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Oath or Affirmation

I, Robert M. Young, affirm that, to the best of my knowledge and belief the
accompanying financial statements and supporting schedules pertaining to the firm of
Agri General Securities Corporation as of December 31, 2004, are true and correct.
I further affirm that neither the Company nor any principal officer or director has any
proprietary interest in any account classified solely as that of a customer.

Notary P

liC « F'S

President 0/ /

JWAL NANCY S. LAMB
-6 % COMMISSION NO. 194118
MY COMMISSION EXPIRES
Towa PDECEMBER 28, 2006
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Report of Independent Registered Public Accounting Firm

The Board of Directofs and Stockholder
Agri General Securities Corporation

We have audited the accompanying statements of financial condition of Agri General
Securities Corporation (an indirect wholly-owned subsidiary of Rain and Hail Insurance
Service, Inc.) as of December 31, 2004 and 2003, and the related statements of
operations, changes in stockholder’s equity, and cash flows for the years then ended.
These financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States. 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 consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Agri General Securities Corporation at December 31,
2004 and 2003, and the results of its operations and its cash flows for the years then
ended in conformity with accounting principles generally accepted in the United States.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The accompanying supporting schedules are presented for
purposes of additional analysis and are not a required part of the basic financial
statements, but are 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 our audits 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.

Tsomnt b \.&\m% LLP

January 10, 2005

05010605811 A Member Practice of Ernst & Young Global 1
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Agri General Securities Corporation

Statements of Financial Condition

Assets

Cash and cash equivalents
Recoverable income taxes
Total assets

Liabilities and stockholder’s equity
Liabilities:

Accounts payable

Due to affiliate
Total liabilities

Stockholder’s equity:
Common stock, par value $.01 per share (authorized
200,000 shares, issued and outstanding 15,000 shares),
all owned by Rain and Hail Financial, Inc., which is

wholly owned by Rain and Hail Insurance Service, Inc.

Additional paid-in capital
Retained earnings
Total stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes.
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December 31

2004 2003
$261,826 $298,023
18,100 31,215
$279,926 $329,238
$ 793 599
2,081 22,056
2,874 22,655
150 150
149,850 149,850
127,052 156,583
277,052 306,583
$279,926 $329,238




Agri General Securities Corporation

Statements of Operations

Revenues:
Municipal bond trading income
Interest income

Expenses:
Salaries and benefits
Rent
Professional fees
Regulatory fees and expenses
Other operating expenses
Total expenses
Loss before income taxes

Current income tax expense benefit
Net loss

See accompanying notes.
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Year Ended December 31
2004 2003
$ 65,238 $ -
- 1,073
65,238 1,073
72,240 44,213
23,240 22,556
6,498 6,130
1,210 1,105
9,681 9,214
112,869 83,218
(47,631) (82,145)
18,100 31,215
$ (29,531) $(50,930)




Agri General Securities Corporation

Statements of Changes in Stockholder’s Equity

Additional Total
Common Paid-In Retained Stockholder’s
Stock Capital Earnings Equity
Balances at January 1, 2003 $150 $149,850  $207,513 $357,513
Net loss for 2003 — — (50,930) (50,930)
Balances at December 31, 2003 150 149,850 156,583 306,583
Net loss for 2004 - - (29,531) (29,531)
Balances at December 31, 2004 $150 $149,850 $127,052 $277,052

See accompanying notes.
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Operating activities
Net loss

Agri General Securities Corporation

Statements of Cash Flows

Year Ended December 31
2004 2003

$ (29,531) $ (50,930)

Adjustments to reconcile net loss to net cash used in

operating activities:

Depreciation expense - 81
Changes in operating assets and liabilities:
Recoverable income taxes 13,115 (31,215)
Accounts payable and accrued income taxes payable 194 (4,155)
Due to affiliate (19,975) 19,487
Net cash used in operating activities (36,197) (66,732)
Net decrease in cash and cash equivalents (36,197) (66,732)
Cash and cash equivalents at beginning of year 298,023 364,755
Cash and cash equivalents at end of year $261,826 $298,023
Supplemental disclosure of cash flow information :
Cash payments (receipts) for income taxes $ (31,215) $ 3,850

