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PricewaterhouseCoopers LLP

100 East Pratt Street

Suite 1900

Baltimore MD 21202-1 096

Telephone 410 783 7600

Facsimile 410 783 7680

Report of Independent Auditors

To Highmark Funds Distributors Inc

In our opinion the accompanying statements of financial condition and the related statements of

income statements of changes in stockholders equity and statements of cash flows present fairly in

all material respects the financial position of Highmark Funds Distributors Inc the Company at

December 31 2009 and December 31 2008 and the results of its operations and its cash flows for

the year ended December 31 2009 and for the period October 2008 commencement of operations

through December 31 2008 in conformity with accounting principles generally accepted in the United

States of America These financial statements are the responsibility of the Companys management
Our

responsibility is to express an opinion on these financial statements based on our audit We
conducted our audit of these statements 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 examining on 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 audit

provides reasonable basis for our opinion

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken

as whole The information contained on pages 13 and 14 is presented for purposes of additional

analysis and is not required part of the basic financial statements but is supplementary information

required by Rule 17a-5 under the Securities Exchange Act of 1934 Such information has been

subjected to the auditing procedures applied in the audit of the basic financial statements and in our

opinion is fairly stated in all material respects in relation to the basic financial statements taken as

whole

February 25 2010



HigliMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Statement of Financial Condition

for doubtful accounts of $196 and $480 respectively

Assets

Cash and cash equivalents

Accounts receivable net of allowance

Prepaid expenses

Deferred tax asset

Income taxes receivable

Interest receivable

Total assets

Liabilities and stockholders equity

Liabilities

Accounts payable

Intercompany payable

Related party payable

Accrued expenses

Income taxes payable

Total liabilities

Stockholders equity

Common stock $0.01 par value 1000 shares authorized

100 shares issued and outstanding

Additional paid-in capital

Retained Earnings Accumulated Deficit

Total stockholders equity

Total liabilities and stockholders equity

December 31

2009 2008

The accompanying notes are an integral part of these financial statements

498237 434444

613813

26880

1020

903384

40659

3499

10803

120027

1139977 1393989

520494 883710

12618 65108

200 100

100

16596

550008 948918

100 100

575000 475000

14869 30029

589969 445071

1139977 1393989



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Statement of Income

For the Year

Ended

December 31

2009

For the Three

Months Ended

December 31
2008

Revenues

Service fees

Investment income

Total revenues

Expenses

Allocated support services

Professional and other services

General office expenses

Total expenses

Income loss before income taxes

Provision for income taxes

Net income loss

500829

2995

36289

3067

503824 39356

308628 59307

116319 14392

2133 633

427080 74332

76744 34976

31846 14515

44898 20461

See Note Organization in the Notes to the Financial Statements

The accompanying notes are an integral part of these financial statements



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Statement of Changes in Stockholders Equity

For the Periods Ended December 31 2009 and 2008

Additional Retained Earnings
Total

Common Stock Paid-in Accumulated Stockholders

Shares Amount Capital Deficit Equity

Balances at October 2008 100 100 475000 9568 465532

Net loss
20461 20461

Capital infusion

BalancesatDecember3l2008 100 100 475000 30029 445071

Net income 44898 44898

Capital infusion 100000 100000

Balances at December 31 2009 100 100 575000 14869 589969

See Note Organization in the Notes to the Financial Statements

The accompanying notes are an integral part ofthese financial statements



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Statement of Cash Flows

For the Year Ended For the Period

December 31 October 2008 to

2009 December 31 2008

Cash flows from operating activities

Net income loss 44898 20461

Adjustments to reconcile net income loss to net cash

used provided by operating activities

Deferred tax expense
2479 3499

Changes in assets and liabilities

Decrease Increase in accounts receivable 289571 903384

Decrease Increase in prepaid expenses 13779 4112
Decrease in investments at fair value 63

Decrease in intercompany receivable 549

Decrease Increase in income taxes receivable 10803 7015
Decrease Increase in interest receivable 1173 348
Decrease Increase in accounts payable 363216 883710

Decrease Increase in intercompany payable 52490 65107

Increase in related party payable
100 100

Increase in accrued expenses
100

Increase in income taxes payable 16596

Total adjustments 81105 31171

Net cash used provided by operating activities 36207 10710

Cash flows from financing activities

Cash contributions 100000

Net cash provided by financing activities 100000

Net increase in cash 63793 10710

Cash and cash equivalents at beginning of year 434444 423734

Cash and cash equivalents at end of year
498237 434444

Supplemental cash flows disclosure

Income tax payments
23624

Income tax refunds 21656 4000

The accompanying notes are an integral part of these financial statements



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Notes to Financial Statements

