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OATH OR AFFIRMATION

1

, , swear (or affirm) that, to the best of
my knowledge and behief the accompanying financial statement and supporting schedules pertaining to the firm of

, as
of 20 , are truc and correct. I further swear (or affirm) that
neither the company nor any pariner, proprietor, principal officer or director has any proprictary interest in any account
classified solely as that of a customer, except as follows:

Signature

Title

Notary Public

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

@ (a) Facing Page.

¥ (b) Statement of Financial Condition.

¥ (c) Statement of Income (Loss).

B (@) Statement of Glvopesiin EromxiekGmdinotix Cash Flows.

I (c) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

M (g) Computation of Net Capital.

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

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

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

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

(%) (1) An Oath or Affirmation.

[J (m) A copy of the STPC Supplemental Report.

¥ (n) Arcportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.770-5(¢)(3).
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Certified Public Accountant

40 N. 9th Street Phone: 1-217-847-6288
Hamilton, IT. 62341 Fax: 1-217-847-6290

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Krueger Brokerage, Inc.
Keokuk, Iowa 52632

We have audited the accompanying statements of financial
condition of Krueger Brokerage, Inc. as of December 31, 2004 and
2003, and the related statements of income, cash flows, and
changes 1in stockholders’ equity for the years then ended that
you are filing pursuant to rule 17a-5 wunder the Securities
Exchange Act of 1934. These financial statements are the
responsibility of the Company’s management. Our responsibility

is to express an opinion on these financial statements based on
our audit.

We conducted our audits 1in accordance with auditing
standards generally accepted in the United States of America.
Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes
assessing the accounting ©principles used and significant
estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits
provide a reasonable basis for our opinions.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial position
of Krueger Brokerage, Inc. as of December 31, 2004 and 2003, and
the results of 1its operations and its cash flows for the years
then ended in conformity with accounting principles generally
accepted in the United States of America.

9,4,‘ P (oot CPA P

John P. Wardwell, CPA PC

February 14, 2005



KRUEGER BROKERAGE, INC.
Statements of Financial Condition
December 31, 2004 and 2003

2004 2003
CURRENT ASSETS
Cash and insured investment accounts $ 19,897 S 24,556
Clearing agent escrow cash 5,143 3,405
Clearing agent escrow investment account at
market (Note 10) 26,937 25,739
Investment in mutual fund shares and stocks, _
at market value (Note 10) 6l,235 59,109
Other investments (Note 10) 16,300 16,300
Accounts receivable (Note 3) 15,252 15,688
TOTAL CURRENT ASSETS S 144,764 S 144,797
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities
Accrued expenses 5,721 6,293
Accounts payable - clearing agent (Note 3) 4,330 4,781
Income taxes payable 269 ===
TOTAL CURRENT LIABILITIES 10,320 11,074
Stockholders’ Equity
Common stock, par value $1000,
authorized 100 shares, issued
and outstanding 50 shares 50,000 50,000
Treasury stock (12 shares, at cost) (25,908) (25,908)
Retained earnings 110,352 109,631
TOTAL STOCKHOLDERS’ EQUITY 134,444 133,723

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY S 144,764 $ 144,787

The Notes to Financial Statements are an integral part of this report.
-4-



KRUEGER BROKERAGE, INC.

Income Statements

December 31, 2004 and 2003

-5-

2004 2003

Commission Income $ 230,406 $ 211,190
Interest and dividend income 5,776 5,197
Gain (loss) on sale of securities 1,338 1,107
Unrealized gain (loss) on securities (260) 14,044
Other income 47 1,255
TOTAL INCOME 237,310 232,793

Operating Expenses
Officers’ salaries 99,375 97,925
Other salaries 21,777 22,406
Clearing expenses 45,788 35,514
Computer service 9,139 10,335
Rent 5,400 5,400
Licenses and fees 3,366 4,850
Professional fees 1,950 2,103
Advertising 1,468 1,301
Office expenses 5,341 4,325
Payroll taxes 9,370 9,228
Utilities 2,662 3,844
Travel and entertainment 3,570 2,863
Health insurance 13,903 13,925
SEP contribution (Note 4) 11,819 8,811
Other expenses 1,291 1,948
TOTAL OPERATING EXPENSES $ 236,220 S 224,778
Net income before income tax 1,090 8,015
Income tax expense (Note 6) 269 —-—=
Net income S 821 S 8,015
Income per share $ 16.42 S 160.30

The Notes to Financial Statements are an integral part of this report.



