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KPMG LLP

2500 Ruan Center

666 Grand Avenue

Des Moines IA 50309

Independent Auditors Report

The Board of Directors and Shareholder

American Equity Capital Inc

We have audited the accompanying statements of financial condition of American Equity Capital Inc

the Company as of December 31 2008 and 2007 and the related statements of operations changes in

stockholders equity and cash flows for the years then ended that you are filing pursuant to Rule 7a-5

under the Securities Exchange Act of 1934 These financial statements are the responsibility of the

Companys 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 of

America Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement An audit includes consideration of

internal control over financial reporting as 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 Companys

internal control over financial reporting Accordingly we express no such opinion An audit includes

examining on 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 audits

provide reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of American Equity Capital Inc as of 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

whole The accompanying supplemental schedules are presented for purposes of additional analysis and

are not required part of the basic financial statements but are supplemental 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 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 whole

Des Moines Iowa

February 26 2009

KPMG LLP U.S limited liabihty partnership is
the U.S

member firm of KPMG International Swiss cooperative



AMERICAN EQUITY CAPITAL INC

Statements of Financial Condition

December 31 2008 and 2007

Assets 2008 2007

Cash 81414 42689

Other assets 1774 540

Total assets 83188 43229

Liabilities and Stockholders Equity

Liabilities

Accounts payable to related party 4858 4503

Total liabilities 4858 4503

Stockholders equity

Series preferred stock without par value Authorized

200000 shares

Common stock without par value stated value $1 per share

Authorized 300000 shares issued and outstanding

13000 shares 13000 13000

Additional paid-in capital 587000 477000

Retained deficit 521670 451274

Total stockholders equity 78330 38726

Total liabilities and stockholders equity 83188 43229

See accompanying notes to financial statements



AMERICAN EQUITY CAPITAL INC

Statements of Operations

Years ended December 31 2008 and 2007

2008 2007

Revenues

Commission income 902 1366

Interest 476 468

Other income 35000

Total revenues 1378 36834

Expenses
Commission expense

Licenses and fees 25189 18266

Professional fees 10248 9508

Other operating expenses 36337 34668

Total expenses 71774 62448

Net loss 70396 25614

See accompanying notes to financial statements



AMERICAN EQUITY CAPITAL INC

Statements of Changes in Stockholders Equity

Years ended December 31 2008 and 2007

Balance at December 31 2006

Cash contribution from Parent

Net loss for year

Balance at December 31 2007

Cash contribution from Parent

Net loss for year

Balance at December 31 2008

Additional Total

Common paid-in Retained stockholders

stock capital deficit equity

13000 427000 425660 14340

50000 50000

25614 25614

13000 477000 451274 38726

110000 110000

70396 70396

13000 587000 521670 78330

See accompanying notes to financial statements



AMERICAN EQUITY CAPITAL INC

Statements of Cash Flows

Years ended December 31 2008 and 2007

2008 2007

Operating activities

Net toss 70396 25614
Adjustment to reconcile net loss to net cash used in

operating activities

Increase in other assets 1234 540
Increase decrease in accounts payable to related party 355 934

Net cash used in operating activities 71275 27088

Financing activities

Cash contribution from Parent 110000 50000

Net cash provided by financing activities 110000 50000

Net change in cash 38725 22912

Cash at beginning of year 42689 19777

Cashatendofyear 81414 42689

See accompanying notes to financial statements



AMERICAN EQUITY CAPITAL INC

Notes to Financial Statements

December 31 2008 and 2007

Organization and Significant Accounting Policies

Organization

American Equity Capital Inc the Company wholly owned subsidiary of American Equity

Investment Life Holding Company the Parent was incorporated on February 16 1998 and

commenced operations on April 1998 The Company operates as broker-dealer dealing with the

sale of variable insurance products issued only by American Equity Investment Life Insurance

Company wholly owned subsidiary of the Parent

Commissions

Commission income on sales of variable annuity contracts is determined as percentage of collected

premiums of the affiliated insurance company and recognized at the time of collection During 2008

and 2007 there have been no variable annuity sales

Income Taxes

The Companys loss is included in the nonlife subgroup consolidated income tax return of the

