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OATH OR AFFIRMATION

i

I Steven E. Hively swear (or affirm) that, to the best of my
|

knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm

of| Countrywide Securities Corporation ,as

of? 31-Dec, 2005, are true and correct. | further swear (or affirm) that neither the company nor any partner, proprietor, principal
AN

officer or director has any proprietary interest in any account classified solely as that of.a customer, except as follows:

K ) /] ) Signature’ 1/
| M’LWCQ @WM Chief Financial Officér

Notary Public ' Title

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

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

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

() 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¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

X () An Oath or Affirnation.
Di(m) A copy of the SIPC Supplemental Report.

U1 (n) A repeort describing 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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KPMG LLP

Suite 2000

355 South Grand Avenue
Los Angeles, CA 90071-1568

Independent Auditors’ Report

The Board of Directors
Countrywide Securities Corporation:

We have audited the accompanying consolidated statement
Securities Corporation and subsidiary (the Company), a wholly o
Markets, Inc., as of December 31, 2005, and the related consoli
stockholder’s equity, changes in subordinated borrowings, and ca

of financial condition of Countrywide
wned subsidiary of Countrywide Capital
dated statements of earnings, changes in
sh flows for the year then ended that you

are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These consolidated financial
statements are the responsibility of the Company’s management. Qur responsibility is to express an

opinion on these consolidated financial statements based on our au

We conducted our audit in accordance with auditing standards g
America. Those standards require that we plan and perform the a

1dit.

enerally accepted in the United States of
udit 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 designin

o 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 expr

ess no such opinion. An audit 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 consolidated financial statements referred

to above present fairly, in all material

respects, the consolidated financial position of Countrywide Securities Corporation and subsidiary as of
December 31, 2005, and the results of their operations and their cash flows for the year then ended in

conformity with accounting principles generally accepted in the U

nited States of America.

Qur audit was conducted for the purpose of forming an opinion on the basic consolidated financial
statements taken as a whole. The information contained in schedules L, II, and III is presented for purposes
of additional analysis and is not a required part of the basic consolidated 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 consolidated

financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic

consolidated financial statements taken as a whole.

KPre P

February 27, 2006

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.




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 operauon may deteriorate. Our consideration of internal control would not
necessarily disclose all matters in internal control that might lﬁe 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 all?d 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 safegu!arding 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 adequatle 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 27, 2006




COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Consolidated Statement of Financial Condition

December 31, 2005

(Dollars in thousands)

Assets

Cash

Cash segregated in compliance with federal regulations

Securities purchased under agreements to resell

Receivables from broker/dealers and clearing organizations
Receivables from customers

Trading securities owned, at fair value ($668,189 pledged as collateral)
Memberships in exchanges, at cost (market value $1,221)

Fumiture, equipment, and leasehold improvements, at cost, less accumulated

depreciation and amortization of $10,483
Deferred tax assets, net
Due from affiliates
Other assets

Total assets

Liabilities and Stockholder’s Equity

Payables to broker/dealers and clearing organizations
Payables to customers

Trading securities sold, not yet purchased, at fair value
Securities sold under agreements to repurchase
Accounts payable and accrued liabilities
Intercompany income taxes payable

Due to affiliates

Total liabilities
Commitments and contingencies

Stockholder’s equity: ,
Capital stock — no par value. Authorized 100,000 shares; issued
and outstanding 30 shares
Additional paid-in capital
Accumulated other comprehensive loss — foreign currency translatio
Retained earnings

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

See accompanying notes to consolidated financial statements.

n adjustment

7.743
89,600
19,390,293
4,988,059
296,839
10,729,482
686

17,691
55,232
3,065
178,724

35,757,414

652,717
138,624
2,260,987
31,028,538
301,145
146,662
174,309

34,702,982

288
165,940
(603)
888,807

1,054,432

35,757,414




COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Consolidated Statement of Earnings
Year ended December 31, 2005

(Dollars in thousands)

Revenues:
Securities trading
Underwriting activities
Conduit management fees
Interest earned
Other income

Expenses:
Employee compensation and benefits
Interest expense
Clearance fees
Occupancy and equipment
Communications and data processing
Other expenses

Earnings before income taxes and cumulative effect of change in

accounting principle

Provision for income taxes

Earnings before cumulative effect of change in accounting principle

Cumulative effect of change in accounting principle (note 2(1))

Net earnings

See accompanying notes to consolidated financial statements.

(67,993)
240,388
211,575
1,823,240
6,651

2,213,861

230,299
1,587,707
6,182
4,065
9,803
40,752

1,878,308

335,053
137,169

197,884
(8,540)

189,344




Balances at December 31,2004 §

Change in foreign currency
translation adjustment

Noncash capital contribution
(note 2(1))

Net earnings
Balances at December 31, 2005

See accompanying notes to consolidated financial statements.

$

COUNTRYWIDE SECURITIES CORPORATION AND

SUBSIDIARY

(A Wholly Owned Subsidiary of Countrywide Capital Markets. Inc..
Consolidated Statement of Changes in Stockholder’s Equity
Year ended December 31, 2005
(Dollars in thousands)
Accumulated
other
comprehensive
loss - foreign
currency Total Total
Common Paid-in translation Retained comprehensive stockholder’s
stock capital adjustment earnings income equity
288 157,400 43 699,463 699,506 857,194
— — (646) —_ (646) (646)
— 8,540 — — — 8,540
— — — 189,344 189,344 189,344
288 165,940 (603) 888,807 888,204 1,054,432
4




COUNTRYWIDE SECURITIES CORPORATIQN AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Consolidated Statement of Changes in Subordinated Borrowings

Year ended December 31, 200

(Dollars in thousands)

Subordinated borrowings at December 31, 2004

Increases:
Issuance of subordinated notes

Decreases:
Payment of subordinated notes

Subordinated borrowings at December 31, 2005

See accompanying notes to consolidated financial statements.
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COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Consolidated Statement of Cash Flows
Year ended December 31, 2005

(Dollars in thousands)

Cash flows from operating activities:

