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OATH OR AFFIRMATION

i, EILEEN M MALONEY , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
VSR FINANCIAL SERVICES, INC. ' , as

of JUNE 30, ,20_03 _, 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
classified solely as that of a customer, except as follows:

NORMAJEAN M. KEIP ] ZX—NM

Notary Public - State of Kan : Signature. 0
My Appt. EXP"“M CHIEF FINANCIAL OFFICER

: é }{ . : Title
Notary Public E .

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

(A (a) Facing Page.

(A (b) Statement of Financial Condition.

[d (c) Statement of Income (Loss).

[J (d) Statement of Changes in Financial Condition.

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

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

A (g) Computation of Net Capital.

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

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

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

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

@ (I) An Oath or Affirmation.
O (m) A copy of the SIPC Supplemental Report. - v
[J (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

X (o) Indepéndent Auditors' Report on Internal Control Structure Required by SEC Rule 17-5(a)

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS' REPORT

Board of Directcrs
VSR Financial Services, Inc. -

We have audited the accompanying statements cf ﬁnancial condition cf
‘ VSR FINANCIAL SERVICES INC.

as of June 30, 2003 and 2002 These fi nancral statements are the responsibility .of the Company’s

management. . Our responsibility.is to express an opinion on these financial statements based on our.
audits. L : :

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 audits 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 presentatron We believe that our audits provide a .
reasonable basis for our oprnlon .

In -our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of VSR Financial Services, Inc. as of June 30, 2003 and 2002 in conformrty with
accountmg principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basrc financial statements taken
‘as a-whole. The information contained in Schedules |, Il and Ill is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
" required by rule 17a-5 of the Securities and Exchange Commission. Such information has been subjected
to the auditing 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 fi nancial statements taken as a whole.

As more fully descnbed in Note A, subsequent to the i |ssuance of the companys 2003 financial statements .
and our report thereon dated August 1,. 2003, we became aware that those financial statements
understated treasury stock purchases and overstated dividends paid. In our original report we expressed
an unqualified opinion on the 2003 financial statements, and our opinion on the revrsed statements, as
expressed herein, remains unqualified. 4

WW{M‘*{{W Peon—

_ , CERTIFIED PUBLIC ACCOUNTANTS ‘
Westwood, Kansas - ' ‘
November 13, 2003.

1901 West 47th Place . Suite 204 Westwood, KS ¢ 66205 * (913)432-2727 ¢ Fax (913)432-2967 » E-Mail (name)»@mhkcpastcom
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VSR FINANCIAL SERVICES INC

STATEMENTS OF FINANCIAL CONDITION -
AS OF JUNE 30, 2003 AND 2002

ASSETS

Cash . o S
' Receivable from Brokers and Dealers N N
Marketable Securities, at fair value
Securities Not Readily Marketable at fair vaIue

. Other Assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDER'S EQUITY )

_LIABILITI ES

Commnssuons Payable
Accounts Payable
Income Taxes Payable

TOTAL LIABILITIES |

STOCKHOLDER'S EQUITY

Paid in Capltal :
Common stock, par value $ 001, authonzed
10,000,000 shares, 1,309,110 shares issued,
798,510 shares outstanding at 6/30/03, and
842,510 outstanding at 6/30/02.
-{excluding treasury stock below)
Additional paid in capital ’

 Retained eamings
- Less: Treasury Stock, at cost, -
510,600 shares at 6/30/03 and
466 600 shares at 6/30/02.
TOTAL STOCKHOLDER'S EQUITY

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

2

2003 2002
$ 1232103 $ 723477
1,189.418 891,177 -
309,933 . 226,402
234,222 214,222
46,500 45 591
$ 3012176 $ 2,100,869 .
$ 978408 $ 670,762
- 35,916 244,944
- 46,085 -
1,014,324 961,791
1,309 - 1,309
602,881 ° 199,361
604,190 200,670
2,543,650 1,774,456
3,147,840 1,975,126
_ (1,149,988) (836,048)
1,097,852 1,139,078
$ 3,012,176 $ 2,100,869

) The accompanying notes are an ihtegral part"of these financial statements.




VSR FINANCIAL SERVICES INC
NOTES TO FINANCIAL STATEMENTS

1

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Business.

