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OATH OR AFFIRMATION

I, Craig Dahmen , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
SagePoint Financial, Inc. , as

of December 31 ,20 12 , 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:

N/A

Signature

Craig Dahmen — Chief Financial Officer

. Title
Al Judith R. Embry
(l " Notary Public Notary Public

Cobb County, GA
This report ** contains (check all applicable boxes): June 17, 2014
k] (a) Facing Page.
k] (b) Statement of Financial Condition.
kK1 (c) Statement of Income (Loss).
k] (d) Statement of Changes in Financial Condition.
Kl (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
[J (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
Kl (g) Computation of Net Capital.
[(d (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
a
a
O
fot
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O

(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 15¢3-1 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.

() An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.
(n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

xx (o) Regt)zt of Independent Auditors on Internal Con}l;%ls X uired by SEC Rije 7%1?% 3.
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Independent Auditor's Report

To the Board of Directors and Stockholder of
SagePoint Financial, Inc.

We have audited the accompanying financial statements of SagePoint Financial, Inc. (the “Company’),
which comprise the statement of financial condition as of December 31, 2012, and the related statements
of operations, changes in stockholder’s equity, and cash flows for the year then ended.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or

efrror.

Auditor's Responsibility

Our responsibility is to express an opinion on the 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, we consider internal control relevant to the Company's preparation and fair
presentation of the financial statements in order to design 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. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Company at December 31, 2012, and the results of its operations and its cash
flows for the year then ended in accordance with accounting principles generally accepted in the United

States of America.

PricewaterhouseCoopers LLP, 1075 Peachtree Street, Suite 2600, Atlanta, GA 30309-3851
T: (678) 419 1000, Www.pwc.com/us
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Other Matter
Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a

whole. The information contained in Schedules 1 and Il is presented for purposes of additional analysis
and is not a required part of the financial statements, but is supplementary information required by Rule
17a-5 under the Securities Exchange Act of 1934. The 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 a whole.

(P vk il ompos [LF

February 27, 2013
Atlanta, Georgia



SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Statement of Financial Condition
Year Ended December 31, 2012

(in thousands of dollars, except share amounts)

Assets
Cash and cash equivalents $ 26,105
Cash segregated under federal and other regulations 795
Receivables from broker-dealers and clearing organizations (Note 4) 10,578
Receivables from investment advisors 3,666
Securities pledged to insurance company 48
Securities owned 47
Notes and accounts receivable from registered representatives,
net of allowance of $3,276 267
Furniture, equipment and software, at cost, net of accumulated
depreciation and amortization of $19,121 1,161
Deferred tax asset, net 8,163
Prepaid expenses and other assets 6,841
Total assets $ 57,671
Liabilities and Stockholder's Equity
Commissions payable $ 10,464
Accounts payable and accrued expenses 7,962
Income taxes payable to Parent 282
Securities sold, not yet purchased 32
Payables to affiliates, net of receivables (Note 7) 5,287
Total liabilities 24,027
Commitments and contingencies (Note 11)
Stockholder’s Equity
Common stock - $250 par value; 1,000 shares authorized
and outstanding 250
76,887

Additional paid-in capital

Accumulated deficit (43,493)

Total stockholder’s equity 33,644
Total liabilities and stockholder’s equity $ 57,671

The accompanying notes are an integral part of these financial statements.
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SagePoint Financial, Inc.

(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Statement of Operations

Year Ended December 31, 2012

(in thousands of dollars)

Commissions
Commission revenue
Commission expense

Net retained commissions
Other revenues
Investment advisory fee revenue
Sponsor revenue

Interest income
Other income

Total other revenues
Other expenses
Investment advisory fee expense
Marketing and meeting expense
Clearance and other expense
General and administrative expense
Total other expenses
Income before income taxes

Income tax expense (Note 9)

Net Income

$ 143,130
(126,913)

16,217

64,810
17,277

72
15,181

97,340

(55,025)
(3,563)
(4,421)

(49,025)

(112,034)
1,523

(1,007)

$ 516

——————————

The accompanying notes are an integral part of these financial statements.
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SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Statement of Changes in Stockholder’s Equity
Year Ended December 31, 2012

(in thousands of dollars, except share amounts)

