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

B (a) Facing Page.

B (b) Statement of Financial Condition.

B (c) Statement of Income (Loss).

B (d) Statement of Cash Flows.

B (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

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

B (g) Computation of Net Capital.

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

B () 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¢c3-1 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.

L)) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

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

® (o) Independent auditor's report on internal control.

O (p) Schedule of segregation requirements and funds in segregation — customers’ regulated commadity futures

account pursuant to Rule 171-5.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




|

PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Financial Statements and Supplemental Information

Year Ended December 31, 2005
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Report of Independent Auditors

The Board of Directors of
PFIC Securities Corporation

We have audited the accompanying statement of financial condition of PFIC Securities
Corporation (the Company) as of December 31, 2005, and the related statements of operations,
changes in stockholder’s equity, and cash flows for year then ended. 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 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. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audit
included 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 audit provides 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 the Company at December 31, 2005, and the results of its operations and
its cash flows for year then ended in conformity with accounting principles generally accepted in
the United States.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I and II 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.

February 23, 2006 Coned © Yy V{74

A Member Practice of Ernst & Young Global
0601-0704987 1




PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Statement of Financial Condition

December 31, 2005

Assets

Cash and cash equivalents

Deposits with clearing organizations

Securities

Commissions receivable, net of allowance for doubtful accounts of $41,484
Distribution receivable from Vining-Sparks '

Accounts receivable from outside financial institutions

Acquired bank client contracts, net of accumulated amortization of $135,296
Furniture, fixtures, and equipment, net of accumulated depreciation of $55,226
Goodwill

Total assets

Liabilities and stockholder’s equity
Liabilities:
Commissions payable to outside financial institutions
Payable to clearing broker
Accrued expenses and other liabilities
Due to affiliate
Total liabilities

Stockholder’s equity:
Capital stock (100,000 shares authorized, par value $1.00 per share;
1,000 shares issued and outstanding)
Additional paid-in capital
Accumulated deficit
Total stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes.
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$ 18,468,652
49,926

9,073
872,114
58,333
303,577
1,645,843
67,734
470,902

$£21.946.154

1,024,030
1,212,008
166,793

361,756

2,764,587

1,000
19,703,239

(322,672)

19,181,567

$21.946.154




Income

Commissions

Interest

Investments

Other

Total income

Expenses

PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Statement of Operations

Year Ended December 31, 2005

General and administrative

Employee compensation and benefits
Commissions to outside financial institutions
Brokerage clearing fee expense

Amortization of client bank contracts acquired

Registration fees
Total expenses

Income before income taxes -

Income taxes

Net income

See accompanying notes.

0601-0704987

5,618,622
453,657
700,000

37,169

6,809,448

1,097,335
281,787
4,472,795
476,938
135,296
282,700

6,746,851

62,597

24,619

$

37.978




PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Statement of Changes in Stockholder’s Equity

Year Ended December 31, 2005

Additional Total
Capital Paid-in Accumulated Stockholder’s
Stock Capital Deficit Equity
Balance at January 1, 2005 $ 1,000 $ 19,703,239 §  (560,650) $ 19,143,589
Net income 37,978 37,978
Balance at December 31, 2005 3 1,000 ' $ 19,703,239 § (522,672) $ 19,181,567
See accompanying notes.
0601-0704987 4




PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Statement of Cash Flows

Year Ended December 31, 2005

Operating activities
Net income
Adjustments to reconcile net income to net cash used in
operating activities:
Depreciation of furniture, fixtures, and equipment
Amortization of acquired bank client contracts
Changes in assets and liabilities:
Increase in commissions receivable
Increase in receivable from outside financial institutions
Decrease in deposits with clearing organizations
Increase in acquired bank client contracts
Increase in other assets
Increase in commissions payable to outside
financial institutions
Increase in accrued expenses
Increase in due to affiliate
Increase in payable to broker-dealer
Net cash used in operating activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, at beginning of period
Cash and cash equivalents, at end of period

No income tax or interest payments were made by the Company during 2005.

