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, swear (OT ‘4 nrm) that, to the

I,-, ) Inz T?'Q] P ata R
best of my knowlﬂdge and-belief ‘the accompanying Lmanaal statement and supoortmg schedules pert me o the firm of
Tone Star Serurltles, Inc ‘ - - as of
September 30, 2003 are true and-correct. I further swear (or affirm) that néither the company

nor any partner, proprietor, principal officer or director ‘has-any proprietary interest in any account classified soley as that of

a customer, except as follows:

Tide' 7

GAYLE J. CLARK
MY COMMISSION EXPIRES
August 2, 2005

TR

‘:‘) + =
”u? i

This report** contains (check all applicable boxes):
ZX (a) Facing page. '

EX (b) Statement of Financial Condition.

ZX (¢) Statement of Income (Loss).

ZX (d) Statement of W‘@W Cash & lows .

XX {e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Propn tor’s Capital.

X‘}x (f) Statement of Changes in Liabilities Subordinated to Claims of Cr°cmors N

XX (g) Computation of Net Capital

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

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

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

o Computation for. Determination of the Reserve Requirements Under Exhibit A of Rule 75c3-3

1 {k) A Reconciliation between the audited and unaudited SIa""nems of Financial Condition with respect to methods of con-
solidation. '

RX (1) An Oath or Affirmation.

3 {m)A copy of the SIPC Supplemental Report. . »

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

2

**for conditions of confidential treatment of certain pordions of this fliing, see section 240.17a-5(e)(3).

'
4
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PHILLIPS & COMPANY, L.L.P.

- Certified Public Accountants

Edgar A. Phillips, CPA ‘ . Phone (325) 677.7991
Charles F. Egger, CPA - ) Toll Free  (800) 477-1848

David M. Smith, CPA ) Fax (325)677-7048

" Report of Independent Certified Public Accountants

Board of Directors

Lone Star Securities, Inc.
15851 Dallas Pkwy, Suite 105
Addison, Texas 75001

‘We have audited the accompanying statement of financial condition of Lone Star
Securities, Inc. as of September 30, 2003, and the related statement of income, statement of
changes in stockholders' equity, and statement of cash flows for the year then ended. 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 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 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 bpinion, the financial statemehts_referred to above, present fairly, in all material
respects, the financial condition of Lone Star Securities, Inc. as of September 30, 2003 and the

results of its operations and its cash flows for the year then ended, in conformity with generally
accepted accounting principles in the United States of America.

(i 1 Congpony, 447
- CERTIFIED PUBLIC ACCOUNTANTS

November 14, 2003

500 Chestnut = Suite 901 ® Abilene, TX 79602 .
Mailing Address: PO. Box 3034 @& Abilene, TX 79604



LONE STAR SECURITIES, INC.

‘STATEMENT OF FINANCIAL‘VCONDITION‘
September 30, 2003

ASSETS

Cash in bank (Note 1.C) .
Certificate of deposit (Notes 1.C & 2)
Prepaid CRD account
Prepaid legal expense

~Accounts receivable - issuers
Advances to salesmen
Accrued interest receivable (Note 2)

' Total current assets

- Leasehold improvements (net of accumulated depreciation)
Loan to shareholder (Note 3)

Total Asséts ; -

- LIABILITIES AND SfQCKHOLDERS' EQUITY

Liabilities
Payroll taxes payable .
Accounts payable
~ Federal income taxes payable

Total Liabi_lities o

‘Stockholders’ equity :
Preferred stock - $51.20 par value callable and
redeemable at $52. 45; Authorized 20,000 shares:
Issued and outstanding 2,146 shares (Note 5)
Discount on preferred stock - .
Common stock - no par; authorized 1,000,000
~ shares; issued and outstanding 1,802 shares
Additional paid in capital -
Retained deficit

Total Stockhoiders' Equity

Total Liabilities and Stockholders' Equity

e

The accompanying notes are an integral part of this ﬂnahcial statement.

1,837
6,303
756
1,695
6,378
98,948
17

115,934
3,179

35,038

154,151

1,017
883
748

2,648

109,875
(4,966)

45,965
14,800
(14,171)

151,503

154,151
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LONE STAR SECURITIES, INC.

STATEMENT OF INCOME - CONTINUED
For the Year Ended September 30, 2003

Management fees

Dues and subscriptions

Bonds

Insurance

Forgiven debt

Uneamed commissions
Contributions <

Net Loss Before Federal Income Tax
Provision for federal income tax

Net Loss

‘The accompanying notes are an integrai part of this financial statement.

