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At Ag Services of America, Inc.,
OUr Mmission
is to provide farmers the most
convenient form of crop input supply
and finance with the highest quality
products and services at competitive
prices while increasing profitability and
maximizing shareholders’ wealth.
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Financial Highlights

CIAL - I IGHLIGETS 00
2003 2002 2001 2000 1999

Earnings:
Net revenues

(expressed in thousands, except per share amounts)

$197,866 $161,997

Net revenues increase (decrease) 22.1% -3.9%
Net income $5,898 $5,476
Net income as a percentage of net revenues 3.0% 3.4%
Return on beginning stockholders’ equity 8.3% 8.3%
Per share data:
Net income:
Basic $1.08 $1.01
Diluted $1.07 $1.00
Book value $14.18 $13.07
Weighted average shares:
Basic 5,477 5,415
Diluted 5,494 5,490
Financial position:
Working capital $18,095 $19,138
Total assets $282,668 $273,801
Stockholders’ equity $77,711  $71,467
Quarterly Common Stock Prices
First Second Third Fourth
2003 Quarter Quarter Quarter Quarter
High $14.50 $13.15 $12.75 $8.50
Low $12.50 $9.81 $6.24 $6.61
2002
High $15.70 $16.15 $13.27 $14.00
Low $13.90 $12.70 $9.55 $10.00

$168,493 $145,933 $112,383

15.5% 29.9% 18.7%
$7,453 $7,610 $6,493
4.4% 5.2% 5.8%
12.8% 15.1% 14.8%
$1.41 $1.45 $1.25
$1.36 $1.40 $1.20
$12.53 $11.13 $9.70
5,271 5,233 5,204
5,490 5,453 5,431
$52,081 $45,139  $39,390
$221,240 $164,328 $134,644
$66,178 $58,436  $50,537

42 /03 High Sale 6,03’ Low Sale




Revenues by Crop
Sugar Beets 6%

Soybeans 20%

/i »\ ‘-
Potatoes 13%

Cotton 7%
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[ LETTER TO STOCKHOLDERS [

0

Dear Fellow Shareholders:

Ag Services of America faced
considerable challenges in Fiscal 2003 and still
continued to maintain profitable results. Record
volume under the AgriFlex Credit® Program
was tempered by our lead lenders decision not to
renew our credit facility. Securing an adequate
credit facility to replace the previous facility has
been the highest priority of the past year. We
have found the general credit market to be
extremely tight, as numerous lenders have
retracted their appetite for a growing
portfolio. Many lenders today are looking for
more limited credits, or looking to reduce their
exposure within their own portfolios. We have
also found the agriculture market to be even
more restrictive than the overall market,
primarily due to lower prices and margins
within the sector.

In our efforts to obtain a new credit
facility, we announced in February of this year
that we reached a definitive agreement with
American Securities Capital Partners, L.P.
(“ASCP”) to invest up to $70 million in three
tranches, over a two-year period, in exchange for
8.375% convertible preferred stock in Ag
Services. The first tranche representing $35
million will be invested at the close of the
transaction. The remaining two tranches of
$17.5 million each will be available based on the
Company achieving certain performance
thresholds. We believe, however, that it is
unlikely the Company will achieve these
performance thresholds and receive the second
and third tranches.

Refocusing our marketing efforts on
more profitable corn and soybean loans in the

Midwest is expected to continue providing the
best opportunity for favorable margins and
reduced credit risk. Despite these challenges,
we have remained focused on our core business
which remains fundamentally strong.

As a result of our regular evaluation of
current financial reporting practices, we have
decided to present revenues associated with the
cash advances for fuel, irrigation expenses, land
rents and other farm inputs, as well as revenues
associated with our input only financing
program, on a net reporting basis in contrast to
the previous gross reporting basis. This new
revenue reporting began with the fourth quarter
results of Fiscal 2003 and has no impact on any
of our future or past earnings.

CURRENT YEAR PERFORMANCE

In Fiscal 2003, net revenues increased
22%, primarily due to the continued growth and
demand for our AgriFlex Credit® financing
program. Our sales staff continued with highly
targeted efforts in the Midwest that resulted in
further penetration into our most profitable
market areas. Two years ago, we implemented
the account manager concept to coordinate all
credit and product supply functions with our
customers through one primary manager as
opposed to two. The efficiency and
effectiveness of this switch can be seen this past
year through a 7% increase in customer
retention. We are extremely proud of the
combined efforts of our sales and account
management groups as well as our remaining
support staff. Their constant efforts provide a
consistently high level of customer service and
dedication that significantly contributed to the
increased volume and retention.
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Another positive aspect of this past year
was the slight increase in our gross margin
percentage on farm input revenue. This was
primarily attributable to an overall increase in
volume under our supplier contracts for key
products.

Net earnings increased to $5.9 million,
but were substantially affected by the continued
decline in the prime lending rate, additional fees
and increased pricing on our credit facilities. As
a result of our credit facilities expiring in
November of 2002, there were price increases
and amendment fees related to an extension as
well as higher pricing for the existing $200
million line of credit.

LOOKING FORWARD
At this time there are certain aspects of

the Company’s future that are still unclear. Most
significant of these are the previously mentioned

transaction with ASCP and the replacement of
our current lines of credit with a new, long-term
facility. We continue to work toward the close of
the ASCP transaction. We believe this
transaction will be a key step for Ag Services
and should enable the Company to recapture
more historical growth objectives. In
conjunction with this transaction, we anticipate
that we will be in a good position to replace our
current lines of credit with a long-term credit
facility that will be of adequate size and structure
to support our expected growth.

For the 2003 crop year our total
financing commitments have been limited to
approximately $255 million due to credit
facility limitations, as compared to roughly $465
million last year. As a result, we have not been
able to provide financing for many of our former
customers this year. In response to this reduced
portfolio, we recently took certain cost cutting
measures that included a reduction in staff by

i I | ! I
b
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approximately 30%. This was a very difficult
process for us and we wish the best to those
former employees and thank them for their
contributions to Ag Services of America.

With this reduced customer base we are
further refocusing our efforts to the Midwest,
and in particular corn, soybean and wheat
producers in Iowa, Minnesota, Illinois,
Nebraska, South Dakota, North Dakota, Indiana,
Ohio, Missouri and Texas. These states have
been key market areas for the Company since its
inception and are still our most profitable areas
of operation.

We will continue to place significant
emphasis on enhancing our relationships with

key suppliers who have been instrumental to our
past success. We believe that long-term our
suppliers will play a crucial role in our ability to
grow.

While some of the challenges of this past
year will carry over into Fiscal 2004, our
fundamentals remain strong and provide the
basis for future success. We would like to thank
all of our shareholders, customers, suppliers and
employees for supporting us as we continue the
work of making Ag Services of America a suc-
cessful company.

/éé@¢

Henry C. Jungling, Jr.

President
r%p%\a%

Gaylen D. Miller
Chairman of the Board

A

Kevin D. Schipper
Chief Executive Officer




e

®
!
|
|
\
]
. ]’
—
J

Ime. <

o

merica,

- Serrs

Alar
|
|
=3
|
\
{
REPOR.T

off
|
N 3
1 i
|
-

N

-

| |
—
—
\
Fﬂ
_—
—
|
L
| f}‘
A NNUTU AL

|
I
| i
{
¢ =
&Y
RN yL%S
JRivin N
—

<

e

I
I
It
|
[
I
|
~:§’-*———-_——‘.1;_t_*~ -
|
]
TR0

r
|

i
I

N

\\\

N
ﬂm\y;, L o

|
|
|‘
L

|
J
|
|
2

2003

vy

47
)
—

|

=

\

|
|
1‘
7
|
f

- off




" Stockholders’ equity 77,711

. 71,467

'
’

. DE TEN \%a/w PINANCIAL SUMMARY © (D@LLL/\)EES IN THOUSANDS, EXCEPT PER SHARE AMOUNTS) %D |
: . . . ) Febmary February - February February -
S C y n . - 2003 2002 - 2001 2000
Statemeént of Income Data LT .o N ’
Net revenues: . N N _ ~ . : .
Farm inputs. = . - : N $160,482 $128,739 ' $130,067 $114,191"
Financing income - ‘ - 29,196 26,536 31,861 25,067
Customer fees . . 6,605 5,652 - 5,900 - 5,846
Other . - . ‘ L 1,583 _ 1,070 ¢ - 665 829 -
Net revenues T - $197,866 0$161,997 . $168,493 $145,933 .

Cost of reve_nués:‘ . ‘ .- N N ,' ,
Farminputs e " oo $147,936 - $119,098 -~ $120,329 $104,937
Financing expense ' 16,205 13,830 17,082 12,062

. Provision for doubtful notes . . 9,068 ° 7485 - 6,266 5,421
Net cost of revenues o $173,209 $140,413 $143,677 $122,420

" Income from continuing operations before : , : '

operating expenses and income taxes ‘ - $24,657 $21,584 . $24,816 $23,513
‘ Operatmg expenses : /715,265 12,679. ° 12,799 10,556".

* Income from continuing operations before . ‘ ! _ i : -
income taxes ) . $9,392 | $8,905 - %12,017 $12,957 e

Income taxes ST 3,494 3,429 - 4,564 4,878

, Incc;rne from gontinuing dperatior_ls | $5,898 $5,476 $7,453 $8,079
- Discontinued ope}atibns P . i - - == _ (469)°

. Net income ’ . 27 $5,898 $5,476 $7,453 . $7,610°

— Earnings per common shafe - Ba;ic- . n . : ’

' Incomefrom continuing operations . $1.08 - $1.01 - $1.41 $1.54
Discontinued operations : ) , - - L - - - (0.09)
Netincome - C e . $1.08 T %101 ~ %141 $1.45

Earnings per common share ™ Diluted ) - » -

- Income from continuing operations o sL07 T %$1.00 $1.36 $1.48
Discontinued operations _ o ’ L - - - - (0.08)
Net income . K ) $1.07 + $1.00 $1.36 $1.40
~ Cash diVidends per common share . $- - $- - $-- . $- -

Weighted average shares: i : S - .

* Basic . - 5,477,277 5415104 5,271,069. 5,232,895
- - Diluted . 75,494,366 5,489,755 5,490,109 . 5,453,478
- February February " February February

3 ; , © . 2003 © 2002 2001 2000 -

Balan¢e Sheet Data: - , ' . : -

Working capital _ o $18,095 $19,138 - $52,081 $45,139
- /Total assets a 282,668 273,801 . 221,240 164,328
Total debt o : 183,680 187,640 147,771 - . 93,390
) 66,178 58,436
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FINANCIAL SUMMARY © (DOLLARS IN THOUSANDS, EXCLPT PER SHARE AMOUNTS)

N

N
- February February February February February
’ 1999 1998 1997 1996 1995
'$87,886 $77,803 © $68,825 $35,882 $46,855
19,680 13,356 110,204 7,817 5,395
4,351 3,158 2,889 2,859 (2,617)
) 466 334 306 223 - __ 2372
$112,383 $94,651 $82,224 $66,781 $52,005
’ $80,218 $70,790 -$62,275 $50,375 $39,921
9,309 5,536 4,580 .- 4,258 2,784
4,021 . 2,963 2,290. 1,863 1,409
, $93,548 ~$79,289 $69,145 $56,496 $44,114
$18,835 $15,362 '$13,079 $10,285 $7,891
8,374 7,200 6,404 " 5,422 4,128
' $10,461 $8,162 $6,675 $4,863 . $3,763-
3,722 , 2,915 2,329 1,730 1,361
$6,739 $5,247 $4,346 $3,133 ~ $2,402
(246) (66)° . - -
$6,493 $5,181 $4,346 $3,133 $2,402
$1.29 $1.02 $0.95 $0.89 $0.69
(0.04) (0.01) .- .. -
. $1.25 $1.01 50, 95 - . $0.89 $0.69
- $1.24 $0.97 $0.84 1$0.73 $0.60
(0.04) (0.01) - .. -
$1.20 $0.96 $0.84 $0.73 $0.60 °
$- - $- - - - $- - $- -
5,203,976 5,155,186 4,578,720 3,538,603 3,478,144 -
.. 5430781 5,424,977 5,352,257 5,201,231 5,150,556
February February. Febfuary “February February
. -1999 1998 1997 1996 1995
°$39,390 $33,806 - $27,375 $23,611 $21,546
134,644 93,248 60,773 55,186 38,277
70,300 45,243 21,000 . . 33,650 20,900 °
50,537 43,756 38,216 20,421 16,660

February
1994 -

$34,352

3,910

(2,025)

2,099

- 7 §38,336

$29,078
1,720 -

1,050

$31,848

$6,488

3,404

43,084

o Ln7

$1,967°

$1,967

$0.58

75058

$0.52

~ $0.52

$- -

3,408,192 .

