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OATH OR AFFIRMATION

1, Charlene Wilson , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
MGI Funds Distributors, Inc. , as

of and for the year ended Dec._31 ,20 06 , are true and correct. 1 further swear (or affirm) that

neither the company nor any partoer, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

None.

.
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Signature

Financial and Operations Principal

, \ Title
g & L |
61, CO A ey .
7" Aotary Public CO’“MONWE'LLTH OF PENNSYLYANIA
otarial Seal
. A. Dami )

This report ** contains (check all applicable boxes): m&mm
@ (a) Facing Page. My Commission Expires Ocy 7, 20"% ’
(b) Statement of Financizl Condition. Member, Pennsyivania Asssoimtion of e

(3 (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.

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

(g) Computation of Net Capital.

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

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

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

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

(1) An Qath or Affirmation.

{m} A copy of the SIPC Supplementat Report.

(n) Areport describing any material inadequacies found to exist or found to have exis:ed since the date of the previous audit.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
MGI Funds Distributors, Inc.

We have audited the following financial statements of MGI Funds Distributors, Inc., (a
wholly owned subsidiary of PFPC Distributors, Inc.) (the “Company™) as of and for the
year ended December 31, 2006, that you are filing pursuant to Rule 17a-5 under the
Securnities Exchange Act of 1934:

Page
Statement of Financial Condition 3
Statement of Income 4
Statement of Changes in Stockholder’s Equity 5
Statement of Cash Flows 6

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 generally accepted auditing standards as
established by the Auditing Standards Board (United States) and in accordance with the
auditing 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 material misstatement. The
Company is not required to have, nor were we engaged to perform, an audit of its 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, 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.

tember of
Deloitte Touche Tohmatsu




In our opinion, such financial statements present fairly, in all material respects, the
financial position of the Company at December 31, 2006, and the results of its operations
and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The following supplemental schedules of the Company as
of December 31, 2006, are presented for purposes of additional analysis and are not a
required part of the basic financial statements, but are supplementary information
required by rule 17a-5 under the Securities Exchange Act of 1934.

Page
Computation of Net Capital under SEC Rule 15¢3-1 11
Computation for Determination of Reserve Requirements 12

Pursuant to Rule 15¢3-3 and Information Relating to the
Possession or Control Requirements Under Rule 15¢3-3

These schedules are the responsibility of the Company’s management. Such schedules
have been subjected to the auditing procedures applied in our audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects when considered
in relation to the basic financial statements taken as a whole.

Ll S Tk, iep

February 22, 2007
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MGI Funds Distributors, Inc.
(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Statement of Financial Condition

December 31, 2006
Assets
Cash and cash equivalents $ 101,521
Accounts receivable, net of allowance
for doubtful accounts of $6,954 57,844
Prepaid assets 1,315
Interest receivable 462
Income taxes receivable 240
Deferred tax asset 2,860
Total assets $ 164,242

Liabilities and stockhelder's equity

Liabilities:

Accrued expenses $ 625

Intercompany payables 4,474
Total liabilities 5,099
Stockholder's equity

Common stock, $1.00 par value, 1,000 shares authorized;

10 shares issued and outstanding 10
Additional paid-in capital 109,455
Retained earnings 49,678

Total stockholder's equity 159,143
Total liabilities and stockholder's equity $ 164,242

The accompanying notes are an integral part of these financial statements.




MGI Funds Distributors, Inc.

(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Statement of Income

For the Year Ended December 31, 2006

Revenues:

Service fees
Investment income

Total revenue

Expenses:
Professional and other services
Allocated support services
General office expenses

Total expenses

Income before income taxes
Provision for income taxes

Net income

$ 126,962
5,710

132,672

27,094
27,177
7,004

61,275

71,397
29,515

$ 41,882

The accompanying notes are an integral part of these financial statements.



MGI Funds Distributors, Inc.
(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Statement of Changes in Stockholder's Equity

For the Year Ended December 31, 2006

Additional Total
Common Stock Paid-in Retained  Stockholder's
Shares Amount Capital Earnings Equity

Balances at January 1, 2006 10 § 10 $ 109455 § 7,796 $ 117261

Net income - - - 41,882 41,882
Balances at
December 31, 2006 10 § 10 § 109455 $ 49678 $ 159,143

The accompanying notes are an integral part of these financial statements.




MGI Funds Distributors, Inc.

(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Statement of Cash Flows

For the Year Ended December 31, 2006

Cash flows from operating activities:

Net income $
Adjustments to reconcile net income to net cash
used in operating activities:

Deferred tax benefit $ (2,860)

Changes in assets and liabilities:

Increase in accounts receivable (34,475)
Increase in prepaid assets (907)
Increase in interest receivable 257
Increase in income taxes receivable (240)
Increase in intercompany payables 3,577

Decrease in income taxes payable (9,704)
Decrease in deferred taxes payable (116)

Total adjustments

Net cash used in operating activities
Net decrease in cash

Cash at beginning of year

Cash at end of year - $

Supplemental cash flows disclosure:
Income tax payments $

The accompanying notes are an integral part of these financial statements.