KRUEGER BROKERAGE, INC.
Statements of Cash Flows

For the Years Ended December 31,

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Unrealized losses on marketable securities
(Increase) decrease in accounts receivable
Increase (decrease) in accounts payable and
accrued expenses
(Gain) loss on sale of securities
Net Cash (Used) by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments
Proceeds from sale of investments & redemptions
Net Cash (Used) by Investing Activities
CASH FLOWS FROM FINANCING ACTIVITIES
Net (decrease) in cash

Cash balance, beginning of year

Cash balance, end of year

Cash expended for income taxes

2004 and 2003

2004 2003
$ 821 $ 8,015
260 (14,044)
436 {2,385)
{754) 5,336
(1,338) (1,107)
(575) (4,195)
(11,427) (32,290)
9,081 30,002
(2,346) (2,288)
NONE NONE
(2,921) (6,483)
27,961 34,444
$ 25,040 S 27,961
2004 2003
$ -0~ $ 789

The Notes to Financial Statements are an integral part of this report.
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KRUEGER BROKERAGE, INC.
Statements of Changes in Stockholders' Equity
For the Years Ended December 31, 2004 and 2003

2004 2003
Beginning stockholders’ equity $ 133,723 S 125,771
Net income (loss) 821 8,015
Prior year adjustment (100) (63)
Ending stockholders’ equity S 134,444 $ 133,723

The Notes to Financial Statements are an integral part of this report.
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Note 1.

Note 2.

Note 3.

Note 4.

KRUEGER BROKERAGE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

Organization and Nature of Business

Krueger Brokerage, Inc. is an independent brokerage service registered
with the Securities and Exchange Commission (SEC) and is a member of

The National Association of Securities Dealers (NASD). The Company’s
operations are conducted in Keokuk, Iowa and all securities transactions
are cleared through a clearing agent, Mesirow Financial, Inc. Clients
include instituticnal and individual traders of securities.

Significant Accounting Policies

The financial statements are presented on the accrual basis of accounting.
The Company 1is engaged in a single line of business as a securities broker.
Services provided include principal transactions, agency transactions, and
investment advisory services. Proprietary securities transactions in
regular-way trades are recorded on the trade date, as if they had settled.
Profit and loss arising from all securities transactions entered into for
the account and risk of Krueger Brokerage, Inc. are recorded on a trade
date basis. Customers’ securities transactions are reported on a settlement
date basis with related commission income and expenses reported on a trade
date basis.

Marketable securities are valued at market value and securities not readily
marketable are valued at fair value as determined by management.

Commissions and related clearing expenses are recorded on a trade-date
basis as securities transactions occur.

Federal and state income taxes are calculated on the accrual basis as of
the date of the financial statements. The amount of current taxes payable
or refundable is determined by utilizing currently enacted tax laws and
rates. The Company does not have any timing differences between book income
determination and tax income that could give rise to deferred tax assets

or liabilities.

For purposes of the Statement cf Cash Flows, the Company has defined cash
equivalents as highly liquid investments with original maturities of less
than three months, that are not held for sale in the ordinary course of
business.

Receivable from and Payable to Clearing Agent

Amounts receivable from clearing agent amounted to $15,688 and the
amount payable to clearing agent was $6,293 as of December 31, 2004.
Krueger Brokerage, Inc. clears all securities transactions through
Mesirow Financial, Inc.

Simplified Employee Pension Plan

Krueger Brokerage, Inc. maintains a SEP-IRA plan for employees who have
completed three years of service, attained age 21, and have the required
level of compensation in the plan year. Discretionary contributions are

made by the Company to the accounts of all eligible employees. The Company’s
contributions to the plan were $11,819 and $8,811 for the years ended
December 31, 2004 and 2003, respectively.

-8-




Note 5.

Note 6.

Note 7.

Note 8.

Note 9.

KRUEGER BROKERAGE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

Net Capital Requirement

Krueger Brokerage, Inc. is subject to the SEC Uniform Net Capital Rule
(15¢3-1) which requires the maintenance of minimum net capital and
requires that the ratio cf aggregate indebtedness to net capital, both
as defined, shall not exceed 15 to 1. At December 31, 2004 and 2003, the
Company had net capital of $104,539 and $101,366, respectively, which
was $54,539 and $51,366, respectively, in excess of its required net
capital of $50,000 for each year. The Company’s net capital ratio was
.10 to 1 and .11 to 1, respectively.

Income Taxes

The Company incurred a federal tax liability of $193 and a state income
tax liability of $76 for the year ended December 31, 2004. For the year
ended December 31, 2003, the Company sustained a net operating loss for

tax purposes and, thus, incurred no federal or state income tax liability
for the year.

