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Wells Investment Securities, Inc.
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i” ERNST& YOUNG & Ernst & Young LLp & Phone: (404) 874-8300

Suite 2800 WWW.eY.Com
600 Peachtree Street
Atlanta, Georgia 30308-2215

| Report of Independent Registered Public Accounting Firm

The Board ofpirectors and Stockholder
Wells lnveslmlent Securities, Inc.

We have au(hted the accompanying statement of financial COI’ldlllOr] of Wells Investment
Securities, Inc (the Company) (a wholly owned subsidiary of Wells Real Estate Funds, Inc.) as
of December 31, 2006, and the related statements of operations, changes in stockholder’s equity,
and cash flows for the year then ended. These financial statements are the responsibility of the
Company’s [management. QOur responsibility 1s to express an opmion on these financial
statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (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
mlsstatement We were not engaged to perform an audit of the Company s internal control over
financial reportmg QOur audit included consideration of internal control over financial reporting
as a basis for des! ‘gning audit procedures that are appropriate in the circumstances, but not for the
purpose of expressmg an opinion on the effectiveness of the Company s internal control over
financial reportmg Accordingly, we express no such opinion. Anlaudit also includes examining,
on a test basns evidence supporting the amounts and drsclosur‘es in the financial statements,
assessing the accounting principles used and significant estlmates made by management, and
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 Wells Investment Securities, Inc. at December 31, 20006, and the results
of its operatlons and its cash flows for the year then ended in confommy with U.S. generally
accepted accountmg principles.

Our audit was conducted for the purpose of formmg an opinion on the basic financial statements
taken as a \qvhoie* The information contained in Schedules | and il is presented for purposes of
additional analysrs and is not a required part of the basrc financial statements, but is
supplementary information required by Rule 17a-5 under the Securltles Exchange Act of 1934,
Such 1nf0rmanon has been subjected to the auditing procedures applled in our audit of the basic
financial statcments and, in our opinion, is fairly stated in all material respects in relation to the
basic ﬁnancral statements taken as a whole.

| ZMJ“J- 2L

February 20, 2007

0702-0808144 ' : -
A member firm of Ernst & Young Global Limited 1




Llabllltles and stoclkholder s equrty

-

.
i - L]

; L ; _ December 31, 2006

Assets

' Cash and cash equrvalents

Cash segregated uznder tederal and other regulatlons
.Commissions, dealer-manager fees and distribution
fees recervable from affiliates (Note 3)
Recewable from broker-dealers
Prepald expenses and other current assets
Due from af’ﬁllatex (Note 3)
Income tax. recervable

W

' Other assets; net (Not&s 2dnd 3)
'Total assets ‘ .

Liabilities:
Seciurltres sold, not yet purchased at market value
. Accounts payable and accrued expenses
Payable to broker-c dealers '

Total !labllltl_f:sl Lo

| .
Commltrnents and contmgenc1es (Note 8)

Stockholder s equrty
Common stock: ($1 par value 100,000 shares authonzed
6,000 shareshlssued and outstanding)- '
Additional pald in capital, _ B
. Retained eammgs : e
Total stockholder s equity '

Total liabilities jcmd stockholder s equ1ty

" See accompanymg notes. . : &

!
{
0702.0808144 . -
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- .}© - Wells'Investment Securities, Inc. |

' Statement of Financial Condition |,

$ 2347,007

780,280

1,330,064

- 7,408 .

117,293
340,529
. 65,033

. 1,150,662
$ 6138366

$ 780,280

761,093. -
750,923 -~
2,292,296

6,000
2,610,902
1,229,168 .

3,846,070

$ 6,138,366




Statement of Operations

Year Ended December 31, 2006

e
e ———,——— e
. . .

Revenues: | _
" Selling commissions
‘Dealer-manager fees
Reimbursem?nt income — related party (Note 3)
" Mutual Fund commissions and distribution fees
Contingent d}:ferred sales load fees
Interest and dther income

" Total revenues:
1

!
i

Expenses: - |
Selling corrirpissibns re-allowed to participating
broker-dealers | - . :
Marketing feés re-allowed to participating
broker-dealers _
Salaries, sale's based compensation and benefits
Mutual Fund|commissions-and distribution fees
re-allowed to participating broker-dealers
Ge:neral and z’idmini_strati»'fe '
Amortization of other assets
SIPC and NASD fees
Total expensesi ,
Income before taxes

Income tax expense:
Federal
State - -
Total income tax expense
Net income |

‘
1
]
|
See accompanying notes.
a . 4

1
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" Wells Investment Securities, Inc.

