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OATH OR AFFIRMATION

I, ANNETTE LEGE , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

VAN KAMPEN FUNDS INC. , as
of DECEMBER 31 ,2011 , are true and correct. I further swear (or affirm) that

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

CHIEF FINANCIAL OFFICER
Title

L= / Notary Pubhc' Dxpda K. Young
Jotary PublicNCobb County, Georgia
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‘(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

(g) Computation of Net Capital.

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

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

() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

, consolidation.

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areport describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Report of Independent Registered Public Accounting Firm

The Directors
Van Kampen Funds Inc.

We have audited the accompanying statement of financial condition of Van Kampen Funds Inc.
(the Company), as of December 31,2011. This statement of financial condition is the
responsibility of the Company’s management. Our responsibility is to express an opinion on this
statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the statement of financial condition is free of material misstatement. We
were not engaged to perform an audit of the Company’s internal control over financial reporting.
Our audit included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of

- expressing an opinion on the effectiveness of the Company’s internal control over financial

reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the statement of financial condition,
assessing the accounting principles used by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of Van Kampen Funds Inc., at December 31, 2011, in

conformity with U.S. generally accepted accounting principles.
Eost Vi £

February 24, 2012
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Van Kampen Funds Inc.

Statement of Financial Condition

December 31, 2011

(In Thousands of Dollars, Except Share Data)

Assets
Cash and cash equivalents $ 24,742
Cash deposited with clearing organizations or segregated under
federal and other regulations or requirements 11,170
Financial instruments owned, at fair value:
Municipal securities 1,130
Corporate equities 1,038
Unit investment trusts 918
Investment in partnership 98
3,184
Receivables:
Customers 20,220
Brokers, dealers, and clearing organizations 38,430
Loan due from parent 30,018
Fees, interest, and other 91
88,759
Goodwill 1,500
Intangible assets, net 34,722
Other assets 187
Total assets $ 164,264
Liabilities and stockholder’s equity
Liabilities:
Due to affiliates $ 1,352
Financial instruments sold, not yet purchased, at fair value:

Corporate equities 1,019
Unrealized depreciation on derivative contracts 6
Payables:

Customers 34,552

Brokers, dealers, and clearing organizations ) 25,397

59,949
D eferred tax liabilities, net 12,010
Other liabilities and accrued expenses 1,618
Total liabilities 75,954
Stockholder’s equity :
Common stock ($100 par value, 2,500 shares authorized, issued and outstanding) 250
Additional paid-in capital 60,804
Retained earnings 27,256
Total stockholder equity 88,310
Total liabilities and stockholder’s equity $ 164,264
See accompanying notes.
12021331113 2




Van Kampen Funds Inc.

Notes to Statement of Financial Condition

December 31, 2011
(Dollars in Thousands)

1. Organization and Description of Business

Van Kampen Funds Inc. (the Company) is a Delaware corporation and a registered broker-dealer
under the Securities Exchange Act of 1934. The Company is a sponsor of Unit Investment Trusts
(UITs). The Company is a wholly owned subsidiary of Invesco Advisers, Inc. (IAI). IAI is owned
by Invesco North America Holdings (INAH), which is owned by Invesco Management Group, Inc.
(Management), which is owned by IVZ UK Limited (Limited), which in turn is owned by
Invesco Group Services (IGS), which is owned by IVZ, Inc. (IVZ), the ultimate U.S. parent of the
Company. IVZ is ultimately owned by Invesco Ltd., a publicly traded holding company that,
through its subsidiaries, is primarily engaged in investment management worldwide.

2. Summary of Significant Accounting Policies

Basis of Financial Information

The statement of financial condition has been prepared in conformity with U.S. generally accepted
accounting principles and in the opinion of management reflect all adjustments necessary for a fair

statement of financial condition.

All amounts reflected in this statement of financial condition are presented in thousands of dollars
except where indicated.

