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STATEMENTS OF FINANCIAL CONDITION
As of December 31, 2001 AND 2000

ASSETS 3
2001 2000 i
CASN e $ 9,239,767  $8,928,214 |
Securities purchased under i
agreements to resell................. 10,771,500 15,692,827 ¢
Deposits with clearing C
organizations ......ccco.eeeeeeeveeerennnes 100,000 100,000 :
Due from brokers, dealers,
and clearing organizations....... 14,356,609 490,373
Due from customers................ .. 1227811 1,784,849
Accrued interest receivable.... 1,536,039 339,924 ¢
Other accounts receivable........... 969,823 763,137
Trading account securities, g
at MArket «coeeveeeeeecereeeeereereeeeennn 59,702,655 38,030,671 &
Furniture and equipment,
less accumulated depreciation
of $1,112,867 and $1,685,085 at 5
December 31,2001 and 2000,
reSPECHIVElY .oveueeeereiceerencecinieennes : 946,624 1,255,388
Other assetS . ccvvvveiiiiariencccenreeenrnnas 783,859 635.049 ‘
Total ASSetS...coceerreeeeiereeieeereennenens $99.634.,687 $68,020.432
LIABILITIES AND STOCKHOLDER'S EQUITY F
Short term borrowings from
Parent......ccoceeieeeeeiireeeeeeireeaeenenns $ 28,700,000 $ 13,435,000 ;
Short term borrowings from E
FiSEIV .t 0 0
Other short-term borrowings....... 0 0 ;
Due to brokers, dealers z
and clearing organizations -...... 734,884 88,151 i
Due to customers...........ccceeeun.... 2,697,031 - 345,895
Securities sold, not yet
purchased, at market................ 16,061,312 15,670,106
Accounts payable, Accrued £
expenses, and other liabilities 5,526,377 3.348.799 ¢
Total liabilities..............ccceeerereenenen.. 53,719,604 32,887,951 &
Subordinated note payable 8
to parent ..., 10,000,000 10,000,000
COMMITMENTS AND CONTINGENCIES (NOTE 6) ‘:

Stockholder’s equity:

A LR EAT T

S AR S P
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Anace

Common stock, $1 par value,

1,000 shares authorized and

outstan@mg ................................. 1,000 1,000
Additional paid-in capltal .............. . 5,763,470 5,394,579
Retained earnings.......c.ccccccveuee.... 30.150.613 19,736,902
Total stockholder’s equity.............. 35.915.083 25,132,481
Total liabilities and s

stockholder's equity -------eeeeneees $99.634.687 $68.020.432
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NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001 AND 2000

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization .

SouthTrust Securities, Inc. (the "Co.mpany"z) is a wholly owned subsidiary of SouthTrust
Corporation (the "Parent”) and a rerglstered roker-dealers with the Securities and Exchange
Commission and a member of the National Association of Securities Dealers, The Company
also consists of four wholly owned subsidiaries: SouthTrust Insurance Agency, inc., South Trust
Insurance, Inc., SouthTrust Insurance Agency of Georgia, Inc., and SouthTrust Insurance of
Mississippi, Inc., Bank of Tidewater Service orp., and Bayshore Insurance Agenc?/, Inc. (col-
lectively referred to as the "Insurance Subsidiaries”). All significant intercompany balances and
transactions have been eliminated in consolidation.

The Company's operations consist of buying and selling securities for its customers and its own
account_and_certain underwriting and other brokerage activities in the Southeastern United
States. The Company also offers brokerage and investment services to its affiliates and cus-
tomers. Services offered include: (1) purchasing and selling of mutual funds, equities, and fixed
thcome securities solely upon the order and for the account of customers and (2) selling insur-
ance policies, primarily life, heaith, and credit life, to new and existing customers as an agent of

various insurance carriers.

Use of Estimates in Financial Statements

The preparation of financial statements in conformity with generally accepted accounting princi-
ples 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 ate of the finan-
cial statements. Actual results could differ from those estimates.