4,893,838

February

1994

'$23,034
28,786

13,800 -
14,198 -
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL @o;\@mow AND RQUL_F'S or Opar/

[

The following di'sciussion‘ should be -

read in. conjunction with ‘the Financial

© Statements * of Ag Services of America, "
the related notes

Inc.(“the Company”),
thereto and Selected Financial Data included
elsewhere in this Annual Report..’ =

4

' Financing and Going.Concern Matters

_eéssential to the Company’s operations.. As of _

_below. ‘
Company will be successful in securing

The availability of lines of credit is

May 15, 2003, the Company has arranged for

ﬁnancmg for thé 2003 crop year ‘of .
approximately $220 million, which allowsa
for customer ﬁnancmg for the 2003 crop'year
of up to $255 million. This .compares to
total 2002 crop year customer financing of
‘This credit.

approxjmately $465 million.
facility and the revolving credit - facility
(which financed 2002 crop loans and can not
" be used to fund 2003 crop year loans) expire

m June 2003 unless certam actions are ‘taken, )

1nclud1ng a capital investment as described
There can be no assurance the

-additional ‘financing and, if financing is
secured, it may be on. terms less favorable.
than current terms.

The Company is taking action in
order to secure additional ﬁnancmg As
de\scnbed\ below, the Company has. entered

into a securities purchase -agreement with

American Securjties Capital ‘Partners, 'L.P.
(“ASCP") whereby ASCP has agreed to invest

up to $70 million in:capit_at in the Company,
of which $35 million would be immediately

available. - The Company believes this
transaction will assist in arrangmg for the
needed financing. The securities purchase
agreement .is subject to certain conditions,

including shareholder approval. Finalization™

" approval.
~are
-achieving certain economic,thresholds.

‘this timé¢  that this -
. consummated "The Company is conmdenng
various alternatives in the event -that the |

of this transaction is not assured.

In the eventthat the ASCP transaction

"does not™ close and alternative financing
cannot be arranged, the Company may be ..

left with limited options. Failure to obtain

- new financing would matenally impair the
,Companys ability to cOntinde operations,

under the normal course of business -and

could have a material adverse impact upon

the Company.

The Company enteted into a securlnes

pntchase agreement during February 2003

with ASCP, a New York private-equity
investment firm, tunder which ASCP has
agreed to invest up to $70 .million in' the
Company - in exchange for convertible

preferred stock. The agreement contemplates
* that ASCP will contribute up to $70 ‘million
in three annual
payment of $35.million is .subject, among -
other things, to satisfactory completion of

due diligence, the Company arranging for :
long-term  financing

1nstallments,

conditional upon _the
At
this 'time, management does not believe it

will meet these economic thresholds. ASCP

-will have voting control of- the Company

a.fter the initial fundmg

“The partles are presently conducting -
. due diligence, negotiating final terms and
If the, transaction .is

documentation.
onsummated current shareholders’ will
incur dllutlon There can be no assurance at
investment will be

transaction is not completed.

the ﬁr'st,','

and , shareholder -
The second and third payments’»
Company

ATIONS L]




In‘ addition to the ASCP transaction,
‘the Company has undertaken certain actions
to continue operations at a reduced level of
revenue. The Company is anticipating that
the $220 million credit facility will allow for
customer financing for the 2003 crop year of -
up to $255 million as compared to 2002
crop year financing of $465 million. Because

of the timing of these crop loans the

“Company-will need to operate for the 2003
crop” year on this lower level of activity.

Mdhagement believes that this level of
sustain

activity will be adequate to
operations in this transition year.

The Company has also 1mplemented
‘a cost reduction program which will help to
mitigate the effects of the reduced financing

capabilities of the Company. -Among other

cutbacks, the.Company reduced its workforce
by approximately 30% .in May  2003.
Management believes that it will Be able to
' regain some of the market share lost as

resuit of the inability to provide ﬁnancmg to
customers for the 2003 year. Management
also believes that with the cost reduction
program that was implemented. and the.
consummation of the "ASCP-
“investment, the Company will be able to
obtain long-term financing without suffering

irrecoverable losses due to the. reduced -
- No assurance can be

lending capabilities.
given that the Company would be successful
in these efforts.

Critical Accounting Policies.

~

AN

"The “Management’s Discussion' and

Analysis of Financial Condition .and Results
of Operations,” and disclosures included
wnhm this report, are based on the
Companys audlted consohdated financial |

capital

" quantitative and qualitative.

statements. These statements have baen

prepared in accordance with accounting -
principles generally accepted. in the United

States of America. The financial information

. contained in these statements is, for the most

‘part, based on approximate measures of the
financial effects of transactions and events
that have already occurred. However, the
preparation of these statements requires

management to make certain -estimates and

judgments that affect the reported amounts

“of assets, liabilities, revenues and expenses.

The Company's significant accounting -
_policies are described in the

“Notes to
Consohdaﬁed Financial Statements”.
on'its consideration of accounting policies

that involve the most complex and subjective
estimates and judgments, management has |
‘identified its most critical accounting policy

to be that related tg the allowance for doubt-
ful notes.

. The allowance for doubtful notes is
established through a provision for doubtful
notes charged to expense. Loans are charged
against the allowance for doubtful notes
when management believes that collectibility
of the customer receivable is unlikely. The,

~Company has policies and procedures for

evaluating the-overall credit quality of its

-loan portfolio including timely identification

of potential problem credits. On a quarterly

basis, management reviews the appropriate
" level forthe allowance for loan losses-incor-

porating a variety of risk considerations, both
Quantitative
factors include the Company’s historical loss
experience, delinquency and charge-off
trends, collateral values, known. information

“about individual loans' and other factors.

Qualitative factors include the general

Based

u

]




" ‘market area.and the expected trend of those

|

MANAGEMENT’S DISCUSSION AND ANALYSIS OF [F

INANCTIAL CONDITION AND

RESULTS OF OPERATIONS

economic environment in the Company's

€conomic conditions. To ﬂ;he extent actual

" results differ from forecasts and manage-

ment’ s ]udgment the allowance for doubtful
notes ‘may be greater. or less than future
charge-offs. ~

General

Net revenues increased 22%Jto $ 197 9

million for Fiscal 2003 as compared to

$162.0 mllhon in Fiscal 2002. Net income

‘increased 8% to $5.9 million in-2003 from

$5.5 miilion in 2002. The Company -

Ve

Results of Operations

reported b}asic and dlluted earnings per share*

.of $1.08 and $1.07 for Fiscal 2003,

respectively, compared to $1.01 and $1.00

per share, respectively, in Fisca_l 2002.

- Selected Operating Resuﬂté )

The following ,table-“sets'_fort—l'l the .

“ dollars and percentages of net revenues by

the selected items in the Consolidated
Statements of Income of the Company. -

. Dollars (in thousands) and Percentage of Total Net R_evenile a

Year Ended ‘Year Ended | Year Ended ‘
N : February 28, 2003  February 28, 2002  February 28, 2001°
Net revenues: — : . _ = .

" Farm inputs - $160,482 81.1% $128,739 79.4%°$130,067 77.2%

Financing income 29,196 14.8%. 26,536 16.4% 31,861 18.9%
» Customer fees 6,605 _3.3% 5,652 3.5% 5,900 -3_.5%f
- Other- ( 1,583 = 0.8% 1,070 0.7%_ 665 0.4%. A
Total net’reVenueS $197,866-.100.0%-$161,997 100.0% $168,493 100.0% -
‘ Cost of revenues:- . . o -
Farm'inpuits $147,936  74.8% $119,098 73.6% $120,329 71.5%
Financing expense. . 16,205 8.2% - 13,830. 8t5%' 17,082 10.1.% ‘
Provision for doubtful notes 9,068 4.6% 7,485 ~ 4.6% 6,266  3.7%.
Total cost of revenues - $173,209 87.6% $140,413 _86.7% $143,677 _85:3%
Income before operatmg expenses and _ . B S e -
income taxes $24{657 12.4% ‘$21,5“84 13.3% $24,816 14.7%
Operating expenses 15,265 7.7% 12,679 7.8% _ 12,799 . 7.6%
‘Income before income taxes - $9,392  4.7%. <$8,905 5.5% $12,017 7.I%
Income taxes © .. 3,494 1.7% 3,429 2.1% 4,564 -2.7%
~ Net income 3.0% _$5476  3.4%  $7,453 4.4%

N
ol

v

$5,898
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N RESULTS OF OPERATIONS

Net Revenues

The Company reclassified its revenues in -
the current fiscal year to present revenues

associated with the cash advances for fuel,
irrigation, land rents and other farm inputs and

revenues associated with the input enly program.

on a net reporting basis in contrast to the
previously presented gross reporting basis. All
information provided in the “Management’s

Discussion and Analysis of Financial Condition

.and Results of Operations” is based upon the
_ new revenue reporting - basis.
~ program is a financing program provided by the
Company_ for various suppliers and
manufacturers. - The Company has decided to
report . its revenue in this manner because it
believes it is a preferable presentation under
current generally accepted accounting principles.
This presentation has the impact of reducing
farm input revenues- and cost of farm input
- revenues from previously reported amounts by
approximately” $268.1 million, $225.4 million

and $177.2 million for the years ended February

28, 2003, 2002 and 2001, respectively.~ This

presentation has no impact--on future or ‘past -

earnings of the Company.

Net revenues in Fiscal 2003 increased
22% to $197.9 ‘million, compared with $162.0
. million in 2002, and $168.5 million in 2001.

;o

Net Revenues (Dollars in thousands)

The input only -

February 28, 2003 ..

The Company reached record level of revenues in
2003 as a result of strong demand for the
Company’s AgriFlex Credit® Financing Program
and an excellent spring planting season in its
primary market area. Financing income as a

1{‘ | A
A@z S@mcc@@

=
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percentage of net revenues decreased to 14.8% in" -

Fiscal 2003 from 16.4% in 2002 and 18.9% in
2001. The decrease in financing income as a

percentage of net revenues for Fiscal 2003 was

primarily a result of a decrease in the average
prime lending rate over the prior~ year of
approximately 165 basis points, which is the base
rate used by the Company to charge interest on a

- variable rate basis to its customiers. The decrease -

in financing income as ‘a percentage of net

revenues for Fiscal 2002 over Fiscal 2001 was
primarily a result of a decrease in the

prime-lending rate' by approximately 300 basis .

points. For the last three fiscal years over 95% of
the Company’s customers have had variable rate

. notes, which allows the Company to pass interest
‘rate risk onto its customeérs. ' :

In ‘addition to financing income, net -

reveriues primarily consist of farm: inputs,
including seed, agricultural chemicals and
fertilizer. Customer fees consist of program fees
and insurance brokerage services. Net revenue
for the years ended February 28, 2003.and 2002
are summarized below. N

Y

February 28, 2002 -

Seeds -

$51,651

- $37,235

26.1% - 23.0%.

Chemicals . 57,867 - 29.2% 47,687 :29.4%
Fertilizers " 50,964 25.8% 43,817 27.0%
Financing income 29,196- 14.8% 26,536 16.4%
_Customer fees - " 6,605 3.3% - 5,652 3.5%
Other income 1,583, 0:8% 1,070 * 0.7%
Net revenue $197,866 100.0% $161,997 - 100.0%

I
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Cost of Revenues

l

- The tota] cost of revenues- was 87 6% of

' net revenues ‘for Fiscal 2003 which' 1ncreased
- from 86.7% of net.revenues in 2002, which
* increased from 85.3% of net revenues in 2001.

The increase in the total cost of reveriues as a
percentage of net revenues in Fiscal 2003 was a
result of increased financing expenses. The gross
margin on net revenues increased to-6.3% in

'2003 from 6.0% in 2002 and 5.8% in-2001 while

Fiseal 2002.
revenue, . is directly affected by changes in the .

the gross margin on financing decreased to 6.6% -
©in 2003 _from 7:8% in 2002 and 8.8% in 2001.
The decreasé in gross margin on financing is due .

to a decrease in the average prime lending rate by
approximately 165 basis points..
additional fees and pricing increases paid by the

Company in connection with the extension of .-
" the- Company's credit facilities.
‘increased pricing had the effect of raising the

Company's cost of funds by 112 basis" points or

These fees and

apprommately $3.7 million when compared to
Financing expense, as a cost of

prevailing prirhe, LIBOR and commercial paper

* interest .rates under the Company's financing
v agre_ements
- rates -for customers each year based on the

The Company establishes ‘interest

Company’s: anticipated financing expenses and

- competitive influences in the market. For Fiscal
. 2003, 2002 and 2001, the Company, offered
- variable rate notes to customers. ranging from

prime to 4.0% above prime. The provision for

~ . doubtful notes, as a percentage of net fevenues,

‘remained constant at 4.6% in Fiscal 2003.and
2002, increasing from 3.7% in Fiscal 2001..

[N

OPeir_aﬁ}ng ]Expené'es- -

. - Operating éxpenses have

and .to" increase in operating expenses is attnbuted to the

-Company's AgriFlex Credit® program, which was
-PoWerfaer

‘the Internet through Powerfarm com. The site

allows. farmers to~apply for - credit lines~ .
_ electronically.