Use of Estimates

The preparation of the statement of financial condition 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 disclosure of contingent assets and liabilities at the
date of the statement of financial condition. Management believes that the estimates utilized in
preparing its statement of financial condition are reasonable and prudent. Actual results could
differ from those estimates.

Consolidations

The Company’s policy is to consolidate UITs in which the Company has a controlling financial
interest. There were no consolidated UITs as of December 31, 2011.

1202-1331113 3



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Goodwill

Goodwill represents amounts attributable to the workforce synergies the Company expects to
arise as a result of a previous acquisition. Goodwill is not amortized and is tested for impairment
on an annual basis, or more often if events or circumstances indicate that impairment may exist.
The Company has elected early adoption of ASU 2011-08, Intangibles-Goodwill and Other:
Testing Goodwill for Impairment, which requires the Company to perform a qualitative
assessment to determine whether it is more likely than not that the fair value of a reporting unit is
less than its carrying amount. If the Company concludes that this is the case, the Company would
be required to calculate the fair value of the reporting unit under step one of the goodwill
impairment test; otherwise, no further testing is required. If the Company concludes that the
carrying amount of the reporting unit exceeds its fair value then the second step is performed to
determine if goodwill is impaired and to measure the amount of the impairment loss, if any. The
second step of the goodwill impairment test compares the implied fair value of goodwill with the
carrying amount of goodwill. If the carrying amount of goodwill exceeds the implied fair value
of goodwill, an impairment loss is recognized in an amount equal to that excess. For impairment
purposes, the fair value of the reporting unit is determined based on management estimates and
assumptions about future cash flows using a discounted cash flow model with the annual
measurement date being October 1. The Company has determined that there is one operating and
reportable segment. The Company evaluated the components of its business and has determined
that it has one reporting unit for purposes of goodwill impairment testing.

Intangible Assets

Intangible assets identified on the acquisition of a b usiness are capitalized separately from
goodwill if the fair value can be measured reliably on initial recognition (transaction date). If
they are finite-lived, the intangible assets are amortized on a straight-line basis over their useful
lives, which reflects the pattern in which the economic benefits are realized. The Company
considers its own assumptions, which require management’s judgment, about renewal or
extension of the term of the arrangement, consistent with its expected use of the asset. The
Company evaluates the useful life determination for intangible assets each reporting period to
determine whether events and circumstances warrant a revision to the remaining useful life or an
indication of impairment.

1202-1331113 4



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

Definite-lived intangible assets are reviewed for impairment whenever events or changes in
circumstances indicate that their carrying amount may not be recoverable (i.e. carrying amount
exceeds the sum of the fair value of the intangible). Intangible assets not subject to amortization
are tested for impairment annually or more frequently if events or changes in circumstances
indicate that the asset might be impaired. The impairment test consists of a comparison of the
fair value of an intangible asset with its carrying amount. If the carrying amount of the intangible
asset exceeds its fair value, an impairment loss is recognized in an amount equal to that excess.
The fair value of intangible assets is determined using a discounted cash flow analysis.

Related-Party Transactions

Distribution Costs

The sale of Company-sponsored UITs that involve a d eferred sales charge and creation and
development fee for specific trusts, result in receivables which are due to the Company from the
UITs. The Company sells the deferred sales charge and creation and development fee receivables
to IVZ at cost.

Due to affiliates

Amounts due to affiliates are unsecured and are payable on de mand. The balance consists
primarily of intercompany funding from IVZ, as well as other intercompany payables.

Loan due from parent

Loan due from parent consists of intercompany loans between the Company and IAI for $30,000.
Executed loans under this agreement are unsecured, bear interest at a rate of two percent per
annum and are payable onde mand. The expiration date of the current agreement is
September 29, 2013.

Cash and Cash Equivalents

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

of three months or less. Cash and cash equivalents consist of cash and investments in affiliated
money market funds.

