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Consolidated Statement of Financial Condition  (Unaudited) 
(In thousands of dollars, except share data) May 31, 2008 

Assets  

Cash and cash equivalents  $ 74,929 
Cash deposited with clearing organizations or segregated under federal and other regulations or requirements   12,248 
Financial instruments owned, at fair value:  
 U.S. government and agency securities   167,761 
 Corporate and other debt   7,794 
 Corporate equities    9,589 
Receivables:  
 Customers   14,014 
 Brokers, dealers and clearing organizations   43,172 
 Funds   14,619 
 Trustee   7,181 
 Other   5,732 
 Affiliates    3,578 
Goodwill   17,768 
Other assets   377 
Total assets  $ 378,762 

Liabilities and Stockholder’s Equity  

  
Short –term borrowings – affiliates  $ 36,327 
Financial instruments sold, not yet purchased, at fair value:  
 Corporate equities   2,223 
 Derivative contracts    72 
Payables:  
 Customers   33,269 
 Brokers, dealers and clearing organizations   81,020 
 Trustee   2,292 
Other liabilities and accrued expenses   26,079 
Total liabilities   181,282 
  
Minority Interest   47,428 
  
Stockholder’s equity:  
 Common stock ($100 par value, 2,500 shares authorized, issued and outstanding)   250 
 Paid-in capital   132,365 
 Retained earnings   17,437 
 Total stockholder’s equity   150,052 
Total liabilities, minority interest and stockholder’s equity  $ 378,762 
  
See Notes to Consolidated Statement of Financial Condition.
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Notes to Consolidated Statement of Financial Condition (Unaudited)
(In thousands of dollars, except where noted) May 31, 2008
 
NOTE 1 -  
Introduction and Basis of Presentation 

The Company 
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”) and distributor of the 
Van Kampen open and closed end funds (collectively, the 
“Funds”).  The Company is a wholly owned subsidiary of 
Van Kampen Investments Inc. (the “Parent”), which is a 
wholly owned indirect subsidiary of Morgan Stanley (the 
“ultimate Parent”).  The Company’s products are sold by 
unaffiliated distributors and by subsidiaries of 
Morgan Stanley. 

Basis of Financial Information 
The consolidated statement of financial condition is prepared 
in accordance with accounting principles generally accepted 
in the U.S. which require the Company to make estimates 
and assumptions that affect the reported amounts in the 
consolidated statement of financial condition and related 
disclosures.  The Company believes that the estimates 
utilized in the preparation of the consolidated statement of 
financial condition are prudent and reasonable.  Actual 
results could differ materially from these estimates. 

All material intercompany accounts and transactions have 
been eliminated in consolidation. 

The consolidated statement of financial condition includes 
the accounts of Van Kampen Funds Inc. and a money 
market fund managed by an affiliate in which the Company 
has a controlling financial interest.  The Company’s policy is 
to consolidate all entities in which it has a controlling 
financial interest.   The financial results of the money market 
fund are consolidated into the Company’s results.  The 
Company reports the proportionate share of equity interest 
held by the minority interest on the consolidated statement 
of financial condition. 

Related Party Transactions 
Transactions with the Parent and its affiliates primarily 
include reimbursement of expenses, sales of the deferred 
commission assets and deferred sales charge receivables 
related to UIT, tax transactions and short term borrowing.   

Fund Distribution Costs 
Sales commissions paid by the Company in conjunction with 
the sale of its open end products are recorded as deferred 
commission assets.  The Company sells the deferred 
commission assets to its Parent at cost.  As a result, the 
Parent is entitled to the 12b-1 distribution fees and any 
contingent deferred sales charge received by the Company.  
Sales commissions paid by the Company in conjunction with 
the sale of certain of its closed end products are fully 
reimbursed by an affiliate.  As a result, the affiliate is entitled 
to any contingent deferred sales charge received by the 
Company.   

The Company pays to an affiliate shareholder servicing fees 
for providing certain services to shareholders who are 
investing into the Funds.  The Company also pays 
distribution fees to an affiliate for sourcing assets into the 
class C shares of the Funds after one year from the date of 
purchase. 

