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Ernst & Young LLP

(Name — if individual, state last, first, middle name)
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(Address) (City) (State) (Zip Code)
CHECK ONE:

[ Certified Public Accountant
O Public Accountant

[J Accountant not resident in United States or any of its possessions.

FOR OFFICIAL USE ONLY
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OATH OR AFFIRMATION

1, Sharon Weinle , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Zions Investment Securities, Inc.

, as
of February 24 ,20 05 , are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

Signature

FINOP
Title

S N nmed

Notary Public

NOTARY PUBLIC
SARAH N MASORN
1 South Main Street
Salt Lake City, UT 84111
My Commission Expires

June 30, 2006
STATE OF UTAH

This report ** contains (check all applicable boxes):
(a) Facing Page.

K (b) Statement of Financial Condition.

[0 (c¢) Statement of Income (Loss).

[0 (d) Statement of Changes in Financial Condition.
[0 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

O (g) Computation of Net Capital.

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

O

O

&

a

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

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

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

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing 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 240.17a-5(e)(3).
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Salt Lake City, Utah 84111

Report of Independent Registered Public Accounting Firm

The Board of Directors of
Zions Investment Securities, Inc.

We have audited the accompanying consolidated statement of financial condition of Zions
Investment Services, Inc. (the “Company”) as of December 31, 2004. This statement of financial
condition is the responsibility of the Company’s management. Our responsibility is to express
an opinion on this statement of financial condition based on our audit.

We conducted our audit 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 intermal 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 statement of financial condition,
assessing the accounting principles used and significant estimates made by management, and
evaluating the overall statement of financial condition presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of the Company at December 31, 2004, in conformity
with accounting principles generally accepted in the United States.

W}! %W,B/ LLP

February 22, 2005

A Member Practice of Ernst & Young Global
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Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Consolidated Statement of Financial Condition

December 31, 2004

Assets
Cash and cash equivalents $ 1,600,548
Cash segregated and on deposit for federal and other regulations 1,529,125
Cash deposits with clearing organizations 3,336,082
Receivables from brokers, dealers, and others 4,634,220
Receivables from affiliates 636,904
Securities borrowed 105,106,274
Securities owned, pledged as collateral, at fair value 86,299,496
Fixed assets, at cost, less accumulated depreciation and amortization

of $503,563 214,740
Goodwill and other intangible assets 3,335.616
Accrued interest receivable 1,471,906
Deferred income tax asset 378,634
Other assets 294,550
Total assets $ 208,838,095
Liabilities and stockholder’s equity
Payables to brokers, dealers and others $ 2,946,013
Securities sold, not yet purchased, at fair value 86,227,858
Borrowings from Parent and affiliate 85,668,536
Payables to customers 53,215
Commissions payable 683,551
Deferred income tax liability 669,328
Accrued interest payable 1,401,998
Other liabilities and accrued expenses 2,004,727
Total liabilities 179,655,226
Stockholder’s equity:

Common stock (50,000 shares authorized, issued, and

outstanding; $1 par value) 50,000

Additional paid-in capital 16,923,562

Retained earnings 12,209,307
Total stockholder’s equity 29,182,869
Total liabilities and stockholder’s equity $ 208,838,095

See accompanying notes to consolidated statement of financial condition.
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Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition

December 31, 2004

1. Organization and Ownership

The consolidated statement of financial condition includes the accounts of Zions Investment
Securities, Inc. (“ZISI”) and its subsidiaries (collectively, the “Company”). The Company is a
wholly-owned subsidiary of Zions First National Bank (“ZFNB” or “Parent”). ZFNB is a
wholly-owned subsidiary of Zions Bancorporation. The Company is a member of the National
Association of Securities Dealers, Inc. (“NASD”) and is registered as a broker and dealer under
the Securities Exchange Act of 1934, and as a registered investment advisor under the Securities
Exchange Act of 1940. All material intercompany accounts and transactions have been
eliminated in consolidation.

The Company provides comprehensive brokerage services to its client base, including soliciting
and effecting transactions in fixed income products, mutual funds, equities, unit investment
trusts, annuities and insurance policies, municipal securities, and various other investment
products. Trades for options are effected but not solicited.

For retail securities transactions, the Company operates as an introducing broker-dealer, clearing
most transactions through Pershing LLC, a division of BNY Securities Group Co. (the “clearing
broker”), on a fully disclosed basis. On a limited basis, the Company will self-clear a small
number of annuity transactions and mutual fund transactions directly with the providers. The
Company will neither carry customer balances nor act as custodian for customer securities.