Net earnings $

Adjustments to reconcile net earnings to net cash provided by operating activities:
Cumulative effect of change in accountmg principle
Depreciation and amortization
Deferred tax benefit
Increase in cash segregated in compliance with federal regulations
Increase in securities purchased under agreements to resell
Increase in receivables from broker/dealers and clearing organizations
Decrease in receivables from customers
Decrease in trading securities owned, at market value
Increase in memberships in exchange
Increase in due from affiliates
Increase in other assets
Increase in payables to broker/dealers and clearing organizations
Decrease in payables to customers
Decrease in trading securities sold, not yet purchased, at market value
Increase in securities sold under agreements to repurchase
Increase in accounts payable and accrued liabilities
Increase in intercompany income taxes payable
Increase in due to affiliates

Net cash provided by operating activities

Cash flows for investing activities:
Purchase of furniture, equipment, and leasehold improvements

Net cash used in investing activities
Foreign currency translation adjustment
Increase in cash

Cash at beginning of year

Cash at end of year | $
Supplemental disclosure of cash flow mformatlon
Interest paid $
Taxes paid

Supplemental disclosure of noncash financing éctivity:

Noncash capital contribution (note 2(1)) $

See accompanying notes to consolidated financial statements.

189,344

8,540
3,452
(9,463)
(28.423)
(7,134,690)
(2,671,821)
59,000
755,126
(311)
(3,065)
(20,039)
444,547
(245,361)
(651,633)
9,049,957
57,916
146,662
62,114

11,852

(7,549)

(7,549)

(646)

3,657
4,086

7,743

1,580,039
30

8,540




COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Notes to Consolidated Financial Statements
December 31, 2005

(1) Organization and Nature of Business

(a)

(b)

Organization

Countrywide Securities Corporation (the Company) is a California corporation that is a wholly
owned subsidiary of Countrywide Capital Markets, Inc. (the Parent), which in turn is a wholly
owned subsidiary of Countrywide Financial Corporation, Inc. (CFC). The Company has a wholly
owned subsidiary, Countrywide Capital Markets Asia Ltd. (the Subsidiary), that is incorporated in
the Cayman Islands.

Nature of Business

The Company is a broker/dealer registered with the Securities and Exchange Commission (SEC), is a
member of the National Association of Securities Dealers, Inc. (NASD), and is an authorized
counterparty (primary dealer) with the Federal Reserve Bank of New York in the performance of its
open market operations. The Company trades mortgage-backed securities (MBS), U.S. government
securities, and other fixed income securities with broker/dealers, institutional investors, and
affiliates. :

The Subsidiary is a securities dealership regulated by the Financial Services Agency, is a member of
the Japanese Securities Dealers Association and the Japanese Investor Protection Fund, and
maintains a sales office in Tokyo, Japan. The Subsidiary offers U.S. mortgage and government
securities for sale to non-U.S. major financial institutions in Japan and other Asian countries.

(2) Significant Accounting Policies

(a)

(b)

Basis of Presentation

The consolidated financial statements include the accounts of the Company and the Subsidiary. The
Company is engaged in a single line of business as a securities broker/dealer, which comprises
several classes of services, including principal transactions, agency transactions, and underwriting
new issuances of securities. All material intercompany balances and transactions are eliminated in
consolidation.

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the
United States of America, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the
date of the financial statements and revenues and expenses during the reporting period. Significant
items subject to such estimates and assumptions include valuation of trading securities owned and
accrued liabilities for guarantees. Actual results could differ from those estimates.

7 ‘ (Continued)




(c)

(d)

(e)

COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Notes to Consolidated Financial Statements

December 31, 2005

Securities Transactions

Proprietary securities transactions in regular-way trades are recorded on the trade date, as if they had
settled. Profit and loss arising from all securities transactions entered into for the account and risk of
the Company are recorded on a trade-date basis. Customers’ securities transactions are reported on a
settlement-date basis with income and expenses reported on a trade-date basis.

Amounts receivable and payable for securities transactions that have not reached their contractual
settlement date are recorded net on the consolidated statement of financial condition. Trading
securities are carried at fair value.

Securities Purchased under Agreements to Resell and
Securities Sold under Agreements to Repurchase

Transactions involving purchases of securities under agreements to resell (reverse repurchase
agreements) or sales of securities under agreements to repurchase (repurchase agreements) are
recorded at their contractual amounts plus accrued interest and are accounted for as secured
borrowings except where the Company does not have an agreement to sell (or purchase) the same or
substantially the same securities before maturity at a fixed or determinable price. It is the policy of
the Company to obtain possession of collateral with a fair value equal to or in excess of the principal
amount loaned under reverse repurchase agreements. Collateral is valued daily and the Company
may require counterparties to deposit additional collateral or return collateral pledged when
appropriate. These instruments are collateralized pr1nc1pally by mortgage-backed securities and
government agency securities and generally have terms ranging from overnight to one year. The
Company reports reverse repurchase agreements and repurchase agreements net by counterparty,
when applicable, pursuant to FASB Interpretation 41, Offsetting of Amounts Related to Certain
Repurchase and Reverse Repurchase Agreements (FIN 41). Excluding the impact of FIN 41, reverse
repurchase agreements had a carrying amount of $29,526, 564 000 and repurchase agreements had a
carrying amount of $42,910,999,000.

At December 31, 2005, the fair value of the collateral accepted related to reverse repurchase
agreements was $28,300,597,000, of which $2,551,810,000 was sold and $25,748,787,000 was
repledged. Collateral pledged where the secured party does not have the right to sell or repledge such
collateral is included in securities purchased under agreements to resell and had a fair value of
$16,515,905,000 at December 31, 2005. \

Securities-Lending Activities |

Securities borrowed and securities loaned are recorded based upon the amount of cash collateral
advanced or received. Securities borrowed transactions facilitate the settlement process and require
the Company to deposit cash, letters of credit, or other collateral with the lender. With respect to
securities loaned, the Company receives collateral in the form of cash or other collateral. The amount
of collateral requ1red to be deposited for securities borrowed or received for securities loaned, is an
amount generally in excess of the fair value of the apphcable securities borrowed or loaned. The
Company monitors the fair value of securities borrowed and loaned, with additional collateral
obtained or excess collateral received, when deemed approprlate Securities borrowed and securities

8 (Continued)




(g)

(h)
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COUNTRYWIDE SECURITIES CORPORATIOI\H AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

. . . |
Notes to Consolidated Financial Statements

December 31, 2005
|

loaned are included in receivables from and payables to br?ker/dealers and clearing organizations in
the consolidated statement of financial condition. The C?mpany reports securities borrowed and
securities loaned net by counterparty, when applicable, pursuant to FASB Interpretation 39,

Offsetting Amounts Related to Certain Contracts (FIN|
securities borrow contracts had a carrying amount of $6,487,076,000 at December 31, 2005.

