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OATH OR AFFIRMATION
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PRICEAVATERHOUSE( QOPERS

PricewaterhouseCoopers LLP
PricewaterhouseCoopers Center
300 Madison Avenue

New York NY 10017

Telephone (646) 471 3000
Facsimile (813) 286 6000

Report of Independent Auditors

To the Board of Directors and Shareholder of
AIG SunAmerica Capital Services, Inc.

In our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of AIG SunAmerica Capital Services, Inc. (the “Company”) at
December 31, 2005 in conformity with accounting principles generally accepted in the United States
of America. This financial statement is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this financial statement based on our audit. We conducted
our audit of this statement ini accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statement is free of material misstatement. An audit 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.
|

The Company is a member of a group of affiliated companies and, as disclosed in the statement of
financial condition, has extensive transactions and relationships with members of the group. Because
of these relationships, it is possible that the terms of these transactions are not the same as those that
would result from transactions among wholly unrelated parties.

February 24, 2006




AIG SUNAMERICA CAPITAL SERVICES, INC.

(An indirectly wholly owned subsidiary of American International Group, Inc.)

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2005

ASSETS

Cash and cash equivalents

Distribution fees receivable

Deferred expenses, less accumulated amortization of $235,600,664
Goodwill

Income taxes currently receivable

Other assets

Total assets

LIABILITIES AND SHAREHOLDER'S EQUITY

Accrued commissions payable
Payable to affiliated companies
Deferred income taxes

Other liabilities

Total liabilities

Shareholder’s equity:

Common stock, no par value; 200 shares authorized;
50 shares issued and outstanding, at stated value
of $500 per share

Additional paid-in capital

Accumulated deficit

Total shareholder’s equity

Total liabilities and shareholder’s equity

The accompanying notes are an integral part of this financial statement.

§$ 37,564,961
5,221,964
60,981,021
1,139,113
6,228,729
1,338.064

$112,473,852

$ 3,506,095
3,675,085
18,972,000
119,156

26,272,336

25,000
131,062,321

(44.,885,805)

86.201,516

$112,473.852




AIG SUNAMERICA CAPITAL SERVICES, INC.
(An indirectly wholly owned subsidiary of American International Group, Inc.)

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2005

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

AIG SunAmerica Capital Services, Inc. (the "Company") is a direct subsidiary of AIG SunAmerica
Asset Management Corp. (the "Parent"), which is a direct subsidiary of AIG SunAmerica Life
Assurance Company, which is a direct subsidiary of SunAmerica Life Insurance Company (“SALIC”),
which is a direct subsidiary of AIG Retirement Services, Inc. (“AIGRS”) (formerly “AIG SunAmerica
Inc.”), which is a direct subsidiary of American International Group Inc. (“AIG”).

The Company is a registered broker-dealer under the Securities Exchange Act of 1934 and a member
of the National Association of Securities Dealers, Inc. and conducts business as a distributor of mutual
funds and variable annuities.

Cash and cash equivalents

For purposes of the statements of financial condition and cash flows, the Company considers money
market mutual funds to be cash equivalents.

Fair value of financial instruments

The Company estimates that the fair value of financial instruments recognized on the statement of
financial condition (including cash equivalents, receivables and payables), approximates their carrying
value, as such financial instruments are short term in nature.

Goodwill

Goodwill represents the excess paid over the fair value of distribution contracts purchased in 1991.

Goodwill and intangible assets with an indefinite useful life are tested for impairment annually or
when an event occurs or circumstances change that may cause the asset to be impaired. Other
intangible assets are amortized over their useful lives. There were no changes during the year in the
aggregate amount of goodwill as a result of acquisitions, impairments or disposals.

Income taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting
Standard No. 109, “Accounting for Income Taxes”. Deferred income tax assets and liabilities arise
from “temporary differences” between the tax basis of an asset or liability and its reported amount on
the statement of financial condition.

Deferred expenses

The Company defers distribution costs related to sales of mutual funds (the “Funds”) which have both
a 12b-1 distribution plan and a contingent deferred sales charge feature. These costs are amortized on
a straight-line basis, adjusted 'for redemptions, over a period ranging from one year to eight years,
subject to periodic reviews of the realizability through projected future cash flows.




AIG SUNAMERICA CAPITAL SERVICES, INC.
{An indirectly wholly owned subsidiary of American International Group, Inc.)

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 31,2005

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Distribution fees receivable

Distribution fees consist of 12b-1 fees and service fees paid by the Funds to the Company as the
distributor of the Funds’ shares. These fees are accrued monthly and are computed based on the
average net assets of the Funds under management.

Use of estimates

The preparation of this financial statement in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statement.
Actual results could differ from those estimates.

In the normal course of business the Company enters into contracts that contain a variety of
representations and warranties and which provide general indemnifications. The Company’s exposure
under these arrangements is unknown as this would involve future claims that may be made against
the Company that have not yet occurred. However, based on experience, the Company expects the
risk of loss to be remote.

NOTE 2 - RELATED PARTIES

The following is a summary of the significant transactions with affiliated companies as of December
31, 2005. As indicated below, the Company had significant transactions with related parties, the terms
of which may not necessarily be indicative of the terms that would have existed if the Company
operated as an unaffiliated entity.

The Company is a principal distributor of various mutual funds and annuities managed by the Parent.

The Company has an agreement whereby certain sales and marketing expenses paid by the Parent on
the Company's behalf are reimbursed by the Company.

The Company invests in a money market fund managed by the Parent. These amounts totaled
approximately $6.6 million at December 31, 2005.

NOTE 3 - INCOME TAXES

The Company is a member of an affiliated group which joins in the filing of a consolidated

federal tax return with American International Group, Inc. Estimated payments for taxes are generally
made between the members of the consolidated group during the year. For federal income taxes, the
Company is generally charged or credited with an amount equal to its separate tax liability or benefit as
if it were filing on an individual company basis. For certain state and local tax filings the Company is
charged or credited with an amount equal to its share of the combined state and local liability or benefit.

6-




AIG SUNAMERICA CAPITAL SERVICES, INC.
(An indirectly wholly owned subsidiary of American International Group, Inc.)

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2005

NOTE 3 - INCOME TAXES (CONT’D)

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 tax reporting purposes.
The deferred tax liability is solely due to book to tax differences related to amortization of commission
expenses. The deferred tax liability for deferred income taxes by jurisdiction is as follows:

Deferred tax liability:
Federal $ 13,533,000
State 5.439,000
Total deferred tax liability $ 18,972,000

NOTE 4 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission's Uniform Net Capital Rule 15¢3-
1, which requires the maintenanpe of minimum net capital of the greater of $25,000 or 6-2/3% of total
aggregate indebtedness. At December 31, 2005, the Company had net capital, as defined, of
$33,515,073 which exceeded its requirement of $486,689 by $33,028,384. The Company's ratio of
aggregate indebtedness to net capital at December 31, 2005 was .22:1.




