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NAME OF BROKER-DEALER:
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Richard D. Husebo 763-923-2200
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B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
Schweitzer Karon & Bremer, LLC
(Name - if individual, state last, first, middle name)
122 South 9" Street, Suite 1700 Minneapolis MN 55402
(Address) (City) (State) (Zip Code)
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OATH OR AFFIRMATION

I, Richard D. Husebo, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial statement and .
supporting schedules pertaining to the firm of The Oak Ridge Financial Services Group, Inc. as of September 30, 2003, 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 a customer, except as follows:

0.0 Ollacll,

: j ) Signature

. \/' Tit

e
/

2 SUSANNE HAWKINS MILLER
s NOTARY PUBLIC-MINNESOTA
My Commission Expires Jan. 31, 2605

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 Changes in Financial Condition

(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.

(j) 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 15¢3-3.

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

()  An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

000 0O O0O0oOo0oO000EM

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

- . , . : ’ ’

®

To'the Board of Difectors and Stockholder - o
The Oak Ridge Financial Services Group, Inc,
Golden Va||ey, Minnesota :

.We have audnted the accompanylng statement of fi nancnal condmon of The Oak Rldge Financial

Services Group; Inc. as of September 30, 2003 that you are filing pursuant to- Rule 17a- 5(g) under

" the Securities Exchange ‘Act of 1934. The financial statements are the responsibility of the

‘Company’s management. Our responsibility is to express ‘an opinion on the financial statements
based on our audit. The financial statements of Oakndge Finaneial Group, Inc. as of September
30, 2002 and for the nine months then ended, wére audited by other auditors whose report dated
November 18 2002, expressed an unquahfled opinion on those statements

We conducted eur audit in accordance wrth audrtrng standards generatly 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 supporttng 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
presentatton We believe that our audit provides a reasonable basis for our oplnlon

»

In our op|n|on the financial- statement referred to above present fatrly, in all material respects, the

financial position of The Qak Ridge Financial Services Group, Inc. as of September 30, 2003 and\
the results of its operatrons and its. cash flows for.the year ended September 30, 2003 in

- conformity W|th accounting principles generally accepted in the United States -of America.

M&‘_/(.A.s 4‘-44/.,4(_,

N

SCHWEITZER KARON & BREMER, LLC . .
Certified Public Accountants - . .y
Minneapolis, Minnesota . S

November 12,2003 . o R AN
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THE OAK RIDGE FINANCIAL SERVICES GROUP INC
STATEMENTS OF FINANCIAL CONDITION =~

September 30 S o . : L . 12003 - . 2002
ASSETS: T T E
. R . . 7 \ o .
“Cash - v S i $ 477,068 '$ = 51,237
Deposﬁ with clearing orgamzahon ‘ -7 ‘ ' ;325,282 401,818 .
~ Receivable from: : : ,
. Clegring organization =~ - /s SR 163,152 9,386
Employees oo ‘ . e 65,150 2,660
Other g s , 1 S 2,700 ¢ . 1,837
' Securities’ owned, at marketvalue -~ 4 ‘ .- . 183,558 . 205,875
Furniture and fixtures, net of accumulated deprecnahon of L ~,153,597- - © 199,035
12003 $300,755 and 2002 $234755 . e b }
GOOdWlII A . : I ’ '\ 1,114,336 . - 1,114,336
__ Other.assets . - L . .94552 . 14,056
Total assets - . , N i , $ 2,579,395 . § 2,000,240 |
LIABILITIES AND STOCKHOLDER 'S EQUITY
’LIABILITIES L - .
‘ Payableto. . e . o . . ‘ .
. Employees R - 7 8 13,2500 $ . 2,461
Clearing organization . ' o I . . 0 - 119,472
‘Securities sold but not yet purchased atmarket value f T 0 19,247
- Accounts payable and accrued.expenses - . - -+ 405,544 ; 113,289
» Liabilities subordinated to clalms of general creditors ' B 0 200,000
4 TotaI liabilites - - . v S 418,794 454 469
COMMITMENTS AND CONTINGENCIES (NOTES 4 AND 5) e T
STOCKHOLDER S EQUITY:
Common stock, par value $.01 per share; authonzed 1,000, OOO shares , , _ : _
~ issued and outstanding 720 shares . 7. 7
Addltlonal paid-in capital L o ey ' ©.4,112,243 3,137,243
Retained deficit : ‘ , ) (1,951,649) .~ (1,591,479)
Total stockholder's equity : . ) - 2/160,601 1,545,771
“Total liabilities and stockholder's equity - . - . $ 2579395 $  2,000,240'

T

‘See Notes to Financia!ﬁStatements., - ' ~4- - o Co _' -

- . - - v ?




