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OATH OR AFFIRMATION

|, _ Michael D. Johnston , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Scott & Stringfellow, INc. Cas of

February 22, Ry 200% 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 soley as that of
a customer, except as follows:

Signature

Executive Vice President & CFO

gj/ Koo i Ao, |
7 M

Notary Publi

f#y Commission Expires March 31, 2006

This report** contains (check all applicable boxes):

(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 Proprietor’s 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.

(j) 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 con-
solidation.

(D An QOath or Affirmation.

(m)A copy of the SIPC Supplemental Report.

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

KON O ODO0KNMUORHMRK

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




ANDERSEN

Report of Independent Public Accountants

To Scott & Stringfellow, Inc.:

We have audited the accompanying consolidated statement of financial condition of Scott & Stringfellow,
Inc. and Subsidiary (the Company) as of December 31, 2001, and the related consolidated statements of
loss, changes in stockholder’s equity, changes in liabilities subordinated to claims of general creditors and
cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These consolidated financial statements and the schedules referred to below are
the responsibility of the Company's management. Our responsibility is to express an opinion on these
consolidated financial statements 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 financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes 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 a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Scott & Stringfellow, Inc. and Subsidiary at December 31, 2001, and the
results of their operations and their cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained in Schedules 1, Il and lil is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary information
required by rule 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

Olotbdn, Qoo LLF

Charlotte, North Carolina,
February 8, 2002.




Scott & Stringfellow, Inc. and Subsidiary

Consolidated Statement of Financial Condition
As of December 31, 2001

Assets:

Cash $ 4,675,258
Cash segregated for regulatory purposes 42,189,819
Receivables from brokers, dealers and clearing organizations 28,481,860
Receivables from customers (less allowance of $1,260,255) 145,304,901
Securities purchased under agreements to resell, segregated under federal regulations 187,784,783
Trading securities, at fair value 99,943,781
Exchange membership, at cost (market value of $4,838,000) 4,830,000
Furniture, equipment and leasehold improvements, at cost (less accumulated

depreciation and amortization of $16,781,521) 6,285,519
Goodwill 70,593,191
Notes receivable 1,106,331
Other assets 70,604,484

Liabilities and stockholder’s equity:

Short-term borrowings with affiliate

Payables to brokers, dealers and clearing organizations 9,932,946
Payables to customers 174,922,947
Securities sold under agreements to repurchase, at contract value 57,398,042
Securities sold, but not yet purchased, at fair value 54,562,816
Accounts payable, accrued expenses and other liabilities 52,664,489
Total liabilities 499,481,240
Commitments and contingencies
Liabilities subordinated to the claims of general creditors 30,000,000
Stockholder’s equity:
Common stock, no par value; authorized 2,400,000 shares; issued and outstanding
168 shares at stated value 842,756
Additional paid-in capital 150,082,761
Retained deficit (18,606,830)
Total stockholder's equity 132,318,687

The accompanying notes to the financial statements
are an integral part of this statement.

$661,799,927

$150,000,000

$661,799,927




Scott & Stringfeliow, Inc. and Subsidiary

Consolidated Statement of Loss
For the Year Ended December 31, 2001

Revenues:
Commissions $ 72,198,225
Principal transactions 37,473,358
Investment banking 18,988,126
Interest and dividends 23,515,457
Administrative service fees 6,117,381
Other 2,171,914
160,464,461
Expenses: B
Employee compensation and benefits ' 114,117,675
Interest 15,972,679
Communications and data processing 10,095,440
Occupancy and equipment 7,180,040
Advertising and sales promotion 4,016,287
Brokerage, clearing and exchange fees 3,542,896
Depreciation and amortization 8,636,093
Other operating expenses 13,008,444
176,569,554
Loss before income taxes (16,105,093)
Income tax benefit 3,702,000
Net loss $(12,403,093)

The accompanying notes to the financial statements
are an integral part of this statement.
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Scott & Stringfellow, Inc. and Subsidiary

Consolidated Statement of Changes in Liabilities
Subordinated to Claims of General Creditors
For the Year ended December 31, 2001

Balance, December 31, 2000 $30,000,000
Repayment of subordinated note 0
Issuance of subordinated note 0

Balance, December 31, 2001 $30,000,000

The accompanying notes to the consolidated financial statements
are an integral part of this statement.




Scott & Stringfellow, Inc. and Subsidiary

Consolidated Statement of Cash Flows
For the Year Ended December 31, 2001

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities-

Depreciation

Deferred income tax provision

Loss on sale of equipment and leasehold improvements

Amortization of goodwill

Provision for bad debts

Accretion of notes receivable

(Increase) decrease in assets:
Cash segregated under federal regulations
Restricted cash and cash equivalents
Receivable from brokers, dealers and clearing organizations
Receivable from customers
Securities purchased under agreements to resell
Trading securities
Other assets

Increase (decrease) in liabilities:
Payable to brokers, dealers and clearing organizations
Payable to customers
Securities sold under agreements to repurchase
Securities sold, but not yet purchased
Accounts payable, accrued expenses and other liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of equipment and leasehold improvements
Proceeds from calls of mortgage-backed securities available-for-sale
Proceeds from sale of equipment and leasehold improvements
Net cash provided by investing activities
Cash flows from financing activities:
Repayment of note payable to affiliate
Capital contribution from Parent
Net cash used in financing activities
Net increase in cash
Cash at beginning of year
Cash at end of year

The accompanying notes to the consolidated financial statements

are an integral part of this statement.

