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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Ditrectors and Stockholder of
First Southeast Investor Services, Inc:

We have audited the accompanying balance sheet of First Southeast Investor Setvices, Inc.
(a South Carolina corporation and wholly owned subsidiary of First Financial Holdings, Inc.) as
of September 30, 2011, and the related statements of income, changes in stockholdet’s equity
and cash flows for the year then ended that you are filing pursuant to Rule 172-5 under the
Securities Exchange Act of 1934. These financial statements and the schedules referred to
below are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America as established by the Ametican Institute of Certified Public
Accountants. 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, assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of First Southeast Investor Services, Inc. as of September 30, 2011, and
the results of its operations and its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Schedules I and II is presented for
purposes of additional analysis and is not a required part of the basic financial statements, but is

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd
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supplementary information required by Rule 17a-5 of the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedutes applied in the audit of the
basic financial statements and, in our opinion, is faitly stated in all material respects in relation
to the basic financial statements taken as a whole.

owf Pt ZF

Charlotte, North Carolina
November 23, 2011

Grant Thornton LLP
U.S. member firm of Grant Thornton Infernational Ltd
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FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Balance Sheet
September 30, 2011

Assets

Cash and cash equivalents $
Certificates of deposit

Mortgage-backed securities, at fair value

Commissions receivable

Other assets

Total assets $
Liabilities and Stockholder’s Equity

Liabilities:
Accounts payable to clearing broker 3
Amounts due to parent company
Commissions payable
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
Additional paid-in capital
Retained earnings

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

See accompanying notes to financial statements.

Grant Thornton LLP
U.S. member firm of Grant Thornton Intemational Ltd.

2011

519,121
512,867
376
144,699
23,644

1,200,707

5,782
235,633
44213
18,229

303,857

360,000
103,746
433,104

896,850

1,200,707
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First Southeast Investor Services, Inc.

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

Statement of Income

Year ended September 30, 2011

2011

Revenues:
Commissions $ 2,421,138
Interest 9,889
2,431,027

Expenses:
Salaries and benefits 1,935,695
Occupancy and equipment 66,248
Fees to clearing brokers 59,099
Supplies 48,257
Management fee to related parties 32,880
Professional licenses 31,050
Travel 28,201
Insurance 20,934
Revenue sharing expense 11,715
Telephone 7,438
Other operating expense 48,969
2,290,486
Income before taxes 140,541
Income tax expense 61,150
Net Income $ 79,391

See accompanying notes to financial statements.

Grant Thornton LLP
U.S. member finm of Grant Thomton International Ltd.
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Balance, September 30, 2010
Net ncome

Stock-based compensation expense
Balance, September 30, 2011

5
FIRST SOUTHEAST INVESTOR SERVICES, INC
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)
Statement of Stockholder’s Equity and Comprehensive Income
Year ended September 30, 2011
Total
Number of Common Additional Paid- Retained stockholder’s
shares stock in Capital earnings equity
36,000 $ 360,000 93,063 353,713 806,776
79,391 79,391
10,683 10,683
36,000 $ 360,000 103,746 433,104 896,850

See accompanying notes to financial statements.




— First Southeast Investor Services, Inc.

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

Statements of Cash Flows

Year ended September 30, 2011

2011

Cash flows from operating activities:
Net income $ 79,391
Adjustments to reconcile net income to net
cash used in operating activities:

— Increase in certificates of deposit (1,423)
Deferred income tax benefit 1,392
- Increase in commissions receivable (51,078)
Increase in other assets (3,979)
- Increase in payable to clearing brokers 1,762
Increase in income tax payable 71,860
o Decrease in commissions payable (10,976)
Increase in accrued expenses and other liabilities 4,935
- Net cash provided by operating activities 91,884
e Cash flows from investing activities:
Purchase of certificates of deposit (507,934)
= - Maturities of certificates of deposit 606,686
Repayments on mortgage-backed securities 6,213
Net cash provided by investing activities 104,965
- Net increase in cash and cash equivalents 196,849
Cash and cash equivalents at beginning of year 322272
Cash and cash equivalents at end of year $ 519,121

See accompanying notes to financial statements.

—

Grant Thornton LLP
U.S. member fim of Grant Thomton intemational Ltd.
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FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Notes to Financial Statements
September 30, 2011

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 Financial Industry Regulatory Authority (FINRA),
formerly 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 are cleared through the
clearing broker, not through FSIS.

Management has evaluated subsequent events for disclosure or recognition through November 23, 2011,
the date the financial statements were available to be issued.