Note 1.

A sumrnary of the Company S sngnlfrcant'accountmg policies follows_:

[

THE OAK RIDGE FINANCIAL SERVICES GROUR, INC.
NOTES TO FINANCIAL STATEMENTS ‘

{

Nature of Busmess and Slgmflcant Accountmg Pqucnes

-\Nature of busmess

The Oak Ridge ,Financial Serviées Group, .Inc. is princi\pally engaged in providing security
brokerage, investment banking and related financial services to individuals, institutions and
corporations. The Company serves customers throughout the Umted States but its customers .

_are primarily concentrated in the upper Mldwest

Oakridge Fmanmal Servnces Group, inc, (the Company) a wholly’ owned subsidiary of

‘Oakridge Capntal Group, Inc., formerly Equity’ Securities Investments,. Inc. (Equity Securities) -

is a privately héld, reglstered securmes broker-dealer. In March 1997 the Company was

formed as a .wholly owned subsidiary ‘of Equity Securities Trading Co., Inc:- -(Equity Trading),

and capitalized with $1,000,000. . Subsequent to the formation of Eqwty Securities, Equity

* Trading transfeired its retail . “business. to Equity Securities. Effective as of the opening of

business on May 1, 1997, Equity Trading declared a stock dividend, distributing .all of the
outstanding shares of Equity Securities common stock to the shareholders of Equity Trading.
Such distribution constituted a spin-off of Equity Trading.. Immediately after the spin-off

- transaction, all of the outstanding shares of Eqwty Tradlng were sold to Southwest Secuntles
‘Group, Inc (Southwest) A

Effective March 1, 2001, all of 'the, outstandlng shares of the Company were purchased by |

“Oakridge Capital Group, Inc. (formerly Realco, inc.).{the Parent), in exchange for the Parent's -
“Series D preferred stock: totaling $2,087, 250. The excess of the purchase prices over the fair

value of the net assets of $1,411,429 was recorded as goodwill. - Goodwill was amortlzed ona

‘ stralght -line baSIS over its estimated useful life of 15 years until January 2002.

’

OperatIng losses an'd'managem'ent pIanS‘

The Company has to experlenced revenue decllnes in recent years and has mcurred net
losses of $360,170 for the year ended September 30, 2003 and $943,678 for the nine months
ended, September. 30, 2002. In addition, the Company used approximately $329,000 and
$437,000 of cash in operations for the year ended September 30, 2003 and the nine months
ended September 30,2002, respectively. Currently, the Company does not generate enough.
revenue to support its cost structure.- Management has made certain changes to improve its
operations, including ehmnnatnng certain benefits, hiring-moré commission-based employees '

_and reducing certain commission rates.- If this does not result in reaching a positive cash flow

from operations and income, the Company may need to obtain financial support from the
Parént, if available. In addition, two officers agreed to provide fundmg to the Company in the

-, . form of cash advances or subordinated loans through. December 31, 2003, if necessary. The
_amounts provided by the two off:cers in. the form of -subordinated loans were repaid by the

Company in January 2003. The Parent has contributed $975,000 and $800,000 to the
Company in the form of equity dunng the year ended September 30, 2003 and the nme-
months ended September 30, 2002. . .



‘Note 1.

' Goodwnll

THE OAK RIDGE FINANCIAL SERVICES GROUP INC
' NOTES TO FINANCIAL STATEMENTS (CONTINUED)

¥

Nature of Busmess and Slgnlfcant Accountlng PoI|C|es (Contmued)

_ A summary of the Company s srgnrfrcant aécountmg pollcres follows: (continued)

Cash and cash equrvalentS' '
For purposes of reportlng the statement of cash rows the Company includes only demand
deposit accounts as cash on the accompanying statement of financial condmon At times
cash balances may be in excess of FDIC i insurance hmlts ‘

-

Receivables and credlt pollcles '

[

1

.Recewables from clearlng orgamzatrons for commissions earned by the Company are paid

within 30 days of the close of business. Empldyee receivables principally consist of interest -
bearing loans due two years from the date of employment. - The employee receivables are

“stated at the principal amount plus any accrued and unpaid interest. An“employee receivable

is considered delinquent if not paid on its maturrty date. At that time, the note is placed on "
nonaccrual status =L .

Payments of notes receivable are allocated first to accrued and unpard mterest wnth the -
remamder to the outstanding prlnc:pal balance .

