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OATH OR AFFIRMATION

I, _Darren L. Earnhardt , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

BB&T Investment Services, Inc. , as
of December 31 ,20_06 , are true and correct. 1 further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

"-\ .
! N A A4
Signature

CI L] E El ] ] D EE-
Title

O9— 05 ~x2027

Notary Public

This report ** contains (check all applicable boxes):
] (a) Facing Page.
] (b) Statement of Financial Condition.
lil {c) Statement of Income (Loss).
g (d) Statement of GARRXESAXIUNINCTNOONHINX Cash Flows
{e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.
O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
B (g) Computation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
O (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.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
g (1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
O (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

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




Report of Independent Auditors

To the Board of Directors and Shareholder of
BBA&T Investment Services, Inc.:

In our opinion, the accompanying statement of financial condition and the related statements of
operations, of changes in shareholder's aquity and of cash flows present fairly, in all material respects,
the tinancial position of BB&T Investment Services, Inc. (the "Company”) at December 31, 2006, 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. These financial statements are the
responsibility of the Company’s management. Qur responsibility is to express an opinion on these
financial statements based on our audit. We conducted our audit of these statements 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, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken.
as a whole. The supplemental information contained in Schedules | and il 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 ali material respects in relation to the basic financial statements taken as
a whole.

February 26, 2007




BB&T Investment Services, Inc.

{A wholly owned subsidiary of Branch Banking & Trust Company)
Statement of Financial Condition

December 31, 2006

Assgets

Cash and cash equivalents

Cash segregated under regulation

Securities owned, at fair value

Accrued interest receivable

Receivable from clearing broker

Commissions and fees receivable

Furniture, equipment and software (less accumulated
depreciation of $1,830,917) :
Deferred tax asset

Other assets

Total assets

Liabilitles and Shareholder's Equity
Accounts payable and other accrued liabilities
Compensation payable

Deterred revenue

Total liabilities
Commitments and contingencies (Note 11)

Shareholder's equity
Common stock, no par value; 10,000 shares authorized;
10,000 shares issued and outstanding
Additional paid-in-capital
Retained earnings
Total shareholder's equity

Total liabilities and shareholder's equity

$ 21,100,898
23,938
14,890,212
107,988
223,984
2,136,437

1,203,386
400,095
761,311

$ 40,848,249

$ 283,118
1,204,293

1,494,715

2,982,126

700,000
2,450,141

34715982
37,866,123

——

$ 40,848,249

The accompanying notes are an integral part of these finangial statements.




BB&T Investment Services, Inc.

(A wholly owned subsidiary of Branch Banking & Trust Company)
Notes to Financial Statements

December 31, 2006

1. Organization and Description of Business

BBA&T Investment Services, Inc. (the “Company”) is a wholly-owned subsidiary of Branch Banking
& Trust Company {the “Parent”}, which is a wholly owned subsidiary of BB&T Corporation (the
“Corporation”). The Company is incorporated in the state of North Carolina and is a broker-dealer
registered with the Securities and Exchange Commission and the National Association of
Securities Dealers, Inc. The Company clears customer transactions with a clearing broker on a
fully disclosed basis. The Company provides discount brokerage services, mutual funds,
government and municipal bonds and fixed and variabte rate insurance annuity products to
customers located primarily in the Southeast region of the United States of America. The
Company is also registered as an investment adviser with the State of North Carolina.

2, Summary of Significant Accounting Pollcies

Basis of Presentation .

The preparation of financial statements in conformity with accounting principtes generally accepted
in the United States of America 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 date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Securitles Transactlons
Customers' transactions, including related commission income, expense and clearing costs, are
recorded on a trade date basis.

Annuity and Fee Income

Annuity income is recognized as earned and represents commissions on sales of annuity products.
Fee income is recognized as earned and represents fees pursuant to mutual fund shareholder
administration and servicing distribution plans.

Deferred Revenue

The Company receives income from an affiliated entity for the sale of a fee-based product, which
contains a redemption provision that is exercisable by the client. The maximum redemption
provision period is 3 years from the sale of the product. Upon the receipt of commissions related to
the sale of the product, a liability is recorded and subsequently recognized into income over a
periad from inception through the expiration of the redemption option. If the redemption provision
is exercised by the clien! prior to expiration, an amount equal to the unearned revenue is refunded
to the affiliated entity. Refer to Note 7 for additional information.

Related to the sale of this product, commissions are paid to the Company's sales agents at the
inception of the contract. A prepaid asset is recorded and subsequently recognized as commission
expense over a period from inception through the expiration of the redemption option. If the
redemption provision is exercised by the client prior to expiration, any unearned commission
compensation on the part of the sales agents is deducted from that sales agent's future
compensation. The prepaid asset associated with these commissions for the year ended
December 31, 2006 was $393,834 and is included in other assets on the statement of financial
condition.

