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OATH OR AFFIRMATION
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M KPMG LLP

1601 Market Street
Philadelphia, PA 18103-2489

Independent Auditors’ Report

The Board of Directors
Gartmore Distribution Services, Inc.:

We have audited the accompanying statement of financial condition of Gartmore Distribution Services,
Inc. (the Company) as of December 31, 2005 and the related statements of operations, changes in
stockholder’s equity, and cash flows for the year then ended that you ar¢ filing pursuant to Rule 17a-5
under the Securities Exchange Act of 1934, 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 audit.

We conducted our audit in 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 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, as well as
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 Gartmore Distribution Services, Inc. as of December 31, 2005, and the results of its
operations and its cash flows for the year then ended, in conformity with accounting principles generally
accepted in the United States of America.

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 1 through 3 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.

KPMa LLP

February 6, 2006

KPMG LLP, a U.S. limited liability partnership, is the U.S
member firm of KPMG International, a Swiss cooperative
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GARTMORE DISTRIBUTION SERVICES, INC.
Statement of Financial Condition

December 31, 2005

Assets

Cash and cash equivalents
Fee-related receivables
Deferred sales commissions, net
Prepaid expenses

Total assets
Liabilities and Stockholder’s Equity
Liabilities:
Fees payable to other broker-dealers
Accounts payable and other accrued expenses
Payable to affiliates

Deferred income tax liability
Federal income tax payable to Parent

Total liabilities

Stockholder’s equity:
Common stock, no par value, $1 stated value; authorized 500,000 shares; issued
and outstanding 10,000 shares
Additional paid-in capital
Retained earnings

Total stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes to financial statements.

20,364,197
3,258,568
535,173
99,432

24,257,370

946,700
150,189
334,208
54,195
5,410,703

6,895,995

10,000
2,144,692
15,206,683

17,361,375

24,257,370
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GARTMORE DISTRIBUTION SERVICES, INC.

Statement of Operations

Year ended December 31, 2005

Revenues:
Sales charges

Total revenues

Expenses:
Sales commissions to other broker-dealers
Operating expenses allocated from affiliate
Agency fees to affiliate
Licenses and fees
Professional fees
Other operating expenses

Total expenses
Income before income tax expense

Income tax expense

Net income

See accompanying notes to financial statements.

$

26,428,198

26,428,198

9,280,348
2,400,000
453,478
161,499
128,842
483,470

12,907,637

13,520,561
4,842,260

8,678,301




GARTMORE DISTRIBUTION SERVICES, INC.
Statement of Changes in Stockholder’s Equity

Year ended December 31, 2005

Additional
Common paid-in Retained
stock capital earnings Total
Balance, December 31,2004  § 10,000 2,144,692 6,528,382 8,683,074
Net income — — 8,678,301 8,678,301
Balance, December 31,2005  § 10,000 2,144,692 15,206,683 17,361,375

See accompanying notes to financial statements.
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GARTMORE DISTRIBUTION SERVICES, INC.

Statement of Cash Flows
Year ended December 31, 2005

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by
operating activities:

Increase in fee-related receivables
Decrease in deferred sales commissions, net
Decrease in prepaid expenses
Increase in fees payable to other broker-dealers
Decrease in accounts payable and other accrued expenses
Increase in payable to affiliates
Decrease in deferred income tax liability
Increase in federal income tax payable to Parent

Net cash provided by operating activities
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental disclosure of cash flow information:
Cash paid to Parent during the year for income taxes

See accompanying notes to financial statements.

$

$

8,678,301

(1,001,670)
2,124,531
23,789
325,635
(196,441)
95,245
(687,369)
3,106,554

12,468,575

12,468,575
7,895,622

20,364,197

2,283,385
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GARTMORE DISTRIBUTION SERVICES, INC.
Notes to Financial Statements
December 31, 2005

Description of Business

Gartmore Distribution Services, Inc. (the Company) is organized under the laws of the state of Delaware
and is a wholly owned subsidiary of Gartmore Global Asset Management, Inc. (the Parent). The Company
is a registered broker-dealer under the Securities Exchange Act of 1934 and is also a member of the
National Association of Securities Dealers, Inc. (NASD) and the Securities Investor Protection
Corporation. Additionally, the Company is currently registered to conduct business in all 50 of the United
States of America, plus the District of Columbia and Puerto Rico. The Company provides distribution
services to the Gartmore Family of Mutual Funds, which is comprised of 83 mutual funds and
approximately $24.4 billion in assets under management as of December 31, 2005. The Company also
provides distribution services to a series of Gartmore-sponsored hedge fund products.