The carrymg amounts of employee recelvables are reduced by a valuation allowance thatf
reflects management's best estimate of the amounts that will not be collected. Management
individually réviews all employee receivables balances monthly and based on an assessment
of current creditworthiness, estimates the portlon if any, of the balance that wull‘not be
collected. : :

- Effective January 1 2002 the Company adopted SFAS No 141, Busmess Combmatlons and -

SAS No. 142, Goodwill and Other Intangible Assets. Major provisions of these statements

.are-as follows:, all business combinations initiated after June 30, 2001 must use the purchase

method of accounting; the pooling-of-interest methdd of accounting is prohlblted except for .
transactions initiated before July 1,2001; intangible asséts acquired in a business combination
must be recorded separately from goodwill if they arise from contractual or other legal rights
or are separable from the acqurred entity and can be sold, transferred, licensed, rented, or
exchanged either individually or as part of a“related contract,- asset, or liability; goodwill and
intangible assets with indefinite lives are not amortized but aré tested for impairment at least.
annually, except in ceitain circumstances, and whenever there is a impairment indicator; all
acquired goodwill must be assigned to reporting units.for purposes of 1mparrment testing and
segment reporting. The Company. evaluated its*goodwill in conjunction with the adoption of
SFAS No. 142 on 'January- 1, 2002 and determined that there were no indicators of
impairment since the estlmated fair value_of the Company was in excess of the net book,
value of the Company as of January 1, 2002. The Company obtained a valuation from an

. independent third-party. appraiser.. Valuation techniques included discounted cash flows and
market comparables. The Company updated its analysis of goodwill rmpalrment as of

September 30, 2002 and determined that there was an indicator of lmparrment of its recorded

~goodwill; accordingly, the Company completed the second phase of impairment testing.

\



Note _1

N

. Sec‘urities transactions:

-in operatlons

THE OAK RlDGE F|NANC€|AL SERVICES GROUP |NC
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

5 . . . N

Nature of Busmess and Srgnlf' cant Accountrng Polrcres (Contmued)

t

A summary of the Company s S|gn|f|cant accountmg poltcres follows (contmued)

Goodwrll (contlnued) R . g

. ,
Based on the . lmpalrment test the Company recognlzed an lmpalrment of approxnmately
" $200,000 as of September 30, 2002 to reduce the carrying.value of goodwill to the implied fair’

" vaiue. The Company has not recorded a tax benefit for this adjustment as of the current

operating performance of the Company requires the establishment of a reserve against the
deferred tax asset created by thls impairment. The impairment was requnred because
economic conditions at the time of testing (including continued operating losses) reduced the.
estimated future expected performance of the Company. Under SFAS. No:® 142, an

lmpalrment adjustment’ recognlzed after adoption'is requwed to be recognlzed as an operating . .
expense. , ‘

f.

N

Securltles transactlons with customers and the related commnssxon income’ and expense are
recorded on a seftiement-date basis, generally the "third business day followmg the
transaction. - The impact of unsettied transactions on securities owned, securities sold but not
yet purchased and mcome net of related expenses is not matenal

y -

Securities owned and ‘securities sold but not yet purchased are stated at the estimated falr ‘

- market value for financial statement purposes, and. unreallzed galns and losses are included

- 'Revenue recognitionj

A3

’F“urniture'a'nd fixtures:

P

Underwntmg fees are recorded at the time the underwrltlng is completed and the income is
readlly determlnable y S ‘ A -

Revenues on annurty insurance products are subject to refund for twelve months subsequent :

"to the date received. Because of the uncertainty as to the likelihood of any refunds that may
occur on these products, the Company has deferred the recognition of these revenues until
- the refund period has lapsed.

Furniture and fi xtures is-recorded at cost. Expend:tures for additions- and |mprovements are
capltallzed while repairs and maintenance costs are charged to expense

The cost of furniture and fixtures is depreccated 'on a straight- llne basrs over the estimated
useful lives of three to five years. Total depreciation expense $66,000 and $53,214 for the
- twelve months ended September 30, 2003 and the nine months ended September 31, 2002.

*
4.
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THE OAK RIDGE FINANCIAL SERVICES GROUP INC
‘NOTES TO FINANCIAL STATEMENTS (CONTINUED) A

Nature of Busmess and Srgnlt" cant Accountrng Pollcres (Contmued)

‘ A summary of the Company s srgmfrcant accountmg polrcres follows (contmued)

lncome taxes

Deferred taxes are provrded ona hablllty method whereby deferred tax assets are recognized .
for deductible temporary differences and operating loss and tax credit carryforwards and -

deferred tax liabilities are recognized for - taxable temporary differénces. Temporary .
differences are the differences between~the reported amounts of assets and liabilities and .