Interest Income
Interest income on securities is recognized in interest income on an accrual basis.




BB&T Investment Services, Inc.
(A wholly owned subsidiary of Branch Banking & Trust Company)
Notes to Financial Statements

December 31, 2006

Cash and Cash Equivalents

The Company considers all highly liquid investments with an initial maturity of three months or less
to be cash equivalents including investments in certain money market mutual funds of affiliated
entities.

Cash Segregated under Regulation ‘

The Company estimates breakpoint refunds due to eligible customers based on historical trading
and survey responses. The estimated refunds due to customers are included in a designated cash
account and are recorded as a liability for the same amount. Refer to Note 11,

Securities Owned
Securities owned represent U.S. Treasury obligations held by the Company with its clearing broker.
These transactions are recorded on a trade date basis and are carried at fair value.

Fumiture, Equipment and Software

Furniture, equipment and software are stated at cost less accumulated depreciation and
amortization. Software is for internal use only. These assets are depreciated using the straight-
line method over their estimated useful lives, which are generally two to ten years.

Income Taxes

There are two components of the income tax provision, current and deferred. The current income
tax provision approximates taxes 10 be paid or refunded for the applicable period. Balance sheet
amounts of deferred taxes are recognized on the temporary differences between the basis of
assets and liabilities as measured by tax laws and their basis as reported in the financial
statements under accounting principles generally accepted in the United States of America.
Deterred tax expense or benefit is then recognized for the change in deferred tax liabilities or
assets between periods. The recognition of deferred tax assets is based on management's belief
that it is more likely than not that the tax benefit associated with certain temporary differences will
be realized.

The Company's operating results are included in the consolidated federal income tax return of the
Corporation. The method of allocating federa! income tax expense is determined under a tax
allocation agreement between the Company and the Corporation. This allocation agreement
specifies that income tax expense will be computed for all subsidiaries on a separate company
method, taking into account tax planning strategies and the tax position of the consolidated group.

Equity-Based Compensation

In December 2004, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards (“SFAS") No. 123 (revised 2004), Shars-Based Payment (“SFAS 123R"),
which is a revision of SFAS No. 123, Accounting for Stock Based Compensation (“SFAS 123").
SFAS 123R supersedes Accounting Principles Board Opinion No. 25, Accounting for Stock Issued
to Employees (*APB 25"), and amends SFAS No. 95, Statement of Cash Flows. Generally, the
approach in SFAS 123R is similar to the approach described in SFAS 123, However, SFAS 123R
requires all share-based payments to employees, including grants of employee stock options, 10 be
expensed based on their fair values.

The Corporation adopted SFAS 123R on January 1, 2006, using the modified-prospective method,
which requires the recognition of compensation costs beginning with the effective date (a) based
on the requirements of SFAS 123R for all share-based payments granted after the effective date




BB&T Investment Services, Inc.

(A wholly owned subsidiary of Branch Banking & Trust Company)
Notes to Financial Statements

December 31, 2006

and (b) based on the requirements of SFAS 123 for all awards granted to employees prior to the
effective date of SFAS 123R that remain unvested on the effective date.

Certain employees of the Company participate in the Corporation’s equity-based compensation
plans, which provide for the issuance of the Corporation’s stock-related awards, such as stock
options and restricted stock units. For the year ended December 31, 2006, $259,088 of
compensation costs were allocated to the Company by the Corporation related to equity-based
compensation in accordance with SFAS 123R. As of December 31, 2006, there was approximately
$647,000 of unrecognized compensation costs related to the Company's allocation of the
Corporation’s equity-based awards that is expected to be recognized over a weighted-average life
of 3.7 years.

3.  Securities Owned
The Company depasits its excess cash in U.S. Treasury bilis with average maturities of 6 months
or less as welf as money market mutual funds. At December 31, 2006, the Company held U.S.
Treasury bills with a fair value of $14,890,212.

4.  Fumiture, Equipment and Software

Furniture, equipment, software and leasehold improvements consist of the following:

Estimated
Usetul Life
Furniture 10 years $ 425,549
Equipment 2-5 years 2,570,458
Leasehold improvements 2-5 years 5,550
Software 2-5 years 32,746
3,034,303
Less: Accumulated depreciation and amortization (1,830,917}
$ 1203386

5. Receivable From Clearing Broker

Amounts receivable from the clearing broker of $223,984 primarily represent amounts due for
commissions earned on customer transactions, net of clearance and service contract costs. These
amounts arise through normal business operations and are current in nature.

