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OAT_H OR AFFIRMATION

1, ' Mark -G Endres ' o , swear (or affirm) that, to the best of

my knowledge and belief the accompanying ﬁnanual statement and supportmg schedules pertalnmg to the firm of
First Southeast Investor Serv1ces, Inc.

, as
of _September 30 ,2005 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any prbprietary interest in any account

classified solely as that of a customer, except as-follows:

N A /p’ﬁ

//M@%” >“

ChipF Financial Qfficer
Title

\otary Public

This report ** coatains (check all apphcable boxes):
X (a) Facing Page.
X (b) Statement of Financial Condmon
& (¢) Statement of Income (Loss). _
' & (d) Statement of Changes in Financial Condition. :
& (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capltal
[ (f) Statement of Changes in anbllmes Subordmated to Claxms of Credxtors
O @ Computation of Net Capital. . :
T ) Computation for Determination of Reserve Requlrements Pursuant to Rule 13c3 3.
~ [0 (@) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3. '
-0 () AReconciliation, 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.
o (k) A Reconciliation between the audited and unaudlted Statements of Financial Condition with respect to methods of
consolidation. -
X (1)) An Oath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.

O m Areportdescnbmg any materxalmadequacxes found. toe‘ﬂstortoundto havee\usted smcethedateoftheprewous audit.. -

** For conditions of confidential treatment ofcertain portions of this filing, see section 240.17a-3(e)(3).
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M KPMG LLP

Suite 1200

150 Fayetteville Street Mall
PO Box 29543

Raleigh, NC 27626-0543

Independent Auditors’ Report

Board of Directors
First Southeast Investor Services, Inc.:

We have audited the accompanying balance sheets of First Southeast Investor Services, Inc. (a wholly
owned subsidiary of First Financial Holdings, Inc.) as of September 30, 2005 and 2004 and the related
statements of income, stockholder’s equity and comprehensive income, and cash flows for the years 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. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the 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 consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also 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 financial statements referred to above present fairly, in all material respects, the
financial position of First Southeast Investor Services, Inc. as of September 30, 2005 and 2004, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

Our audits were 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 audits 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
November 1, 2005

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




FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Balance Sheets
September 30, 2005 and 2004

Assets

Cash and cash equivalents $
Certificates of deposit

U.S. Agencies available for sale, at fair value

Mortgage-backed securities available for sale, at fair value

Commissions receivable

Other assets

Total assets $

Liabilities and Stockholder’s Equity
Liabilities:
Accounts payable to clearing broker $
Accrued expenses and other liabilities

Total liabilities

Stockholder’s equity:
Common stock $10 par value. Authorized 50,000 shares;
issued and outstanding 36,000 shares
Retained earnings
. Accumulated other comprehensive income (loss)

Total stockholder’s equity
Total liabilities and stockholder’s equity $

See accompanying notes to financial statements.

2005 2004
310,388 404,888
603,155 403,154
295,781 —
104,935 145,803
156,410 112,297

61,397 54,862
1,532,066 1,121,004
5,095 3,352

239,807 127,114
244,902 130,466
360,000 360,000
928,724 626,944

(1,560) 3,594
1,287,164 990,538
1,532,066 1,121,004




FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Statements of Income

Years ended September 30, 2005 and 2004

Revenue:
Commissions
Interest

Expenses:
Salaries and benefits
Occupancy and equipment
Fees to clearing brokers
Travel
Supplies
Telephone
Professional fees
Management fee to related parties
Other operating expense

Income before income taxes
Income tax expense

Net income

See accompanying notes to financial statements.

$

2005 2004
2,648,893 2,311,643
25,470 13,882
2,674,363 2,325,525
1,756,648 1,628,578
46,434 48,818
44,221 39,338
51,772 50,993
47,011 34,027
17,736 28,910
22,634 22,080
26,339 20,619
158,627 100,231
2,171,422 1,973,594
502,941 351,931
201,161 141,423
301,780 210,508




FIRST SOUTHEAST INVESTOR SERVICES, INC

(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Statements of Stockholder’s Equity and Comprehensive Income

Years ended September 30, 2005 and 2004

Accumulated
other Total
Number of Common Retained comprehensive stockholder’s
shares stock earnings income equity
Balance, September 30, 2003 36,000 § 360,000 815,220 4,440 1,179,660
Net income — — 210,508 — 210,508
Other comprehensive income:
Unrealized net loss on securities
available for sale, net of income tax — — — (846) (846)
Total comprehensive income 209,662
Other tax benefit — — 1,216 — 1,216
Cash dividends paid — — (400,000) — (400,000)
Balance, September 30, 2004 36,000 360,000 626,944 3,594 990,538
Net income — — 301,780 — 301,780
Other comprehensive income:
Unrealized net loss on securities
available for sale, net of income tax — — - (5,154) (5,159)
Total comprehensive income 296,626
Balance, September 30, 2005 36,000 $ 360,000 928,724 (1,560) 1,287,164

See accompanying notes to financial statements.



FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Statements of Cash Flows
Years ended September 30, 2005 and 2004

2005 2004
Cash flows from operating activities:
Net income $ 301,780 210,508
Adjustments to reconcile net income to net
cash provided by operating activities:
Amortization of unearned discounts/premiums on
investments, net 1,171 4,129
Deferred income tax expense (benefit) (14,376) 4,924
(Increase) decrease in commissions receivable (44,113) 50,750
(Increase) decrease in other assets (4,143) 4,925
Increase (decrease) in accounts payable to clearing broker ‘ 1,743 27)
Increase (decrease) in accrued expenses and other liabilities 130,229 (8,617)
Net cash provided by operating activities 372,291 266,592
Cash flows from investing activities:
Purchase of investment securities available for sale (303,073) —
Purchase of certificates of deposit (600,001) (302,147)
Maturity of certificates of deposit 400,000 —_
Repayments on mortgage-backed securities available for sale 36,283 85,085
Net cash used in investing activities (466,791) (217,062)
Cash flows from financing activities:
Dividends paid — (400,000)
Net cash used in financing activities — (400,000)
Net decrease in cash and cash equivalents (94,500) (350,470)
Cash and cash equivalents at beginning of year 404,888 755,358
Cash and cash equivalents at end of year $ 310,388 404,888
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Income taxes $ 118,021 148,870
Supplemental disclosures of noncash investing
and financing activities:
Unrealized net loss on securities available for sale,
net of income tax $ (5,154) (846)
Other tax benefit _— 1,216

See accompanying notes to financial statements.
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FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Notes to Financial Statements
September 30, 2005 and 2004

Organization

On December 11, 1997, First Southeast Investor Services, Inc. (FSIS) was organized as a South Carolina
corporation. FSIS became a wholly owned subsidiary of First Financial Holdings, Inc. (Parent or First
Financial) through the issuance of 25,000 shares of $10 par value common stock. In 1999 and 2000 an
additional 10,000 and 1,000 shares of $10 par value common stock were issued to the Parent, respectively.
The Parent is a savings and loan holding company headquartered in Charleston, South Carolina which
owns and operates First Federal Savings and Loan Association of Charleston (First Federal).

FSIS became a registered broker/dealer with the National Association of Securities Dealers, Inc. (NASD)
on November 24, 1998, making it subject to the Securities and Exchange Commission’s Uniform Net
Capital Rule (Rule 15¢3-1) (the Rule), which requires that a defined minimum net capital be maintained,
and the ratio of aggregate indebtedness to net capital, as defined by the Rule, not exceed certain levels.
FSIS began operations as an introducing broker/dealer on February 1, 1999. As an introducing
broker/dealer, FSIS sells stocks, bonds and certain insurance products through another broker/dealer (the
“clearing broker”). All trades would then clear through the clearing broker, not through FSIS.

Summary of Significant Accounting and Reporting Policies

The accounting and reporting policies of FSIS are in accordance with accounting principles generally
accepted in the United States of America and conform to the rules and regulations of the Securities and
Exchange Commission (SEC) and NASD for registered broker/dealers in securities. The more significant
of these policies used in preparing FSIS’s financial statements are described in this summary.

(a) Cash and Cash Equivalents

Cash and cash equivalents include cash, which is held in a non-interest bearing demand deposit
account and an interest bearing transaction account at First Federal and money market accounts held
at nonaffiliated companies.

(b) U.S. Agencies and Mortgage-backed Securities

U.S. Agencies and mortgage-backed securities are accounted for in accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 115, “Accounting for Certain Investments in Debt
and Equity Securities”. Investments are classified into three categories as follows: (1) Held to
Maturity - debt securities that the Company has the positive intent and ability to hold to maturity,
which are reported at amortized cost; (2) Trading - debt and equity securities that are bought and
held principally for the purpose of selling them in the near term, which are reported at fair value,
with unrealized gains and losses included in earnings and (3) Available for Sale - debt and equity
securities that may be sold under certain conditions, which are reported at fair value, with unrealized
gains and losses excluded from earnings and reported as a separate component of stockholder’s
equity, net of income taxes. All U.S. Agencies and mortgage-backed securities held by FSIS are
classified as available for sale, and interest income is recorded in other income.

The Company determines U.S. Agencies and mortgage-backed securities classification at the time of
purchase. Premiums and discounts on securities are accreted or amortized as an adjustment to
income over the estimated life of the security using a method which approximates a level yield.