1202-1331113 5



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

Cash Deposited with Clearing Organizations or Segregated Under Federal and Other
Regulations or Requirements

Cash deposited with clearing organizations or segregated under federal and other regulations or
requirements includes cash segregated in compliance with federal and other regulations and
represents the clearing fund requirement held with the National Securities Clearing Corporation
and Depository Trust & Clearing Corporation. It also includes deposits segregated in a special
reserve bank account for the benefit of customers under Rule 15¢3-3 of the Securities Exchange
Act of 1934.

Financial Instruments and Fair Value

All of the Company’s financial instruments are carried at fair value. A description of the
Company’s policies regarding fair value measurement and its application to these financial
instruments follows:

Financial Instruments Measured at Fair Value

All of the instruments within Financial instruments owned and Financial instruments sold, not
yet purchased, are measured at fair value. These instruments primarily represent the Company’s
trading and investment activities.

The Company, as sponsor of UITs, selects and holds various debt and equity securities to be used
in a trust. The Company transfers the securities to the trust and receives a beneficial interest in
the trust backed by the securities, or UITs. The Company has continuing involvement with the
securities upon transfer of the securities to the trust and the Company does not provide the trust
with any substantive rights to control, pledge, or exchange the securities. Accordingly, all such
transfers to the trust are accounted for as secured borrowings, rather than sales, by the Company.
Generally, the Company’s transfer of the securities to the trust and receipt of the UITs from the
trust occurs simultaneously. The Company classifies the various debt and equity securities held
by major security type within the statement of financial condition. The Company classifies the
units of UITs received from the trust within Financial instruments owned, at fair value.

1202-1331113 6



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Fair Value Measurement — Definition and Hierarchy

Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability (i.e., the exit price) in an orderly transaction between market participants at the
measurement date. In determining fair value, the Company uses various valuation approaches
and establishes a hierarchy for inputs used in measuring fair value that maximizes the use of
relevant observable inputs and minimizes the use of unobservable inputs by requiring that the
most observable inputs be used when available. Observable inputs are inputs that market
participants would use in pricing the asset or liability developed based on market data obtained
from sources independent of the Company. Unobservable inputs are inputs that reflect the
Company’s assumptions about the assumptions market participants would use in pricing the asset
or liability developed based on the best information available in the circumstances. The hierarchy
is broken down into three levels based on the observability of inputs as follows:

* Level 1 - Valuations based on quoted prices in active markets for identical assets or
liabilities that the Company has the ability to access. Since valuations are based on
quoted prices that are readily and regularly available in an active market, valuation of
these products does not entail a significant degree of judgment.

An example of assets and liabilities utilizing Level 1 inputs includes corporate equities.

» Level 2 — Valuations based on one or more quoted price in markets that are not active or
for which all significant inputs are observable, either directly or indirectly.

An example of assets and liabilities utilizing Level 2 inputs includes certain corporate
and other debt, and certain derivative contracts.

» Level 3 — Valuations based on inputs that are unobservable and significant to the overall
fair value measurement.

An example of assets and liabilities utilizing Level 3 inputs includes certain derivative
contracts.

1202-1331113 7



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

The availability of observable inputs can vary from product to product and is affected by a wide
variety of factors, including, for example, the type of product, whether the product is new and
not yet established in the marketplace, the liquidity of markets, and other characteristics
particular to the transaction. To the extent that valuation is based on models or inputs that are less
observable or unobservable in the market, the determination of fair value requires more judgment.
Accordingly, the degree of judgment exercised by the Company in determining fair value is
greatest for instruments categorized in Level 3.

The Company uses prices and inputs that are current as of the measurement date, including during
periods of market dislocation. In periods of market dislocation, the observability of prices and
inputs may be reduced for many instruments. This condition could cause an instrument to be
reclassified from Level 1 to Level 2 or from Level 2 to Level 3 (see Note 3). In addition, a
downturn in market conditions could lead to further declines in the valuation of many instruments.
In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, for disclosure purposes, the level in the fair value hierarchy within which
the fair value measurement falls in its entirety is determined based on the lowest level input that is
significant to the fair value measurement in its entirety.

