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PricewaterhouseCoopers LLP

10 Tenth Street Suite 1400

Atlanta GA 30309-3851

Telephone 678 419 1000

Report of Independent Auditors

To the Stockholder and Board of Directors of

Royal Alliance Associates Inc

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

operations of changes in stockholders equity and of cash flows present fairly in all material respects

the financial position of Royal Alliance Associates Inc at December 31 2009 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 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 audits provide reasonable basis for our opinion

The Company is member of group of affiliated companies and as disclosed in the financial

statements has extensive transactions and relationships with members of the group Because of

these relationships it is possible that the terms of these transactions are not the same as those that

would result from transactions among wholly unrelated parties

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

as whole The information contained in Supplementary Schedules and II is presented for purposes

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

information required by Rule 7a-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

/-LP

Atlanta Georgia

March 2010



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Statement of Financial Condition

December 31 2009

in thousands of dollars except share amounts

Assets

Cash and cash equivalents 21889

Cash segregated under federal and other regulations 911

Receivables from investment advisors 2892

Receivables from broker-dealers and clearing organizations 14375

Securities owned 13587

Securities pledged to insurance company 733

Notes and accounts receivable from registered

representatives net of allowance of $1961 2858

Furniture equipment and software at cost net of

accumulated depreciation and amortization of $1000 69

Intangible assets net of accumulated amortization of $2928 3790

Income taxes receivable from Parent 18913

Deferred tax asset net of valuation allowance of $992 5149

Prepaid expenses and other assets 19245

Total assets 104411

Liabilities and Stockholders Equity

Commissions payable 9617

Securities sold not yet purchased 160

Payables to affiliates net of receivables Note 3177

Accounts payable and accrued expenses 13948

Total liabilities 26902

Commitments and contingencies Note 10

Stockholders Equity

Common stock $.1 par value 1500000 shares authorized

100000 shares issued and outstanding 10

Additional paid-in capital 26679

Retained earnings 50820

Total stockholders equity 77509

Total liabilities and stockholders equity 104411

The accompanying notes are an integral part of these financial statements



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Statement of Operations

Year Ended December 31 2009

in thousands of dollars

Commissions

Commission revenue 174109

Commission expense 153954

Net retained commissions 20155

Other revenues

Investment advisory fees 108533

Sponsor revenue 19714

Interest income 359

Other income 14706

Total other revenues 143312

Other expenses

Investment advisory fees 100666
Marketing and meeting expense 556
General and administrative 49125
Clearance and other expenses 5261
Goodwill impairment Note 12 8586

Total other expenses 164194

Loss before income taxes 727
Income tax expense 4597

Net loss 5324

The accompanying notes are an integral part of these financial statements



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Statement of Changes in Stockholders Equity

Year Ended December 31 2009

in thousands of dollars except share amounts

Additional

Common Stock Paid-In Retained

Shares Amount Capital Earnings Total

Balances at January 12009 100000 10 26432 63612 90054

Dividends paid to Parent 3674 3674
Capital contribution from Parent 247 247

Return of capital to Parent for taxes Note 3794 3794
Net loss 5324 5324

BalancesatDecember3l2009 100000 10 26679 50820 77509

The accompanying notes are an integral part of these financial statements



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group lnc

Statement of Cash Flows

December31 2009

in thousands of dollars

Cash flows from operating activities

Net loss 5324
Adjustments to reconcile net loss to net cash provided

by operating activities

Depreciation and amortization 936

Deferred taxes net of valuation allowance 30761

Compensation expense contributed by Parent 247

Goodwill impairment 8586

Return of capital to Parent for taxes 3794
Changes in operating assets and liabilities

Receivables from broker dealers and clearing organizations 15722

Receivables from investment advisors 1065

Securities owned at market value 6415
Securities pledged to insurance company 431

Notes and accounts receivable from registered representatives 128
Prepaid expenses and other assets 9921
Commissions payable 4074
Accounts payable and accrued expenses 12988
Securities sold not yet purchased 174
Payables to affiliates net 496

Income taxes payable to Parent 25954

Net cash used in operating activities 10528

Cash flows from investing activities

Acquisition of registered representatives 359

Net cash used in investing activities 359

Cash flows from financing activities

Dividend paid to Parent 3674
Cash flows used in financing activities 3674

Net decrease in cash and cash equivalents 14561

Cash and cash equivalents

Beginning of year 36450

End ofyear 21889

Supplemental cash flow information

Income tax payments net of refunds paid to Parent 3586

Noncash financing activity

During the year ended December 31 2009 the Company recorded officer compensation totaling

