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Oath or Affirmation

L, Jean Orlando, affirm that, to the best of my knowledge and belief, the accompanying financial
statements and supplemental information pertaining to the firm of Spectrum Asset Management,

)

™) Inc. as of December 31, 2008, are true and correct. I further affirm that neither the Company nor
| | any principal officer or director has any proprietary interest in any account classified solely as
' that of a customer.

o

\wp Ll

an Orlando
inancial and Operations Principal

Not Pyblic Notary Pubhc
v ﬁf) My Commission Expires November 30, 2083

This report contains:

(X) (a) Facing page

(X) (b) Statement of Financial Condition

(X) (c) Statement of Operations

(X) (d) Statement of Cash Flows

(X) (e) Statement of Changes in Stockholder’s Equity

( ) (® Statement of Changes in Liabilities Subordinated to Claims of Creditors

(X) (g Computation of Net Capital

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

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

(X) () A reconcihiation, 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) Areconciliation between the audited and unaudited Statements of Financial

- Condition with respect to methods of consolidation

, X) () An Oath or Affirmation

T ( ) (m) A copy of the SIPC Supplemental Report

- - (X) (n) Supplementary Report of Independent Registered Public Accounting Firm on
1 Internal Control Required by SEC Rule 17a-5(g)(1)
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Report of Independent Registered Public Accounting Firm

The Board of Directors
Spectrum Asset Management, Inc.

We have audited the accompanying statements of financial condition of Spectrum Asset
Management, Inc. (the Company), wholly owned by Principal Global Investors, LLC, which is
an indirectly wholly owned subsidiary of Principal Financial Group, Inc., as of
December 31, 2008 and 2007, and the related statements of operations, changes in stockholder’s
equity, and cash flows for the years 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 audits.

We conducted our audits in accordance with auditing standards generally accepted in the
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. We were not
engaged to perform an audit of the Company’s internal control over financial reporting. Our
audits 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, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Spectrum Asset Management, Inc. at December 31, 2008 and 2007, and
the results of its operations and its cash flows for the years then ended, in conformity with U.S.
generally accepted accounting principles.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The supplemental information is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplemental information required by Rule 17a-5 of the Securities and Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in our audits 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.

t
February 24, 2009 ((AM ' % LLP
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Spectrum Asset Management, Inc.

Statements of Financial Condition

December 31
2008 2007
Assets
Cash and cash equivalents $ 6,409,629 $ 7,063,448
Investments — 2,962,873
Management fees and commissions receivable:
Affiliated 669,656 601,630
Nonaffiliated 1,867,497 3,807,676
Fixed assets, net 617,901 702,584
Deferred income taxes 26,471 63,847
Income taxes receivable from affiliate 8,556 -
Other assets - 352,381
Total assets $ 9,599,710 $ 15,554,439
Liabilities and stockholder’s equity
Liabilities:
Accounts payable $ 61,192 24,876
Accrued compensation 1,521,611 195,733
Income taxes payable to affiliates - 2,389,973
Due to affiliates 786,692 1,174,323
2,369,495 3,784,905
Stockholder’s equity:
Common stock, no par value — 100,000 shares
authorized, issued and outstanding 663,500 663,500
Additional paid-in capital 1,750,000 1,750,000
Retained earnings 4,816,715 9,356,034
Total stockholders’ equity 7,230,215 11,769,534
Total liabilities and stockholder’s equity $ 9,599,710 §$ 15,554,439

See accompanying notes.
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Spectrum Asset Management, Inc.

Statements of Operations

Revenues:
Management fees
Commissions
Interest income

Total revenues

Expenses:
Compensation and related expense
Other operating expenses

Total expenses

Income before income tax expense

Income tax expense
Net income

See accompanying notes.
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Year Ended December 31
2008 2007
$ 24,742,876 $ 30,644,692
3,587,515 4,837,295
239,146 405,790
28,569,537 35,887,777
11,591,478 12,712,417
9,587,032 8,794,395
21,178,510 21,506,812
7,391,027 14,380,965
2,483,707 4,934,325

$ 4,907,320 § 9,446,640




Spectrum Asset Management, Inc.

Statements of Changes in Stockholder’s Equity

Balance at January 1, 2007
Net income
Dividend to parent

Balance at December 31, 2007
Net income
Dividend to parent

Balance at December 31, 2008

See accompanying notes.
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Additional Total
Common Paid-In Retained Stockholder’s
Stock Capital Earnings Equity

$ 663,500 $ 1,750,000 $ 8,461,777 $10,875,277
- ~ 9446640 9,446,640
- —  (8,552,383)  (8,552,383)

663,500 1,750,000 9,356,034 11,769,534
- - 4,907,320 4,907,320
- —  (9,446,639)  (9,446,639)

$ 663,500 $ 1,750,000 $ 4,816,715 § 7,230,215




Spectrum Asset Management, Inc.

