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OATH OR AFFIRMATION

I, Andrew Tufford , swear (or affirm) that, to the best of

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

of December 31 2005

, as

, 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:
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Notary Public j Notary Puﬁl.ircE FrEs p
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is report ** contains (check all applicable boxes): ) My Commis'siégré?gr%tsian 31,2010 p
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(a) Facing Page.

(b) Statement of Financial Condition.

(¢) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

(g) Computation of Net Capital.

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

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

(§) 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.

(n) Areportdescribing 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 Accounting Control.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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M KPMG LLP

4200 Wells Fargo Center
90 South Seventh Street
.Minneapolis, MN 55402

Independent Auditors’ Report

Board of Directors
USAllianz Securities, Inc.

We have audited the accompanying statement of financial condition of USAllianz Securities, Inc. 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 are filing pursuant to rule 17a-5 under the Securities Exchange Act
of 1934. 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 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
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes 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 USAllianz Securities, 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 the Schedule 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.

B LLP

February 27, 2006
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member firm of KPMG International, a Swiss coaperative




USAllianz Securities, Inc.

Statement of Financial Condition

December 31, 2005
Assets
Cash and clearing deposit $ 6,141,580
Receivable from registered representatives 169,363
Concessions receivable 98,401
Other assets 13,625
Deferred tax asset 74,725
Total assets $ 6,497,694

Liabilities and Stockholder's equity

Payable to parent $ 1,747,578
Accounts payable 1,721,789
Commissions payable 91,765
Settlements payable (note 7) 4,000,000
Other liabilities 324,076
Total Habilities 7,885,208

Stockholder's equity (deficit):
Common stock, authorized 100,000 shares; $.01 par value,

issued and outstanding 100 shares 1
Additional paid-in capital 31,565,986
Accumulated deficit (32,953,501)

Total stockholder's equity (deficit) (1,387,514)
Total labilities and stockholder's equity (deficit) $ 6,497,694

See accompanying notes to financial statements. 2




USAllianz Securities, Inc.
Statement of Operations

Year ended December 31, 2005
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Revenue:
Concessions $ 27,406,897
Other revenue 550,918
Total revenue 27,957,815
Expenses:
Commissions 22,508,045
Salaries & employee benefits 7,878,226
Legal 4,092,689
Regulatory settlement (note 7) 4,000,000
Information technology 1,182,515
Outside consultant fees 1,176,861
Office rent, utilities & fumiture 1,156,653
Travel & entertainment 709,206
Advertising & public relations 413,094
Meetings & sermnars 410,726
Computer hardware & software 394,492
Postage & telephone 247,633
Other expense 192,402
Printing & office supplies 191,350
Taxes, licenses & fees 127,456
Recruiting & hiring 40,426
Total expenses 44,721,774
Loss from operations (16,763,959)
Income tax benefit 4,195,919

Net loss

See accompanying notes to financial statements.
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$ (12,568,040)




USAllianz Securities, Inc.
Statement of Changes in Stockholder’s Equity (Deficit)

Year ended December 31, 2005

Additional
Common paid-in Accumulated
stock capital deficit Total
Balance at December 31, 2004 $ 1 $§ 24065986 $ (20,385461) $ 3,680,526
Capital contributions from parent 0 7,500,000 0 7,500,000
Net loss 0 0 (12,568,040) (12,568,040)
Balance at December 31, 2005 $ 1§ 31,565,986 § (32,953,501) § (1,587,514)

See accompanying notes to financial statements. 4




USAlIllianz Securities, Inc.
Statement of Cash Flows

Year ended December 31, 2005

Operating activities:
Net loss $ (12,568,040)
Adjustments to reconcile net loss to net cash

used in operating activities:

Decrease in receivable from registered representatives 41,471
Decrease in concessions receivable 50,377
Decrease in other assets 5,506
Decrease in deferred tax asset 144,025
Increase in accounts payable 1,099,924
Decrease in commissions payable (48,324)
Increase in settlements payable 4,000,000
Decrease in other liabilities (414,721)
Net cash used in operating activities (7,689,782)

Financing activities

Capital contribution from parent 7,500,000
Increase in payable to parent 2,401,976
Net cash provided by financing activities 9,901,976
Net increase in cash 2,212,194
Cash at beginning of year 3,929,386
Cash at end of year $ 6,141,580

See accompanying notes to financial statements.
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USAlianz Securities, Inc.
Notes to Financial Statements

December 31, 2005

1) Nature of Business and Significant Accounting Policies
Description of the Company