$247 as capital contribution from its Parent

The accompanying notes are an integral part of these financial statements



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

Organization and Operations

Royal Alliance Associates Inc the Company is direct wholly-owned subsidiary of Advisor Group

Inc AIG AG which is direct subsidiary of AIG SunAmerica Inc the Parent or SunAmerica

which is direct wholly-owned subsidiary of American International Group Inc AIG The Company is

broker-dealer registered with the Financial Industry Regulatory Authority and the Securities and

Exchange Commission pursuant to the Securities Exchange Act of 1934 and an investment advisor

registered under the Investment Advisors Act of 1940 The Companys primary business is the sale of

financial products through its independent registered representatives The Companys registered

representatives sell financial products sponsored by AIG SunAmerica and other affiliates collectively

the Affiliates as well as other unaffiliated companies

The Company executes all of its customers transactions on fully-disclosed basis through unaffiliated

clearing broker-dealers which carry the accounts and securities of the Companys customers

Significant Accounting Policies

Codification of Accounting Standards

In June 2009 the FASB issued FASB ASC 105-1 The FASB Accounting Standards CodificationTM and

the Hierarchy of Generally Accepted Accounting Principles formerly SFAS 168 FASB ASC 105-10

replaces SFAS 162 The Hierarchy of Generally Accepted Accounting Principles and establishes the

FASB Accounting Standards Codification Codification as the source of authoritative accounting

principles recognized by the FASB to be applied by non-governmental entities in the preparation of

financial statements in conformity with GAAP The Codification became the exclusive authoritative

reference at September 30 2009 Updates to the Codification Standards are issued as Accounting

Standard Updates ASUs by the FASB The adoption of the Codification does not impact the

Companys financial statements except for references made to authoritative accounting literature in the

footnotes

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

reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of

the financial statements and the recorded amounts of revenues and expenses during the reporting

period Actual results could differ from those estimates

Commission Revenue and Expense

Commission revenue and commission expense are recorded on trade date basis as securities

transactions occur

Sponsor Revenue and Related Marketing and Meeting Expense

The Company receives sponsor revenue from various mutual fund variable annuities investment

advisors and insurance companies the Sponsors related to sales by the Companys registered

representatives of mutual funds variable annuity and other products of the Sponsors as well as in return

for attendance at the Companys annual representative convention The Company records sponsor

revenue when earned The Company incurs expenses related to conventions and other events to

provide Sponsors with access to the Companys registered representatives The Company records

marketing and meeting expenses when incurred



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

Investment Advisory Fees

Investment advisory fees are recognized as earned over the term of the advisory period

Securities Transactions

Securities transactions are recorded on the trade date as if they had settled Profit and loss arising from

all securities transactions is recorded on trade date basis Amounts receivable and payable for

securities transactions that have not reached their contractual settlement date are recorded net on the

Statement of Financial Condition

Securities owned and securities sold not yet purchased are carried at fair value Unrealized gains and

losses are reflected in the Statement of Operations

Fair Value Measurements

In accordance with the authoritative guidance on fair value measurements and disclosures under GAAP
the Company discloses the fair value of its investments in hierarchy that prioritizes the inputs to

valuation techniques used to measure the fair value The hierarchy gives the highest priority to valuations

based upon unadjusted quoted prices in active markets for identical assets or liabilities level

measurement and the lowest priority to valuations based upon unobservable inputs that are significant to

the valuation level measurements The guidance establishes three levels of the fair value hierarchy as

follows

Level Inputs that reflect unadjusted quoted prices in active markets for identical assets or liabilities that

the Company has the ability to access at the measurement date

Level Inputs other than quoted prices that are observable for the asset or liability either directly or

indirectly including inputs in markets that are not considered to be active

Level Inputs that are unobservable

financial instruments level within the fair value hierarchy is based upon the lowest level of any input

that is significant to the fair value measurement However the determination of what constitutes

observable requires significant judgment by the management Management considers observable data

to be market data which is readily available regularly distributed or updated reliable and verifiable not

proprietary and provided by independent sources that are actively involved in the relevant market