Valuation Techniques

Fair value is a market-based measure considered from the perspective of a market participant
rather than an entity-specific measure. Therefore, even when market assumptions are not readily
available, the Company’s own assumptions are set to reflect those the Company believes that
market participants would use in pricing the asset or liability at the measurement date. Refer to
Note 3 for product-specific valuation techniques. '

Receivables and Payables — Customers

Receivables and payables due to/from customers represent unsettled trades of securities and
UITs, which are recorded on a trade date basis.

1202-1331113 8



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Receivables and Payables — Brokers, Dealers, and Clearing Organizations

Receivables and payables due to/from brokers, dealers and clearing organizations represent

" unsettled trades of securities and UITs, which are recorded on atrade date basis. It also

includes the margin deposits with brokers related to the Company’s hedging of UITs and its
security inventory. :

Income Taxes

For federal income tax purposes, the Company’s income is included in the consolidated income
tax return filed by IVZ. Federal income taxes are calculated as if the Company filed on a separate
return basis, and the amount of current tax or benefit calculated is either remitted to or received
from IVZ. The amount of current and deferred taxes payable or refundable is recognized as of
the date of the statement of financial condition, utilizing currently enacted tax laws and rates.

The Company recognizes and measures its unrecognized tax benefits in accordance with
Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC)
Topic 740, Income Taxes. Under that guidance the Company assesses the likelihood, based on
their technical merit, that tax positions will be sustained upon examination based on the facts,
circumstances, and information available at the end of each period. The measurement of
unrecognized tax benefits is adjusted when new information is available, or when an event

occurs that requires a change. The Company does not have any unrecognized tax benefits as of
December 31, 2011.

Concentration of Credit Risk
The Company is engaged in brokerage activities in which counterparties primarily include
broker-dealers. In the event that counterparties do not fulfill their obligations, the Company may

be exposed to risk. The risk of default depends on the creditworthiness of the counterparty. It is
the Company’s policy to review, as necessary, the credit standing of each counterparty.

12021331113 9



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)
Accounting Pronouncements Recently Adopted and Pending Accounting Pronouncements

In January 2010, the FASB issued Accounting Standards Update (ASU) 2010-06, Improving
Disclosures about Fair Value Measurements (ASU 2010-06). ASU 2010-06 amends Topic 820
to require a number of additional disclosures regarding fair value measurements. Specifically,
ASU 2010-06 requires entities to disclose: (1) the amount of significant transfers between
Level 1 and Level 2 of the fair value hierarchy and the reasons for these transfers; (2) the reasons
for any transfers in or out of Level 3; and (3) information in the reconciliation of recurring
Level 3 measurements about purchases, sales, issuances and settlements ona gross basis.
ASU 2010-06 also clarifies existing fair value disclosures about the appropriate level of
disaggregation and about inputs and valuation techniques for both recurring and nonrecurring
fair value measurements that fall in either Level2 or Level 3. The new disclosures and
clarifications of existing disclosures were effective for interim and annual reporting periods
beginning after December 15, 2009, except for the disclosures about purchases, sales, issuances,
and settlements in the rollforward of activity in Level 3 fair value measurements, which are
effective for fiscal years beginning after December 15, 2010, and for interim periods within those
fiscal years. The additional disclosure requirements with respect to rollforward activity did not
have a significant impact on the Company’s disclosure.