At December 31, 2005, the fair value of the collateral accepted related to securities borrowed was
$6,351,506,000, of which $2,205,612,000 was sold and $‘ 4,145,894,000 was repledged. Collateral
pledged where the secured party does not have the right to sell or repledge such collateral is included
in securities borrowed and had a fair value of $664,575,000/at December 31, 2005,

Collateral

The Company reports assets it has pledged as collateral in secured borrowing and other arrangements
as trading securities owned, at fair value, when the secured party cannot sell or repledge the assets.

All trading securities pledged as collateral to counterpartles where the counterparty has the right, by
contract or custom, to sell or repledge the securities are 1ncluded in trading securities owned, at fair
value, pledged as collateral, as required by SFAS No. 140, Accountmg for Transfers and Servicing of

Financial Assets and Extinguishments of Liabilities — a Rep‘lacement of FASB Statement No. 125.

|
Trading Gains and Losses ‘

The Company buys, sells, and holds securities for tradjing purposes and to facilitate customer
activity. Trading gains and losses arising from these buys and sells, as well as unrealized gains and
losses arising from changes in the market value of trading inventory, are recorded net in gains and
losses on principal transactions. All trading gains and losses associated with securities trading are
recorded in the consolidated statement of earnings on the trade date.

Underwriting Income

Revenue earned is recognized on the settlement date of the respective underwritten transactions.

Translation of Foreign Currencies

Assets and liabilities denominated in foreign currencies are translated at year-end rates of exchange,
while the income statement accounts are translated at rates of exchange in effect at the time
transactions occur. Gains or losses resulting from foreign |currency transactions are included in net
earnings.

Depreciation

Depreciation is provided on a straight-line basis using est‘imated useful lives of three to ten years.
Leasehold improvements are amortized over the lesser of the economic useful life of the
improvement or the term of the lease.

9 (Continued)
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COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capltal Markets, Inc.)

Notes to Consolidated Financial Statements
December 31, 2005

Exchange Memberships

The Company’s exchange memberships, which represent ownership interests in the exchanges and
provide the Company with the right to conduct business on the exchanges, are recorded at cost or, if
other than temporary impairment in value has occurred, at a value that reflects management’s
estimate of the impairment. Management believes that no such impairment existed before or at
December 31, 2005 and the exchange memberships are recorded at cost.

Income Taxes and Change in Accounting Principle

The Company uses the balance sheet method in its accounting for income taxes. Under this method,
the net deferred tax asset or liability is based on the tax effects of the differences between the book
and tax basis of assets and liabilities, and recognizes enlacted changes in tax rates and laws. A
valuation allowance is recognized if, based on the weight of available evidence, it is more likely than

not that some portion or all of a deferred tax asset will not be realized.

Effective January 1, 2005, the Company and CFC entered into a new Income Tax Allocation
Agreement (the Tax Agreement) for 2005 and any subseque;nt year. The Tax Agreement sets forth an
agreement between the Company and CFC in filing a consolidated federal income tax return and
various combined or consolidated state income tax or francmse tax returns. The Company pays CFC
an amount equal to the lesser of the income tax liability that the Company would have paid if they
filed a separate income tax return or the marginal increase in tax liability resulting from the
Company’s inclusion in the combined or consolidated income tax returns. The Tax Agreement

provides for settlement via recordation through the intercom‘pany account.

The prior tax allocation required that the Company recognize tax expense or benefit based on the
Company’s financial statement income or loss at the effective tax rate of CFC’s consolidated group.
CFC’s policy required intercompany settlement (recordati(‘)n through the intercompany account) of
the aggregate of all current and deferred taxes as current items in the month that the financial
statement expense or benefit was recognized; thus, the Company had no deferred tax assets or
liabilities.

The change in the tax allocation was made in order to provide results that better reflect the operations
of the Company on a stand-alone basis. The effect of the change was to decrease net earnings by
$8,540,000, which reflects the change in income tax expense as if the new Tax Agreement was in
force from the inception of the Company through December 31, 2004. This same amount was
recorded as a noncash capital contribution, reflecting iforgiveness of intercompany liabilities
associated with the cumulative change in current income taxes for periods prior to January 1, 2005.
In addition, a net deferred tax asset of $45,768,000 was ‘recorded, which reflects the cumulative

deferred taxes of the Company from inception through December 31, 2004.

Management believes that a valuation reserve is not requ1red for any of the Company’s deferred tax
assets since it is more likely than not that these assets will be realized either through carry back to the
Company’s taxable income in prior years or as a result of future taxable income of the Company and

CFC’s consolidated group, including reversals of existing témporary differences.

10 » (Continued)




(m) Stock-Based Compensation

COUNTRYWIDE SECURITIES CORPORATIOI\‘I AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Notes to Consolidated Financial Statements

December 31, 2005

CFC has stock compensation plans (the Plans) that provide for the granting of both qualified and
nonqualified options and shares of restricted stock to employees and directors of the Company. Stock
options are generally granted at the average market price of CFC’s common stock on the date of
grant and are exercisable beginning one year from the date|of grant and expire up to ten years from
the date of grant. Stock options generally vest over a period of three to four and one half years.