$ (12,403,093)

3,193,584
1,633,000
759,152
5,442,512
1,102,206
(61,959)

(42,189,430)
1,042,602
(19,447,912)
41,364,640
50,023,649
(2,182,063)
18,334,173

4,152,689
20,323,220
(114,599,659)
36,521,396
8,730,349

1,739,056

(2,299,315)
5,669,475
26,505

3,396,685

(6,166,426)

2,025,561
(4,140,865)

994,856
3,680,402

3 4675258




Scott & Stringfellow, Inc. and Subsidiary |

Notes to Consolidated Financial Statements
December 31, 2001

1. Organization and Summary of Significant Accounting Policies:

Scott & Stringfellow, Inc. (Scott & Stringfellow or the Company) is a full service, self clearing broker-dealer
registered with the Securities and Exchange Commission and is 2 member of the New York Stock
Exchange and the National Association of Securities Dealers (NASD). Scott & Stringfellow is a wholly
owned subsidiary of BB&T Corporation (BB&T or the Parent), a financial services holding company
headquartered in North Carolina. The Parent acquired Craigie Incorporated (Craigie) in 1997 in a
purchase transaction. The goodwill was recorded on Craigie’'s books and is being amortized over

25 years, using the straight-line method. During 1999, the Parent acquired Scott & Stringfeliow, Inc. in a
purchase transaction with goodwill recorded on Scott & Stringfellow’s books which is being amortized over
15 years, using the straight-line method. During 1899, the Parent caused the statutory merger of Scott &
Stringfellow, Inc. into Craigie and changed the name to Scott & Stringfellow.

In May 2000, National Financial Securities Corporation (NFSC), a wholly owned subsidiary of the
Company, was formed to facilitate the issuance of asset-backed securities. Since its inception, no
issuance of asset-backed securities has occurred. Scott & Stringfellow owned all of the outstanding stock
of a limited purpose entity, Mountain Financial Corporation (Mountain), which was formed to facilitate the
issuance of collateralized mortgage obligations through National Mortgage Acceptance Corporation
(NMAC), an affiliate of Scott & Stringfellow. During 2001, Mountain liquidated its assets and liabilities and
subsequently was dissolved as a corporation. During 2000, BB&T acquired Edgar M. Norris & Co., Inc.
(Edgar Norris) in a purchase transaction. Edgar Norris was merged with and into the Company during
March 2001. The transfer of assets from Parent was accounted for in a manner similar to
pooling-of-interests accounting. Accordingly, the Company’s financial statements have been restated to
include Edgar Norris’ financial information for the period presented.

Recent Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board (FASB) issued SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities, which establishes accounting and reporting standards
requiring that every derivative instrument (including certain derivative instruments embedded in other
contracts) be recorded in the balance sheet as either an asset or liability measured at fair value. The
statement, as amended, requires that changes in a derivative’s fair value be recognized currently in
earnings unless specific hedge accounting criteria are met. Special accounting for qualifying hedges
allows derivatives’ gains or losses to offset related results on the hedged item in the income statement,
and requires that a company must formally document, designate and assess the effectiveness of
transactions that receive hedge accounting. The Company adopted SFAS No. 133 on January 1, 2001.
The adoption of SFAS No. 133, as amended, did not impact the Company’s financial position or results of
operations, as the Company records all of its derivative instruments at their fair value and recognizes the
changes in earnings in the derivative's value currently in earnings.

In September 2000, the FASB issued SFAS No. 140, Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities. This statement provides consistent accounting and reporting
standards for distinguishing transfers of financial assets that are sales from transfers that are secured
borrowings. SFAS No. 140 did not have a material effect on the Company’s consolidated financial
statements. For related disclosures, refer to Notes 5 and 7.




In July 2001, the FASB issued SFAS No. 141, Business Combinations and SFAS No. 142, Goodwill and
Other Intangible Assets. SFAS No. 141 eliminates pooling-of-interests accounting and requires all
business combinations initiated after June 30, 2001, to be accounted for using the purchase method.
SFAS No. 142 eliminates the amortization of goodwill and other nonseparable intangible assets and
requires that goodwill be evaluated for impairment by applying a fair value-based test. The Company
adopted SFAS No. 142 as of January 1, 2002. Amortization of goodwill for 2002 approximated

$5.4 million. As of the date of adoption, unamortized goodwill of $70,593,191 will become subject to the
provisions of Statement 142. The Company expects to complete its first annual impairment tests by
June 30, 2002.

in October 2001, the FASB issued SFAS No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets. SFAS No. 144 supercedes SFAS No. 121, Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of, which previously governed impairment
of long-lived assets, and Accounting Principles Board Opinion No. 30, Reporting the Resulis of
Operations- Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions, which addressed the disposal of a business
segment. SFAS No. 144 requires one accounting model to be used for long-lived assets to be disposed
of by sale and broadens the presentation of discontinued operations to include more disposal
transactions. The Company adopted SFAS No. 144 on January 1, 2002, with no material impact on the
Company's financial position or results of operations.

