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OATH OR AFFIRMATION

Larry Tate swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

SWS Financial Ser.ices Inc as

of June 30th 2014 are true and correct 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 customer except as follow

VILMA IDALIA GALVAN

Notary Public
NotarY Public State of Texas

This report contains check all applicabi

LJ Facing Page
Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

LI Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 5c3- and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule l5c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

LJ An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e3



SWS Financial Services Inc
Wholly Owned Subsidiary of SWS Group Inc

Financial Statements and Supplemental Schedules Pursuant to

Rule 17a-5 of the
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SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Statement of Financial Condition

June 30 2014

Assets

Cash 6000

Receivable from affiliate 270449

Clearing deposit with affiliate 300000

Fixed assets net of accumulated depreciation of $8060 64529

Securities owned at fair value 981681

Other assets 61488

Total assets 1684147

Liabilities and Stockholders Equity

Accounts payable 23883

Income taxes payable 103362

Total liabilities 127245

Common stock without
par

value Authorized 1000000 000

shares issued and outstanding 10000 shares

$1000 stated value

Additional paid-in capital 250000

Retained earnings 1305902

Total stockholders equity 1556902

Total liabilities and stockholders equity 1684147

The accompanying notes are an integral part of this financial statement



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Statement of Operations

Year Ended June 30 2014

Revenues

Commissions 22572612

Insurance revenue 8746269

Investment banking advisory and administrative fees 3567877

Interest 51750

Net gains on principal transactions 1423

Other 1415905

36355836

Expenses

Commissions and other employee compensation 31013939

Occupancy equipment and computer service costs 896124

Floor brokerage and clearing organization charges 712231

Communications 156855

Advertising and promotional 32081

Other 565083

33376313

Income before income tax expense 2979523

Income tax expense 1064840

Net income 1914683

The accompanying notes are an integral part of this financial statement



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Statement Of Stockholders Equity

Year Ended June 30 2014

Additional

Common Stock Paid-in Retained

Shares Amount Capta1 Earnings Total

Balance at June 30 2013 10000 1000 250000 1091219 1342219

Net income 1914683 1914683

Dividend paid to Parent 1700000 1700000

Balance at June 30 2014 10000 1000 250000 1305902 1556902

The accompanying notes are an integral part of this financial statement



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Statement of Cash Flows

Year Ended June 30 2014

Cash flows from operating activities

Net income 1914683

Adjustments to reconcile net income to net cash provided by operating activities

Depreciation 19314

Deferred income tax expense 8199

Dividend payment on NASDAQ stock 1144

Changes in operating assets and liabilities

Receivable from affiliate 116578

Securities owned net 1512
Income taxes payable 357802

Other Assets 1478

Accounts payable 946

Net cash provided by operating activities 1701136

Cash flow from investing activities

Purchase of fixed assets 1136

Net cash used in investing activities 1136

Cash flow from financing activities

Payment of cash dividend to Parent 1700000

Net cash used in financing activities 1700000

Net change in cash

Cash at beginning of year 6000

Cash at end of year 6000

Supplemental cash flow disclosures

Cash paid for interest

Cash paid for taxes 1388268

The accompanying notes are an integral part of this financial statement



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Notes to Financial Statements

Organization

General

SWS Financial Services Inc Company Texas company is wholly owned subsidiary of

SWS Group Inc Parent The Company is registered broker/dealer in securities under the

Securities Exchange Act of 1934 Exchange Act The Company is also registered with the

Commodity Futures Trading Commission CFTC as non-guaranteed introducing broker and is

member of the National Futures Association NFA
The Company contracts with individual licensed registered representatives who conduct their

securities business through the Company These contract-registered representatives are responsible

for their own direct expenses All customer transactions are cleared through an affiliate

broker/dealer Southwest Securities Inc SWS on fully disclosed basis Accordingly the

