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OATH OR AFFIRMATION

|, David Hartley, swear (or affirm) that, to the best of my knowledge and belief the accompanying

financial statements and supporting schedules pertaining te the firm of Fund Management Company,

as of December 31, 2006, are true and correct. | further swear (or affirm} that neither the company nor

any partner, proprieter, principal officer or director has any proprietary interest in any account classified

solely as that of a customer.

TS/

David Hartley =
Chief Accounting Officer

This report™ contains (check all applicable boxes):
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Facing page.

Statement of Financial Condition.

Statement of Operations.

Statement of Cash Flows.

Statement of Changes in Stockholders’ Equity.

Statement of Changes in Liabilities Subordinated to Claims of Creditors.

Computation of Net Capital Under Rule 15c¢3-1 (a)({1)(ii).

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

Information Retfaling 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¢3-1 and the Computation for Determination of the Reserve Requirements Under Exhibit A or Rule
15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to
methods of consolidation.

An Oath or Affirmation.

A copy of the SIPC Supplemental Report.

A report describing any material inadequacies found to exist or found to have existed since the date of
the previous audit.

Independent auditor's report on internal control.

Schedule of segregation requirements and funds in segregation — customers’ regulated commodity
futures account pursuant to Rule 171-5.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e}(3).
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gﬂ ERNST& YOUNG 2 Ernst & Young LLP a Phone:  (713) 750-1500
5 Houston Center Fax: (713) 750-1501
Suite 1200 WWW.eY.Com

1401 McKinncy Street
Houston, Texas 77010-4035

Report of Independent Registered Public Accounting Firm

To the Board of Directors of
Fund Management Company

We have audited the accompanying statement of financial condition of Fund Management
Company (the Company) as of December 31, 2006, and the related statements of income,
changes in stockholder’s equity, and cash flows for the year then ended. 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 the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of matenal
misstatement. We were not engaged to perform an audit of the Company’s internal control over
financial reporting. Our audit included consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control over
financial reporting. Accordingly, we express no such opinion. An audit also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. 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 matenal respects,
the financial position of Fund Management Company at December 31, 2006, and the results of
their operations and their cash flows for the year then ended, in conformity with U.S. generally
accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I and II 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 our 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.
it £ M LLP

Houston, Texas
February 20, 2007

A member firm of Ernst & Young Global Limited




Fund Management Company

Statement of Financial Condition

December 31, 2006

Assets
Cash equivalents, affiliated registered investment companies $ 4,822,183
Due from affiliated registered investment companies 1,780,670
Other assets 266,274
Deferred tax asset 71,771
Total assets $ 6,946,898
Liabilities and stockholder’s equity
Liabilities:

Due to dealers for distribution fees $ 1,623,607

Due to affiliated companies 456,904

State income taxes payable ' 385,363
Total liabilities 2,465,874
Stockholder’s equity:

Common stock, $1 par value; authorized 1,000,000 shares, 50,000 shares

issued and outstanding 50,000

Retained earnings 4,431,024
Total stockholder’s equity 4,481,024
Total l1abilities and stockholder’s equity $ 6,946,898

See accompanying notes.




Fund Management Company

Statement of Income

Year Ended December 31, 2006

Operating income:
Marketing servicing fees allocated from affiliates
Distribution fees
Interest and other income

Total operating income

Operating expenses:
Allocations from affiliates
Compensation allocation from affiliates
Total operating expenses
Income before income taxes

Income tax expense:
Current
Deferred
Total income tax expense
Net income

See accompanying notes.

$18,865,000
1,727,631
182,584

20,775,215

5,721,013
7,651,111

13,372,124

7,403,091

2,698,340
63,637

2,761,977

$ 4,641,114
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Fund Management Company

Statement of Changes in Stockholder’s Equity

Total
Common Retained Stockholder’s
Stock Earnings Equity
Balance, January 1, 2006 $ 50,000 $ 6414910 $ 6,464,910
Net income - 4,641,114 4,641,114
Dividends paid - (6,625,000) (6,625,000)
Balance, December 31, 2006 $ 50,000 $ 4,431,024 $ 4,481,024

See accompanying notes.




Fund Management Company

Statement of Cash Flows

Year Ended December 31, 2006

Cash flows from operating activities
Net income

Adjustments to reconctle net income to net cash provided by operating activities:

Change in operating assets and liabilities:
Increase in due from affiliated registered investment company
Increase in other assets
Decrease in deferred tax asset
Increase in due to dealers for distribution fees
Increase in due to affiliated companies
Decrease in state income taxes payable

Total change in operating assets and liabilities

Net cash provided by operating activities

Cash flows from financing activities
Dividends paid
Net cash used in financing activities

Net decrease in cash equivalents
Cash equivalents, beginning of year
Cash equivalents, end of year

Supplemental cash flow disclosure
Income tax payments

See accompanying notes.