» _information 24 hours a day through the site.
rema_ined ‘ : '

relatively fconstant at' 7.7% of . net.revenuesin _
" Fiscal 2003 as compared to 7.8% for Fiscal 2002,

which increased from 7.6% for Fiscal 2001. The
increase in the dollar, amount of operating
expenses is attributed to the Company's growth
and increased incentive compensatlon related to -
hlgher Company earnings.

Manpower expenses increased to” $10.3

" million in Fiscal 2003 from $8.6 million in 2002
and $8.3 million in 2001. This is a result of the .

Company adding employees as well as general
wage rate increases to -existing employees and
increased’ incentive. compensation related to
higher Company earnings. The balance of the - a

Company s growth. .

t

Net-Income

- Net income increased 8% to $5.9 million
in Fiscal, 2003, compared with $5.5 million in
2002, which decreased from $7.5 million in
2001. The increase in net-income is primarily
attnbutable 1o the 1ncrease in volume ‘of the.

offset by additional financing expenses incurred
by the Company during Fiscal 2003.

T

-

- The Company coritinues ‘'to leverage its
business model and use-of its credit products via

highlights Ag-Services’ credit programs “and

In addition, existing customers
have the ability to access detailed account
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The Company’s revenues and income are

information is derived from unaudited financial
statements, which include, "in the opinion of '
management, ‘all normal and recurring

directly related to the growing cycle. for crops.

Accordingly, quarterly revenues and income vary

during each fiscal year. The following table
shows the Company’s quarterly net revenues and

adjustments which .management ' considers
necessary for a fair statement of results of those
periods. The operating results for any quarter are
not necessarily indicative of the results for any

- nét income for Fiscal 2003 and 2002. This

¢

future penod e -

Fiscal 2003 Quarter E Ended

‘ . May 31  August-3] November 30 February 28 :
] - : (Dollars in Thousands) L
Net revenues $75,245 $80,138 . $I8, 466 - $24,017 ' ‘
Net income $2,157 - $2,502 81, 354 S ($115)
. Fiscal 2002 Qmamtem Ended - )
’ May 31 August 31 November 30  February 28
- - ' " (Dollars in Thousands) )
‘.Net revenues $60?796 ‘ $60,517 . $16,378 $24,306
Net income - $1,834  $2,025 $1,297 $320 -

" Inflation
The Company does not believe the
Company’s net revenues and income from

, continuing  operations were

2003, 2002, or 2001.

Adoption of Financial Accounting Standard

‘Effective. March 1, 2001, the Company-

adopted FASB Statement No. 133, “Accounting
for Derivative Instruments and ‘- Hedging
Activities” (“FAS 133"). FAS 133 requires that all
* derivative financial instruments that-qualify for
hedge accounting, such as interest rate swap

contracts, be recognized in the financial state- -

ments and measured at fair value regardless of
the purpose or intent for holding them. Changes
" in fair value of derivative financial instruments

are either recognized periodically in. income or .

stockholder’s equity (as a component of.
comprehensive income), depending on whether

‘

signiﬁcantly '
impacted by inflation or changing prices in Fiscal v

the derivative is being used to hedge changes in

" fair value or cash flows. The-adoption of FAS 133

did not have a material effect on.the primary
financial” statements, but did increase Fiscal 2003

comprehensive income by $0.2 million and .-

reduced Fiscal 2002 comprehensive income by
$1.4 million. -

Mqu-idﬁ_@f and Capital Resourrcés

Described below are various matters
related to the Company’s liquidity and capital
resources.  This section should be read in
conjunction with the
Company'’s financing issues as ‘described in
“Financing and Going Concern Matters”,

Due to the seasonality of the Company’,s

‘tevenues and the terms of its customer -notes

receivable, the Company is required to finance
the carrying of its revenues as customer notes

 receivable, for a majority of its fiscal year. As a

result, the Company’s need for capital has

description of the

.wa.
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increased significantly due 'to its rapid growth.- At
February 28, 2003 and 2002, the Company had
approximately- $101- million and "$153 million
respecnvely, in commitments to supply farm

The Company has funded its operanng
requirements and growth through a combmatlon
of retained earnings, equity capital, trade credit
arid bank and commercial paper borrowings. For

and 2001, the Company financed its purchase of

" farm inputs from the following sources in the

‘ through the more favorable terms of bank and-

respective _percentages indicated: bank and

commercial paper borrowings 82.5%, 78.6% and -
© 79.2%; trade credit 3.9%, 3.3% and 4.3%; and

equity 13.6%, 18.1% and 16.5%. The increase in

bank and commercial paper borrowirigs -as a

pércentage of farm input purchases was.a result
of the Company's ability to leverage its equity

commercial borrowings.  Capital

paper

expenditures have been ‘financed ‘through bank -
borrowings. The Company’s principal source of

working capital has been bank and commercial
paper borrowings, retained earnings, a $2.5

- million sale of common stock by the Company

in" April 1990, the $4.7 million from its initial

public offering of common stock'in August 1991,

and the $12.9 'million from its convertible

subordinated débenture offering.in April 1993,
which was converted to common stock in Fiscal
1997

At February 28,2003 the Company had -
working capital of $18.1 million, a4 decrease of
$1.0 million since February 28, 2002. The -
components. of this net decrease, since February

" 28,2002, were (i) $1.0 million decrease resulting

from .

operating activities, --consisting
approximately $5.9 million in net income, $0.7
million in depréciation, $1.6  million in
amortization, and the remainder from a net

. change in othér working capital items, (ii) capital

expenditures of* approximately $1.3 million

~

- outstanding borrowings.

of

related to the acquisition of equipment and

furniture and offset by (iii) net proceeds of $0.1
million from the issuance of" common stock
upon exercise of options.

The Company negotiated a $200 million.

-revolving line of credit for the 2003 Crop Year
* that expires in December 2003. The terms of the
_ agreement allow for two variable interest rate.

alternatives based on LIBOR or prime (current
effective rates range from 3.875% to 5.50% at
Fébruary 28, 2003). The total -amount

‘outstanding under the revolving line of credit at

February 28, 2003 was $57.2 million. At
February 28, 2003 the Company had a max1mum -
*amount available under the. line of credit of
approximately $2.8 fillion based .on a
borrowing base computation -provided by the
- agreement.
ptovision which accelerates the due date to June
15, 2003 in the event the Compahy does’ not

. Teceive an equity investment from ASCP. The

Company anticipates that it will not meet this
provision and-the line of credit will be extended -
to'meet the timing of the expected ASCP equity
investment. There can be no assurance that the
Company will get this extension.

-

“The™ - Company has - negotiated.

amendments to its asset backed securitized

, financing program to extend the due date to June:
2003 from November 2002. This facility does
not allow for the financing of 2003 Crop Year
 receivables. This program is currently in a wind
-down phase, which calls for an orderly collection
of the notes receivable and pay down of the
Ag Acceptance - (the
Company’'s wholly-owned, special purpose
corporation) pledges its interest in these notes
receivable to a commercial paper market conduit

. entity which incurs interest at variable rates in the

commerc1al paper market (current effective rates
range from 1.27% to 1.31% at February 28,

2003) and the remaining portion is a term note

with interest at a variable cost of LIBOR plus 50

‘This line of 'credit contains a -
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basis pomts (current effecnve rate is 1.83%. at
February 28, 2003). The total outstanding under
the asset backed securitized financing program at
‘February 28, 2003 and 2002 was $52.4 million
and $132.5 million, respectively.

The Companys $75 million revolvmg
line of credit facility was also amended in
November 2002 to extend its due date to March
31, 2003. Subsequent to year-end, this facility
was reduced to $65 million and extended to June
2003. This facility also does not allow for- the
financing of 2003 Crop. Year -receivables.

Additional terms of the agreement allow a.

variable interest rate based on prime (current
effective rate is 7.25% at February 28, 2003)." The
total ‘outstanding under this facility atFebruary
28, 2003 and 2002 was $53.4'million and $45.0
million, respectively. .

~All borrowings are collateralized by -

substantially all assets of the Company. The
agreements as discussed above contain various
restrictive covenants, including, among others,
Testrictions on mergers, issuance of stock,
detlaration or payment of dividends,
transactions with affiliates, loans to stockholders,
and requirements that the Company maintain
certain levels of equity and pretax earnings. These
- restrictions are in effect unless written consent is
obtained. Advances under the agreements are
also subject to portfolio performance, financial
covenant restrictions, and borrowing base
" calculations. The Company was in violation of
oné covenant at February 28, 2003, however, the
note holders have waived this violation.

In June 2002, the Company negotiated a
credit facility with a financial institution whereby

the Company participates certain customer notes .

. receivable to this institution effective through
January 2004. Advances and repayments under
this credit agreement are based on, and

collateralized by the performance of these '

customer notes receivable. This agreement

 outstanding under the credit agreement.
~ agreement also contains various restrictive

rates of the underlying customer notes
receivables ranging from prime to 2.5% over
prime (current efféctive rates range from 4.25%

- to 6.75%). At February 28, 2003 the Company

had $11.6 million outstandlng “under the
agreement.

The Company has a credit agreement
whereby the Company may borrow up to $3.8
million, with a declining balance provision, on a

_revolving line of credit through April 2022. This

credit agreement wa$ used to finance the.

‘Company’s corporate headquarters at a fixed
interest rate of 5.74% through November 2006.
At February 28, 2003 and 2002, the. Company
" had $2.8 million and $3.5 million, -respectively,
The

financial covenants.-

In February 2002, three executive officers.

~of the Company, who are also the original
founders of the Company, loaned an aggregate of

_ $4.4 million to the Company. The due date has
-been extended to June 2003.
makes monthly interest payments to these’

The :Company

officers at a variable interest rate of 0.5%- below
the prime rate (current effective rate is 3.75% at
February 28, 2003).  These notes are
collateralized by a second mortgage on the
Company’s corporaté headquarters. -

The Company maintains an interest-rate
risk-managemenit strategy that uses derivative
instruments  to  minimize  significant,

- unanticipated’ earnings fluctuations caused by.

interest rate volatility. The Company’s -specific
-goal is to lower (where possible) thé cost of its

borrowed funds.

In july 2000,. the Company entered into
an interest rate swap agreement with an original
notional amount of $30 million. The current
notional amount of $22.5 million decreases by

‘“ﬂDD

“accrues interest based on the vanable interest
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$7 5 mllhon annually inh each Iuly 2003, 2004
~ and 2005. The swap is utilized to manage interest

- rate exposures and is designated as a cash flow
hedge. The $wap agreement is a' variable

receive/fixed pay swap, which expires in July
2005 and has the effect of convemng the interest -

‘rate paid onthe notlonal amount of the

Companys variable rate debt to’a fixed rate of
9.78%. The differential to be paid or received on

the swap _agreement is recognized and accrued

- over the life of -the . agreement as other

comprehensive income based on the remaining
- outstanding notional amount or’ changes in

interest rates: Included in other comprehensive -

income at February 28, 2003 and 2002 isa loss of

approximately $1.2- million and $1.4 million, °
" The difference between ‘the

respectively.”
Company's actual variable interest expense and
9.78% on the notional amount for the next
twelve months "is
comprehensive - income -and' recognized as
’1nte~rest expense. - ]
"Quamnmhve and Qualitative- Dnscﬂ@sures
About Market Rnslk L T

" At February 28, 2003, the Company had -
$183.7 million outstanding in notes payable at -

"an average variable interest rate of 4. 87%. The

- .Company has an interest rate swap which
effectively converts $30 million of. this variable

~rate debt to-a fixed rate instrument. “The
~ Company also has a-building loan with .a fixed
rate of interest. After considering the effect of-the
" swap and the building loan, the Company has
-ﬂoatxng rate deblt of $156.5 mllhon at a variable

'

.adverse change in-interest rates.
- analysis' excludes the positive impact that

- ”Saffe,J Harhm‘"
~Securities Litigation Reform Act of 1995 -
reclass1ﬁed from -other. - ' ‘

interest rate of 4.15%.

interest expeénse by approximately 41 basis
points.” Assuming similar average outstanding
borrowings for Fiscal 2002 of $331 million, this
would increase the Companys interest expense
by apprommately $1 357, 000 '

‘A 10% increase in the
average variable interest rate would increase’

ONS L]

The above sensitivity analy31s is to .

provide information about. the Company’s
potential market risks as they pertain to an

increased interest rates would have on financing
income, ‘as more than” 95% of the Companys
notes recelvable are variable rate notes.

Statemem undlem t’he‘ Private

Information -contained in this® report,

- other than historical information, should be
considered forward looking, which reflect -

Management's current views of future events and

financial performance that involve a.number of -

risks and uncertainties, The factors that could

but are not limited to, the following: general

The above

~ cause actual Tesults to' differ materially include, -

economic conditions within "the agricnlfural'

industry; competitive . factors - and * pricing
pressures; changes in product mix; changes in the
seasonality: of 'demand ' patterns;
weather conditions; changes in agricultural
regulations; and -other risks detailed in the

Company’s Securities and Exchange Comrmssmn '
"ﬁhngs

changes in

-
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INDEPENDENT AUDITOR'S REPORT -

To the Board of Directors : o
Ag Services of America, Inc. ' :
Cedar Falls, lowa

' _We have audited the accompanying consolidated balance sheets of Ag Services of Amenca inc. as of February 28,

~'2003 and 2002, and the related consolidated statements of income, stockholders' equity and cash flows for the years

ended February 28, 2003, 2002, and 2001. These financial statements are the Fesponsibility of the Company's

management. Our respon&bthty is t0 express an opinion on these ﬁnanmal statements based on our audits.

