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KPMG LLP
99 High Street Telephone 617 988 1000
Boston, MA 02110-2371 Fax 617 988 0800
Independent Auditors’ Report
The Board of Directors

Evergreen Investment Services, Inc.:

We have audited the accompanying statement of financial condition of Evergreen Investment Services, Inc.
(the Company, a wholly owned subsidiary of Evergreen Investment Company, Inc.) as of December 31,
2003, and the related statements of operations, changes in stockholder’s equity, 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
financial statements are the responsibility of the Company’s management. QOur responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes 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
financial position of Evergreen Investment Services, Inc. as of December 31, 2003 and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

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 and 2 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,

KPMe LLP

February 25, 2004

.... KPMG LLP, 2 U.S. limited liability partnership, is the U.S.
marmhear firm of KPMG International, @ Swiss cooparative



EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Statement of Financial Condition

1

1
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December 31, 2003

Assets

Current assets:

Cash and cash equivalents 15,554,020
Receivable from affiliates (note 3) 31,554,893
Prepaid expenses and other assets 2,939,874
Total current assets 50,048,787
Fixed assets, net of accumulated depreciation of $3,480,280 (note 4) 907,153
Total assets 50,955,940
Liabilities
Current liabilities:
Payable to affiliate (note 3) : 3,021,598
Accounts payable and accrued expenses 2,848,500
Total current liabilities 5,870,098
Commitments and contingencies {note 5)
Stockholder’s Equity
Common stock, no par value. Authorized 40,000 shares;
issued and outstanding 21,000 shares 6,693,224
Retained earnings 38,392,618
Total stockholder’s equity 45,085,842
Total liabilities and stockholder’s equity 50,955,940

See accompanying notes to financial statements.
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EVERGREEN INVESTMENT SERVICES, INC.
(A Whotly Owned Subsidiary of Evergreen Investment Company, Inc.)

Statement of Operations
Year ended December 31, 2003

Revenues:
Investment income, net

Total revenues

Expenses:
Compensation and employee benefits (note 6)
Sales promotion
Travel and entertainment
Occupancy
Equipment
Communications
Other

Intercompany charges:
Corporate overhead (note 3)
Interest expense, net (note 3)

Total expenses

Loss before reimbursement
Reimbursement (note 2)

Income before income tax expense
Income tax expense (note 5)

Net loss

See accompanying notes to financial statements.

437,039

437,039

22,470,901
17,240,153
3,929,443
736,394
603,049
566,088
1,296,504

46,842,532

1,882,064
137,053

48,861,649

(48,424,610)
48,525,619

101,009
264,693

(163,684)




!

L ||

L

EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Statement of Changes in Stockholder’s Equity
Year ended December 31, 2003

Common Retained
stock earnings Total
Balance, December 31, 2002 $ 6,693,224 38,556,302 45,249,526
Net loss — (163,684) (163,684)
Balance, December 31, 2003 3 6,693,224 38,392,618 45,085,842

See accompanying notes to financial statements.



EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Statement of Cash Flows
Year ended December 31, 2003

Cash flows from operating activities:
Net loss $
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation
Gain on sales of fixed assets
Changes in assets and liabilities:
Decrease in payable to affiliates
Increase in receivable from affiliates
Increase in prepaid expenses and other assets
Increase in accounts payable and accrued expenses

Net cash used in operating activities

Cash flows from investing activities:
Purchases of fixed assets
Proceeds from sales of fixed asset

Net cash used in investing activities
Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year $

Supplemental disclosures:
Income tax refunded $
Interest paid

See accompanying notes to financial statements.

(163,684)

304,142
(1,622)

(48,119,550)

(26,286,567)

(510,676)
884,092

(73,893,865)

(839,465)
170,370

(669,095)

(74,562,960)
90,116,980

15,554,020

1,543,280
236,435
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EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Notes to Financial Statements
December 31, 2003

Organization

Evergreen Investment Services, Inc. (EIS or the Company) is a wholly owned subsidiary of Evergreen
Investment Company, Inc. (EICO), which, in turn, is an indirect wholly owned subsidiary of Wachovia
Bank, N.A. (WB), a national banking association and a wholly owned subsidiary of Wachovia Corporation
(Wachovia). Evergreen Investment Management Company, LLC (EIMCQO), an indirect subsidiary of
EICO, serves as advisor and administrator for the Evergreen mutual funds (the Funds), which, as of
December 31, 2003, consisted of approximately 92 mutual funds.