Additional
Common Stock Paid-In Accumulated
Shares Amount  Capital Deficit Total
Balances as reported at January 1, 2012 1000 $ 250 $ 76882 $ (31,709) § 45,423
Dividends paid to Parent - - - (12,300) (12,300)
Capital contribution from Parent - - 5 - 5
Net Income - - - 516 516
Balances at December 31, 2012 1,000 §$ 250 $ 76,887 $ (43,493) $ 33,644

The accompanying notes are an integral part of these financial statements.
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SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Statement of Cash Flows
Year Ended December 31, 2012

(in thousands of dollars)

Cash flows from operating activities

Net income $ 516
Adjustments to reconcile net income to net cash
used in operating activities
Depreciation and amortization 178
Deferred taxes 854
Non cash capital contribution from Parent 5
Change in operating assets and liabilities
Receivables from broker-dealers and clearing organizations 1,451
Receivables from investment advisors (238)
Securities pledged to insurance company 132
Securities owned, net (21)
Notes and accounts receivable from registered representatives 1,678
Prepaid expenses and other assets (891)
Commissions payable (1,109)
Payables to affiliates, net 1,230
Accounts payable and accrued expenses (2,269)
Securities sold, not yet purchased 18
Income taxes receivable from Parent 355
Net cash provided by operating activities 1,889
Cash flows used in investing activities
Purchases of fixed assets 929
Cash flows used in financing activities
Dividends paid to Parent (12,300)
Net decrease in cash and cash equivalents (11,340)
Cash and cash equivalents
Beginning of year 37,445
End of year $ 26,105
Supplemental cash flow information
Net taxes paid $ (202)

Noncash financing activity:

During the year ended December 31, 2012 the Company recorded officer compensation totaling
$5 as a capital contribution from its Parent.

The accompanying notes are an integral part of these financial statements.
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SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Notes to Financial Statements
December 31, 2012

1. Organization and Operations

SagePoint Financial, Inc. (the “Company) is a wholly-owned subsidiary of AIG Advisor Group, Inc.
(“AIG AG”), which in turn is a wholly-owned subsidiary of American General Life Insurance
Company, Inc. (‘AGL"). AGL is a wholly-owned subsidiary of SAFG, Inc., which is a wholly-owned
subsidiary of SAFG Retirement Services, Inc. (the “Parent”), which is wholly-owned by American
International Group, Inc. (“AIG”). The Company is a broker-dealer registered with the Financial
Industry Regulatory Authority and the Securities and Exchange Commission (“SEC”) pursuant to
the Securities Exchange Act of 1934, and an investment advisor registered under the Investment
Advisers Act of 1940. The Company’s primary business is the sale of financial products through its
independent registered representatives. The Company’s registered representatives sell financial
products sponsored by the Parent and other affiliates (collectively, the “Affiliates”), as well as other

unaffiliated companies.

The Company executes all of its customers’ transactions on a fully-disclosed basis, through
unaffiliated clearing broker-dealers, which carry the accounts and securities of the Company’s

customers.
2. Significant Accounting Policies

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted

in the United States of America (“US 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 recorded amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates and

assumptions.

Recently Issued Accounting Pronouncements
Disclosures about Offsetting Assets and Liabilities:

In December 2011, the Financial Accounting Standards Board (“FASB”) issued Accounting
Standards Update (“ASU") 2011-11, Disclosures about Offsetting Assets and Liabilities. These
disclosure requirements are intended to help investors and other financial statement users to better
assess the effect or potential effect of offsetting arrangements on an entity's financial position.
Entities are required to disclose both gross and net information about instruments and transactions
eligible for offset in the statement of financial position as well as instruments and transactions
subject to an agreement similar to a master netting arrangement. In addition, entities are required
to disclose collateral received and posted in connection with master netting agreements or similar
arrangements. This guidance is effective for interim and annual periods beginning on or after
January 1, 2013. On January 31, 2013, the FASB issued ASU 2013-01, Clarifying the Scope of
Disclosures about Offsetting Assets and Liabilities, which limits the scope of the new balance sheet
offsetting disclosures to derivatives, repurchase agreements, and securities lending transactions to
the extent that they are (1) offset in the financial statements or (2) subject to an enforceable master
netting arrangement or similar agreement. An entity is required to apply ASU 2013-01 for annual
reporting periods beginning on or after January 1, 2013. This date coincides with the effective date
of the disclosure requirements in ASU 2011-11.The adoption of this guidance will result in
increased disclosures, but will have no effect on the Company's financial condition or results of

operations.

Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S.
GAAP and IFRSs:



SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Notes to Financial Statements
December 31, 2012

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement (Topic 820): Amendments
to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and
IFRSs, to converge the fair value measurement guidance in US GAAP with the fair value
measurement guidance concurrently issued by the International Accounting Standards Board for
International Financial Reporting Standards (“IFRS"). The amended guidance does not extend the
use of fair value but, rather, provides guidance about how fair value should be applied where it
already is required or permitted under US GAAP. While many of the changes are clarifications of
existing guidance or wording changes to align with IFRS, the amended guidance changes some fair
value measurement principles and disclosure requirements. For non-public entities, the
amendments were effective for annual periods beginning after December 15, 2011 (January 1,
2012 for the Company). The adoption of this guidance did not have a material effect on the
Company’s financial condition or results of operations.

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

transactions occur.

Sponsor Revenue and Related Marketing and Meeting Expense

The Company receives sponsor revenues from various investment advisors and insurance
companies (the “Sponsors”) related to sales by the Company's registered representatives of mutual
fund, variable annuity and other products of the Sponsors, as well as in return for Sponsors
attending the Company’s representative meetings. The Company records sponsor revenues when
earned. The Company incurs expenses related to conventions and other events to provide
Sponsors with access to the Company's registered representatives. The Company records
marketing and meeting expenses when incurred.

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. Gains and losses arising from all securities

transactions are recorded on a trade date basis.

Securities owned and securities sold, not yet purchased, are carried at fair value on the Statement
of Financial Condition. Realized and unrealized gains and losses are reflected in other income in
the Statement of Operations.

Fair Value Measurements

In accordance with the authoritative guidance on fair value measurements and disclosures under
US GAAP, the Company discloses the fair value of its investments in a 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 1 measurement) and the lowest priority to valuations based upon unobservable
inputs that are significant to the valuation (level 3 measurements). The guidance establishes three
levels of the fair value hierarchy as follows:

Level 1: 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;



SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Notes to Financial Statements
December 31, 2012

Level 2: 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 3: Inputs that are unobservable.

A financial instrument’s 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
Attimes, 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.

Repayable and Forgivable Notes Receivable from Registered Representatives
Repayable notes receivable from registered representatives consist of interest bearing loans with
maturities ranging from one to seven years. These loans are included in notes and accounts
receivable from registered representatives on the Statement of Financial Condition.

The Company also makes loans or pays advances to independent representatives as part of its
hiring and retention process. Each year, a portion of these loans will be forgiven (generally over a
period of three to seven years) if the representative meets certain operating and gross dealer
concession levels. These loans are classified with prepaid expenses and other assets on the
Statement of Financial Condition.

Reserves are established on these receivables if it is determined that it is probable the amount will
not be collected.

Furniture, Equipment, and Software

Furniture, equipment, and software are recorded at cost less accumulated depreciation and
amortization. Depreciation and amortization is provided on a straight-line basis over the useful
lives of the assets, currently estimated to be three to eight years.

Officer Compensation

Certain officers of the Company participate in a 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, a
corresponding capital contribution is recorded for the amount of the compensation expense.

Additionally, certain officers of the Company, the Parent, and AlG participate in various other
compensation plans of AIG. The Company is allocated a portion of these expenses from AIG
through the Parent and records those expenses in general and administrative expense in the



SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Notes to Financial Statements
December 31, 2012

accompanying Statement of Operations with an offsetting liability recorded as a payable to affiliate
in the accompanying Statement of Financial Condition.

Income Taxes

The Company is included in the AlG consolidated federal income tax return. Federal and state
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 the Parent. The amount of
current taxes payable or receivable is recognized as of the date of the financial statements, utilizing
currently enacted tax laws and rates. The Company uses the liability method to account for federal
and state taxes in accordance with authoritative guidance 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. Interest and penalties, when incurred, are recognized in general and
administrative expense.

