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‘ FIRM ID. NO.
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OATH OR AFFIRMATION

I, Scott Dubchansky, affirm that, to the best of my knowledge and belief, the accompanying financial
statements and supplemental schedule pertaining to MWAM Distributors, LLC (the “Company”) as of
December 31, 2006 and for year ended December 31, 2006 are true and correct. I further affirm that
neither the Company nor any stockholder, proprietor, principal officer, or director has any proprietary
interest in any account classified solely as that of a customer.

Stee of Celifornia of
L oS FhoeleS
Subscribed and sworn 1o (or affirmed)
Before me on this _2.2 day of 2027 by
Seott Debchask

personally known to me or proved to maon
the basis of satisfactory evidence to be the

person(s) who appeared before ma. J

Signature

L

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

x) Independent Auditors’ Report
{(x) (a) Facing page

(x) (b) Statement of Financial Condition
(x) (c) Statement of Operations

(x) (d) Statement of Cash Flows

oA londers”

Signaturel/

Chief Executive Officer

MELODY SALAZAR
Commission # 1713386

{(x} (e) Statement of Changes in Stockholder’s Equity
() (D Statement of Changes in Liabilities Subordinated to Claims of General Creditors

(x) Notes to Financial Statements

(x) (g) Computation of Net Capital for Brokers and Dealers Pursuant to Rule 15¢3-1 under

the Securities Exchange Act of 1934

(x) (h) Computation for Determination of Reserve Requirements for Brokers and Dealers
Pursuant to Rule 15¢3-3 under the Securities Exchange Act of 1934 (not applicable, exempt
under Rule 15¢3-3(k)(2)(i). See note 6 in the accompanying financial statements)

(x) (i) Information Relating to the Possession or Control Requirements for Brokers and Dealers
Pursuant Rule 15¢3-3 under the Securities Exchange Act of 1934 (not applicable, exempt
under Rule 15¢3-3(k)(2)(i). See note 6 in the accompany financial statements)

() () A Reconciliation, including Appropriate Explanations, of the Computation of Net Capital
under Rule 15¢3-1 and the Computation for Determination of the Reserve Requirements

under Rule 15¢3-3 (not required)

() (k) A Reconciliation between the Audited and Unaudited Statements of Financial Condition
With Respect to Methods of Consolidation (not applicable)

(x) (1) An Oath or Affirmation

() (m) A copy of the SIPC Supplemental Report (not required)
(x) (n) A Report describing any material inadequacies found to exist or found to have existed
since the date of the previous audit (Supplemental Report on Internal Control)

**  For condition of confidential treatment of certain portions of this filing, see Section 240.17a-

59¢)(3).
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Member of
MWAM Distributors, LLC
Los Angeles, California

We have audited the accompanying statement of financial condition of MWAM Distributors, LLC

(the “Company™) as of December 31, 2006, that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. This financial statement is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this financial statement based on our audit.

We conducted our audit 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 statement is 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 statement,
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, such statement of financial condition presents fairly, in all material respects, the financial

position of MWAM Distributors, LLC as of December 31, 2006, in conformity with accounting principles
generally accepted in the United States of America.

QM/W £’

February 22, 2007

Member of -
Deloitte Touche Tobmatsu




MWAM DISTRIBUTORS, LLC

STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006

ASSETS
CURRENT ASSETS:
Cash and cash equivalents

Accounts receivable
Prepaid expenses

TOTAL

LIABILITIES AND MEMBER’S CAPITAL
ACCRUED EXPENSES
COMMISSIONS PAYABLE

MEMBER'’S CAPITAL

TOTAL

See notes to statement of financial condition.

$474.498
390,822
39,481

$904,801

$ 26,700
123,167

754,934

$904,801




MWAM DISTRIBUTORS, LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2006

1.  ORGANIZATION AND NATURE OF BUSINESS

MWAM Distributors, LLC (the “Company”), a wholly owned subsidiary of Metropolitan West Asset
Management, LLC (the “Parent”), is a California limited liability company registered with the Securities
and Exchange Commission (“SEC”) as a broker-dealer and is a member of the National Association of
Securities Dealers, Inc. (“NASD”). The Company was formed on April 9, 2004, and was approved to be
a member of the NASD on October 21, 2004.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation—The accompanying statement of financial condition has been prepared in
accordance with accounting principles generally accepted in the United States of America

(“U.S. GAAP”) and in the format prescribed by Rule 17a-5 under the Securities Exchange Act of 1934
for brokers and dealers in securities.

Cash and Cash Equivalents—The Company considers highly liquid mvestments purchased with an
original maturity of three months or less to be cash equivalents.