$ 59,661,650
20,744,907
2,984,763
2,601,801
141,746
34,320

86,169,187

59,661,650

10,085,762
11,552,892

1,995,156
1,407,873
464,577
231,915

85,399,825

769,362

248,341
44,637

292,978

$ 476,384
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]
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i
Balance at January |, ?006

Net inc:ome

o
Balance at December 31§, 2006

- 1
M [

i
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notes. ¢

'

Wells Investment Securities, Inc.

Statement of Changes in Stockholder’s Equity

i

Year Ended Deceﬁaber 31, 2006

o .~ Additional Total
Common Stock * Paid-in Retained Stockholder's
Shares Amount Capital Earnings Equity
6,000 § 6,000 § 2610902 § 752,784 § 3,369,686
- - .« E 476,384 476,384
6,000 3§ 6000 $ 2610902 % 1220168 % 3,846,070
4




Wells Investment Securities, Inc. |.

Lo - Statemen’ltiofCaish‘Fl'ows

' Year Ended December 31, 2006

PIG—

1

Operatmg actnvntws . . _ -

Netlincome | . - ' ' | $ 476,384

Adjustments t? reconcile net mcome to net cash used e

in operatlng actlvmes ! i L .

Amoruzatlon of other assets L Y o 464,577
Changes lrll assets and liabilities: ’ e

: Increase in cash segregated under federal and

| other régulations © . | (780,280)
. Increase in commissions, dealer—manager fees, and .
‘ _ dlstrlbutlon fees receivable from affiliates - (946,002)
} Decreaseb in recewable from broker-dealers . : | 1,394
! Decrease in other assets - : R . . 125,902
; Increase i m due from' ‘affiliates . - o ’ " (340,529)
i Increase i m income tdx receivable - ., . (65,033)
5 Increase in prepald expenses , - (476,244)
; Gross proceeds from securities sold at market value C - 24,276,986 - '
. Payment|of commissions and dealer-manager fees ' . - (1,221,409)
o Purchase of securities at market value B . . (22,275,297)
i Increase i I1}n accounts payable and accrued expenses’ : 224411 -
- Decrease'in payable to broker-dealers - o - (266,632) -
! Decrease: in due to affiliates . N - (229,506) -
Total adjustments S - - : : . (1,507,662)
Net ‘cash used in operating activities ) ' ) , o1 o (1,031,278) .
Cas_h and cash equi‘vélentS-at beginning of year R 3,378,375
Cash and eash equivalents at end of.year : . $ 2.347.097

' Supplementall non-cash mvestlng and f'nancmg dlsclosures ‘
Olher assets acqum,d with advances. from affi Ilates . $ 139,357
Supplementallﬁnanual mformatlon ,
Income taxes pald ' : . o $ 461,435

See accompanyiﬁg notes.
‘ . ' . ' ’ . i
i -

. ! AN - B . :
0702-0808144 i - . o . 5.




Wells Investment.Securities, Inc.

Notes to Financial Statements

| B
i December 31, 2006
|

1..Organization and Business
:

: Wells Investment Securities, Inc. (the Company) was organized on April 20, 1984 as a

corporation under the Georgia Business Corporation Code, and| commenced operations on
May 22, 1984.| Upon its formation effective February 17, 1997, Wells Real Estate Funds, Inc.
{WREF) became the sole stockholder of the Company Leo F. Wells, | 111 is the sole stockholder of
Wells Real Estale Funds, Inc. : :

During 2006 the Company acted as an agent in connection with the management, coordination,
and dlstrlbutlon of securities issued by Wells Real Estate Investment Trust, Inc. (Wells REIT I),
Wells Real Estate Investment Trust II, Inc. (Wells REIT II), Wells S&P REIT Index Fund
(the Domestic Mutual Fund), Wells Mid-Horizon Value-Added Fundl LLC (Wells VAF) and
certain afﬁllated private ventures (collectively, the Products). Wells Caprtal Inc. (Wells Capital)
serves as the Advrsor to Wells REIT 1 and Wells REITII. On December 19, 2006, the Wells
Dow Jones ershlre Global RESI Index Fund (the Global Mutual Fund) became effective,
however, there were no material operations in the fund in 2006 Wells Asset Management
(WAM)Y serves as the Advisor to the Domestic Mutual Fund and the Global Mutual Fund.