Summary of Significant Accounting Policies

(a)

(b)

(©

(d)

Basis of Presentation

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and labilities at the
date of the financial statements and the reported amounts of revenues and expenses during the
reporting period in the financial statements and accompanying notes. Actual results could differ from
those estimates.

Cash and Cash Equivalents

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

Deferred Sales Commissions

The Company defers certain costs, principally sales commissions, that are paid to other securities
brokers in connection with the sale of certain shares of the Gartmore Family of Mutual Funds. The
Company recovers such costs through 12b-1 distribution fees, which are paid by these funds, and a
contingent deferred sales charge paid by shareholders who redéem their shares prior to the
completion of the required holding period. These costs are amortized using the straight-line method
over a period not to exceed the required holding period for the shares, The 12b-1 distribution fees are
included in sales charges in the statement of operations. Contingent deferred sales charges received
by the Company are recorded as a reduction of the unamortized deferred sales commissions for the
period. Total contingent deferred sales charges received by the Company for the year were $608,987.
Amortization of deferred sales commissions was $483,470 for the year ended December 31, 2005
and is included in other operating expenses in the accompanying statement of operations.

Fees Payable to Other Broker-Dealers

The Company acts as the distributor of the Gartmore Family of Mutual Funds. In this capacity, the
Company has selling agreements with several external broker-dealers, through which the Gartmore
funds are distributed. As compensation to these external broker-dealérs, the Company pays a portion
of the sales charges and 12b-1 fees collected from the mutual funds. The Company keeps a portion
of these fees, known as underwriter fees, and passes the remaining portion along to the external

6 (Continued)
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GARTMORE DISTRIBUTION SERVICES, INC.
Notes to Financial Statements
December 31, 2005

broker-dealers. As of December 31, 2005, the Company owed $946,700 to external broker-dealers
for services rendered.

Revenue Recognition

Sales charges are based on the contractual agreements with the Gartmore Family of Mutual Funds
and computed as a percentage of the gross sales of the product. Revenue is recognized as earned.

Payments to Affiliates

The Company and an affiliate, Gartmore SA Capital Trust (GSACT), have entered into a
management agreement by which GSACT provides certain operations and administrative services to
the Company. These services include facilities, marketing, finance/accounting, legal, compliance,
and general corporate oversight. Costs related to the management agreement were $2,400,000 for the
year ended December 31, 2005 and are included in operating expens¢s allocated from affiliate in the
accompanying statement of operations. As of December 31, 2005, $200,000 is included in payable to
affiliates in the accompanying statement of financial condition associated with the expense sharing
agreement,

In addition, certain expenses of the Company are paid by other Gartmore affiliates, and reimbursed
by the Company. As of December 31, 2005, $134,208 is included in payable to affiliates in the
accompanying statement of financial condition.

Income Taxes

The Company accounts for income taxes under the asset-and-liability method, which requires the
recognition of deferred tax assets and liabilities for the future tax consequences attributable to
temporary differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The deferred tax liability recorded as of
December 31, 2005 relates to the deferred sales commission asset, which is deductible in the year the
comrnission is paid.

Income Taxes

The Company is included in the consolidated federal income tax return filed by the Parent. The members
of the consolidated tax return group have a tax-sharing arrangement that provides, in effect, for each
member to bear essentially the same federal income tax liability as if separate tax returns were filed. The
tax-sharing arrangement provides for a current tax benefit to the Company for losses that are utilized in the
consolidated tax return.

The actual income tax expense for the year ended December 31, 2005 did not differ significantly from the
expected income tax expense computed by applying the federal corporate rate to income before income tax
expense.