6 (Continued)
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FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Notes to Financial Statements
September 30, 2005 and 2004

Unrealized losses on securities, reflecting a decline in value judged by the Company to be other than
temporary, are charged to income in the consolidated statements of operations. The cost basis of
securities sold is determined by specific identification. Purchases and sales of securities are recorded
on a trade date basis. The fair value of securities is based on quoted market prices or dealer quotes.

Comprehensive Income

SFAS No. 130, Reporting Comprehensive Income, establishes standards for the reporting and
presentation of comprehensive income and its components in a full set of financial statements.
Comprehensive income includes all nonowner changes in equity during a period and is divided into
two broad classifications: net income (loss) and other comprehensive income (“OCI”). OCI includes
revenue, expenses, gains, and losses that are excluded from earnings under generally accepted
accounting principles. Comprehensive income consists of net income and net unrealized gains on
securities and is presented in the statements of stockholder’s equity and comprehensive income.

The Company’s “other comprehensive income” for the year ended September 30, 2005 and 2004 and
“accumulated other comprehensive income” as of September 30, 2005 and 2004 are comprised
solely of unrealized gains and losses on certain investments in debt securities.

Income Taxes

FSIS is included in the consolidated Federal income tax return of its Parent. FSIS is also included in
the consolidated South Carolina income tax return of its Parent and its other nonbanking subsidiaries.
The tax sharing agreement with the Parent provides for FSIS to compute its current taxes on a
separate return basis, and allows FSIS to reduce its current federal and state income taxes to the
extent of available net operating loss (NOL) carryforwards of its Parent and its subsidiaries.

FSIS uses statement of Financial Accounting Standards No. 109, Accounting for Income Taxes,
which requires accounting for income taxes using the asset and liability method. Under the asset and
liability method of Statement 109, 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. 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.

Commission Revenue

Commissions earned on sales and purchases of securities for customers are recorded on a settlement
date basis, which does not differ materially from a trade date basis.

Use of Estimates in Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America require management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent 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.

7 (Continued)
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FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Notes to Financial Statements

September 30, 2005 and 2004

Investment Securities Available for Sale

The amortized cost, gross unrealized gains, gross unrealized losses and fair value of investment securities

available for sale are as follows:

U.S. Agency Securities
FHLB, matures in 2007

Mortgage-backed securities:
FNMA, matures in 2012

Total

Mortgage-backed securities:
FNMA, matures in 2012

Total

All of the unrealized losses have a duration of less than twelve months.

Income Taxes

September 30, 2005

Gross Gross Estimated
Amortized unrealized unrealized fair
cost gains losses value
$ 300,488 —_ 4,707 $ 295,781
102,745 2,190 — 104,935
$ 403,233 2,190 (4,707) $ 400,716
September 30, 2004
Gross Gross Estimated
Amortized unrealized unrealized fair
cost gains losses value
S 140,006 5,797 —_ 145,803
$ 140,006 5,797 — 145,803

The components of income tax expense (benefit) are as follows for the years ended September 30:

Current:
Federal
State

Deferred:
Federal
State

2005 2004
$ 187,362 118,656
28,175 17,843
215,537 136,499
(12,497) 4,280
(1,879) 644
(14,376) 4,924
$ 201,161 141,423
(Continued)
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FIRST SOUTHEAST INVESTOR SERVICES, INC,
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Notes to Financial Statements
September 30, 2005 and 2004

The income tax expense for the periods presented differed from the amount computed by applying the
statutory federal income tax rate of 35.0% to income before income taxes because of the following:

2005 2004
Expected federal income tax expense $ 176,029 123,176
State taxes, net of benefit 17,092 12,017
Nondeductible expenses 8,040 6,230
Total $ 201,161 141,423

Deferred income taxes result primarily from differences in financial and income tax reporting of certain
deferred compensation and prepaid expenses. The net deferred tax asset (liability) is $14,902 and ($721) at
September 30, 2005 and 2004, respectively. A portion of the change in net deferred tax liabilities relates to
unrealized gain on securities available for sale. The related current period tax benefit of $1,247 has been
recorded directly to stockholders’ equity. The balance of the change in the net deferred tax asset results
from current period deferred tax benefit of $14,376. There was no valuation allowance for deferred tax
assets as of September 30, 2005 and 2004. It is management’s belief that realization of the deferred tax
asset is more likely than not.

Transactions with Related Parties

Expenses are allocated under various methods determined by FSIS, First Financial, and First Federal.
These expenses are subject to change. Management fees, occupancy and equipment, and miscellaneous
fees paid by FSIS to related parties for the years ended September 30, 2005 and 2004 were $77,561 and
$69,437, respectively.