69,184
3,464
953
16,661
5,000
140,142
1,261

941,576

" (5,061)

_(726)

(5.787)
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LONE STAR SECURITIES, INC.

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

For the Year Ended September 30, 2003

Capital Stock

Additional Discount on

. ’ Paid In

Preferred Retained
Preferred = Common Capital Stock Deficit Total
Balances at October 1, 2002 $ 109,875 § 45965 $§ 14,800 $ (4,966) $ (8,384).$ 157,290
Net loss (5,787) (5,787)
Balances at September 30, 2003 $ 109,8’?5 $ 45965 $ 14800 $ (4,966) $ (14171) $ 151,503

The accompanying notes are an integra!l part of this financial statement.
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LONE STAR SECURITIES, INC.

STATEMENT OF CASH FLOWS
For the Year Ended September 30, 2003

Increase (Decreasé) in cash and cash equivalents
Cash flows from operating activities
Net loss ,
Adjustments to reconcile net income to net cash provided
by operating activities: '
Depreciation expense
Changes in assets and liabilities:
- . Increase in prepaid CRD
Decrease in accrued interest receivable
Decrease in accounts receivable - issuers
Decrease in advances to salesmen
Increase in prepaid legal expense ‘
Decrease in federal income tax receivable
Decrease in CRD accounts payable
Increase in accounts payable
Increase in income taxes payable
‘Decrease in payroll taxes payable

Net cash provided by operating activities

Cash flows from investing activities
Loan to shareholder

Net cash used by investing activities
Decrease in cash
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The accompanying notes are an integral part of this financial statement.

$ (5,787)

87

(755)
6
1,300
21,977
(1,695)
6,432
(398)
883
748
(500)

22,298

(25,066)

(25,066)

(2,768)

10,908

$ 8,140
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NOTE 1.

LONE STAR SECURITIES, INC.

' NOTES TO FINANCIAL STAT‘EMENTS
¢ September 30, 2003

SUMMARY OF QIGNIFICANT ACCOUNTING POLiClES

This is a summary of the éigniﬁcant accounting policies of Lone Star Securities, Inc.
(the Company). The financial statements and notes are representations of the
Company’s management.

A. NATURE OF‘ BUSINESS

Lone Star Securities, Inc. sells direct participation programs in oil and gas.ventures
for Harbor Resources, L.L.C. (a related entity) and for three third party entities, Fossil
Resources, Inc., GHFT Corporation, and Wave Energy, Inc. Lone Star Securities,
Inc. has a separate written agreement with each entity, whereby the Company
receives a percentage of the subscriptions sold. The oil and gas programs are
marketed by Lone Star Securities, Inc. Lone Star Securities, Inc. does not hold
customer funds or securities. : - ’

B. METHOD OF ACCOUNTING

The Company prepares its financial statements on the accrual method of accounting,
in accordance with accounting principles generally accepted in the United States of
America. Under the accrual method, revenues are recognized when eamed and
expenses are recogmzed when incurred. The Company prepares its tax retumns on
the cash method of accounting. Under the cash method, revenues are recognized
when collected and expenses are recognized when paid. If an expenditure resuits in
an asset having an estimated useful life which extends substantially beyond the year
of acquisition, the expenditure is capitalized, and depreciation is recognized as an
expense over the estimated useful life of the asset.

C. CASH AND CASH EQUIVALENTS

For purposes of the statement of cash ‘flows, the Company considers demand
deposits and certificates of deposit with a maturity of twelve months or less to be
cash equivalents.

D. PROPERTY, PLANT AND EQUIPMENT

The Company follows the practice of capitalizing at cost,.all expenditures in excess of
$500 that are determined to be acquisitions of property or equipment or .
improvements to existing property or equipment. Depreciation is provided on the



NOTE 2.

" NOTE 3.

LONE STAR SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS—CONTINUED
September 30, 2003

D. PROPERTY, PLANT AND EQUIPMENT—CONTINUED

~ straight-line method over the estimated useful live of the assets. Buildings and

leasehold improvements are estimated to have lives of 39 years. Equipment, .
furniture and fixtures and vehicles are estimated to have lives of 5 to 10 years.