See accompanying notes.
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Agri General Securities Corporation

Notes to Financial Statements
December 31, 2004

1. Organization and Significant Accounting Policies
Organization

Agri General Securities Corporation (the Company) was incorporated in the State of Iowa
on June 11, 1996 as a wholly-owned subsidiary of Rain and Hail Financial, Inc., which is
wholly owned by Rain and Hail Insurance Service, Inc. (RHIS). The Company was
organized as a broker-dealer to purchase and sell municipal bonds on behalf of RHIS and

its various subsidiaries, primarily Agri General Insurance Company and Rain and Hail
L.L.C

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States 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 revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Company considers all liquid
investments with a maturity of three months or less when purchased to be cash
equivalents. :

Office Furniture and Equipment

Office fumiture and equipment is stated at cost less accumulated depreciation. At
December 31, 2004 and 2003, office furniture and equipment owned (cost of $7,897) was
fully depreciated. Depreciation is computed on the straight-line method using an

estimated useful life of five years.

Recognition of Municipal Bond Trading Income

- Trading income is recognized on the settlement date (see Note 5).

0501-0605811 6




Agri General Securities Corporation

Notes to Financial Statements (continued)

2. Income Taxes

The results of the Company’s operations are included in the consolidated federal and
state income tax returns of RHIS. RHIS and its direct and indirect subsidiaries each
report current income tax expense (benefit) as allocated under a consolidated tax
allocation agreement. Generally, this allocation results in profitable companies
recognizing a tax provision as if the individual company filed a separate return and loss
companies recognizing benefits to the extent their losses contribute to reduce
consolidated taxes. The Company’s income tax benefit included in the statements of
operations for 2004 and 2003 differs from the prevailing corporate income tax rate of
35% times pretax loss due primarily to provisions for state income taxes.

3. Retirement Plans

The Company participates with RHIS and several other affiliates in various defined
benefit and defined contribution plans covering substantially all employees. The benefits
of these plans are based primarily on years of service and employees’ compensation. The
Company expensed contributions of $3,463 related to these plans for the year ended
December 31, 2004 ($3,125 in 2003).

4. Regulatory Requirements

The Company is subject to the Securities and Exchange Commission uniform net capital
rule (Rule 15¢3-1), which requires the maintenance of minimum net capital and requires
that the ratio of aggregate indebtedness to net capital, both as defined therein, shall not
exceed 15 to 1. Net capital and the related net defined capital ratio may fluctuate on a
daily basis. At December 31, 2004, the Company had defined net capital of $258,952,
which was $158,952 in excess of its required net capital of $100,000. At December 31,
2004, the Company’s ratio of aggregate indebtedness to net capital was .01 to 1. Various
other regulatory agencies may impose additional capital requirements.

The Company has a special bank account (zero balance at December 31, 2004 and 2003)

as required under 15¢3-3(k)(2)(1), designated “Special Account for the Exclusive Benefit
of Customers”.
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Agri General Securities Corporation

Notes to Financial Statements (continued)

5. Related Party Transactions (continued)

Municipal bond trading income (none in 2003) consists of broker concessions on trades
made by the Company on behalf of affiliates. This amount is negotiated with outside
parties on a trade-by-trade basis and generally fluctuates based on factors such as the
market outlook and general availability of a particular security in the marketplace.