Basis of Presentation

The consolidated financial statements include the accounts of Scott & Stringfellow and its wholly owned
finance subsidiary. All material intercompany balances and transactions are eliminated in consolidation.

Use of Estimates

The preparation of the financial statements in conformity with accounting principles generally accepted in
the United States requires the Company 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; however, management does not expect such variances to
be material to the financial position or the results of operations of the Company.

Securities Transactions -

Revenue from principal transactions represents securities trading revenue and is recorded on a trade-date
basis. Commission income and related expenses are recorded on a trade-date basis. Securities owned
and receivables/payables with brokers and customers are recorded on a settlement-date basis.
Differences between the trade and settlement date for securities owned are included in the consolidated
statement of financial condition as other assets.

Trading securities, securities owned and securities sold but not yet purchased are stated at market value
with unrealized gains and losses reflected in other income.

Marketable securities are valued at fair value and are generally based on quoted market prices. The
Company has entered into futures contracts to hedge a portion of marketable securities owned or
securities sold, but not yet purchased. Futures contracts are valued at fair value with unrealized gains and
losses included in revenue from principal transactions. Securities not readily marketable are stated at fair
value as determined by management and are inciuded in the consolidated statement of financial condition
as other assets.




Investment Banking

Investment banking revenues include gains, losses and fees, net of syndicate expenses, arising from
securities offerings in which the Company acts as an underwriter or agent.

Investment banking revenue is recorded as follows: management fees on offering date, sales
concessions on trade date and underwriting fees at the time the underwriting is completed and income is
reasonably determinable.

Repurchase and Resale Agreements and Securities Lending Arrangements

Transactions involving purchases of securities under agreements to resell (reverse repurchase
agreements or reverse repos) or sales of securities under agreements to repurchase (repurchase
agreements or repos) are accounted for as collateralized financings except where the Company does not
have an agreement to sell {or purchase) the same or substantially the same securities before maturity at a
fixed or determinable price. Resale agreements are treated as collateralized financing transactions and
are carried at contract value. Accrued interest on the agreements is included in other assets. ltis the
palicy of the Company to obtain possession of collateral with a market value equal to or in excess of the
principal amount loaned under release agreements. Collateral is valued regularly, and the Company may
require counterparties to deposit additional collateral or return collateral pledged when appropriate.

Securities Borrowing and Lending Activities

Securities borrowed and securities loaned transactions are generally reported as collateralized financings
except where letters of credit or other securities are used as collateral. Securities borrowed transactions
require the Company to deposit cash or other collateral with the lender. With respect to securities loaned,
the Company receives collateral in the form of cash or other collateral in an amount generally in excess of
the market value of securities loaned. The Company monitors the market value of securities borrowed
and loaned on a regular basis, with additional collateral obtained or refunded as necessary.

Impairment of Long-Lived Assets

In accordance with SFAS No. 121, Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of, the Company reviews its long-lived assets, including goodwill, for
impairment whenever events or changes in circumstances indicate that the carrying amount of the assets
may not be recoverable. To determine recoverability of its long-lived assets, the Company evaluates the
probability that future undiscounted net cash flows will be less than the carrying amount of the assets.

Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carryforwards. Deferred tax assets and liabilities
are measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rate is recognized in income in the period that includes the enactment date.

Furniture, Equipment and Leasehold Improvements

Furniture, equipment and leasehold improvements are recorded at cost. Depreciation of furniture and
equipment, and amortization of leasehold improvements, is based on straight-line and accelerated
methods over the estimated useful lives of the assets or the terms of the leases. Gains and losses
incurred upon the disposition of property and equipment are reflected in the current results of operations.




Statements of Cash Flows

For purposes of presenting the statements of cash flows, the Company considers cash on deposit in
banks with maturity of less than 90 days as cash and cash equivalents. The Company does not consider
cash segregated under federal or other regulations as cash and cash equivalents for the statements of
cash flows.

2. Cash Segregated and Securities on Deposit for Regulatory Purposes:

At December 31, 2001, cash of $42,189,819 was segregated in a special reserve bank account for the
exclusive benefit of customers under Rule 15¢3-3 of the Securities and Exchange Commission.

3. Receivables From and Payables to Brokers, Dealers and Clearing
Organizations:

The balances shown as receivables from and payables to brokers, dealers and clearing organizations
represent amounts due for security transactions made in connection with the Company's normal trading
and borrowing activities. Securities failed to deliver and receive represent the contract value of securities
not delivered or received on settlement date. Balances at December 31, 2001, were as follows:

Receivables from brokers, dealers and clearing organizations-

Securities failed to deliver $ 4,769,374
Depoasits paid for securities borrowed 23,242,800
Receivables from clearing organizations 469,686
$28,481,860
Payables to brokers, dealers and clearing organizations-

Securities failed to receive $7,970,758
Deposits received for securities loaned 859,895
Payables to brokers, dealers and clearing organizations 1,102,293
$9,932,946

4. Receivables From and Payables to Customers:

The balances represent the net amounts receivable from and payable to customers in connection with
normal cash and margin transactions. Such receivables are generally collateralized by securities, the
value of which is not reflected in the accompanying consolidated financial statements. A substantial
portion of receivables from customers is due from customers residing in the southeastern United States.