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurements: Amendments to
Achieve Common Fair Value Measurement and Disclosure Requirements (ASU 2011-04).
ASU 2011-04 amends Topic 820t o clarify existing fair value measurement disclosures to
(1) specifically provide quantitative information about the significant unobservable inputs used
for all Level 3 measurements and (2) disclose any transfers between levels 1 and 2 of the fair
value hierarchy, not just significant transfers. ASU 2011-04 also requires a number of additional
disclosures regarding fair value measurements. Specifically, ASU 2011-04 requires entities to
disclose: (1) a qualitative discussion about the sensitivity of recurring Level 3 measurements to
changes in the unobservable inputs disclosed, including the interrelationship between inputs;
(2) a description of the company’s valuation processes surrounding Level 3 measurements;
(3) information about when the current use of a non-financial asset measured at fair value differs
from its highest and best use; and (4) the hierarchy classification for items whose fair value is not
recorded on the balance sheet but is disclosed in the notes. ASU 2011-04 amends Topic 820 to
change the fair value measurement of financial instruments and the application of premiums and

1202-1331113 10



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

2. Summary of Significant Accounting Policies (continued)

discounts in a fair value measurement. ASU 2011-04 also clarifies existing fair value
measurement regarding the concepts of valuation premise, the application of the highest and
best use, and the fair value measurement of an instrument classified in an entity’s
shareholders’ equity.

The adoption of ASU 2011-04 is not expected to have an effect on the Company’s current fair
value measurements but is expected to have a significant impact on the Company’s disclosures
related to the assets and liabilities of its consolidated investment products that are classified as
Level 3 assets within the fair value hierarchy. The amendments to Topic 820 m ade by
ASU 2011-04 are effective for interim and annual periods beginning on or after December 15,
2011. As such, these disclosure changes will be required in the Company’s Statement of
Financial Condition as of December 31, 2012.

In September 2011, the FASB issued ASU 2011-08, Intangibles-Goodwill and Other: Testing
Goodwill for Impairment (ASU 2011-08). ASU 2011-08 amends Topic 350 ont esting for
goodwill impairment. Specifically, ASU 2011-08 permits an entity the option to first
qualitatively assess whether it is more likely than not (a likelihood of more than 50 percent) that
the fair value of a reporting unit is less than its carrying amount. If an entity concludes that this is
the case, it would be required to calculate the fair value of the reporting unit under step one of

-the goodwill impairment test; otherwise, no further testing is required. An entity may bypass the

qualitative assessment in any period and proceed directly to step one of the goodwill impairment
test, and may resume performing the qualitative assessment in any subsequent period.
ASU 2011-08 provides examples of events and circumstances that may be considered in the
qualitative assessment. Events and circumstances that most affect a reporting unit’s fair value or
the carrying amount should bear more weight in an entity’s determination of whether or not it is
more likely than not that the fair value of a reporting unit is less than its carrying amount.
ASU 2011-08 is effective for fiscal years beginning after December 15, 2011, but permits early
adoption. The Company has adopted ASU 2011-08 for the year ended December 31, 2011. See
Note 5 for results of the goodwill impairment test.

3. Fair Value Disclosure
The Company’s assets and liabilities recorded at fair value have been categorized based upon a

fair value hierarchy in accordance with ASC Topic 820, Fair Value Measurements and
Disclosures. See Note 2 for a discussion of the Company’s policies regarding this hierarchy.

1202-1331113 11



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

3. Fair Value Disclosure (continued)

The following is a description of the valuation methodologies used for assets and liabilities
measured at fair value, as well as the general classification of such assets and liabilities pursuant
to the valuation hierarchy.

Cash Equivalents

Cash equivalents include cash investments in affiliate money market funds. Cash investments in
money market funds are valued under the market approach through the use of quoted market
prices in an active market, which is the net asset value of the underlying funds, and are classified
within Level 1 of the valuation hierarchy.

Corporate Equities

The Company temporarily holds investments in corporate equities for purposes of creating a
UIT. Corporate equities are valued under the market approach through use of quoted prices on an
exchange. To the extent these securities are actively traded, valuation adjustments are not applied
and they are categorized within Level 1of the valuation hierarchy; otherwise, they are
categorized in Level 2.