The Company shares certain office facilities and services with RHIS and its affiliated
companies. These expenses are allocated to the Company on the basis of cost and time
studies, and consist primarily of salaries and related expenses and occupancy costs.
During the years ended December 31, 2004 and 2003, the Company incurred $95,480 and
$66,769, respectively, of expenses under this agreement. Certain officers and directors of
the Company are also officers of RHIS.
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Agri General Securities Corporation

Computation of Net Capital — Part II

December 31, 2004

Computation of Net Capital

. Total ownership equity from Statement of

Financial Condition

. Deduct ownership equity not allowable for

Net Capital

. Total ownership equity qualified for Net

Capital

. Add:

A. Liabilities subordinated to claims of
general creditors allowable in
computation of net capital

B. Other (deductions) or allowable credits

. Total capital and allowable subordinated

liabilities

. Deductions and/or charges:

A. Total nonallowable assets from Statement
of Financial Condition (Notes B and C):
Recoverable income taxes
1. Additional charges for customers’ and

non-customers’ security
2. Additional charges for customers’ and
non-customers’ commodity accounts

B. Aged fail-to-deliver
1. Number of items

C. Aged short security differences — less
reserve of

_ 818100

$277,052

277,052

277,052

1. Number of items
D. Secured demand note deficiency
E. Commodity futures contracts and spot
commodities — proprietary capital charges
F. Other deductions and/or charges
G. Deductions for options accounts
H. Total deductions and/or charges

. Other additions and/or allowable credits
. Net capital before haircuts on securities

positions

. Haircuts on securities [computed, where

applicable, pursuant to 15¢3-1 (f)]

18,100

258,952

10. Net Capital

0501-0605811

$258,952




s N NS . o EE B m .

Agri General Securities Corporation

Computation of Net Capital — Part II (continued)

Computation of Basic Net Capital Requirement

Part A
11. Minimum net capital required (6-2/3% of line 19) $ 191
12. Minimum dollar net capital requirement of reporting broker

or dealer and minimum net capital requirement of

subsidiaries computed in accordance with Note (A) 100,000
13. Net capital requirement (greater of line 11 or 12) 100,000
14. Excess net capital (line 10 less 13) 158,952
15. Excess net capital at 1000% (line 10 less 10% of line 19) 258,664

Computation of Aggregate Indebtedness

16. Total AL liabilities from Statement of Financial Condition $ 2,874
17. Add: —

A. Drafts for immediate credit $ —

B. Market value of securities borrowed for which no

equivalent value is paid or credited -

C. Other unrecorded amounts — -
18. Deduct: Adjustment based on deposits in Special Reserve

Bank Accounts [15¢3-19(c)(1)(vii)] -
19. Total aggregate indebtedness 2,874
20. Percentage of aggregate indebtedness to net capital (line 19 +

by line 10) 1%
21. Percentage of aggregate indebtedness to net capital after

anticipated capital withdrawals 1%
0501-0605811 10




Agri General Securities Corporation

Computation of Net Capital — Part II (continued)

Computation of Basic Net Capital Requirement N/A

Part B

22.2% of combined aggregate debit items as shown in Formula
for Reserve Requirements pursuant to Rule 15¢3-3 prepared
as of the date of the net capital computation including both
brokers or dealers and consolidated subsidiaries’ debits

23. Minimum dollar net capital requirement of reporting broker
or dealer and minimum net capital requirement of
subsidiaries computed in accordance with Note (A)

24. Net capital requirement (greater of line 22 or 23)

25. Excess net capital (line 10 less 24)

26. Percentage of Net Capital to Aggregate Debits (line 10 + by
line + by line 17 page 8)

27. Percentage of Net Capital after anticipated capital
withdrawals, to Aggregate Debits (line 10 less Item 4880
page 11 + by line 17 page &)

28. Net capital in excess of:

5% of combined aggregate debit items or $120,000

Other Ratios N/A

Part C

29. Percentage of debt to debt-equity total computed in
accordance with Rule 15¢3-1(d)

30. Options deductions/Net Capital ratio (1000% test) total
deductions exclusive of liquidating equity under Rule 15¢3-

1(a)(6), (a)(7) and (c)(2)(x) + Net Capital

Notes

(A) The minimum net capital requirement should be computed by adding the minimum dollar net capital

requirement of the reporting broker dealer and, for each subsidiary to be consolidated, the greater of:

1. Minimum dollar net capital requirement, or

2. 6-2/3% of aggregate indebtedness or 2% of aggregate debits if alternative method is used.