41,882

(44,982)
(3,100)

(3,100)

104,621

101,521

42,435



MGI Funds Distributors, Inc.
(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Notes to Financial Statements

December 31, 2006

1. Organization

MGI Funds Distributors, Inc. (the "Company") is a wholly-owned subsidiary of PFPC
Distributors, Inc. ("PFPCDI"} and an indirect wholly-owned subsidiary of PFPC Inc. (the
"Parent”), PFPC Trust Company ("Trust Co.") and The PNC Financial Services Group, Inc.
(“PNC” or the "Corp."), a publicly traded company. The Company is registered with the
Securities and Exchange Commission ("SEC") as a broker-dealer and is a member of the NASD.

The Company served solely as distributor and principal underwriter to MGI Mutual Funds (the
"Funds") and, as a result, substantially all of the Company’s revenues from these services are
earned from the Funds.

2. Significant Accounting Policies

Use of Estimates - The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and the
accompanying notes. Actual results may differ from those estimates.

Cash and Cash Equivalents - Cash and cash equivalents consist of cash and short-term, highly
liquid investments with original maturities of three months or less. Cash and cash equivalents are
generally held at major financial institutions and in open-end money market mutual funds
registered under the Investment Company Act of 1940 (™40 Act").

Accounts Receivable - Accounts receivable includes amounts due from the Funds for the
performance of distribution and support services.

Revenue Recognition - Revenue from service fees, as described in Note 1, is recognized in the
period the service is rendered in the statement of income.

Income Taxes - The liability method is used in accounting for income taxes whereby deferred
income tax assets and liabilities are determined based on differences between the financial
reporting and income tax basis of assets and liabilities and are measured using the enacted tax
rates and laws that are expected to be in effect when the differences reverse (See Note 4).

Investment Income - Investment income is interest income earned on cash and cash equivalents
and 1s recognized when earned.




MGI Funds Distributors, Inc.
(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Notes to Financial Statements (continued)

December 31, 2006

2. Summary of Significant Accounting Policies (continued)

Fair Value of Financial Instruments - Statement of Financial Accounting Standards ("SFAS™)
No. 107, "Disclosures About Fair Value of Financial Instruments," requires the disclosure of the
estimated fair values of financial instruments. Substantially all of the Company's assets and
liabilities are considered financial instruments, as defined by SFAS 107. Fair value is defined as

the price at which a financial instrument could be liquidated in an orderly manner over a
reasonable time period under present market conditions.

SFAS 107 requires that the fair value of financial instruments be estimated using various
valuation methodologies. Quoted market prices, when available, are used as the measure of fair
value. The estimated fair value of financial instruments that have a short-term maturity may
approximate the carrying amount of such financial instruments.

The Company's financial instruments are short-term in nature. Consequently, carrying amounts
of these assets and liabilities approximated estimated fair value. The Company considers the
amounts recorded for the financial instruments on the statement of financial condition to be
reasonable estimates of fair value.

Recently Issued Accounting Pronouncements - In September 2006, the Financial Accounting
Standards Board issued SFAS 157, Fair Value Measurements, which clarifies the definition of
fair value and requires companies to expand their disclosure about the use of fair value to
measure assets and liabilities in interim and annual periods subsequent to initial recognition.
Adoption of SFAS 157 requires the use of the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants at the
measurement date. SFAS 157 is effective for financial statements issued for fiscal years
beginning after November 15, 2007, and interim periods within those fiscal years. At this time,
the Company is in the process of reviewing the impact, if any, of SFAS 157 on the Company’s
financial statements.

In July 2006, Financial Accounting Standards Board Interpretation No. 48 (“FIN 48”),
"Accounting for Uncertainty in Income Taxes — an Interpretation of FASB Statement No. 109"
was issued. FIN 48 clarified the accounting for uncertainties in income taxes recognized in the
financial statements and sets forth recognition, derecognition and measurement criteria for
certain tax positions taken or expected to be taken in a tax filing. For the Company, this guidance
will apply to all tax positions taken or expected to be taken beginning on January 1, 2007. The
Company is currently evaluating the impact of FIN 48 and does not believe that adoption will
have a significant impact on the financial statements.



MGI Funds Distributors, Inc.
(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Notes to Financial Statements (continued)

December 31, 2006

3. Net Capital Requirements

The Company is subject to the SEC's Uniform Net Capital Rule (the "Rule"), which requires the
maintenance of minimum net capital. The Company has elected to use the basic method
permitted by the Rule, which requires that the Company maintain minimum net capital equal to
the greater of $25,000 or 6 2/3% of aggregate indebtedness, as defined. The Rule also requires
that aggregate indebtedness not exceed 15 times net capital. The SEC requirements provide that
equity capital may not be withdrawn or cash dividends paid if certain minimum net capital
requirements are not met. At December 31, 2006, the Company had net capital of $94,854,
which was $69,854 in excess of the required net capital of $25,000. The Company’s resulting
ratio of aggregate indebtedness to net capital was 0.05 tol.