We conducted our audits in accordance with audmng 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 estimales made by management, ‘as well as evaluating the.overafl financial statement
presentation. e believe that our audits provide a reaso able basis for our opinion.

. In our opinion, the consolidated financial statements referred to above present famy. in all material respects, the
financial position of Ag Services of America, Inc. as of February 28, 2003 and 2002, and the results of its operations

and its cash flows for the years énded February 28, 2003, 2002, and 2001 in conformrty with accounting principles
general!y accepted in the United States of America.

The accompanwng financial statements havé been prepared assuming that the Company will continue as a going
concem. As discussed in Note 4 to the financial statements, thie Company depends on lines 'of credit to finance its
operations and has beén unable fo secure long term financifig beyond June 2003. As described in-Note 2, the
Company has entered into an agreement to raise additional equity and is pursuing the acguisition of long term

. financing, however, if the Company is unable to obtain new financing, it may be unable to repay its debts in the

normal course of business, and continue nommal operations. This raises substantial doubt about the Company's
ability to continue as a going concem. The financial statements do not include any adjustments that might result from
the outcome of this uncerlalnty i ) N

As explained in Note 1 to the consolidated financial statements, the consolidated statements of income for 2002 and
2001 have been reclassified to present certain farm inputs revenug and cost of revenue on a net basis rather than on

agross basns
/%5%4&7 / /&Z&% 44.,0

Des Mojnes, lowa
April 8, 2003
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ASSETS (Note 4) = .~ S - - - 2003 2002
CURRENT ASSETS o . [ : , ,
Cash : ‘ ‘ ' ( - %8 $42
Customer notes receivable, less allowance for doubtful notes ' o ' ‘
- and‘reserve for discounts 2003 $12,892; 2002 $10,521 (Note3) . - 209,732 - 202, 981 )
Inventory and other assets R t 2,714 3,466
Foreclosed assets held for sale, ~ * - ) . 2,266 2,314
" - Prepaid income taxes ' h - : ' - - 735
Deferred income taxes, net (Note 6) " ' 5,524 4,030
Total curtent assets " - ) $220,244 $213,568
LONG ‘TERM RECEIVABLES AND OTHER ASSETS
. Customer notes receivable, less allowance for doubtful” . : : :
" notes 2003 $5,208; 2002 $4,079 (Note 3) . S v  $53,418 . $51,166
Deferred financing costs, less accumulated T R B ‘
amortization 2003 $2,090; 2002 $513, . ’ : 367 598
Deferred income taxes, net (Note 6) - 1,926 2,335
~ o R o |, $55711 $54,099
"PROPERTY AND FQUIPMENT ' S -
‘Land and building, less accumulated depreaatlon 2003 $137; 2002 none . $5,387 " $5,316
'Equipment, less accumulated depreciation o _ . ' .
2003 $2,087; 2002 $1,675 -7 - , ) ’ . 1,326 818
Lo e L L. $6,713 $6,134
, A L , $282,668 '$273,801
LIABILITIES AND STOCKHOLDERS! EQUITY :
CURRENT LIABILITIES ‘ , , . o |
Noies payable, including eutrent maturities (Note 4) o $180,872 $179,736 .~
' Outstandmg checks in excess of bank balances oo 16,488 10,723
Accounts payable - ‘ ' C ’ . 1L,037 ~ 1,738
Accrued expenses, including dhe to officers 2003 $932; 2002 $257 - 3,584 2,233.
Income taxes, payable : - x : "~ 168 ‘ --
Total current hablhtles P V - $202,149 $194,430
LONG TERM. LIABILITIES (Note 4) S S . $2,808 $7,904
: * . N 3 -
COMMITMENTS AND CONTINGENCIES (Notes 4, 5 and 8)
: STOCKHOLDERS EQUITY (Note 4) ,
Capltal stock, .common, 1o par or stated value; authonzed
10,000,000 shares; issued 2003 5,479,514 shares, 2002 - . . '
5,468,864 shares (Notes 7 and 9) - oo ‘ T $24,499 . $24,396
- Retained earnings . ‘ o . 54379 48,481,
Accumulated other comprehensive income: (loss) ’ . {1,167) (1.410)
» - $77,711 $71,467

Eiu)

L @@N&@,MDA%D BAMM\JCQ SHEETS © J‘C“ EBRUARY 28, 2003 AND FEBRUARY 38, 2002 (Douwags ix Trovsinos) ED

’ | R : ' . o | $282,668 -

See Notes to Consqﬂidated Financial Statements.

-~ . i : \

$273,801 -

i
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CONSOLIDATED STT.WL\U: @Jﬁ‘ ZL\\"@Q% EoYE u\m s ENDED FEB
ARG [N THOUSANDS, [9CEPT PrR SHARE AMOU TS

VARY 38, 3003, 2002 A%D 2001

2003

B

.See Notes to Consolidated Financial Statements.

A 2002 2001
Net revenues: _ o ‘
Farm inputs ! $160,482 $128,739 $130,067
Financing income ' . 29,196 26,536 31,861 °
Customer fees ‘ -~ 6,605 5,652 5,900
- Other - o - 1,583 1,070 665
B ‘ $197,866 $161,997 $168,493
Cost of revenues: - o A ,
Farm inputs - ‘ S 1 $147,936 $119,098 _ $120,329
Financing expense ) _ 16,205 13,830 " 17,082
Prov151on for doubtful notes (Note 3) | 9,068 7,485 - 6,266
. $173,209 $140,413  $143,677
) $24,657 $21,584 $24,816
Operating expenses\(Notes 5 and 8) ‘_ . 115,265 12,679 12,799
Income before income taxes =~ $9,392 $8,905 . $12,017
Income taxes (Note 6) o v 13,494 3,429 4,564
Netincome =~ o $5,898 $5,476 $7,453
Earnings per share (Notes 1 and 9): T
Basic ' - .~ $1.08 $1.01 $1.41 .
Diluted "~ o 0 sie $1.00 $1.36
Weighted average shares (Notes T and 9): ’
Basic B 5,477,277 5415104, 5,271,069
Diluted - , " - 5,494,366 5,489,755 5,490,109

B
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s ’D% ’ (DoLLARS 15 THOUSANIS) =0
Capital Stock " - Accumalated
. ' ’ - - Other : .
, Shares - . _Retained Comprehensive Comprehensive.
~ - Issued ' Amourit . Earnings Income(loss) Total Income -
. N ) . , . .o S ‘ < . )
Balance; February 29, 2000 - -5,249,039 -$22,884 -+ °$35,552 $- - $58,436
* Comprehensive income: ' - S ‘ o
Net income - ‘ -- -- 7,453 > -- 7,453 - - $7,453
Issuance of capital stock upon ' : o ‘ ' A
.the exercise of options (Note 7) 31,525 278 -- - - 278 ,
Issuance of capital stock under ) - ‘
"~ stock purchase plan (Note 7) 500 - . 11 - 7 -- 1oy
. Balafice, February 28, 2001 5,281,064 $23,173  $43,005 $- - $66,178
' Comprehensive income: o : . : Co
Net income: o .- - - ' 5,476 -- 5,476 - - $5,476
Other comprehensive o o . - '
" income (loss), net of tax -
- Interest rate swap (Note 4): -
Cumulative effect of the - -
* change in accounting L S
o “principle - -- z: (1,313) (1,313) - (1,313)
" Change for the year . -- -- -- (97) " [97) (97)
Total comprehensive income T ’ " $4,066
Issuance of capital stock upon. ’ I
the exercise of options (Note 7) 187,700 717, -- - 717
Tax benefit from employee ' ) Y -
stock options exercised <- 505 .- -- 505 -
- Issuance of capital stock under .
stock purchase plan (Note 7) 100 ) 1 -- -- 21 !
Balance, .February 28, 2002 5,468,864 - $24396  $48,481 ($1,410) $71,467
Comprehensive income: T ‘ B e - ' S :
Net income R -- 5898 . - 5,898 -$5,898 -
Other comprehensive ' . : X '
- income (loss), net of tax
Interest rate swap (Note 4): .
~ Change for the year . o= - -- 243 243 243
“Total. comprehenswe income ) ) ' -$6,141
-Issuance of capital stock upon o K - LT
the exercise of options (Note 7} 10, 5500 - ‘80 -- . -- 80
- . Tax benefit from employee : o . b , '
! - stock opmons exercised - . - oo 22 - - -- T 22
Issuance of capital stock under _ - » , '
stock purchase plan (Note 7] . 100 1.- - - - - 1
- 5,479,514 | $24l 499 . $54,379 ($1 1167) $77,711 -

 Balance, February 28, 2003

3

~See Notes to Consolidated Financial Statements L

v . . -
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EARS ENDED FEBRU/

CASH FLOWS FROM OPERATIN G ACTIVITIES - -
Net income. - T
Adjustments to reconcile net income to net:
cash provided by (used in) operating activities:
Depreciation '
'Amortization '
Deferred income taxes

(Gain) Loss on sale of equipment and foreclosed assets

Change in assets and liabilities:
(Increase) in customer notes receivable

(Increase) decrease in inventory and other assets

" (Increase) decrease in prepaid and income taxes ‘payable

Increase (decrease) in accounts payable and,accrued expenses
Net cash provrded by (used in) operating activities

CASH FLOWS FROM INVESTING ACT IVITIES
Proceeds from sale of equipment
Purchase of building and equipment

Proceeds from sale of foreclosed assets held for sale

Purchase of foreclosed assets held for sale”
Net cash (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from short-term borrowings
Principal payments on short-term borrowings
_ Proceeds from long-term borrowings

Principal payments on long-term borrowings

“Increase (decrease) in excess of outstandrng checks
over bank balances
Deferred financing costs

Proceeds from issuance of capital stock, net (Note 7 )

Net cash provided by financing activities
Increase (decrease) in cash

" CASH |
" Beginning
Ending
: SUPPLEMENTAL DISCLOSURES OF CASH
FLOW INFORMATION
Cash payments for:
Interest
Income taxes

- SUPPLEMENTAL SCHEDULE OF NONCASH

INVESTING AND FINANCING ACTIVITIES .

Deferred revenue on donated land

Customer notes receivable transferred to foreclosed
assets held for resale

See Notes to Consolidated Financial Statements.

2003 - . 2002 2001
$5,808  $5,476 $7,453
‘681 . 486 485
1,577 344 300
(1,225) - (1,470) (1,858)
42 149 - (62)
(3,003).  (50,104) (52,333)
752 3,234 - (1,837)
925 (500) 1,192
650 884 (456)
$297 ($41,501) _ ($47,116)
$59 $126 $224
(1,316) ~ (4,682) (778) ..
364 1,916 296
(361) (994) (810) -
{(51,254) _ ($3,634) ($1,068) -
$486,770 $4,404 $31,450
(489,655) . (49,350) \
6,576 362,572 288,663
U (7.268)  (329342)  (216382)
5765 - 6,789 (5,900).
(1,346) (25) (570)
81 718 289
$923 | $45,116 $48,200
($34)  (319) $16
42 61 45
$8 . $42 $61
$14,529 $13,415 $16,635
-$3,794 . $5399 $3,372
-- -- $875
] .- $1,355 §292

w1 ]

&



Note 1. Nature of Busnness alnd Sngnnﬁcam_ |

Accounting Paheﬂes

‘ Namuln-e @f business: -7

' The Company'’s. operations consist
primarily of the retail sale of farm inputs to
agricultural producers located throughout

. the United.States thfough direct financing of

~.these farm inputs on credit .terms that the
" Company estabhshes for its customers.

' Basis of presentatioh: g

~ The consolidated financial statements
include the accounts of -Ag Services - of
,Amenca, Inc. (“the Company”’) and its
- subsidiaries, Ag Acceptance Corporation and

Powerfarm, Inc¢., which are wholly- owned‘

"All material -intercompany balances and
transactlons ~have been ehmmated
consohdanon

Unless other'wisé noyted" all dollar

amounts presented are in thousands except ’

per share amounts.

T

Accounting estimates: - .-

_ The = preparation of - financial
statements in conformity with accounting

in the near term relates to the determmanon
of the allowance for doubtful notes.

Sﬁgnﬁﬁcant’ace@u'mﬁng policies:

Revenue recognltlon and seasonal nature of
business:

The Company recognizes revenue

“from the sales of farm inputs such as seed,

fertilizer and agricultural chemicals ' ‘upon

delivery to the customers. Customer fees
consist of ‘program- fees ‘and insurance
Program fees. are =

brokerage * services.

- recognized at estimated realizable amounts

- 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 disclosure of contingent assets and
liabilities at the date of the financial

- statements and the reported amounts  of.

revenue and expenses during the reported
period. Actual results could differ from those
estimates. A material estimate that is

< particularly susceptible to significant change

- as_the services are performed.