A reconciliation of the differences between the expected income tax
expense on income computed at the U.S. statutory income tax rates and the
Company’s income tax expense is shown in the following table:

2004 2003

Expected income tax expense at

U.S. statutory rate $ 371 $ 2,725
Effect of non-deductible expense 1,051 ---
Increase due to state income taxes,

net of U.S. federal income tax effects 50 ---
Effect of unrealized gains (losses) on

securities 88 (2,725)
Effect of net operating loss carry forward (1,024) -
Other, net (267) —-—-
Income tax expense § 269 -0-

Liabilities Subordinated to Claims of General Creditors

As of December 31, 2004 and 2003, Krueger Brokerage, Inc. had no
liabilities subocrdinated to claims of general creditors. The Company

does not engage in the types of transactions which give rise to such
liabilities.

Possession or Control Requirements

The Company is not subject to the reguirements regarding possession

or control of securities as all transactions involving the purchase

and sale of securities are handled through a clearing agent. The
Company does not take possession or control of any securities purchased
on behalf of clients.

Use of Estimates
The preparation of financial statements in accordance with generally
accepted accounting principles often requires the use of estimates by

management. Actual results may differ from such estimates.

-0-



Note 10.

KRUEGER BRCKERAGE, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

Marketable Debt and Egquity Securities

Cost and fair value of marketable debt and equity securities at
December 31, 2004 and 2003, are as follows:

Gross Gross
Unrealized Unrealized Fair
Cost Gains (Losses) Value
December 31, 2004
Available for sale:
Debt securities & 1,019 $ 1,200 $ (1,090} $ 1,129
Equity securities 136,877 22,918 (56,453) 103,342
Totals $137,896 S 24,118 S (57,543) $104,471
December 31, 2003
Available for sale:
Debt securities $ 1,067 $ 1,200 $ (1,080) $ 1,187
Equity securities 136,746 16,632 (53,417) 99, 961
Totals $137,813 $ 17,832 $ (54,497) $101,148

Note 11.

Note 12.

The Company owns 1000 shares of stock in the National Association of
Securities Dealers (NASD), and the rights to 300 additional shares.
Ownership of these shares is restricted tc members of the NASD. Due
to this restricticn, the stock is not readily marketable. The Company
carries this stock and rights at cost, $16,300. This investment is a
non allowable asset for the computaticn of net capital.

SIPC Insurance Coverage

Customers of Krueger Brokerage, Inc. are protected under the Securities
Investors Protection Corporation insurance program. The Company was
covered under SIPC for the years ended December 31, 2004 and 2003, and
paid an assessment of $150 for each year.

Lease

The Company leases a portion of the third floor of the State Central
Bank building to conduct its business activities. Lease payments for
2004 and 2003 were $5,400 for each year. The lease terms are year to
year subject to annual renewal.

-10-



JOHN P. WARDWELL, CPA PC
Certified Public Accountant

40 North 9™ Street Phone; 1-217-847-6288
Hamilton, IL 62341 Fax: 1-217-847-6290

INDEPENDENT AUDITORS’ REPORT ON SUPPLEMENTARY INFORMATION
REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE COMMISSION

Board of Directors
Krueger Brokerage, Inc.

We have audited the accompanying financial statements of Krueger Brokerage, Inc.
as of and for the years ended December 31, 2004 and 2003, and have issued our
report thereon dated February 14, 2005. Our audits were conducted for the purpose
of forming an opinion on the basic financial statements taken as a whole. The
information contained in the Computation of Net Capital and the Computation of
Basic Net Capital Requirement is presented for purposes of additional analysis and
is not a required part of the basic financial statements, but is supplementary
information required by rule 17a-5 under the Securities Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

;M, Pt L, 004 P C

John P. Wardwell, CPA PC
Hamilton, Illinois

February 14, 2005



KRUEGER BROKERAGE,

INC.

Computation of Net Capital
December 31, 2004 and 2003

Total ownership equity from statements of
financial condition
Ownership equity not allowable

Total ownership equity
Qualified for net capital

Subordinated liabilities allowable
Other {(deductions) or allowable credits

Total capital and allowable
Subordinated liabilities

Deductions and/or charges:
Total nonallowable assets $(16,300)
Secured demand note deficiency -—=
Commodity futures contracts -—-
Other deductions and/or charges -—=
Other additions and/or allowable credits
Haircuts on securities:
Contractual securities commitments -—=
Subordinated securities borrowings -—=
Trading and investment securities:
Exempted securities ---
Debt securities (62)
Options —-—-
Other securities (10, 928)
Undue concentration -~
Other - common stock (2,615)

$ 134,444

134,444

134,444

(13,605)

(65)
(10, 532)

(5,460)

2003

133,723

133,723

133,723

(16, 300)

{(16,057)

Net Capital

$104,538

101,366

The net capital computed as of December 31, 2004 and 2003 does not differ
materially from amounts reported on form X-17A-5 as of those dates.