_Wells Management Company, Inc. (Wells Management) sponsors the equity offerings for certain

affiliated prlvdte ventures, Wells Investment Management Company, LLC (WIM), a wholly

. owned sub31d1ary of Wells Management, serves as the advisor to Wells VAF. In addition to the

Company, Wells Capital, WAM, and Wells Management are also wholly owned subsidiaries of

WREF * - |

| - |
The Company i 1s a broker- dealer registered with the Securities and Exchange Commission (SEC)
and a member of the National Association of Securities Dealers (NASD). In connection
therewith, the Company pays fees to the Securities Investor Protectlon Corporation (SIPC), an
agency created to insure customers against losses from failed brokerage firms. The Company
does not hold {customer securities and, as related to the dlstnbutlon of the Wells VAF, holds
customer funds in a special: account for the exclusive benefit of customers. Accordingly, the
Company quahﬁes for the exemption provisions of the SEC Customier Protection Rule under the
Securities Exchangt Act of 1934 (Rule 15¢3-3).

0702-0808144




| Wells Investment Securities, Inc.

Notes to Financial Statements (continued)

|

2. Summary oif Significant Accounting Policies
;

Use of Estimat;es

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumpnons that affect certain reported
amounts and disclosures. Actual results could differ from those estlmates

I f ! L}

Revenue Recognition . ‘

The Company"s revenues are primarily comprised of selling commissions and dealer-manager
fees earned as compensation in ¢onnection with the distribution ofithe Products. Commissions
and .dealer-manager . fees are recogmzed on a trade-date ba51s The Company re-allows
substantially all selling commissions, and in accordance with the respective prospectus or
offering memorandum for each respective product, a portion of thc dealer-manager fees in the
form of marketing fees to the participating broker-dealers involved i in the distribution and sale of
the Products. ; -

1
Cash and Casl‘l Equivalents

The Company maintains three accounts consisting of demand deposits and short-term
investments with two financial institutions. These accounts are insured up to $100,000 per
institution by the U.S. Federal Deposit Insurance Corporation. "l:he total deposits generally
exceeded the insurance limits during the year. The Company con31ders all highly liquid
investments with maturities of three months or less when purchased to be cash equivalents.

In addition to these cash deposits, commissions, dealer- manager* fees and distribution fees
receivable fron} affiliates may also subject the Company to credit-risk (Note 3).

Cash Segregatéd Under Federal and Other Regulations
The Company maintains a special account for the exclusive benefit!of customers who purchase
securities in the Wells VAF. Accordingly, the Company qualifies for;the exemption provisions of

~the SEC customer protection rule under the Securities Exchange |Act of 1934 (Rule 15¢3-3)

(see Note 1).

07020808144 ‘ ) ‘ 7




Wells-,Investn’ient:Securities, Inc.

" - Notes-to Financial Statements (continued)

|
l

|

I
. 2. Summary ot]' Significant Accounting Policies (continued)

B | .
Accounts Receivable From Broker-Dealers
. l

Accounts recellvablc from broker-dealers generally represent commlsswns and marketing fees
paid on mvestments that were subsequently cancelled within the Corlnpany s 30-day cancellation
period. Pursuam to the underlying selling agreements with participating broker-dealers, the
Combpany is enmled 1o full recourse for such overpayments. As of December 31, 2006, the
- Company had requested reimbursement for all overpayments and considers these amounts to be .
collectlble i

‘ .
Reserve for Do;ubtful Accounts Receivable

As of Dccer’nb‘er 31, 2006, all significant outstanding receivables. are due from affiliates.
Management believes that all significant receivables are collcctlble based on the financial
vxablllty of and historical collections from such affiliates. Accordmglv, no reserves for such
receivables have been provided for in the accompanymg financial statements.