Included in receivables from and payables to customers are balances with officers and directors of the
Company as follows:

Receivable from officers and directors $656,169
Payable to officers and directors 110,517




5. Securities Purchased Under Agreements to Resell:

Securities purchased under agreements to resell are collateralized by investment grade securities and are
carried at amounts at which the securities will be subsequently resold. The Company takes possession of
all securities purchased under agreements to resell and performs the appropriate margin evaluation on
the acquisition date and based on market volatility, as necessary.

The Company has policies requiring collateral for underlying resale agreements. The fair market value of
the collateral held was approximately $123,500,000 at December 31, 2001.

6. Trading Securities:

Trading securities at fair value consist of the following at December 31, 2001:

Owned-
Marketable securities, at market value:
State and municipal obligations 324,268,323
U.S. Government and government agency obligations 36,133,447
Other 20,106,942
Corporate bonds 6,345,294
Corporate stocks 5,025,631
Bank notes 8,064,144
$99,943,781
Securities sold, but not yet purchased-
U.S Government and government agency obligation $53,268,887
Corporate stocks 791,220
Other 502,709
$54,562.616

7. Securities Sold Under Agreements to Repurchase:

Securities sold under agreements to repurchase are collateralized by investment grade securities and are
carried at amounts at which the securities will be subsequently repurchased.

The fair market value of the collateral the Company pledged under repurchase agreements was
approximately $60,000,000 as of December 31, 2001.

8. Notes Receivable:

The Company received a promissory note as payment for the sale of certain fixed assets in 2000. The
amount of the noninterest-bearing note was $1,400,000. Instaliment payments of the lesser of $250,000
or 5% of the maker’s gross revenues are due per annum beginning March 31, 2003. The total payments
are not to exceed $1,400,000. As of December 31, 2001, the discounted value of the note was
$1,106,331.



9. Short-term Borrowings:

The Company maintains lines of credit from established financial institutions totaling $125,000,000, none
of which was outstanding as of December 31, 2001. During 2001, interest payable on outstanding
balances on the Company’s lines of credit ranged from 1.44% to 6.56% per annum. Additional bank lines
of credit are available on a short-term basis for the purpose of financing new underwritings.

The Company maintains an unsecured line of credit from the Parent totaling $150,000,000. As of
December 31, 2001, $150,000,000 of borrowings was outstanding with an effective interest rate of 2.0%.
There is no established maturity date under the agreement with the Parent.

10. Liabilities Subordinated to Claims of General Creditors:

During 1999, the Company entered into an agreement with the Parent for a subordinated note in the
amount of $15,000,000 due on December 15, 2002. In November 2000, the Company borrowed an
additional $15,000,000, due November 15, 2003, bringing the total to $30,000,000. Payment of principal
is subordinate to the claims of all present and future creditors occurring prior to maturity. In addition, the
debentures may not be prepaid without written approval of the NASD, nor paid at maturity if such payment
would result in a net capital deficiency as discussed in Note 12.

Interest accrues at three-month LIBOR rate plus 0.8% per annum and is adjusted quarterly. Interest is
payable monthly.

11. Income Taxes:

For federal income tax purposes, the Company files a consolidated income tax return with BB&T
Corporation. BB&T Corporation determines the Company’s federal income tax expense or benefit on a
separate return basis and advises the Company as to the amount of federal income tax expense or
benefit to record.

The income tax benefit included in the consolidated statement of loss for the year ended December 31,
2001, consists of the following:

Current-
Federal $1,683,000
State 386,000
Deferred-
Federal 1,370,000
State 263,000

Total income tax benefit $3,702,000



Income tax benefit differs from the amount computed by applying the 35% statutory federal income tax
rate to income before income taxes for the following reasons:

Federal tax benefit, computed at statutory rate $5,637,000
Tax-exempt interest, net of nondeductible interest expense 655,000
Amortization of goodwill (1,905,000)
State income tax, net of federal benefit (387,000)
Other ‘ (298,000)
Income tax benefit $3,702,000

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and
deferred tax liabilities at December 31, 2001, are presented below:

Deferred tax assets-
Deferred compensation, principally due to accrual for

financial reporting purposes $2,203,000
Other 981,000
Total gross deferred tax assets 3,184,000

Deferred tax liabilities-
Difference between fair value and tax basis of exchange

seats $1,706,000
Other 172,000
Total gross deferred tax liabilities 1,878,000

Net deferred tax asset $1,306,000

In assessing the realizability of deferred tax assets, management considers whether it is more likely than
not that some portion or all of the deferred tax assets will not be realized. The ultimate realization of
deferred tax assets is dependent upon the generation of future taxable income during the periods in which
those temporary differences become deductible. Management considers the scheduled reversal of
deferred tax liabilities, projected future taxable income and tax planning strategies in making this
assessment and believes it is more likely than not the Company will realize the benefits of those
deductible differences.

12. Net Capital Requirements:

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital. At December 31, 2001, the
Company’s net capital was $37,749,380, which was $34,000,437 in excess of the minimum net capital
required. Net capital as a percentage of aggregate debit balances was 20%.



13. Benefit Plans:

Certain employees may participate in the BB&T’s tax-qualified savings plan (the Savings Plan) established
pursuant to Section 401(k) of the Internal Revenue Code. Employees who have completed one or more
years of service are eligible to participate in the Savings Plan by contributing up to 16% of their
compensation to the Savings Plan. The Company matches up to 6% of the employee’s contribution with a
100% matching contribution. Total employer contributions to the Savings Plan amounted to approximately
$3,028,984 in 2001.