Insurance
brokerage revenues, also. classified as
customer fees, are recognized ‘generally on
the effective- date -of -the policies or on the
billing date; whichever is later.- During the

' three years ended February 28, 2003, 2002 "

and 2001, the percentage of net revenues
attributable to the sale of seed, fertilizer,
agricultural chemicals, customer fees, and
financing income was as follows. .

- The Company decided in the current -

fiscal year to present revenues associated with
the cash advances for fuel, irrigation, land
rents and othér farm inputs and revenues

- associated-with the input only program on a -
net reporting basis in contrast to the- .
Vprevmusly presented gross reportlng ba51s

o

2003 2002 2001
Seed 26.1% 23.0%  22.7%
Chemicals . 29.2% 29.4% 28.7%
 Fertilizer | 35.8% . 27.0%. 25.7%
'Customer fees 3.3%  3.5%. 3.5%
Financing 14.8% 16.4% 18.9% . -
Other - ,0.8% 07%  0.5%
Total - -~ - ' 100.0% 100.0% 100.0%




‘The »mput only program is a ﬁnancmg

program provided by the Company for -

various suppliers and manufacturers. The
Company has decided to report its revenue in

this manner - becausée it believes it is a.

. preferable presentation under current

generally accepted accounting principles. )

This presentation has the impact of reducmg
farm input revenues and cost of farm input
revenues from previously reponed amounts
by apprommately $268,104, $225 359 and

- - Farm input revenue’
Financing income
Customer fees
Total income

Financing income on customer notes -

receivable is accrued based upon the
outstanding principal balance. . of the

* underlying note. The accrual of-interest is.

“discontinued on a note when management
Believes, -after considering collection efforts
and - other factors,
financial condition is such that collection of
interest is doubtful.
accrued  interest is deemed to' be
- uncollectible, such amount is charged to the
allowance for doubtful notes. No interest

First quarter, March 1 to May 31

Second guiarter, June 1 to August 31

Third quarter, September 1 to November 30
Fourth quarter, December 1 to February 28

'$177,160 for the years ended Pebruary 28,

2003, 2002 and 2001, respectively. - This

change of presentation has no impact on
‘ future or past earnings of the Company.

The income statement for. the years“
ended Febmary 28, 2002 and 2001 have been
~reclassified for this change in presentatlon '

Presented ‘below is the revenue that would
have been included in the statements of

income under the previous presentation.

2003 © 2002 2001
§430,169  $355,168  $307,892
29,196 26,536 - 31,861
. 6,605 5,652 5,900 -
$465,970

$387,356  $345,653

‘that - the customer’s-

“When previously -

income. is recégnized on those nétes untl”

the prmapal balance has been collected

Dueé to the nature of the Company’s
operations, the majority of revenues ‘are
generated in the months of Apnl through
June of each fiscal year. The Company’s debt

financing requirements to fund operations ,

corresponds  with the cycle.

‘revénue

~ Historically, the percentage of net revenues

recognized in each quarter has apprommated
the following:.

1

- 39%
39%
10%
12%
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NoOTES TO @onso,m DATED FINANCIAL STATEMENTS %

o
L0 :
Customer notes recelvable and allowance
for doubtful notes: )

Customer notes receivable are staled,
at the principal - amounts . outstanding
‘reduced by the reserve for discounts and the
allowance for doubtful notes. The reserve for
discounts -is maintained at an amount
consideted to be adequate based on past’
experience of cash discounts granted The

reserve is increased by provisions recorded as ;

a reduction of revenues and is reduced by
cash discounts granted. to . customers The
allowance for doubtful notes is maintained-

at an -amount that rnanagernenlt considers

adequate to absorb estimated losses relating
to specifically identified notes, as well as

' probable credit losses 1nherent in the balance

-.  of the note portfolic, based.on an evaluation
- of the collecub1l1ty of -existing notes and
prior loss experience.- This evaluation also

takes into c0n31deratlon such factors as

changes in the nature and volume of the note
portfolio, overall portfolio quality, review of

specific problem notes, and current’

economic conditions that- may affect the
T customer’s ability to pay.. ' While

management uses the best information -

" - available to make" its evaluation, future
, ad ustments to the allowance -may be
- .necessary if there are significant changes in
economic condmons The allowance ‘is
increased by provisions charged to- cost of

-Tevenues. Notes are .charged against the,_~

- allowance for doubtful notes ‘when

_management - believes that’ collecnbllnty of -

= ‘the' principal is unl1l<ely - Subsequent
-+ . recoveries are credited to the allowance.

¢
)

Cl.lStOmEll' ‘notes I'€C€lVabl€ are

considered 1mpa1red when based on current

information and events, it is -probable the
Company will not-be able to collect all.

~ contractual principal and interest payments
due in accordance with: the terms of the
vagreement Impaired loans are measured on -

an individual basis based on the present

value of . expected future cash fléws

discounted at the note’s effective interest rate.
or the fair value of the collateral if the loan is

" collateral dependent. = The amount of

impairment, if any, and subsequent changes
are included in the allowance for doubtful
notes. ‘

lnventones: Co .

lnventones of agricultural inputs are
valtied at lower of cost (ﬁrst-ln first-out
method) or market.” . S R

 Foreclosed assels\heldfor sale:

lPoreclosed assets, pnmanly real estate, )

are Valued at lower of cost or fair market

value minus estimated costs to sell.

'Propeny, equ1pmenl and depreciation:

lLand wlnch is the land donated by

“the City of Cedar Falls, Iowa is carried at.
' $875, which is the estimated fair market

value of the land at the date of the grant. The .
corresponding deferred revenue associated

‘with ‘the land donated to the Company is’
- 1ncluded in acerued expenses and is belng




Deferred ﬁnancing costs:
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amortized by the straight-line method over

the estimated life of the building placed into

service in February 2002. Building, primarily

the office space constructed on the donated

land is carried at cost and is being °

depreciated using the straight-line method
over 40 years.

]Equipment{ primarily transportation
and office equipment, is carried at cost and is
depreciated using declining- balante methods
over the estimated useful lives ramgmg from
three to seven 1 years.

The Company incurs financing cost
with -lenders in connection with its
borrowing programs. These fees aré deferred
and- amortized using the interest method

“over the life of the respectivé loan agreement.:

Advertising €osts: |

“The- Company charges the costs of

advertising = to expense  as incurred.

Advertising expense for the years ended

February 28, 2003, 2002 and 2001 was $437
$663 and $1,071, respectively.

Income tax matters:

¢

Deferred taxes are provided on a

liability method whereby deferred tax assets
ate recognized for deductible temporary
differences and operating loss and tax credit

carryforwards and deferred tax liabilities are
recognized for taxable temporary differences.

Temporary differences are the differences

between the reported amounts of assets and
liabilities and their tax bases. Deferred tax
assets are reduced by a valuation allowance
when, in the opinion of management, it is

" more likely than not that some poition 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.

N

Stock options issued to employees:

SFAS No. 123,
Stock-Based Compensatmn establishes a
fair value based method for the accounting
and financial reporting of its stock-based
employee compensation plans. However, as
allowed by the standard, the Company has
elected to continue to apply the, intrinsic
value based method as prescribed by
Accounting Principles Board Opinion No.
25, “Accounting for Stock Issued to
Employees”. Under this method;
compensation is measured as the difference
between the market value 6f the stock on the
grant date, less the amount required to be

Ag‘ S@M@@g -

I[mcc:(

“Accounting for -

paid for the stock. The difference, if any, is ~

charged to expense over the period of service.

e

- Had compensation- cost for: the,

Company’s two stock based compensation
plans been determined based on the grant
date fair values of the awards (the method

o2
L&

[

[ ]
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~ grants in Fiscal 2003, 2002, and 2001,

- . notes payable approximate fair value because '

'
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prescribed ‘in c;PAS No. 123) reported net

1ncome and earnrngs per common share ’

Net income, as reported . .
Deduct Total stock-based - T

O
00

would have been reduced to the pro forrna .

amounts shown below

¢

2003 2001

€mployee compensation expense determined under

fa1r value based method for all awards, net of

N -

related tax effects
Pro forma net income - .

Basic earnings per share’ - o
As reported - ‘ o
Pro forma - .

Diluted earnings per share

. Asreported - _
Proforma'~" S e

, The fair value of each grant s .
estimated - at the grant date using the

Black-Scholes option- pricing model with the’

following -weighted-average assumptions for

respectively: risk-free interest rates of 3.4%,

5.2%, and 4.7%; expected lives of 7 for all
~ years; price volatility of 39.8%, 39.5%, and.

33.9% and no expected dividends,
. Fair value Of ﬁnancial' instruments:

- The carrvmg amount of cash, current
customer notes recervable and .accounts

- payable approxrmates fair value because of

the relative short- maturity of° these
" instruments.. The carrying ‘amount of
~ non-current customer notes receivable and

these imstruments  bear interest - at
.approximate current rates offered to credit
custorners and avallable to the Company for
similar borrowings
interést -rate swap agreement discussed in

- Note 3 is based on the market price provrded ‘

. Earnings per share:

- stockholders by the
" number of shares outstanding. In computing

The fair value of the.

2002
$5,898 $5476 = $7,453
(344) (468) (432)
$5,554 $5,008 $7,021
$1.08 $1.01 - $141
$1.01 $0.92 . $1.33.
$1.07- . $1.00 $1.36
$1.01° $0.91°  .$1.28
by the commercial bank, which is
counterparty to ' the agreement, * and

represents the amount the ‘Company would

_ pay or receive to terminate the agreement,

"Basic earnrngs per share is computed '

by leldmg net income available to common
weighted dverage

diluted earnings per share, the dilutive effect

of stock options during the penods

number of shares

v Reportableoperating segmentsz

The’ Company uses- the ‘management
approach” . for reporting rnformatlon about

‘presented  increase the weighted average '»

segiments in annual and interim financial

statements.
based .on the way the chief operating

- decision-maker. organizes segments within a

The management approach is’.

company for making operating decisions-and




~ balance sheet at their fair value.

. )/ ’ v £ -"L—,.r

N

assessing performance.. Reportable segments -

and - services,
management

are based on products
geography, legal structure,

. structure and any other manner in which

management disaggregates a company.
Based on the “management approach”

‘model, the Company has determined that its

business is- comprlsed of a smgle operating

segment.

.Adoption of FAS 133:

- The Company adopted ,Statement of .

Financial Accounting Standards No. 133
(FAS 133), Accounting  for Derivative
Instruments and Hedging Activities, on March -
1, 2001.

prehensive income to recognize at fair value
all derivatives that are designated as cash-

flow hedging instruments during Fiscal 2002.

‘Derivative Instruments and Hedging

Activities:

All derivatives are recognized on the
-The
Company uses derivative instruments.solely
in- connection with borrowings on its term
debt. On the date the derivative contract is

entered into, the Company designates the
derivative as a hedge of a forecasted- -

transaction or-of the variability of cash flows

to be received or paid related 0 a recogmzed ‘

liability (“cash flow” hedge) Changes in the
fair value of a derivative that is.highly

effective, and that is designated and qualifies -

as a c'ash-ﬂow hedge, are recorded in other

.comprehensive income, until-earnings” are

affected by the variability of cash flows (¢.g,,

,_ ‘In accordance with the trapsition”
provisions of FAS-133, the Company record-
ed a net-of-tax cumulative-effect-type adjust- .
ment of $1,313 in accumulated other com-

when periodic settlements on a varlable rate
habﬂlty are recorded in earnmgs)

The Company formally docurnents all

relationships between hedging instruments -

and hedged items, as well as its

risk-management objective and strategy for -

undertaking various hedged transactions.
This process includes linking all derivatives
that are désignated as cash-flow hedges to
specific assets and liabilities on the balance
sheet or 1o specific firm commitments or
forecasted transactions. The Company also
formally assesses, both at. the- hedge’s

inception and on an ongoing basis, whether -

‘the derivatives that are used in hedging
transactions are highly effecnve in offsetting
changes in cash flows of hedged items.

When it is determined that a derivative is not -

highly effective as a hedge or that it has
ceased to be a highly effective hedge, the

Company -discontinues hedge accounting

prospectively.

Pending Accounting Pronouncements: -
] ' /

In April 2003, the FASB

Statemem -No. 149, “Amendment °of
~ Statement No. “133, Accounting for
Derivative Instruments and Hedging
“Activities.” This statement clarifies the

~definition of a derivative and incorporates .
certain decisions made by the Board.as part
of the Derivatives Implementation Group .

process. This statement is effective for
contracts, entered -into or modified, and for
hedging Ifelatlonshlps designated after june
30, 2003 -and should be applied
prospectively. Adoption of this standard is
not expected to have a. 51gn1ﬁcant impact on

the Corporation’s financidl condition or -

results of operations.

issued
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* below. ’
Company -will ‘be successful in. securing

.available.
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N@te 2 anamcung andl Going C@ncem

-Matters

Financing Agreements

" The availability of lines -of credit is

essential to the Company’s operations. As of -
May 15, 2003, the Company has arranged for -

financing for the 2003 crop year -of
approximately $220 million, which allows

- fof customer ﬁnancmg for the 2603 Crop year -
of up'to $255 million. -This compares to -
- total 2002 crop year. customer financing of
This credit-
. facility and' the revolving credit facility

approximately $465 million.