VSR Financial Services, Inc. ["Financial"] is a fully-disclosed, full-service securities broker/dealer and
investment advnsory services firm founded in 1983. Financial operates through its network of approximately
225 mdependent representatives and registered advuso:y agents in 30 states who serve approximately -
40,000 clients throughout North America.. It is licensed in all 50 states of the USA, and is a member in good

“ standing of the National Association of Securities Dealers [NASD] All general securities accounts are
insured by the Securmes Investor Protection Corporatlon [SIPC]. :

Effective June 30 2003, Financial is a wholly-owned subsidiary of VSR Group, Inc. ["Group"] the accounts
of Group.are not presented or otherwise included’in these financial statements. For the taxable year ending
June 30, 2004 and subsequent years, Financial expects to file consolidated corporation income tax retums
wiht Group, but not for the taxable year ended June 30, 2003. Effective January 1, 2003, Group acquired
office equipment and the consulting services business formerly owned by SRB Partnership ["SRB"}, which
is wholly-owned and operated by officers, directors and stockholders of Financial; after 2002, Financial
purchases consulting services and leases office equnpment from Group, which were formerly provided to
Financial by SRB. Fmanmat contlnues to lease office space from SRB; the accounts of SRB are not
presented or otherwise included in these financial statements. Also effective January 1, 2003, Financial
acquired The Masters, Inc. ["Masters”] in a business combination accounted for as a purchase; in

_ conjunction with this acquisition, Masters merged into Financial and thereby ceased its separate corporate ‘
existence. Prior to the merger, Masters was an investment advisory services firm that was wholly-owned by .
officers, directors and stockholders of Financial. The results of operations of Masters are included in the -

- accompanying financial statements since the date of acquisition. The total cost of the acquisition was.
.$403,520, which equaled both the fair value and the book value of the net assets of Masters, which were
comprised of cash in the amount of $401,583, along with advisory fees receivable, advisory fees payable,
and other account balances with a combined net value of $1, 937 the transactlon was recorded as a’
$403 520 contribution to additional paid-in capital of Fmanmal

Treasury Stock and DMdends Subseguent Dlscovem of Facts Rggardlng Aguastnon by Parent Comgany ‘

Subsequent to the issuance of the company's financial statements for the fiscal year ended June 30, 2003,
management became aware that, due to delays in obtaining regulatory approval for the transaction, the
acquisition of VSR Financial Services, Inc., by VSR Group, Inc., had an effective date of June 30, 2003
rather than the January 1, 2003 effective date originally"reponed; as a result, acquisitions of 22,000 shares.
of treasury stock at a cost of $161,480 were not included, and an offsetting $161,480 overstatement of
dividends paid occurred as a related consequence. The inclusion of these items in the revised financial -
statements has the effect of increasing retalned eammgs by $161,480 wnthout any effect upon net income
.nor upon total stockholder's: equuty o '

Use of Estlmates

The process of preparing fi nancial statements in conforrmty wrth generally accepted accountmg principles
requires the use of estimates and assumptions regarding certain types of assets, liabilities, revenues, and
\e'xpenses. Such estimates primarily relate to unsettled transactions and events as of the date of the

" financial statements. Accordingly, upon settlement, actual results may differ from estimated amounts.




VSR FINAI\ICIAL,SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES contlnued

Revenue and Exgense Recognmon

Revenue and expenses in connection wnh securities transactlons are recorded on a trade-date basis.
Advxsow fee income is recognized upon completion of services rendered; since the Company does not
extend credit to its advisory service clients, payment is received at the time of completion in most cases.
Asset management fee income is recognized on the accu:ual'basis in the period when eamed.

"Cash

-Cash consnsts of demand deposrt checkmg accounts and cash on hand specnﬁcally excludmg bank
certificates of deposnt with original matuntles in excess of 90 days :

Marketable Secuntles

Marketable securities mvestments cons:st of bank ceruﬁcates of deposrt wrth original maturities of 12 months
which are classifi ed as-debt securities held to maturity, and also preferred stocks which are classified as equity .
secuntles avallable-for-sale ‘Al marketable securities are camed at fair value; for debt securities, fair value

; approxnmates cost.” - - o :

, Securmes Not Readtly Marketable

Secunttes not readlly marketable consist of limited interests in limited partnershlps and stock warrants and are
. stated at fair value equal to cost that does not exceed estimated net reahzable value.

NOTE B - NET CAPITAL REQUIREMENTS
The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (Rule 15¢3-1),
which requires (1) maintenance of minimum net capital, and (2) that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1; and the rule of "applicable” exchange also provides that
equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed

10 to 1. Net capital requirements at June 30,2003 and 2002 are summarized as follows: .

2003 ' 2002
Net Capltal L e : o $ 1,594,113 $ 822556
_Aggregate Indebtedness : . o ) 1,014,324 © 961,791
Minimum Net Capital Required : . ‘ . 67,621 ' 64,118
Excess Net Capital at 1500% . . o ‘ 1,526,492 758,438 ‘
Excess Net Capital at 1000% o S 1,492,681 726,377
NetCapitalRatio. . .~ : - 064 t01 - 147 to1

"~ The Company is exempt. from the cash reserve requwements and remalnlng prows:ons of Rule 15¢3-3 of the
Securities and Exchange Commission as it operates under the limitations of paragraph (K()(ii) of Rule
15¢3-3. The requirements of paragraph (k)(2)(ii) provide that the Company clear all transactions with and for
_customers on a fully-disclosed basis with a clearing broker/dealer and promptly transmlt all customer funds .
and securities to the clearing broker/dealer ‘
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" VSR FINANCIAL SERVICES, INC.

