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' . OATH OR AFFIRMATION
I, _Craig Stokarski . -

slwear (or affirm) that, to the best of
my knowledge and bellef the accompanying financial statement and supporting schedules pertaining to the firm of
____ Gartmore Distribution Services, Inc.. l

, as

=
of Decanbcr_3l ' ,20__06__ , are true and correclt. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as thal;of a customer, except as follows:
- 1

!

1
_ None. I :

Signature

%

_Financial and Operations PnnC1pal
" Title
IRALTH OF PENNSVILVANIA

NOTARIAL SEA( |
/0'7 KELLY O'NEILL, NO‘FA \

GO LNy

£, -
“M"‘.a X afy Fublic
County
Mr‘u : B 37 cr:l"i
reportx*‘ c‘onta:ns (check all applicable boxes) T s
(a) Facing: Pagc |

X

X (b) Statement ofFlnanCIal Condition.
X (c) Statement oflncome (Loss). |
X (d) Statement of Cash Flows. .

X (e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprictors’ Capital.

O (fH) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
X (g) Computation of N|et Capital.

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

X (i) Information Relating to the Possession or Control Requirements Under Rule 1503-{3.

X () AReconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determmatlon of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation l:fetwec-n the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation. ' f

X (1) An Oath or Affirmation.
O (m) A copy of the SlPC Supp!ementa] Report.

O (n) Areport desmbmg any material 1nadcquac1es found to exist or found to have existed since the date of the previous audit.

\

*¥*For conditions of confidential rreatmen; of certain portions of this filing, see section 240\17a-5(e)(3)



m KPMG LLP

! ] 1601 Markat Street
Phitadelphia, PA 19103-2499

]

Board of Directors
Gartmore Distribution Services, Inc.:

In planmng and performing our audit of the financial statements and supplemental schedules of Gartmore
Distribution Services, Inc. (the Company), as of and for the year ended December 31, 2006, in accordance
with auditing standards generally accepted in the United States of Amerlca, 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 oplmon on the effectiveness of the Company’s internal control. Accordmgly, we do not express an
opinion on the effectwe’ness of the Company’s internal control. '

Also, as requnred 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. This study included tests of such practices and procedures that we
considered relevant to; the objectives stated in rule 17a-5(g) in makmg the periodic computations of
aggregate indebtedness and net capita! under rule 17a-3(a)(11) and for determining compliance with the
t.xemptlve 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: E

! I
1. Making quarterly securities examinations, counts, verifications, and comparisons and recordation of

differences required by rule 17a-13

2. Complylng with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulatron T of the Board of Governors of the Federal Reserve Systemn

3 Objcammg and maintaining physical possession or control of all fully paid and excess margin
securities of customer as required by Rule 15¢3-3.

, 1
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 proeedures can be expected to achieve the SEC’s abO\I.'e -mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provrde management with reasonable
but not absolute assurance that assets for which the Company has responsrblhty are safeguarded against
loss from unauthorized use or disposition, and that transactlons are executed in accordance with
management's authorization and recorded properly to permit the prepa:atlon of financial statements in
conformity with generally accepted accounting principles. rule l7a-5(g) lists additional objectives of the
practices-and procedures listed in the preceding paragraph.

Because of inherent lrmltattons in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluatlon 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 desrgn and operation may deteriorate.

i

' mamber ltm of KPMG b . & Swiss
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. |
A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performmg their assigned functumsl to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combmatlon 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 misstatermnent of the entity’s financial statements that i 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 fi nancial statements will not be prevented
or detectedi 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 1dent1fy all deficiencies in mtell"nal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for safeguarding
securities that we con51der to be material weaknesses as defined above

1

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 il{adequacy for such purposes. Based
on this understandmg and on our study, we believe that the Companys practices and procedures, as
described in the second paragraph of this report, were adequate at Declember 31, 2006, 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 land should not be used by anyone
other than these specnfied parties.