(which financed 2002 crop loans and can not
_be used to fund 2003 crop year loans) expire
in June 2003 unless certain actions are taken,
including a- capital investment as described
There can be no assurance the

additional financing and, if financing-is

* -secured, it may be on terms less favorable

than current terms.

-The 'Company: is taking' action in'-

order to secure additional financing. As
described bélow, the Company has entered
into a securities purchase agreement with
American Securities Capital Partners, L.P.

'(”ASCP") whereby ASCP has agreed to invest

up to $70 million in capital in the Company,
of which $35 million would be immediately

needed ﬁnancmg The securities purchase

.- agreement is subject tc certain condmons,

including shareholder approval. Finalization
of this transaction is not assured.

“Inthe ev,er:rt fhat the ASCP transéctipn‘

c

diligence,

The - Company bélieves this
- transaction will ‘assist- in. arranging for the

does no'tldo_se and alternative financing
cannot be arranged, the Company may be
left with limited options. Failure to obtain
new financing would materially impair the
Company's ability to continue operations

- under. the - normal course of busmess -and

could have-a material adverse impact ‘upon

the Company.
Amﬂeupatedl Eqmty ]Imfusuom

The Company emered ifto a securities
purchase agreement during February. 2003

with ASCP,-a New York private-equity -

investment firm, under which ASCP: has
aglreed ‘to invest Gp to $70 million in the
Company in exchange for convertible pre-
fefred stock. The agreement contemplates

three annual 'in‘staHmems, the first payment
of $35 million is subject, among other
things, to satlsfactory completlon of due™
‘the Company arranging for
long-term financing -and shareholder
approval. * The second and third payments
are conditional- upon- the Company
achieving certain economic thresholds.

will have voting control of the Company
after the mmal fundlng

Th‘e parties are presently conducting

" that ASCP will ‘invest up to $70 million in

At
“this time, management does not believe it

‘will meet these economic thresholds. ASCP -

due diligence, negotiating final terms and -

documentation.  If
consummated, current shareholders will

the ‘transaction is’

incur substantial dilution. There can be no -

assurance at this time that this investment
will be consummated. The Company is

corisidering various alternatives. in the event

that the Uansactlon is not completed
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C@mpamy Actions

In addition to the ASCP transaction,
the Company has undertaken certain actions
to continue ‘operations at a reduced level of

* ‘revenue. The Company is anticipating that

the $220 million credit facility will allow for
customer financing for the 2003 crop year of
up to $255 million as comparéd to 2002

_crop year financing of $465 million. Because ..

of the timing of these crop loans the
Company will need to operate for the 2003
crop year on this lower level "of activity.
Management believes that this level - of
activity will be <adequate to ‘sustain
operations in this transition year.

‘2

~ The Company has also implemented -

a cost reduction -program -which will help to
mitigate the effects of the reduced financing

- capabilities of the Company. Management
_ believes that it'will be able to regain some of -

the market share lost as a result of the

-inability to provide financing to customers

* for the 2003 year. Management also believes
that with the cost reduction program that .

was implemented and the consummation of
the ASCP capital investment, the Company
will be-able to obtain long-term financing
without suffering irrecoverable losses due to

‘the reduced lending capabilities. = -No

assurance can be given that the Company

~ would be successful in these efforts:

“ .

- Going Concern

‘The accompanying - consolidated
financial statements have been prepared on

the going concern basis of accounting and do
not reflect any adjustments that might result

if the Comipany were unable to continue asa
going concern: . As “discussed above, the

Company's financing expires in' June 2003
and the.Company has been unable to secure-

long-term financing beyond that date. If the

Company is unable to obtain new financing, .

it may be unable to repay its debts in- the
normal course of business and be forced to
liquidate. * This raises substantial doubt
about the Company’s ablhty to.continue as a

- going concern. .

The three preceding sections entitled
”Financing Agreements,” "Anticipated Equity

Infusion,” and "Company . Actions” describe "

the financing structure and the actions the
Company has taken and is planning to take

" to alleviate the situation. 'However, there can
be no assurance that these actions will be
sufficient to repay its debt in the normal

course of business and continue normal
operations. These financial statements do
not include any-adjustments relating to the

recoverability and classification of asset:

carrying amounts or' the amount, and

- classification of liabilities that might result’
should the Company be unable to contlnue,

as a gomg concern.
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Note 3. Customer Notes' Receﬁvab]le '
Customer notes receivable consist of the following: . : B o
: , - . S . As of . Asof
; : - ‘ ‘ February 28, ~ February 28,
B g . : , 2003 ’ 2002
Prior years - i oo © $2,485 $5,026
* 1999 spring accounts S L : " 8,092 @ 10,712
2000 spring accounts ST - 8098 ', 17,501 '
- 2001 spring accounts . oo - \ - 25,749 - 107,125 |
2002 spring accounts ’ S ’ T 129,607 o 97,022 .
- 2003 spring accounts ' - e S : 77,590 - - -
* Intermediate accounts : e © 29,629 31,361
, o ' : ‘ , oo $281,250 . $268,747.
Less reserve for discounts o - ) ‘ ~ 5800 5,100 -
Less allowance for doubtful notes = . - 12,300 , 9,500
' $263,150 $‘254,147 ~
The amount of prlnc1pal and accrued and unpaid interest appllcable to the customer notes recelvable
were as follows: -
As of As of
February 28, February 28, * -
: \ _ 2003 _.2002
Principal , . ) ' . $276,709 $263,928
* Accrued interest . -, - - . ' 4,541 . 4,819
Total - o : - T $281,250 $268,747
Accrued interest is includedfon the balance sheet with customer notes recéivéble.
. Impalred (nonaccrual) customer notes recelvable are summiarized as follows S
) X o Asof As of
o ~ i February 28, - February 28,
o S ‘ o 2003 -, 2002 -
Principal I T - $47,923 - $25,417°
" Accrued interest o : - 773 - 812
- T Total B . . $48,696 $26,229
L . Allowance provided for impaired:
i ~* (nonaccrual) notes, included - 5
in allowance for doubtful o ' L
notes . i . : " " $6,466 . - $4,216
Average balance of impaired T ‘ B - .
(nonaccrual) customer notes ‘ B ‘
recéivable outstanding _ i A ‘ : .
during fiscal year T ) $38,568 . . $29,134
Number of accounts ' - 183 - 115




The Company collected and recorded .

$51, $186 and $118 of interest income “on
impaired (nonac':'crual)"notes receivable during
Fiscal 2003, 2002 and 2001, respectively.

It is the Company’s policy to obtain a
lien on the customer’s growing crop, along with
an assignment of the customer’s federa] crop
- insurance and government farm program
. payments, if available. The Company extends
discounts to customers paying their notes timely
ranging from 1% to 3%. The notes bear interest
from 8.0% to 10.5% for fixed rate notes and
from prime to 4.0% above the prime rate as
listed in the Wall Street Journal (currently 4.25%
- at February 28, 2003) for variable rate notes.
The variable rate notes with customers may be

[

A

subject to an mterest rate floor” which locks in

, A minimum interest rate for_customers rangmg

from 4.75% to 10.25%.

Due to the Company’s customers’
marketing strategies and the timing of their
receiving payment on insurance claims and
government subsidies,

receivable past their due date of January 15 for

_north accounts and January 31 for south

accounts. The amount of customer - notes
receivable that was” past due was $174,031,
$140,364 and $120,779, which includes notes on
nonaccrual status of $41,196, $20,100 and
$17,037 at February 28, 2003, 2002 and 2001

"respecuveﬂy

-

-Changes in the allowance for doubtful noteé are summarized as follows: ,

Balance, beginr\lin'g'

Provision charged to operating ‘expense
* Recoveries of charged off notes

Notes charged-off

Balance, ending

Year En&ﬂed Year Ended

* Year Ended
February 28, February 28, February 28,
2003 2002 " 2001

$9,500 © - $7,300 $4,550

9,068 7,485 6,266

327 756 515

(6,595) (6,041) (4,031)
- $12,300 ~ $9,500 $7,300

\

it is the Company’s
~ normal operating policy to carry customer notes

. D
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The following tables show the Company_s class1ﬁcat10n of its ctistomer notes receivable:

Prior years
1999 spring accounts -
2000 spring accounts
2001 spring accounts
2@@2 spring acmums .
Total past due

2003 spring accourits
Intermediate accounts -

Total customer notes receivable

Prior years
--1998 spring accounts ‘
1999 spring-accounts -~ -
2000 spring accounts ; '
'."2001 spring accounts
Total past due - .
. 2002 spring accounts
Intermediate-accounts .

‘

Total customer notes receivable

February 28, 2003

A\c’cepmbﬂ? Sub- . '
(1) - OLEM(2) smndard](S) Doubtﬁnﬂ(@ Loss (5) Total
$:- 1 $632 $1,812 $41 $--  $2,485
2 211 5,190 . 789, .- 8,092
400 ' 3,342 1,685 2,671 . -- 8,098
2,345 - 13,199 8,686 1519 . -- 25749
98,010 _ 16,076 . 12,364 3,157 . -- 129607 -~
$100,757 $35.360 $29,737 _$8,177 $--. §174,031°
$77,144 $446 $- - $- - $--  $77,590
13,238 14,149 2,215 27 L. ..29,629
- $950,382 $14,595 32,215 $27 $-- . $107,219
$191,139  $49,955° $31,952  $8,204 $-:  $281,250
, February 2‘8, 2002
Acceptable ’ " Sub- :
(1) OLEM(2) standard{3) Doubtful(4) Loss (5) Total -
$-- T $164 $675 $11 $- - $850
-- 1,174 2,413 - 589 .- 4,176 .
198 1,806 . 7,256 -1,452.  © -- 10,712 "
5,859, 3,773 . 3,346 4,523 . 17,501 -
86,656 13,397 6,000 1,072 -~ 107,125 °
$92,713 -. 520314 . $19.690 _$7.647 $-- $140.364
$97,022. . - $-- . $- - c %t 7% 7 $97,022
25,383 2,496 3,334 148 -~ 31,361 .
$122,405 _$2,496 _$3,334 $148 $-- $128383

$268,747

“$215,118

$22,810

$23,024

$7,795 $- -
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A customer note receivable is classified by the

Company as “acceptable” if a customer
account does not display any deficiencies

- regarding " either the customer or the

(2) A customer note reteiva_ble is classified by the'
_especially

collateral.

Company as “other’ loans

.mentioned (OLEM)” if a customer account'is

secured by adequate collateral which' may

- possibly. become impaired if not closely

monitored by the Company.
certain of these -accounts, while adequately

collateralized, . have required an extended

period of time to receive payment in full.

)

(3) " A customer note receivable is classified by the

. account

: Iecelvable

@

Company as
displays

collateral. Payment in full is still considered
likely and will require more than normal
servicing and monitoring. 'Some probability
of loss potential, while existing in the
aggregate amount of substandard. notes’
does not have to exist in
individual notes classified as substandard.

A customer note receivable is classified by the
Company as ‘doubtful” if a customer
account displays significant deficiencies

tegarding either the customer or the

‘not

. However,

The “doubtful” classification does
mean that the customer
receivable has 'no likelihood of payment.
under this classification,” the
deficiencies may result in the Company

collateral.

receiving less thar payment in full. -

In- addition,

“substandard” "if a customer
limited deficiencies -
regardlng either the customer or the -

v

‘note

(5) A customer note receivable is classified
by the Company as “loss™ if a customer
account is dleaﬂy not performing. The

. “loss” classification does not mean that
the loan has dbsolutely no ‘recovery

value in the future,” but that currently -

there is limited liquidation value. -

When determmmg the amount of a

customer’s credit limit, the- Company
estimates the value.of the collateral. If there

‘are superior liens on the collateral, such as‘a

landlord’s lien on the crop, the Company
will not include the value of the collateral, to

" the extent of the amount of the superior lien,

when determining a customer’s credit limit.
In the opinion ‘of management, superior
liens are not material to the -Company’s

operations and do not materially affect the

Company’s rights because the Company

values its colﬂateral net. of any existing

--superior liens.

A}
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Note 4. Pﬂccﬂgccﬂ Assets and Related Debt

The Company negotlated a $200
million revolving line of credit for the 2003
Crop Year that expires in December 2003.