Investment in Partnership

This category consists of the Company’s stake in an affiliated partnership which is redeemable
within 90 days of the measurement date. The fund invests in publicly traded equities with the
primary investment strategy being long-term growth of capital. The fair value of the investment
in this category has been estimated using the net asset value of the Company’s ownership interest
in partners’ capital. Partnerships are categorized in Level 2 of the fair value hierarchy if the
Company is able to redeem its investment within 90 days of the measurement date.

UlTs

The Company may hold units of its sponsored UITs at period-end for sale in the primary market
or secondary market. Equity UITs are valued under the market approach through use of quoted
prices on an exchange. Fixed income UITs are valued using recently executed transaction prices,
market price quotations (where observable), bond spreads, or credit default swap spreads. The
spread data used is for the same maturities as the underlying bonds. If the spread data does not

1202-1331113 12



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

3. Fair Value Disclosure (continued)

reference the issuers, then data that references comparable issuers is used. When observable
price quotations are not available, fair value is determined based on cash flow models with yield
curves, bond or single name credit default spreads, and recovery rates based on collateral value
as key inputs. Depending on t he nature of the inputs, these investments are categorized as
Level 1, 2, or 3.

Municipal Securities

Municipal securities are valued using recently executed transaction prices, market price
quotations (where observable), bond spreads, or credit default swap spreads. The spread data
used is for the same maturities as the underlying bonds. If the spread data does not reference the
issuers, then data that references comparable issuers is used. When observable price quotations
are not available, fair value is determined based on cash flow models with yield curves, bond or
single name credit default spreads, and recovery rates based on collateral value as key inputs.
Depending on the nature of the inputs, these investments are categorized as Level 1, 2, or 3.

Financial instruments sold, not yet purchased, and derivative assets and liabilities

The Company uses U.S. Treasury futures, which are types of derivative financial instruments, to
hedge economically fixed income UIT inventory and securities in order to mitigate market risk.
Open futures contracts are marked-to-market daily through earnings along with the mark-to-
market on the underlying trading securities held. Fair values of derivative contracts in an asset
position are included in financial instruments owned, at fair value in the Company’s statement of
financial condition. Fair values of derivative contracts in a liability position are included in
unrealized depreciation on de rivative contracts in the Company’s statement of financial
condition. These derivative contracts are valued under the market approach through use of
quoted prices in an active market and are classified within Level 1 of the valuation hierarchy.
Additionally, to hedge economically the market risk associated with equity and debt securities
and UITs temporarily held as trading investments, the Company will hold short corporate stocks,
exchange-traded funds, or U.S. treasury security positions. These transactions are recorded as
financial instruments sold, not yet purchased and are included in financial instruments sold, not
yet purchased, at fair value — corporate equities in the Company’s statement of financial
condition. To the extent these securities are actively traded, valuation adjustments are not applied

1202-1331113 13



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

3. Fair Value Disclosure (continued)

and they are categorized within Level 1of the valuation hierarchy; otherwise, they are
categorized in Level 2. The following table presents, for each of the hierarchy levels described
above, the carrying value of the Company’s assets and liabilities, including major security type
for equity and debt securities, which are measured at fair value on the face of the statement of
financial condition as of December 31, 2011.

As of December 31,2011
Quoted Prices Significant

in Active ~ Other Significant
Markets for Observable Unobservable
Fair Value  Identical Assets Inputs Inputs
Measurements (Level 1) (Level 2) (Lewvel 3)

Assets
Money market funds $ 23850 $ 23,850 $ - -
Financial instruments owned:

Municipal securities 1,130 — 1,130 -

Corporate equities 1,038 1,038 - -

UITs:

Fixed income 707 707 - -
Equity 211 211 - -

Investment in partnership 98 - 98 -
Total cash equivalents and financial

instruments owned $ 27034 $ 25,806 $ 1228 $ —
Liabilities
Financial instruments sold, not yet purchased:

Corporate equities $ (1,019) $ (1,019) $ - 3 -
Derivative contracts 6) © - -
Financial instruments sold, not yet purchased _$ (1,025) $ (1,025) $ - $ —