For principal securities transactions, the Company also operates a self-clearing, fixed income
trading division. The Company has contracted with its Parent to provide certain systems and

clearing services and support.

Grant-Hatch & Associates, Inc. (“Grant-Hatch”), a property and casualty insurance commission
agency, is a wholly-owned subsidiary of ZISI.




Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies
Basis of Financial Statement Presentation

The consolidated financial statements have been prepared in conformity with accounting
principles generally accepted in the United States (“GAAP”). The preparation of consolidated
financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect amounts reported in the consolidated financial statements and
accompanying notes. Management believes that the estimates utilized in preparing its
consolidated financial statements are reasonable and prudent. Actual results could differ from
those estimates.

Cash and Cash Equivalents

The Company classifies as cash equivalents all highly liquid investments with an original
maturity date of three months or less. The Company’s cash and cash equivalents are carried at
cost, which approximates market value.

Cash Deposits With Clearing Organizations

The Company has obtained membership in the National Securities Clearing Corporation
(“NSCC”) with respect to its securities business. The NSCC requires a cash deposit relative to

the Company’s clearance activity.
Securities Transactions

Securities Borrowed/Securities Loaned

Securities borrowed and loaned are treated as collateralized financing transactions and are
recorded at the amount of cash collateral advanced or received. It is the Company’s policy to
take possession or control of securities borrowed. The Company is required to provide securities
to counterparties in order to collateralize lending agreements. The Company minimizes credit
risk associated with these activities by monitoring credit exposure and collateral values on a
daily basis and requiring additional collateral to be deposited or returned when deemed
appropriate.
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Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Securities Transactions (continued)

In the normal course of business, the Company borrows securities on terms that permit it to
repledge or resell the securities to others. At December 31, 2004, the Company obtained
approximately $105 million of securities on such terms, the majority of which have been either
pledged or otherwise transferred to others in connection with the Company’s financing activities,
or to satisfy its commitments under proprietary short sales.

Securities Owned/Securities Sold, Not Yet Purchased

Principal securities transactions and the related revenues and expenses are recorded on a trade
date basis. All securities owned and securities sold, not yet purchased consist of corporate debt
securities and are stated at market value with related changes in unrealized appreciation or
depreciation reflected in principal transactions revenues. Market value is generally based on
current market prices. If current market prices are not available, fair value is determined based
on other relevant factors, including broker or dealer price quotations.

Securities sold, not yet purchased represent obligations to deliver specified securities at
contracted prices. The Company 1s obligated to acquire such securities at the prevailing market
prices in the future to satisfy these obligations. Accordingly, these transactions result in off-
balance sheet risk, as the Company’s ultimate obligation to satisfy the sale of securities sold, not
yet purchased may exceed the amount reflected in the consohdated statement of financial
condition.

Arbitrage positions included in securities owned and securities sold, not yet purchased result
from buying or selling a security subject to exchange, conversion, or reorganization and selling
or buying a security or securities to be received upon the exchange, conversion, or
reorganization.



Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Commission Revenue Recognition

Commissions and related clearing expenses are recorded on a trade date basis for all retail and
principal security transactions.

The Company records premiums and commissions receivable from clients, premiums payable to
insurance companies, and the related commissions income on the later of the effective date of the

policy or the billing date.

The Company records commissions on premiums billed and collected directly by insurance
companies and contingent commissions when the Company receives data from the insurance
companies that allows the Company to reasonably estimate these amounts. The Company is able
to reasonably estimate these amounts when it receives the cash, the notification of the amount
due from the insurance companies, or the insurance policy detail from the insurance companies.
The Company receives contingent commissions from insurance companies as additional
incentive for achieving specified profit goals and/or the loss experience of the insurance placed
by the Company. The Company records commission adjustments, including policy cancellations
and override commissions, when the adjustments become reasonably estimable.

Underwriting Revenue

Underwriting revenue includes gains, losses, and fees, net of syndicate expenses, arising from
securities offerings in which the Company acts as an underwriter or agent. Underwriting
management fees are recorded on the offering date, sales concessions on the settlement date, and
underwriting fees at the time the underwriting is complete and the income is reasonably
determinable.

Investment Advisory Income

Investment advisory fees are received quarterly but are recognized as eamed on a pro rata basis
over the term of the contract.