The sale of Company sponsored UITs that involve a 
deferred sales charge to the purchaser of those products 
result in deferred sales charge receivables which are due to 
the Company from the UIT.  The Company sells the 
deferred sales charge receivables to its Parent at cost. 

The Company compensates an affiliate in connection with 
volume concessions based on the sale of UITs and second 
year deferred sales charge based on units outstanding. 

The Company compensates an affiliate in connection with 
the sale, distribution, retention, and/or servicing of Fund 
shares. 

Short Term Borrowings 
Short-term borrowings from affiliates are unsecured, bear 
interest at prevailing market rates and are payable on 
demand.  Such balance consists primarily of intercompany 
funding from the ultimate Parent as well as other 
intercompany payables which settle in the normal course of 
business. 
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NOTE 2 -  
Summary of Significant Accounting Policies 

Cash and Cash Equivalents 
Cash and cash equivalents consist of cash and highly liquid 
investments not held for resale with maturities, when 
purchased, of three months or less.  They are primarily 
comprised of investments in a money market fund. 

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 represent the clearing fund requirement held 
with the National Securities Clearing Corporation and 
Depository Trust & Clearing Corporation.  It also includes a 
certificate of deposit segregated in a special reserve bank 
account for the benefit of customers under Rule 15c3-3 of 
the Securities Exchange Act of 1934. 

Financial Instruments and Fair Value 
All of the Company’s financial instruments are carried at fair 
value with changes in fair value recognized in earnings each 
period. 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 investment activities and include both cash 
and derivative products. 

Fair Value Option 
Statement of Financial Accounting Standards (“SFAS”) No. 
159, “The Fair Value Option for Financial Assets and 
Financial Liabilities” (“SFAS No. 159”)  provides entities the 
option to measure certain financial assets and financial 
liabilities at fair value with changes in fair value recognized in 
earnings each period. SFAS No. 159 permits the fair value 
option election on an instrument-by-instrument basis at 
initial recognition of an asset or liability or upon an event 
that gives rise to a new basis of accounting for that 
instrument.  The Company has not elected the fair value 
option for any financial instruments. 

Fair Value Measurement – Definition and Hierarchy 
The Company adopted the provisions of SFAS No. 157, 
“Fair Value Measurements” (“SFAS No. 157”), effective 
December 1, 2006.  Under this standard, 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.  SFAS No. 157 establishes a hierarchy 
for inputs used in measuring fair value that maximizes the 
use of 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 reliability 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.  Valuation 
adjustments and block discounts are not applied to Level 
1 instruments.  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. 
 
Examples of assets and liabilities utilizing Level 1 inputs 
are: U.S government and agency securities; and certain 
corporate equities.  

• Level 2 -- Valuations based on quoted prices in markets 
that are not active or for which all significant inputs are 
observable, either directly or indirectly.  
 
Examples of assets and liabilities utilizing Level 2 inputs 
are:  corporate and other debt; certain corporate equities; 
and derivative contracts. 

•  Level 3 -- Valuations based on inputs that are 
unobservable and significant to the overall fair value 
measurement.  
 
The Company did not have any assets categorized as 
Level 3 as of May 31, 2008. 
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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, 
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. 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 in its entirety falls is determined based on the 
lowest level input that is significant to the fair value 
measurement in its entirety.   

Fair value is a market-based measure considered from the 
perspective of a market participant who holds the asset or 
owes the liability 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 that market participants would use in pricing the asset 
or liability at the measurement date. The Company uses 
inputs that are current as of the measurement date, including 
during periods of market dislocation. In normally active 
markets, the price transparency for actively quoted 
instruments may be reduced during periods of market 
dislocation. This condition could cause an instrument to be 
reclassified from Level 1 to Level 2 or Level 2 to Level 3.   

Valuation Techniques 
Many cash and over-the-counter (“OTC”) contracts have bid 
and ask prices that can be observed in the marketplace.  Bid 
prices reflect the highest price that the Company and others 
are willing to pay for an asset. Ask prices represent the lowest 
price that the Company and others are willing to accept for 
an asset. For financial instruments whose inputs are based on 
bid-ask prices, the Company does not require that fair value 
estimate always be a predetermined point in the bid-ask 
range.  The Company’s policy is to allow for mid-market 
pricing and adjusting to the point within the bid-ask range 
that meets the Company’s best estimate of fair value. For 
offsetting positions in the same financial instrument, the 
same price within the bid-ask spread is used to measure both 
the long and short positions.   