Cash Equivalents

The Company has defined cash equivalents as highly liquid investments with original maturities of less

than ninety days that are not held for sale in the ordinary course of business

Concentration of Risk

At times cash and cash equivalents may exceed the insurance limits of the Federal Depository

Insurance Corporation Management believes its risk of loss is mitigated by investing in or through major

financial institutions

Notes Receivable from Registered Representatives

Notes receivable from registered representatives consist of interest bearing loans with maturities ranging

from one to seven years

The Company also makes loans or pays advances to independent representatives as part of its hiring

and retention process Resenles are established on these receivables if the representative is no longer



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

associated with the Company and the receivable has not been promptly repaid older than 90 days or if it

is determined that it is probable the amount will not be collected

portion of these loans will be forgiven over period of time generally years if the representative

meets certain operating and gross dealer concession levels These loans are classified with prepaid

expenses and other assets in the Statement of Financial Condition

Furniture Equipment and Software

Furniture equipment and software are recorded at cost less accumulated depreciation and amortization

Depreciation and amortization is provided on straight-line basis over the useful lives of the assets

currently estimated to be three to five years

Goodwill and Intangible Assets

Goodwill and intangible assets with indefinite useful lives are tested for impairment annually or when an

event occurs or circumstances change that signify the existence of impairment As part of its test for

impairment the Company considers profitability and an assessment of the fair value as well as the

overall market value of the Company compared to its net book value Note 12 Other intangible assets

are amortized over their useful lives The Companys current intangible assets are being amortized over

periods ranging from six to ten years

Officer Compensation

Certain officers of the Company participate in compensation plan provided by an affiliate of the Parent

The Company records compensation expense earned by officers under this plan as general and

administrative expenses in the accompanying Statement of Operations As the settlement of the liability

associated with the compensation expense is made by the affiliate of the Parent corresponding capital

contribution is recorded for the amount of the compensation expense

Income Taxes

The Company is included in the AIG consolidated federal income tax return Federal and state income

taxes are calculated as if the Company filed on separate return basis and the amount of current tax or

benefit calculated is either remitted to or received from the Parent The amount of current taxes payable

or refundable is recognized as of the date of the financial statements utilizing currently enacted tax laws

and rates Any differences between the amount of tax expense/benefit recognized on the separate return

method and the amount ultimately allocated to the Company by the Parent under its tax sharing

agreement is recognized in equity as distribution/contribution to/from the Parent The Company uses

the liability method to account for federal and state taxes in accordance with authoritative guidance under

GAAP on income taxes Under this method deferred tax assets and liabilities are recognized for the

expected future tax consequences of differences between the carrying amounts of assets and liabilities

and their respective tax basis using currently enacted tax rates for the years in which the temporary

difference is expected to reverse State taxes are estimated using estimated apportionment percentages

and currently enacted state tax rates Tax penalties and interest are included in general and

administrative expenses Interest and penalties when incurred are recognized in general and

administrative expense

Subsequent Events

On December 31 2009 the Company adopted the FASB amendments to general standards on

accounting for and disclosures of events that occur after balance sheet date but before financial

statements are issued or are available to be issued The adoption of this guidance did not materially

impact the Companys financial statements See Note 13 Subsequent Events for further discussion



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

Cash Segregated Under Federal and Other Regulations

Cash of approximately $911000 as of December 31 2009 is segregated under provisions of the

Securities Exchange Act of 1934 and represents estimated breakpoint refund reserves

Receivable From Broker-Dealers and Clearing Organizations

Amounts receivable from broker-dealers and clearing organizations at December 31 2009 consist of the

following

in thousands of dollars

Receivable from clearing broker

Fees and commissions receivable

Furniture Equipment and Software

10726

3649

14375

Furniture equipment computer hardware and software consist of the following at December 31 2009

in thousands of dollars

950

82

37

1069

1000

69

Depreciation and amortization expense on these assets totaled approximately $65000 for the year

ended December 31 2009 and is included in general and administrative expenses

Securities at Fair Value

Securities at fair value at December 31 2009 are summarized as follows

in thousands of dollars

Balance

December 31
2009 Level Level

13509

109

4437

Furniture and equipment

Computer equipment

Software

Total

Less Accumulated depreciation and amortization

Securities owned at fair value

Securities sold not yet purchased at fair value

Securities pledged at fair value

Cash equivalents at fair value

13587

160
733

19193

78

51
733

14756



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

Related Party Transactions

The terms of agreements with Affiliates may not necessarily be indicative of the terms that would have

existed if the Company operated as an unaffiliated entity

Commission revenue for the year ended December 31 2009 includes $8910000 earned on sales of

mutual funds and insurance products sponsored by Affiliates Commission expense for the year ended

