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OATH OR AFFIRMATION

Angela Fprsman swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Allianz Life Financial Services LLC _____________________________________ as

of
Decnber 31 20 ll

are true and correct 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 customer except as follows

MICHELE THOMFORDE

Notary Public

State of Minnesota

My Commission Expires

312013

Notary Public

Chief Financial Officer

Title
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KPMG LIP

4200 Wells Fargo Center

90 South Seventh Street

Minneapolis MN 55402

Report of Independent Registered Public Accounting Firm

The Board of Governors and Member

Allianz Life Financial Services LLC

We have audited the accompanying statement of financial condition of Allianz Life Financial Services

LLC the Company as of December 31 2011 and the related statements of operations members equity

and cash flows for the year then ended that are filed pursuant to Rule 7a-5 under the Securities Exchange

Act of 1934 These financial statements are the responsibility of the Companys management Our

responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of

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

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

internal control over fmancial reporting as basis for designing audit procedures that are appropriate in the

circumstances but not for the purpose of expressing an opinion on the effectiveness of the Companys

internal control over financial reporting Accordingly we express no such opinion An audit also 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 as well as

evaluating the overall financial statement presentation We believe that our audit provides reasonable

basis for our opinion

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

financial position of Allianz Life Financial Services LLC as of December 31 2011 and the results of its

operations and its cash flows for the year then ended in conformity with U.S generally accepted

accounting principles

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

whole The supplementary information contained in the Supplementary Schedule required by Rule 7a-5

under the Securities Exchange Act of 1934 is presented for purposes of additional analysis and is not

required part of the financial statements Such information is the responsibility of management and was

derived from and relates directly to the underlying accounting and other records used to prepare the

financial statements The information has been subjected to the auditing procedures applied in the audit of

the financial statements and certain additional procedures including comparing and reconciling such

information directly to the underlying accounting and other records used to prepare the financial statements

or to the financial statements themselves and other additional procedures in accordance with auditing

standards generally accepted in the United States of America In our opinion the information is fairly

stated in all material respects in relation to the financial statements taken as whole

February 24 2012

KPMG LLP is Delaware limited liability partnership

the U.S member firm of KPMG International Cooperative

IKPMG International Swiss entity



ALLIANZ LIFE FINANCIAL SERVICES LLC

Statement of Financial Condition

December 31 2011

Assets

Cash and cash equivalents 1180526
Investment in U.S Treasury notes at fair value amortized cost $28454282 29832874

Prepaid expenses 180767

Accrued interest receivable 189049

Receivable from Allianz Life Insurance Company of North America 20594215

Total assets 51977431

Liabilities and Members Equity

Liabilities

Payable to broker dealers 23417101
State taxes and fees payable 11790

Total liabilities 23428891

Members equity 28548540

Total liabilities and members equity 51977431

See accompanying notes to financial statements



ALLIANZ LIFE FINANCIAL SERVICES LLC

Statement of Operations

Year ended December 31 2011

Revenues

Commissions earned 283873362
12b-1 fees earned 34517311
Marketing stipend 13664831

Investment income 871047

Total revenues 332926551

Expenses

Commissions 283873362
Salaries and employee benefit charges 37318653
Marketing 15012404
Travel and entertainment 4314314
Information technology charges 1312426
Meetings and seminars 1179618
Taxes licenses and fees 1001242
Other expenses 786752

Advertising and public relations 741095

Occupancy charges 722821

General and administrative charges 590024

Printing and office supplies 418742
Outside administrative fees 399764

Legal expenses 373459

Postage and telephone 226444

Total expenses 348271120

Loss from operations 15344569

Reimbursement of excess of expenses over revenues from Allianz Life Insurance

Company of North America 15344569

Income before change in net unrealized appreciation of investments

Change in net unrealized appreciation of investments 585304

Net comprehensive income 585304

See accompanying notes to financial statements



ALLIANZ LIFE FINANCIAL SERVICES LLC

Statement of Members Equity

Year ended December 31 2011

Balance at December 31 2010 22963236

Capital contribution 5000000

Net comprehensive income 585304

Balance at December 31 2011 28548540

See accompanying notes to financial statements



ALLIANZ LIFE FINANCIAL SERVICES LLC

Statement of Cash Flows

Year ended December 31 2011

Cash flows from operating activities

Net comprehensive income 585304
Adjustments to reconcile net comprehensive income to net cash provided by operating activities