Fair value for many cash and OTC contracts is derived using 
pricing models.  Pricing models take into account the 

contract terms (including maturity) as well as multiple inputs 
including, where applicable, commodity prices, equity prices, 
interest rate yield curves, credit curves, creditworthiness of 
the counterparty, option volatility and currency rates.  Where 
appropriate, valuation adjustments are made to account for 
various factors, including bid-ask spreads, credit quality and 
market liquidity. These adjustments are subject to judgment, 
are applied on a consistent basis and are based upon 
observable inputs where available.  The Company subjects all 
valuations and models to a review process on a periodic 
basis. 

U.S. Government and Agency Securities  
U.S. government and agency securities are valued using 
quoted market prices.  Valuation adjustments are not applied.  
Accordingly, U.S. government securities are categorized in 
Level 1 of the fair value hierarchy.  

Corporate and Other Debt 
Corporate and other debt consists primarily of corporate 
bonds.  The fair value of corporate bonds is estimated using 
recently executed transactions, market price quotations 
(where observable), bond spreads, or credit default swap 
spreads.   The spread data used is for the same maturity as 
the bond.  If the spread data does not reference the issuer, 
then data that references a comparable issuer 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 swaps spreads, and 
recovery rates based on collateral value as key inputs.  
Corporate bonds are generally categorized in Level 2 of the 
fair value hierarchy. 

Corporate Equities 
The fair value of corporate equities are generally valued 
based on quoted prices from the exchange.  To the extent 
these securities are actively traded, valuation adjustments are 
not applied and they are categorized in Level 1 of the fair 
value hierarchy.  UITs are valued at quoted market prices and 
are categorized in Level 2 in the fair value hierarchy. 

Derivatives 
The Company may use U.S. Treasuries and index futures, 
which are types of derivative financial instruments, to 
economically hedge against market value changes in its 
trading inventory.  Open futures contracts are marked to 
market daily.  The notional amount of open futures contracts 
at May 31, 2008 is $12,184.   
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The Company is a party to a swap agreement with certain 
affiliates to economically hedge against the costs the 
Company incurs in connection with certain deferred 
compensation plans in which the Company participates. 
Under the agreement, the counterparties are contractually 
obligated to make payments for the performance of certain 
investment funds to the Company, based on the Company’s 
employees participation and investment elections in such 
deferred compensation plans. 

Receivables 
Receivables from  customers (the trustee) represents 
unsettled trades of securities to UITs which are recorded on 
trade date. Receivable from brokers, dealers and clearing 
organizations represent unsettled trades of securities to 
brokers based on the activity of the UITs which are recorded 
on trade date.   

Payables 
Payables to customers (the trustee) represents unsettled 
trades of securities from UITs which are recorded on trade 
date.  Payables to brokers, dealers and clearing organizations 
represent unsettled trades of securities from brokers based 
on the activity of the UITs which are recorded on trade date. 

Income Taxes 
Income taxes are provided using the asset and liability 
method, under which deferred tax assets and liabilities are 
determined based upon the temporary differences between 
the financial statement and income tax bases of assets and 
liabilities using currently enacted tax rates. 

Goodwill 
Goodwill is not amortized and is reviewed annually (or more 
frequently under certain conditions) for impairment. 

Accounting Developments 
In July 2006, the Financial Accounting Standards Board 
(“FASB”) issued FASB Interpretation No. 48, “Accounting 
for Uncertainty in Income Taxes, an interpretation of FASB 
Statement No. 109” (“FIN 48”). FIN 48 clarifies the 
accounting for uncertainty in income taxes recognized in a 
company’s financial statements and prescribes a recognition 
threshold and measurement attribute for the financial 
statement recognition and measurement of a tax position 
taken or expected to be taken in an income tax return. FIN 
48 also provides guidance on derecognition, classification, 
interest and penalties, accounting in interim periods, 
disclosure and transition.  The adoption of FIN 48 on 

December 1, 2007 did not have a material impact on the 
Company’s consolidated statement of financial condition. 