Company is exempt from Exchange Act Rule 5c3-3 under the Securities Exchange Act of 1934 as

amended Exchange Act Rule 15c3-3 under Section k2ii of this rule SWS also provides all

accounting administrative services management services and office facilities to the Company in

accordance with an expense sharing agreement in the amount of $50000 per year Based on

clearing agreement between SWS and the Company the Company pays clearing fee to SWS for

handling all trades for the Company and has deposit with SWS for $300000 Additionally SWS

collects all revenues and pays all expenses on behalf of the Company The net effects of these

transactions are recorded in receivable from affiliate on the Statement of Financial Condition The

amount of clearing fees paid to SWS for the Companys trades for the fiscal year ended June 30

2014 was $712231

On the Statement of Financial Condition the total receivable from SWS is $270449

The Company received fee income from Southwest Financial Insurance Agency Inc and

Southwest Insurance Agency Inc of $8746268 for the fiscal year ended June 30 2014

Southwest Financial Insurance Agency Inc and Southwest Insurance Agency Inc are affiliates of

the Company These entities hold insurance agency licenses for the purpose of facilitating the sale

of insurance and annuity products The Company retains no underwriting risk related to the

insurance and annuity products sold

The financial statements do not include statement of changes in liabilities subordinated to Claims

of General Creditors pursuant to Securities and Exchange Commissions Rule 17a-5d2 since no

such liabilities existed as of or during the fiscal year ended June 30 2014

Merger Agreement On March 2014 the Parent entered into an Agreement and Plan of Merger

Merger Agreement with Hilltop Holdings Inc Hilltop and Peruna LLC wholly-owned

subsidiary of Hilltop whereby if the merger contemplated therein is completed the Parent will

become wholly-owned subsidiary of Hilltop If the merger is completed each share of SWS

Group Inc common stock will be converted into the right to receive $1.94 of cash and 0.2496 of

share of Hilltop common stock The value of the merger consideration may fluctuate between the

date of the Parent special meeting of stockholders and the completion of the merger based upon the

market value for Hilltop common stock It is currently anticipated that the completion of the merger

will occur by the end of 2014 subject to the receipt of SWS Group Inc stockholder approval

regulatory approvals and other customary closing conditions



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Notes to Financial Statements

Summary of Significant Accounting Policies

Cash Flow Reporting

For purposes of the statement of cash flows the Company considers cash to include cash on hand

and in bank accounts The Federal Deposit Insurance Corporation FDIC insures accounts up to

$250000 At June 30 2014 the cash balances did not exceed the federally insured limit

Securities Owned at fair value

Marketable securities are valued at fair value based on quoted market prices and securities not

readily marketable are valued at fair value as determined by management The increase or decrease

in net unrealized appreciation or depreciation of securities owned is credited or charged to

operations and is included in net gains on principal transactions in the statement of operations.At

June 30 2014 securities owned consisted of money market investments of $981681

Fair Value of Financial Instruments

Fair value accounting establishes framework for measuring fair value Under fair value

accounting fair value refers to the price that would be received to sell an asset or paid to transfer

liability in an orderly transaction between market participants on the measurement date in the

market in which the reporting entity transacts Further fair value should be based on the

assumptions market participants would use when pricing the asset or liability In support of this

principle fair value accounting establishes fair value hierarchy that prioritizes the information

used to develop those assumptions The fair value hierarchy gives the highest priority to quoted

prices in active markets and the lowest priority to unobservable data Under the standard fair value

measurements are separately disclosed by level within the fair value hierarchy The standard

describes three levels of inputs that may be used to measure fair value

Level Quoted prices in an active market for identical assets or liabilities All of the Companys

securities owned portfolio are valued using Level inputs Valuation of these instruments does not

require high degree ofjudgment as the valuations are based on quoted prices in active markets

that are readily available

Level Observable inputs other than Level prices such as quoted prices for similar assets or

liabilities in active markets quoted prices in markets that are not active or other inputs that are

observable or can be corroborated by observable market data for substantially the full term of the

assets or liabilities The Company currently does not have any assets or liabilities utilizing Level

inputs

Level Unobservable inputs that are supported by little or no market activity and that are

significant to the fair value of the assets and liabilities The Company does not have any assets or

liabilities categorized as Level

The following is description of the valuation methodologies used for instruments measured at fair

value on recurring basis and recognized in the accompanying Statement of Financial Condition as

well as the general classification of such instruments pursuant to the valuation hierarchy