The Company recognizes and measures its unrecognized tax benefits in accordance with
authoritative guidance. 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 tax positions at the end of the year for which itis reasonably
possible that the total amounts of unrecognized tax benefits will significantly increase or decrease
within twelve months of the reporting date.

Out of Period Adjustments

In 2012 the Company recorded an out of period adjustment of approximately $223,000 primarily
related to bonus accruals to correct an error that arose in 2011.  The impact of the 2012
adjustment was an decrease to income of approximately $223,000. The error in 2011 and the
correction in 2012 is not considered material to the current or previously issued financial
statements.

3. Cash Segregated Under Federal and Other Regulations
Cash of approximately $795,000 as of December 31, 2012 is segregated under provisions of the
Securities Exchange Act of 1934 and represents estimated breakpoint refund reserves.

4, Receivable from Broker-Dealer and Clearing Organizations

Amounts receivable from broker-dealers and clearing organizations at December 31, 2012 consist
of the following:

10



SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Notes to Financial Statements
December 31, 2012

(in thousands of dollars)

Receivable from clearing broker $ 2,064
Fees and commissions receivable 8,514
$ 10,578
5. Furniture, Equipment, Leasehold Improvements and Software

Furniture, equipment, and software consist of the following at December 31, 2012:

(in thousands of dollars)

Computer equipment $ 5,463
Furniture, fixtures and equipment 7,224
Software 7,595
20,282

Less: Accumulated depreciation and amortization (19,121)
$ 1,161

For the year ended December 31, 2012, depreciation and amortization expense totaled
approximately $178,000 and is included in general and administrative expense in the
accompanying Statement of Operations.

6. Securities at Fair Value

Securities at fair value at December 31, 2012 are summarized as follows:

Balance
December 31,
(in thousands of dollars) 2012 Level 1 Level 2
Securities owned at fair value
Unit Investment Trust $ 21 $ - $ 21
Corporate Bonds 26 - 26
$ 47 % - $ 47
Securities sold, not yet purchased,
at fair value
Common Stock $ (32) § 32) § -

Cash equivalents, at fair value
Money Market Fund $ 24,026 $ 24,026 $ -
Securities pledged to insurance
company, at fair value
Money Market Fund 3 48 $ 48 $ -

11



SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Notes to Financial Statements
December 31, 2012

There were no Level 3 securities at December 31, 2012. During 2012, there were no transfers of
securities between levels.

7. 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, 2012 includes approximately $5,793,000
earned on sales of mutual funds and insurance products sponsored by Affiliates. Commission
expense for the year ended December 31, 2012 includes approximately $5,106,000 on sales of
products sponsored by Affiliates.

The Parent negotiates insurance policies and allocates the expense to each individual broker-
dealer. For the year ended December 31, 2012, the Company was allocated approximately
$393,000 for these expenses which is reflected in clearance and other expenses in the
accompanying Statement of Operations.

The Company has pledged approximately $48,000 to an affiliated insurance company to be used
as a 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 approximately $3,609,000 for
the year ended December 31, 2012, which is included in other income in the Statement of
Operations.

At December 31, 2012 the Company had the following intercompany receivables and payables due
to and from affiliates:

(In Thousands of dollars)
Due (to)/from

SunAmerica Annuity $ (356)
V2020 Wealth Management Corp (65)
Financial Service Corporation (2)
FSC Securities Corporation 36
AIG Advisor Group, Inc. (4,913)
Royal Alliance Associates, Inc. 13

$ (5,287)

8. Deferred Commissions Payable

The Company has an incentive plan to compensate registered representatives who produce
substantial business for the Company on a continuing basis. The Company accrues 5% of
qualified commissions, as defined, and an assumed investment return less the effect of expected
forfeitures, to the plan each year. Participants become fully vested in the annual contributions at
the end of five years provided their qualified commissions meet a defined minimum level each year
and that they are still registered representatives of the Company. The plan is closed to new
participants. For plan years beginning January 1, 1991, any amounts forfeited by disqualified

12



SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Notes to Financial Statements
December 31, 2012

participants are reallocated to the Company. Amounts payable by the Company as of December
31, 2012 amounted to approximately $549,000.