NOTE 3 -  
Fair Value Disclosures 

The Company’s asset and liabilities recorded at fair value 
have been categorized based upon fair value hierarchy in 
accordance with SFAS No. 157.  See Note 2 for a discussion 
of the Company’s policies regarding this hierarchy.  

The following fair value hierarchy table presents information 
about the Company’s assets and liabilities measured at fair 
value on a recurring basis as of May 31, 2008. 

Assets and Liabilities Measured at Fair Value on a Recurring Basis as of  
May 31, 2008 

 Quoted Prices in 
Active Markets for 

Identical Assets 
(Level 1) 

Significant Other 
Observable 

Inputs 
(Level 2) 

Significant 
Unobservable 

Inputs 
(Level 3) 

Balance 
as of May 
31, 2008 

Assets     
Financial 
instruments owned:     

U.S. government 
and agency 
securities  $ 167,761  $ –  $ –  $ 167,761
Corporate and 
other debt   –   7,794   –   7,794
Corporate equities   112   9,477   –   9,589

Total financial 
instruments owned  $ 167,873  $ 17,271  $ –  $ 185,144
     
Liabilities     
Financial instruments sold,  
not yet purchased    

Corporate equities  $ 2,223  $ – $          – $  2,223 
Derivatives 
contracts   –   72  72 

Total financial 
instruments sold, not 
yet purchased  $ 2,233  $ 72 $          – $  2,295 

Financial Assets and Liabilities Not Measured at Fair Value 
Some of the Company’s financial assets and liabilities are not 
measured at fair value on a recurring basis but nevertheless 
are recorded at amounts that approximate fair value due to 
their liquid or short-term nature.  Such financial assets and 
financial liabilities include: Cash and cash equivalents, cash 
deposited with clearing organizations or segregated under 
federal and other regulations or requirements, receivables - 
customers, receivables - brokers, dealers and clearing 
organizations, receivables - funds, receivables - trustee, 
receivables - other, receivables - affiliates, payables - 
customers, and payables - brokers, dealers and clearing 
organizations. 
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NOTE 4 -  
Goodwill 

Goodwill impairment test performed as of June 1, 2007 
concluded that no impairment charges were required. 

Note 5 -  
Commitments and Contingencies 

Underwriting Commitments 
In the normal course of business, the Company enters into 
when-issued, delayed delivery and underwriting commitments.  
At May 31, 2008, there was approximately $2,292 of 
outstanding net purchase commitments. 

Letters of Credit 
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.  The bank is committed to provide 
up to $50,000.  At May 31, 2008, approximately $2,292 was 
outstanding under these agreements with expiration dates 
ranging from January 17, 2009 through May 30, 2009.  The 
Company is charged an annual interest rate of 0.125% on 
amounts outstanding.  These credit agreements are 
collateralized by cash and securities but do not contain 
restrictive covenants. 

Legal 
In the normal course of business, the Company has been 
named, from time to time, as a defendant in various legal 
actions, including arbitrations, class actions and other litigation, 
arising in connection with its activities as a diversified financial 
services institution.  Certain of the actual or threatened legal 
actions include claims for substantial compensatory and/or 
punitive damages or claims for indeterminate amounts of 
damages.  In some cases, the issuers that would otherwise be 
the primary defendants in such cases are bankrupt or in 
financial distress. 

The Company is also involved, from time to time, in other 
reviews, investigations and proceedings (both formal and 
informal) by governmental and self-regulatory agencies 
regarding the Company’s business, including, among other 
matters, accounting and operational matters, certain of which 
may result in adverse judgments, settlements, fines, penalties, 
injunctions or other relief.  

The Company contests liability and/or the amount of damages 
as appropriate in each pending matter. In view of the inherent 
difficulty of predicting the outcome of such matters, 
particularly in cases where claimants seek substantial or 

indeterminate damages or where investigations and 
proceedings are in the early stages, the Company cannot 
predict with certainty the loss or range of loss, if any, related to 
such matters, how or if such matters will be resolved, when 
they will ultimately be resolved, or what the eventual 
settlement, fine, penalty or other relief, if any, might be. 
Subject to the foregoing, the Company believes, based on 
current knowledge and after consultation with counsel, that the 
outcome of such pending matters will not have a material 
adverse effect on the consolidated financial condition of the 
Company, although the outcome of such matters could be 
material to the Company’s operating results and cash flows for 
a particular future period, depending on, among other things, 
the level of the Company’s revenues or income for such 
period.  Legal reserves have been established in accordance 
with SFAS No. 5, “Accounting for Contingencies.” Once 
established, reserves are adjusted when there is more 
information available or when an event occurs requiring a 
change. 