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 FINRA for registered broker/dealers in securities. The more significant
of these policies used in preparing FSIS’s financial statements are described in this summary.

(@) 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. The Company classifies instruments with original maturity dates of 90
days or less to be cash equivalents.

(b)  Fair Value Measurements and U.S. Agencies, Morigage-backed Securities and Equity Securities

FSIS adopted FASB Accounting Standards Codification (ASC) 820 — “Fair Value Measurement”.
This statement defines the concept of fair value, establishes a framework for measuring fair value in
Generally Accepted Accounting Principles (GAAP) and expands disclosures about fair value
measurements. It establishes a three-level valuation hierarchy for disclosure of fair value
measurements. The valuation hierarchy is based on inputs used to value the particular asset at the
measurement date. The three levels are defined as follows:



e

ooy

First Southeast Investor Services, Inc. 8

(©

(@)

(e)

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

Notes to Financial Statements
September 30, 2011

- Level 1 — quoted prices unadjusted for identical assets in active markets

- Level 2 — inputs to the valuation methodology include quoted prices for similar assets in
active markets, quoted prices of identical assets in markets that are not active, and inputs that
are observable for the asset, either directly or indirectly, for substantially the full term of the
instrument.

- Level 3 — inputs to the valuation methodology are unobservable and significant to the fair
value measurement.

Premiums and discounts on U.S. Agency securities, mortgage-backed securities and equity 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.

Securities are recorded at fair value with realized and unrealized gains and losses included in the
statement of income. 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
typically based on quoted market prices or broker quotes.

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 ASC 740, Accounting for Income Taxes, which requires accounting for income taxes using
the asset and liability method. Under the asset and liability method of ASC 740, 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 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 requires 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
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FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Notes to Financial Statements

September 30, 2011

financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

(3) Investments In Mortgage-Backed Securities

The amortized cost and fair value of investment securities and financial instruments measured at fair value
on a recurring basis as of September 30, 2011 utilizing the ASC 820 hierarchy discussed on the previous
pages are as follows. The Company’s investments in mortgage-backed securities qualify as Level 2
measurements under the provisions of ASC 820.

September 30, 2011
Estimated
Amortized fair
cost value
Mortgage-backed securities:
FNMA, matures in 2011 $ 357 376
Total $ 357 376

(4) Income Taxes

The components of income tax expense are as follows for the year ended September 30:

2011
Current:

Federal $ 51,946
State 7,812
59,758

Deferred:
Federal : 1,210
State 182
1,392

$ 61,150
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FIRST SOUTHEAST INVESTOR SERVICES, INC.
(A Wholly Owned Subsidiary of First Financial Holdings, Inc.)

Notes to Financial Statements
September 30, 2011

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:

2011
Expected federal income tax benefit $ 49,278
State taxes, net of benefit 5,195
Nondeductible expenses 6,677
Total $ 61,150

Deferred income taxes result primarily from differences in financial and income tax reporting of certain
deferred compensation and prepaid expenses. The net deferred tax liability is $14 at September 30, 2011.
A portion of the change in net deferred tax liability relates to unrealized gain on securities. The balance of
the change in the net deferred tax asset results from current period deferred tax expense of $1,392. There
was no valuation allowance for deferred tax assets as of September 30, 2011. It is management’s belief that
full 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 year ended September 30, 2011 were $89,137.

At September 30, 2011, FSIS cash of $386,885 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. During the year ended September 30, 2011 there was no matching contribution.

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

Notes to Financial Statements
September 30, 2011

the investment of profit sharing contributions made to their accounts to any of the Plan’s investment funds.
During the year ended September 30, 2011 there was no matching contribution.

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, 2011, FSIS had net capital for regulatory purposes of $631,477. This was $381,477 in
excess of its required net capital of $250,000. The Company’s ratio of aggregate indebtedness to net capital
was 0.48 to 1 at September 30, 2011 which is less than the maximum of 8 to 1.
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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, 2011
2011

Aggregate Indebtedness

Accounts payable and accrued liabilities $ 303,857
Net Capital:
Total stockholder's equity 896,850
Less nonallowable assets:

Investment in and receivable from affiliates 215,058
CD interest penalty 1,431
Commissions receivable from fixed annuities 20,669
Accounts receivable 4,936
Prepaid expenses 23,229
Unsecured debit balance 50
Net capital 631,477
Capital requirement 250,000
Net capital excess $ 381,477
Ratio aggregate indebtedness to net capital 0.48

The 2011 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, 2011.
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Schedule 2

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

September 30, 2011

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 (our clearing broker) bank account held at First
Federal. Securities received are forwarded overnight to LPL Financial Institution Services (our servicing
firm). On August 10, 2011, FSIS converted to Sorrento Pacific Financial, LLC (SPF) as our servicing firm.
Checks are restrictively endorsed and remitted electronically via remote deposit capture to Pershing, LLC
for deposit to their bank account. Securities received are forwarded overnight to Pershing, LLC.