KPMe LLP

February 26, 2007




KPMG LLP
1601 Market Street
" Philadelphia, PA 19103-2499

I
; Independent Auditors’ Report
i

|
The Board of Dlrectors | )

Gartmore Dlsmlbutlon Services, Inc.:

We have audtted the al:companymg statement of financial condition of Gartmore Distribution Services,
Inc. (the Company) as of December 31, 2006, and the related statements of operations, changes in
stockholder’s ¢quity, and cash flows for the year then ended. These financial statements are the
respon31b1hty of the Company s management. Qur responsibility is to t]:xpress an opinion on these financial
statements based on c;mrK audit, |
We conducted |our audlt in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit 1o obtain reasonable assurance about
whether the financial statements are free of material misstatement. IAn audit includes consideration of
internal contro]‘over financial reporting as a basis for desngmng audit plrocedures that are appropriate in the
urcumstances {but not|for the purpose of expressing an opinion on the cffectiveness of the Company’s
internal ccmtrolI over ﬁnanmal reporting, Accordingly, we express no such opinion. An audit also includes
examlmng, on a test baSlS evidence supporting the amounts and disclosures in the financial statements,
assessing | the accountmg principles used and significant estimates |made by management, as well as
evaluatmg the 'overall financial statement presentation. We believe that our audit provides a reasonable

basis for our ORlnl()n.

\ : .
In our opinion‘ the financial statements referred to above present (fairly, in all material respects, the
financial pos:tlon of Gitrtmore Distribution Services, Inc. as of Decembcr 31, 2006, and the results of its
perat:ons and its cash flows for the year then ended in confonmty with U.S. generally accepted
accountmg pnnc:tples

Our audlt was Imade for the purpose of forming an opinion on the basw financial statements taken as a
whole. The supplementlary information included in Schedules 1 through 3 required by Rule 17a-5 under the
Secuntles Exchange Act of 1934 is presented for purposes of addmonal analysis and is not a required part
of the basw ﬁn‘anmal statements. Such information has been subjcctedlto the audmng procedures applied in
the audtts of the basic |financial statements and, in our opinion, is fairly stated in all material respects in
“relation to the bassc financial statements taken as a whole.
t

t

| KPMes LP

February 26, 2007
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KPMG LLP, a U5, limited liability partnarship, is the U.S.
mamber firm of KPMG International, a Swiss cooperative.

I e é | _.




A.
y

'

E =

GARTMORE DISTRIBUTION SERVICES, INC.
Statement of Financial Condition '
December 31, 2006

J Assets
Cash and cash equnva]ents , _ . T 3 14,603,086
Fee-related reccwables . ; . T 4,089,949
Receivable from af’ﬁhates 4,786,175
Federal income tax rf,celvable from Parent e v 891,272

Deferred sales commnssnons net ' ) 3,335,126
Prepaid cxpense':s ‘ ‘ ’ 501,296

Total assets $ 28,206,904

} Liabilities and Steckholder’s Equity

Liabilities: L i |
Fees payablc to external broker-dealers - ( $ 9,041,727
Accounts payable,and other accrued expenses _ i 40,000
Payable to affiliates | ‘ 397,800
Deferred income tlax liability : : 1,091,700

Total liabilities 7 10,571,227

Stockholder’s e!qulty !
Common stock no par value, $1 stated value; authonzed 500,000 shares;jissued

and outstandmg, 10,000 shares ! . 10,000

~ Additional pald 1n capital : 2,144,692
-Retained eammgs 15,480,985
Tlotal ?tockholder’s equity [ 17,635,677

Total ]'iabilitiesl‘, and stockholder’s equity 1 $ 28,206,904

| ‘
: |
See accompanying notes to financial statements.
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| Statement of Oberations
! Year ended December 31, 2006

Revenues: S [
Sales chargels |

Total revenues

Expenses:
Sales commlssmm to external broker-dealers
Operating expenses allocated from affiliates
Amortization of d:.ferred sales’commissions
Licenses and fees |

. Professional fees
" Other operatli‘ng expenses

Total expenses
Income before income tax expense

Income tax exp'ense

Net income !

o
- L
See accompanying notes to financial statements.

. ]
’ \GARTMORE DISTRIBUTION SERVICES,jINC.