Fixed Assets

Fixed assets are carried at cost, less accumulated depreciation. Depreciation and amortization
expense is computed using the straight-line method over the estimated useful lives, which range
between three and ten years.



Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition (continued)

2. Summary of Significant Accounting Policies (continued)
Goodwill and Identifiable Intangible Assets

Goodwill results from acquisitions made by the Company and represents the excess of the
purchase price over the fair value of net assets and other identifiable intangible assets acquired.
Beginning in January 2002, the Company adopted Statement of Financial Accounting Standards
(“SFAS”) No. 142, “Goodwill and Other Intangible Assets,” and does not amortize goodwill and
intangible assets deemed to have indefinite lives. Such assets are now subject to annual specified
impairment tests. Customer lists are amortized on a straight-line basis using an estimated useful
life of 10 years.

Income Taxes

Deferred tax assets and liabilities are determined based on temporary differences between
financial statement asset and liability amounts and their respective tax bases and are measured
using enacted tax laws and rates. The effect on deferred tax assets and liabilities of a change in
tax rates is recognized in income in the period that includes the enactment date. Deferred tax
assets are recognized subject to management’s judgment that realization is more likely than not.

3. Cash Segregated Under Federal Regulations

As of December 31, 2004, the Company’s cash balance segregated and on deposit for federal and
other regulations has been deposited in a special reserve bank account for the exclusive benefit
of customers under Securities and Exchange Commission (“SEC”) Rule 15¢3-3(e).

4. Receivables from and Payables to Brokers, Dealers and Others

Included in the receivables from and payables to brokers, dealers, and others are amounts due on
unsettled principal securities transactions and payables for clearing charges.

Also included in the receivables from brokers, dealers, and others are commission amounts due
from the clearing broker related to the settlement of retail securities transactions net of payables

for clearing charges.
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Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition (continued)

5. Transactions with Customers

For transactions in which the Company’s clearing broker extends credit to customers, the
clearing broker seeks to control the risks associated with these activities by requiring customers
to maintain margin collateral in compliance with various regulatory and internal guidelines. The
Company and the clearing broker monitor required margin levels daily and, pursuant to such
guidelines, request customers to deposit additional collateral or reduce securities positions when
necessary.

The Company has agreed to indemnify the clearing broker for losses that it may sustain from the
customer accounts introduced by the Company. At December 31, 2004, there were no amounts
to be indemnified to the clearing broker for these customer accounts.

6. Income Taxes

The Company is included in the consolidated federal income tax return filed by Zions
Bancorporation. Generally, the Company files separate state and local income tax returns;
however, where applicable, it is included in a combined state income tax return with Zions
Bancorporation and certain other subsidiaries of Zions Bancorporation. State and local taxes
have been provided for in these consolidated financial statements on separate entity income at
the effective rate of the Company.

As of December 31, 2004, current income taxes receivable from affiliates totaled $301,012,
which is included in other assets and receivables from affiliates.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes. Deferred tax assets are reflected without reduction for a valuation
allowance. Deferred tax assets of $378,634 relate principally to retirement benefits, deferred
compensation agreements, and accrued bonuses. Deferred tax liabilities of $669,328 relate
principally to identifiable intangible assets related to customer lists purchased in the acquisition
of Grant-Hatch.
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Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition (continued)

7. Benefits

The Company participates in the defined benefit pension plan of Zions Bancorporation, covering
certain eligible employees. The benefits are based on years of service and employees’
compensation levels. The Company funds this program based on allocated amounts as
determined by Zions Bancorporation; however, there was no funding requirement in the current
year for this plan. The Company also participates in other trustee retirement plans covering all
qualified employees who have at least one year of service.

The Company provides certain postretirement health care benefits to retirees under Zions
Bancorporation’s defined benefit health care plan. Under the plan, employees hired subsequent
to December 31, 1992 are not entitled to postretirement health care benefits.

Actuarially determined information for the pension and postretirement health care benefits is
disclosed in the consolidated financial statements of Zions Bancorporation. As of December 31,
2004, the Company recorded a postretirement benefit obligation related to the postretirement
healthcare benefits of $79,568, which is included in other liabilities and accrued expenses.

Effective January 1, 2003, a profit sharing plan was added for certain employees. The profit
sharing contribution is discretionary and the contributions may range from 0% to 4.5% of
eligible compensation based upon the Company’s return on average common equity of Zions
Bancorporation for the year. For the year ended December 31, 2004, the contribution percentage
was 3%.