Statements of Cash Flows

Operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Deferred income taxes
Changes in assets and liabilities:
Management fees and commissions receivable
Other assets
Accounts payable
Accrued compensation
Due to affiliates
Income taxes receivable from/payable to affiliate
Net cash provided by operating activities

Investing activities

Purchases of fixed assets

Sales (purchases) of investments

Net cash provided by (used in) investing activities

Financing activities

Dividend paid to Principal Global Investors, LLC
Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Income taxes paid

See accompanying notes.
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Year Ended December 31

2008

2007

$ 4,907,320 $ 9,446,640

111,023 169,019
37,376 (60,391)
1,872,153 101,225
352,381 (348,881)
36,316 (27,149)
1,325,878 (49,837)
(387,631)  (619,885)
(2,398,529) 1,199,346
5,856,287 9,810,087
(26,340) (41,583)
2,962,873  (2,962,873)
2,936,533  (3,004,456)
(9,446,639)  (8,552,383)
(9,446,639)  (8,552,383)
(653,819)  (1,746,752)
7,063,448 8,810,200

$ 6,409,629 §$ 7,063,448

$ 4,844,860 $ 3,795,370




Spectrum Asset Management, Inc.
Notes to Financial Statements

December 31, 2008

1. Organization
Organization and Nature of Business

Spectrum Asset Management, Inc. (the Company) is a registered investment adviser,
broker-dealer, and commodity introducing broker. The Company is a member of the Financial
Industry Regulatory Authority (FINRA), providing investment management and security
investment brokerage for institutional clients. The Company is also a manager of domestic
investment portfolios for corporate, government, and mutual fund clients. The Company
primarily specializes in the management of fixed rate preferred stocks and cash. To minimize
principal fluctuations, the Company uses its proprietary hedging strategy to establish a cross-
hedge with U.S. Treasury futures. The derivative instruments are entered into by the Company’s
clients and are not reported in the financial statements of the Company. The Company clears its
securities transactions on a fully disclosed basis through JP Morgan Clearing Corp.

The Company is a wholly owned subsidiary of Principal Global Investors, LLC
(Principal Global). Principal Global is an indirectly wholly owned subsidiary of Principal
Financial Group, Inc. (PFG).

2. Recent Accounting Pronouncements

On September 15, 2006, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standard No. 157, Fair Value Measurements (SFAS 157). This standard,
which provides guidance for using fair value to measure assets and liabilities, applies whenever
other standards require or permit assets or liabilities to be measured at fair value, but does not
expand the use of fair value measurement. SFAS 157 establishes a fair value hierarchy that gives
the highest priority to quoted prices in active markets and the lowest priority to unobservable
data, and requires fair value measurements to be separately disclosed by level within the
hierarchy. The Company’s adoption of SFAS 157 on January 1, 2008, for assets and liabilities
measured at fair value on a recurring basis and financial assets and liabilities measured at fair
value on a nonrecurring basis did not have a material impact on the Company’s financial
statements as the only assets or liabilities of the Company measured at fair value are the
Company’s money market funds, which are cash equivalents.
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Spectrum Asset Management, Inc.

Notes to Financial Statements (continued)

3. Summary of Significant Accounting Policies
Cash and Cash Equivalents

The Company’s cash equivalents include money market funds. The Company considers all
highly liquid investments with maturities of three months or less when purchased to be cash
equivalents.

Investments

Investments, consisting of U.S. Treasury bills, are recorded at market value. The difference
between cost and market value is recorded as interest income as it relates to the accretion of the
discount on the purchase price of the Treasury bills.

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 at the date of the financial statements and the reported amounts
of income and expenses during the reporting period. It is possible that actual experience could
differ from the estimates and assumptions utilized.

Fixed Assets

Fixed assets are comprised of furniture and equipment and leasehold improvements. Furniture
and equipment are recorded at cost and are depreciated using the straight-line method over their
estimated useful lives which range from three to ten years. Additions and major renewals are
capitalized. Maintenance, repairs, and minor renewals are expensed as incurred. Leasehold
improvements are amortized over the shorter of their estimated useful lives or the term of the
lease.

Revenue Recognition

The majority of the Company’s revenues are derived from fees for investment management
services provided to institutional and other clients. During 2008, 46% of the Company’s
revenues were derived from two unaffiliated customers. During 2007, 50% of the Company’s
revenues were derived from two unaffiliated customers. Investment management fees are
generally a function of the overall fee rate charged to each account and the level of assets under

0901-1017134 7



Spectrum Asset Management, Inc.