For the Periods Ended December 31 2009 and 2008

Organization

HighMark Funds Distributors Inc the Company is wholly-owned subsidiary of PFPC

Distributors Inc PFPCDI and an indirect wholly-owned subsidiary of PNC Global

Investment Servicing US Inc the Parent PFPC Trust Company Trust Co and The

PNC Financial Services Group Inc PNC publicly traded company The Company is

registered with the Securities and Exchange Commission SEC as broker-dealer pursuant to

Section 15b of the Securities Exchange Act of 1934 and is member of the Financial Industry

Regulatory Authority

The Company was incorporated in the state of Delaware on January 2008 The Companys

membership was approved October 10 2008 Financial statements presented for the period

October 2008 through December 31 2008 include cost related to the organization of the

entity

The Company serves solely as distributor and principal underwriter to the HighMark Family of

Funds the Funds and as result substantially all of the Companys revenues from these

services were earned from the Funds

Significant Accounting Policies

Basis of Presentation The accompanying financial statements are prepared in accordance with

accounting principles generally accepted in the United States of America

Effective July 2009 the Financial Accounting Standards Board FASB issued Statement of

Financial Accounting Standards SFAS No 168 The FASB Accounting Standards

Codification and the Hierarchy of Generally Accepted Accounting Principles replacement of

FASB Statement No 162 The FASB Accounting Standards Codification FASB ASC will

be the single source of authoritative nongovernmental generally accepted accounting principles

GAAP in the United States of America The FASB ASC is effective for financial statements

that cover interim and annual periods ending after September 15 2009 Other than resolving

certain minor inconsistencies in current GAAP the FASB ASC is not intended to change GAAP

but rather to make it easier to review and research GAAP applicable to particular transaction or

specific accounting issue Technical references to GAAP included in these Notes to Financial

Statements are provided under the new FASB ASC structure



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Notes to Financial Statements continued

For the Periods Ended December 31 2009 and 2008

Significant Accounting Policies continued

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 for the performance of

distribution and support services

Revenue Recognition Revenue from service fees is recognized in the period the service is

rendered The Company earns distribution fee revenue from various funds based on percentage

of outstanding net assets of certain classes of shares of such funds Monies from distribution

fees are remitted to external brokers who distribute the shares of these funds to investors

Receipts and payments of distribution fees are recorded on net basis in the statement of income

as revenue and contra revenue For the year ended December 31 2009 distribution fees

received and payable by the Company were $8068915 For the three months ended December

31 2008 distribution fees received and payable by the Company were $1745409

Investment Income Investment income is interest income earned on Cash and cash

equivalents and is recognized when earned

Out-of-Pocket Expenses Companies that provide services as part of their central ongoing

operations generally incur incidental expenses that in practice are commonly referred to as out-

of-pocket expenses These expenses often include but are not limited to expenses related to

travel telecommunications postage delivery and bank depository charges In many cases the

Company and the client agree that the client will reimburse the Company for the actual amount

of such expenses incurred Reimbursements received for out-of-pocket expenses incurred are

characterized as component of Service fees while the expenses are included within

Professional and other services and General office expenses 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



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Notes to Financial Statements continued

For the Periods Ended December 31 2009 and 2008

Significant Accounting Policies continued

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 and those differences may

or may not be material

Recently Issued Accounting Pronouncements In April 2009 the FASB issued new guidance

which amends existing disclosure requirements about fair value of financial instruments See

Note Fair Value Measurement for disclosures required by this new guidance

In May 2009 the FASB issued new guidance related to the accounting for and disclosure of

events that occur after the balance sheet date but before the financial statements are issued or

available to be issued

In August 2009 the FASB issued ASU 2009-05 Fair Value Measurements and Disclosures

Topic 820 Measuring Liabilities at Fair Value which is effective for the first reporting period

including interim periods beginning after its issuance date This update provides further

guidance for measuring liabilities at fair value when quoted price for the liability is not

available The impact of this new guidance is not expected to have material effect on the

results of our operations or financial position

In January 2010 the FASB issued ASU 2010-6 Fair Value Measurements and Disclosures

Topic 820 Improving Disclosures about Fair Value Measurements which is effective for

periods beginning after December 15 2009 This guidance provides amendments to require new

disclosures as follows transfers in and out of Levels and and the reasons for the transfers

additional breakout for asset and liability categories

Net Capital Requirements

The Company is subject to the SECs Uniform Net Capital Rule the Rule which requires the

maintenance of minimum net capital The Company has elected to use the alternative method

permitted by the Rule which requires that the Company maintain minimum net capital equal to