USAllianz Securities, Inc. (the Company) is a wholly owned subsidiary of Allianz Life Insurance
Company of North America (the Parent), which, in tum, is a wholly owned subsidiary of Allianz of
America, Inc. (AZOA), a wholly owned subsidiary of Allianz Aktiengesellschaft Holding, a Federal
Republic of Germany company. The Company is registered as a broker-dealer under the Securities
Exchange Act of 1934 and operates as a retail broker-dealer. The Company distributes a full range of
securities products, including non-proprietary mutual funds and variable life insurance and annuity
contracts, and processes general securities transactions through a clearing arrangement with Pershing,
LLC. The Company is a registered investment advisor under the Investment Advisors Act of 1940, as
amended. The Company’s results of operations may not be indicative of the results that might have been
obtained had it operated independently of the Parent. Historically and in the foreseeable future, the
Company is highly dependent on the Parent to fund its operating losses.

The following is a summary of significant accounting policies followed by the Company:

Securities transactions

The Company’s primary source of revenue is concessions it receives on sales of mutual funds, vanable
annuities and variable life products. The primary expense of the Company is the corresponding
commissions paid to registered representatives for these sales. Concessions and related commission
expense are recorded on a trade date basis. The clearing and depositing operations are provided by
Pershing, LLC.

Cash and clearing deposit

Cash represents amounts held in depository institutions. In conjunction with the Agreement for Securities
Clearance Services with Pershing, LLC, the Company is required to maintain a clearing deposit of
$100,000 at Pershing, LLC. The balance earns interest and is recorded as an asset on the Statement of
Financial Condition.

Federal income taxes

The Company’s loss is included in AZOA’s non-life sub-group consolidated federal income tax refurn.
Under an internal tax reimbursement policy, the Company provides for income taxes on its own taxable
income or loss and will bear its share of the tax liability or will be reimbursed for current tax benefits from
the Parent. At December 31, 2005, the Company has a $4,798,676 receivable from the Parent for current
tax benefits which is netted with payable to parent on the Statement of Financial Condition.
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USAllianz Securities, Inc.
Notes to Financial Statements
December 31, 2005
Use of estimates

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 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.

) Transactions with Related Parties

The Company has no employees. A management agreement entered into by and between the Company and
its Parent exists, whereby the Parent provides certain managerial and consulting services, equipment and
personnel in connection with the Company’s business.

Direct costs charged to the Company include salaries, license and filing fees, printing and office supplies,
advertising, and travel and entertainment.

Certain indirect costs are allocated to the Company including salaries, employee benefits, operating costs
and administrative services incurred by the Parent on behalf of the Company. During 2005, $15,454,794
was allocated to the Company using an allocation method developed by management of the Parent. These
allocations are shown in the respective expense category on the Statement of Operations.

During 2005, the Parent made capital contributions to the Company of $7,500,000, which was exchanged
for amounts payable to the Parent.

The Company maintains a Selling Agreement (Agreement) with USAllianz Investor Services, LLC, a
majority-owned subsidiary of the Parent. During 2005, the Agreement resulted in $107,328,896 in product
sales for the Company, which is 16% of the total sales. The Agreement also resulted in $6,210,839 in
concession revenue, which is 23% of the total concession revenue.

3) Financial Instruments with Off-balance-sheet Risk

In the ordinary course of business, the Company’s securities activities involve execution, settlement, and
financing of various securities transactions as agent. These activities may expose the Company to credit and
market risks in the event customers, other brokers and dealers, banks, depositories or clearing organizations
are unable to fulfill contractual obligations. Such risks may be increased by volatile trading markets. The
Company clears all transactions for its customers on a fully disclosed basis with a clearing firm that carries
all customer accounts and maintains related records. Nonetheless, the Company is liable to the clearing firm
for the transactions of its customers. These activities may expose the Company to off-balance-sheet risk in
the event a counterparty is unable to fulfill its contractual obligations.

@) Net Capital

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital Rule (Rule
15¢3-1), and is required to maintain minimum net capital of $409,175. At December 31, 2005, the
Company had net capital of $(1,793,979), which was $2,203,154 less than the minimum required. The




USAllianz Securities, Inc.
Notes to Financial Statements

December 31, 2005

Company’s net capital ratio (ratio of aggregate indebtedness to net capital) was (3.42):1 at December 31,
2005. This historical capital deficiency is the result of changes made subsequent to December 31, 2005
to management’s estimate of the regulatory settlement accrual (see note 7). The Company has given
notice of said historical capital deficiency as required in section 240.172-11(g) of the Securities
Exchange Act of 1934. As of January 31, 2006 the Parent contributed sufficient capital to the Compeny
to correct the historical capital deficiency.