Notes to Financial Statements (continued)

3. Summary of Significant Accounting Policies (continued)

management by the Company. Assets under management can be affected by the addition of new
client accounts or client contributions to existing accounts, withdrawals of assets from or
terminations of client accounts, and investment performance, which may depend on general
market conditions. Investment management fees and brokerage commissions are accrued over
the period in which services are performed.

For certain accounts, additional fees may be based upon the performance of those accounts

relative to market benchmarks. The Company recognizes these performance-based fee revenues
when all contractual obligations have been satisfied.

4, Fixed Assets

December 31
2008 2007

Fixed assets consisted of the following:
Furniture and equipment and leasehold improvements $1,081,802 $ 1,195,551
Less accumulated depreciation and amortization (463,901) (492,967)
$ 617,901 § 702,584

5. Leases

As of December 31, 2008, future minimum rentals under operating leases for office space and
certain equipment that have initial or noncancelable lease terms in excess of one year are as
follows:

2009 $ 250,505
2010 246,600
2011 256,905
2012 254,972
2013 252,800
Thereafter 168,533

$ 1,430,315

Rent expense for 2008 and 2007 totaled $291,411and $282,627, respectively.

0901-1017134 8



Spectrum Asset Management, Inc.

Notes to Financial Statements (continued)

6. Income Taxes

The Company is taxed at corporate rates on taxable income based on existing tax laws. The
Company’s taxable income or loss is included in the consolidated income tax return filed by
PFG. PFG has adopted the policy of allocating income tax expense and benefits to members of
its consolidated group based upon their pro rata contribution of taxable income or losses.

Deferred taxes are provided for the temporary differences between the financial reporting and
income tax bases of assets and liabilities using the enacted income tax rates and laws. Deferred
income tax expenses or credits are based on the changes in the asset or liability from period to
period. Deferred income tax assets arise primarily from differing methods used to account for
expenses not deductible until future periods for tax purposes. Deferred income tax liabilities arise
primarily from differences in depreciation methods for book and tax purposes. Net deferred
income taxes are comprised of deferred income tax assets of $58,260 and $65,319 and deferred
income tax liabilities of $31,789 and $1,472 at December 31, 2008 and 2007, respectively.

The Company’s income tax expense is as follows:

Year Ended December 31
2008 2007
Current $2,446,331 $4,994,716
Deferred 37,376 (60,391)

$ 2,483,707  $ 4,934,325

Income tax expense for 2008 and 2007 differs from “expected” income tax amount computed by
applying the statutory federal income tax rates to income before income tax expense primarily
due to amortization of goodwill recorded for income tax purposes.

7. Related-Party Transactions

The Company provides investment and advisory services to funds managed by affiliates with
fees totaling $7,913,854 and $5,336,556 in 2008 and 2007, respectively.

The Company reimburses Principal Global for employees’ services and certain other operating

costs, which are provided or initially paid by Principal Global and totaled $13,661,124 and
$16,827,324 in 2008 and 2007, respectively.

0901-1017134 9



Spectrum Asset Management, Inc.

Notes to Financial Statements (continued)

7. Related-Party Transactions (continued)

PFG elected to adopt the fair value method of accounting for stock-based compensation as
defined by Statement of Financial Accounting Standards (SFAS) No. 123(R), Share-Based
Payments. SFAS 123(R) replaces SFAS No. 123, Accounting for Stock-Based Compensation.
PFG elected to apply the prospective method of transition as described in SFAS No. 128,
Accounting for Stock-Based Compensation — Transition and Disclosure, an Amendment of FASB
Statement No. 123. PFG has allocated the expenses to each of its subsidiaries, with the allocation
aggregating $4,414,225 and $3,791,740 to the Company in 2008 and 2007, respectively.

8. Regulatory Requirements

The Company is subject to the Securities and Exchange Commission uniform net capital rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio
of aggregate indebtedness to net capital, both as defined therein, shall not exceed 15 to 1. At
December 31, 2008, the Company had defined net capital of $4,809,596 which was $4,651,630
in excess of its required minimum net capital of $157,966. At December 31, 2008, the
Company’s ratio of aggregate indebtedness to net capital was 0.49 to 1. Various other regulatory
agencies may impose additional capital requirements.

The Company is exempt from maintaining a special reserve bank account under
Rule 15¢3-3(k)(2)(ii).

9. Subsequent Event

During January of 2009, the Company paid a dividend of $3,067,006 to Principal Global, its
parent.

0901-1017134 10
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Spectrum Asset Management, Inc.