Prepald Expen}ses and Other Current Assets’ |
) &}
Prepaid expenses and other current assets primarily consist of NASD Personnel and Sales
Assessment fees and the Company’s fidelity- bond premium for 2007 which the Company paid
durmg 2006 ancl will amortize on a straight-line basis during 2|00? Additionally, prepaid
expenses mclude deposits held at the Central Registration Deposnory (CRD), a system designed
to provide banklng services to NASD member firms, Among other things, these deposits are -
applied against|recurring NASD fees related to examinations, reglstrauons, and hcensmg as

~ incurred by the Company

Other Assets, Net

_The Company has financed the payment of certain commissions jon behalf of investors in-
Wells REIT I, Wells Real Estate Fund XIII, L.P., and the Domestic Mutual Fund. Wells REIT |
and Wells Real| Estate Fund XIII, L.P. relmburse commissions f'manced on behalf of their
investors by vjvnthholdmg and remitting a pomon of operatmg distributions otherwise
distributable to such investors to the Company over a six-year period. Commissions financed on
behalf of the mvestons in the Domestic Mutual Fund are capitalized ahd amortized over six years
and one year for Class B shares and Class C shares, respectively. As Domestic Mutual Fund
investors redeem Class B shares or Class C shares, the Company carrls contingent deferred sales
load fees calculated based on a schedule of percentages of the dollar amoum of shares redeemed,
which decline relanve to the length of time that the ‘shares were outstanding .during the
amortization penod

i

€
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«-Wells-Investment Securities, Inc.

‘ : . .
'~ .. Notes-to Financial Statements (continued)

i
2. Summary oil' Significant Accounting Policies (continued)-

Management contmually monitors events and changes in c1rcumstances that could indicate that

carrying amounts of other assets may not be recoverable and has determined that there has been

no impairment in the carrying value of other assets during 2006.
| ' .

Liabilities
As of Decembeir 31, 2006, the Company had no liabilities subordinated to claims of its creditors.

Securities Sold, not yet Purchased

The Company receives funds from participating broker-dealers! for customers purchasing
securities in the Wells VAF. Upon settlement, these funds are remttted on behalf of the customer,
net of selling commissions and dealer-manager fees, to the We]ls VAF for investment. The
Company maintains-a special account for the exclusive benefit of the customers who purchase
securities in the Wells VAF for these transactions. The funds can not be used by the Company,
as funds belong only to customers and remain in the (K)(2)(1) account for 5 days to ensure they
are cleared.

|
Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting
Standards No. 109, Accounting for Income Taxes, whereby deferred taxes are provided for based
upon the dlfferencc' between the financial statement and tax basis of assets and liabilities using
currently enacted tax laws and rates. Deferred tax expenses or beheﬁts are recognized in the
financial statements according to the changes in deferred tax assets or lnabtlmes between years.
i

The Financial Accountmg Standards Board (FASB) tssued an lnterpretatlon on Accounting for
Uncertamty in Income Taxes (FIN 48) in June 2006. FIN 48 applies to all tax positions accounted
for in accordance with Statement of Financial Accounting Standards 109 and prescribes a
recognition thresho]d and’ measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax|return. FIN 48 also provides
guidance on derecognition, classification, interest and penalues accounting in interim periods,
disclosure, and'transition.

FIN 48 shall|be applied to fiscal years beginning after Decernber 15, 2006. Company
management is: currently evaluating the effects of FIN 48 for planned implementation in 2007. At
1 ,
i

7 808144 H ¢
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- -Wells:Investment.Securities, Inc.

Notes to Financial-Statements (continued)

this time, management does not believe that FIN 48 will have a material impact on the current

" income tax polmes and operations of the Company.
|

Risks and Uncertainties
The subslanual' majority of the Company’s revenues are generated from the sale of the Products.
Accordingly, a decline in such sales could detnmentally lmpact the Company’s fmanmal

condition and result', of operations.

3. Related-Paljty Transactions

: i : | !
Selling Commissions, Dealer-Manager Fees, and Distribution Fees
. ; : !

The Company ieams selling commissions from the sale of the Pro'ducts During 2006, selling
commissions were calculated based on the following percentages of gross investment proceeds
raised by the Products: up to 7% for Wells REIT II; equal to 5% for certain affiliated private

ventures; and up to 4% for Class A shares of the Domestic Mutual Fund and the Wells VAF. For -

securities issued pursuant to Wells REIT I's Dividend Remvesltment Plan (DRP), selling
commissions were calculated equal to 5% of gross investment proceeds through the second
quarter of 2006. On November 15, 2005 Wells REIT I adopted an amended and restated DRP,
which eliminated all commissions on shares issued under the DRP effectlve for the third quarter
2006. There are no selling commissions pursuant to the Wells REIT ILI DRP.
: | - :

The Company eams dealer-manager fees, calculated as 2.5% of the gross investment proceeds
raised, from the distribution of Wells REIT II and certain affiliated private ventures, and 1.5% of
the gross mvestment proceeds raised from the distribution of the Wells VAF. No dealer-manager
fees are earned from the distribution of shares pursuant to the We}ls REIT 1 or Wells REIT II
DRP. !