Stock option transactions for the Company under the Plans were as follows:

Weighted
Number of average
shares exercise price

Outstanding options at beginning of year 2,198,306 $ 18.41
Options granted 846,393 32.60
Options exercised 554,647 17.78
Options expired, canceled, or transferred 61,626 23.79
Outstanding options at end of year 2,428426 $ 23.39
Options exercisable at end of year 1,436,955 § 24.63

Outstanding stock options under the Plans as of December 31, 2005 are summarized below:

Outstanding options
Weighted
average
remaining Exercisable options
contractual Weighted Exercise
Exercise price range life (years) Number average Number price
$390- 7.79 1.0 12,000 $ 6.28 12,000 $ 6.28
7.80-11.69 5.6 409,652 9.86 307,622 9.92
11.70 - 15.58 7.1 534,102 13.81 167,801 13.86
15.59 - 19.48 1.4 166,691 18.98 65,186 18.98
31.17 - 35.06 3.8 1,305,981 32.26 884,346 32.45
2,428,426 $ 23.39 1,436,955 $ 24.63

Restricted stock of CFC is awarded to employees and direc‘tors at no cost and generally vests over a
one- or three-year period. Unvested restricted shares may not be sold by the grantee. However, share

grantees are entitled to vote on shareholder proposals and receive dividends on the unvested shares.

The Company accounts for stock-based compensation under the recognition and measurement
principles of APB Opinion No. 25, Accounting for Stock Issued to Employees, and related
interpretations. CFC generally grants stock options for a fixed number of shares with an exercise
price equal to the fair value of the shares at the date of grant to eligible employees. Through

December 31, 2005, the Company recognized compensanﬁ expense related to its stock option plans

11 (Continued)
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COUNTRYWIDE SECURITIES CORPORATIOI‘\I AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Notes to Consolidated Financial Statements
December 31, 2005

only to the extent that the fair value of the shares at the grant date exceeds the exercise price.
Through December 31, 2005, no compensation expense related to these stock optlons has been
recognized in earnings, as all options granted under the Plans had an exercise price equal to the
market value of the underlying common stock on the date of the grant.

The following table illustrates the effect on net earnings if; the Company had applied the fair value
recognition provisions of SFAS No. 123, Accounting for Stock-Based Compensation, to stock-based
compensation for the year ended December 31, 2005 (dollars in thousands):

Net earnings, as reported $ 197,884

Deduct total stock-based compensation expense determined under
fair value based method for all awards, net of related tax effects (6,840)
Pro forma net earnings $ 191,044

Beginning in the second quarter of 2005, CFC began usin‘g a variant of the Black-Scholes-Merton
optionpricing model that takes into account enhanced estiimates of employee tenure and exercise
experience to estimate the fair value of the options. For purposes of this pro forma disclosure, the fair

value of each option grant is amortized to periodic compensation expense over the options’ vesting
period.

On April 1, 2005, eligible employees were granted options to purchase 846,393 shares of CFC’s
common stock at the average market price on that date. These options fully vested when granted and
became exercisable on May 1, 2005. As a result of this \‘zesting provision, the pro forma expense
associated with the entire stock option grant amounting|to $3,208,000, net of income taxes, is
included in the above stock-based compensation pro | forma disclosure for the year ended

December 31, 2005.

The weighted average assumptions used to value the option grants and the resulting average
estimated values were as follows:

Expected life 5 years
Risk-free interest rate 4.1%
Dividend yield 1.7
Volatility 325

The average fair value of options granted in 2005 was $6.36.

Recent Accounting Pronouncements

In December 2004, the FASB issued Statement of Fmancml Accounting Standards No. 123R, Share
Based Payment (SFAS 123R), an amendment of FASB Statement No. 123 (SFAS 123), Accounting
for Stock-Based Compensation. SFAS 123R focuses pﬁmanly on accounting for share-based
payments for employee services. This statement requires companies to measure the cost of employee
services received in exchange for an award of equity instruments based on the grant date fair value of
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December 31, 2005

the award. SFAS 123R requires measurement of fair val

ue of employee stock options using an

option pricing model that takes into account the awarded options’ unique characteristics. SFAS 123R

requires charging the recognized cost to expense over the period the employee provides services to

eamn the award (generally the vesting period for the award).

SFAS 123R’s measurement requirements for employee
SFAS 123, which is the basis for the pro forma stock-based
preceding caption, Stock-Based Compensation, of this note.

stock options are similar to those of
compensation disclosure contained in the
However, SFAS 123R requires:

. initial and ongoing estimates of the amount of shares that will vest — SFAS 123 provided

entities the option of assuming that all shares would vest and then cumulatively adjusting

compensation cost and expense as shares were forfeited

. adjusting the cost of a modified award with reference to the difference in the fair value of the
modified award to the initial award at the date of modification of the award.

SFAS 123R also provides for the use of alternative models to determine compensation cost related to
stock option grants. Adoption of SFAS 123R is not expected to have a significant impact on the

financial position or earnings of the Company. The Compa
effective January 1, 2006.

Cash Segregated under Federal Regulations
Cash of $89,600,000 at December 31, 2005 has been segregated

ny adopted the provisions of SFAS 123R

‘in a special reserve bank account for the

exclusive benefit of customers under Rule 15¢3-3 of the Securities and Exchange Commission.

Receivables from and Payables to Broker/Dealers and Clearing Organizations

The receivables from and payables to broker/dealers and clearing organizations at December 31, 2005

consist of the following:

Deposits for securities borrowed/loaned

Securities failed to deliver/receive

Receivables from/payables to clearing organizations

Margin deposited and open trade equity on commodity
transactions

Unsettled trades, net

Other

Receivables Payables
(Dollars in thousands)

$ 4,740,886 —_
136,203 42,918

63,528 5,529

42,011 —
— 602,466

5,431 1,804

$ 4,988,059 652,717

Securities failed to deliver and failed to receive represent the contract value of securities that have not been

delivered or received by the settlement date of the trade.

13
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COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Notes to Consolidated Financial Statements
December 31, 2005

Receivables from and Payables to Customers

Customer securities transactions are recorded on a settlement-date basis, which is generally one to three
business days after the trade date, while the related revenues are recorded on a trade-date basis.
Xeceivables from and payables to customers include amounts‘ related to cash transactions. Securities
owned by customers, including those that collateralize these transactions, are generally not reflected in the

consolidated statement of financial condition.