At September 30, 2005 and 2004, FSIS cash of $262,926 and $99,595 respectively, was held in a
non-interest bearing demand deposit and interest bearing transaction accounts at First Federal.

Parent Employee Benefit Plans

The Parent has established the Sharing Thrift Plan which includes a deferred compensation plan (401(k))
for all full-time and certain part-time employees. The Plan permits eligible participants to contribute a
maximum of 15% of their annual salary (not to exceed limitations prescribed by law). Part-time employees
who work at least 1,000 hours in a calendar year may also contribute to the Plan. The Company will match
the employee’s contribution up to 5% of the employee’s salary based on the attainment of certain profit
goals.

FSIS’s matching contribution charged to expense for the years ended September 30, 2005 and 2004, was

$35,871 and $25,735, respectively, and is included in salaries and benefits expense in the statement of
income.

9 (Continued)
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FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Notes to Financial Statements
September 30, 2005 and 2004

The Plan also provides that all employees who have completed a year of service with the Parent in which
they have worked at least 1,000 hours are entitled to receive a quarterly profit sharing contribution of 0%
to 100% of 6% of their base pay during such quarter depending upon the amount of each subsidiary’s
return on equity for that quarter. The Plan provides that regardless of the return on equity each eligible
employee will receive a profit sharing contribution equal to at least 1% of his base compensation on an
annual basis. Employees become vested in profit sharing contributions made to their accounts over a
seven-year period or upon their earlier death, disability, or retirement at age 65 or over. Employees are able
to direct the investment of profit sharing contributions made to their accounts to any of the Plan’s
investment funds. Profit sharing contributions to the Plan by FSIS on behalf of participants during 2005
and 2004 totaled $53,726 and $53,959, respectively, for FSIS employees. This is included in salaries and
benefits expense in the statement of income.

Net Capital Requirements

The Company is subject to the SEC’s Uniform Net Capital Rule (Rule 15¢3-1) which requires the
maintenance of minimum net capital, defined as $250,000, and requires that the ratio of aggregate
indebtedness to net capital, as defined, shall not exceed 8 to 1.

At September 30, 2005, FSIS had net capital for regulatory purposes of $946,223. This was $696,223 in
excess of its required net capital of $250,000. The Company’s ratio of aggregate indebtedness to net capital
was .26 to 1 at September 30, 2005 which is less than the maximum of § to 1.

Reconciliation with Focus Report

The following is a reconciliation of net income in the financial statements to the fiscal years 2005 and 2004
Focus Report Form 17A-35, Part IT which is filed quarterly.

2005 2004
Net income per financial statements $ 301,780 210,508
Add other comprehensive loss (5,154) (846)
Net income per Focus Reports $ 296,626 209,662
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Schedule 1
FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)
Computation of Aggregate Indebtedness and Net Capital
Pursuant to Rule 15c3-1 of the Securities Exchange Act of 1934
September 30, 2005 and 2004
2005 2004
Aggregate indebtedness:
Accounts payable and accrued liabilities $ 244,902 130,466
Net capital:
Total stockholder’s equity 1,287,164 990,538
Less nonallowable assets:
Investment in and receivable from affiliates 161,155 89,823
Commissions receivable from fixed annuities 111,865 88,135
Accounts recejvable 40,065 32,109
Prepaid expenses 17,743 17,307
Haircuts on securities 10,113 5,832
Net capital 946,223 757,332
Capital requirement 250,000 250,000
Net capital excess $ 696,223 507,332
Ratio aggregate indebtedness to net capital 0.26 to 1 0.17to 1

The 2005 and 2004 computations do not differ from the Company’s computation, as shown in its Focus

Report Form X-17A-5, Part II-A (as amended) dated September 30, 2005 and 2004.
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Schedule 2

FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Computation of Aggregate Indebtedness and Net Capital
Pursuant to Rule 15¢3-1 of the Securities Exchange Act of 1934
September 30, 2005 and 2004

FSIS is subject to the provisions of Rule 15¢3-3 of the Securities Exchange Act of 1934. FSIS does not
hold customer cash or securities. Checks are received in the name of FSIS and are immediately
restrictively endorsed and deposited in a Pershing, LLC bank account held at First Federal. Securities
received are forwarded overnight to UVEST Investment Securities. FSIS fully introduces brokerage
accounts to Pershing, LLC and FSIS does not have balances which would be included in a reserve
computation. Therefore, the reserve requirement under Rule 15¢3-3 was $250,000 at September 30, 2005
and 2004.

The above computation does not differ from FSIS’s computation, as shown in its Focus Report
Form X-17A-5, Part [I-A (as amended), dated September 30, 2005 and 2004.
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