The Company has entered into an agreement with a broker-dealer whereby the broker acts as the
Company’s clearing broker. The clearing broker executes the Company's customer transactions,
extends margin credit to the Company’s customers secured by the customers’ securities, clears
transactions and acts as custodian. The Company earns commissions as an introducing broker for
the transactions of the customers. The clearing broker pays the Company a fee earned on
customer margin balances, and charges the Company for brokerage, clearance, exchange fees
and other service contract costs, which is included in clearance and service contract costs in the




BB&T Investment Services, Inc.

{A wholly owned subsidiary of Branch Banking & Trust Company)
Notes to Financial Statements

December 31, 2006

statement of operations. The Company uses the clearing broker’s systems to suppaort daily
operations.

The Company monitors margin levels on a daily basis for compliance with regulatory and internal
guidefines. Qutstanding margin balances held by the clearing broker related to the Company's
customers were approximately $15,100,290 at December 31, 2006.

6. Commissions and Fees Recelvable

The Company executes a substantial amount of its customer transactions directly with various
mutual fund and annuity companies. As agent, and pursuant to selling and distribution
arrangemenis, the Company receives commission and fee income directly from the respective
mutual fund or annuity companies, including affiliated entities. At December 31, 2006, the
correlated receivables, included in commissions and fees receivable on the statement of financial
condition totaled $2,136,437.

7. Related Party Transactions

tn the ordinary course of business, the Company deals with the Parent and other affiliated
companies. These transactions arise in the normal course of business and are summarized below.
Raceivables from and payables to affiliates represent amounts due from and to affiliate companies
which are expected to be settled in the normal course of business.

Cash and Cash Equivalents

The Company had $3,179,903 of cash on deposit with the Parent at December 31, 2006, which is
noninterest bearing. The Company had $17,920,995 in a money market mutual fund of an
affiliated entity.

Cash Segregated Under Regulation

The Company had $23,938 of cash on deposit with the Parent at December 31, 2006, which is a
restricted cash account for the purpose of collecting and depositing customer money and
distributing upon settlement. An offsetting liability of the same amount is recorded by the
Company. Refer to Note 2.

Receivable from Parent
The Company had $10,921 of intercompany receivables from the Parent at December 31, 2006,
which is included in other assets on the statement of financial condition.

Payable 1o Parent
The Company had $71,559 of intercompany payables to the Parent at December 31, 2006, which
is included in accounts payable and other accrued liabilities on the statement of financial condition.

Dividend Declared and Paid to Parent
in 2006, there was a dividend declared and paid to Parent in the amount of $38,000,000.

Parent Services '
The Parent provided certain management, operational, finance and other support services to the
Company, which totaled $3,914,676 for the year ended December 31, 2006 and is included in the
statement of operations as administrative fees paid to Parent. The corporate allocation process
was refined and enhanced in 2006 to more accurately represent the actual usage of corporate
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BB&T Investment Services, Inc.

(A wholly owned subsidiary ot Branch Banking & Trust Company)
Notes to Financial Statements

December 31, 2006

support services by the Company. The Parent aliocates certain costs to the Company for rent and
communication costs based on usage. Costs allocated to the Company during the year were
$418,933 and $233,014, respectively, and are included in occupancy and equipment expense in
the statement of operations. The Parent also allocates related costs to the Company for certain
qualitied retirament and defined contribution plans, as well as providing health care andiite
insurance benefits, Refer to Note 2 for additional information.

The Company's directors and some of its officers and employees also serve as officers and
employees of the Parent and its affiliates.

Revenue

The Company receives shareholder servicing, distribution and sales commissions from the
third-party distributor to the BB&T Funds (the “Funds™) and BB&T Annuities (the “Annuities™). The
Funds and Annuities are sponsored and advised by an affiliate of the Company. The Company
generated $3,088,249 and $3,858,772 in commission and fee income from Fungds and Annuities,
respectively.

The Company holds the licenses of certain BB&T Insurance representatives selling Variable
Universal Life Insurance. As pan of this agreement, the Company retains 5% of commissions
generated. Correlated revenues included in other income in the statement of operations totaled
$51,737 in 2006.

The Company acts as sales agent for the Elite MSP product, which is advised and managed by an
affiliate. Commission payments of $2,233,153 were received from sales of this product in 2006.
$738,438 was recorded as revenue and is included in other income in the statement of operations
and $1,494,715 was deferred in 2006 and is classified as deferred revenue on the statement of
financial condition.

income Taxes

The income tax expense included in the Statement ot Operations for the year ended December 31,
20086, consists of the following:

Current tax expense

Federal $ 7,306,879

State 873,896
Total current tax expense 8,180,775

Deferred tax benefit

Federal (409,308}

State {61,550)
Total deferred tax benefit (470.858)
Income tax expense $ 7,709,917

Income tax expense above does not include the effects of income tax deductions resulting from
exercises of stock options, which amounted to $15,545 during 2006, and were recorded as
increases to shareholder's equity.

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




BB&T Investment Services, Inc.