The Company earns distribution fees from the distribution of shares of the Domestic Mutual
Fund. During 2006, distribution fees were calculated based on a range from 0.25% to 1.00% of
the average- dally net assets allocable to the respective class of shares of the Domestic Mutual
Fund.

+
i

0702-0808144 | ' 10




- ~“Wells:Investment Securities, Inc.

+"~Notes to Financial-Statements’(continued)

3. Re‘la'ted-Party Transactions (continued)

The detail of c COlTlmlSSIonS dealer-manager fees and dlstrlbutlon fees|receivable from affiliates as
of December 31 2006, is provided below: :

Wells REIT IT : ' § 1,078,129

Affiliated private ventures | E - 37,500
Domestic NIIutual Fund - ~ 214,435
Total | . | $ 1,330,064

t

. |
Other Assets, Net

Other assets, net, consist pnmanly of.commissions financed by the Company, for which funding
has been provnded by Wells Capital on behalf of investors in Wells REIT I, Welis Real Estate
Fund XIII, L. P) and the Domestic Mutual Fund. Commissiéns . ﬁnanced on behalf of the
_ investors in the Domestic Mutual Fund are capitalized and amomzed over six years and one year

for Class B shares and Class C shares, respectively. As of December 31, 2006, the accumulated
amortization of $1,101,202 and $125,867 related to Class B and Class C shares, respectively,
was included in other assets, net.

The detail of other assets, net, as of December 31, 2006, is provided below:

i , .
Due from Class B share Domestic Mutual Fund investors $ 1,070,711

Due from Class C share Domestic Mutual Fund investors 61,719
Due from Wells REIT I investors ' 16,964
Due from Wells Real Estate Fund XI1il, L.P. mvestors ' 1,268
Total i ' | | $ 1,150,662

- Due From Al'l'lliates

Due from affiliates as of December 31, 2006, is as follows:

Wells Capital . $ 340,529

The balance due from Wells Capltal primarily represents charges receivable pursuant to the
Payroll | Reimbursement and Administrative Support Services Agreement (as outlined below),
partially offset{:by reimbursements related to the financing by Wells Capital on behalf of the
Company of cenam commissions as described in Other Assets, net.

0702-0808144
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Loelo s mn kg wWellsInvestment.Securities, Inc. )

-+ 1 - ¢ Notes toFinancial Statements (contin_u'ed)
|
l
: i ,
3. Related-Party Transactions (continued)

b
Payroll Reimbursement and Administrative Support Services Agreement

Effective January 1, 2004, the Company and Wells Capital entered into a Payroll Reimbursement
and Admlmstranve Support Services Agreement (the Admmlstratwe Agreement). This
agreement was' 1n1t1ally a one-year agreement with automatic annual extensions, and as such the
agreement wasiautomatlcally extended for one year on January 1, 2006 pursuant to its terms.

Wells Capital has agreed to reimburse the Company for all non- sales based compensation earned
by the Company s NASD licensed and registered wholesale representatlves which is included in
salaries, sales- based compensation and benefits in the accompanymg statement of income.
During 2006, Wells Capital reimbursed $2,984,763 to the CompanyJ for such expenses, which is
recorded as relmbursement income — related party in the accompanymg statement of operations.
, _

Under the Adrptmstratwe Agreement the Company has also agreedl to reimburse Wells Capital
for admlnlstratlve support services, including the costs associated with Wells Capital’s
Information Techno]ogy, Corporate Accounting, Accounts Payable, JHuman Resources and Risk
Management and Finance departments and excluding the related payroll costs and costs
otherwise relmbursable to Wells Capital from other parties. The Company is required to
reimburse Wells Capital for an allocation of such costs based on the Company’s employee
headcount relatlve 10 all personnel employed by WREF's sub51d1ar1es provided that, following
such re1mbursements the Company maintains retained earnings and revenues sufficient to satisfy
the minimum | net capital requirements of the SEC (Note 5). Durlng 2006, the Company
reimbursed $647,366 to Wells Capital for such expenses, which are included in general and
admmlstratlve expenses in the accompanying statement of operatlons