$250000 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 2009

the Company had net capital of $457012 which was $207012 in excess of the required net

capital of $250000



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Notes to Financial Statements continued

For the Periods Ended December 31 2009 and 2008

Net Capital Requirements continued

The Company has complied with the exemptive provisions of SEC Rule 5c3-3kl limiting

business to the distribution of mutual funds andlor variable life insurance or annuities The

Company does not hold customer funds or safekeep customer securities

Fair Value Measurement

Fair value is defined in GAAP as the price that would be received to sell an asset or the price

paid to transfer liability on the measurement date The standard focuses on the exit price in the

principal or most advantageous market for the asset or liability in an orderly transaction between

willing market participants GAAP establishes fair value reporting hierarchy to maximize the

use of observable inputs when measuring fair value and defines the three levels of inputs as

noted below

Level Quoted prices in active markets for identical assets or liabilities

Level Observable inputs other than Level such as quoted prices for similar assets or

liabilities in active markets quoted prices for identical or similar assets or liabilities in markets

that are not active or other inputs that are observable or can be corroborated to observable

market data for substantially the full term of the asset or liability Level assets and liabilities

may include debt securities equity securities and listed derivative contracts with quoted prices

that are traded in markets that are not active and certain debt and equity securities and over-the-

counter derivative contracts whose fair value is determined using pricing model without

significant unobservable inputs At December 31 2009 the Company held no Level assets

Level Unobservable inputs that are supported by minimal or no market activity and that are

significant to the fair value of the assets or liabilities Level assets and liabilities may include

financial instruments whose value is determined using pricing models with internally developed

assumptions discounted cash flow methodologies or similar techniques as well as instruments

for which the determination of fair value requires significant management judgment or

estimation At December 31 2009 the Company held no Level assets



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Notes to Financial Statements continued

For the Periods Ended December 31 2009 and 2008

Fair Value Measurement continued

Assets and liabilities measured at fair value on recurring basis including instruments for which

the Company has elected the fair value option are summarized below Cash and cash

equivalents classified as Level assets include investments in open-end money market mutual

funds of $498237 and $434444 at December 31 2009 and 2008 respectively

Level

Cash and cash equivalents $434444 $434444

The operating results of the Company are included in the consolidated U.S Federal tax return

and combined state tax returns of PNC and its subsidiaries The Company accrues income taxes

for Federal and State combined return on modified separate return method so that net operating

losses or other tax attributes are realized by the Company when these tax attributes are utilized

in the consolidated tax returns In states where the Company files separate from PNC taxes are

accrued on separate company basis

The income tax provision included in the Statement of Income is as follows

At December 31
Current income taxes

Federal

State ______________________

Total current income taxes

Deferred income taxes

Federal

State ______________________

Total deferred income taxes ______________________

Total income tax provision

At December 31 2009

Level Total

Cash and cash equivalents $498237 $498237

At December 31 2008

Total

Income Taxes

2009 2008

26799

2568

$12650
1634

29367 11016

2619 1629

5098 5128
2479 3499

$31846 $14515

10



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Notes to Financial Statements continued

For the Periods Ended December 31 2009 and 2008

Income Taxes continued

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 result of state income taxes

At December 31 2009 the Company had net deferred income tax asset of $1020 which

resulted primarily from state income taxes valuation allowance against the Companys

deferred tax asset is not considered necessary as of December 31 2009

The Company is not aware of any tax positions for which it is reasonably possible that the total

amounts of unrecognized tax benefits will significantly change in the next twelve months

The Company is included in the consolidated federal income tax return for PNC These

consolidated returns through 2003 have been audited by the Internal Revenue Service and all

disputed matters have been resolved through the IRS appeals division The Internal Revenue

Service is currently examining the 2004 through 2006 consolidated federal income tax returns

The Company files principally in the Commonwealth of Pennsylvania and years subsequent to

2005 remain subject to examination in that jurisdiction However we do not expect the results

of those examinations to have material impact on state income tax expense during the next

twelve months

At December 31 2009 the Company has recorded no liability for net unrecognized tax benefits

relating to uncertain income tax positions it has taken or expects to take in future tax returns

However managements conclusions regarding uncertain tax positions may be subject to review

and adjustments at later date based on factors including but not limited to further

implementation guidance from the FASB new tax laws regulations and administrative

interpretation including court decisions

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

PNC Accordingly the Company has been charged for such shared costs The Parent PNC 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

