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- OATH OR AFFIRMATION

I, Stephen R. Wilcox - , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
South Group Investment Services, Inc.

, 88

of December 31 ,2006 , 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:

| ) | f
NOTARY PUBLIC Z&Q N -
¥ O ;

MY COMMISSION EXPIRES 04T, 31, 2010 Signature

President
Title

Kt . Coepee

v Notary Public I

This report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Conditlon.

(¢) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rute 15¢3-3.

G) 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,

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

0 OOREROO0EE

OOM

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

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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Report of Independent Accountants

To the Board of Directors and Shareholder of
South Group Investment Services, Inc;

In our opinion, the accompanying statements of financial condition and the related statements of
operations, of changes in stockholder’s equity and of cash flows present fairly, in all material
respects, the financial position of South Group Investment Services, Inc, (the “Company”) at
December 31, 2006 and 2005, and the results of its operations and its cash flows for the year
ended December 31, 2006 and for the three-months ended December 31, 2005 in conformity with
accounting principles generally accepted in the United States of America. 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 eudits of these
statements in accordance with anditing 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
financizl statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation, We believe that our
audits provide a reasonable basis for our opinion.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole, The supplemental information contained in Schedules I and I are
presented for purposes of additional analysis and are pot a required part of the basic financial
statements, but is supplementary information required by Rule 17a-5 of 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,

March 29, 2007

PricewaterhouseCoopers LLP
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‘South Group Investment Services, Inc. and Predecessor
(an indirect wholly-owned subsidiary of The South Financial Group, Inc.)
Statements of Financial Condition

" December 31, 2006 and 2005
South Group :
Investment Services, Inc. Predecessor
December 31, 2006 December 31, 2005
Assets
Cash B L 30310 $ 8,023
indefinite-lived intangibles _ 60,000 -
Other assats - ¢ 2,908
Goodwilt 15,207 -
Total agsets e ST $ 105,517 $ 10,931
Liabliitles
Intercompany payable to Carolina First Bank . $ 443 $: -
Accrued expenses - 10,564 2,558
Deferrsd tax ligbity ' 22,800 -
Total liabites - s 33807 §° 2558 "
Stockholders’ Equity '
Stockholders' equity IR _—
C-Onh"ibuted eql.nty “s, —:.',: BT $ . 85.000.-“ o 744.718°°
Ancumulated defictt : - (13290). (736,345)".
o 05 XTI
- Total fabitites aqutocklroldem equity $ . 105,517 _: $ . 10,9313+ -

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




South Groui: Investment Services, Inc. and Predecessor
(an indirect wholly-owned subsidiary of The South Financial Group, Inc.)

Statements of Operations
December 31, 2006 and 2005
South Group
Investment Services, Inc. Predecessor Predecessor
April 12 through January 1 through 3 months ended
December 31, 2006 Aorit 11, 2006 December 31, 2005
Revenues
Reimbursaments from Carolina First Bank $ - 8,904 $ -
Interest income 47 58 52
Totsl revenues 47 8,862 . 52
Expenses
Professional fees 6.000 5,192 2,000
Rent 2,800 1,400 1,345
Regulatory and filing fees 2,652 823 -
Telephonafacsimile 248 514 268
Trave! and entertainment - 604 -
Insurance 854 266 808
Miscellaneous 755 274 138
Pastage - 363 -
Office supplies 30 205 104
State taxes - - 500
Bank charges - - 20
Total expenses 13,337 9,641 5,183
Loss before income taxas _(13,290) {678) (5.131)
Income tax expanse (benefit) - - -
Net loss $ {13,290} 679) § {5,131)

The accompanying notes are an integral part of these financial statements
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South Group Investment Services, Inc. and Predecessor
(an indirect wholly-owned subsidiary of The South Financial Group, Inc.) ,

Statements of Stockholders’ Equity

-

December 31, 2006 and 2005
]
Gontributed Equity  Accumuiated Deficit Total

Predecessor: . . )
Stockholders’ equity - Cctober 1, 2005 $ 742,944 $ (731,214) 11,730
Contibuted capltal 1,774 - 1,774
Net {loss) - {5,131) {5,131)
Stockholders's equity - December 31, 2005 744718 (736,345) . 8,373
Net (loss} {January 1, 2008 through April 11, 2006) - (679) (679)
Stockholders's equity - April 11, 2006 744,718 (737,024) . 7,694

South Groui: nvestment Servlces, Ine: !
Purchase of Predecéssor by Cerolina First Bank (744,718) 737,024 - {7,694)
Aggregate purchase price of Predecessor 60,000 - 60,000
Contibuted capital from Carolina First Bank 25,000 - 25,000
Net (loss) - (13,290) . (13,290)
Stockholders' equity - December 31, 2008 $ 85,000 $ (13,280) 171,710

The accompanying notes are an integral part of these financiel statements

[N




South Group Investment Services, Inc. and Predecessor
(an indirect wholly-owned subsidiary of The South Financial Group, Inc.)