4. Line of Cre%iit

On June 9, 2006 the Company entered into a $15,000,000 unsecured line of credit agreement as , °
a restncted sub's:d:ary borrower, in conjunction with WREF and certam WREF subsidiaries, with
Wachowa Bank, National Association (Wachovia Bank). Pursuant to the terms of this credit

agreement, thelCompany may borrow at an interest rate of either Wachowa Bank’s prime rate or
the LIBOR Rate plus 1. 50%. As of December 31, 2006, the apphcable rate under the agreement
was 6.82%.

. 07020808144 _ 12
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|- -~ Notes.to Financial Statements (continued)
i

| ' j
4, Line of Credit (contmued)

The Company has no recourse liability to Wachovia Bank for any borrowing by WREF or any of
the other WREF subsidiaries. Under the terms of the credit agreement, the Company shall be
liable for borrowings incurred on its own behalf, or might incur recourse liability if WREF or
certain of WREF’s subsidiaries contribute or loan more than 10% of WREF’s consolidated net

worth 1o the Company

~ Asof December 31, 2006 the Company had not borrowed agamst thls line of credit.

5. Net Capital _Computatlon

The Company is subject to the Securities and Exchange Commlssmn Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum net capltal and requires that the ratio
of aggregate indebtedness to net capital, as defined, shall not excee}d 15 to 1. Rule 15¢3-1 also
provides that equity may not be withdrawn or cash dividends pald if the resulting ratio of
aggregate indebtedness to net capital would exceed 10 10 1. As of December 31, 2006, the
Company had net capital of $1,423,814, which was $1,270,995 1n excess- of its required net
capital of $152,819. As of December 31, 2006, the Company’s ratio of aggregate mdebtedness to
net capital was 1 61 to 1. |

6. Income Taxes

Income tax expense is comprised of the following for the year ended becember_3 1, 2006:

Current:
Federal $ 248341
. State : ' 44,637
$ 292,978

| |

S
As of December 31, 2006, the Company had no deferred tax assets or liabilities as there are no
dlfferences between the financial reporting and tax bases of assets and liabilities.

0702-0808144 - ) ) . 13
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I “Notes.to:Findricial Statements (continued)

6. Income Taxes (continued)

The reconc1llatlon of the income tax expense computed at the U.S. federal statutory rate to the
mcome tax expense recorded for financial reporting provided below: | '

L ' ' Amount Percentage .
Tax expense at the U.S. federal statutory rate $ 261,207 34%
State tax expenses, net of federal tax benefit 30,067 4
Non-deductible expenses 520 -
. Other | i , . 1,184 :
Income tax expense : ‘ r $ 292,978 38% °

]

7. Defined Contribtltion Plan.

Wells & Assocrates Inc., an aff liaté of the Company, sponsors a 40l(k) defined contribution
plan (the Plan) under Wthh the Company is allowed to make . contrlbutrons for all of its
employees. Ellglble participants may contribute a percentage of their annual compensation,
subject to maxrmum amounts established .by the United States Internal Revenue Service. The
Company make$ employer-matching contributions equal to $0.25 per dollar invested in the Plan
for participants during their first two years of service. At the begrnnmg of the quarter following
the participants’; second year of service, the Company increases matchlng contributions to $0.50
per dollar invested in 'the Ptan. At the beginning of the quarter foIlowmg the participants’ third
year of service, the Company increases matching contributions to $0. 75 per dollar invested in the
Plan.' At the begmmng of .the quarter following the participants’ fourth year of service, the
Company mcreases matching contributions to $1.00 per dollar- mvested in the Plan. Employer
matching contrlbutlons are 100% vested and non-forfeitable and are capped at 11% of each
employee’s mcome on a b1 weekly basis. Pursuvant to the Admlmstratlve Agreement Wells

' .Caprtal rermburses the Company for employer-matching contrlbutlons incurred in connection

with the payroll costs reimbursed to the Company for non-sales based compensation (Note 3).
Durmg 2006, the Company incurred $652,190 in employer matching contributions to the Plan, of
which Wells Capltal réimbursed $174, 521

0702-0808144 . 1 4
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Co 1' - .--: Notes-to Financial Statements (continued)

8. Conimitmen!ts and Cohtingencies

In the ordinary: course of business, the Company may become subject to litigation or claims.
Except as disclosed below, there are no material pending legal proceedings or proceedings .
known to be colntemplated by governmental authorities involving the|Company.