$ 4,641,114

(1,031,287)

(110,647)
63,637
1,000,224
80,954

(144,322)

(141,441)

4,499,673

(6,625,000)

(6,625,000)

(2,125,327)
6,947,510

$ 4,822,183

$ 2,862,977




Fund Management Company

Notes to Financial Statements

December 31, 2006

1. Summary of Significant Accounting Policies

Basis of Presentation

Fund Management Company (the Company) is a wholly owned subsidiary of A 1M Advisors,
Inc. (Advisors). Advisors is owned by A I M Management Group, Inc. (Management), which in
turn is owned by AVZ, Inc. (AVZ), the ultimate U.S. parent of the Company. AVZ is owned by
AMVESCAP PLC, a publicly traded holding company that, through its subsidiaries, is primarily
engaged in investment management worldwide.

The Company is registered as a broker-dealer in securities under the Securities Exchange Act of
1934.

The Company acts as the principal underwriter and distributor for certain affiliated registered
investment companies (AIM Funds) and certain affiliated unregistered money market funds.

Cash Equivalents

The Company considers highly liquid assets such as the amounts in affiliated money market
funds to be cash equivalents.

Distribution Fees

The Company receives fees from affiliated registered investment companies pursuant to Rule
12b-1 plans (Investment Company Act of 1940) adopted by the registered investment companies.
Such fees are paid to the Company as compensation for expenses incurred by the Company for
the distribution of shares of the registered investment company. The fees are based on a specified
annual percentage of the affiliated registered investment company’s average daily net assets and
are accrued on a monthly basis.

Transactions With Affiliated Companies

The Company is allocated expenses by an affiliated company based upon estimates of time
devoted to the operations of the Company by personnel of the affiliated company and usage of
shared facilities. The Company is also allocated revenue from Advisors for services performed
for marketing affiliated registered investment companies and other investment products managed
by Advisors. The revenue allocation is intended to reimburse the Company for current expenses.




Fund Management Company

Notes to Financial Statements (continued)

1. Summary of Significant Accounting Policies (continued)

Federal Income Taxes

For federal income tax purposes, the Company’s income is included in the consolidated income
tax return filed by AVZ. Deferred and current taxes are provided at the statutory rate in effect
during the year (35%) by the members of the consolidated group based on the amount that the
respective member would pay or have refunded if it were to file a separate return. The effective
tax rate was 37.3% primarily due to the effect of state taxes.

The deferred tax asset relates to the deductibility of state and city taxes for federal tax purposes.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles 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. Management believes that the estimates utilized in preparing its financial statements are
reasonable and prudent. Actual results could differ from those estimates.

Recent Pronouncements

In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in
Income Taxes—an interpretation of FASB Statement No. 109 (FIN 48). FIN 48 is effective for the
Company on January 1, 2007. FIN 48 clarifies the accounting for uncertainty in income taxes by
prescribing 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.
FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting
in interim periods, disclosure, and transition. The Company is currently evaluating the impact of
FIN 48.

2. Net Capital Requirements

In accordance with regulations of the Securities and Exchange Commission (the SEC), the
Company must maintain minimum net capital, as defined. The Company utilizes the “Alternative
Standard” method of Net Capital Computation pursuant to SEC Rule 15¢3-1, which requires the
Company to maintain minimum net capital of $250,000. However, the Company intends to



Fund Management Company

Notes to Financial Statements (continued)

2. Net Capital Requirements (continued)

maintain regulatory net capital of at least $300,000 in order to be in compliance with the early
warning rules. At December 31, 2006, the Company had net capital of $3,883,472, which
exceeded required net capital of $250,000 by $3,633,472.

3. Concentration of Credii Risk

The Company is engaged in brokerage activities in which counterparties primarily include
broker-dealers. In the event that counterparties do not fulfill their obligations, the Company may
be exposed to risk. The risk of default depends on the creditworthiness of the counterparty. It is
the Company’s policy to review, as necessary, the credit standing of each counterparty.

4. Regulatory Inquiries and Actions

Settled Enforcement Actions and Investigations Related to Market Timing

On October 8, 2004, INVESCO Funds Group, Inc. (“IFG”) (the former investment advisor to
certain AIM Funds), Advisors and AIM Distributors, Inc. (ADI) (the distributor of the retail AIM
Funds) reached final settlements with certain regulators, including the Securities and Exchange
Commission (“SEC”), the New York Attorney General and the Colorado Attorney General, to
resolve civil enforcement actions and/or investigations related to market timing and related
activity in the AIM Funds, including those formerly advised by IFG As part of the settlements, a
$325 million fair fund ($110 million of which is civil penalties) has been created to compensate
shareholders harmed by market timing and related activity in funds formerly advised by IFG
Additionally, Advisors and ADI created a $50 million fair fund ($30 million of which is civil
penalties) to compensate shareholders harmed by market timing and related activity in funds
advised by Advisors which was done pursuant to the terms of the settlement. These two fair
funds may increase as a result of contributions from third parties who reach final settlements
with the SEC or other regulators to resolve allegations of market timing and/or late trading that
also may have harmed applicable AIM Funds. These two fair funds will be distributed in
accordance with a methodology to be determined by AIM’s independent distribution consultant,
in consultation with Advisors and the independent trustees of the AIM Funds and acceptable to
the staff of the SEC.