Statements of Cash Flows
December 31, 2006 and 2005

Cash flows from operating activities

Net (loas)
Adjustments to reconcile net (Joss) to net cash

{used In} by operating activities
Changes in operating assets and liabllites
Other assets o
Intercompany payable tn Carolina First Bank -
Accrued expenses
Net cash (used in} by operating activities

Cash flows from Investing activities
Acquistion of Kelton Intemational, Inc., net of cash assumed

.Net cash provided by investing activities
Cash flows from financing activities
Contributed cepital from investor
Confributed capitat fro Carplina First Bank
Net cash provided by financing activities
Netincrease (decrease)incash .
Cash at beginning of period

Cashatend ofperiod .

Significant non-cash investing and financing activities:
Fair value of net liabilities assumed at acquisition

South Group
Investment Services, Inc. Pmdacessor
April 12 through January 1 through 3 months endod
Decomber 31, 2006 Aprl 11,2006 December 31, 2005
$ (13.200) % (@ra) s {5.13%)
1,868 1,040 {2.018)
443 - -
6,563 1,342 (7,325)
(4,416) 1,703 {14,474)
9,726 - -
9,728 N -
- - 1,774
25,000 . -
25,000 - 1,774
30,310 1,703 {12,700)
. 8,023 20,723
$ 30310 $ 0726 § 8,023
$ 15207 § - $ -

ThcmmpmyihgmtumminEgIﬂpMOfMEnancidamwm




South Group Investment Services, Inc. and Predecessor

(an indirect wholly-owned subsidiary of The South Financial Group, Inc.)
Notes to Financial Statements B
December 31, 2006 ‘

1. Organization and accounting policies

South Group Investment Services, Inc (the "Company”), is & wholly owned subsidiary of Carolina First Bank, which is a
wholly owned subsidiary of The South Financial Group, Inc ("Parent”), The Company is a broker-dealer registered under
the Securities Exchange Act of 1934 and is a member of the National Association of Securities Dealers, Inc. ("NASD").
The Company, formally known as Kelton International, Inc, was formed on July 1, 1998. The Company changed its name
to South Group Investment Services, Inc on April 12, 2006. In addition, in 2005 the Company changed its fiscal year end
from September 30 to December 31.

The Company eams fee income for consulting, advisory and brokerage services. There has been no significant activity as a
result of the pending development and staffing for a new and expanded business plan and membership agreement which

will be submitted to the NASD for their approval.

On April 12, 2006, the Parent acquired the stock of Kelton International, Inc. ("Predecessor”). The total purchase price of
$160,200 was allocated primarily to current asset and certain indefinite lived mtangible assets and goodwill. In recording
the $160,200 of the purchase price, the Parent pushed down $60,000 to the books and records of the Companry. The '’
allocation was based on the relative fair value of the broker Licenses.

The allocation of the purchase price is summarized below:

Cash congideration $ 60,000
Assumed Liabilities 26,800

Total $ 86.800

Allocation of Purchase Price: .

Cash : $ 2,726
Other agsets . 1.867
Intangible asssts - troker licenses 60,000
Goodwi . . - 15.207

2. Summary of Significant Accounting Policies

" The accounting and reporting policies of the Company are in accordance with generally accepted accounting principles and
conform to the rules and regulations of the SEC and the NASD for registered brokers and dealers. Accounting principles
require management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent ligbilities at the dates of the financial statements and the reported amounts of revenues and -
- expenses during the reported periods. Actual results could differ from those estimates. The more significant of these

- policies used in preparing the Company’s financial statements are described below.

Cash and Cash Equivalents
Cash and cash equivalents include cash, which is held in & non-interest bearing demand deposit account of the Parent.