See accompanying notes.
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$ 37,978

36,938
135,296

(769,993)
(302,736)
5,073
(1,781,139)
(11,262)

896,407

22,069
193,413
401,742

(1,136,214)

(1,136,214)
19,604,866

$ 18.468.652
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PFIC Securities Corporatidn
(A wholly owned subsidiary of PFIC Corporation)

Notes to Financial Statements

December 31, 2005

1. Organization and Nature of Business, Basis of Accounting

PFIC Securities Corporation (the Company) is a registered broker-dealer pursuant to Section

“15(b) of the Securities Exchange Act of 1934 and is a wholly owned subsidiary of PFIC

Corporation (the Parent), which is wholly owned by MK Holding, Inc. (MKHI). MKHI is a
wholly owned subsidiary of Regions Financial Corporation.

The Company is an introducing broker-dealer offering a wide range of investment products to
retail customers. The Company accepts customer orders, but clears transactions through National
Financial Services (NFS or clearing broker) on a fully disclosed basis. The clearing broker
processes and settles the customer transactions for the Company. The commissions and other
add-on fees earned from the transactions are divided between the Company and the clearing
broker in accordance with contractual terms. The Company has contracts with various banks and
other financial institutions for distribution of security products.

The Company is registered with the Securities and Exchange Commission (the SEC), the
National Association of Securities Dealers, Inc. (the NASD) and the Municipal Securities
Rulemaking Board.

2. Summary of Significant Accounting Policies

The accounting and reporting policies of the Company conform with accounting principles
generally accepted in the United States and general practices within the broker-dealer industry.
The following is a summary of the more significant accounting policies of the Company.

Cash and Cash Equivalents

The Company considers all demand deposits and highly liquid debt instruments purchased with
an original maturity of three months or less to be cash equivalents.

Marketable Securities
Marketable securities arise from customer trading errors and are valued at fair value. The cost of

securities sold is determined using the specific identification method and realized gains and
losses are reflected in income.

0601-0704987 6




PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Income Recognition

Commission revenues and related clearing expenses are recorded by the Company on a trade
date basis. Commission income received by the Company is recorded gross, and the amounts of
commissions payable to client banks are recorded as expenses in the accompanying statement of
income. The Company records its commission liability to financial institutions on a contractual
percentage of the gross commission earned.

Management 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 amounts reported in the financial statements and accompanying notes. Management
believes that the estimates utilized in preparing its financial statements are reasonable and
prudent. Actual results could differ from those estimates.

Income Taxes

The Company files a consolidated return with RFC for federal income tax purposes under tax
sharing agreements. For state income tax purposes, the Company files either a consolidated
return with RFC or a separate return, depending upon individual state requirements. Income tax
expense (benefit) is calculated herein at the statutory rate on a separate company basis. The
Company records deferred taxes resulting from the recognition of certain transactions in different
periods for tax and book reporting purposes in accordance with Statement of Financial
Accounting Standards (SFAS) No. 109, Accounting for Income Taxes.

Furniture, Fixtures, and Equipment

Fixed assets include furniture, fixtures, and equipment which are depreciated using the straight-
line method based on estimated useful lives of three to five years.

06010704987 7




PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Statement of Changes in Subordinated Liabilities

The financial statements of the Company do not include a statement of changes in liabilities
subordinated to the claims of general creditors as required under Rule 17a-5 of the SEC since no
such liabilities existed during the year or at December 31, 2005.

3. Related Party Transactions

Certain expenses included in employee compensation and benefits and general and
administrative expenses are charged by RFC to the Parent, which allocates a proportional share
to the Company. The Parent allocated approximately $480,000 to the Company in connection
with these expenses for the period ended December 31, 2005.

At December 31, 2005, the Company had a deposit account with an RFC affiliate with a balance
of $1,747,364.

4. Net Capital Requirements

The Company is required to maintain minimum net capital pursuant to the Commission’s
“Uniform Net Capital Rule” (Rule 15c¢3-1) which requires that a broker-dealer’s aggregate
indebtedness, as defined, shall not exceed 15 times net capital. The minimum net capital
requirement is the greater of $250,000 or 6 2/3% of aggregate indebtedness. In addition, the
Company may not allow withdrawal of equity capital if its aggregate indebtedness exceeds 10
times its net capital as defined under Rule 15¢3-1.