The terms of the agreement allow for two
variable interest rate alternatives based on.
LIBOR or prime (current effective rates range

from 3.875% to 5.50% at. February 28,
2003). The total amount outstanding under

Athie, revolving line of credit at February 28, :
12003 was $57,150. At February 28,2003 the

.. Company had a2 maximum amount available
under the line of credit of approximately
$2.8 'million’ based on a ‘borrowing 'base
computation provided by the agreement.
- This line. of credit contains a provision which
accelerates the due date to June 15,2003 in

-'the event the Company does not receive an

equity investment from ASCP. The Company

“anticipates that it- will not” meet this
provision and the line of credit will be:
extended to meet the timing of the expected -

- ASCP equity investrnent. There can be no
assurance that the Company will get thlS
extension. -

-

Thé Company hds negotidﬁed

amendments to its asset backed securitized .

financing program to extend the due date to
june 2003 from November 2002. This
facility does not allow for the ﬁnancmg of

. 2003 Crop Year receivables. This program is

~currently in a wind down phase, which calls
for an orderly collection of the notes
receivable and pay down of the outstanding
borrowmgs

" rate is 1.83% at February 28, 2003)

" receivables.

Ag Acceptance pledges its

D .
— L
mteg;est in these notes receivable to a
commercial paper market conduit eéntity

which incurs interest at variable rates in the
commercial paper market (current effective

- 1ates range from 1.27% to 1.31% at February

28, 2003) and the remaining portion is a

. terim-note with interest at 2 variable cost of

LIBOR plus 50 basis points (current effective
The
total - outstanding under the asset backed
securitized financinig program at February 28;
2003 and 2002 was $52,386 and $132 501,

‘ respectlvely S

The.Company’s‘$75 million revolving - -
line of credit facility was also amended in

-November 2002 to. extend its due date to
March 31, 2003.

Subsequent to year-end,
this facility was reduced to $65-million and
extended to June 2003. This facility also does
not allow for the financing of 2003 Crop Year -
Additional terms of the
agreement allow a variable interest rate based
on prime (current effective rate is 7.25% at
February 28, 2003): The total outstanding
under this facility at February 28, 2003 and - -
2002 was $53,450.and $45,000, respectivély.-

-All borrowmgs are collaterarhzed by
substantially all assets of the Company. The

. agreements as chscussed above contain

various restrictive covenants, including,’
among ~others, restrictions on mergers,

issuance of stock, declaration or payment of
dividends, transactions with affiliates, loans

10 stockholders, and requirements that the

Company malntam certain levels of equity




- effective through January 2004.

l/ be e

i =

and pretax earmngs These restrictions are 1D

effect unless written consent is obtained.

. Advances under the agreements are also
- subject to portfolio performance, financial

covenant restrictions, and borrowing base

calculations: The Company was in violation

of one covenant at February 28, 2003,

In-June 2002, the Company negotiat-
-ed a credit facility with a financial institution

- whereby the Company participates certain

customer notes receivable to this institution
Advances
and repayments under this credit agreement
are based on and collateralized by the
performance- of these customer

underlying customer notes recéivables
ranging from .prime to 2:5% over prime

- (current effective rates range.from 4.25%.to

6.75%). At February 28, 2003 the Company

had $11.6 million outstanding under the.

agreement. - -

The Company has a credit agreement
whereby the Company may- borrow up to
$3.8 million; with a declining balance

provision, on a revolving-line of credit

through April 2022. This credit agreement
was used to finance the. Company s corporate
headquarters at a fixed interest rate of 5.74%
through November 2006. At February 28,
2003 and 2002, the Company had $2.8
million and $3.5 million,

notes
- receivable. This agreement accrues interest
‘based on the variable interest-rates of the

respectively,

~ however, the note holders have wawed thls ’
-violation." ‘

’

outstanding under the credit agreement. The
‘agreement also contains various restrictive

financial covenants.

! In February 2002, three executive
officers of the Company, who are also the
original founders of the Company, loaned an
aggregate of $4.4 million to the Company.
The due date has been extended to June
2003. The Company makes monthly interest

interest rate of 0:5% below the prime rate

. (current effective rate is 3.75% at February

28, 2003). These notes are collateralized by
a second 'mortgage on the Companys
corporate headquarters.

The Company maintains an
interest-rate risk- -management strategy that
uses derivative instruments to minimize
significant, unanticipated earnings

1
L

‘payments to these officers at a variable’

fluctuations caused by interest rate volatility. .

- The Company’s specific goal is to lower
‘(where possﬂ)ﬂe) the cost of its borrowed

funds

In July 2000, the Co‘rnpany entered

into an iriterest rate swap agreement with am.

The current notional amount of $22.5
million decreases by $7.5 million annually
in each July 2003, 2004 and 2005. The swap

‘original notional amount of $30 million. -

is utilized to manage interest rate exposures °

swap agreement is a variable receive/fixed

~ and is designated as a cash flow hedge. The -

pay swap, which expires in July 2005 and has .
the effect of converting the interest rate paid-

C
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variable rate debt-to a fixed rate of 9.78%.

- The differential to be paid or received on the

swap agreement is recognized and accrued’

.“over .the life of the agreement as other
: comprehenswe

‘income based on
remaining outstanding notional amount or

" changes in interest rates. Included in other

4

“Total amounts outstanding under all above agreements are summarized below: -

N

$200 million revolving line of ciedit.

- Asset backed securitized financing program

$75 million revolving hne of credit

Participations ‘

Building line of credit -

Loans from executive officers -

"Interest rate swap
Total debt

Less current maturities . .
Long-term llablhtles

- . . . RN

on the notional amount of ‘the Company’s.

and $1,410,

the
- reclassified from -other

comprehensive income at February 28, 2003
and 2002 is a loss of approximately $1,167
respectively. ~ The difference
between the Company’s actual variable
interest expense and 9.78% on the ndtional
amount for the mext twelve months is
comprehensive -
income and recognized as interest expense.

1

As of

X " As of
s February 28, February 28,
‘ 2003 2002
$57,150. -
- 52,386 132,501
53,450 - 45,000
11,630 -
2,808 ° 3,500
4,404 ' 4,404
1,852 - 2,235
$183,680 $187,640
180,872 179,736
$2,808 $7,904 -
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Note 5. Commitments and Contingencies

Commitments:

In the normal course of business, thé

Company makes various commitments that

.are not reflected in the .accompanyinugv'

. respectively, in commitments to supply farm -
“input financing, including seed, chemicals, -
fertilizer and other farm inputs. No material '

“the

financial statements. These include various
commitments to supply farm input financing
to customers. At February 28, 2003, 2002 and
2001,
$101,014, $120,446

$152,763 and

losses or liquidity demands are anticipated as
a resulit of these-commitments.

H

Contingencies: "
The Company is named in lawsuits in
ordinary course of  business.

-Management for the Company believes,

_position or

while the: outcome of " various legal
proceedmgs is not ‘certain, it is unlikely that
these proceedings will result-in any recovery
which will materially affect the financial
operating results of the
Company ) . '

The availability of lines of credlt to

finance operations and the existence of a

the Company had approximately

mul‘tiiperil crop insurance program are
essential to the Company's operations. If the
federal multi-peril crop insurance program’
currently in existence was terminated or
negatively modified and no comparable
private or govemmem program was estab-

lished, this could have' a material adverse
_effect on the _Company's' future operations.
- The government has from time to time

evaluated the federal multi-peril crop

‘insurance program and is likely to review the

program 'in the future, bt there.can be no
assurance. of the outcome of such-
evaluations. ’ ‘

Guarantee: , C .

In the process of coliectmg a customer

note receivable, the'Company has guaranteed

the first mortgage debt of a customer to a
third party financial institution. Under the

guarantee, the Company would be required
- to repay the debt of the customer under
- certain default conditions. The outstanding -
.debt is collateralized by real estate, which .-

could be liquidated to recover any amounts
paid by the Company under the guarantee.

The amount guaranteed by the Company at

February 28, 2003 is approximately $2,300

and expires once the mortgage is repaid in

full.

Pt e
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“Note 6. Hmc@mme 'H‘anxes

" Net deferred tax assets consist of the followinig components;

b

As. of
’ February-28,
B , 2003
Deferred tax assets: . _
~ Allowance for- doubtful notes no 1 : $4,551 .
Deferred revenue T o .. 324
Reserve for discounts .« . , | T 2,146,
Interest rate swap contract . . Ce 685
Accrued vacations ’ - R _ 146
N ’ . . . : - \ i‘ §7.'.852
'Deferred tax liabilities: - ' R .
Property.and equipment : ‘ . " . $402
- S o . $7,450

-

As of
_February 28,
2002

$3,515
324
1,887 .
825
138.
$6,689

$324

$6,365

The deferred tax amounts rnentloned above have been clasmﬁed on the accompanylng balance sheet

‘as follows BRSR
. ‘ . . As,of
‘ ‘ . ' February 28,
L C 2003
. Current assets e L C $5,524
‘ Noncurrent assets 1,926 -
) R - , _ $7,450 -
Income tax expense is nade up of the following components:
b ' . Year Ended - Year.Ended -
. A February 28, | . February 28,
S e T 2003 2002
. Current tax expenseé: o : ST )
> Federal . -$4,218 . $4,328
State ' B _ 501 -~ 571
L ’ C " $4,719 $4,899
Deferred tax expense - .t (1,225) (1,470) .
: . $3,494 S $3,429

 Asof

- February 28,

2002

T $4,030

. 2,335,
.. $6,365

Year Ended_ o
February 28,
© 2001

' $5,662

760

$6,422
(1,858) °

’ $4,564.

* Total.i income tax expense varles from the amount that would have resulted by applymg the effecuve federal

income tax rate to income before i income taxes for the followrng reasons: . .

- . ¢

' Year Ended -

- ’ Year ]Endedf.  Year.Ended
o . . February 28, February 28, February 28,
- . L2003 2002 2001 ..
Federal statutory rate - . 35.0% -.35.0% * 35.0%
) - State tax expense - - 4:6% 5:0% . 4.5% -
N . Other, net (2.4%) (1.5%) C(1,5%) L.
h 37.2% 38.5% . 38.0%

Effective taxrate . . - | AR

ro ) T —_— _
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Note 7. Empﬂ@yee Sfi@dk Plans and Capnmﬂ
Steck

'

' 4

The Company has two stock- based -

.»'compensauon plans. On May 30, 1991 the
Company adopted its “1991 Stock Option
" Plan” which. provides. for the issuance of a

- stock opuons
" options.”

maximum of 300,.000 shares. Of common

stock' to directors, officers, employees or

other persons. Options granted under ‘the
stock option plan may be either” incentive
‘or * “nonqualified stock
As ‘designated by the Board of
Directors, ' the stock option plan is
administered by the officers of the Company,
who, designate -the type of option to be.
granted,
granted, the number of shares of common
stock to be covered by eacli option (subject

to a specified maximum number of shares of -

common stock which may be purchased

under all options granted) the exercise price,”
. the *period during which the options are

exercisable, the method of payment and -
- certain other terms..

.The éxercise price for

" each share of .common stock covered by an

option is determined by the Bqard of”

Directors or the committee, except (i) the

‘exercise price for an incentive stock option

~ price for a nonqualified stock option may

may not be less than the fair market value, at '
the time the option is granted; of the ‘stock

subject to the option and (ii) the exercise

not be less than 85% of the fair market value,
at the time the option is granted, of the stock

subject to the option. The exercise price for
~an incentive stock option granted to any

individua! who owns stock, at the time of the

‘the number of options to be

'

grant,, possessmg more than 10% of the
- voting' power of the capltal stock “of the

Company. may not be less than 110% of such
fair market value on the date of the grant. N o)

" more than $100,000 of stock vesting during

any calendar year per person. will qualify for.
incentive stock option treatment. Options
are nontransferable, other than by will or the

laws of descent and distribution, and may be -

exercised only ! by the optionee . while.

employed by or providing services to thé
‘Company or .within- three months - after

termination of employment by reason of
retirement or six months
termination of employment resulting from
death ‘or permanent d1sab111ty . Options
expire no later than ten years from the date of
grant, provided that incentive stock options
granted to - employees’ owning stock
possessing more than 10% of the total
combined-voting power of all cladses of stock
of the Company or any of its subsidiaries

expire five or fewer- years from the date of -
~grant. No additional options may be granted .

under this plan subsequent to the plan’s
termination date of May 21, 2001.

outstahdmg,_on'the termination date.

On August 3, 1993 the Stockholders

. of the Company adopted its “1993 Stock

Option Plan”, which provides for the
issuance of a maximum of 200,000 shares of
common - stock to directors, officers,
employees or other persons. The other
prov151ons of the 1993 Stock Option Plan are

‘the ‘same as provisions of the 1991 Stock®

Option Plan discussed above. On August 1,

1995 the stockholders of -the Company
approved a proposal to- amend its “1993 -

\

following ..