Cash

Included in cash is cash segregated under federal and other regulations regresenting funds
accruing to customers as a result of trades or contracts. These amounts have been se%re ated
in a special reserve bank account for the exclusive benefit of customers under Rule 1 563-3 of
the Securities and Exchange Commission. This special reserve account had a balance of
$4,188,961 at December 31, 2001 and $4,018,164 at December 31, 2000.

Security Transactions . .

The Company places all trades through a clearing broker, FiServ Securities, Inc. ("FiServ"). The

Parent owns ‘approximately 4% of FiServ common stock. FiServ coliects cash from customers

and remits net commissions due to the Com any based on agreed-upon terms. Security trans-

actlon's are recorded on a trade date basis. Trading securities owned are valued at current mar-
et values.

Customer Accounts

The Company maintains a small number of customer accounts that contain mutual funds and
certificates of deposit. FiServ maintains the remaining customer accounts, receives cash on
purchases, and distributes cash on sales. The Company records a receivable from FiServ for its
share of commissions.

Repurchase and Reverse Repurchase Agreements

Transactions involving purchases of securities under agreements to resell (reverse repurchase
agreements Or reverse repos) or sales of securities under agreements to repurchase (repur-
chase 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. It is the policy of the Company to
obtain possession of collateral with a market value equal to or in excess of the principal amount
loaned under resale agreements. Collateral is valued daily, and the Company may require coun-
terparties to deposit” additional collateral or return collateral pledged "when appropriate.
Collateral related to reverse repurchase agreements is used by the Comgan_Y to provide an eco-
nomic hedge of the Company's short-salé positions. At December 31, 2001 and 2000, the fair
value of this collateral was $10,771,500 and $15,670,106, respectlvely. At Decmber 31, 2001,
there were no securities under agreements to purchase.

Furniture and Equipment . ) . )
Furniture and equipment are recorded at cost. Depreciation is computed using the straight-line
method over the estimated useful lives of the assets.

During 2000, the Parent revised the remaining lives of computer equipment, which included cer-
tain computer equipment owned by the Company.

Collateral
The Company continuess to report assets it has pledged as collateral in secured borrowing and
other arrangeéments when the secured party cannot sell or pledge the assets.

Income Taxes

The Company does not file its own income tax return, but is included in the consolidated return
of the Parent. The Company provides for taxes as if it were filing a separate return and pays for
its pro rata share of the consolidated current tax liability or receives a refund for any current tax
benefit. Payments to taxing authorities are made by the Parent.

Pending Accounting Pronouncements .
In June 1998, the Financial Accounting Standards Board (“FASB") issued Statement of
coL $ No. 133, Acc_ountmg for Derivative Instruments and

Hedging Activities. This Statement establishes accounting and reporting standards for deriva-
tive instruments embedded in other contracts (collectvvel?l referred to as denvatlvesg and for
hedging activities. It requires that an entity recognizes all derivatives as either assets or liabili-
ties in the balance sheet and measures those instruments at fair value. Under certain condi-
tions, a derivative may be specifical%dpsignated. as a hedge. Accountmpq for changes in fair
value for derivatives will depend on their destination. In Jurie 1999, the FASB issued SFAS No.
137, Accounting for Derivative Instruments and Hedging Activities Deferral of the Effective
Date of FASB Statement No. 133. This Statement amended the effective date of SFAS No. 133
and made it effective for all fiscal guarters of all fiscal years begin.nirB; after June 15, 2000. In
June 2000, the FASB issued SFAS No. 138, Accounting for Certain erivative Instruments and
Certain Hedging Activities—An Amendment to FASB S atement No. 133. This Statement
addressed a limited number of issues causing implementation difficulties for numerous entities
that apply SFAS No. 133, and amends the accounting and reporting standards of SFAS
No.133 for certain derivative instruments and certain edging activities. On January 1, 2001,
the Company adopted SFAS No.133 as re%uired with no impact on the Company’s financial

osition and results of operations. In June 2001, the FASB issued SFAS No. 141, Business

ombinations, and SFAS No. 142, Goodwill and Other intangible Assets. SFAS No. 141
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requires that the gurchase method of accounting be used for all business combinations initiated
after June 30, 2001. Pooling-of-interests business combinations initiated prior to June 30, 2001