8. Share-Based Compensation

The Company’s employees participate in various incentive plans administered by Zions
Bancorporation. In December 2004, the Financial Accounting Standards Board issued SFAS No.
123 (revised 2004), Share-Based Payment. SFAS 123R requires that all share-based payments to
employees, including grants of employee stock options, be charged to operations based on their
fair values. Previously, Zions Bancorporation did not recognize the cost of employee stock
options in operations. Zions Bancorporation will adopt SFAS 123R effective July 1, 2005 and
any compensation expense related to the Company’s employees will be allocated to the
Company. The impact of adopting SFAS 123R cannot be predicted at this time because it will
depend on levels of share-based payments in the future. However, had the Company adopted
SFAS 123R in prior periods, the impact of that standard would not have been material.



N I .

Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition (continued)

9. Net Capital Requirement

As a registered broker-dealer with the SEC and NASD, the Company is subject to the SEC’s
Uniform Net Capital Rule 15c3-1 (the “Rule”), which requires the maintenance of minimum net
capital equal to the greater of $250,000 or 6-2/3% of aggregate indebtedness as defined. At
December 31, 2004, the Company had net capital, as defined by the Rule, of $19,575,675, which
was $17,963,264 in excess of its required net capital of $1,612,411. The Company’s ratio of
aggregate indebtedness to net capital was 1.24 to 1 at December 31, 2004.

10. Fair Value of Financial Instruments

Substantially all of the Company’s financial instruments are carried at fair value or amounts
approximating fair value. Assets, including cash, securities owned, securities borrowing
agreements, and receivables from brokers, dealers, and others are carried at fair value or
contracted amounts, which approximates fair value. Similarly, liabilities, including securities
sold, not yet purchased, securities lending agreements, payables to brokers, dealers, and others
and payables to affiliates are carried at fair value or contracted amounts approximating fair
value.

11. Concentrations of Credit Risk

The Company is involved in various trading and brokerage activities in which the counterparties
primarily include broker-dealers, financial institutions, and other institutional customers. In the
event counterparties do not fulfill their obligations, the Company may be exposed to credit risk.
The risk of default depends on the creditworthiness of the counterparty or issuer of the
instrument. It is the Company’s policy to review, as necessary, the credit standing of each
counterparty. The Company’s exposure to credit risk related to securities borrowed transactions
has been considered in the computation of net capital.

12. Goodwill and Other Intangible Assets
Included in goodwill and other intangible assets is $1,785,616 of goodwill, none of which is tax

deductible for federal income tax purposes, and $1,550,000 of customer lists, net of accumulated
amortization of $450,000.

10
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Zions Investment Securities, Inc.
(A Wholly-Owned Subsidiary of Zions First National Bank)

Notes to Consolidated Statement of Financial Condition (continued)

13. Commitments and Contingent Liabilities

The Company is contingently liable to certain of the former shareholders of Grant-Hatch for
performance-based compensation up to a maximum of $600,000 in the aggregate.

The Company is defendant to lawsuits incidental to its securities and insurance business.
Management of the Company, after consultation with outside legal counsel, believes that the
resolution of these various lawsuits will not result in any material adverse effect on the
Company’s consolidated financial position.

14. Related Party Transactions

The Company maintained $3,129,673 in cash and cash equivalent accounts, including cash on
deposit pursuant to Rule 15¢3-3 reserve requirements, with ZFNB as of December 31, 2004.

The Company’s office space is located primarily in certain ZFNB banking facilities.

The Company has a lease and administrative services agreement with ZFNB and its affiliates.
The agreement stipulates that ZFNB and its affiliates are to receive 35% of revenues on certain
products generated by the Company’s sales representatives as additional lease compensation in
fiscal year 2004. The amounts paid to ZFNB offset operating expenses incurred. Amounts
payable are included in other liabilities and accrued expenses.

In addition, as noted above, the Company has a line of credit in the amount of $125 million
bearing interest at one year LIBOR plus 1% (2.46% at December 31, 2004) with ZFNB, of
which $65,668,536 million was outstanding at December 31, 2004. The line of credit is
renewable on an annual basis.

An additional line of credit was added in 2004 in the amount of $80 million bearing interest at
three month LIBOR plus 95 basis points (3.02% at December 31, 2004) with Zions

Bancorporation. $20 million was outstanding at December 31, 2004.

The Company, with respect to its securities business, has entered into a clearing contract with
ZFNB.
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