Parent The policy of the Parent is not to reimburse the Company for its net operating losses unless

the Company generates taxable income before the tax loss carryforwards expire Accordingly no

income tax benefit is reflected in the accompanying statements of operations due to the benefit from

the loss being fully offset by an increase in the valuation allowance

Deferred income tax assets or liabilities are computed based on the difference between the financial

statement and income tax bases of assets and liabilities using the enacted tax rates expected to apply

to taxable income in the years in which those temporary differences are expected to be recovered or

settled Deferred income tax expenses or benefits are based on the changes in the net deferred

income tax asset or liability from period to period Deferred tax assets are reduced by valuation

allowance when in the opinion of management it is more likely than not that some portion or all of

the deferred tax assets will not be realized

Use ofEstimates

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 disclosures of contingent 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

Liquidity

During 2008 and 2007 the Parent made capital contributions of $110000 and $50000 respectively to the

Company The Companys results of operations may not be indicative of the results that might have been

obtained had it operated independently of the Parent Historically and in the foreseeable future the

Company is highly dependent upon such continued capital contributions until profitable operations can be

achieved

Continued



AMERICAN EQUITY CAPITAL INC

Notes to Financial Statements

December 31 2008 and 2007

Income Taxes

The income tax benefit computed at the statutory rate of 35% varies from the tax benefit reported in the

statements of operations as follows

2008 2007

Income tax benefit 24639 8965

Change in valuation allowance 24639 8965

Income tax benefit as reported

Deferred income taxes have been established by each member of the consolidated group for the tax effect

of temporary differences in the financial reporting and tax bases of assets and liabilities and net operating

losses within each entity The Companys only temporary difference relates to the existence of tax

operating loss carryforwards arising since inception of $505266 and $434870 at December 31 2008 and

2007 respectively Management has established valuation allowance equal to the full amount of the tax

related deferred tax asset because of the uncertainty of future income estimates necessary for its ultimate

realization The tax operating loss carryforwards expire as follows 2018 $12787 2019 $76715

2020 $46150 2021 $44435 2022 $40544 2023 $55111 2024 $49247 2025 $33991
2026 $50277 2027 $25613 and 2028 $70396

Regulatory Requirements

The Company is subject to the Securities and Exchange Commission uniform net capital rule

Rule 15c3-l 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 At December 31

2008 the Company had defined net capital of $76704 which was $71704 in excess of its required net

capital of $5000 The Companys ratio of aggregate indebtedness to net capital was 0.06 to At

December 31 2007 the Company had defined net capital of $38726 which was $33726 in excess of its

required net capital of $5000 The Companys ratio of aggregate indebtedness to net capital was 0.12 to

The Company is exempt from maintaining special reserve bank account under Rule 15c3-3k1

Related Party Transactions

The Company is member of group of affiliated companies which are engaged in the sales of life

insurance and annuities portion of the Companys operating expenses are paid to American Equity

Investment Life Insurance Company an affiliate and represent an allocation of shared expenses among the

affiliates of the Parent The Companys portion of these shared expenses was $24000 for each of the years

ended December 31 2008 and 2007

Other Income

The Company received one-time $35000 cash payment during 2007 from the Financial Industry

Regulatory Authority as result of the consolidation of the National Association of Securities Dealers and

New York Stock Exchange Member Regulation
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AMERICAN EQUITY CAPITAL INC

Computation of Net Capital Part hA

December 31 2008

Computation of Net Capital

Total ownership equity from statement of financial condition 78330

Deduct ownership equity not allowable for net capital

Total ownership equity qualified for net capital 78330

Add
Liabilities subordinated to claims of general creditors allowable in computation

of net capital

Other deductions or allowable credits

Total capital and allowable subordinated liabilities 78330

Deductions and/or charges

Total nonallowable assets from statement of financial condition 1626
Secured demand note deficiency