Richards Ca’sé f -
{

On or about J uiy 30, 2003, L. James Richards (Mr. Richards) filed a| lawsuit in the United States
District Court; Northern District of Georgia, against the Company and WREF alleging
discrimination agamst him on the basis of his religion when he was not offered employment as a
wholesaler. The Complaint was answered on October 9, 2003, denymg Mr. Richards’ allegations

in their ennrety ' i

From October 31, 2005 through November 3, 2005, the case'wals tried before a jury in the
United States District Court for the Northern District of Georgialwith Mr. Richards seeking
damages of approxlmately $2.7 million. The trial ended in a mlstrlal because the jurors were
unable to reach a unanimous decision. The Court has set a trial date of March 5, 2007.

|
The Company|and WREF intend to contlnue to dispute and vigorously defend against these

claims.

At this time, rgnanagemem is unable to determine whether the hkellhood of an unfavorable
outcome is either probable or remote. However, Wells Capital, an afﬂllate of the Company, has
been and is expectcd to continue to fund the legal fees incurred in connectlon with defending this
case. Accordmgly, no reserves have been provided for in the accompanymg financial statements.

Sutter Case i . ' - ’ l"

On August 10, 2005, Sutter Opportunity Fund 3, LLC, Sutter Caplltal Management, LLC, and
MPF Advisors,' Inc. (collectively, the Plaintiffs) filed a lawsuit in the Superior Court of Fulton
County, State of Georgia against the Company, WREF, -Wells Real Estate Funds 1-XII, and a
number of affiliated individuals (collectively, the Defendants){ alieging lack of specific
performance, equitable accounting, breach of fiduciary duties; breach of contract, and bad faith
when the Plaintiffs requested a list of shareholders names, addresses 'and telephone numbers. The
Plaintiffs have now filed a claim requesting the court to require the Defendants turn over the list
of shareholders On September 12, 2005, an answer and counterclan‘T on behalf of all Defendants

0702-0808144 °. H . . 15
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- = Notésito Financial Statements (continued)
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- 8 Commltments and Contmgencnes (contmued)

was ﬁlcd Wclls Capital and Wells Partners, L.P., an affiliated prlvate venture of WREF, filed
counterclaims agamst the Plaintiffs seeking damages, injunctive rellcf and reasonable attomney’s
‘fees and lltlgataon expenses.. On September 30, 2005, consent motnons to’ dismiss certain of the
affiliated Defendams were filed. On October 25, 2005, the Defendants filed the following
pleadings: (1) answer of certain affiliated Defendants; (2) Defendant s motion to dismiss, or in
the alternative, for summary judgment and incorporated brief, and Defendant’s motion and
,mcorporated brief to transfer venue; (3) Defendant’s response t0|Plamtlff’s first continuing
interrogatories;| (4) Defendants’ Wells Capital and Wells Partners, L.P. response to Plaintiff’s
Request for Productlon of Documents; and (5) verifications of the Company and affiliated
Defendants. By Order dated March 7, 2006, the Fulton County Supenor Court transferred the
action to the Supenor Court of Gwinnett County, State of Georgia. |

The :damages é,ought by the Plaintiffs include the submission-of [ list of shareholders, and
reimbursement|of costs including attorney’s fees and punitive’ damages. The Company and the
affiliated defendants intend to continue to dispute and vigorously defend against these claims. At
this time, managemmt is unable to determine whether the llkellhood of an unfavorable outcome
is either probable or remote, however, in management’s opinion, the impact of an unfavorable
_outcome will be immaterial to the Company. Accordingly, no reserve'*s have been provided for in
the accompanying financial statements.
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. ' | ’
Net capital surp{lus at 1500%

~Net capltal as reporth in Company’s Part A (Unaudited)

. Wells Investment Securities, Inc.

I

|

| .