The Notes to Financlal Statements are an integral part of this report.
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KRUEGER BROKERAGE, INC.
Computation of Basic Net Capital Reguirement
December 31, 2004 and 2003

2004 2003
Total Liabilities $ 10,320 $ 11,074
Add:
Drafts for immediate credit $ - 3 -
Market wvalue of securities borrowed -—- : ---
Other unrecorded amounts -——- -——= -—- -
Total Aggregate Indebtedness 10,320 11,074
Percentage of aggregate indebtedness
to net capital 10% 11%
Percentage of debt to debt-equity total 7% 8%
A. Minimum net capital required
6 2/3% of total aggregate indebtedness 688 738
B. Minimum dollar net capital reguirement 50,000 50,000
C. Net capital requirement (greater of
A or B) 50,000 50,000
D. Net capital 104,539 101, 366
Excess Net Capital (D minus C) $ 54,539 $ 51,366
Excess Net Capital at 1000% $103,507 $100,259
Ratio: Aggregate indebtedness
to net capital .10 to 1 .11 to 1

Krueger Brokerage, Inc. has no outstanding credit balances of the types, which,
pursuant to rule 15c¢ 3-3, require the maintenance of a special reserve account for
the benefit of customers, nor does the Company engage in the types of transactions
which give rise to such credit balances. Therefore, Krueger Brokerage, Inc. is not
required to maintain a special reserve bank account.

_13_
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JOHN P. WARDWELL, CPA PC
Certified Public Accountant

40 North 9 Street Phone: 1-217-847-6288
Hamilton, I1. 62341 Fax: 1-217-847-6290

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL

Board of Directors
Krueger Brokerage, Inc.

In planning and performing our audits of the financial statements of Krueger
Brokerage, Inc. for the years ended December 31, 2004 and 2003, we considered its
internal control, including control activities for safequarding securities, in
order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on internal
control.

Also, as required by rule 17a-5{(g){(l) of the Securities and Exchange
Commission (SEC), we have made a study of the practices and procedures followed by
the Company including tests of such practices and procedures that we considered
relevant to the objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and net capital under rule 17a-3(a) (l11) and
for determining compliance with the exemptive provisions of rule 15¢3-3. Because
the Company does not carry securities accounts or perform custodial functions
relating to customer securities, we did not review the practices and procedures
followed by the Company in any of the following:

1. Making guarterly securities examinations, counts, verifications,
and comparisons;

2. Recordation of differences reguired by rule 17a-13; and

3. Complying with the requirements for prompt payment for securities
under Section 8 of Federal Reserve Regulation T of the Board of
Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining
internal control and the practices and procedures referred to in the preceding
paragraph. In fulfilling this responsibility, estimates and Judgments by
management are required to assess the expected benefits and related costs of
controls and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentioned objectives. Two of the objectives of internal
control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthcrized use or dispesition
and that transactions are executed in accordance with management’s authorization
and recorded properly to permit the preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) 1lists
additional objectives of the practices and procedures listed in the preceding
paragraph.

Because of inherent limitations in internal control or the practices and
procedures referred to above, error or fraud may occur and not be detected. Also,
projection of any evaluation of them to future periods is subject to the risk that
they may become inadequate because of changes 1in conditions or that the
effectiveness of their design and operation may deteriorate.



Our consideration of internal controcl would not necessarily disclose all
matters in internal control that might be material weaknesses under standards
established by the American Institute of Certified Public Accountants. A material
weakness is a condition in which the design or operation of the specific internal
control components does not reduce to a relatively low level the risk that error
or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. However, we noted no
matters involving internal control, including control activities for safeguarding
securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives
referred to in the second paragraph of this report are considered by the SEC to be
adequate for its purposes in accordance with the Securities Exchange Act of 1934
and related regulations, and that practices and procedures that do not accomplish
such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the
Company’s practices and procedures were adeguate at December 31, 2004 and 2003, to
meet the SEC’s objectives.

This report is intended solely for the information and use cf the Board of
Directors, management, the SEC, and other regulatory agencies that rely on rule
17a~5(g) wunder the Securities Exchange Act of 1934 in their regulation of
registered brokers and dealers, and is not intended to be and should not be used
by anyone other than these specified parties.

gzjin-*?GLLAAiMubcz)C?Pf‘ 23

John P. Wardwell, CPA PC
Hamilton, Illinois

February 14, 2005