The Company had no transfers between Level 1 and Level 2 during 2011. The Company had no
Level 3 assets and liabilities measured at fair value on arecurring basis for the period ended
December 31, 2011.
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Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

4. Intangible Assets

The following table presents the major classes of the Company’s intangible assets at
December 31, 2011:

Weighted
Average
Amortization
Period Gross Book Accumulated Net Book
(In Years) Value Amortization Value
Customer relationships 120 $ 40,000 $ 5278 §$ 34,722
Total $ 40,000 $ 5278 §$ 34,722

Customer relationships primarily relate to UIT-specific distribution relationships that exist with
third-party brokers. The intangible asset is amortized on a straight-line basis over its useful life
of 12 years, which reflects the pattern in which the economic benefits are realized. The Company
considers its own assumptions, which require management’s judgment, about renewal or
extension of the term of the arrangement, consistent with its expected use of the asset.

5. Goodwill

The annual impairment review performed on October 1, 2011 determined that no impairment
existed at the review date. A qualitative assessment was performed in accordance with
ASU 2011-08 to determine whether it is more likely than not that the fair value of a reporting unit
is less than its carrying amount. No such indicators of impairment exist.

1202-1331113 15



Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

6. Derivative Instruments and Hedging Activities

The Company manages its positions by employing a variety of risk mitigation strategies. These
strategies include diversification of risk exposures and hedging. Hedging activities consist of the
purchase or sale of positions in related securities and financial instruments, including certain
derivative products (e.g., futures). The Company manages the market risk associated with its
hedging activities on a Company-wide basis and on an individual product basis.

The following table summarizes the fair value of derivative instruments not designated as
accounting hedges by type of derivative contract on a gross basis as of December 31, 2011. These

contracts are recorded in the Company’s statement of income in Principal Transactions.

Liabilities at
December 31, 2011
Fair Value Notional

Derivatives not designated as accounting hedges:
Future contracts $ 541 $ 1,307
$ 541 $ 1,307

7. Cash Deposited with Clearing Organizations or Segregated

Cash deposited with clearing organizations or segregated includes segregated cash of $1,000. It
also includes cash held in the amount of $10,170 as a margin requirement for the hedging of equity
and fixed income UITs that are restricted from general use.

8. Commitments and Contingencies
Underwriting Commitments and Letters of Credit

In the normal course of business, the Company enters into when-issued, delayed delivery and
underwriting commitments. At December 31, 2011, there were $530 of outstanding net purchase
commitments. As a result of these commitments the Company enters into standby letters of
credit with a bank as part of its contractual commitment to deliver securities to the UITs that it
sponsors. At December 31, 2011, approximately $530 was outstanding under these agreements
with expiration dates ranging from March 08, 2012 through March 22, 2012. The Company is
charged an annual interest rate of 1.0% on amounts outstanding. These credit agreements are
unsecured and do not contain restrictive covenants. ‘
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Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

8. Commitments and Contingencies (continued)
Legal

The Company is from time to time involved in litigation relating to other claims arising in the
ordinary course of its business. Management is of the opinion that the ultimate resolution of such
claims will not materially affect the company’s business, financial position, results of operation
or liquidity. In management’s opinion, adequate accrual has been made as of December 31, 2011
to provide for any such losses that may arise from matters for which the company could
reasonably estimate an amount. Furthermore, in management’s opinion, it is not possible to
estimate a range of reasonably probable losses with respect to other litigation contingencies.

The investment management industry also is subject to extensive levels of ongoing regulatory
oversight and examination. In the United States and other jurisdictions in which the company
operates, governmental authorities regularly make inquiries, hold investigations and administer
market conduct examinations with respect to compliance with applicable laws and regulations.
Additional lawsuits or regulatory enforcement actions arising out of these inquiries may in the
future be filed against the company and related entities and individuals in the U.S. and other
jurisdictions in which the company and its affiliates operate. Any material loss of investor and/or
client confidence as a result of such inquiries and/or litigation could result in a significant decline
in assets under management, which would have an adverse effect on the company’s future
financial results and its ability to grow its business.