December 31 2009 included $6935000 paid on sales of products sponsored by Affiliates

The Companys sponsor revenues are determined collected and allocated by its Parent Advisor Group

Inc The Companys portion of gross sponsor revenue for the year ended December 31 2009 was

$19714000

AIG AG negotiates insurance policies for the Group and allocates the expense across all members of

the Group For the year ended December 31 2009 the Company was allocated approximately

$339000 for these expenses which is included in general and administrative expenses in the

accompanying Statement of Operations

The Company has pledged $733000 to an affiliated insurance company to be used as facility to pay

Errors and Omissions claims as they arise and become due The deposit is held at AIG Bank an

affiliate

The Company is reimbursed by its registered representatives to recover insurance licensing and other

costs Total amounts reimbursed to the Company amounted to $6691000 for the year ended

December 31 2009 which is included in other income in the Statement of Operations

At December 31 2009 the Company had the following intercompany receivables and payables to and

from affiliates

In thousands of dollars Due to/from

AIG SunAmerica Financial 92
Financial Service Corporation 299
FSC Securities Corporation 413
SagePoint Financial Inc 19
SunAmerica Asset Management Company 631
AIG Advisor Group 1723

3177

Income Taxes

The components of the income tax benefit for the year ended December 31 2009 are as follows

10



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

in thousands of dollars

Current

Federal benefit 23146
State and local benefit 3018

Current benefit 26164

Deferred

Federal expense 26126

State and local expense 3643

Deferred expense 29769

Valuation allowance expense 992

Total expense 4597

The difference between the federal statutory tax rate of 35 percent and the Companys effective income

tax rate of 632 percent for the year ended December 31 2009 is primarily due to goodwill impairment

other permanent differences the valuation allowance and state and local taxes Deferred tax assets and

liabilities principally arise as result of temporary differences from depreciation deferred compensation

and related accrued interest bad debt expense and legal reserves The Company has recorded return

of capital to the Parent for taxes totaling $3794000 in 2009 related to differences between the tax

recorded in 2008 on the separate return method and the amount allocated by the Parent under the tax

sharing agreement

Net Capital Requirements

Under Rule 5c3-1 of the Securities Exchange Act of 1934 the Rule the Company is required to

maintain minimum net capital amount The Company elected to use the alternative method permitted

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

greater of $250000 or two percent of aggregate debit balances At December 31 2009 the Company

had net capital of $19590000 which was $19340000 in excess of the amount required The Company

had no debit items at December 31 2009

The Company claims exemption from SEC Rule 5c3-3 of the Securities and Exchange Commission

under paragraph k2ii of the Rule

10 Commitments and Contingencies

guarantee is contract that contingently requires the Company to pay third party based on changes

in an underlying asset liability or equity security of the guaranteed party In the normal course of

business the Company enters into contracts that contain variety of representations and warranties and

which provide general indemnifications The Companys maximum exposure in connection with these

contracts is unknown as this would involve future claims that may be made against the Company that

have not occurred However based on its experience the Company expects the risk of loss to be

remote

11



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

Litigation and Regulatory Matters

The Company is involved in various claims and lawsuits arising in the normal conduct of its business

Such claims and lawsuits are generally covered under Errors and Omissions insurance provided by an

affiliate of AIG Amounts not covered by such insurance will be paid directly by the Company In the

opinion of management additional amounts that will ultimately be required if any in connection with

these matters will have no material effect on the financial position of the Company

Deferred Compensation

AIG SunAmerica has established nonqualified deferred compensation plan in which certain of the

Companys registered representatives were allowed to elect to participate along with registered

representatives of other affiliated companies on national basis Effective January 2009 the plan was

frozen no future contributions are allowed The compensation deferral is deposited into trust account

maintained by an unaffiliated company The value of the deferred compensation fluctuates with the

value of the deferred investment alternatives chosen AIG has provided full and unconditional

guarantee of the obligations to pay the deferred compensation under the plan

Additionally the Company has accrued approximately $400000 of contributions to be made by the

Company to participants of the Plan This contribution is anticipated to provide certain participants up to