EIS is registered as a broker-dealer under the Securities Exchange Act of 1934. EIS acts as marketing
agent for the Funds and, through an agreement with the Funds’ distributor, has the right to receive
distribution fees directly from the Funds. Effective January 1, 2002, EIS assigned its right to receive these
distribution fees to EIMCO.

Summary of Significant Accounting Policies

The financial statements have been prepared in conformity with accounting principles generally accepted
in the United States of America. The following is a summary of significant accounting policies consistently
followed in the preparation of the financial statements of the Company:

(a) Cash and Cash Equivalents

Cash and cash equivalents includes all cash, investments with an original maturity of less than three
months, and shares of money market mutual funds. Cash and cash equivalents are substantially
comprised of shares of an affiliated money market mutual fund.

(b) Fixed Assets

Fixed assets consist primarily of automobiles, equipment, and computer software, and are stated at
cost less accumulated depreciation. Depreciation is computed using the straight-line method over the
estimated useful lives of the assets, which range from two to seven years.

(c) Income Taxes

The Company’s results for the year ended December 31, 2003 will be included in the consolidated
federal income tax return of Wachovia. Federal income taxes are calculated as if the Company filed
on a separate-return basis, and the amount of current tax or benefit calculated is either remitted to or
received from Wachovia and recorded in the consolidated Wachovia tax return. The amount of
current and deferred taxes payable or refundable is recognized as of the date of the financial
statements utilizing currently enacted tax laws and rates. Deferred tax expense or benefits are also
computed on a separate-entity basis.

Deferred income tax assets and liabilities are established for the expected future tax consequences
attributable to temporary differences between the financial statement carrying amount and the tax
basis of assets and liabilities. Deferred income 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 of a change in tax rates on deferred income tax assets
and liabilities is recognized in income during the period that includes the enactment date.

6 (Continued)
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EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Notes to Financial Statements

December 31, 2003

Use of Estimates

In preparing these financial statements, management is required 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.

Reimbursement Policy

The Company operates principally for the benefit of EIMCO and its affiliates. Effective January 1,

2002, the Company began assigning its rights to receive distribution fee revenue to EIMCO (see

note 3(c)) and, as a result, the Company began to experience operating losses. In anticipation of these
operating losses, the Company and EIMCO entered into a Loss Indemnification Agreement on
January 1, 2002 in order for the Company to continue to meet its capital requirements as a registered
broker-dealer. Under this agreement, EIMCO reimburses the Company for losses incurred as a result
of operations.

Related-Party Transactions

The Company routinely engages in various financial transactions with affiliated companies. The Company
receives credit for the collection of its receivables and is charged for the settlement of its liabilities through
intercompany accounts with affiliates. The financial statements may not necessarily be indicative of the
financial position that would have existed or the results of operations or cash flows that would have
occurred had the Company operated as an independent enterprise. The nature of these transactions was as
follows:

(@)

(b

(c)

Due from/Payable to Affiliate

The Company advances cash not required for direct operational needs to other Wachovia entities.
The Company also has established a revolving line of credit with WB on which interest is payable
monthly at the average federal funds rate, with a maximum available balance of $100 million.
Interest expense of $235,227 was paid on the line of credit during 2003. Interest income of $98,174
was earned on amounts due from affiliates during 2003. As of December 31, 2003, the Company was
in a net due from position, with an outstanding balance of $27,965,596.

Operational Receivable from/Payable to Affiliates

Receivables from/payable to affiliates represent unsettled balances of various amounts, primarily
arising from services rendered by the Company to affiliated companies. These amounts are generally
paid out within one month’s time.