]

I
SR Schedule 1

: - Pursuant to Rule 15¢3-1 of the
Securities and Exchange Commission

; ' December 31, 2006

4

Net capital :
Total stockholder s eqmty per financial statements
Deduct assets nol allowable for net capltal

Net capital per Rule 15¢3-1'

Aggregate mdebtedness
Total liabilities per financial statements
Total aggregate l1r1debtedne:ss

‘ ! .
Computation of basic net capital requirement
Minimum net capital required
i

Net capital su}pfus at 1000%

Ratio: aggregate indebtedness to net capital.
- I

Reconciliation wnth Company’s computation (included in
Part I1A of Florm X-17A-5 as of December 31, 2006)

FOCUS report
Audit adjustments (None)
Net capital per above

0702-0808144

Computatlon of Net Capital and Aggregate Indebtedness

$ 3,846,070 -
(2,422,256)

§ 1,423,814

2,292,296 .

Lok

2,292,296

$§ 152,819

$ 1,270,995

$ 1,194,585

1.61-to0 1

$ 1,423,814

$ 1,423.814
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: Schedule Il
Statement Regarding SEC Rule 15¢3

[
LFS)

December 31, 2006

Exemptive Provision

- Tﬁe Company claims exemption from the requirements of Rule 15¢3-3 under Section (k)(2)(i) of
the Rule. | ' ‘ ’ - '

|
f
N
L
|
|
|

R
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i’l ERNST& YOLJNG = Ernst & Young up & Phone: (404) 874-8300

Suite 2800 Www.ey.Ccom
600 Peachtree Street
Atlanta, Georgla 30308-2215

Supplementary Report of Independent Registered Publlc Accounting Firm on
Internal Control Required by SEC Rule 17a-5

|
The Board of Directors
Wells Investment Securities, Inc.

b

- In planning and performing our audit of the financial statements of Wells Investment Securities
(the Company) as of and for the year ended December 31, 2006 in accordance with auditing
standards generally accepted in the United States, we con51dered its internal control over
financial replorth (internal control), as a basis for designing olr auditing procedures for the
purpose of expressmg our opinion on the financial statements, but not for the purpose of
expressing all'l opinion on the effectiveness of the Company’s intemnal control. Accordingly, we

|
do not express an opinion on the effectiveness of the Company’s internal control.

Also, as reqLIurecl by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we

have made 2 study of the practices and procedures followed by the Company, including
oonmderahod of control activities for safeguarding securities. The study included tests of such
practices and procedures that we considered relevant to the Ob_]BCllVES stated in Rule 17a-5(g) in
making the p'erlo(hc computations of aggregate indebtedness (or aggregate debits) 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 fulrctlons relating to customer securities, we did fot review the practices and

procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by Rule 17a-13

h2

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 managemenl of the Company is responsible for establishing and maintaining internal control
and the prac‘uees and procedures referred to in the preeedmlg paragraph. In fulfilling this
respons1b1]1t'y, estimates and judgments by management are requrred lo 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 reason‘able but not absolute assurance !
that assets [for which the Company has responsibility are safeguarded against loss from

unauthorrzed use or disposition, and that transactions are executed in accordance with

b
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managements authorization and recorded properly to permit [the preparation of financial
statements m conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional ob_;eclwes of the practices and procedures listed in the preceding paragraph.

Because of mhcrent limitations in internal control and 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 penods 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.

A control deficiency exists when the design or operation of a control does not allow management
or ernployees‘ in the normal course of performing their assigned functions, to prevent or detect
mlsstatemems on a timely basis. A significant deficiency is a control deficiency, or combination
of control deIﬁCIencres that adversely affects the entity’s ability|to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the entity’s
financial statements that 1s more than mconsequentlal will not be prevented or detected by the
entity’s 1ntemal control. A material weakness is a significant deﬁc1ency, or combination of
significant deﬁuenmes that results in more than a remote likelihood that a material misstatement
of the ﬁnancral statements will not be prevented or detected by the entlty s internal control.

Our con51dera|lron of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in |internal control and 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 wnh the Securities Exchange Act of 1934 and related 'regulatlons 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 understandmg and on|our study, we believe that the
Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at D:ecember 31, 2006, 1o meet the SEC’s objectives.

This report is 'mtended solely for the information and use of the Board of Directors, management,
the SEC, and othel regulatory agencies that rely on Rule 17a-5(g) nnder the Securities Exchange
Act of 1934 i in their regulation of registered brokers and dealers, and is not intended to be and

should not beiused by anyone other than these specified parties.

évv_k;_\a,a—-.ﬁé P

February 20, 2007
|
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