Securities Owned Portfolio Securities classified as Level securities primarily consist of

financial instruments whose value is based on quoted market prices in active markets such as

corporate equity securities and money market instruments



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Notes to Financial Statements

Substantially all of the Companys financial assets and liabilities are carried at fair value or at

amounts which because of their short-term nature approximate current fair value

Fixed Assets

Fixed assets are comprised of furniture and equipment $746806 and leasehold improvements

$123733 which are stated at cost Depreciation of furniture and equipment is provided over the

estimated useful lives of the assets from three to seven years and depreciation on leasehold

improvements is provided over the shorter of the useful life or the lease term up to fifteen years

using the straight-line method Additions improvements and expenditures for repairs and

maintenance that significantly extend the useful life of an asset are capitalized Other expenditures

for repairs and maintenance are charged to expense in the period incurred

Commissions

Commissions revenue and related clearing expenses are recorded on trade-date basis as securities

transactions occur

Investment Advisory Fees

Investment advisory fees are recorded when earned based on the period-end assets in the accounts

Income Taxes

The Company files consolidated federal income tax return with its Parent For purposes of these

financial statements current income taxes are computed as if the Company filed separate income

tax return

income taxes are accounted for under the asset and liability method Deferred tax assets and

liabilities are recognized for the estimated future tax 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 in effect for the year in which those temporary

differences are expected to be recovered or settled The effect on deferred tax assets and liabilities

of change in tax rates is recognized in income in the period that includes the enactment date

The Company has no uncertain tax positions The Company recognizes interest and penalties on

income taxes in income tax expense With limited exception the Company is no longer subject to

U.S federal state or local tax audits by taxing authorities for years preceding 2010 The Joint

Committee completed its review of the Parents consolidated returns for 2008 through 2011 with no

exceptions thereby concluding the matter

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted

in the United States of America requires management to make estimates and assumptions that affect

the reported amounts of assets and liabilities and disclosures 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

Net Capital Requirements

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

Rule 15c3-1 which requires the maintenance of minimum net capital of the larger of $250000



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Notes to Financial Statements

or 1/15 of aggregate indebtedness At June 30 2014 the Company had net capital of$1140802

which was $890802 in excess of its minimum net capital requirement at that date At June 30

2014 the Company had aggregate indebtedness of $127245 Aggregate indebtedness as

percentage of net capital was 11% at June 30 2014

Fair Value of Financial Instruments

The following table summarizes by level within the fair value hierarchy securities owned at fair

value as ofJune 30 2014

Level Level Level Total

Securities owned at fair value

Money market instruments 981681 981681

Income Taxes

Income tax expense for the fiscal year ended June 30 2014 effective rate of 35.7% differs from

the amount that would otherwise have been calculated by applying the U.S federal
corporate tax

rate 35%to income before income taxes and is comprised of the following

Income tax expense at the statutory rate 1042833

State income tax expense 21991

Non-deductible meals and entertainment 940

Other net

1064840

Income taxes as set forth in the statement of operations consist of the following components

Federal and state

Current 1056641

Deferred 8199

Total income taxes 1064840

The tax effect of temporary differences for depreciation at rates different for tax than financial

reporting gave rise to the Companys deferred tax asset The deferred tax asset which is included

in other assets was $8044 at June 30 2014

The Company assesses the ability to realize its deferred tax assets based upon the weight of

available evidence both positive and negative To the extent the Company believes that it is more

likely than not that some portion or all of the deferred tax assets will not be realized the Company
will establish valuation allowance At June 30 2014 the Company evaluated the realizability of

its deferred tax assets and concluded based on the Companys past history of profitability and

future earnings projections that valuation allowance was not required



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Notes to Financial Statements

The amount of current taxes payable to the Parent on the Statement of Financial Condition was

$103362 at June 30 2014 and is included in taxes payable

The Company recognizes interest and penalties on income taxes in income tax expense There

were no interest or penalties during fiscal 2014

Financial Instruments with Off-Balance-Sheet Risk

The Company clears all of its securities transactions through SWS on fully disclosed basis