BB&T has a nonqualified and unfunded deferred compensation arrangement for selected highly
compensated employees. The nonqualified plan allows participants to defer compensation and to receive
a matching contribution for deferrals into this plan on compensation above the Internal Revenue Code
limitations. During 2001, the Company’s expense pursuant to this plan amounted to $587,925.

In conjunction with the acquisition of the Company, certain employees became eligible to receive shares

of the Parent’'s common stock at specified dates through July 31, 2002. During 2001, 87,742 shares of
BB&T Corporation common stock were distributed to eligible employees under the plan.

14. Related-party Transactions:

BB&T Corporation provides management, consulting and financial services to the Company for an annual
fee. Such services inciude, but are not necessarily limited o, advice and assistance concerning any and
all aspects of the operation, planning and financing of the Company, as well as payroll and other
administrative services. Management fees and special services provided by the Parent and included in
other operating expenses totaled $137,304 in 2001.

The Company collected $518,084 in clearing fees from a related party during 2001.

The Company maintains a line of credit with the Parent (Note 9).

The Company has a subordinated note with the Parent (Note 10).

At December 31, 2001, the Company had several noninterest-bearing checking accounts with the Parent,
or subsidiaries of the Parent, with a net balance of $1,047,385.



15. Commitments and Contingencies:
Leases
The Company leases its office space and certain data processing and communications equipment under

noncancelable operating leases with terms in excess of one year. Minimum future rental commitments
under noncancelable operating leases are as follows:

Year Ending December 31 Amount
2002 $ 5,437,461
2003 4,506,859
2004 3,821,904
2005 2,269,295
2006 516,574
Thereafter 528,616

Total future lease payments $17,080,709

Rental expense amounts for 2001 approximated $6,300,000.
Litigation

The Company is party to several legal actions arising in the normal course of business. In the opinion of
management, such litigation is not expected to have a material effect on the Company’s financial position
or results of operations.

16. Derivatives and Financial Instruments With Off-balance-sheet Risk:
Market Risk

In the normal course of its operations, the Company enters into contractual commitments to buy and sell
securities involving forward settlement. Commitments involving future settlement give rise to market risk,
which represents the potential loss that can be caused by a change in market value.

The Company records all contractual commitments involving future settlement at market or fair value.
Consequently, changes in the amounts recorded in the Company’s statement of financial condition
resulting from movement in market prices are included currently in the statement of operations. The
Company also enters into futures contracts and underwriting commitments. The Company is at risk in
these transactions to the extent that a counterparty may fail to perform or that market values fluctuate.

Credit Risk

Credit risk is measured by the loss that the Company would record if its counterparties failed to perform
pursuant to terms of contractual commitments. Management of credit risk involves a number of
considerations, such as the financial profile of the counterparty, specific terms and maturity of the
contractual agreement, market fluctuations and the value of collateral held, if any. The Company has
established various procedures to manage credit exposure, including initial credit approval, credit limits,
collateral requirements and continuous oversight.

The Company generally controls access to the collateral pledged by the counterparties. The value and
adequacy of the collateral are continually monitored. Consequently, the risk of credit loss from
counterparties’ failure to perform in connection with collateralized lending activities is minimal.
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The Company collateralizes borrowings from lending institutions and repurchase agreements with
securities it owns and customer not-fully-paid-for securities. If the counterparty to these transactions fails
to return the securities, the Company may incur a loss in discharging the obligation should the underlying
security’'s market value increase above the value as of the original transaction date.

17. Fair Value of Financial Instruments:

Due to the nature of the operations of the Company, the Company’s financial instruments recognized in
the consolidated statement of financial condition are at quoted market prices or are of such a short-term
nature as to approximate their estimated fair values at December 31, 2001.

18. Proprietary Accounts of introducing Brokers:

The Company, in its capacity as a clearing broker-dealer, clears transactions for certain proprietary
accounts of introducing brokers (PAIB). Effective June 1, 1999, an introducing broker may only include
assets in proprietary accounts as allowable assets in its net capital computation when the introducing
broker and the clearing broker has entered into a PAIB agreement. The Company, in its capacity as a
clearing broker, prepares a reserve computation for the PAIB accounts of all its introducing brokers, in
accordance with the customer reserve computation guidelines set forth in Rule 15(¢)3-3. At

December 31, 2001, amounts held on deposit in special reserve bank accounts for the proprietary
accounts of introducing broker dealers was $4.87.