FSIS fully introduces brokerage accounts to Pershing, LLC and FSIS does not have balances which would
be included in a reserve computation. Therefore, there is no reserve requirement under Rule 15¢3-3 at
September 30, 2011.

The above computation does not differ from FSIS’s computation, as shown in its FOCUS Report Form
X-17A-5, Part II-A (as amended), dated September 30, 2011.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS ON INTERNAL
CONTROL '

To the Board of Directors and Stockholder of
First Southeast Investor Services, Inc:

In planning and performing our audit of the financial statements and supplemental schedules of
First Southeast Investors, Inc. as of and for the year ended September 30, 2011, 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 (SEC), we
have made a study of the practices and procedures followed by the Company, including tests of
such practices and procedures that we considered relevant to the objectives stated in Rule 17a-
5(g) in making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule 15¢3-3.
Because the Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities, we did not review the practices and procedures
followed by the Company in any of the following:

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

(2)  Complying with the requirements for prompt payment for securities under
Section 8 of the Federal Reserve Regulation T of the Board of Governors of the
Federal Reserve System;

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls and of the practices and procedures referred to in the preceding

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd
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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 ate 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 propetly to permit preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America. Rule 172a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in intetnal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
petiods 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 deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the company’s financial statements
will not be prevented or detected on a timely basis.

Our consideration 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 secutities that we consider to be material weaknesses, as defined previously.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report ate considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that do not accomplish such objectives in all material respects indicate a matetial
inadequacy for such purposes. Based on this understanding 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 September 30, 2011, to meet the SEC’s objectives.

* %k %k

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd
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This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule
172-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers, and is not intended to be, and should not be, used by anyone other than these specified

i Pt TF

parties.

Charlotte, North Carolina
November 23, 2011

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd
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INDEPENDENT ACCOUNTANTS’ REPORT ON APPLYING AGREED-UPON
PROCEDURES RELATED TO AN ENTITY’S SIPC ASSESSMENT RECONCILIATION

To the Board of Directors and Stockholder of
First Southeast Investor Services, Inc:

In accordance with Rule 172-5(e)(4) under the Securities Exchange Act of 1934, we have performed
the procedures enumerated below with respect to the accompanying Schedule of Assessment and
Payments [General Assessment Reconciliation (Form SIPC-7)] to the Securities Investor Protection
Corporation (SIPC) for the fiscal year ended September 30, 2011, which were agreed to by First
Southeast Investor Services, Inc. and the Securities and Exchange Commission, Financial
Industry Regulatory Authority, Inc., and SIPC, solely to assist you and the other specified parties in
evaluating First Southeast Investor Services, Inc.’s compliance with the applicable instructions of the
General Assessment Reconciliation (Form SIPC-7). First Southeast Investor Services, Inc.’s
management is responsible for First Southeast Investor Services, Inc.’s compliance with those
requirements. This agreed-upon procedures engagement was conducted in accordance with
attestation standatds established by the American Institute of Certified Public Accountants. The
sufficiency of these procedures is solely the responsibility of those parties specified in this teport.
Consequently, we make no representation regarding the sufficiency of the procedures described
below either for the purpose for which this report has been requested or for any other purpose. The
procedures we performed and our findings are as follows:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash
disbursement records entries for the period October 1, 2010 through September 30, 2011,
noting no differences;

2. Compared the amounts reported on the audited Form X-17A-5 for the fiscal year ended
September 30, 2011, as applicable, with the amounts reported in Form SIPC-7, reconciled
for the period from October 1, 2010 through September 30, 2011, noting no differences;

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and
working papers prepared by management noting no differences;

Grant Thornton LLP
U.S. member firm of Grant Thornton International Ltd
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4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the
related schedules and working papets prepared by management supporting the adjustments
noting no differences.

5. Compared the amount of any overpayment applied to the current assessment with the Form
SIPC-7T on which it was originally computed noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance. Accordingly, we do not express such an opinion. Had we
petformed additional procedutes, other matters might have come to our attention that would have
been reported to you.

k 3k ok

This report is intended solely for the information and use of the specified parties listed above and is
not intended to be, and should not be, used by anyone other than these specified parties.

Jowf Pt ZF

Charlotte, North Carolina
November 23, 2011
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