] The
" términation does not effect any options
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« - Stock Option Plan to increase, the maximum

" number shares of common stock issuablé to
directors, officers, employees or other -

August 21, 2000, the stockholders of the
Company approved a proposal to amend its
' “1993" Stock. Option Plan” to increasé the
- maximum number of shares issuable ﬂom

- “persons from 200,000 to 400,000 shares. On,

400 000 shares to 700 000 shares. The other
provisions of the 1993 Stock Option Plan

“‘remained the same as previously discussed
- above. . At February 28, 2003 and 2002, the’

total options available for future grant under

“the 1993 plan was 246, 925 and 230,675

shares, respectlvely oo

\

The followmg table summarlzes t]he opt}ons to pulrchase shares of the Company's

common stock under the tWo option plans combmed

Balance at February 29, 2000
Granted .
oo Exercised
‘ Canceled = .
Balance at February 28, 2001 o
© Granted .
Exercised
Canceled :
Balance at February 28, 2002
Granted

. Canceled "
Baﬂance at ]Febmary 28, 2003

-
1

-Exercisable, end of year
' Welghted average falr value per option

of options granted during the year

N

/

Exercised : Co o : L

4]

Stock Options
‘ _ Weighted
ST , ' Average
Outstandmg Exercise Prlce

- 464,665 $9.29
98,800 $16.02.
(31,525) . $8.83
(22,750) - $17.85..
509,190 $10.24
» " 20,200 , '$11.72
f (187,700) . $3.82
(7,700) ~ $16.11
333,990 ~$13.80
‘ 25,000 $9.49
(10,550) . $7.56 -
N (41,250) $15.77
S 307,190 ' $13.40
Number of Options :
2003 2002 2001
230,865 229,665 © 363,565 -
$4.46 - $5.86 ' $7.04 -

- v

s >Options are exercisable over varying periodé‘ ending on February 28, 2'013/.‘
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A further summary of the fixed options outstanding at Feb,ruar}; 28,2003 is as follows:

i

Options @uttsmainldlﬁng Options Exercisable N

Weighted , ‘ ) ) .

- Average = Weighted - Weighted

Rémaining Average Average

Range of Number Contractual Exercise ~ Number - Exeréise

.Exercise Prices  Qutstanding - Life Price . Exercisable Price
$6.75 10 $9.00 - 68,740 382 $8.12 . 5740 . $8.12°
$9.50 10 $13.75 = 88,000 447  $10.80 61,849  $10.47
| $1425 1081650 71,750 7.04  $15.92 42,708  $15.84
$17.25 t0'$24.75 ___ 78,700 5.44° _$18.62° 73,568 . _$18.18
307,190 517 _$13.40  $13.38

)

Ln August 1995, the Company s:Board of

\Directors approved the “1995 Stock Purchase

Plan” which ‘allows directors, officers and all
other employees of the Company. to.purchase

common  stock. directly from the Company,

subject to .certain restrictions. Shares may be

purchased at (i) the closing price of the stock on .
the trading day immediately preceding the.

purchase date or (ii) the cost at which the shares
may be purchased in the open market; exclusive
of brokerage commissions and fees. An aggregate

v

- 230,865

‘of 150,000 authorized but unissued shares are -
-resetfved for issuance under the plan. The stock

purchase plan is administered by the Company
and is subject to termination or amendment by
the Board of Directors at any time. During the
years ended February 28, 2003, 2002 and 2001,
100, 100, and 500 shares, respectlvely, were
purchased under this plan .

In total, 698 805 shares of Common
Stock are reserved for issuance under the plans

- discussed above.
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Note 8. Employee Benefits

Company has contractual
and - noncompetmon

The
employment

] ‘agréements through - july.1, 2005 'with its
. three top, officers who are also directors of
" the Company. Each agreement provides for

(i) a base 'salary adjustable annually, (ii)
payment. of an. annual. ‘bonus .based upon .

o diluted EPS, _(iii)* $250 in life insurance
" coverage and (iv) receipt of other Company
_ 'benefits including use of an automobile. The

toial amount of the anrnual bonus for these,
officers in¢luded as compensation expense
for the years ended February 28,'2003, 2002
and 2001 was- $570, $75- and $375,
respectively.

The Company also has a' contractual

employment and noncompetmon agreement
through August 7, 2005 with its . Chief
" The agreement provides
for (i) a base salary adjustable annually, (ii)
payment of an annual bonus based upon

diluted EPS and (iii) -receipt of other -

Company benefits including- the use of an
aulomobrle The -total amount of annual
bonus included as compensation ekpense for
the years ended February 28, 2003,'2002 and

,2001 was $32, none and $7, respecnvely

T

" Effective- Iune 1, 1992 the Company

“ has established a Retlrement and Savings
- Plan (the “401(k) Plan”).

Currently, all -
employees of the .Company, including
officers, are eligible to participate in the
Benefits provided under the
401(k) ‘Plan are. funded by a qualified

* retirernent trust administered by Wells Fargo

Bank Minnesota, N:A. as trustee. Participants -
“may . contribute an, amount
~ compensation, including ‘base salary and
\overtime, to the 401(k) Plan; which can not -
- be more*than the maximum dollar limit
~The .
) ‘Company makes a matching contnbunon 10 .
" the 401(k) Plan subject to certain limitations,
-"equal to. 40% .of each participant’s prefax

contribution on an amount of up to 7% of - -

of their

allowed "'by law on a pretax basis. -

such participant’s. compensation. For the

years ended February 28, 2003, 2002. and
2001, $144, $128 and $129, respecnvely, was "

contnbuted to employee accounts 1nclud1ng

~ $35 for each of. the three years, contributed to

the accounts- of the Companys executlve

. officers. - .

The Company has a Management-
Bonus Program which pays bonuses to all-

eligible management employees based upon -
- the diluted earnings per share growth of the -
Company. . The total amount-of bonus -
“compensanon charged to expense for the
years ended February.28, 2003, 2002 and .

-’20Q1'wasf$168, none and $76, r_espectively.

" The Company also has an Employee'
lncentwe Compensation Program The

Company pays bonuses to all eligible -
employees. based on the growth, in nét:
revenues and net income. The bonuges range
from zero to 8% of all eligible employees -

calendar year compensatlon The total

" amount of incentive compensation charged

to expense for the years ended February 28,

2003, 2002 and 2001 was $185 none and

none, respecnvely

v
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‘Note I Ea}ﬁmﬁmgs Per Share

Basic and diluted earnings per share are calculated as follows:

Net income available to stockholders

Eammgs per share:

© Weighted : avefage shares outstandlng basm

’

Basic earnings per share .

Diluted earnings pet share:

Weighted average shares outstanding - basic
Effect of dilutive securities:

.-Employee stock options T .

- Weighted average shares - diluted

~ Diluted earnings per share - -

" exerc1se price was greater than the average matket pﬂce of the common shares

.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

~

/.

Year Ended Year Ended Year Ended

" February 28,  February 28,  February 28
2003 S 2002 2001 '

$5,898 . $5,476 $7.453

© 5,477,277 5, 415 104 5,271,069

$1.08 $1 01 $1:41

5,477,277 - 5,415,104 5,271,069

17,089 74,651 219,040
5,494,366 5,489,755 5,490,109

' $1.07 $1.00 $1.36

At February 28 12003, 2002 and 2001, respectlvely, 186, 650, 185 900 and 31, 300 employee stock
~ options were outstandmg but were not included in: computation of diluted earnings per share because the

f
v

’o




[ D%r NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -

: : CCl
Note ‘*1®,-Cusﬁ@mem Credit @pé{ralﬂ{i@ﬁns e . N o e
) Customer credit operations were‘és_fOllowS: \ o R ' . ; '. ' s
R o 1 : . Year Ended. ’Ye.arv‘Ended Year Ended o
S : - .~ February 28, February 28, February 28,
T - - 2003 2002 2001
. Financingincome ~ , - S $29,196  _ $26,536  _ $31,861
» Direct costs: - . S v ) )
- Financing-expense I 0 $16,205 $13,830 . $17,082 °
: Payroll and related costs B 3,978 3,749 - 3,028
Credit report services A - 85 50 . L. 52
Legal fees. - v_ L 1,484 898 1944
.. Provision for doubtful notes N C 9,068 7,485 6,266
Tgtal direct costs o v ) - . $30,820 $26,012 $27,372 .
- . Net financing income (1055) R A - - ($1,624) $524  $4,489 - ‘
The above results do not reflect any allocation of corporate overhead expenses. o v

~

- A\
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I%T _ No7es To C@MDEHM)/\JH i) f NANCIAL STATEMENTS J%:}
. Note 11, Selected Quarterly Financtal Da&fa_(([[ﬂmmndlﬁmd) ' e
v | Fﬁ;r,st-’ S Second ’H‘hﬁln'd - Fourth
Fiscal 2003 : : Quarter Quarter Quarter ‘ Quarter
. Net Eevenmeé . | : : | . $75,24LS.’ 4$8®,1§8 . $18,466 $24,017
Cost of revenue T 68,095 $71,898 512,578 - $20,638
Gross profit T §7,150 < 58,240  s5,888 $3,379
Net income (ioss) RO :  $2,157 | $2,502 j$f1,35'4 | _($15) -
‘Basﬁc éarnings pe: shal.n'c;___ o ‘ | $0.39 ‘ $,®.46: ) , " $0.25 o @@.@2})5 '-
Diltited earnings pém share - - $0.39 :$®.45  8025 . ($©.@2)
cT . " First o Seconﬁ - ‘Third : - Fourth
Fiscal 2002 ' . Quarter Quarter Quarter Quarter
Netrevenues - - $60,795 560,517 $16,378  * $24,306
‘COSt of revenue . R | §54,476 $53,906 $1—1‘,315'  $20,715
Gross proﬁé_ | O seste :$6,1611‘ $5063  $3,501
- Net income ) | : $1,8_3';l - $2,025 - $1,297 $320
Basi; eqr;lihgs pef share | ' $0.35 | $037. - $0.24 $0.06
. D—ilﬁted earﬁihgs_ per share. » . $034 : $0.§7 $0.24 ~ $0.06

The Company. reclassified its revenues in the current ﬁscaﬂ year to present revenues
associated with the cash advances for fuel, irrigation, land rems and other farm inputs and rev-
"enues associated with the input only program omn a net repomng basis in contrast to the pre-

Vlousﬂy presented gross: repomng basm -

A
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Gaylen D. Miller

" Henry C. Iungiing, Jr.

“Kevin D. Schipper

- James D. Gerson . -

-Michael Lischin

Ervin J. Me‘lléma_

'OFFICERS
. Gaylen D, Miller
" ".Henry C. ]ungling, Jr.

Kevin D, Schipper

1

Shawn R. Smeins
John T. Roth

Todd *I‘vRyan ’

Eunice M. Schipper.

Neil H Stadlman

" Lisa M. Meester

N

Jamey J. Ross

Linda E Kob;lisk'a '

“Tad W, Moze_na

. Bresident ‘

Chief Operativng~ Officer

_ Chairman of the Board
Ag Services of America, Iric.

President _ S
Ag Services of Amerlca, Inc. = = - .

Chief Executive Ofﬁcer and Secretary
Ag Services, of America, Ific. ‘

Former Vice Pres_identr I B
Fahnestock & Co., Inc.

“Attorney at Law

Operatlng Principal
Camgpbell Mellema Instrance, Inc ’ -
and Campbell Mellema Realty, LLC

-

"Chairman of the Board -

’ 1

Chief Executive Officer and Secretary |

Vice President.Finance and Treasurer
Vice President-Sales PN

VicévPrésident Account Management .

- - Vice President Information Strategies

Vice President Information’Systems
Vice President Products and Distribution

General Counsel

Vice President Marketing and Public Relations - Powerfarm, Inc.

-
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Sfm_pdk Mmﬁgoﬁ Information

The Company’s common stock is traded on
. the New York Stock Exchange under the
- symbol ASV.

As of February 28, 2003, there were

" 5,479,514 shares of common stock out-
standing. At'that date, there were 114 share-
holders of record and approximately 2,000
shareholders for whom securities firms
acted as nominees.

Transfer Agent

‘Wells Fargo Bank Minnesota, N.A.
Stock Transfer Department
161 North Concord Exchange

South St. Paul, MN 55075 0738
612/450-4064 or 800/468-9716

- Form 10-K -

Shareholders who wish to obtain, without
charge, a copy of our annual report on form

 Commission for the fiscal year ended
" February 28, 2003, may do so by writing
John T. Roth, Vice President Pmance, at our
' corporate headquarters. :

P.O. Box 738 -

10-K, filed with the Securities and Exchange

. Investor Relations Contact

Shareholders and prospective investors are
welcome-to call or write Ag Services with
questions or requests for additional infor- -
mation. Inquiries should be directed to cor-
porate headquarters to the attention of: -

Gaylen Miller

.Chairman of the Board

(319) 277-0261

E- mall gaylen mlller@agservlces com’

Corporate Headquaners_
1309 Technology Parkway’
P.O. Box 668 -

Cedar Falls, IA 50613
(319) 277-0261

Independent Public Accountamts -

‘McGladrey & Pullen, LLP

400 Locust Street, Suite 640
Des Moines, 1A 50309

_Hm@n"méﬁ Address

Ag Services makes Company mformatlon
available electromcally via a site on the

- World Wide Web. This site is regularly updat-

ed and includes information on ‘the
Company’s products and services, press -
releases, and key publications such as the
annual report. + The Company’s Internet
address is www.agservices.com. '
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PO. Box 668
CEDAR FALLS, Iowa 50613
319-277-0261
www.agservices.com