NOTES TO FINANCIAL STATEMENTS 4

NOTEC - MARKETABLE SECURITIES

Marketable securmes consnsted of the followmg as of June 30 2003 and 2002

2003 ,
- Fair Value Cost
Debt Securities Held to Maturity ' L - o ' :
Certificates of deposit S " -0 _ R ) - $ . 231,219 -$ 231,219
" Equity Securities Available for Sale - S - ‘ '
- Preferred stock - o SR S 78,714 78,879
' TOTAL MARKETABLE SECURITIES . ‘ $ 309,933 $ 310,098 -
2002
Fair Value = Cost
Debt Securities Held to Maturity- e o o
Certificates of deposit = \ ' : : ) , $ 226402 - $ 226,402
Equity Securities Available for Sale - : : : : 3 :
~ Preferred stock B : o - ‘ -
TOTAL MARKETABLE SECURITIES S ‘ S . $ 226,402 $ 226,402

NOTE D - RECEIVABLES AND CONCENTRATIONS OF CREDITRISK

Receivable from brokers and dealers is summarized as follows:

‘For the fiscal years ended June 30, 2003 and 2002, unrealized losses were $165 and none, Iespectively\. -

As of June 30 -

. 2003 2002
First Clearing Corporation - L | s 517176 5. 389615
-Other brokers and dealers s S C - -672,242 " 501,562
' - : $ 1,189,418 $ 891177
Cash balances in excess of federaIIy insured limits . L8 1 163, 882 . $ 316,162



VSR FINANCIAL SERVICES, INC

R _NOTES TO FINANCIAL STATEMENTS

NOTE E - OPERATING LEASES .

The Company leases office space under the terms ofa noncancelable operating lease with a third party expiring
2004. Also, the Company leases office space and office equipment under the terms of month-to-month operating
leases with related parties disclosed in Notes A and F. - Future minimum. lease payments under the
noncancelable lease agreement totals $17 210 for the fiscal year endrng June 30, 2004, and none thereafter :

Following i is a summary of _rental expense under all op_eratmg leases:

2003 2002
Related party(seeNote F) S $ 146776 $ 138765

. Other r 12086 _ 9,554
ST o » : | $ 158862 § 148319

NOTEF - RELATED PARTY TRANSACTIONS

The Company Ieases ofﬁce space from SRB Partnership and it Ieases ofﬁce equ:pment and purchases
consulting services from its parent company, VSR Group, Inc., as disclosed in Notes A and E. Prior to the 2003
acquisition and merger of The Masters, Inc. ['Masters"] dlsclosed in-Note A, the company provided management
_services to Masters including personnel, office space, computers and supphes Following is a summary of

- transactions and balances wuth related partles for the fiscal years ended June 30, 2003 and 2002:

2003 2002

Due to officers and to stockholders (included as o ‘ ,
accounts payable in accompanylng balance sheets) ‘ L ' $ 1,200 $ -
Consulting fees paid S . % 44480 § 11,000
Management service fees received ‘ ' : “$ 160,000 $ 360,000

" NOTE G - INCOME TAXES

For the years ended June 30. 2003 and 2602, i{ncome;taxes paid were $651,800 and $513,741, respectively. :

NOTE H - CONTINGENCIES

In the ordrnary course of business, the Company becomes party to claims from time to tlme most of which :
relate to sales of securities by representatives of the Company. As of June 30, 2003 and 2002, the Company
‘was party to several such claims; management holds that its posmons in each of these matters is meritorious,
that it intends to defend its position vigorously, and that it ant|C|pates favorable results At this tlme itis not

' possrble to predlct the extent of the' Companys llablllty if any. ‘

| NDTE DEFINED CONTRIBUTION RETIREMENT PLAN

The Company sponsors a defined contribution 401(k) retlrement plan covenng all employees age 21 with 1
year of service. Company contributions are drscretlonary, current policy provides for Company matching

" contributions equal to 100% of the amount of employee contributions, limited to a total of 6.0% of each
part:crpant’s compensation. The amounts of retirement contnbutlons expense were $110,478 and $98,727 .
for fiscal years ended June 30, 2003 and 2002 respectlvely ‘

6



S‘UPPLE_MENT‘ARY INFORMATION



VSR FINANCIAL SERVICES INC : R
SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER

. RULE 15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

AS OF JUNE 30, 2003 AND 2002

Net Capital, as computed above

2003

te1

‘ ‘ 2002
NET CAPITAL o ’
Total Stockholders' Equity - - $ 1,997,852 - $ 1,139,078
Deductions and/or chérge's:
A. Nonallowable assets : e : L -
' Securities not readily marketable - - 234,222 T 214,222
Commissions and other receivables\ 72,490 33,398
~ Other assets 46,550 - 44,591
Other deductlons and charges 22,253 20,746
375,515 312,957
Net Caprtal Before Haircuts on Securmes Posmons 2 i 1,622,337 . 826,121 ”
Haxrcuts on securities (computed where applucable
pursuantto rule 15¢3-1(f)) ‘ . o ‘
~A. Certifi cates of deposrt and preferred stock 28,224 . 3,565
Net Caprtal ‘ $ 1,594,113 ~§ 822,556
AGGREGATE INDEBTEDNESS
Items Included in Statements of Financial Condition R -
Commissions Payable " $ 978,408 . $ 670,762
Accounts Payable ; 35,916 - 291,029
Total Aggregate |ndebtedness $ 1,014,324 $ 961,791
COMPUTATION OF BASIC NET CAPiTAL REQUIREMENT _ :
Mlmmum Net Capital Requrred $ 67621 . $ 64,118
Excess Net Capital at 1500% $ 1,526,492 $ 758438 -
Excess Net Capnal at 1000% . $ 1,492 681 $ 726,377
Ratlo Aggregate |ndebtedness to Net Caprta| 0.64 to1. 1.17
RECONClL!ATION WITH COMPANY'S COMPUTATlON
" . (included in Part Il of Form X-17A-5 IR
as of June 30, 2003 and 2002)
Net Capital, as reported in Part Il of . .
Company's unaudited FOCUS report - $ 1,594,113 $ 822,556
$ 1,594,113 $

822,556 =
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VSR FINANCIAL SERVICES, INC.

SCHEDULE Il - COMPUTATION FOR : S
DETERMINATION OF RESERVE REQUIREMENTS UNDER

RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION
FOR THE YEARS ENDED JUNE 30, 2003 AND 2002 -

‘The Company operated under the exemptlve provisions of paragraph (k)(2)(|) of Securities and Exchange

Commnssnon Rule 15¢3-3 throughout the years ended June 30, 2003 and 2002



. VSR FINANCIAL SERVICES, INC.

SCHEDULE Il - INFORMATION RELATING TO
POSSESSION OR CONTROL REQUIREMENT UNDER ‘
RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE COMMISSION

- FOR THE YEARS ENDED JUNE 30, 2003 AND 2002

1

The Company has complied with the exemptlve requlremehts of Rule 15¢3-3 of the Secuhtueé and Exchange

.Commission and did not maintain possessuon or-control of any customer funds or securities as of June 30,

2003 and 2002.

o
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
STRUCTURE REQUIRED BY SEC RULE 17a-5

. 'Board of Directors
VSR Financial Services, Inc.

In planning and performing our audits of the financial statements of VSR Financial Services, Inc., for the
years ended June 30, 2003 and 2002, 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 VSR Financial Services, Inc., that we considered to be relevant to the objectives stated in rule
17a-5(g), (1) in making the periodic computations of aggregate indebtedness (or aggregate debits) and
net capital under rule 17a-3(a)(11) and the reserve required by rule 15¢3-3(e); (2) in making the quarterly
securities examinations, counts, verifications and comparisons, and the recordation of differences
required by rule 17a-13; (3) in complying with the requirements for prompt payment for securities under
section 8 of Regulation T of the Board of Governors of the Federal Reserve System and (4) in obtaining
and maintaining physical possession or control of all fully paid and excess margin securities of customers
as required by rule 15¢3-3; some pomts of which are not applicable to a company which operates on a
fully-disclosed baS|s

The management of the company is responsible for establishing and maintaining an intenal 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 dispositon and that transactions are executed in accordance with
management's authorization and recorded properly to permit 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 any internal control structure or the practices and procedures referred to
above, 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

11
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_ 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 fraud 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, we noted no matters involving the internal control structure, including procedures for
safeguardlng securities, that we consider to be matenal weaknesses as defi ned above. '

We understand that practrces and procedures that accomphsh the objectives referred to in the second
paragraph of this report are considered by the Commission 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 r'espects 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 June 30 2003 and 2002 to meet the Commnssuon s objectrves

This report is intended ‘solely for the use of management the. Secuntnes and Exchange Commrssuon the
New- York Stock Exchange, and . other regulatory agencies which rely on. Rule 17a-5(g) under the
Secuntles Exchange Act of 1934 and should not be used forany other purpose. :

M‘b‘w (Gﬁ;—r} ?h/

CERTIFIED PUBLIC ACCOUNTANTS

Westwood, Kansas

November.13, 2003
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