At the request of the trustees of the AIM Funds, AMVESCAP PLC (AMVESCAP), the parent
company of IFG and AIM, has agreed to reimburse expenses incurred by the AIM Funds related
to market timing matters.




Fund Management Company

Notes to Financial Statements (continued)

4. Regulatory Inquiries and Actions (continued)

Pending Litigation and Regulatory Inquiries

On August 30, 2005, the West Virginia Office of the State Auditor — Securities Commission
(WVASC) issued a Summary Order to Cease and Desist and Notice of Right to Hearing to
Advisors (Order No. 05-1318). The WVASC makes findings of fact that Advisors and ADI
entered into certain arrangements permitting market timing of the AIM Funds and failed to
disclose these arrangements in the prospectuses for such Funds, and conclusions of law to the
effect that Advisors and ADI violated the Wet Virginia securities laws., The WVASC orders
Advisors and ADI to cease any further violations and seeks to impose monetary sanctions,
including restitution to affected investors, disgorgement of fees, reimbursement of investigatory,
administrative and legal costs and an “administrative assessment,” to be determined by the
Commissioner. Initial research indicates that these damages could be limited or capped by
statute. By agreement with the Commissioner of Securities, AIM’s time to respond to that Order
has been indefinitely suspended.

Civil lawsuits, including purported class action and shareholder derivative suits, have been filed
against certain of the AIM Funds, IFG, Advisors, ADI, and/or related entities and individuals,
depending on the lawsuit, alleging:

¢ that the defendants permitted improper market timing and related activity in the AIM
Funds;

s that certain AIM Funds inadequately employed fair valve pricing. The Defendants
removed the suit to Federal Court and the parties are contesting whether the proper venue
for this action is the Federal District Court or the Illinois State Court. On December 29,
2006, Defendants filed a Motion to Dismiss;

¢ that the defendants charged excessive advisory and/or distribution fees and failed to pass
on to sharcholders the perceived savings generated by economies of scale and that the
defendants adopted unlawful distribution plans. On December 22, 2006, the parties
entered into Stipulation of Dismissal with prejudice and a Settlement Agreement whereby
these cases will be settled for a payment of $6 million plus a continuation of the Advisory
Fees Waivers made under the NYAG settlement for the period 2010 through 2012 for the
seven funds specifically involved in these cases. This settlement is contingent on several
events: remanding the case back to Texas and plaintiffs obtaining an attorney opinion
letters regarding (i) the appropriateness of their fees and (ii) the distribution of a portion




Fund Management Company

Notes to Financial Statements (continued)

4. Regulatory Inquiries and Actions (continued)

of the settlement funds to their clients and (iii) the filing of the Stipulation. Pursuant to
this agreement, on December 29, 2006, the MDL Panel issued a Conditional Remand
Order remanding this case back to the Federal District Court in Houston, Texas. With the
satisfaction of the conditions described above, the Stipulation of Dismissal with Prejudice
was filed on January 25, 2007, and the Court signed and entered an Order of Dismissal
with Prejudice on January 29, 2007. Therefore, these cases are concluded; and

e that the defendants improperly used the assets of the AIM Funds to pay brokers to
aggressively promote the sale of the AIM Funds over other mutual funds and that the
defendants concealed such payments from investors by disguising them as brokerage
commissions (all the claims in this category of lawsuits were dismissed with prejudice by
the court on September 29, 2006, except for the Section 36(b) claim which was dismissed
with leave to amend to plead it properly as a derivative claim). On December 7, 2006, the
plaintiffs filed an amended derivative complaint under Section 36(b), which included new
allegations that the defendants charged excessive fees.

These lawsuits allege as theories of recovery, depending on the lawsuit, violations of various
provisions of the Federal and state securities laws and ERISA, negligence, breach of fiduciary
duty and/or breach of contract. These lawsuits seek remedies that include, depending on the
lawsuit, damages, restitution, injunctive relief, imposition of a constructive trust, removal of
certain directors and/or employees, various corrective measures under ERISA, recission of
certain AIM Funds’ advisory agreements and/or distribution plans and recovery of all fees paid,
an accounting of all fund-related fees, commissions and soft dollar payments, restitution of all
commissions and fees paid, and prospective relief in the form of reduced fees.