(B) Do not deduct the value of securities borrowed under subordination agreements or secured demand
note covered by subordination agreements not in satisfactory form and the market values of
memberships in exchanges contributed for use of company (contra to item 1740) and partners’

securities which were included in non-allowable assets.

(C) For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide a list of material

non-allowable assets.

0501-0605811
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Agri General Securities Corporation

Statement Relating to Certain Determinations
Required Under Rule 15¢3-3 — Part 11

December 31, 2004

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3:

Exemptive Provision

25.1f an exemption from Rule 15¢3-3 is claimed, identify below the
section upon which such exemption is based (check one only)
A. (kK)(1) — Limited business (mutual funds and/or variable
annuities only) )
B. (X)(2)(1) — “Special Account for the Exclusive Benefit of
customers” maintained X
C. (k)(2)(ii) — All customer transactions cleared through
another broker-dealer on a fully disclosed basis.
D. (k)(3) — Exempted by order of the Commission

Information Relating to the Possession or Control Requirements Under Rule 15¢3

Customers’ fully paid securities and excess margin securities not in the
respondent’s possession or control as of the report date (for which
instructions to reduce to possession or control had been issued as of
the report date) but for which the required action was not taken by
respondent within the time frames specified under Rule 15¢3-3. -

Number of items -
Customers’ fully paid securities and excess margin securities for which

instructions to reduce to possession or control had not been issued as

of the report date, excluding items arising from “temporary lags

which result from normal business operations” as permitted under
Rule 15¢3-3. -

Number of items -

0501-0605811 12




Agri General Securities Corporation

Statement Pursuant to Rule 17a-5(d)(4)
December 31, 2004

There were no differences between the computation of net capital under Rule 15¢3-1
included in this audited report and the computation included in the Company’s
corresponding unaudited Form X-17A-5 Part II filing as of December 31, 2004.

0501-0605811
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Supplementary Report on Internal Control
of Independent Registered Public Accounting Firm

The Board of Directors and Stockholder
Agri General Securities Corporation

In planning and performing our audit of the financial statements and supporting schedules
of Agri General Securities Corporation (the Company) for the year ended December 31,
2004, we considered its internal control, including control activities for safeguarding
securities, 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)(1) of the Securities and Exchange Commission (the

I SEC), we have made a study of the practices and procedures followed by the Company,
including tests of compliance with such practices and procedures that we considered
relevant to the criteria stated in Rule 17a-5(g) in making the periodic computations of

l aggregate indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11) and
for determining compliance with the exemptive provisions of Rule 15¢3-3. Because the
Company does not carry securities accounts for customers 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 quarterly securities examinations, counts, verifications and comparisons;
2. Recordation of differences required 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 internal 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 criteria. Two of
the objectives of intermal control and the practices and procedures are to provide
management with reasonable, but not absolute, assurance that assets for which the

0501-0605811 A Member Practice of Ernst & Young Global 14



Company has responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of financial statements in
accordance with accounting principles generally accepted in the United States.
Rule 17a-5(g) lists additional criteria of the practices and procedures listed in the
preceding paragraph.

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

Our consideration of intemal control 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 one or more of the specific internal control components does not
reduce to a relatively low level the risk that errors 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, and its operation that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that meet the criteria 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 meet such criteria in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and on our study, we
believe that the Company’s practices and procedures were adequate at December 31,
2004, to meet the SEC’s criteria.

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the National Association of Securities Dealers, and other
regulatory agencies that rely on Rule 17a-5(g) under 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.

zw L__k&@w%u_?

January 10, 2005

0501-0605811

15