Note 6 -  
Employee Compensation Plans 

Employees of the Company participate in compensation plans 
sponsored by Morgan Stanley.  The following summarizes 
these plans: 

Employee Benefit Plan 
Substantially all employees hired before July 1, 2007 are 
covered by a non-contributory defined benefit plan and other 
post retirement benefits plans sponsored by Morgan Stanley.  
Morgan Stanley’s U.S. defined benefit pension plan was closed 
to new participants effective July 1, 2007.  In lieu of a defined 
benefit pension plan, eligible employees who were first hired, 
rehired or transferred to US will receive a Retirement 
Contribution into their 401(k) plan.  Pension benefits are based 
on each employee’s years of credited service and compensation 
levels specified in the plan.  Certain employees are covered by 
postretirement plans sponsored by Morgan Stanley that 
provide medical and life insurance for eligible retirees and 
dependents.  Employees of the Company are eligible to 
participate in a 401(k) plan sponsored by Morgan Stanley upon 
meeting certain eligibility requirements.   

Equity-Based Compensation Plans 
Eligible employees of the Company participate in several of 
Morgan Stanley’s equity-based stock compensation plans.  
Morgan Stanley early adopted SFAS No. 123R, “Shared Based 
Payment,” using the modified prospective approach as of 
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December 1, 2004.  SFAS No. 123R revised the fair value-
based method of accounting for share-based payments 
liabilities, forfeitures and modifications of stock-based awards 
and clarified guidance in several years, including measuring fair 
value, classifying an award as equity or as a liability and 
attributing compensation cost to service periods.  

For stock-based awards issued prior to the adoption of SFAS 
No. 123R, the Company’s accounting policy for awards 
granted to retirement-eligible employees was to recognize 
compensation cost over the service period specified in the 
award terms.  The Company accelerates any unrecognized 
compensation cost for such awards if and when a retirement-
eligible employee leaves the Company.  

Note 7 -  
Income Taxes 

The Company is included in the consolidated federal income 
tax return filed by the ultimate Parent.  Federal income taxes 
have been provided on a separate entity basis.  The Company 
files separate state and local tax returns and is included in 
various unitary and combined tax filings.  Accordingly, state 
and local income taxes have been provided on separate entity 
income based upon the separate company and 
unitary/combined effective tax rates. 

In accordance with the terms of the Tax Allocation Agreement 
with the ultimate Parent, all current and deferred taxes are 
offset with all other intercompany balances with the ultimate 
Parent. 

Income Tax Examinations 
The Company, through its inclusion on the ultimate Parent’s 
returns, is under continuous examination by the Internal 
Revenue Service (the “IRS”) and other state tax authorities in 
certain countries and states in which the Company has 
significant business operations, such as New York.  The tax 
years under examination vary by jurisdiction; for example, the 
current IRS examination covers 1999-2005.  The ultimate 
Parent regularly assesses the likelihood of additional 
assessments in each of the taxing jurisdictions resulting from 
these and subsequent years’ examinations.  The ultimate Parent 
has established tax reserves that the ultimate  Parent believes 
are adequate in relation to the potential for additional 
assessments.  Once established, the ultimate Parent adjusts tax 
reserves only when more information is available or when an 
event occurs necessitating a change to the reserves.  The 
Company believes that the resolution of tax matters will not 
have a material effect on the consolidated financial condition 
of the Company. 

Note 8 -  
Net Capital 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 the Financial Industry Regulatory 
Authority (“FINRA”).  Under these rules the Company is 
required to maintain minimum Net Capital, as defined under 
SEC Rule 15c3-1, 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 
May 31, 2008, the Company’s Net Capital was $94,907 which 
exceeded the minimum requirement by $94,657. 

Advances to the ultimate 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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