All lawsuits based on allegations of market timing, late trading and related issues have been
transferred to the United States District Court for the District of Maryland (the MDL Court).
Pursuant to an Order of the MDL Court, plaintiffs in these lawsuits consolidated their claims for
pre-trial purposes into three amended complaints against various AIM- and IFG-related parties:
(1) a Consolidated Amended Class Action Complaint purportedly brought on behalf of
shareholders of the AIM Funds; (ii) a Consolidated Amended Fund Derivative Complaint
purportedly brought on behalf of the AIM Funds and fund registrants; and (iii) an Amended
Class Action Complaint for Violations of the Employee Retirement Income Securities Act
(ERISA) purportedly brought on behalf of participants in AMVESCAP’s 401(k) plan. Based on
orders issued by the MDL Court, all claims asserted against the AIM Funds that have been
transferred to the MDL Court have been dismissed, although certain Funds remain nominal
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Fund Management Company

Notes to Financial Statements (continued)

4. Regulatory Inquiries and Actions (continued)

defendants in the Consolidated Amended Fund Derivative Complaint. On September 15, 2006,
the MDL Court granted the AMVESCAP defendants’ motion to dismiss the Amended Class
Action Complaint for Violations of ERISA and dismissed such Complaint. The plaintiff has
commenced an appeal from that decision.

IFG, Advisors, ADI and/or related entities and individuals have received inquiries from numerous
regulators in the form of subpoenas or other oral or written requests for information and/or
documents related to one or more of the following issues, among others, some of which concern
one or more AIM Funds: market timing activity, late trading, fair value pricing, excessive or
improper advisory and/or distribution fees, mutual fund sales practices, including revenue
sharing and directed-brokerage arrangements, investments in securities of other registered
investment companies, contractual plans, issues related to Section 529 college savings plans and
procedures for locating lost security holders. IFG, Advisors, and ADI have advised the Fund that
they are providing full cooperation with respect to these inquiries. Regulatory actions and/or
additional civil lawsuits related to these or other issues may be filed against the AIM Funds, IFG,
Advisors and/or related entities and individuals in the future.

At the present time, management of Advisors and the Company are unable to estimate the
impact, if any, that the outcome of the Pending Litigation and Regulatory Inquiries described

above may have on Advisors and the Company.

Advisors intends to make additional capital contributions to maintain the Company’s capital at
the required minimum level as necessary.
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Fund Management Company Schedule 1

Computation of Net Capital Under Rule 15¢3-1(a)(1)(ii)

Year Ended December 31, 2006

Net capital:
Stockholder’s equity, as reported on statement of financial condition $ 4,481,024
Less — nonallowable assets:
Due from affiliated registered investment company 157,063
Other assets 266,274
Deferred tax asset 71,771
Less — adjustments:
Haircuts on cash equivalents 96,444
Net capital $ 3,883,472
Net capital requirement $ 250,000
Net capital in excess of required amount $ 3.633472

Note: There were no material differences between the audited computation of net capital
included in this report and the comesponding schedule included in the Company’s
unaudited December 31, 2006, Part [1A Focus filing.
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Fund Management Company Schedule 1

Exemptive Provision of Rule 15¢3-3

December 31, 2006

The Company is exempt from the reserve requirements and related computations for the
determunation thereof under paragraph (k)(2)(i) of Rule 15¢3-3 under the Securities and
Exchange Commission.
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ﬂ ERNST& YOUNG o Ernst & Young Le g Phone: (713) 750-1500
5 Houston Center Fax: (713) 750-1501
Suite 1200 WWW.EY.Com

1401 McKinney Street
Houston, Texas 77010-4035

Supplementary Report of Independent Registered Public
Accounting Firm on Internal Control Required by SEC
Rule 17a-5

Board of Directors
Fund Management Company

In planning and performing our audit of the financial statements of Fund Management Company
(the “Company”), as of and for the year ended December 31, 2006, in accordance with auditing
standards generally accepted in the United States, we considered its 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 (“SEC”), we
have made a study of the practices and procedures followed by the Company, including
consideration of control activities for safeguarding securities. The study included tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of
rule 15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1. Making 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 System.

The management of the Company is responsible for establishing and maintaiming 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
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i’, ERNST& YOUNG & Ernst & Young LLP

management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures referred to
above, errors or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the nsk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

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, {o prevent or detect
misstatement 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 date reliably in accordance with generally accepted accounting
principles such that there 1s 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 matenial misstatement
of the financial statements will not be prevented or detected by the entity’s internal control.

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

This report 1s 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.

(;[‘;.,4/('32 %u?,éép

Houston, Texas
February 20, 2007

END
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