(&) Rule 15¢3-3 Exemption

The Company is exempt from Rule 15¢3-3 under subsection (k). Under this exemption, the “Computation
for Determination of Reserve Requirements” and “Information Relating to the Possession or Control
Requirements” are not required.

(6) Income Taxes

The income tax benefit reflected in the accompanying Statement of Operations is as follows:

Current tax benefit $ 4,339,944
Deferred tax benefit (144,025)
Income tax benefit as reported $ 4,195,919

There was no provision for state income taxes reflected in the accompanying statement of operations for the
year ended December 31, 2005 due to the state benefit from the loss being fully offset by an increase in the
valuation allowance.

The income tax benefit computed at the statutory rate of 35% varies from the tax benefit reported in the
Statement of Operations as follows:

Income tax benefit computed at the statutory rate $ 5,867,386

Non-deductible penalties $ (1,400,000)

Allocated non-deductible expenses (271,467)
Income tax benefit as reported $ 4,195,919

Tax effects of temporary differences giving rise to the significant components of the deferred tax asset at
December 31, 2005 are as follows:

Deferred tax assets:

State net operating loss carry forward $ 230,834
Litigation accruals 3 74,725
Total deferred tax assets $ 305,559
Valuation allowance (230,834)
Net deferred tax asset $ 74,725




USAllianz Securities, Inc.
Notes to Financial Statements

December 31, 2005

Although realization is not assured, the Company believes it is not necessary to establish a valuation
allowance for the entire deferred tax asset, as it is more likely than not the portion of the deferred tax asset
not attributable to state loss carryforwards will be realized principally through reimbursement from AZOA
as the existing deductible temporary differences reverse.

@) Commitments and Contingencies

In November 2005, the Company received notice from the National Association of Securities Dealers
(NASD) alleging certain supervisory and record keeping violations. Management’s best estimate of
settlement in this matter is $4,000,000, which is recognized in regulatory settlement in the Statement of
Operations. While the exact amount of any settlement is not known, management believes, based on
discussions with outside counsel, that this amount accurately reflects settlement for the alleged
violations. Furthermore, management believes that any ultimate liability will not materially affect the
financial position of the Company due to support from the Parent.

The Company is currently a defendant in various litigation generally incidental to its business. Although
it 1s difficult to predict the outcome of these cases, management believes, based on discussions. with
counsel, that any ultimate liability will not materially affect the financial position or results of operations
of the Company.
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USAllianz Securities, Inc.

Computation of Net Capital and Aggregate Indebtedness
Under Rule 15c3-1 of the Securities and Exchange Commission

December 31, 2005

Net capital
Stockholder's equity (deficit) $ (1,387,514)
Less nonallowable assets 267,554
(1,655,068)
Less 'excess fidelity bond deductible’ 33,502
Less haircuts 105,409
Net capital (1,793,979)
Less required capital
(the greater of $50,000 or 6 2/3% of aggregate indebtedness) 409,175
Deficient net capital* 3 (2,203,154)
Aggregate indebtedness 5 6,137,630
Ratio of aggregate indebtedness to net capital deficiency (3.42):1
Reconciliation with Company's computation
(included in Part 11 of Form X-17A-5 as of December 31, 2005)
Net capital, as reported in Company's Part II (unaudited) FOCUS report $ 956,021
Adjustments to estimates made by management as a result
of a NASD settlement accrual (2,750,000)
Adjusted net capital per above $ (1,793,979}

*  This historical capital deficiency is the result of changes made subsequent to December 31,

2005 to management's estimate of the regulatory settlement accrual (see note 7). The
Company has given notice of said historical capital deficiency as required in

section 240.17a-11(g) of the Securities Exchange Act of 1934 . As of January 31, 2006
the Parent contributed sufficient capital to the Company to correct the historical
capital deficiency.

See accompanying independent auditors’ report. 10




M KPMG LLP

4200 Wells Fargo Center
90 South Seventh Street
Minneapolis, MN 55402

Independent Auditors’ Report on Internal
Controls Required by SEC Rule 17a-5

The Board of Directors
USAllianz Securities, Inc.:

In planning and performing our audit of the financial statements and supplemental schedule of
USAllianz Securities, Inc. (the Company) for the year ended December 31, 2005, we considered iis
internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal controls.

Also, as required by Rule 17a 5(g)(1) of the Securities and Exchange Commission (the 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 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 Systems

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 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 accounting principles generally accepted n the
United States of America. 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 are 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.
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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 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 contrel
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 te
used by anyone other than these specified parties.

FB ALP

February 27, 2006
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