Commodity futures contracts and spot commodities proprietary capital

charges

Other deductions and/or charges

1626

Other additions and/or allowable credits

Net capital before haircuts on securities positions 76704

Haircuts on securities computed where applicable pursuant to Rule 15c3-lf

Contractual securities commitments

Subordinated securities borrowings

Trading and investment securities

Exempted securities

Debt securities

Options

Other securities

Undue concentration

Other

10 Net capital 76704

Note There are no material differences between the above computation and the Companys

corresponding unaudited Form X- 7A-5 Part hA filing as of December 31 2008

Continued



AMERICAN EQUITY CAPITAL INC

Computation of Net Capital Part hA

December 31 2008

Computation of Basic Net Capital Requirement

Part

11 Minimum net capital required 6-2/3% of line 19 323

12 Minimum dollar net capital requirement of reporting broker or dealer and minimum

net capital requirement of subsidiaries computed in accordance with note 5000

13 Net capital requirement greater of line 11 or 12 5000

14 Excess net capital line 10 less 13 71704

15 Excess net capital at 1000% line 10 less 10% of line 19 76218

Computation of Aggregate Indebtedness

16 Total A.1 liabilities from statement of financial condition 4858

17 Add
Drafts for immediate credit

Market value of securities borrowed for which no equivalent value is

paid or credited

Other unrecorded amounts

19 Total aggregate indebtedness 4858

20 Percentage of aggregate indebtedness to net capital line 19 by line 10 6%
21 Percentage of debt to debt-equity total computed in accordance with

Rule 15c3-l

Notes

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

requirement of the reporting broker-dealer and for each subsidiary to be consolidated the greater of

Minimum dollar net capital requirement or

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

As the Company has no subsidiaries the minimum dollar net capital of $5000 has been reported

There are no material differences between the above computation and the Companys corresponding

unaudited Form X-l7A-5 Part hA filing as of December 31 2008

See accompanying independent auditors report



AMERICAN EQUITY CAPITAL INC

Statement Relating to Certain Determinations

Required under Rule 5c3-3 Part hA

December 31 2008

Computation for Determination of Reserve Requirements
Pursuant to Rule 15c3-3

Exemptive Provision

If an exemption from Rule 5c3-3 is claimed identify below the section upon which

such exemption is based check one only

kl Limited business mutual funds and/or variable annuities only

k2i Special Account for the Exclusive Benefit of Customers

maintained

k2ii All customer transactions cleared through another broker-dealer

on fully disclosed basis

Name of clearing firm ____________________
k3 Exempted by order of the Commission

See accompanying independent auditors report
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KPMG LLP

2500 Ruan Center

666 Grand Avenue

Des Moines IA 50309

Independent Auditors Supplementary Report on Internal Control

The Board of Directors

American Equity Capital Inc

fri planning and performing our audit of the financial statements and supplemental schedules of American

Equity Capital Inc the Company as of and for the year ended December 31 2008 in accordance with

auditing standards generally accepted in the United States of America we considered the Companys
internal control over financial reporting internal control as basis for designing our auditing procedures

for the purpose of expressing our opinion on the financial statements and supplemental schedules but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5gl of the Securities and Exchange Commission SEC we have made

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 7a-5g in making the periodic computations of

aggregate indebtedness or aggregate debits and net capital under Rule 7a-3 11 and for determining

compliance with the exemptive provisions of Rule 15c3-3 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

Making quarterly securities examinations counts verifications and comparisons and recordation of

differences required by Rule 17a-l3

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation 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 SECs 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

managements authorization and recorded properly to permit the preparation of financial statements in

conformity with U.S generally accepted accounting principles Rule 17a-5g 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

11
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control deficiency exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect misstatements

on timely basis significant deficiency is control deficiency or combination of control deficiencies

that adversely affects the entitys ability to initiate authorize record process or report financial data

reliably in accordance with generally accepted accounting principles such that there is more than remote

likelihood that misstatement of the entitys financial statements that is more than inconsequential will not

be prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that results in

more than remote likelihood that material misstatement of the financial statements will not be prevented

or detected by the entitys 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 material inadequacy for such purposes Based

on this understanding and on our study we believe that the Companys practices and procedures as

described in the second paragraph of this report were adequate at December 31 2008 to meet the SECs

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 7a-5g
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

Des Moines Iowa

February 26 2009
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