- - are grandfathered. SFAS No. 142 wili require that goodwill and intangible assets with indefinite
useful lives no longer be amortized, but instead an entity must perform an assessment of

whether goodwill is impaired as of the date of adoption and test for impairment at least annual-

ly in accordance with the provisions of SFAS No. 142. The new standard will also require that

intangible assets with definite useful lives be amortized over their respective estimated useful

lives 1o their estimated residual values, and reviewed for impairment. The Company adopted

i the provisions of SFAS No.141 |mm.ed|atel¥. and SFAS No. 142 effective January 1, 2002. As

| the Company does not have goodwill or other intangible assets, there was no impact on the

i Company’s financial position or results of operations as a result of the adoption of SFAS No.

i 142. In June 2001, the FASB issued SFAS No.143, Accounting for Asset Retirement

'i Obligations. SFAS No. 143 applies to legal obligations associated with the retirement of a tangi-

i

1

i

ble iong-lived asset that results from the acquisition, construction, or development and (or) the
normal operation of a long-lived asset, except for certain obligations of lessees. Companies
shall recognize the fair value of a hab_lfnty for an asset retirement obligation in the period in
which it is'incurred if a reasonable estimate of fair value can be made. Management does not
anticipate that the adoption of SFAS No. 143, which is required for its fiscal year beginning -
Januat(y 1, 2003, will have a material impact on the Company’s financial position or results of
operations. :

2. RECIEVABLES FROM AND PAYABLE TO , BROKERS, DEALERS AND CLEARING ORGANIZATIONS
Amounts recievable from and payabie to broker-dealers and clearing organizations at December
31, 2001 consisit of the following:

Recivable Payable
Securities failed-to-receive $0 $41 7‘,333
Receivable from clearing broker 14,354,193 0 -
Other 2,416 317,399 :

$14.356.609 5734884

The company clears certain of it's proprietary and customer transactions through FiServ
on a fully disclosed basis.

3. RECEIVABLE FROM AND PAYABLE TO CUSTOMERS )
Accounts receivable from and payable to customers include amounts due on a cash and margin
transactions. Securities owned by customers are held as collateral for receivables.

4. TRADING ACCOUNT SECURITIES AND SECURITIES SOLD, NOT YET PURCHASED

Trading account securities consist of marketable securities not held as long-term investments and
are carried at current market values with gains and losses recognized currently in the income
statement, as illustrated below as of December 31:

I
!
! Trading Securities
f Account Sold, Not Yet
| Securities Purchased
B Obligations of U.S. Government agencies $23,048,083 $9,068,312
f State, county, and municipal obligations 32,092,495 0
i Certificates of deposit 4,462,066 0
U. S. Treasuries 3,961 6,933,000
Corporate obligations 96,050 0

$59,702,655 $16,061,312

5. RELATED PARTY TRANSACTIONS . .

From time to time, the Company en%ages in banker's acceptances with SouthTrust Bank, a whol-
ly owned subsidiary of the Parent. Interest earned on these related party transactions, in the opin-
ion of management, is at market rates. At December 31, 2001, there wére $3,883,446 of banker’s
acceptances outstanding. At December 31, 2000, there were no banker’s acceptances outstand-
ing. .

The Company rents office space from the Parent for corporate headquarters and back office
operations on a month-to-month basis.

The Company has entered into agreements with SouthTrust Bank and other affiliates of the
Parent to make portions of their branch premises available to the Company in order to provide
brokerage services to the general public. The Company makes rental payments to SouthTrust
. Bank and other affiliates based on the square footage of the portions of branch premises made
i available to the Company.