45,474,049

45,474,049

38,923,959
3,399,403
2,357,908

149,107
64,483
165,887

45,060,747

413,302
139,000

274,302




k o
Balance, December 31, 2005,

) !
Net income

Balance, December ."51, 2006

|
t

See accompanying notes to financial statements.

GARTMORE DISTRIBUTION SERVICES,'INC.

¥

Statement of Changes in Stockholder’s Equity
Year ended December 31, 2006

J
Additional i
Common paid-in ¢ Retained :
stock :  capital - ! earnings °- Total
$ 10,000 2,144,692 | 15,206,683 17,361,375
— ! o750 274,302
$ 10,000 . 2,144,692 - .|} 15480985 17,635,677

~
* -
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Cash flows from operating activities;
Net income

. Adjustments. to reconcile net income to net cash used in operating actlvmes:

Statement of Cash Flows

!
|

! ‘ !GARTMORE DISTRIBUTION SERVICES,
I
! Year ended December 31, 2006
[

Amortlzatlon of deferred sales commissions

[ncrease 1 m fee—related recelvab]es

[ncrease in recelvable from affiliates

Increase i in fedcral 1ncome tax receivable from Parent
Increase i m defured sales commissions, net

[ncrease i in prepaid expenses

Increase i lln fees payable to external breker-dealers
Decrease[m accounts payable and other accrued expenses

Increase in pay‘able to aﬁihates

Increase in deferred i income tax liability

I}Iet cash used in operating activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equiva]ents at end of year

Supplemental dtsclosure of cash flow information:
Cash paid to Parent durmg the year for income taxes

|

See accompanying tiotes to financial statements.

t

$

$

274,302

2,357,908
(831,381)
(4,786,175)

(6,301,975)
-(5.157,861)

(401,864)
8,095,027
(110,189)
63,592
1,037,505

(5,761,111)

(5,761,111)
20,364,197

14,603,086

5,367,387
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GARTMORE DISTRIBUTION SERVICES, INC.
Notes to Financial Statements

December 31, 2006 i

!
: |

! .
Description of V‘Business i

Gartmore | Distribution Services, Inc. (the Company}) is organized under the laws of the state of Delaware
and is a wholly owned subsidiary of Nationwide Asset Management In¢c. (the Parent} and indirect
mbsrdrary of Natlonwrde Mutual Insurance Company (Nanonwrde) The Company is a registered
broker—dealer under the Securities Exchange Act of 1934 and is also a member of the National Association
of Secuntles Qealers Inc. (NASD) and thé Securities Investor Protectlon Corporatlon Additionally, the
Company is currently regrstered to conduct business in all 50 of the Umted States of America, as well as

-the District of Columbla and Puerto Rico. Conforming to and complymg with the Investment Company

Act of 1940 the Company is the principal underwriter providing dlsmbutron services to the Gartmore

I Family of Mutual Funds, which is comprised of 88 mutual funds w1th approximately $29.0 billion in net

assets as of December 31 2006. The Company also provides access to DTC/NSCC settlement services for
non-UJ.S, ifund products and acts as U.S. placement agent for pnvate pooled investment vehicles (i.e.,
private placemlents) sponsored by an affiliate. These settlement services and placement agent activities
represent a de rmmmuslportlon of the Company's business.

Summary of Significaht Accounting Policies
{a) Basis of 'Presentatr'on

The preparatlon of financial statements in conformity with aceountmg principles generally accepted
in the Umted States of America requires management to make estlmates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contlngent assets and liabilities at the
date of the ﬁnanc:al statements and the reported amounts of| revenues and expenses during the
repprtmg period in the financial staternents and accompanying notes Actual results could differ from
those est|1mates } ‘

() Cash and Cash Equivalents

The Company consnders all highly liquid debt instruments with Ian original matunty of three months
or less to be cash equivalents. The Company held no cash equivalents at either December 31, 2006 or
December 31, 2005.