Use of Estimates—The preparation of the accompanying statement of financial condition in conformity
with U.S. GAAP 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. Actual results could differ from those estimates.

Recently Issued Accounting Pronouncements and Interpretations—In September 2006, the Financial
Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS”)
No. 157, Fair Value Measurements. SFAS No. 157 defines fair value, establishes a framework for
measuring fair value in U.S. GAAP, and expands disclosures about fair value measurements. This
statement is effective beginning January 1, 2008. The Company is currently evaluating the impact of
SFAS No. 157 on its financial statements.

In June 2006, the FASB issued FASB Interpretation (“FIN”) No. 48, Accounting for Uncertainty in
Income Taxes, an Interpretation of FASB Statement No. 109 (“FIN 48”). FIN 48 presents a recognition
threshold and measurement attribute for the financial statement recognition and measurement of a tax
position taken or expected to be taken in a tax return. There is a two-step evaluation process. The first
step is recognition and a company must determine whether it is more likely than not that a tax position
will be sustained. The second step is measurement. A company that meets the more likely than not tax
position should measure the tax position at the largest amount of benefit that is greater than 50% chance
of being realized upon ultimate settlement. FIN 48 is effective for the Company beginning January 1,
2007. The adoption of FIN 48 is not expected to have a material impact on the Company’s financial
statements.




TRANSACTIONS WITH RELATED PARTY

All revenues earned by the Company relate to fees received for distribution services provided to
registered investment companies managed by the Parent as well as fees received for placing eligible
investors into the private investment funds managed by West Gate Advisors, LLC a wholly owned
subsidiary of the Parent.

The Company shares office space and employees with its Parent. Therefore, the Company entered into
an expense-sharing agreement with the Parent whereby certain indirect expenses attributed to rent, office
supplies, compensation for time devoted to assisting with certain activities as registered representatives
of the Company, and other general overhead expenses are allocated by the Parent to the Company. The
Parent will pay for these shared expenses from the Parent’s operating accounts, and in doing so will
allocate a noncash contribution equal to the amount of such allocated expense.

INCOME TAXES

The Company is an LLC, for which the net income flows through to the member of the Company;
therefore, the Company has not recorded a liability for federal income tax purposes, because income
taxes, if any, are the responsibility of the member. However, the Company is subject to certain
California franchise taxes imposed on limited liability corporations and certain state and city revenue
taxes.

NET CAPITAL REQUIREMENTS

As a registered broker-dealer, the Company is subject to the SEC’s Uniform Net Capital Rule
(“Rule 15¢3-17), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 8 to 1.

At December 31, 2006, the Company had net capital of $311,503, which was $211,503 in excess of its
required net capital of $100,000. The Company’s ratio of aggregate indebtedness to net capital was
110 1.91.

RESERVE REQUIREMENTS FOR BROKERS OR DEALERS

The Company is exempt from the provisions of Rule 15¢3-3 (pursuant to paragraph (k)(2)(i) of such
Rule) under the Securities Exchange Act of 1934 as an introducing broker that carries no margin
accounts, does not otherwise hold funds or securities of customers, and effectuates financial transactions
between the broker or dealer and the Company’s customers through a bank account designated as a
special account for the benefit of customers. Operating under such exemption, the Company is not
required to prepare a determination of reserve requirements for brokers or dealers.

* k& ok k%
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MWAM Distributors, LLC
11766 Wilshire Boulevard, Suite 1580
Los Angeles, CA 90025

In planning and performing our audit of the financial statements of MWAM Distributors, LLC

(the “Company”) for the year ended December 31, 2006 {on which we issued our report dated
February 22, 2007), in accordance with auditing standards generally accepted in the United States of
America, we considered the Company’s internal control over financial reporting (internal control) as a
basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Company’s
internal control.

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 consideration
of control activities for safeguarding securities. This study included tests of compliance with such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in
making the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11)
and for determining compliance with the exemptive provisions of Rule 15¢3-3. We did not review the
practices and procedures followed by the Company in making the quarterly securities examinations,
counts, verifications and comparisons, and the recordation of differences required by Rule 17a-13 or in
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, because the
Company does not carry securities accounts for customers or perform custodian functions relating to
customer securities.

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
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 intemnal control and 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.

Member of
Deloitte Touche Tohmatsu




A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and 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

Jprocedures, as described in the second paragraph of this report, were adequate at December 31, 2006,
to meet the SEC’s objectives.

This report is intended solely for the information and usc of the Board of Directors, management, the
SEC, the National Association of Securities Dealers, Inc., and other regulatory agencies that rely on
Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered broker-
dealers, and is not intended to be and should not be used by anyone other than these specified parties.

Yours truly,

5,%/2{6/7/&%4& <27
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