At December 31, 2005, the Company’s net capital was $15,950,350, which exceeded the
minimum net capital requirement of $250,000 by $15,700,350. The Company’s ratio of
aggregate indebtedness to net capital was 17.33% at December 31, 2005.

The Company qualifies and operates under the exemptive provisions of Rule 15¢3-3 as all

customer accounts and customer securities are carried and maintained by a clearing broker
through which the Company clears all transactions with and for customers.

0601-0704987 8




PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Notes to Financial Statements (continued)

5. Commissions Receivable

Commissions receivable includes transaction fees due to the Company from mutual fund
investment companies, variable annuity insurance contracts and the clearing broker.
Management evaluates these amounts and provides an allowance for doubtful accounts for
amounts outstanding over 60 days. The allowance for doubtful accounts was $41,484 at
December 31, 2005.

6. Income Taxes

The components of income tax expense are as follows:

Year Ended
December 31,
2005

Current tax expense:

Federal $ 31,945

State 4,266
Total current tax expense : 36,211
Deferred tax benefit: .

Federal (10,226)

State (1,366)
Total deferred tax benefit (11,592)
Total income tax expense $ 24619

Deferred income taxes reflect the net tax effects of temporary differences between carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes. Net deferred tax assets totaled $252,771 at December 31, 2005, and
primarily related to purchase accounting adjustments of $172,910 recorded in the prior year.
Other components of the net deferred tax asset include timing differences related to the
Company’s legal reserve, amortization on intangible assets and allowance for doubtful accounts.
The deferred tax asset reduces the due to affiliate balance shown on the statement of financial
condition. No material reconciling items exist between income tax expense and applying
statutory tax rates to pretax income.

0601-0704987 9
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PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Notes to Financial Statements (continued)

7. Commitments and Contingencies

The Company is an introducing broker-dealer and clears all transactions for customers on a fully
disclosed basis with other broker-dealers. The Company promptly transmits all customer funds
and securities to such clearing broker-dealers.

The Company’s customer securities activities are transacted on either a cash or margin basis. In
margin transactions, the Company’s clearing broker extends credit to the Company’s customers,
subject to various regulatory and internal margin requirements, collateralized by cash and
securities in the customers’ accounts. In connection with these activities, the clearing broker
clears customer transactions involving the sale of securities not yet purchased, which are
transacted on a margin basis subject to individual exchange regulations. The Company has
agreed to indemnify the clearing broker for losses that it may sustain from the customer accounts
introduced by the Company. In the event the customer fails to satisfy its obligations, the
Company will sell out, or buy in at then current market prices, as appropriate, the customer’s
account so as to bring it into compliance with applicable margin or maintenance requirements.

As the right to charge the Company has no maximum amount and applies to all trades executed
through the clearing broker, the Company believes there is no maximum amount assignable to
this right. At December 31, 2005, the Company has recorded no liabilities with regard to the
right.

In addition, the Company has the right to pursue collection or performance from the
counterparties who do not perform under their contractual obligations. The Company monitors
the credit standing of the clearing brokers and all counterparties with which it conducts business.

The Company is party to various legal proceedings that have arisen in the ordinary course of
business, all of which are being defended vigorously. Certain proceedings previously outstanding
have been substantially settled within previously estimated amounts. Management is of the
opinion, based upon present information, including evaluations by outside counsel, that neither
the Company’s financial position, results of operations nor liquidity will be materially affected
by the ultimate resolution of pending or threatened legal proceedings. At December 31, 2005, the
Company has reserves related to litigation, claims and assessments which totaled $117,000.

0601-0704987 1 O
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PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Notes to Financial Statements (continued)

8. Investment in Vining-Sparks

Until July 1, 2004, the Company owned a limited partnership interest in Vining-Sparks IBG
(Vining-Sparks). Effective July 1, 2004, the Company sold its ownership interest in Vining-
Sparks. As part of the sale agreement, the Company has the right to receive up to $58,333 per
month for 60 months from the effective date based on the future earnings of Vining-Sparks. This
amount is being accrued as income on a monthly basis by the Company, based on Vining-Sparks
earnings.