9. Regulatory Requirements

The Company is a registered broker-dealer, and accordingly, is subject to the net capital rules of
the Securities and Exchange Commission (SEC) and FINRA. Under these rules the Company is
required to maintain minimum Net Capital, as defined under SEC Rule 15¢3-1, equal to the
greater of $250 or 2% of aggregate debit balances arising from customer transactions, as defined.
FINRA may require a member firm to reduce its business if net capital is less than 4% of such
aggregate debit items and may prohibit a firm from expanding its business if net capital is less
than 5% of such aggregate debit items. At December 31, 2011, the Company’s Net Capital was
$31,017, which was $30,767 in excess of its required minimum net capital.

Advances to the Parent and its affiliates, repayment of subordinated liabilities, dividend

payments and other equity withdrawals are subject to certain notification and other provisions of
the Net Capital rule of the SEC.
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Van Kampen Funds Inc.

Notes to Statement of Financial Condition (continued)

(Dollars in Thousands)

10. Income Taxes

Deferred and current taxes are provided at the statutory rate in effect during the year (35%) by
the members of the consolidated group based on the amount that the respective member would
pay or have refunded if it were to file a separate return. The effective tax rate was approximately
36% due primarily to the effect of non-taxable revenues, non-deductible expenses and state
taxes. The short-term deferred tax asset of $73 is related to the deductibility of accrued bonus.
The long-term deferred tax asset of $959 primarily relates to the deductibility of share based
compensation for federal tax purposes. The long-term deferred tax liability of $13,042 primarily
relates to the deductibility of amortization on the Company’s intangible assets.

A reconciliation of the Company’s net deferred tax liability is shown in the table below:

Short-term deferred tax assets $ 73
Long-term deferred tax assets 959
Deferred tax liabilities (13,042)
Net deferred tax liability $ (12,010)

The Company is subject to income tax examinations by various taxing authorities. The Company
is no longer subject to income tax examinations by the primary tax authorities for years prior
to 2007. :
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Report of Independent Accountants on Applying Agreed-Upon Procedures

To the Board of Directors and Management of Van Kampen Funds Inc.:

In accordance with Rule 17a-5(e)(4) under the Securities Exchange Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying Schedule of Assessment and Payments

-(Form SIPC-7) to the Securities Investor Protection Corporation (SIPC)for the year ended December 31,
2011, which were agreed to by Van Kampen Funds, Inc. (the Company) and the Securities and Exchange
Commission, Financial Industry Regulatory Authority, Inc., and SIPC solely to assist you and the other
specified parties in evaluating the Company’s compliance with the applicable instructions of Form SIPC-7.
The Company’s management is responsible for the Company’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:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement record
entries. Agreed disbursement to general assessment payment form and disbursement bank account
statement noting no differences.

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended December 31,
2011, as applicable with the amounts reported in Form SIPC-7 for the year ended December 31,
2011 noting no differences.

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working papers.
We noted that there were no adjustments reported in Form SIPC-7.

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related
supporting schedules and working papers noting no differences.

We were not engaged to and did not conduct an examination, the objective of which would be the expression
of an opinion on compliance. 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 the specified parties listed above and is not
intended to be and should not be used by anyone other than these specified parties.
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Ernst & Young LLP

Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in assurance,

tax, transaction and advisory services.

Worldwide, our 141,000 people are united by

our shared values and an unwavering commitment to
quality. We make a difference by helping our people, our
clients and our wider communities achieve their potential.

For more information, please visit www.ey.com.

Ernst & Young refers to the global organization

of member firms of Ernst & Young Global Limited,
each of which is a separate legal entity.

Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services
to clients. This Report has been prepared by
Ernst & Young LLP, a client serving member firm
located in the United States.