9. Income Taxes

The components of the provision for income taxes at December 31, 2012, are as follows:

(in thousands of dollars)

Current

Federal expense $ 1,624

State expense 33
Current expense 1,657

Deferred

Federal benefit (717)

State expense 67
Deferred benefit 650
Total expense $ 1,007

Deferred tax assets and liabilities principally arise as a result of temporary difference from deferred
compensation and related accrued interest, legal reserves and errors and omission reserves. The
difference between the federal statutory tax rate of 35 percent and the Company'’s effective income
tax rate of sixty six percent for the year ending December 31, 2012 results from the following:

(in thousands of dollars)

Tax expense Tax Rate
533  35.00%

Expected tax at 35%

Meals & Entertainment 19 1.22%

Incentive Stock Options 2 0.13%

Other Permanent items 11 0.70%
64 4.22%

State Taxes (net of federal benefit)

Return To Provision Credits - Others (33) -2.13%
Federal Return to Provision 38 2.49%
Federal Discrete Adjustments
Tax Impact of Expense Allocations 382 25.07%
Pension Expense to Deferred 9) -0.57%

Total Income Tax Expense 1,007  66.12%

The Company recognizes and measures its unrecognized tax benefits in accordance with US
GAAP. 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.

13



SagePoint Financial, Inc.
(An indirectly wholly-owned subsidiary of American International Group, Inc.)

Notes to Financial Statements
December 31, 2012

10.

1.

The Company does not have any tax positions at the end of the year for which it is reasonably
possible that the total amounts of unrecognized tax benefits will significantly increase or decrease
within twelve months of the reporting date.

Income taxes receivable from the Parent are comprised of the following at December 31, 2012:

(in thousands of dollars)

Payable for federal taxes $ (368)
Receivable for state taxes 86
Total Payable $ (282)

Net Capital Requirements

Under Rule 15¢3-1 of the Securities Exchange Act of 1934 (the “Rule”), the Company is required to
maintain a 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 $250,000 or two percent of aggregate debit balances. At December 31,
2012, the Company had net capital of $11,091,393 which was $10,841,393 in excess of the
amount required. The Company had no debit items at December 31, 2012.

The Company claims exemption from SEC Rule 15¢3-3 under paragraph (k)(2)(ii) of this Rule.

Commitments and Contingencies

In the normal course of business, the Company enters into contracts that contain a variety of
representations and warranties and which provide general indemnifications. The Company's
maximum exposure under these arrangements is unknown as this would involve future claims that
may be made against the Company that have not yet occurred. However, based on experience,
the Company expects the risk of loss to be remote.

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.

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.
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The Company provides representations and warranties to counterparties in connection with a
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 a 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.

Deferred Compensation

AlG has established a nonqualified deferred compensation plan (the “Plan”) in which certain of the
Company’s registered representatives were allowed to elect to participate along with registered
representatives of other affiliated companies. Effective January 2009, the Plan was frozen; no
future contributions are allowed. The compensation deferral was deposited into a trust account
maintained by an unaffiliated company. The value of the deferred compensation fluctuates with the
value of the investment alternatives chosen. AlG has provided a full and unconditional guarantee
of the obligations to pay the deferred compensation under the Plan.

Additionally at December 31, 2012, the Company has established a liability of approximately
$423,000 to provide certain participants up to a 2.75% cumulative return upon payout as provided
in the Plan documents.

Clearing Broker-dealer

In the normal course of business, the Company’s customer activities involve the execution,
settlement and financing of various customer securities transactions. The Company uses a
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 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

The Company has a non-cancelable lease for its office space, which expires in May 2017. The
lease provided for abatements during the first nine months of the lease term. The effect of the rent
abatement is being recognized on a straight-line basis over the lease term. The lease also
provides for certain rent increases on each anniversary of the lease commencement date
beginning in July 2013. For financial reporting purposes, rent expense is charged to operations on
a straight-line basis over the term of the lease. At December 31, 2012, the aggregate minimum
annual base rent obligations under the operating lease are as follows:
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(In Thousands of dollars)

2013 $ 876
2014 897
2015 919
2016 941
2017 396

$ 4,029

Rent expense was approximately $762,000 for the year ended December 31, 2012.
12. Subsequent Events
Management of the Co