E. INCOME TAXES '

Certain items of expense are recognized for financial reporting purposes in different
periods from those in which such items are recognized for income tax purposes. For
the year ended September 30, 2003, the amount of deferred income taxes due to
these differences is deemed to be insignificant.

F.- USE OF ESTIMATES
The preparation of financial statements in conformity with generally accepted

accounting principles requires management to make estimates and assumptions that
effect the reported amounts of assets and liabilities, the 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. ‘

CERTIFICATE OF DEPOSIT

Lone Star Securities, Inc. has a certificate of deposit with First National Bank Baird in
the amount of $6,303. The certificate was renewed on July 23, 2003 and matures
January 21, 2004. The certificate bears interest at 1.5% to be paid on January 21,
2004. Unpaid accrued interest at September 30, 2003 was $17.

RELATED PARTY TRANSACTIONS

Lone Star Sécun’ties, Inc. is related to Harbor Resources, L.L.C. through common

-.-ownership and management. Joseph H. Ireland is the President, Chairman of the

Board of Directors, and principal shareholder of Lone Star Securities, Inc. Joseph
H. Ireland is also a member and the manager of Harbor Resources, L.L.C. As of
.September 30, 2003, Lone Star Securities, Inc. has a payable due to Harbor
Resources L.L.C. in the amount of $1,122. During the year ended September 30,
" 2003, Lone Star Securities, Inc. received commission and due diligence income in
the amount of $87,520 from Harbor Resources, L.L.C.




LONE STAR SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS-—CONTINUED
September 30, 2003

NOTE 3. RELATED PARTY TRANSACTIONS—CONTINUED

Lone Star Securities, Inc. has advanced cash in the amount of $35,038 to the
principal shareholder Joseph H. Ireland. Mr. Ireland signed a single payment
promissory note on September 30, 2003 beanng interest at a rate of 4% per year
due on December 31, 2004.

NOTE 4. NET CAPITAL REQUIREMENTS

Lone Star Securities, Inc. sells only direct participation programs and does not hold

- customer funds or securities and therefore is subject to the SEC minimum net
capital requirement under SEC Rule 15¢3-1 of $5,000. The computation for the net
capital of Lone Star Securities, Inc. is as follows:

Total Assets , - $ 154,151 .
Less: Total Liabilities 2.648
Total Net Worth ‘ ‘ 151,503
Less: Non-Allowable Assets )
Leasehold improvements 3,179
Loan to shareholder ' 35,038
Prepaid expenses 2,451
Receivables from non-customers 105,326
Accrued interest receivable ‘ 17
Net Capital . ' $ 5,492

No material differences exist in the computation of net capital in the amended focus
report, Part IIA for the period beglnmng July 1, 2003 and ending’ September 30,
2003.

"NOTE 5. CALLABLE REDEEMABLE PREFERRED STOCK

Upon the consent of two members of the Board of Directors-of the Corporation, the
Corporation may at any time redeem the whole, or from time to time redeem any
part, of the preferred shares outstanding by paying in cash the sum of $52.45 per
share.




LONE STAR SECURITIES, INC.:

SUPPLEMENTARY INFORMATION
(See Auditors’ Report)

September 30, 2003
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PHILLIPS & COMPANY, L.L.P.

Certified Public Accountants

Edgar A. Phillips, CPA ’ | , Phone  (325)677.7991

" Charles F. Egger, CPA - \ Toll Free  (800) 477-1848
David M. Smith, CPA . Fax (325) 6777048

Report of Independent Certified Public Accountants
on Supplementary Information

" Board of Directors

'Lone Star Securities, Inc.
15851 Dallas Pkwy, Suite 105
Addison, Texas 75001 '

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements of Lone Star Securities, Inc. for the year ended September 30, 2003 taken as
- awhole, which are presented in the preceding section of this report. The supplementary
information presented hereinafter is presented for purposes of additional analysis and is
not a required part of .the basic financial statements. Such information has been
subjected to the audit procedures applied in the 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.

CERTIFIED PUBLIC ACCOUNTANTS

Abilene, Texas
November 14, 2003

-

i

500 Chestnut + Suite' 901 ® Abilene, TX 79602
" Mailing Address: P.O. Box 3034 @ Abilene, TX 796(4
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LONE STAR SECURITIES, INC.