Change in net unrealized appreciation of investments 585304
Amortization of U.S Treasury notes 336718
Increase in interest receivable on U.S Treasury notes 101824
Increase in prepaid expenses 67504
Decrease in receivable from Allianz Life Insurance Company of North America 3874361
Increase in payable to broker dealers 2093995

Net cash provided by operating activities 6135746

Cash flows from investing activity

Purchase of U.S Treasury note 7622002

Net cash used in investing activity 7622002

Net decrease in cash and cash equivalents 1486256

Cash and cash equivalents beginning of year 2666782

Cash and cash equivalents end of year 1180526

Supplemental data

Noncash financing activity

Capital contribution in form of reduction in net payable/receivable from affiliate 5000000

See accompanying notes to financial statements



ALLIANZ LIFE FINANCIAL SERVICES LLC

Notes to Financial Statements

December 2011

Nature of Business and Significant Accounting Policies

Allianz Life Financial Services LLC the Company is wholly owned subsidiary of Allianz Life

Insurance Company of North America Allianz Life Allianz Life is wholly owned subsidiary of Allianz

of America Inc AZOA wholly owned subsidiary of Allianz Societas Europaea Allianz SE
European company incorporated in Germany The Company is registered broker dealer in securities

organized under the laws of Minnesota as limited liability company The Company is the distributor of

variable annuity products for Allianz Life and Allianz Life Insurance Company of New York Allianz of

New York wholly owned subsidiary of Allianz Life The Companys results of operations may not be

indicative of the results that might have been obtained had it operated independently of Allianz Life

The Company does not carry or hold securities for customer accounts

The following is summary of significant accounting policies followed by the Company

Commission revenue from sales of variable products is recorded monthly as the related premium is

recorded by Allianz Life Commission expense is recognized in the same manner as the related

income is earned

2b- fee revenue is recorded monthly based on percentage of Allianz Life and Allianz of New
York assets under management by certain fund companies Distribution expenses are allocated from

Allianz Life and recognized in the month the related income is earned

Marketing stipend revenue from sales of variable products is recorded monthly based on the assets

under management and sales of products sold by certain broker dealers Related marketing expense

is recognized in the month the income is earned The Company has agreements set up with retail

broker dealers to facilitate distribution of the variable product line These agreements generally

contain fees paid by the Company to the retail broker dealer as marketing allowance that is to be

used for promotional costs marketing brochures web site presence etc.

The Company classifies its fixed-maturity securities as available-for-sale Accordingly the

investments in these securities are valued at fair value as determined by published quotations Net

unrealized appreciation or depreciation in fair value is included as comprehensive income or loss on

the statement of operations

Deposits paid to the Financial Industry Regulatory Authority F1NRA for advertising and

representative fees are recorded as prepaid asset and expensed as incurred At December 31 2011

$180767 has been recognized as prepaid expense on the statement of financial condition

The Company is single-member limited liability company treated as disregarded entity pursuant to the

Internal Revenue Services check-the-box regulations While the Company is not liable to file any tax

returns with the Internal Revenue Service its attributes are included in the AZOA federal income tax

return If the Company were to file federal income tax return on stand-alone basis the Company
would incur tax expense of $400328

The Company is required by the State of California to pay an $800 annual tax for doing business in the

state and must pay fee based on annual income apportioned to California The Company incurred

Continued



ALLIANZ LIFE FINANCIAL SERVICES LLC

Notes to Financial Statements

December 31 2011

$12590 of taxes and fees that are included in taxes licenses and fees on the statement of operations of

which $11790 was payable at December 31 2011

Effective 2009 the State of Michigan required LLCs that were disregarded for federal income tax

purposes to pay business tax that consists of gross receipts tax and income tax The Company incurred

$347965 of taxes that are included in taxes licenses and fees on the statement of operations which was

payable by December 31 2011 Of the amount paid $177965 of the taxes related to the 2010 tax year

The Company adopted the provisions of new guidance within the Income Taxes topic of the Financial

Accounting Standards Board FASB Accounting Standards Codification Codification on January

2007 The Company had no unrecognized tax benefits as of January 2011 or any unrecognized tax

benefits as of December 31 2011 The Company does not expect any significant changes related to

unrecognized tax benefits during the next 12 months

The Company recognizes interest and penalties accrued related to unrecognized tax benefits in federal

income tax expense As of December 31 2011 the Company had not recognized any interest and

penalties

The financial statements have been prepared in accordance with U.S generally accepted accounting

principles GAAP The preparation of financial statements in conformity with GAAP 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 reported

amounts of revenues and expenses during the reporting period Actual results could differ from those

estimates Such changes in estimates are recorded in the period they are determined