The Company has complied with the exemptive provisions of SEC Rule 15¢3-3(k)(1), limiting
business to the distribution of mutual funds and/or variable life insurance or annuities. The
Company does not hold customer funds or safekeep customer securities.

4. Income Taxes

The operating results of the Company are included in the consolidated U.S. Federal income tax
returns of the Corp. and its subsidiaries. For state income tax purposes, the Company files on a
separate company basis. Federal income taxes are calculated as if the Company filed a separate
federal income tax return.

The income tax provision included in the statement of income as determined in accordance with
SFAS No. 109, "Accounting for Income Taxes,” is as follows:

At December 31, 2006
Current income taxes:
Federal $ 24,833
State 7,658
Total current income taxes 32,491

Deferred income taxes:

Federal ( 2,281)
State { 695
Total deferred income taxes ( 2,976)

Total income tax provision $ 29,515




MGI Funds Distributors, Inc.
(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Notes to Financial Statements (continued)

December 31, 2006

4. Income Taxes (continued)

At December 31, 2006, the Company had a deferred tax asset of $2,860, which resulted from
state income taxes and non-deductible reserves. A valuation allowance against the Company’s
deferred tax assets is not considered necessary as of December 31, 2006.

The provision for federal income taxes is different from the amount which would be provided by
applying the federal statutory income tax rate of 35 percent to income before income taxes,
primarily as a result of state income taxes.

5. Related Party Transactions

The financial statements are prepared from the separate records maintained by the Company. The
Company shares office space and equipment with the Parent, which is under common control of
the Corp. Accordingly, the Company has been charged for such shared costs. The Parent, the
Corp. and certain other affiliates provide administrative, legal, human resource and other general
support services, the cost of which is also allocated to the Company. For the year ended
December 31, 2006, these allocations totaled $27,758, which are included in "Allocated support
services" and “Professional and other services” in the statement of income. At December 31,
2006, amounts payable to the Parent totaled $4,474, which is included in "Intercompany
payables" on the statement of financial condition.

The deferred tax asset of $2,860, recorded on the statement of financial condition, will result in
an intercompany receivable. The income taxes receivable of $240, as recorded on the statement
of financial condition, is an intercompany receivable. For the year ended December 31, 2006,
income tax payments of $42,435 were made to the Corp. and Trust Co.

The members of the Board of Directors of the Company are employees of the Parent or Trust Co.
For the year ended December 31, 2006, the Board members did not receive any remuneration for
their services.
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MGI Funds Distributors, Inc.
(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Computation of Net Capital under SEC Rule 15¢3-1

December 31, 2006
Net Capital:
Stockholder's equity S 159,143
Deduction for nonallowable assets:
Accounts receivable 57,844
Prepaid assets 1,315
Income taxes receivable 240
Deferred tax asset 2,860
Net capital before haircuts on securities positions 96,884
Haircuts on securities:
Investment in money market mutual fund (2% of $101,521) 2,030
Net capital $ 94 854

Aggregate Indebtedness:
Items included on statement of financial condition:

Accrued expenses $ 625
Intercompany payables 4,474
Total aggregate indebtedness 3 5,099

Computation of Basic Net Capital Requirement:
Minimum net capital required (greater of 6 2/3% of

aggregate indebtedness or $25,000) $ 25,000
Net capital in excess of required minimum $ 69,854
Excess net capital @ 1000% (net capital less 10% of

aggregate indebtedness) 5 94,344
Ratio of aggregate indebtedness to net capital 0.05t01

Statement Pursuant to SEC Rule 17a-5(d)(4):

A reconciliation of the above computation to the computation of net capital under SEC
Rule 15¢3-1, as of December 31, 2006, filed by MGI Funds Distributors, Inc., in its
FOCUS Part IIA Report is not required as the computations are not materially different.
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MGI Funds Distributors, Inc.
(A Wholly-owned Subsidiary of PFPC Distributors, Inc.)

Computation for Determination of Reserve Requirement and Information
Relating to the Possession or Control Requirements Under SEC Rule 15¢3-3

December 31, 2006

The Company has elected the exemption under Rule 15¢3-3(k)(1) of the Securities and
Exchange Commission, limiting business to the distribution of mutual funds and /or
variable life insurance or annuities. At December 31, 2006, the Company held no
customer funds and had no required deposit.
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February 22, 2007

MGI Funds Distributors, Inc.
301 Bellevue Parkway
Wilmington, DE 19809

In planning and performing our audit of the financial statements of MGI Distributors, Inc.
(a wholly owned subsidiary of PFPC Distributors, Inc.) (the “Company”) as of and for
the year ended December 31, 2006 (on which we issued our report dated February 22,
2007), in accordance with generally accepted auditing standards as established by the
Auditing Standards Board (United States) and in accordance with the auditing standards
of the Public Company Accounting Oversight Board (United States), 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 an 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 custodial functions relating to customer securities.

Member of
Deloitte Touche Tchmatsu




The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In
fulfilling this responsibility, estimates and judgments by management are required to
assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two
of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of financial statements in
conformity with 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 internal 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.

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 procedures,
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 use of the Board of Directors,
management, the SEC, the NASD, 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,

W c A