Assignment of Distribution Fees

The Company has an agreement with the Funds’ distributor, Evergreen Distributors, Inc. (EDI),
granting the Company the right to receive distribution fees and certain portions of contingent
deferred sales charges (CDSCs) directly from the Funds subject to certain limitations imposed by the
National Association of Securities Dealers, Inc. On January 1, 2002, the Company entered into an
agreement (the Assignment Agreement) with EIMCO assigning all of the Company’s rights to

7 (Continued)



EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Notes to Financial Statements

December 31, 2003

receive these distribution fees and CDSCs to EIMCO in consideration for EIMCO financing the
broker commissions on the sale of the Funds’ Class B and Class C shares. Total fees and CDSCs
assigned to EIMCO in 2003 under the Assignment Agreement amounted to $47,079,890.

(d) Corporate Overhead

As a service to its subsidiaries, WB provides services such as corporate and executive
administration, including technical, treasury, financial, and legal support. The subsidiaries, including
EIS, are charged monthly for their pro rata share of these services as corporate overhead.

(4) Fixed Assets

Fixed assets included the following at December 31, 2003 (in thousands):

Automobiles $ 973,166
Equipment 404,626
Computer equipment 351,100
Telephone equipment 29,854
Computer software 2,628,687
4,387,433

Less accumulated depreciation 3,480,280

$ 907,153

Depreciation expense for the year ended December 31, 2003 is $304,142.

(5) Income Taxes

The provision for income taxes for the year ended December 31, 2003 is presented below:

Federal State Total
Current expense S 129,663 26,182 155,845
Deferred expense 76,489 32,359 108,848
Total income tax expense $ 206,152 58,541 264,693
8 (Continued)
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EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Notes to Financial Statements
December 31, 2003

The reconciliation of federal income tax rates and amounts to the effective income tax rates and amounts
for the year ended December 31, 2003 is presented below:

Tax expense Effective
(benefit) tax rate
Computed tax at statutory rate $ 35,353 35.0%
Entertainment disallowance 190,542 188.6
State income tax, net of federal income tax benefit 38,052 37.7
Change in beginning of the year deferred tax asset valuation
allowance (28) 0.0
Other 774 0.7
Total income tax expense $ 264,693 262.0%

The sources and tax effects of temporary differences that give rise to significant portions of the deferred
tax assets and liabilities for the year ended December 31, 2003 are presented below:

Deferred income tax assets:

Accrued postretirement benefits § 140,936

Deferred compensation 837,222

Net operating loss carryforwards 20,514
Deferred income tax assets 998,672

Deferred tax assets valuation allowance (20,514)
Net deferred income tax assets 978,158

Deferred income tax liabilities:

Prepaid pension (1,177,769)

Other (3,150)
Deferred income tax liabilities (1,180,919)
Net deferred income tax liabilities $ (202,761)

The realization of net deferred tax assets may be based on utilization of carrybacks to prior taxable periods,
anticipation of future taxable income in certain periods, and the utilization of tax-planning strategies.
Management has determined that it is more likely than not that the net deferred tax asset can be supported
by carrybacks to federal taxable income in the two-year federal carryback period and by expected future
taxable income which will exceed amounts necessary to fully realize remaining deferred tax assets
resulting from the scheduling of temporary differences. A valuation allowance of $20,514 as of
December 31, 2003 was established in prior years related to certain state net operating loss carryforwards
not expected to be utilized.

At December 31, 2003, EIS had state net operating loss carryforwards of $354,604 which expire in the
years 2007 through 2008 if not offset against future taxable income.

9 (Continued)
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EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Notes to Financial Statements

December 31, 2003

The Internal Revenue Service (the IRS) is currently examining Wachovia’s federal income tax returns for
the years 1997 through 1999. In addition, in November 2001, the IRS issued reports related to the
examination of Wachovia’s 1994 to 1996 federal income tax returns. Although the amount of any uitimate
liability with respect to such examinations cannot be determined, in the opinion of management, any such
liability will not have a material impact on the Company’s financial position.