Trading Securities Owned and Trading Securities Sold, Not Yet Purchased

|

Trading securities owned, at fair value, including amounts pledged as collateral, and trading securities sold,
not yet purchased, at fair value, consist of the following at December 31, 2005:

Sold, not yet

Owned purchased

(Dollars in thousands)

Mortgage pass-through certificates $ 6,553,463 911
Collateralized mortgage obligations 2,377,763 —
U.S. Treasury securities 1,037,749 1,985,219
Agency debt securities 429,726 176,726
Asset-backed securities 234,818 —
Derivative financial instruments 77,094 98,123
Other securities 18,869 8
$ 10,729,482 2,260,987

The fair value of trading securities is generally based on quoted market prices. If quoted market prices are
not available, fair value is determined in good faith by mana‘gement based on other relevant factors
including dealer price quotations, prices available for similar in:struments, and valuation pricing models
intended to approximate the amounts that would be received from or paid to a third party in settlement of
the contracts. Judgment is required to determine the fair values of‘ trading securities owned and the exercise
of such judgment can impact the Company’s earnings. Trading securities owned, at fair value, include

securities that are not readily marketable with an estimated fair value of $18,532,000.

Collateral pledged, including deposits of $111,160,000 with clearing organizations to fulfill margin
requirements, is included in trading securities owned and had ‘a fair value of $668,189,000. Collateral
pledged where the secured party does not have the right to sell or repledge such collateral is included in
trading securities owned and had a fair value of $8,291,504,000 at December 31, 2005.
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Notes to Consolidated Financial Statements

December 31, 2005

Dther Assets

Amounts included in other assets as of December 31, 2005 consist of following (dollars in thousands):

Accrued and purchased interest $ 63,431
Cash surrender value of Company-owned life insurance 53,751
Restricted investments 50,266
Prepaid expenses 2,673
Other 8,603

$ 178,724

The Company-owned life insurance policies and the restricted in ‘vestments (which consist of mutual funds

recorded at fair value) have been deposited in a rabbi trust created to fund a nonqualified pension plan.

These assets may only be used to pay the obligations of the Fompany arising from that nonqualified
pension plan; they are not available to meet the general obligations of the Company, except in the event of
insolvency filing by CFC. The accrued liability associated with this nonqualified pension plan was
$106,242,000 as of December 31, 2005 and is included in accodnts payable and accrued liabilities in the

consolidated statement of financial condition. See note 12.

Bank Loans

The Company obtains short-term borrowings through unsecureg bank loans. The interest rates on such
short-term borrowings are generally based on the federal funds rate plus a margin determined at the time of
the transactions. During the year ended December 31, 2005, the weighted average interest rate on bank
loans was 2.90%. There were no such borrowings outstanding at December 31, 2005.

Transactions with Affiliates

The Company receives fees from its affiliates for trading, underwriting transactions, and conduit
management activities, which includes brokering and managing|the acquisition, sale, or securitization of
whole loans on behalf of an affiliate. The Company also provides underwriting services for an affiliate for
which it does not receive a fee, and compensates an affiliate for arrangement of trades. For the year ended
December 31, 2005, these fees consisted of the following (dollars in thousands):

Conduit management fees $ 211,575
Underwriting fees 158,715
Compensation paid for an arranger fee agreement (5,381)

In addition, the Company earned $11,618,000 of net interest and $1,732,000 in net fees related to conduit
management activities.
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COUNTRYWIDE SECURITIES CORPO]RATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Notes to Consolidated Financial Statements
December 31, 2005

The Company reimburses affiliates, or is reimbursed by affiliates, for certain operating expenses. For the
year ended December 31, 2005, these reimbursed expenses consisted of the following (dollars in
thousands):

Communications and data processing $ 3,206
Occupancy and equipment 2,213
Employee benefit plans 2,081
Group insurance 2,180
Legal fees 1,650
Management fees paid to an affiliate 11,367
Management fees received from affiliates (6,532)

(Gains and losses arising from securities and underwriting transactions with affiliates are settled through the
standard securities settlement process. Compensation for arranger fees is cash settled on a monthly basis.
All other fees and expenses are charged or credited through the intercompany accounts.

The Company maintains intercompany payables and receivables with various affiliates to facilitate the
reimbursement of fees and expenses. As of December 31, 2005, the intercompany payables amounted to
$181,170,000, and the intercompany receivables amounted to $3,065,000. Interest is incurred or credited at
the federal funds rate plus a margin of 0.25%. The net interest exﬂ)ense on this net payable was based upon
a weighted average interest rate of 3.47% for the year. Net mterest on the intercompany balances amounted

to an expense of $5,507,000 for the year ended December 31, 2005.

Outstanding at December 31, 2005 with affiliates, at contractual amounts including accrued interest, were
reverse repurchase agreements in the amount of $1,563,817,000. There were no repurchase agreements
with affiliates outstanding at December 31, 2005. Net interest earriled on these agreements was $87,785,000
for the year ended December 31, 2005. In addition, during the year ended December 31, 2005, the
Company purchased $261,404,992,000 of trading securities from and sold $88,460,299,000 of trading

securities to affiliates at prevailing market prices.

The Company has available, but did not draw against during the year ended December 31, 2005,
$650,000,000 in subordination agreements with affiliates (note 13).

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC Rule 15¢3-1), which requires the maintenance of minimum| net capital. The Company has elected to
use the alternative method, permitted by the rule, which requires that the Company maintain minimum net
capital, as defined in the rule, equal to the greater of $250,000 or 2% of aggregate debit balances arising
from customer transactions, as defined in the rule. At December 81 2005, the Company’s net capital was
$472,939,000 and net capital in excess of the minimum required ‘was $447,284,000. The rule prohibits the
Company from withdrawing equity capital or making distributions to its stockholder (the Parent) if
resulting net capital would be less than 5% of aggregate debits arising from customer-related receivables as
computed in accordance with the rule.
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COUNTRYWIDE SECURITIES CORPORATIOI‘V AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Notes to Consolidated Financial Statements

December 31, 2005

Employee Benefit Plans

Eligible full-time employees of the Company are covered under CFC’s defined-benefit plans, including
dental, medical, life insurance, dependent care, and others. A port‘ion of the employee benefit plan expense
is allocated to the Company based on the Company’s employees’ participation in these plans. The
Company’s expense related to these plans was $2,180,000 for the year ended December 31, 2005

(see note 9).

Eligible full-time employees of the Company are also covered under CFC’s defined-benefit pension and
tax-deferred savings and investment plans. A portion of the benefit plan expense is allocated to the
Company based upon the percentage of the Company’s salary exrpense to the total salary expense of CFC
and its subsidiaries and based on the Company’s employees’ part1c1pat10n in these plans. The Company’s
expense related to these plans was $2,081,000 for the year ended December 31, 2005 (see note 9). Because
the Company participates in these plans with other subsidiaries of ‘CFC an analysis setting forth the funded

status at December 31, 2005 cannot be separately determined for the Company.