~ their tax bases. The temporary differences’ are primarily due to utilization “of different

, ' depreciation methods for book and tax purposes and net operating loss carryforwards.

h]

Note 2.

i

Deferred tax assets are reduced by a valuation allowance when, in the opinion of

* management, it is more likely: than not that some portlon or all of the deferred tax assets will .

not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in
tax laws and rates on the date of enactment ‘

' Use of estimates‘

P Y

The preparatron of financial statements in conformrty wsth accountmg pnncrples 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- -

contlngent assets and liabilities at the date of the financial statements, and- reported amounts
“of revenues and- expenses durlng the reporting perlod Actual results could differ from those
estlmates ' !

Y

Securities. Owned and Securrtres Sold But. Not Yet Purchased o

Securltles owned and securities sold but not yet purchased that are readlly marketable are

carried at quoted market values, Trading and investment securities not readily marketable -

.are carried’ at-fair value as determined by management Unrealized gains and losses are . -

‘includedin operatlons -~
. |

_ The securities are as follows: - AR
o ~ : S 2003 -, - 2002
~Securities owned: : , R o o
_ Trading securities — corporate equites .~ - - ©$§ 183,558 $ 186,975,
Investment. securities — corporate equities'and - o . : o } :
nonmarketable securities . . ' . , : ! Q - 18,900

$ 183558 - & 205875

\

Securities sold bt not yet purchased - . [+ . : ‘
corporate equities . B o $ .0 $ 19,247

-



Note 4. -

Note 5.

Note 3.

THE OAK RIDGE FINANCIAL SERVICES GROUP INC
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Employee Benef‘t Plans

- The Company has a contrlbutory 401(k) profit sharlng plan‘(the PIan) that covers substantially
~all employees. The Company’s contributions to the Plan were equal to 100% of the amount of
~ the employee- contribution up to 3% of an employee’s annual compensation until March 31,

2002, when the Company adopted _a new plan “and no longer matched employee

*contributions. Operations were charged approximately $18 000 for contnbutions to the plan

for the period from January 1, 2002 to September 30, 2002. -

Comm|tments and Contmgencnes

Rental commitments' - |

[

The Company leases offlce space under noncancelable operatmg leases Minimum annual

rental obllgatlons are summarized asfollows _ . e
. Years endlng September 30 : I L - :
+ 2004 R ’ - $ . 214073 .
. 2005 . : ST ' : ’ © 0 214,073
12006 | : RN S - 178,394

- - ‘ . - ' . $ 606,540 .

The Company is also obligated to pay certaln’occupancy costs as defined in the ‘leases.
Rental expense charged to operations for office space for the periods from October 1, 2002 to:

September 30, 2003 and January 1, 2002 to Septernber 30, 2002 was approx1mate|y .

$372 000 and $277 000 respecttvely
Letterofcredlt ‘ ' , 2 " ‘ o W

A standby letfer of credlt was established for $96 250 in September 2002 with-a varlable
interest rate, maturing-March 16, 2004 with automatic one-year extensions through October

'31 2006. There is no outstanding balance on this letter of credit at September 30, 2003.

>

thlgatlon

In the normal course of busmess the Company is mvolved An various legal proceednngs ln
the opinion of management, any liability resulting from .such proceedings would not have a

material adverse effect on the Companys financial position, results of operatlons or cash .
- flows. v '

Net Capltal Requlrements C

The Company is subject to the Securmes and Exchange Commission’s (the Commission) '

Uniform Net Capital Rule (rule_15¢3-1),- which requires the rmaintenance of minimum net
capltal and requrres that the ratio of aggregate indebtedness to net capital, both as defined
under ‘such provisions, shall not exceed 15 to 1. in addition, the Company may be prohibited

. from expanding its business or paying cash dividends if its ratio of aggregate indebtedness to
net capital is greater than 10, to 1. At September 30, 2003, the Company’s net -capital of -
$546,708 was_$296,708 in excess of the required net capital of $250 000 and' the ratio of‘

aggregate lndebtedness to net capltal was 0.77 to 1.

i
‘,

\
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_Note 6.

Note 7. .