2009 these allocations totaled $310762 which are included in Allocated support services and

Professional and other services in the statement of income For the three months ended

11



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPC Distributors Inc

Notes to Financial Statements continued

For the Periods Ended December 31 2009 and 2008

Related Party Transactions continued

December 31 2008 these allocations totaled $59398 which are included in Allocated support

services and Professional and other services in the statement of income At December 31
2009 and 2008 amounts payable to PNC and the Parent totaled $12818 and $65208

respectively which is included in Intercompany payable and Related party payable on the

statement of financial condition

The defened tax asset of $1020 recorded on the statement of financial condition at December

31 2009 will result in an intercompany receivable The income taxes payable of $16596 as

recorded on the statement of financial condition at December 31 2009 is an intercompany

payable The income taxes receivable of $10803 as recorded on the statement of financial

condition at December 31 2008 is an intercompany receivable For the year ended December

31 2009 income tax payments of $23624 were made to PNC and Trust Co and income tax

refunds of $21656 were received from PNC and Trust Co For the three months ended

December 31 2008 income tax refunds of $4000 were received from PNC and Trust Co

The members of the Board of Directors of the Company are employees of PFPCDI and the

Parent For the year ended December 31 2009 and the three months ended December 31 2008

the Board members did not receive any remuneration for their services

Concentration of Credit Risk

Financial instruments which potentially subject the Company to credit risk consist principally

of cash and cash equivalents held in deposit accounts with PNC Bank or money market mutual

funds held with an affiliate

Subsequent Event

On February 2010 PNC announced definitive agreement for the sale of PNC Global

Investment Servicing Inc to The Bank of New York Mellon Corporation The Company is an

indirect wholly-owned subsidiary of PNC Global Investment Servicing Inc The sale is

intended to close during the third quarter of 2010 Management has evaluated the impact of all

subsequent events on the Company following the fiscal year ended December 31 2009 through

February 25 2010 the date the financial statements were issued and has determined that there

were no subsequent events requiring recognition or disclosure in the financial statements other

than sale of PNC Global Investment Servicing Inc

12
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HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPCDistributors Inc

Reconciliation of the Computation of Net Capital under SEC Rule

December 31 2009

Net Capital

Stockholders equity 589969

Deduction for nonallowable assets

Accounts receivable 95092

Prepaid expenses 26880

Deferred tax asset 1020

Net capital before haircuts on securities positions 466977

Haircuts on securities

Investment in money market mutual fund 2% of $498237 9965

Net capital
457012

Computation of Alternative Net Capital Requirement

Minimum net capital required 250000

Net capital in excess of required minimum 207012

Statement Pursuant to SEC Rule 17a-5d4

reconciliation of the above computation to the computation of net capital under

SEC Rule 15c3-1 as of December 31 2009 filed by HighMark Funds

Distributors Inc Inc in its FOCUS Part hA Report is not required as the

computations are not materially different

13



HighMark Funds Distributors Inc

Wholly-owned Subsidiary of PFPCDistributors Inc

Computation for Determination of Reserve Requirement and Information

Relating to the Possession or Control Requirements Under SEC Rule 15c3-3

December 31 2009

The Company has elected the exemption under Rule 15c3-3kl of the Securities and

Exchange Commission limiting business to the distribution of mutual funds and for variable

life insurance or annuities At December 31 2009 the Company held no customer funds

and had no required deposit

14
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PricewaterhouseCoopers LLP

100 East Pratt Street

Suite 1900

Baltimore MD 21202-1096

Telephone 410 783 7600

Facsimile 410 783 7680

Report of Independent Auditors on Internal Control

Required By SEC Rule 17a-5

To Highmark Funds Distributors Inc

In planning and performing our audit of the financial statements of Highmark Funds Distributors Inc

the Company as of and for the year ended December 31 2009 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 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-5g1 of the Securities and Exchange Commission the 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 compliance with such

practices and procedures that we considered relevant to the objectives stated in Rule 17a-5g in

making the following

The periodic computations of aggregate indebtedness and net capital under Rule 17a-3a11
and

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 the quarterly securities examinations counts verifications and comparisons and the

recordation of differences required by Rule 7a-1 and

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 generally accepted accounting

principles Rule 7a-5g lists additional objectives of the practices and procedures listed in the

preceding paragraph



PRJCEWATERi-iOUsECWPERS

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

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 second and

third 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 were adequate at December 31 2009 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC Financial Industry Regulatory Authority FINRA and other regulatory agencies that rely on

Rule 17a-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

LLP

February 25 2010
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