(A wholly owned subsidiary of Branch Banking & Trust Company)
Notes to Financial Statements

December 31, 2006

Feder:—._tl income taxes at statutory rate of 35%

Increase in income tax expense as a result of: $ 7,166,072
State income taxes, net of Federal 1ax benefit 528,025
Cther, net 15,820

Income tax expense $ 7,709,917

Effective income tax rate 37.66%

The tax effects of temporary ditferences that give rise to significant portions of the deferred tax
assets, included in the Statement of Financial Condition, and deferred tax liabilities at
December 31, 2006, are presented below:

Deferred tax assets

Reserves $ 97,538
Unearned Income

Total deferred tax assets
Deferred tax liabilities

580253

67779t

Depreciation ' (145,733)
Prepaid Expense (131,963}
Total deferred tax liabilities (277,696)
Net deferred tax asset $ 400,095

The Company has no valuation adjustment for deferred tax assels based on management's belief
that it is more likely than not that the deferred tax assets will be realized.

9. Employee Benefit Plans and Compensation Payable

The Corporation has established certain qualified retirement and defined contribution plans
covering full-time, salaried employees and certain part-time employees. Expenses under these
plans are accrued each year. The costs are charged to current operations and, for defined benefit
plans, consist of several components of net pension cost based on various actuarial assumptions
regarding future expectations under the plans. The Company was allocated a net pension cost of
$864,663 for the year ended December 31, 2006. The Company's employees are sligible to
participate in a contributory profit sharing and 401(k) plan sponsored by the Corporation. The
Cermporation allocated $1,100,668 in expense to the Company as its matching contribution for the
plan during the year. Both the net pension cost and matching contributions are included in the
employee compensation benefit-administrative expense in the statement of operations.

In addition fo providing retirement benefits, the Corporation provides health care and life insurance
benefils for active and retired employees. Substantially all of the Corporation's employees may
become eligible for postretirement benefits if they reach early retirement age while employed by the
Corporation and they have the required number of years of service. Under the Corporation’s
current plan, eligible retirees are entitled to a fixed dollar amount benefit based on years of service.
Additionally, certain current retirees are eligible for different benefits aftributable to prior plans. The
Company had approximately 347 covered employees at December 31, 2006. The Corporation
aflocated $1,480,872 for health care and fife insurance benefits to the Company for the year ended
December 31, 2006, which is included in the employee compensation benefit-administrative
expense in the statement of operations.
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BB&T Investment Services, Inc.

(A wholly owned subsidiary of Branch Banking & Trust Company)
Notes to Financial Statements

December 31, 2006

10. Fair Value of Financial Instruments

The Company's financial instruments are short-term financial instruments with carrying amounts
which approximate fair value. These financial instruments generally expose the Company to
limited credit risk.

11, Commitments and Contingencies

The company has recorded a liability of $23,938 related to estimated breakpoint refunds owed
customers at December 31, 2006. This amount is included in accounts payable and other accrued
liabilities on the statement of financial condition.

In the normal course of business, securities transactions of brokerage customers of the Company
are introduced and cleared through a clearing broker on a fully disclosed basis. The clearing
broker may re-hypothecate certain securities held on behalf of the company. Additionally, pursuant
1o the terms of the agreement between the Company and the clearing broker, the clearing broker
has the right to charge the Company for unsecured losses that result from a customer’s failure to
complete such transactions. The Company has the right to pursue collection or performance from
customers who do not perform under their contractual obligation. The Company monitors the credit
standing of the clearing broker and all customers with which it conducts business. For the year
ended December 31, 2006, there have been no such unsecured losses recognized by the
Company. In addition, the Company is unable to reasonably forecast future losses that could occur
as a result of a customer's failure to complete a transaction.

In the course of its business, the Company is subject to regulatory examinations, information
gathering requests, inquiries and investigations. Management does not believe there are any
liabilities related to regulatory matters, except for the breakpoint reserve.

In the normal course of business, the Company’s customer activities involve the execution of
various customer securities transactions that settle in accordance with industry practice. These
activities may expose the Company to off-balance sheet credit and market risk in the event the
customer or other broker is unable to fulfill its contractual obligations and the Company is required
to purchase or sell the financial instrument underlying the contract at a loss. The risk of default
depends on the credit quality of the customer or issuer of the instrument heid as collateral.

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. The Company has elected
to use the aggregate indebtedness method of computing net capital permitted by the rule, which
requires that the Company maintain minimum net capital at a ratio of aggregate indebtedness to
net capital not to exceed 15 to 1, as defined. Business restrictions may be imposed if net capital
falls below the minimum requirement. Net capital changes on a daily basis. On December 31,
2006, the Company's net capital under the rule was $34,993,320 which was $34,743,320 in excess
of the minimum required net capital of $250,000.
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