3. Goodwill and Other Intanéiblm

Indefinite-lived intangible assets acquired in purchasc transactions are recorded at fair value at the date of acquisition.
Intangible assets are evaluated for impairment in accordance with SFAS No. 142 "Goodwill and Other Intangible Assets"
(SFAS 142). An impairment loss will be recognized if the carrying amount of the intangible asset and goodwill is not
recoverable and exceeds fair value. The carrying amount of an intangible is considered not recoverabls if it exceeds the
sum of the undiscounted cash flows expected to result from the use of the asset. The carying amount of the goodwill is
considered not recoverable if it exceeds its fair value. If the carrying amount exceeds ita fair value, the potential for




South Group Investment Services, Inc. and Predecessor - .
(an indirect wholly-owned subsidiary of The South Financial Group, Inc.)
Notes to Financial Statements '
December 31, 2006 .

impairment exists, and a second step of impairment testing is required. In the second step, the implied fan'valucofthe
reporting unit’s goodwill is determined by allocating the reporting unit’s fair value to all of its assets (recognized and)
unrecognized) and liabilities as if the reporting unit had been acquired in a business combination at the date of the !
lmpmrmemtcstifﬂlexmphodﬁmvalueofrcpomngumtgoodwxﬂmlowuthanx!Scarmngamount,goodmIlmlmpauéd
and is written down to its fair value.

4. Income taxes

Deferred tax asscts and liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying value of existing assets and liabilities and their respective tax bases and for operating loss and
tax credit carryforwards. Defemred tax assets and liabilities arc measured using enacted tax rates expected to apply to |
taxable income in the years in- which the related temporary differences are expected to be recovered or settled. The effect
on deferred tax assets and lisbilities of a change in tax rates is recognized in the period that includes the enactment date.

!
December 31, 2006

Deferred tax assets (Babllities)

Net aperating loss camryforwards $ 245.000 :
Total deferred tax asset 245,000 !
Veluation allowance _ (245,000) !

Total deferred tax assets ’ $ -

_Indefinite Bved Intangihie - (22,800)
Totl defered taxfabilty 3 (22,800)

“w' i+ The Company has available deferred income tax bencfits which principally results from unutilized net operating loss ‘

: can‘yforWa:dsfortaxpm'pom ‘rAtDec'&mberBI 2006, theCompanyhas'avmlabledpcrahﬂgloséwryﬁ:rwardsof

- ;$245000atDecemba3l 2006hasbocnapphedreprescnnngthctomldefertedtnxassetmulnngﬁomsuchwryforward,--
- losses.. Net operating lossu are limited by Section 382 of the Internal Reovenue Code. .

* 5. Net capital requirements

.- -The Company is subject to the Securities and Exchange Commission's Uniform Net Capital Rule (Rule 15¢3-1), which

requires that net capital; as defined, shall be the greater of $5,000 or one fifteenth (6-2/3%) ofaggregatcmdcbtodnzss At

December 31, 2006, the Company had net ncgative capital of $3,497, which is not within the requirement of the minimem .

net requirements. On March 29, 2007, the Parent contribazted $25,000 of additional capital. }
|

6. Related party transactions

~The Company has a non-interest bearing deposit at the Parent- The net payable to related parties totaled $443 and $0 a.t
December 31, 2006 and 2005, respectively. .This payable represents amounts owed to:the bank for éxpenses mcmd and .-

-.paldonbehalfoftheCompany ThePamnthascngagedaoonmﬂlammpcrfonncenmndmusonbchalfoftthompany,r_:. S

- .in particular, tonctasustxdcntasCEOandtorepmemtheCompanymnsdeahngsmﬂ:tthASD 'I'h:sagteementns . '
at will and can be terminated at any time by either party. .




e 7 South Group Investment Services, Inc. and Predecessor Schedule I
(an indirect wholly-owned subsidiary of The South Financial Group, Inc.)
Computation of Net Capital for Brokers and Dealers
Pursuant to Rule 15¢-1 Under the Securities Exchange Act of 1934

December 31, 2006

December 31, 2006
Net capital- stockholders' equity $ 71,710

Deductions and/or charges

Nonallowable assets _

Intangibles o 60,000
Goodwill 15,207
Total nonallowable assets 75,207

Net capital $ (3,497)

Computation of aggregate indebtedness
Totat liabilities from the statement of financial condition $ 11,007

Computation of basic net capital requirements
Minimum net capital required pursuant to SEC Rule 15¢3-1(a){2)(vi) $ 5,000

Capital deficit of minimum requirements $ (8,497)

L

""" 7" Reconcilation with Company's Comptation Included in'Part lIA of Form X-17A-5