Benefit Plans

Substantially all employees with one year of service are eligible for participation in the noncontributory
defined benefit pension plan and the matching savings plan of Wachovia. In addition, Wachovia provides
postretirement benefits, principally health care, to employees and their beneficiaries and dependents.
Wachovia allocates expense to the Company for the defined benefit pension plan, matching savings plan
and postretirement benefits based on employee compensation from the Company and the total cost
incurred with respect to the plans on a consolidated basis. Total benefits expense for the Company for
these plans for the year ended December 31, 2003 was $807,689. The actuarial and plan asset information
pertaining to the employees of the Company is not segregated in Wachovia’s retirement and postretirement
plan calculations and is therefore not available.

Net Capital Requirement

Pursuant to the net capital provisions of rule 15¢3-1 of the Securities Exchange Act of 1934, as of
December 31, 2002, the Company was required to maintain minimum net capital (as defined) equal to the
greater of $5,000 or 6 2/3% of aggregate indebtedness (as defined). Net capital and the related ratio of
aggregate indebtedness to net capital may fluctuate on a daily basis. At December 31, 2003, EIS had net
capital of $9,372,842, which was $8,981,502 in excess of its required minimum net capital of $391,340.
The Company’s ratio of aggregate indebtedness to net capital was 0.63 to 1.

10



Schedule 1
EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Computation of Aggregate Indebtedness and Net Capital Under
Rule 15¢3-1 of the Securities and Exchange Commission

|

December 31, 2003
Net capital:
Total stockholder’s equity $ 45,085,842
Deductions and/or charges:
Receivable from affiliates 31,554,893
- Prepaid expenses and other assets 2,939,874
Fixed assets, net 907,153
Net capital before haircuts on securities positions 9,683,922
Haircut on investment in money market mutual fund (311,080)
Net capital $ 9,372,842
Aggregate indebtedness:
Total liabilities $ 5,870,098
Computation of basic net capital requirement:
- Minimum net capital required:
$5,000 or 6 2/3% of aggregate indebtedness, whichever is greater $ 391,340
Excess net capital at 1,500 percent $ 8,981,502
Excess nef capital at 1,000 percent 3 8,785,832
Ratio of aggregate indebtedness to net capital 0.63t01.0

As required by the Securities and Exchange Commission (the SEC), the Company has filed financial statements in the
form prescribed by the SEC on Part ITA of the FOCUS report as of December 31, 2003 (the Filing).

Provided below is a summary of the differences between the results of the net capital computation in the Filing as
compared to the results of the computation from the audited financial statements:

Difference
Filing from above
Total stockholder’s equity $ 45210894 (125,052)
Deductions and/or charges:
Receivable from affiliates 30,158,353 1,396,540
Prepaid expenses and other assets 2,939,874 —
Fixed assets, net 907,153 —
Net capital before haircuts on securities positions 11,205,514 (1,521,592)
Haircut on investment in money market mutual fund {311,080) —_
Net capital $ 10,894,434 (1,521,592)
Aggregate indebtedness 3 4,348,506 1,521,592
Excess net capital at 1,500 percent $ 10,604,534 (1,623,032)
Excess net capital at 1,000 percent $ 10,459,583 (1,673,751)
Ratio of aggregate indebtedness to net capital 0.40t0 1.0 023t01.0

11



Schedule 2

EVERGREEN INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of Evergreen Investment Company, Inc.)

Statement of Exemption
December 31, 2003

The Company is exempt from the provisions of rule 15¢3-3 of the Securities Exchange Act of 1934 under
Subsection (k)(1). During the year ended December 31, 2003, the Company was in compliance with the
conditions for the exemption.

12
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KPMG LLP
99 High Street Telephone 617 988 1000
Boston, MA 02110-2371 Fax 617 988 0800
Independent Accountants’ Report on
Internal Control Required by SEC Rule 17a-5
The Board of Directors

Evergreen Investment Services, Inc.:

In planning and performing our audit of the financial statements and supplemental schedules of Evergreen
Investment Services, Inc. (the Company) for the year ended December 31, 2003, we considered its internal
control, 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 internal control.

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 such practices
and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Company in making quarterly securities examinations, counts,
verifications and comparisons; recordation of differences required by rule 17a-13; or 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.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the 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
conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, @ Swiss cooperative




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, 2003 to meet the SEC’s objectives.

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

KPMG LLP

February 25, 2004
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