2.75% cumulative return as provided in the Plan documents

Indemnifications

In the normal course of its business the Company indemnifies and guarantees certain service providers

such as clearing and custody agents trustees and administrators against specified potential losses in

connection with their acting as an agent of or providing services to the Company or its affiliates The

Company also indemnifies some clients against potential losses incurred in the event specified third-

party service providers including subcustodians and third-party brokers improperly execute transactions

The maximum potential amount of future payments that the Company could be required to make under

these indemnifications cannot be estimated However the Company believes that it is unlikely it will have

to make material payments under these arrangements and has not recorded any contingent liability in the

financial statements for these indemnifications

The Company provides representations and warranties to counterparties in connection with variety of

commercial transactions and occasionally indemnifies them against potential losses caused by the

breach of those representations and warranties The Company may also provide standard

indemnifications to some counterparties to protect them in the event additional taxes are owed or

payments are withheld due either to change in or adverse application of certain tax laws These

indemnifications generally are standard contractual terms and are entered into in the normal course of

business The maximum potential amount of future payments that the Company could be required to

make under these indemnifications cannot be estimated However the Company believes that it is

unlikely it will have to make material payments under these arrangements and has not recorded any

contingent liability in the financial statements for these indemnifications

Clearing Broker-dealer

In the normal course of business the Companys customer activities involve the execution settlement

and financing of various customer securities transactions The Company uses clearing broker-dealer

to execute certain customer transactions Such transactions may expose the Company and the clearing

broker-dealer to significant off balance-sheet-risk in the event margin requirements are not sufficient to

fully cover losses which customers may incur In the event that customers fail to satisfy their obligations

the Company may be required to purchase or sell financial instruments at prevailing market prices in

12



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

order to fulfill the customers obligations The Company does not expect nonperformance by customers

There is no maximum risk of loss under such arrangement Based on experience the Company does

not believe any expected losses to be material

Leases

At December 31 2009 the Company has an operating office lease commitment which commenced in

February 2007 and expires in January 2017

The Company recognizes rents on straight-line basis The lease provides for monthly base rents of

approximately $281000 over the life of the lease with scheduled increases in base rents to begin in

2012 Leasehold improvement allowances of approximately $3500000 were provided by the lessor to

the Company as an inducement to the lease commitment The Company incurred approximately

$4500000 of additional leasehold improvements above the stated allowance All leasehold

improvements are to be retained by the landlord upon expiration of the lease As result leasehold

improvements paid by the Company are considered to be prepaid rents for purposes of straight-line rent

calculations Amortization of prepaid rents is included in rent expense in the accompanying Statement of

Operations

The Company used an affiliate of AIG to negotiate the terms of the lease with the landlord This affiliate

was paid commission for its services from the landlord totaling approximately $493000 The

commission was in turn paid to the Company by the affiliate Such payment constitutes rebate of

future rents to be paid by the Company and accordingly have been included in the deferred rent

calculation as reduction of rent expense At December 31 2009 deferred rent liability of

approximately $1540000 is included in accounts payable and accrued liabilities in the accompanying

Statement of Financial Condition The Companys rent expense for the year ended December 31 2009

aggregated approximately $4192000

At December 31 2009 the aggregate minimum annual obligations under this non-cancelable operating

lease are as follows

in thousands of dollars

2010 3368

2011 3368

2012 3642

2013 3779

2014 3929

Thereafter 8668

26754

11 AIG Update

In connection with the preparation of its annual report on Form 10-K for the fiscal year ended December

31 2009 AIG management assessed whether AIG has the ability to continue as going concern Based

on the U.S governments continuing commitment the already completed transactions and the other

expected transactions with the FRBNY AIG managements plans to stabilize AIGs businesses and

dispose of certain assets and after consideration of the risks and uncertainties of such plans AIG

management believes that it will have adequate liquidity to finance and operate AIGs businesses

execute its asset disposition plan and repay its obligations for at least the next twelve months

13



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Notes to Financial Statements

December 31 2009

It is possible that the actual outcome of one or more of AIG managements plans could be materially

different or that one or more of AIG managements significant judgments or estimates about the

potential effects of these risks and uncertainties could prove to be materially incorrect or that the

transactions with the FRBNY fail to achieve the desired objectives If one or more of these possible

outcomes is realized and financing is not available AIG may need additional U.S government support to

meet its obligations as they come due Without additional support from the U.S government in the

future there could be substantial doubt about AIGs ability to continue as going concern