(¢} Defefred Sales Commissr'ons

Thl: Company defers certain costs, principally sales eommlsswns that are paid to other securities
brokers in connectron with the sale of certain shares of the Gartmore Family of Mutual Funds (the
Funds) IThe Company recovers such costs through 12b-1 d:stnbutlon fees, which are paid by the
Funds and a Contmgent Deferred Sales Charge (CDSC) pald by shareholders who redeem their
sharcs pnor to the completion of the required holding period. These costs are amortized using the
stralg,ht Ilme method over a period not to exceed the CDSC rcqulred holding period for the shares.
The 12b-1 dlstnbutlon fees are included in sales charges in the statement of operations. CDSCs
recelved by the Company are recorded as a reduction of the unamom?cd deferred sales commissions
fomhe penod Tlolal CDSCs recewed by the Company for the year were $781,592. Amortization of
deferred sales eommlssrons was $2,357,908 for the year ended Decembcr 31, 2006 and is included in
in 1hc aceompanyln;:, statement of operations.

N
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i E 6 {Continued)
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GARTMORE DISTRIBUTION SERVICEb IlLNC.
; i Notes to Financial Statements
|
December 31, 2006

I |
I
F ee!s Payt‘erble to External Broker-Dealers . - ' ;

The Company serves as the distributor of the Funds. In this capacrty, the Company has entered into
selhng agreements with several external broker-dealers, through which the Funds are distributed. As
compensatron to these external broker-dealers, the Company pay's a portion of the sales charges and
12bg1 fees collected from the Funds, retaining a portion of these fees known as underwriter fees. As
of December 31,1 2006, the Company owed $9,041,727 to external broker-dealers for services
rendered iThe gross fees received are reflected as sales charges and other than those deferred, the
amounts paid to external broker-dealers are categorized as: sales commissions to external
broker-dealers in the statement of operations. ; ‘

Revenue Recognition

Sales chalrges are ;based on the contractual agreements with the Funds and computed as a percentage
of the gross sales of the product. Revenue is recognized as eamed,”

Payment-. ro/Recerpts Jrom Affiliates

The Con‘tpany alnd an affiliate, Gartmore SA Capital Trus| ! (GSACT) have entered into a
management agreement by which GSACT provides certain operatrons and administrative services to
the Company These services include facilities, marketing, ﬁnance/accountmg, legal, compliance,
and general corporate oversight. Costs related to the managementI agreement were $3,399.403 for the
year ended December 31, 2006 and are included in operating expenses allocated from affiliate in the

accompanymg statement of operations.

In addition, certain expenses of the Company are paid by other|affiliates, which are reimbursed by
the Comp'any, whrle certain expenses are paid by the Company on bchalf of affiliates, which are later
relmburscd to the Company. As of December 31, 2006, $397, 800 is included in payable to affiliates
and[$4 786 175 i$ included in receivable from affiliates in the accompanymg statement of financial
condmonI :
Income Taxes |

The Company aclcounts for income taxes under the asset and Irabthty method, which requires the
recognltron of deferred tax assets and liabilities related to the future tax consequences attributable to
temporary drfferences between the financial statement carrymg amounts of existing assets and
llabllmest and thelr respective tax bases. Deferred tax assets :and liabilities are measured using
enacted tax rates expected to apply to taxable income in thelyears in which those temporary
dtfferences are expected to be recovered or settled. The detcrred tax lability recorded as of
Dcccmber 31, 20;06 relates to the deferred sales commissions asset which is deductible for tax
purposes in the year the commissions are paid.

|

f |
. I i
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QARWORE DISTRIBUTION SERVICES, INC.

| Notes to Financial Statements

; December 31, 2006

!

Income Taxes | J !

Along w1th the F'arent1 the Company is included in the consolidated federal income tax return filed by
\Iatlonw1de The members of the Nationwide consolidated tax return gl‘"oup have a tax-sharing arrangement
that prov:des m effect,|for each member to bear essentially the same federal income tax liability or benefit
as if sepa'rate fax retumns were filed, except that the tax-sharing arra'ngement provudes for a current tax

benefit tojthe Company for losses that are utilized in the consolidated tax return.
1

The actual income tax expense for the year ended December 31, 2006 d1d not differ sngmficantly from the
expected i mcome tax expense computed by applying the federal corporate rate to income before income tax
expense. r ! -