Cash consists of amounts in noninterest-bearing accounts at SouthTrust Bank.

During 2001, the company transfered equipment to SouthTrust Bank with a book value of
$285,153 for cash proceeds of $285,153. The company rents this equipment from SouthTrust
Bank and also receives technical support and other data infrastructure services.

oo oo The Company also has a noninterest-bearing $10,000,000 subordinated loan agreement with the

Coceciho oo 0 o 1, Parent which'is payable in full at maturity on September 30, 2004. The subordinated borrowing is

oo : .. .: covered by agreements approved by thé National Association of Securities Dealers and thus the

amount is’ available in computing net capital under the Securities and Exchange Commission's

. Uniform Net Capital Rule. To the extent that such borrowing is required for the Company's con-

t tinued compliance with minimum net capital requirements ?as defined in Note 7), it may not be

: re-fa_nd. Furthermore, the Company must notify the National Association of Securities Dealers

within six months of the Company's intent to make payments. As of December 31, 2001, no such
notice had been presented to the National Association of Securities Dealers.

The Company also maintains a $100,000,000 line of credit with SouthTrust Bank, which expires
March 31, 2002. The line of credit bears interest which floats with the overnight federal funds rate,
is due and payable monthly, and is collater@s!ized by securities owned b% the Company. (see note
13) Balances outstanding on this line were $28,700,000 and $13,435,000 at December 31, 2001
and 2000, respectively. e

Management fees were paid to the Parent during 2001 and 2000 for management and adminis-
trative services.

Reflected in accounts payable, accrued expenses, and other liabilities within the accompanying
consolidated statements of financial condition are payables to the Parent for certain ogeratm
expenses paid on the Company’s behalf which amounfed to $430,575 and $415,815 in 2001 an

2000, respectively. ;



Receivables of $14,356,609 and $490,373 _due from FiServ are reflected in due from bro-
kers, dealers, and clearing organizations- within the accompanying consolidated statements
of financial condition as of DeCember 31, 2001 and 2000, respectively. Payables of $734,884
and $88,151 were due to FiServ and are reflected within the accompanyln? consolidated
statements of financial condition as of December 31, 2001 and 2000, respecfively.

6. LINE OF GREDIT o R

In addition to the line of credit with SouthTrust Bank, the Company also maintains a
$125,000,000 unsecured line of credit with FiServ, which is renewable annually and bears
interest at a rate equal to the prevailing broker call rate. The purpose of this line of credit is
for the margining of inventory on an overnlght basis. The CompanY had $0 outstanding
against this line of credit at December 31, 2001 and 2000, respectively.

7. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission's Uniform Net
Capital regu:rements under Rule 15c¢3-1, which requires the maintenance of minimum net
capital and requires that the ratio of ag?regate indebtedness to net capital, both as
defined, shall be equal to the greater of $250,000 or 2% of aggregate debit balances aris-
ing from customer transactions, as defined. At December 31, 2001 and 2000, the
Company had net capital of $33,255,125 and $25,514,778, respectively, which was
$33,005,125 and $25,264,778, respectively, in excess of required net capital.

8. COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Company enters into underwriting commitments. As
of December 31, 2001, the Company had no open underwriting commitments. The
Company is subject to claims and other legal proceedings in the normatl course of busi-
ness. These proceedings include alieged compensatory and punitive damages. Although it
is not possible to determine, with any certainty, the potential exposure relatéd to punitive
damages, in the opinion of management, based upon consultation with legal counsel, the
ultimate resolution of these proceedings will not have a material affect on the Company’s
financia!l statements.