If AIG is unable to meet its obligations as they come due management of the Company believe it would

have minimal impact on the Companys financial condition or results of operations as the subsidiary has

operated with minimal financial support from its Parent and remains self-sustaining from an operational

and liquidity standpoint However the NY Fed and the United States Department of the Treasury may
exercise it rights under the various securitized transactions described above including but not limited to

the disposition of the Company or liquidation of the Companys operations

12 Goodwill Impairment

In August 2009 the Company performed an evaluation of the recoverability of goodwill At January

2009 the Company had goodwill with carrying amount of $8586000 with no accumulated impairment

losses The company ordinarily tests goodwill for impairment annually at each fiscal year end However

due to declines in operating income and significant changes to the securities industry the Company

determined that an impairment evaluation was necessary in August

Management views the Company as one reporting unit and therefore assessed the fair value of the

business as whole Management estimated the fair value of the business using the expected present

value of future cash flows which resulted in goodwill impairment of $8586000

13 Subsequent Events

Management of the Company has performed an evaluation of subsequent events through March

2010 which is the date the financial statements were available to be issued No subsequent events

were noted in managements evaluation which would require disclosure

14



Royal Alliance Associates Inc

An indirectly wholly owned subsidiary of American International Group Inc

Computation of Net Capital Under SEC Rule 15c3-3

December 31 2009 Schedule

in thousands of dollars

Stockholders equity 77509

Less nonallowable assets

Other unsecured receivables 3817
Unsecured customer debit balances held at clearing broker 166
Prepaid expenses and other assets 19125

Furniture equipment and software net 69
Deferred taxes net 5149
Securities pledged to insurance company 733
Notes and accounts receivable from

registered representatives net of allowance of $1921 2858
Income taxes receivable from Parent 18913

Intangible assets net of accumulated

amortization of $2928 3790
Receivable from Investment Advisors 2892

Net capital before haircuts on securities positions 19997

Less Haircuts on securities owned 407

Net capital 19590

Alternative minimum net capital requirement 250

Excess net capital 19340

Reconciliation with the Companys computation included in Part II of Form X-1 7A-5 as of December 31 2009

in thousands of dollars

Net capital as reported in Part II unaudited Focus Report 14517

Adjustments

Tax adjustments 3830

Miscellaneous liabilities 209

Breakpoint liability
489

Reallocation 94
EO expense 452

Miscellaneous receivables 285

Securities owned 98
19590
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Computation For Determination of Reserve Requirements and Information Relating to

Possession or Control Requirements Pursuant to SEC Rule 15c3-3

December 31 2009 Schedule II

The Company has claimed exemption from SEC Rule 15c3-3 under sub paragraph k2ii
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PricewaterhouseCoopers LLP

10 Tenth Street Suite 1400

Atlanta GA 30309-385

Telephone 678 419 1000

To the Stockholder and Board of Directors of Royal Alliance Associates Inc

In planning and performing our audit of the financial statements of Royal Alliance Associates 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 7a-5g in

making the following

The periodic computations of aggregate indebtedness and net capital under Rule 7a-3a1

The quarterly securities examinations counts verifications and comparisons and the recordation

of differences required by Rule 17a-13 and

Determining compliance with the exemptive provisions of Rule 5c3-3

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

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 and

Obtaining and maintaining physical possession or control of all fully paid and excess margin

securities of customers as required by Rule 5c3-3

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 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
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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 second and

third paragraphs and would not necessarily identify all deficiencies in internal control that might be

material weaknesses We identified deficiencies in internal control and control activities that we

consider to be material weakness as defined above These deficiencies were considered in

determining the nature timing and extent of the procedures to be performed in our audit of the

financial statements of the Company for the year ended December 31 2009 and this report does not

affect our report thereon dated March 2010

During the year ended December 31 2009 the Company had material weaknesses in its financial

reporting process Specifically material adjustments were necessary to record income taxes in

accordance with generally accepted accounting principles Accordingly this deficiency constitutes

material weakness

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 not 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 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

4-tG-1-LP

March 2010
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PricewaterhouseCoopers LLP

10 Tenth Street Suite 1400

Atlanta GA 30309-3851

Telephone 678 419 1000

Report of Independent Accountants

To the Stockholder and Board of Directors of Royal Alliance Associates Inc

In accordance with Rule 17a-5e4 of the Securities Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying Transitional Assessment