19. Subsequent Event:

On January 28, 2002, BB&T signed a definitive agreement to buy investment banking and brokerage firm
Ryan, Lee & Co. (Ryan, Lee), based in Mclean, Virginia. Ryan, Lee provides personal investment
services to individuals and institutions including: investment banking, equity market making, individual
retirement accounts, mutual funds, insurance services and money market funds. Ryan, Lee will be
merged into Scott & Stringfellow. The acquisition, which is subject to regulatory approval, is expected to
be completed during the first quarter of 2002.
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Page 1
Financial and Operational Combined
Uniform Single Report
Part |l
Broker or Dealer — Scott & Stringfellow, Inc.
As of December 31, 2001
Computation of Net Capital
1. Total ownership equity from Statement of Financial Condition ............ccccveeveevieniceveniieenns $132,318,687
2. Deduct ownership equity not allowable for Net Capital .........ccoovceiniiiiiiiineee e
3. Total ownership equity qualified for Net Capital ........cccoovveei e 132,318,687
4. Add:
A. Liabilities subordinated to claims of general creditors allowable in computation of 30,000,000
= O o1 - | TSP
B. Other (deductions) or allowable credits (liSt).......oocvi e
5. Total capital and allowable subordinated liabilities ..............ocoviiiiiiciic e, 162,318,687
6. Deductions and/or charges:
A. Total nonallowable assets from Statement of Financial Condition ....... 117,760,764
1. Additional charges for customers’ and non-customers’ security 1,833,660
BCCOUNTS Lttt ettt sttt e e e n
2. Additional charges for customers’ and non-customers’
COMMOAITY ACCOUNTS....ciiiiiiiiieiieriee et
B. Aged fail-to-AeliVer ......c.ooci i 447,962
1. Number of items 65
C. Aged short security differences - Less reserve of number of items......
D. Secured demand note defiCienCy......cooccvveviieiciiriivece e
E. Commodity futures contracts and spot commodities - Proprietary
okt o] ¢ Il b= [ o =TSSRV UERURR
F. Other deductions and/or charges.......occvvvviieieerevenieniccer e 787,145
G. Deductions for accounts carried under Rule 15¢3-1(a)(6),(a)(7) and
(©)(2)(x) -
H. Total deductions and/Or ChAIGES ....veecviiiii ettt svr e ae e sne e e e snaenns (120,829,531)
7. Other additions and/or allowable credits (list).......ccov i, 1,503,894
8. Net Capital before haircuts on securities POSIHIONS ....cocvvirvierrerr et 42,993,050
9. Haircuts on securities (computed, where applicable, pursuant to 15¢3-1
(f):
A. Contractual securities COMMItMENtS .c.co.i v 23,310
B. Subordinated securities BOrrowings ........ooocev e
C. Trading and investment securities-

1. Bankers’ acceptances, cerificates of deposit and commercial 23,979

1= 0= PP STUPR
2. U.S. and Canadian government obligations .........ccccccvevciceiiaennnn. 664,639



Financial and Operational Combined
Uniform Single Report
Part Il

Schedule |
Page 2

Broker or Dealer — Scott & Stringfellow, Inc.
As of December 31, 2001

10.

11.
12.

13.
14.
15.

16.
17.

18.

19.
20.

Computation of Net Capital (continued)

L@ o (o] 1= OO RS
N1 2= o[ S USSR

NOO R

8. OMer SECUMTIES tiivire it ettt e sir s e re e e s s esse s e s e e s annees 1,802,528

D. Undue conCentration ...........eevieieiiiice et snvtr e e e ere e e
E. Other (portfolic concentration) .........cccovvcviiveciieenicee e

State and municipal government obligations..........ccccocoeecieciineenn. 1,538,231
Corporate obligations .......cccvceieeireeee e 443,189
StOCKS AN WaITANS ...eoeiiiiiieee et ee e reeens 747,794

{(5,243,670)

INET Capital. ... oo et

Computation of Basic Net Capital Requirement

Minimum Net Capital required (6-2/3% of line 19)
Minimum dollar Net Capital requirement of reporting broker or dealer and minimum net
capital requirement of subsidiaries computed in accordance with

Net Capital requirement (greater of line 11 or 12)....c.cooeviiiiiiiiini i,
Excess Net Capital (line 101888 13)....ciiirieiiii e,
Excess Net Capital of 1000% (line 10 less 10% of ine 19).......cccovenvnerenn...

Computation of Aggregate Indebtedness

Total A.l. liabilities from Statement of Financial Condition

Add:

A. Drafts forimmediate Credit........coccooiiiiiicn e

B. Market value of securities borrowed for which no equivalent value is
paid or credited ... e

C. Other unrecorded amounts (liStS) ......ccocevveiieeniinice e

$37,749,380

Deduct: Adjustment based on deposits in Special Reserve Bank Accounts
(1BC3-1(C) {1 ) VI e et
Total aggregate indebtedness..........coovviiiiiiii i
Percentage of aggregated indebtedness to Net Capital (line 19 divided by

] =T 0 ) U U PN
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Page 3
Financial and Operational Combined
Uniform Single Report
Part 1l
Broker or Dealer — Scott & Stringfellow, Inc.
As of December 31, 2001
Computation of Aggregate Indebtedness (continued)
21. Percentage of aggregated indebtedness to net capital after anticipated capital
withdrawals (line 19 divided by line 10 less Iltem 4880 page 11).......ccoceeeneee
Computation of Alternative Capital Requirement
22. 2% of combined aggregate debit items as shown in Formula for Reserve
Requirements pursuant to Rule 15¢3-3 prepared as of the date of the Net Capital
computation including both brokers or dealers and consolidated subsidiaries’
o =T o] 1 T U 3,748,943
23. Minimum doliar Net Capital requirement of reporting broker or dealer and minimum
net capital requirement of subsidiaries computed in accordance with
NOLE (A e e e 1,000,000
24. Net Capital requirement (greater of line 22 0r 23).......ocevveiiiiiiiiiniiniieee, 3,748,943
25. Excess Net Capital (line 101855 24) ... cvnieieriii i e 34,000,437
26. Percentage of Net Capital to aggregate debit items 20
27. Percentage of Net Capital after anticipated withdrawals to aggregate debit items 20
28. Net Capital in excess of the greater of:
5% of combined aggregate debit items or $120,000..........ccciviieiienienienns

28,405,458




Scott & Stringfellow, Inc.