Fair Value Measurements

U.S Treasury notes are carried at fair value on recurring basis in the Companys financial statements

The Fair Value Measurements and Disclosures topic of the Codification establishes fair value hierarchy

that prioritizes the inputs used in the valuation techniques to measure fair value

Level Unadjusted quoted prices for identical assets or liabilities in active markets that the

Company has the ability to access at the measurement date

Level Valuations derived from techniques that utilize observable inputs other than quoted

prices included in Level which are observable for the asset or liability either directly

or indirectly 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

Inputs other than quoted prices that are observable and

Inputs that are derived principally from or corroborated by observable market data

by correlation or other means

Continued



ALLIANZ LIFE FINANCIAL SERVICES LLC

Notes to Financial Statements

December 31 2011

Level Valuations derived from techniques in which the significant inputs are unobservable

Level fair values reflect the Companys own assumptions about the assumptions that

market participants would use in pricing the asset or liability including assumptions

about risk

The Company has analyzed the valuation techniques and related inputs evaluated its assets and liabilities

reported at fair value and determined an appropriate fair value hierarchy level based upon trading activity

and the observability of market inputs Based on the results of this evaluation and investment class

analysis each valuation was classified into Level or

The following table presents the assets measured at fair value on recurring basis and their corresponding

fair value hierarchy at December 31 2011

Total Level Level Level

Assets accounted for at fair value

Investment in U.S Treasury notes 29832874 29832874

Total assets accounted

for at fair value 29832874 29832874

The following is discussion of the methodologies used to determine fair values for the financial

instruments listed in the above table These fair values represent an exit price i.e what buyer in the

market place would pay for security in current sale or charge to transfer liability

Valuation of U.S Treasury Notes

The fair value of U.S Treasury notes is based on quoted market prices for identical securities

Management is responsible for establishing and maintaining an adequate internal control structure to

prevent or detect material misstatements related to fair value measurements and disclosures Management
has reviewed the pricing sources and noted that all are actively traded in quoted markets and are

appropriately classified as level one

Transfers

The Company reviews its fair value hierarchy classifications annually Changes in the observability of

significant valuation inputs identified during this review may cause reclassification of fair value hierarchy

levels of financial assets and liabilities These reclassifications are reported as transfers in/out of the

various levels in the beginning of the period in which the change occurs The Company has no Level

financial assets or liabilities In addition there were no transfers in/out of Level and

Nonrecurring Fair Value Measurements

Occasionally certain assets and liabilities are measured at fair value on nonrecurring basis e.g impaired

assets At December 31 2011 there were no assets or liabilities reported at fair value on nonrecurring
basis

Continued



ALLIANZ LIFE FINANCIAL SERVICES LLC

Notes to Financial Statements

December 31 2011

Transactions with Related Parties

For the year ended December 31 2011 the Company earned commission revenues of $283873362 from

Allianz Life and Allianz of New York

For the year ended December 31 2011 the Company earned administrative fees of $50000 from Allianz

Life Advisers LLC wholly owned subsidiary of Allianz Life The amount is included in the 12b-1 fees

earned on the Statement of Operations

The Company has no employees Management agreements entered into by and between the Company and

Allianz Life and Allianz of New York exist whereby all expenses except for commissions legal and

certain marketing expenses incurred by Allianz Life and Allianz of New York on behalf of the Company

are allocated to the Company including salaries employee benefits operating costs and administrative

services incurred by Allianz Life and Allianz of New York on behalf of the Company During 2011

$49011895 was allocated to the Company using an allocation method developed by management of

Allianz Life and Allianz of New York The balance due to Allianz Life and Allianz of New York was

$2822886 as of December31 2011

Under these same agreements with the Company Allianz Life and Allianz of New York have also agreed

to reimburse the Company for the excess of expenses over revenues exclusive of unrealized investment

gains or losses management fee for services rendered by Allianz Life and Allianz of New York may be

charged as an additional expense in the event that revenues exceed the other expenses For the year ended

December 31 2011 total expenses exceeded revenues The total reimbursement from Allianz Life and

Allianz of New York to the Company was $15344569 under this agreement

Commissions due to broker dealers are paid by Allianz Life and Allianz of New York on behalf of the