9. Goodwill and Other Intangibles

In August 2005, the Company purchased contracts with various financial institutions for
distribution of security products from FISERV Investor Services, Inc. These contracts were
similar in nature to contracts with other financial institutions already owned by the Company.
These contracts were capitalized as an intangible asset totaling $1,781,139, and are being
amortized over the life of the contracts in proportion to the contribution of these contracts to
revenue. The life of the contracts ranges from 1 to 5 years. As of December 31, 2005, the

- contracts had a carrying value of $1,645,843 net of accumulated amortization of $135,296. The

Company recorded $135,296 in amortization expense during 2005 and expects to amortize
$1.645,843 over the next 4 years. No impairment was recorded during 2005 in relation to this
asset.

In 2004, the Company recorded goodwill as a result of the definitive merger agreement between
Regions Financial Corporation and Union Planters Corporation. In connection with merger,
adjustments were recorded to the Company’s balance sheet to reflect the fair value allocation to
assets and liabilities, as well as the recognition of exit costs. The fair value adjustment created a
new basis of accounting as of the date of the merger and resulted in goodwill of $470,902. There
were no impairment losses recognized during 2005.

0601-0704987 11
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PFIC Securities Corporation

(A wholly owned subsidiary of PFIC Corporation)

Schedule I-Computation of Net Capital Under Rule 15¢3-1 of the

Securities and Exchange Commission

December 31, 2005

Computation of net capital
Total stockholder’s equity

Deductions and/or charges:
Aged receivables from broker-dealers and clearing organizations
Furniture, fixtures, and equipment
Goodwill and other intangibles
Other assets
Total non-allowable assets

Other charges:
Fidelity bond deductible in excess of requirement

Total deductions
Net capital before haircuts on securities positions

Haircuts on trading and investment securities:
Equity & mutual funds
Money market account

Net capital

Computation of aggregate indebtedness

Items included in the statement of financial condition:
Commissions payable to outside financial institutions
Accrued expenses, other liabilities, and payable to broker-dealer

Computation of basic net capital requirements
Minimum net capital required (greater of $250,000 or 6 2/3% of
aggregate indebtedness)

Excess net capital

Ratio of aggregate indebtedness to net capital

$ 19,181,567

279,817
67,734
2,116,745
411,763

2,876,059

20,000

2,896,059

16,285,508

(1,361)
(333,797)

$ 15.950.350

$ 1,024,030
1,740,557

$ 2.764.587

$ 250.000

$ 15.700.350

17.33%

There were no differences between this computation of net capital and the corresponding
computation prepared by the Company and included in its unaudited Part II FOCUS report

filing. as amended.

0601-0704987
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PFIC Securities Corporation
(A wholly owned subsidiary of PFIC Corporation)

Schedule II-Computation for Determination of Reserve Requirements and
Information Relating to Possession or Control Requirements
Under Rule 15¢3-30f the Securities and Exchange Commission

December 31, 2005

The Company claims exemption under section (k)2(ii). The Company is an introducing broker-
dealer who clears all transactions with and for customers on a fully disclosed basis.

0601-0704987 13
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Supplementary Report of Independent Auditors on Internal Control
Required by SEC Rule 17a-5

The Board of Directors
PFIC Securities Corporation

In planning and performing our audit of the financial statements and supplemental schedules of
PFIC Securities Corporation (the Company), for the year ended December 31, 2005, 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 (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 objectives
stated in rule 17a-5(g) in making the periodic computations of 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 and
recordation of differences required by Rule 17a-13.

2. 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.

3. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by rule 15¢3-3.

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

A Member Practice of Ernst & Young Global
06010704987 14
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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 conformity with generally accepted accounting principles. Rule 17a-5(g) lists
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 in
conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal 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 reportable condition in which the design
or operation of one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements caused by 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, and its operation 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 adequate at December 31, 2005, to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, 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.

February 23,2006 Conat ¢ W/ o/
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