Schedule of Nonallowable Assets
For the Year Ended December 31, 2001

Unsecured and partially secured accounts — Customers and noncustomers, less
allowance for doubtful accounts

investments not readily marketable

Other securities owned not readily marketable

Investments in subsidiaries

Exchange memberships, at cost

Furniture, equipment and leasehold improvements, less accumulated depreciation and
amortization '

Goodwill

Other
Total nonallowable assets

The accompanying note to supplementary schedules
is an integral part of this schedule.

Schedule |
Page 4

$ 4,060,206

22,050
4,918,473
58,558
4,830,000

6,285,519
70,593,191

26,992,767
$117,760,764
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Schedule li

Page 1
Financial and Operational Combined
Uniform Single Report
Part Il
Broker or Dealer — Scott & Stringfellow, Inc.
As of December 31, 2001
Computation for Determination of Reserve Requirements
For Broker-Dealers Under Rule 15¢3-3
(See Rule 15¢3-3, Exhibit A and Related Notes)
Credit Balances
1. Free credit balances and other credit balances in customers’ security 193,859,082
accounts (see Note A, Exhibit A, Rule 15€3-3) ...ccvvveiiiinieiieiier e
2. Monies borrowed collateralized by securities carried for the accounts of 29,745,895
customers (s NOtE B)......coviiiriiiieir et e
3. Monies payable against customers’ securities loaned (see Note C)........... 859,895
4. Customers’ securities failed to receive (see Note D) .......cocveeveviiiincnne 7,585,683
5. Credit balances in firm accounts which are attributable to principal sales 259,150
Lol oIl o1 (010 pT=] (= S TP PPTPRO PN
6. Market value of stock dividends, stock splits and similar distributions
receivable outstanding over 30 calendar days .........cocooeeiircicere e
7. “*Market value of short security count differences over 30 calendar days
old
8. **Market value of short securities and credits (not to be offset by longs 1,941,486
or by debits) in all suspense accounts over 30 calendar days ....................
9. Market value of securities which are in transfer in excess of 40 calendar
days and have not been confirmed to be in transfer by the transfer agent
or the issuer during the 40 days .......cccoccvieiiervin e
10. Other (dividends and interest) .......ccccciiiieeniiienie s ecnreeee e e e 499,116
B R o =1 Il =T o [ £ S OO S U PUURN 234,750,307
Debit Balances
12. **Debit balances in customers’ cash and margin accounts excluding 140,413,526
unsecured accounts and accounts doubtful of collection net of
deductions pursuant to Note E, Exhibit A, Rule 15¢3-3.......cococvcivriiercnnnn,
13. Securities borrowed to effectuate short sales by customers and 13,595,522
securities borrowed to make delivery on customers’ securities failed to
GEIIVET .ot e et e ettt sbe s e b e st es e ete e sbeebe e renanene e reaans
14. Failed to deliver of customers’ securities not older than 30 calendar days. 3,123,489
15. Margin required and on deposit with the Options Clearing Corporation 29,745,894
for all options contracts written or purchased in customer accounts (see
N L] (= = T P S STIPPR
LT (1=t {1 O OO USSP
17. **Aggregate debit ItBMS ....ovvciiiiiiiec i 186,878,431
18. **Less 3% (for alternative method only — see Rule 15¢3-1(f)(5)(l)) (5,606,353)

LR Tl o' = L [ Yot B I o [T o1 {3 OO SOOI 181,272,078




Schedule Il
Page 2
Financial and Operational Combined
Uniform Single Report
Part Il

Broker or Dealer — Scott & Stringfellow, Inc.
As of December 31, 2001

Computation for Determination of Reserve Requirements
For Broker-Dealers Under Rule 15¢3-3 (continued)

Reserve Computation

20.
21.
22.
23.

24.
25.

26.

Excess of total debits over total credits (line 19 1essline 11) oo

Excess of total credits over total debits (line 11 1essline 19) .cccveeiiiiiiiiiiiiiiee e 53,478,229
If computation permitted on a monthly basis, enter 105% of excess of total credits over

total debits

Amount held on deposit in “Reserve Bank Account(s)”, including value of qualified 42,189,814
securities, at end of reporting PO .......cce i ree et e
Amount of deposit (or withdrawal) including value qualified securities..............cccceeereinn. 16,388,958
New amount in Reserve Bank Account(s) after adding deposit or subtracting 58,578,772
withdrawal including value of qualified SECUMHES .......ccceee ittt
Date of deposit (MMDDYY) ....uiiiii ettt et e e s e s a e e sae e s, 01/03/02

Frequency of Computation

27.

*%

Daily Weekly _ X Monthly

In the event the Net Capital Requirement is computed under the alternative method,
this “Reserve Formula” shall be prepared in accordance with the requirements of
paragraph (f) of Rule 15¢3-1

Exemptive Provisions

28.