7 {Continued)
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GARTMORE DISTRIBUTION SERVICES, INC.
Notes to Financial Statements
December 31, 2005

Income tax expense consisted of the following for the year ended December 31, 2005:

Federal State Total
Current $ 5,389,939 139,690 5,529,629
Deferred (687,369) — (687,369)
Total $ 4,702,570 139,690 4,842,260
Net Capital

The Company, as a registered broker-dealer in securities, is subject to the Securities Exchange
Commission Uniform Net Capital Rule (Rule 15¢3-1). The rule requires the maintenance of minimum “net
capital” and requires that the ratio of “aggregate indebtedness™ to “net capital” shall not exceed 15 to 1, as
those terms are defined in Rule 15¢3-1. As of December 31, 2005, the Company had a ratio of aggregate
indebtedness to net capital of 0.48 to 1, with a minimum net capital requirement of $459,733, and had
aggregate indebtedness of $6,895,995 and net capital of $14,370,070.




GARTMORE DISTRIBUTION SERVICES, INC.
Computation of Net Capital Under Rule 15¢3-1
December 31, 2005

Net capital:
Total stockholder’s equity from statement of financial condition
Deductions and/or charges:
Nonallowable assets:
Fee-related receivables without corresponding payable to outside broker-dealer
Deferred sales commissions, net
Prepaid expenses
Fidelity bond deductible in excess of provision allowable by guidelines

Net capital before haircuts on securities

Haircuts on securities:
Other securities

Net capital

Aggregate indebtedness:
Fees payable to other broker-dealers
Accounts payable and other accrued expenses
Payable to affiliates
Deferred income tax liability
Federal income tax payable to Parent

Total aggregate indebtedness

Company’s minimum net capital requirement (greater of $25,000 or 1/15th of
aggregate indebtedness)

Excess net capital

Ratio of aggregate indebtedness to net capital

Schedule 1

$ 17,361,375

(2,311,868)
(535,173)
(99,432)
(44,832)

14,370,070

$ 14,370,070

$ 946,700
150,189

334,208

54,195
5,410,703

$ 6,895,995

$ 459,733
$ 13,910,337
0.48

There were no material differences between the Company’s computation of net capital as reflected on

Form X-17A-5, Part IIA and the above computation.

See accompanying independent auditors’ report.




Schedule 2
GARTMORE DISTRIBUTION SERVICES, INC.
Determination of Reserve Requirement Under Rule 15¢3-3

December 31, 2005

The Company has elected the exemption under Rule 15¢3-3(k)(1) of the Securities and Exchange Commission,
which requires that the Company deal solely in mutual funds or variable annuities. As of December 31, 2005, the
Company held no customer funds and had no required deposit.

See accompanying independent auditors’ report.
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GARTMORE DISTRIBUTION SERVICES, INC.

Information for Possession or Control Requirements Under Rule 15¢3-3

December 31, 2005

Fair value

Schedule 3

Number
of items

Customers’ fully paid securities and excess-margin securities not in

the respondent’s possession or conirol as of December 31, 2005,

for which instructions to reduce to possession or control action

was issued as of December 31, 2005, for which the required

action was not taken within the time frames specified under

Rule 15¢3-3. $ None

Customers’ fully paid securities and excess-margin securities for

which instructions to reduce to possession or control had not

been issued as of December 31, 2005, excluding items arising

from “temporary lags which result from normal business

operations” as permitted under Rule 15¢3-3. $ None

See accompanying mdependent auditors’ report.
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KPMG LLP
1601 Market Street
Philadelphia, PA 19103-2499

The Board of Directors
Gartmore Distribution Services, Inc.:

In planning and performing our audit of the financial statements and supplemental schedules of Gartmore
Distribution Services, Inc. (the Company) for the year ended December 31, 2005, we considered its
internal control, including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of éxpressing our opinion on the financial statements and not to provide
assurance on the 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 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)(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 the quarterly securities examinations, counts, verifications, and -comparisons
2. Recordation of differences required by Rule 17a-13

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 an 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 SECs 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 unauthorized use or disposition, and that transactions are executed in accordance with
managements 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 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
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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
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,
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.

KPMe LP

February 6, 2006
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