The Company has also established a nonqualified pension plan for certain key employees. The Company’s
expense related to this plan was $36,403,000 for the year ended December 31, 2005.

Commitments and Contingencies
(a) Underwriting

In connection with the Company’s underwriting activities, the Company had commitments to
purchase and sell new issues of securities aggregating $44, 930 000 at December 31, 2005.

(b) Leases

The Company occupies office space under leases that expire at various dates through 2016. Future
minimum aggregate annual rentals payable under noncancelable leases are approximately as follows
(dollars in thousands):

Year ending December 31:

2006 $ 1,927
2007 1,769
2008 1,131
2009 ‘ 1,023
2010 084
Thereafter 3,950

$ 10,784

The various leases contain provisions for periodic escalauons evolving from increased operatmg and
other costs. Rental expense under these leases was $1, 235 000 for 2005 and is included in other

operating expenses in the consolidated statement of eammg‘s.
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COUNTRYWIDE SECURITIES CORPO]RATIOI\‘J AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Notes to Consolidated Financial Statements
December 31, 2005

(c) Litigation

The Company is a defendant in various legal proceedings involving matters generally incidental to
its business. Although it is difficult to predict the ultimate outcome of these proceedings,
management believes, based on discussions with couns‘el, that any ultimate liability will not
materially affect the consolidated financial position, results of operations, or liquidity of the
Company.

Liabilities Subordinated to Claims of General Creditors

All borrowing lines under subordination agreements are with affiliates. The Company has total lines of
credit from affiliates subject to subordination agreements of $650 (000,000. These lines of credit were not
utilized by the Company at any time during the year ended December 31, 2005.

Financial Instruments

Substantially all of the Company’s assets and liabilities are carriqd at fair value or contracted amounts that

zpproximate fair value or contracted amounts that approximate fair value. Assets which are recorded at
contracted amounts approximating fair value consist largely of short-term secured receivables, including
reverse repurchase agreements, securities borrowed, customer réceivables, and certain other receivables.
Similarly, the Company’s short-term liabilities, such as bank loans, repurchase agreements, securities
loaned, customer payables, and certain other payables are recorde%d at contract amounts approximating fair
value. These instruments generally have variable interest rates and short-term maturities, in many cases

overnight; therefore, their fair values are not materially affected b‘y changes in interest rates.

The fair value of trading securities is generally based on quoted market prices. If quoted market prices are
not available, fair value is determined in good faith by rnana‘gement based on other relevant factors
including dealer price quotations, prices available for similar in;struments, and valuation pricing models
intended to approximate the amounts that would be received from or paid to a third party in settlement of
the contracts.

Derivative financial instruments used for trading purposes, incl Jdll’lg hedges of trading instruments, are
carried at market value or fair value. Market values for exchange-traded derivatives, principally futures and
certain options, are based on quoted market prices. Fair values |for over-the-counter derivative financial
instruments, principally forward contracts of to-be-announced se‘curities (TBAs), interest rate swaps, and
options, are based on pricing models intended to approximate the amounts that would be received from or
paid to a third party in settlement of the contracts. Factors taken [into consideration include credit spreads,
market liquidity, concentrations, and funding and administrative costs incurred over the life of the

instruments.

Derivatives used for economic hedging purposes include interesti rate swaps, forwards, futures, purchased
options, and options written. Unrealized gains or losses on these derivative contracts are recognized

currently in the consolidated statement of earnings as trading gain‘s and losses.
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Fair values of forwards, swaps, and options contracts are recorde‘d in trading securities owned or sold, not
yet purchased, as appropriate. Open equity positions in futures transactions are recorded as receivables and

payables from broker/dealers and clearing organizations.

The following table summarizes the notional amounts of the‘se derivative contracts and fair values
(carrying amounts) of the related assets and liabilities at December 31, 2005:

Notional Fair value Fair value
amount receivables (payables)
(Dollars in thousands)
Sale of forward contracts i $ 60,447,158 — (189,467)
Purchase of forward contracts ‘ 47,849,781 144,933 —
Futures contracts i 65,413,400 3,800 (5,634)
Options held | 500,000 3 —
Options written 500,000 — (D

Financial Instruments with Off-Balance-Sheet Risk

The Company enters into various transactions involving derivatives and other off-balance-sheet financial
instruments. These financial instruments include futures, exchange-traded and over-the-counter options,
delayed deliveries, TBAs, securities purchased and securities séld on a when-issued basis (when-issued
securities), and interest rate swaps. These derivative financial {instruments are used to conduct trading
activities and manage market risks and are, therefore, subject to varying degrees of market and credit risk.

Derivative transactions are entered into for trading purposes or to hedge other positions or transactions.

Futures, forwards, options, TBAs, and when-issued securities provide for the delayed delivery of the
underlying instrument. Interest rate swaps involve the exchange of payments based on fixed or floating
rates applied to notional amounts. The contractual or notional amounts related to these financial
instruments reflect the volume and activity and do not reflect the amounts at risk. Futures contracts are
executed on an exchange, and cash settlement is made on‘ a daily basis for market movements.
Accordingly, futures contracts generally do not have credit risk. The credit risk for forward contracts,
TBAs, options, and when-issued securities is limited to the unre:alized market valuation gains recorded in
the statement of financial condition. Market risk is substantially dependent upon the value of the
underlying financial instruments and is affected by market forces such as volatility and changes in interest.

In addition, the Company has sold securities that it does not currently own and therefore will be obligated
to purchase such securities at a future date. The Company‘ has recorded these obligations in the
consolidated financial statements at December 31, 2005 at the fair values of the related securities and will
incur a loss if the fair value of the securities increases subsequent‘to December 31, 2005.