If an exemption from Rule 15¢3-3 is claimed, identify below the section upon which
such exemption is based (check one only)

A. (K)(1)-$2,500 capital category as per Rule 15C3-1 ..o e,
B. (k)(2)(A)-“Special Account for the Exclusive Benefit of Customers” maintained..........

C. (k)(2)(B) — All customer transactions cleared through another broker-dealer on a
fully disclosed basis
Name of clearing firm___ e
D. (k)(3) — Exempted by order of the COMMISSION .....ceceeirriiiie e,




Schedule I
Page 1

Financial and Operational Combined
Uniform Single Report
Part i

Broker or Dealer — Scott & Stringfellow, Inc.
As of December 31, 2001

Information for Possession or Control Requirements Under Rule 15¢3-3

State the market valuation and the number of items of;:

1.

3.

Customers’ fully paid securities and excess margin securities not in the respondent’s
possession or control as of the report date (for which instructions to reduce to
possession or control had been issued as of the report date) but for which the required
action was not taken by respondent within the time frame specified under Rule 15¢3-3.
NOIES A AN B ..ot et e e et asb e e e srte e et e e e et sneeeen,
A NUMDET Of IBIMS oot st e e e ste e e e et e e et s esaraeesesnens
Customers’ fully paid securities and excess margin securities for which instructions to
reduce to possession or control had not been issued as of the report date, excluding
items arising from “temporary lags which result from normal business operations” as
permitted under Rule 15¢3-3.

T C=1- 3 = T O T o To 1 OO PO SO
A, NUMDBET Of HEIMS .oeieie ettt et e et sa e e s e sns e e sss e e nnaeerasessenans
The system and procedures utilized in complying with the requirement to maintain
physical passession or control of customers’ fully paid and excess margin securities
have been tested and are functioning in a manner adequate to fulfill the requirements
of Rule 15¢3-3. Yes X No

Notes

A.

Do not include in ltem 1 customers’ fully paid and excess margin securities required by Rule 15¢3-3
to be in possession or control but for which no action was required by the respondent as of the report
date or required action was taken by the respondent within the time frames specified under Rule
15¢3-3.

State separately in response to Items 1 and 2 whether the securities reported in response thereto
were subsequently reduce to possession or control by the respondent.

Be sure to include in ltem 2 only items not arising from “temporary lags which result from normal
business operations” as permitted under Rule 15¢3-3.

ltem 2 must be responded to only with report which is filed as of the date selected for the broker’s or
dealer’s annual audit of financial statements, whether or not such date is the end of a calendar
quarter. The response to ltem 2 should be filed within 60 calendar days after such date, rather than
within the remainder of this report. This information may be required on a more frequent basis by the
Commission or the designated examining authority in accordance with Rule 17a-5(a)(2)(iv).




Scott & Stringfellow, Inc. and Subsidiary

Note to Supplementary Schedules
For the Year Ended December 31, 2001

No material differences exist between the audited Computation of Net Capital (Schedule |) and the
corresponding schedules included in the Company’s unaudited December 31, 2001, Form X-17a-5 Part il
filing.

No material differences exist between the audited Computation for Determination of Reserve
Requirements (Schedules |l and Hl) and the corresponding schedules included in the Company’s
unaudited December 31, 2001, Form X-17a-5 Part 1l filing.




ANDERSEN

Report of Independent Public Accountants on Internal
Accounting Control

To Scott & Stringfellow, Inc.:

In planning and performing our audits of the financial statements of Scott & Stringfellow, Inc. and
Subsidiary (the Company) for the year ended December 31, 2001, we considered its internal control
structure, including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on the internal control structure.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (the SEC), we have
made a study of the practices and procedures followed by the Company, including tests of compliance
with such practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g),
in the following: (i) making the periodic computations of aggregate debits and net capital under rule
17a-3(a)(11) and the reserve required by rule 15¢3-3(e); (ii) making the quarterly securities examinations,
counts, verifications and comparisons, and the recordation of differences required by rule 17a-13; {iii)
complying with the requirements for prompt payment for securities under Section 8 of Federal Reserve
Regulation T of the Board of Governors of the Federal Reserve System; and (iv) obtaining and
maintaining physical possession or control of all fully paid and excess margin securities of customers as
required by rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining an internal control
structure 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 SEC's
above-mentioned objectives. Two of the objectives of internal control and the practices and procedures
are to provide management with reasonable but not absolute assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized use or disposition, and that
transactions are executed in accordance with management’s authorization and recorded properly to
permit the preparation of financial statements in accordance with accounting principles generally accepted
in the United States. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.




Because of inherent limitations in any internal control or the practices and procedures referred to abaove,
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. Our consideration of internal control would
not necessarily disclose all matters in the internal control that might be material weaknesses under
standards established by the American Institute of Certified Public Accountants. A material weakness is a
condition in which the design or operation of the specific internal control components does not reduce to a
relatively low level the risk that error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. However, we noted no matters involving internal
control, including control activities for safeguarding securities, that we consider to be material weaknesses
as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2001, to meet the Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
the National Association of Securities Dealers and other regulatory agencies that rely on rule 17a-5(g)
under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and
should not be used by anyone other than these specified parties.

Charlotte, North Carolina, a’y@w\ U/

February 8, 2002.