Accordingly substantially all of the Companys credit exposures are concentrated with SWS

Pursuant to the terms of the agreement between the Company and SWS SWS has the right to

charge the Company for losses that result from counterpartys failure to fulfill its obligations
and

the right to rehypothecate the securities held

At June 30 2014 the Company is not aware of any losses for which it will be charged by SWS At

June 30 2014 the Company has recorded no liabilities with regard to this right

Employee Benefits

On November 12 2003 the stockholders of the Parent approved the adoption of the SWS Group

Inc 2003 Restricted Stock Plan the 2003 Restricted Stock Plan The 2003 Restricted Stock

Plan allowed for awards of up to 1250000 shares of the Parents common stock to the Parents

directors officers and employees including the Companys officers and employees No more than

300000 of the authorized shares could be newly issued shares of common stock The 2003

Restricted Stock Plan terminated on August 21 2013

On November 15 2012 the stockholders of the Parent approved the adoption of the SWS Group

Inc 2012 Restricted Stock Plan the 2012 Restricted Stock Plan The 2012 Restricted Stock Plan

allows for awards of Parents common stock to the Parents directors officers and employees

including the Companys officers and employees The 2012 Restricted Stock Plan authorizes up to

2630000 shares of the Parents common stock to be delivered pursuant to awards granted under

the 2012 Restricted Stock Plan The 2012 Restricted Stock Plan terminates on November 15 2022

The vesting period is determined on an individualized basis by the Parents Compensation

Committee of the Board of Directors In general restricted stock granted to employees under the

2012 and 2003 Restricted Stock Plans vests in equal amounts on each anniversary of the date of

grant over three
year period or is subject to four year cliff vesting schedule For the year ended

June 30 2014 the Company has recognized compensation expense of approximately $4125 for all

restricted stock granted to the Companys employees

Commitments and Contingencies

In the general course of its brokerage business the Company has been named as defendant in

various lawsuits and arbitration proceedings These claims allege violation of federal and state

securities laws Management believes that resolution of these claims will not result in any material

adverse effect on the Companys financial position or results of operations

10



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Schedule Computation of Net Capital Pursuant to Rule 15c3-1

of the Securities Exchange Act of 1934

June 30 2014

Total stockholders equity from the statement of financial condition 1556902

Deductions andlor charges nonallowable assets

Receivable from affiliate 270449

Fixed assets 64529

Prepaids and deferred taxes 61488 396466

Net capital before haircuts 1160436

Haircuts on securities positions

Net capital 1140802

Net capital requirement larger of 1/15 of aggregate

indebtedness or $250000 25000Q

Excess net capital 890802

Aggregate indebtedness 127245

Ratio of aggregate indebtedness to net capital
11%

Note The above computation does not differ materially from the computation of net capital under Rule

15c3-1 as of June 30 2014 filed by the Company with the Financial Industry Regulatory

Authority on July 24 2014

11



SWS Financial Services Inc

Wholly Owned Subsidiary of SWS Group Inc

Schedule II Computation of Determination of Reserve Requirements under

Rule 15c3-3 of the Securities Exchange Act of 1934

June 30 2014

The Company claims exemption from SEC Exchange Act Rule 15c3-3 under paragraph k2ii of that

Rule



SWS SWS FINANCIAL
GROUP SERVICES

Building what you valuef

SWS Financial Services Inc

Exemption Report

For the period from June 2014 to June 30 2014

We as members of management of SWS Financial Services Inc the Company are

responsible for complying with 17 C.F.R 240.17a-5 Reports to be made by certain brokers

and dealers and complying with 17 C.F.R 240.15c3-3k2ii the exemption provisions

To the best of our knowledge and belief we state the following

We identified the exemption provisions and we met the identified exemption provisions

throughout the period June 2014 to June 30 2014 without exception

President and Chief Executive Officer

SWS Financial Services Inc 1201 Elm Street Suite 3500 Dallas Texas 75270-2180 214 859-1800 www.swst.com

