accordingly, we do not express such an opinion. Had we

-— performed additional procedures, other matters might have come to our attention that would have been
reported to you.

This report is intended solely for the information and use of the specified parties listed above and is not
- intended to be and should not be used by anyone other than these specified parties.

PMB Helin Donovan, LLP

PMYEB #Holen dem/ e

Austin, Texas
February 28, 2013
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SIPC-7

(33-REV 7/10)

(Read carefully the instructions in your Working Copy before completing this Form)

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

SECURITIES INVESTOR PROTECTION CORPORATION

P.O. Box 92185 Washington, D.C. 20090-2185
202-371-8300

General Assessment Reconciliation
For the tiscal year ended 12/31/2012

SIPC-7

(33-REV 7/10)

1. Name of Member, address, Designated Examining Authority, 1934 Act registration no. and month in which fiscal year ends for
purposes of the audit requirement of SEC Rule 17a-5:

l 047433 FINRA DEC

TEJAS SECURITIES GROUP INC
ATTN: ACCOUNTS PAYABLE

3226 BEECAVES RD
AUSTIN TX 78746-4909

L

18*18

2. A. General Assessment (item 2e from page 2)

8/ »//a

"Date Paid

o m m o o

PAID WITH THIS FORM:

Less prior overpayment applied

Interest computed on late payment (see instruction E) for

Check enclosed, payable to SIPC
Total {must be same as F above)

H. QOverpayment carried forward

Less payment made with SIPC-6 filed (exclude interest)

Assessment balance due or {overpayment)

$

Note: If any of the information shown on the
mailing label requires correction, please e-mail
any corrections to form@sipc.org and so
indicate on the torm filed.

Name and telephone number of person to
contact respecting this form.

__days at 20% per anaum

Total assessment balance and interest due (or overpayment carried forward)

2,523,106

$

54, 316. 33

—

32,693.17 )

21,533 )b

$

)

3. Subsidiaries (S) and predecessors (P) included in this form {give name and 1834 Act registration number):

The SIPC member submitting this form and the
person by whom it is executed represent thereby

that all information contained herein is true, corract

and complete.

Dated the_J ¥ day of___guuwr’y

, 2007

J2515 S s Lonrnp, Foc.

{Name ol Corpo

artnership or other orfanization)

{Authorized Signature)

A40)

This form and the assessment payment is due 60 days after the end of the fiscal year. Retain the Working Copy of this form
for a period of not less than & years, the latest 2 years In an easily accessible place.

fﬁ Dates:

= Postmarked Received Reviewed

(V¥ ]

E Calculations Documentation
=

<> Exceptions:

-

e« Disposition of exceptions:

Forward Copy



DETERMINATION OF “SIPC NET OPERATING REVENUES”

AND GENERAL ASSESSMENT

Amounts for the fiscal period
beginning 1/1/2012
and ending 12/31/2012

Eliminate cents

Item No.
2a. Total revenue (FOCUS Line 12/Part 1IA Line 9, Code 4030) $___232,762,993.5 5

2b. Additions:

-

(1) Total revenues from the securities business of subsidiaries (except foreign subsidiaries) and
predecessors not included above.

{2) Net loss from principal transactions in securities in trading accounts.

{3) Net loss from principal transactions in commodities in trading accounts.

{4) Interest and dividend expense deducted in determining item 2a.

(5) Net loss from management of or participation in the underwriting or distribution of securities.

(6) Expenses other than advertising, printing, registration fees and legal fees deducted in determining net
profit from management of or participation in underwriting or distribution of securities.

(7) Net loss from securities in investment accounts.

Total additions

2¢. Deductions:

(1) Revenues from the distribution of shares of a registered open end investment company or unit
investment trust, from the sale of variable annuities, from the business ot insurance, from investment
advisory services rendered to registered invesiment companies or insurance company separate
accounts, and from transactions in security futures products.

{2) Revenues from commodity transactions.

(3) Commissions, floor brokarage and clearance paid to other SIPC members in connection with
securitias transactions.

(4) Reimbursements for postags in connection with proxy solicitation.
(5) Net gain from securitias in investment accounts.

(6) 100% of commissions and markups earnad from transactions in (i) certificates of deposit and
(ii) Treasury bills, bankers acceptances or commercial paper that mature nine months or less

from issuance date.

(7) Direct expenses of printing advertising and legal fees incurred in connection with other revenue
related to the securilies business (revenue defined by Section 18(9)(L) of the Act).

(8) Other revenue not related either directly or indirectly to the securities business.
(See Instruction C):

1,070,453, 047

(Deductions in excess of $100,000 require documentation)

(9) {i) Total interest and dividend expenss (FOCUS Line 22/PART I1A Line 13,
Code 4075 plus line 2b(4) above) but not in excess /
of total interest and dividend income. $ N/A

(i) 40% of margin interest sarned on customers securities
accounts (40% of FOCUS line §, Code 3960).

Enter the greater of line (i) or {ii)

Total deductions

2d. SIPC Net Operating Revenues

20. General Assessment @ .0025

$ al,tﬂ, 530'-{'

sS4, 3n.33

(o page 1, line 2.A.)