SUPPLEMENTARY INFORMATION
For the Year Ended September 30, 2003

Computation of net capital and aggregate indebtedness under Rule 15¢3-1

Excess net capital

Total stockholders’ equity - $ 151,503
Less non-allowable assets: (146,011)

Net capital . 5,492
Minimum net capital required (5,000‘2

Excess net capital $ 492

Aggregate indebtedness to net capital:

Payroll taxes payable $ 1,017
Federal income taxes payable : , 748
- Accounts payable o . v 883

Aggregate indebtedness - $ 2,648

Percentage of aggregate indebtedness to net
capital 48%

No material differences exist in the computation of net capltal in the amended focus report, Part HA
for the year ended September 30, 2003.

2 A 6%% lonpany, 57

Date ' ‘ C ' - Certified Public Accountants
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LONE STAR SECURITIES, INC.

SUPPLEMENTARY INFORMATION
For the Year Ended September 30, 2003

Statement of Changes .in Liabilities Subqrdinated to Claims of Creditors

The Company had no liabilities subordinated to creditors at September 30, 2002,
nor does the Company have any liabilities subordinated to creditors at
September 30, 2003. : , -
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PHILLIPS & COMPANY,L.L.P.

. -

Certified Public Accountants

' Edgar A. Phillips, CPA S Phore - (325) 677-7991
 Charles F. Egger, CPA ) ‘ Toll Free  (800) 477-1848

David M. Smith, CPA | . ~ Fax (325) 6777048

November 14, 2003

Board of Directors

Lone Star Securities, Inc.

15851 Dallas Parkway, Suite 105
Addison, TX 75001

Gentlemen:

In planning and_performing our audit of the financial statements of Lone Star
Securities, Inc. for the year ended September 30, 2003, we considered its internal
control structure, including procedures for safeguarding securities, in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control structure.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange
Commission, we have made a study of the practices and procedures (including tests of
compliance with such practices and procedures) followed by Lone Star Securities, Inc.
that we considered relevant to the objectives stated in Rule 17a-5(g)(1), in making the
periodic.computations of aggregate indebtedness and net capital under Rule 17a-3(11).
We did not review the practices and procedures followed by the company in making the
quarterly securities examinations, counts, verifications and comparisons, and the
recordation of differences required by Rule 17a-13 or in complying with the requirements
for prompt payment for. securities under Sec. 8 of Regulation T of the Board of
Governors of the Federal Reserve System, because the company does not carry
security accounts for customers .or perform custodial functions relating to customer
securities. :

The management of the company is responsible for establishing and maintaining
an internal control structure 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 internal
control structure policies and procedures 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 Commission’s above-mentioned objectives. Two of the
objectives of an internal control structure 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 preparation of financial statements in

500 Chestnut « Suite 901 ® Abilene, TX 79602
Mailing Address: PO. Box 3034 ® Abilene, TX 79604



- conformity with generally accepted accounting prineiples. Rule 17a-5(g) lists additional

objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control structure or the practices
and procedures referred to above, errors or irregularities 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.

Our consideration of the internal control structure would not necessarily disclose
all matters in the internal control structure that might be material weaknesses under
standards established by the American Institute of Certified Public Accountants. A
material weakness is a condition in which the design or operation of the specific internal

~ control structure elements does not reduce to a relatively low level the risk that errors or

irregularities in amounts that would be material in relation to the financial statements

‘being audited may occur and not be detected within a timely period by employees in the

normal course - of performing. their assigned functions. However, our study and
evaluation disclosed that a lack of segregation of functions exists. Although this
condition may be considered to be a material weakness in internal control, it is a
common condition in entities of this size. This condition was considered in determining
the nature, timing and extent of the procedures to be performed in our audit of the

financial statements of Lone Star Securities, Inc. for the year ended September 30,

2003,-and this report does not affect our report thereon dated November 14, 2003. In
addition, no facts came to our attention which would indicate the company was not in
compliance with its type k(2)(i) exemption from the requirements of SEC Rule 15¢3-3.
However, it should be noted that our examination was not directed primarily toward

obtaining knowledge of such noncompliance.

We understand that practices and procedures th‘at accomplish the objectives
referred to in the second paragraph of this report are considered by the Commission to

- be adequate for its purpose 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 were adequate at September 30, 2003 to meet the Commission’s

objectives.

This report is intended solely for the use of management, the Securities and
Exchange Commission, the National Association of Securities Dealers, Inc. and other

_regulatory agencies which rely on Rule 17a-5(g) under the Securmes Exchange Act of -

1934, and should not be used for any other purposes.

Yy '
(Hdtips § A7
Certified Public Accountants