. Ll .
In the normal course of business, the Company’s customer act1v1t‘1es involve the execution, settlement, and
financing of various customer securities transactions. These activities may expose the Company to
off-balance-sheet risk in the event the customer or other broker is} unable to fulfill its contracted obligations

and the Company has to purchase or sell the financial instrument underlying the contract at a loss.
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The Company’s customer financing and securities settlement acti\‘rities may require the Company to pledge
customer securities as collateral in support of various secured financing sources such as bank loans and

repurchase agreements. In the event the counterparty is unable to meet its contractual obligation to return

customer securities pledged as collateral, the Company may b:e exposed to the risk of acquiring the
securities at prevailing market prices in order to satisfy its customer obligations. The Company controls
this risk by monitoring the market value of securities pledged on a daily basis and by requiring adjustments
of collateral levels in the event of excess market exposure. In addition, the Company establishes credit

limits for such activities and monitors compliance on a daily basis|

Credit Risk , /

The Company is engaged in various trading activities with countérparties, primarily broker/dealers, banks,
and other financial institutions. In the event counterparties do n}ot fulfill their obligations, the Company
may be exposed to risk. The risk of nonperformance depends on the creditworthiness of the counterparty or
issuer of the instrument. The Company has established credit poﬁcies applicable to making commitments
involving financial instruments. Such policies include credit reviews, approvals, limits, and monitoring

procedures. It is the Company’s policy to review, as necessary, the credit standing of each counterparty.

\
The Company maintains its cash balances, including cash fsegregated in compliance with federal
regulations, in financial institutions. The balances with each of tw;o financial institutions are insured by the
Federal Deposit Insurance Corporation up to $100,000 and the balance in the other financial institution is
not insured. As of December 31, 2005, uninsured amounts held at these financial institutions totaled
$97,143,000. The Company has not experienced any losses in such accounts and believes it is not exposed

to any significant credit risk on cash.

Consolidated Subsidiary

The following is a summary of certain ﬁngncial information of the Subsidiary (dollars in thousands):

Countrywide
Capital
Markets
Asia Ltd.

Total assets ; $ 10,564
Stockholder’s equity. 5,584
Net income 1,388

The $5,584,000 of stockholder’s eqmty of the broker/dealer subs1d1ary is not included as capital in a
consolidated computation of the Company’s net capital, because the assets of the subsidiary are not readily

available for the protection of the Company $ customers, broker/dealers and other creditors, as permitted
by Rule 15¢-3-1.
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(18) Income Taxes

Components of the provision for income taxes before cumulative effect of change in accounting principle
|

are presented below (dollars in thousands): !

Current:
Federal
State
Foreign

Deferred:
Federal
State

Total income tax expense

$ 112,450
33,266
016

146,632

(6,767)
(2,696)

(9,463)

$ 137,169

The following is a reconciliation of the statutory federal income tax rate to the effective income tax rate as

reflected in the consolidated statement of earnings:

Statutory federal income tax rate
State income and franchise taxes, net of federal tax effect
Other (foreign)

Effective income tax rate

35.00%
5.84
0.10

40.94%

The tax effects of temporary differences that gave rise to deferred income tax assets and liabilities are

presented below (dollars in thousands):

Deferred income tax assets:
Employee benefits
Other

Deferred income tax liabilities:
Depreciation and amortization

Deferred income tax assets,
net

Foreign pretax earnings approximated $2,304,000 in 2005.

21

$ 56,341
2,384

58,725

3,493

3,493

$ 55,232
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Notes to Consolidated Financial Statements
December 31, 2005

FASB Interpretation No.45 (FIN45), Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others, requires the Company to disclose

information about its obligations under certain guarantee arrangements. FIN 45 defines guarantees as
contracts and indemnification agreements that contingently requ;lre a guarantor to make payments to the
uaranteed party based on changes in an underlying (such as an interest or foreign exchange rate, security
or commodity price, an index or the occurrence or nonoccurrence of a specified event) related to an asset,
liability, or equity security of a guaranteed party. FIN 45 a1$o defines guarantees as contracts that
contingently require the guarantor to make payments to the guaranteed party based on another entity’s
failure to perform under an agreement as well as indirect guarante«}es of the indebtedness of others.

(a)

(b)

\
Derivative Contracts 1

Certain derivative contracts that the Company has entered \into meet the accounting definition of a

guarantee under FIN 45. Derivatives that meet the FIN 451 definition of guarantees include certain
written options and credit default swaps. Since the Company does not track the counterparties’

purpose for entering into a derivative contract, it has disclo;sed derivative contracts that are likely to
be used to protect against a change in an underlying financial instrument, regardless of their actual

use. !

The maximum potential payout for certain derivative contracts, such as written interest rate caps and

written foreign currency options, cannot be estimated as increases in interest or foreign exchange
rates in the future could possibly be unlimited. Therefore, in order to provide information regarding
the maximum potential amount of future payments that the Company could be required to make

under certain denivative contracts, the notional amount of th%: contracts has been disclosed.

The Company records all derivative contracts at fair value. For this reason, the Company does not
monitor its risk exposure to derivative contracts based on‘ derivative notional amounts; rather the
Company manages its risk exposure on a fair value basis.i Aggregate market risk limits have been
established, and market risk measures are routinely monitored against these limits. The Company
also manages its exposure to these derivative contracts thr01:1gh a variety of risk mitigation strategies,

including, but not limited to, entering into offsetting economic hedge positions. The Company

believes that the notional amounts of the derivative contracts generally overstate its exposure.

Indemnifications i

In the normal course of its business, the Company indemnifies and guarantees certain service
providers, such as clearing and custody agents, trustees and administrators, against specified
potential losses in connection with their acting as an agent of, or providing services to, the Company
or its affiliates. The Company believes that it is unlikely{it will have to make material payments

under these arrangements and has not recorded any contingent liability in the consolidated financial
statements for these indemnifications.
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The Company provides representations and warranties to counterparties in connection with a variety
of transactions and may indemnify them against potential losses caused by the breach of those
representations and warranties. These indemnifications genérally are standard contractual terms and
are entered into in the normal course of business. The Company believes that it is unlikely it will
have to make material payments under these arrangements and has not recorded any contingent
liability in the consolidated financial statements for these indemnifications.

|

Exchange Member Guarantees

The Company is a member of various exchanges that tjrade and clear securities and/or futures
contracts. Associated with its membership, the Company may be required to pay a proportionate
share of the financial obligations 'of another member who may default on its obligations to the
exchange. While the rules governing different exchange memberships vary, in general the
Company’s guarantee obligations would arise only if the exchange had previously exhausted its
resources. In addition, any such guarantee obligation would be apportioned among the other
nondefaulting members of the exchange. Any potential contmgent liability under these membership
agreements cannot be estimated. The Company has not recorded any contingent liability in the
consolidated financial statements for these agreements and believes that any potential requirement to
make payments under these agreements is remote.