Company At December 31 2011 the Company has payable due to broker dealers of $23417101 with

corresponding receivables of $22907883 and $509218 from Allianz Life and Allianz of New York

respectively for commission revenue as discussed in note The receivables are net of management

expenses allocated of $2822886 for net receivables of $19845243 and $748972 from Allianz Life and

Allianz of New York respectively as of December 31 2011

The Company maintains selling agreement with Questar Capital Corporation wholly owned subsidiary

of Allianz Life For the year ended December 31 2011 the agreement resulted in $2778032 in

commission revenue for the Company which is 0.98% of total commissions earned by the Company

Net Capital Requirement

The Company is subject to the Securities and Exchange Commission SEC Uniform Net Capital Rule

Rule 15c3-l and is required to maintain minimum net capital of $1561926 as of December 31 2011 At

December 31 2011 the Company had net capital of $7107120 which was $5545194 in excess of the

minimum required The Companys net capital ratio ratio of aggregate indebtedness to net capital was

3.301 at December 31 2011

Continued



ALLIANZ LIFE FINANCIAL SERVICES LLC

Notes to Financial Statements

December 31 2011

Rule 15c3-3 Exemption

The Company does not hold customer funds or safekeep customer securities and is therefore exempt from

Rule 5c3-3 of the SEC under subsection 1i Under this exemption the Computation for

Determination of Reserve Requirements and Information Relating to the Possession or Control

Requirements are not required

Commitments and Contingencies

The Company may be involved in various pending or threatened litigation arising out of the normal course
of business In the opinion of management the ultimate resolution of such litigation will not have

material adverse effect on the financial position or results of the Company

Subsequent Events

Subsequent events have been evaluated through February 24 2012 which is the date the financial

statements were available to be issued

10



Supplementary Schedule

ALLIANZ LIFE FINANCIAL SERVICES LLC

Computation of Net Capital and Aggregate Indebtedness

under Rule 5c3- of the Securities and Exchange Commission

December 31 2011

Members equity 28548540
Deduct nonallowable assets

Receivable from Allianz Life Insurance Company of North America 20594215
Accrued interest receivable

189049
Prepaid expenses 180767

Net capital before haircuts on securities positions 7584509

Haircuts on U.S Treasury notes and cash equivalents 477389

Net capital 7107120

Minimum capital required to be maintained greater of 6-2/3% of aggregate
indebtedness or $5000 1561926

Net capital in excess of requirement 5545194

Aggregate indebtedness 23428891

Ratio of aggregate indebtedness to net capital 3.301

There were no material differences in the computation of net capital or aggregate indebtedness between

the amounts included in Part II of Form X-1 7A-5 and the above audited computation

See accompanying report of independent registered public accounting firm
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KPMG LLP

4200 Wells Fargo Center

90 South Seventh Street

Minneapolis MN 55402

Report of Independent Registered Public Accounting Firm on Internal

Control Pursuant to Rule 17a-5

The Board of Governors and Member

Allianz Life Financial Services LLC

In planning and performing our audit of the financial statements of Allianz Life Financial Services LLC

the Company as of and for the year ended December 31 2011 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 7a-5g1 of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control

activities for safeguarding securities This study included tests of compliance with such practices and

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

computations of aggregate indebtedness or aggregate debits and net capital under Rule 17a-3a1 and

for 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

Making quarterly securities examinations counts verifications and comparisons and recordation of

differences required by Rule 7a- 13

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 previously 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

KPNIG LLP is Delaware limited liability partnership

the U.S member firm of KPMG International Cooperative

KPMG International Swiss entity



deficiency in internal control 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 and correct misstatements on timely basis significant deficiency is deficiency or combination

of deficiencies in internal control that is less severe than material weakness yet important enough to

merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the entitys financial statements will not be

prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

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

weaknesses We did not identify any deficiencies in internal control and control activities for safeguarding

securities that we consider to be material weaknesses as defined previously

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 thatdo not

accomplish such objectives in all material respects indicate material inadequacy for such purposes Based

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

described in the second paragraph of this report were adequate at December 2011 to meet the SECs

objectives

This report is intended solely for the information and use of the Board of Governors and Member

management the SEC and other regulatory agencies that rely on Rule 7a-5g under the Securities

Exchange Act of 1934 in their regulation of registered brokers and dealers and is not intended to be and

should not be used by anyone other than these specified parties

February 24 2012
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