Income tax expjense consisted of the following for the year ended Decenflber 31, 2006:

| Federal . State Total

Current | $ (934,588) ; 36,083 (898,505)
Deferred ! 1,037,505 : — 1,037,505
Total $ 102,917 |! 36,083 139,000

Net Capital | } ;
The Companyl, as a|registered broker-dealer in securities, is sub)ect to the Securities Exchange
Commtssllon Uniform Net Capital Rule (Rule 15¢3-1). The rule reqmres the maintenance of minimum *“net
capital” and requlres that the ratio of “aggregate indebtedness”™ to * net capltal” shall not exceed 15to 1, as
those terms arc deﬁned in Rule 15¢3-1. As of December 31, 2006, the Company had a ratio of aggregate
mdebtedness to net capltal of 2.35 to 1, with a minimum net capital requnrement of $631,968, aggregate

indebtedness of $9,479,527 and net capltal of $4,031, 585

Subsequent Event [

In February 2007 Nanon\wde Financial Services, Inc. (NFS) announced that it had agreed to purchase the
retail operatlons of NWD Investment Management, Inc. (NWD) from Nationwide Corporation. The
Company is .m 1nd|rect subsidiary of NWD, and both NWD and NFS are indirect subsidiaries of
Natlonwuie Nahonwndc Corporation is a direct subsidiary of Natlonw1de

i
|
|
E
|
|
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December 31, 2006

Net capital: :; s
_Total stockholder’s equity|from statement of financial condition
Deductions and!or' charges: \
Nonallowable assets ’ >

Fee-related recelvab]es without corresponding payable to external broker—dea}ers
. SRR

Recelvable from afﬁhatcs
Federal 1ncome tax recewable from Parent
Deferred sales commissions, net
Prepald expcnses
Fidelity bond deductible in excess of provision allowable by guidelines

Net capital before haircuts on securities

i
Haircuts on secuntles )
Other securities !
}

?}Iet capital

Aggregate indebtedness: :
Fees payable to external broker-dealers
Accounts payable and other accrued expenses I
Payable to afﬁllates i

Total 'lggregate mdebtedness

Company’s mlmmum net capital requirement (greater of $25,000 or 1/15th of
aggregate m!debtedness) |

i

IIIxcess net capital

Ra(io of aggregate indebtedness to net capital i

GARTMORE DISTRIBUTION SERVICES,‘INC
i ~ Computation of Net Capital Under Rule 150?; 1
l

Schedale 1

$ 17,635,677

(4,065,302)
(4,786,175)
(891,272)
(3,335,126)
(501,296)
(24,921)

4,031,585

$ 4,031,585

$ 9,041,727
40,000
397,800

$ 9,479,527

631,968

3,399,617

2.35

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

Form X-17A-5, Part|II1A andfthe above computation. i

i
i

See accompanying ilildependent auditors’ report.
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Schedule 2

GARTMORE D[STRIBUTION SERV[CES INC

Determination of Reserve Requirement Under Rule 15c3_-3

December 31, 2006 ‘
|

The Company has elccted the exemption under Rule 15¢3- 3(k)(2)(1) of the Sei:untnes and Exchange
Commission, whlch requ:res that the Company mamtam a “‘special account for the exclusive benefit of

customers.” As of Dc]cember 31; 2006, the Company held no customer funds and had no required deposit.
j

t

L]

See accompanying inidepende‘.nt auditors’ report.
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Schedule 3
[GARTMORE DISTRIBUTION SERVICES, INC.

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

December 31, 2006

: 4,_,

- Number

Fair value of items.

| I
Customers’ fully pa:d securltles and excess-margin securities not in
the respondent ;] possessnon or control as of December 31; 2006, ;
for which mstruct:ons to reduce to possession or control action
. was issued as of December 31, 2006, and for which the required
action was not taken within the time frames specified under
Rule 15¢3-3)

Customers’ fully pa1d securmes and excess- margin securities for
which mstructrons to reduce to possession or control had not
been issued as of December 31, 2006, excluding items arising
from ° temporary lags Wthh result from normal business
operations,” as permrtted under Rule 15¢3-3.

B i ey PV

None None

None None

See accompanying independem auditors’ report.
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