» as of I_)ecember 31, 2006:
Net Capital as reported in Company's Part {IA (unaudlted)‘ FOCUS Report $ 29,51"_!
e Miscellaneous audit adjustments.. ... . TR A (33,014). ... ..
hiet Capita!, as adjusted | ' $ (3,497)
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Sonth Group Investment Services, Inc. and Predecessor Schedule I
(an indirect wholly-owned subsidiary of The South Financial Group, Inc.)
Computation for Determination of Reserve Requirements
. For Brokers and Dealers Pursuant to Rule 15¢3-3
Under the Secarities Exchange Act of 1934
December 31, 2006

EXEMPTION UNDER SECTION (k}2)(ii} IS CLAIMED:

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange of 1934 in that the
Company’s activities are limited to those sct forth in the conditions for exemption appearing in paragraph
(k){(2)(ii) of the Rule : S




PRICEMAWOUSECG)PERS

214 N. Tryon Street
Sta 3600

Charlotte NC 28202
Telephane (704) 344 7500
Facsimile (704) 344 4100

To the Board of Directors and Shareholder of
South Group Investment Services, Inc:

In planning and performing our audit of the financial statements of South Group Investment Services, Inc.

(the “Company™) as of and for the year ended December 31, 2006, in accordance with auditing standards
generally accepted in the United States of America, we considered the Company's internal control over
financial reporting (internal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of the Company's internal control. Accordingly, we do not express an opinion on the
effectiveness of the Company’s 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 consideration of
control activities for safeguarding securities. This study included tests of compliance with such practices
and procedures, that we considered relevant to the objectives stated in Rule 17a-5(g), in making the
following:

1. The periodic computations of aggregéte indebtedness and net capital under Rule 17a-3(a)(11); and
2. 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 eny of the following:

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

2. Complying with the requirements for prompt payment for secuntm under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Campany is responsible for establishing and maintaining intemnal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required 1o 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 and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaloation of them to future periods

10




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 -
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely, basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or report
finencial 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 is more than

- inconsequential will not be prewmted or detected by the entity's internal control.

. A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
.. more than a-remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of intemal: control was for the limited purpose described in the first, second, and third

- paragraphs:and; lWcmld not necessarily identify all deficiencies in internal control that might be material

- weaknesses. However; we identified the following deficiency in internal control that we consider to be

- material weaknesses; as defined.above. This condition was considered in determining the nature, timing,
.- and extent of the procedmm to beperfonned in our audits of the financia! statements of the Company as

.of and-for the yearendedDeeember 31, 2008, and this report does not affect our report thereon dated
R .March 28, 2007..:The.Company did not maintain effective controls over the classification of certain
e, Loy L0 reamounts; wﬁ.hmthe FOCUS report: Specifically, the Company did not properly classify amounts related .

-1.t o7 stoicertain liabilities;and other assets as required by Rule 15¢3-1 of the Securities and Exchange

. {Commission.s s Thiscomtrot deficiency resulted in'the amendment of the Company’s December 31, 2006
a FOCUS reports; ; In.addition; . this:control deficiency could result in a migstatement of the FOCUS réports
i that:would cause a material misstatement of the net capital that would not be prevented or detected.: -
LAy e :-Accordingly, we have-concluded that this control deficiency constlmtes a material weakness. -

sevowiplish i obiWe understand:that;practices.and procedures that accomplish the objectives referred to in the second : !

T {-paragraph of this report.are considered by the SEC to be adequate for its purposes in accordance with the:

»rSecurities Exchange:Act of;1934:and related regulations, and that practices and procedures that do not : -

Lin i ona xi:accomphsh such objectives:in-all material respects indicate a material inadequacy for such purposes. -

i owoui e o <Based: ‘on this: -understanding and on our study, we believe that the Company’s practices and procedures.

.4 san e o were adequate at December.31; 2006 to meet the SEC’s objectives except for the material weakness -
described in the previcus paragraph.

o

-t ¢ ol B This reportiis.intended: solely for the information and use of the Board of Directors, management, the

:  SEC, the:Nationa] Associauon,of Securities Dealers, Inc., and other regulatory agencies that rely on Rulé
:§‘17a-5(g) junder: the Securities Exchange Act of 1934 in thear regulation of registered brokers and dealers,
Cai nir o and s notintended:to be and should not be used by anyone other than these specified parties.

March 29, 2007

" - END