MEMBER FINRA/SIPC
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REPORT OF INDEPENDENT REGiSTERED PUBLIC ACCOUNTINGFIRM
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Board of Iirectors and Stockholder

SWS financial Services lrn

\X have rcviewed nianageznc.nts statements includcd in the accompanying Exemption R.cport in which

S\VS inancial Sen ices Inc Ielawaie corpo ation and wholly owned subsidiary of SWS Group Inc the

ompam identified the following proc isions of 11 C.i SlScS 3k under which thc Company claimed an

eccmption from C.l.R 240 15c3 paragraph iithe aemption provisions and the ompans

stated that the Compan met the identified exemption provisions fromJune 12011 to June 302011 without

cxction The Companys management is responsible for compliance with thc exemptioi pron atd its

tateinents

Our criew was conducted in accoidance with thc st indaids of the Public Company ccountinp essight

Board nited States and accordingis includcd inquiries and other required proceduies to obtain eidence

abou the ompams compliance vJth the exemption psocisions reciesc is %ubsrantiallc less in scope than

an examination the objecthe of ltich is the
expression

of an opinion on managements statcments

ccordinglv do not eq ress such an opinion

liased on our review we not aware of ans material modifications that should bc made to managemcnt

statunents referred to abo for them to be fat statcd in all material respects based on the proc isions set

forth in paragraph kX2 ii of Rule ISO under the Securities Exchange Act of 1931

rJ Pe7Jt

Lallas lexas

ugust 25 2011

rn is ivsLiP
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOLNTING FIRM

Gmtlhorntor ISP
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Board of Directors 11

SV4 1inancial Services Inc

In accosdatice with Rule Pa undcr thc Sccurtues Eschanpc kci of 1934 we have perfosniet
tin

proceduiet enumerated be with iesptct to the accompaninp Schedule of ssessment and Payments

General .bsessment Rec nulianon orm SIN to the Sccurities Investor Protection C4orpors tion

Silk for the sear ended June 30 7011 which were agrecd to by SWS Financial Sersices Inc thc

Company and the U.S curiues mci kxchanpc Commission Financial lndustry Regulator tuthorit Inc

SIN and soiel to assist si and the other spccifled parties
in evaluating the Compan compliance with the

applicable instructions of th General ssc.ssment Reconciliation FormSIPC the Companss minagement

is respnnsihle for the ompans comrdiance with thost requirements

ibis agreed upon procedur engagcnient was c.onduc ted in accordance with attestation standards established

the American Institute of crtifted Public \ccountants lhc sufflcienc of these pioccdures as solely tin

responsibilit
of those paths speciflcd in this report Consequently we make no representation ugardinp the

cut ticienc of the procedurcc dcst.ribed below citaes for the purposc for which this
report

has ban
requt

stcd

or fot am othes purpose se proccduies ss pet
formed and our findings are as follows

Compared the listed sc.ssment payments in Form SJPC-7 with respecth cash disbursement recoids

entries noting no diffetences

Compared the amounts reported in the auditcd orm 17A-5 for the seat ended June 30 2011 as

applicable
with thc as saints reported in orm SIN fos the

yeas
ended June 30 2014 noting no

differcnces

Compared am adjustments reported in lou SIN wtth supporting schedules and workinp pa ers

noting no differences

Proved the arithmc tied accuracs of thc calculations reflected in lorm SIPC and in the related schc dule

and workin papas supporting tle adgustnscnts noting no differences

Wc werc not engaged to and did not conduct an ecamination the objectis of hich would be the apse sion

of an opinion on compliance cordinpls we to not ccpress
such an opuuon lad we petformec addttsonal

procedures other matters aq.ht has come to our ittennon that would have been reported to son

lists tport is intendcd solel for the informanos as dust of the specified parties listcd aba and is not intc stied

to be and should not be used by ans one other than these speciflid parties

Iallas lexas

ugust 252014

ksiknsr UP



SWS FINANCIAL SERVICES INC

Schedule of Securities Investor Protection Corporation

Assessments and Payments

For the year ended June 30 2014

Date Paid Amount Paid

February 04 2014 23883.64

August 19 2014 22233.72