9. PENSION AND PROFIT SHARING PLANS

The Company participates in a trusteed Fension plan and a deferred profit-sharing incen-
tive plan for the benefit of substantially all employees of the Parent and its subsidiaries.
Costs of the pension plan are computed under the “projected unit credit” method. Benefit
information is not available from the actuary for individual subsidiaries of the Parent.
However, net assets of the plan at December 31, 2001 exceed the accumulated benefit
obligation. The Parent’s funding policy is to contribute amounts to the plan

sufficient to meet minimum funding réquirements as set by law. The Parent does not allo-
cate any pension costs to the affiliates; therefore, no expenses or accruals related to pen-
sion costs are included in the accompanying consolidated financial statements.

The Parent also maintains a defined contribution deferred profit sharing plan which meets
the requirements of section 401 (k) of the Internal Revenue Code. Parent contributions to
the deterred profit sharing plan are based on a predetermined formula of up to 15% of par-
ticipants’ salaries, which is the maximum amount deductible for federal income tax purpos-
es. On behalf of its emplosees. the Company accrued $538,555 and $329,498 to the
Parent during 2001 and 2000, respectively, under the deferred profit sharing plan.

10. INCOME TAXES .
The Company’s deferred tax assets and liabilities at
December 31, 2001 and 2000 are as follows:

X — 2001 2000
Accrued medical benefit $0 $ 13,182
Accrued commissions Q [¢]
Other 17,218 79,463
Tota! deferred tax asset —17.218 — 02 645
Accrued profit sharing 0 (178,227)
Depreciation (149,305) (153,831)
Other (609) (609)
Total deferred tax liability (149.914) (332,667)
Totat net deferred asset (liability) ${132.696)

11. FAIR VALUES OF FINANCIAL INSTRUMENTS .

The Company’s financial instruments, which are recognized in the accompanying consoli-
dated statements of financial condition, are either carried at quoted market prices or are
short-term in nature. As a result, the carrying amounts reported in the accompanying con-
solidated statements of financial condition approximate the estimated fair values of all
financial instruments at December 31, 2001 and 2000.

12, FINANGIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK .

The Company is a party to certain financial instruments with off-balance sheet risk in the
normal course of trading inventory and clearance of customers’ securities transactions.
These financial instruments include securities sold, not yet purchased and payables to bro-
kers and dealers. These instruments involve, to varying degrees, elements of market risk
whose ultimate obligation may exceed the amount recognized in the 2001 and 2000 con-
solidated statements of financia! condition. The Company is required, in the event of the
nondelivery of customers’ securities owed the Company by other broker-dealers, or b¥ its
customers, to purchase identical securities in the open market. Such purchases migh
result in losses not reflected in the accompanying consolidated financial statements.

The Company monitors the credit standing of each broker-dealer and customer with whom
it conducts business. In addition, the Comgan?/ monitors the market value of collateral held
and the market value of securities receivable from others. It is the Company'’s policy to
request and obtain additional collateral when exposure to loss increases.The Company did
not have any derivative contracts outstanding as of December 31, 2001 and 2000.

13. COLLATERAL 5
Amounts that the Company has pledged as colla*~-al, which are not reclassified and
reported se aratelg, at December 31,2001, consist of securities owned with a carrying
amount of $49,895,613.

-~
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REPORT OF INDEPENDENT
PUBLIC ACCOUNTANTS

To the Board of Directors of
SouthTrust Securities, Inc.:

We have audited the accompanying consolidated statements

of financial condition of SOUTHTRUST SECURITIES, INC.

(a Delaware corporation and a wholly owned subsidiary of
SouthTrust Corporation) as of December 31, 2001 and 2000.
These financial statements are the responsibility of the
Company's management. Our responsibility is to express an
opinion on these consolidated financial statements based on
our audits.

We conducted our audits 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 audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated statements of financial
condition referred to above present fairly, in all material
respects, the financial position of SouthTrust Sedéurities, Inc.
as of December 31, 2001 and 2000, in conformity with
accounting principles generally accepted in the United
States.

Arthur Andersen LLP

Birmingham, Alabama
February 15, 2002
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