)

THE OAK RIDGE FINANCIAL SERVICES GROUP INC
NOTES TO FINANCIAL STATEMENTS (CONTINUED) , 'A =

Exemption’ i

The Company |s exempt from Rule 15¢3-3 of the Securmes and Exchange Commlssron
Therefore, the -Company is not required to make the periodic computatlons of reserve

requxrements for the exclusrve benefit of customers
,
ReIated PartyTransactlonsv , B B
/ . .-
R

Balances with officers and owners are primarily due to tradtng actrvrtres in their own accounts -

~and expense reimbursement for expenses incurred on behalf of the’ Company. The $200,000
_'subordinatéd loan due to an offrcer at September 31, 2002 was repard in January 2003 with
, interest of $13 968. ‘ . _

.o

The Company clears securities transactions through Southwest The Company pard clearing
fees for these transactions of approximately $166,000 and $156, 700 for the periods from
October 1, 2002 to September 30, 2003 and from. January 1, 2002 to- September 3, 2003,

respectlvely As of September 30 2003 the Company had a receivable of approxmatety
$35, 000 S . .

—

N

Fmancral Instruments W|th Off-BaIance-Sheet RISk o 2

In the normal, course of - busrness the Company’s customer activities-involve the executlon
settlement, and financing of various customer securities and options transactions. - These
activities may expose the Company to off-balance-sheet risk in the event the customer is

~unable to fuffill its contractéd obligations. The Company clears all transactions for its

customers on a fully disclosed basis with two clearing firms that carries all customer accounts

and maintains related records. Nonetheless, the Company is liable to the clearing firms for

the transactions of its custemers.. These activities may expose the -Company to off-balance-

"~ sheetrisk in the event,a counter party is unabte to fulfill its contractual obligations.

—

Customer securmes transactrons are recorded on a settlement-date basis, which is generally
three business days after the trade date: The ‘Company is therefore exposed to risk of loss’

,on these transactions in the event of the customer’s or, broker's mabrlrty to meet the terms of. »

their contracts in.which case the Company may have to purchase or sell financial instruments
at prevailing market prices.. The impact of unsettied” transactions on securities, owned,

. securities sold but riot yet purchased and mcome net of related expenses is not material.

The Compan)/s customer securrtres actrvrtres are transacted on either a cash or margrn basis.
The Company seeks to control the risks associated with its customer margin activities by -

_requiring customers to maintain margin collateral in compliance with regulatory. and internal - .

guidelines. The Company monitors required margin levels daily, and pursuant to such
guidelines, require that customers deposrt addmonal collateral, or reduce margin posmons

t

whenh necessary . : . v , _ . i

The Company carries securities sold but not yet purchased (short sales) at market value for
financial statement purposes. Due to market fluctuations, the amount necessary to acquire
and deliver securities ‘'sold but not yet purchased may become greater than the obligation -

. already recorded on the financial statements.



| . THE OAK RIDGE FINANCIAL SERVICES GROUP INC
- NOTES TO FINANCIAL STATEMENTS (CONTINUED) © -

Note 9. -Income Taxes . o E v

‘ .. The Company had elected S corporation status until February 28, 2001 and -any income or ‘

.~ ' loss was recognized by the Company’s-stockholders on their personal tax returns. The
accumulated deficit through February: 28 2001, was recIassmed to additional paid-in capltal
durlng 2001 A : , :
From March 1 2001 through September 30, 2003 the Company generated net operating -
losses of approximately $1,610,000 for federal tax purposes, which, if not used to offset future
taxable income, will begin to exprr% in 2021. Future changes in the ‘ownership of the
‘Company may place limitations on the use of this net operating loss carryforward. A valuation
allowance has been established for the entire deferred tax asset, which is primarily related to
_net operating loss carryforwards, due to the. uncertamty of using the. tax benefit of the net
" operating loss carryforwards before they explre The Company files a consolrdated tax return
with the Parent. .

~ Note 10.. Maj'or Custom_ers

q

' Nocu'stomers proyided more than’to% bf, totaI revenue_In'2OA03 or2002.

Note 11. Llabllltles Subordmated to Clalms of General Creditors and Secured '

Demand Note e

L *

The Company entered into two $200,000 subordmated loan> agreeménts in 2001 with an
officer of the Company The loan agreements were effective January 30, 2001 and October:
15, 2001 with an interest rate of 10% and 8% per annum, respectively, and a maturity date of

. .June 30,.2002 and November: 30 2002, respectively. -Such. borrowings are available in .
., computing net capital pursuant to the Commission’s Rule 15c3-1. One of the. $200 000 notes
- was repaid in June 2002 and the other note was repard in January 2003. ‘

-
»

Note 12. CIearmg Organlzatlons Deposut
The Company clear[s securities transactlons with a related party, Southwest and another
: organization. The Company has $125,011 on deposit with Southwest and- $200,272 on
oo deposit with the other organization at September 30, 2003 and had $200,026 on deposit with
j Southwest and $201 791 on deposrt with the other organlzatlon at September 30, 2002.

/