Computation of Net Capital — Part ITA

December 31, 2008

Computation of Net Capital

Total ownership equity from statement of financial condition

Deduct ownership equity not allowable for net capital

Total ownership equity qualified for net capital

Add:

A. Liabilities subordinated to claims of general creditors
allowable in computation of net capital

B. Other (deductions) or allowable credits

Total capital and allowable subordinated liabilities

Deductions and/or charges:

A. Total nonallowable assets from statement of financial
condition (Notes B and C)

B. Secured demand note deficiency

C. Commodity futures contracts and spot commodities —
proprietary capital charges

D. Other deductions and/or charges

Other additions and/or allowable credits

Net capital before haircuts on securities positions

Haircuts on securities (computed, where applicable,

- pursuant to 15¢3-1(f)):

A. Contractual securities commitments
B. Subordinated securities borrowings
C. Trading and investment securities:
1. Exempted securities
2. Debt securities
3. Options
4. Other securities
D. Undue concentration
E. Other
Net capital

0901-1017134

$ 2,305,357

§ 7,230,215

7,230,215

7,230,215

2,305,357

115,262

4,924,858

115,262

$ 4,809,596
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Spectrum Asset Management, Inc.

Computation of Net Capital — Part IIA (continued)

Computation Basic of Net Capital Requirement

Part A

11.
12.

13.
14.
15.

16.
17.

19.
20.

21.

Minimum net capital required (6 2/3% of line 19) $ 157,966
Minimum dollar net capital requirement of reporting broker or

dealer and minimum net capital requirement of subsidiaries

computed in accordance with Note (A) 45,000
Net capital requirement (greater of line 11 or 12) 157,966
Excess net capital (line 10 less 13) 4,651,630
Excess net capital at 1000% (line 10 less 10% of line 19) 4,572,646

Computation of Aggregate Indebtedness

Total A.L liabilities from statement of financial condition 2,369,495
Add:
A. Drafts for immediate credit —
B. Market value of securities borrowed for which no

equivalent value is paid or credited -
C. Other unrecorded amounts - -
Total aggregate indebtedness 2,369,495
Percentage of aggregate indebtedness to net capital
(line 19 + by line 10) 49%
Percentage of debt to debt equity total computed in
accordance with Rule 15¢3-1(d) —

Notes

(A) The minimum net capital requirement should be computed by adding the minimum dollar

B)

©

net capital requirement of the reporting broker-dealer and, for each subsidiary to be

consolidated, the greater of:

1. Minimum dollar net capital requirement, or

2. 6 2/3% of aggregate indebtedness or 2% of aggregate debits if alternative method is
used.

Do not deduct the value of securities borrowed under subordination agreements or secured

demand note covered by subordination agreements not in satisfactory form and the market

values of memberships in exchanges contributed for use of company (contra to Item 1740)

and partners’ securities which were included in nonallowable assets.

For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide a list of

material nonallowable assets.
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Spectrum Asset Management, Inc.

Statement Relating to Certain Determinations
Required Under Rule 15¢3-3 — Part ITIA

December 31, 2008

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

Exemptive Provision

22. If an exemption from rule 15¢3-3 is claimed, identify below
the section upon which such exemption is based (check one
only):

A. (k)(1) — Limited business (mutual funds and/or

variable annuities only)

B. (k)(2)(i) — “Special Account for the Exclusive
Benefit of Customers” maintained

C. (k)(2)(ii) — All customer transactions cleared through
another broker-dealer on a fully disclosed basis. Name of
clearing firm: JP Morgan Clearing Corp.

D. (k)(3) — Exempted by order of the Commission

0901-1017134
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Spectrum Asset Management, Inc.

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

December 31, 2008

Differences between the computation of net capital included in this audited report and the
corresponding schedule included in the Company’s initial unaudited December 31, 2008, Focus
Report filed on January 15, 2009, were as follows:

Net capital per December 31, 2008, Focus Report filed :
January 15, 2009 $ 4,709,284

Adjustment related to taxes payable 100,312
Net capital included in this report $ 4,809,596

Total aggregate indebtedness per December 31, 2008,

Focus Report filed January 15, 2009 $ 2,469,807
Adjustment related to taxes payable (100,312)
Total aggregate indebtedness included in this report $ 2,369,495

0901-1017134 14
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Supplementary Report of Independent Registered Public Accounting Firm
on Internal Control Required by SEC Rule 17a-5(g)(1)
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The Board of Directors
Spectrum Asset Management, Inc.

~ In planning and performing our audit of the financial statements of Spectrum Asset Management,
Inc. (the Company) as of and for the year ended December 31, 2008, 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 172-5(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 the
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 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

0901-1017134 15
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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 criteria 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 deficiency in internal control 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 and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and was not designed to identify all deficiencies in internal control that might
be deficiencies, significant deficiencies, or 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, 2008, 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 Financial Industry Regulatory Authority, 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 it is not intended to be and should not be used by anyone other than these
specified parties.

February 24, 2009

w ¢ %7 Lop
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