Other Guarantees

The Company may indemnify securities lending customers against losses incurred in the event that
borrowers do not return securities and the collateral held is insufficient to cover the market value of
the securities borrowed. ‘
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| Schedule I
COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capiital Markets, Inc.)
Computation of Net Capital under Rule 15¢3-1 of the Securities and Exchange Commission
December 3 1,2005
(Dollars in thousands)
Net capital: ‘
Stockholder’s equity ; S 1,054,432
Total capital and allowable subordinated liabilities ! 1,054,432
Deductions and/or charges: ‘
A. (1) Nonallowable assets:
Receivables from brokers and dealers 4,852
Receivables from customers ‘ 45,604
Memberships in exchanges 686
Investments and receivables from affiliates 9,280
Furniture, equipment, and leasehold improvements, net 16,988
Other nonallowable assets ‘ 167,303
244,713
(2) Additional charges on customers’ securities accounts: 3,969
B. Aged fails to deliver |
Number of items — 78 : 1,526
C. Commodity futures contracts ‘ 61,139
D. Other deductions and/or charges | 48,578
| 359,925
Net capital before haircuts on sécurity positions 694,507
Haircuts on securities (computed pursuant to Rule 1503 1())(vi)):
Trading and investment securities: !
1. Contractual commitments ‘ 16,111
2. Bankers’ acceptances, CDs, and commercial paper 5
3. U.S. and Canadian government obhganons 83,086
4. Corporate obligations ‘ 30,848
5. Other securities | 63,176
6. Undue concentration ; 9,810
7. Securities with no ready market 18,532
: 221,568
Net capital | $ 472,939
Net capital requirements/percentage:
Minimum net capital requirement (2% aggregate debit items) $ 5,148
Excess reverse repurchase capital requirement 20,507
Net capital requirement (minimum requirement) 25,655
Eixcess net capital 447,284
Excess net capital greater than 5% of aggregate debits, including excess reverse
repurchase requirement 439,562
Percentage, net capital to aggregate debit items 184%
There are no material differences between the above computation and the computation included with the
Corapany’s FOCUS Form X-17A-5 for the period ending December 31, 2005 filed on January 26, 2006.
See accompanying independent auditors’ report.
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COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY

(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Computation for Determination of Reserve Reqmrem}ents under Rule 15¢3-3

of the Securities and Exchange Commission
December 31, 2005

(Dollars in thousands)

Credit balances:
Free credit balances and other credit balances In customers’ security accounts
Customers’ securities failed to receive }

Credit balances in firm accounts which are attributable to principal sales to customers

Market value of short securities and credits in all suspense accounts (;)ver

7 business days ‘ \
‘ 1

Total credits (
|
|

Debit balances: |
Debit balances in customers’ cash and margin accounts excluding unsecured
accounts and accounts doubtful of collectlon
Securities borrowed to effectuate short sales by customers and secunnes
borrowed to make delivery on customers’, securities failed to deliver

Failed to deliver of customers’ securities not older than 30 calendar ?ays
Aggregate debit items |

Less 3% (for alternative method only)
Total Rule 15¢3-3 debits |
Excess of total debits over total credlts |

Amount held on deposit in “reserve” bank account including value of quahﬁed

l

securities at end of reporting period \ 1

$

Schedule I1

115,412
5,716
79,693

1,472

202,293

246,403

1,723
9,280

257,406
(7,722)

249,684

47,391

89,600

There are no material differences between the above computation and the computation included with the
Company’s FOCUS II Form X-17A-5 for the period ending December 31, 2005 filed on J anuary 26, 2006.

See accompanying independent auditors’ report. |
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| Schedule ITI

COUNTRYWIDE SECURITIES CORPORATION AND SUBSIDIARY
(A Wholly Owned Subsidiary of Countrywide Capital Markets, Inc.)

Information Relating to Possession or Control ’Requirerﬁents under Rule 15¢3-3
of the Securities and Exchange Commission

December 31, 2005

(Dollars in thousands)
Market valuation and number of items for:

1. Customers’ fully paid securities and excess margin securities
not in respondent’s possession or control as of the report date
(for which instructions to reduce to possession or control had
been issued as of the report date) but for which the required
action was not taken by respondent within the time frames
specified under Rule 15¢3-3 |

2. Customers’ fully paid securities and excess margin securities for
which instructions to reduce to possession or control had not
been issued as of the report date, excluding items arising from
“temporary lags which result from normal business operations” as
permitted under Rule 15¢3-3 1

See accompanying independent auditors’ repoﬂ.
|
\ ‘
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INDEPENDENT AUDITORS’ REPORT ON iNTERNAL CONTROL
REQUIRED BY RULE 17A-5 OF THE SECURITIES AND
EXCHANGE COMMISSION




:

KPMG LLP

Suite 2000

355 South Grand Avenue
Los Angeles, CA 90071-1568

Independent Auditors’ Report on Internal Control Required by Rule 17a-5
of the Securities and Exchange Commission

The Board of Directors
Countrywide Securities Corporation:

In planning and performing our audit of the consolidated financial statements of Countrywide Securities
Corporation and subsidiary (the Company), a wholly owned subsidiary of Countrywide Capital Markets,
Inc., 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 expressing our
opinion on the consolidated 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 compliance with such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in the
following:

o Making the periodic computations of aggregate debits and net capital under Rule 17a-3(a)(11) and
the reserve required by Rule 15¢3-3(e) I

® Making the quarterly securities examinations, counts, verifications and comparisons, and the
recordation of differences required by Rule 17a-13

® Complying with the requirements for prompt payment fbr securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Fed?ral Reserve System

. 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 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 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 in the‘lUniled States of America. Rule 17a-5(g)
lists additional objectives of the practices and procedures listed in the preceding paragraph.

1

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member tirm of KPMG International, a Swiss cooperative.