Reconciliation Form SIPC-7T of the Securities Investor Protection Corporation SIPC of Royal

Alliance Associates Inc for the period from April 2009 through December 31 2009 which were

agreed to by Royal Alliance Associates Inc the Securities and Exchange Commission Financial

Industry Regulatory Authority Inc and the Securities Investor Protection Corporation collectively the

specified parties solely to assist the specified parties in evaluating Royal Alliance Associates Incs

compliance with the applicable instructions of Form SIPC-7T during the period ended December 31

2009 Management is responsible for Royal Alliance Associates Inc.s compliance with those

requirements This agreed-upon procedures engagement was conducted in accordance with

attestation standards established by the American Institute of Certified Public Accountants The

sufficiency of these procedures is solely the responsibility of those parties specified in this report

Consequently we make no representation regarding the sufficiency of the procedures described below

either for the purpose for which this report has been requested or for any other purpose

The procedures we performed and our findings are as follows

Compared the listed assessment payments on page items 2B and 2F of Form SIPC-7T with

the respective cash disbursement records entries as follows

January 2009 payment of $150 was agreed to check 66020467 in the January 2009

check register provided by Simmone Fields Regulatory Controller August payment of

$88668 was agreed to check 89001056 in the August 2009 check register provided

by Simmone Fields Regulatory Controller Payment made with SIPC Form 7-T in the

amount of $203146 was agreed to check request obtained by Simmone Fields

Regulatory Controller No differences were noted

Compared the Total Revenue amount reported on page of the audited Form X-1 7A-5 for the

year ended December 31 2009 less the revenues reported on Royal Alliance Associates

Inc.s Focus Report for the period from January 2009 to March 31 2009 as applicable with

the Total revenue amount of $239825004 reported on page item 2a of Form SIPC-7T for

the period from April 2009 through December 31 2009 No difference was noted as result

of this procedure Total revenue reported was calculated by adding together the following line

items on page of the audited Form X-1 7A-5 Commission revenue Investment advisory fees

Sponsor revenue Interest income and Other income

Compared any adjustments reported on page items 2b and 2c of Form SIPC-7T with the

supporting schedules and working papers as follows

Compared deductions on line revenues from the distribution of shares of

registered open end investment company or unit trust from the sale of variable
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annuities from business of insurance from investment advisory services rendered to

investment registered investment companies or insurance separate accounts and from

transactions in security futures products of $118536567 to supporting schedule

provided by Simmone Fields Regulatory Controller No difference was noted

Compared deductions on line commissions floor brokerage and clearance paid to

other SIPC members in connection with securities transactions of $4332958 to

supporting schedule provided by Simmone Fields Regulatory Controller No difference

was noted

Compared deductions on line 40% of interest earned on customer securities

accounts of $169724 to supporting schedule provided by Simmone Fields

Regulatory Controller No difference was noted

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the

related schedules and working papers obtained in procedure as follows

Recalculated the mathematical accuracy of the SIPC Net Operating Revenues on

page line 2d and the General Assessment .0025 on page line 2e of

$116785755 and $291964 respectively of the Form SIPC-7T

SIPC Net Operating Revenues was recalculated by adding Total revenue reported on

page item 2a of Form SIPC-7T and Total additions reported on page item 2b of

Form SIPC-7T and subtracting Total deductions reported on page item 2c of Form

SIPC-7T No difference was noted

The General Assessment .0025 was recalculated by multiplying the SIPC Net

Operating Revenues reported on page item 2d of Form SIPC-7T by 0.0025 No

difference was noted

Footed the supporting schedules provided by Simmone Fields Regulatory Controller

for procedure above and agreed the individual amounts listed on each schedule to

the trial balance for the period April 2009 through December 31 2009

No differences were noted

We were not engaged to and did not conduct an examination the objective of which would be the

expression of an opinion on the Companys preparation of Form SIPC 7-T in accordance with the

applicable
instructions Accordingly we do not express such an opinion Had we performed additional

procedures other matters might have come to our attention that would have been reported to you

This report is intended solely for the information and use of management and the board of directors of

Royal Alliance Associates Inc the Securities and Exchange Commission Financial Industry

Regulatory Authority Inc and the Securities Investor Protection Corporation and is not intended to be

and should not be used by anyone other than these specified parties

/.LP

March 2010


