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Your Opportunity Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Stockholder and Board of Directors
Capital One Securities, Inc.
New Orleans, Louisiana

We have audited the accompanying statements of financial condition of Capital One Securities,
Inc. (the “Company”), as of December 31, 2016 and 2015, that you are filing pursuant to Rule 17a-
5 under the Securities Exchange Act of 1934, and the related notes to the financial statements. The
Company is responsible for these financial statements. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. The Company is not required to have, nor were we engaged to perform, an audit
of its internal control over financial reporting. Our audits included 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 audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above presents fairly, in all material respects,
the financial condition of Capital One Securities, Inc. as of December 31, 2016 and 2015 in
accordance with accounting principles generally accepted in the United States of America.

Ktitee—
February 15, 2017
Glen Allen, Virginia

> Certified Public
Accountants & Consultants
4401 Dominion Boulevard
Glen Allen, VA 23060
T:804.747.0000 F:804.747.3632

www keitercpa.com



CAPITAL ONE SECURITIES, INC.
(A Wholly Owned Subsidiary of Capital One Financial Corporation)

Statements of Financial Condition

December 31,
2016 2015

Assets:
Cash on deposit with affiliated company........c.coceeeericrurrreruenes $ 2,830,207 $ 2,205,354
Investment in money market mutual fund ..........ccoeeveiviiiiinnne 64,917,222 59,183,218
Commissions receivable from clearing correspondent............. 35,187 70,765
(011115 @ (= 0= A 2210 (<1 LTRSS 6,443,100 2,167,600
Deposit with clearing correspondent ........c.c.cveereinverniiniainnes 250,000 250,000
GoodWill sl sty e s s EsHE 3,493,211 3,493,211
Due from affiliates......ceererireeeerieeecirecireeineessneseseeeesssaeessasnessnns 723,500 1,524,961
Deferred taX asseluciainasmmian sy s 219,268 165,352

Total assets $ 78,911,695 $ 69,060,461
Liabilities:
Commissions payable to brokers and dealers...........ccoeruecuneee $ 7,342,077 $ 7,124,876
ACCTUCH CXPENSES. . qosussumsovsnesssonsansasssnssssssssebsnsesnsssessntssmenoasanssss 288,470 317,622
Due to affiliates....ovmmmsimvsmisassuiisissmi s 1,165,856 2,224

Total liabilities 8,796,403 7.444,722
Stockholder’s equity:
Common stock, no par value; 100,000 shares authorized; one

share issued and outstanding..........c.ceceevvecersrereerercrecenneenanne 10,000 10,000
Additional paid-in capital ..isssessmovssssisssssssisisssassivssnesisaasssesis 8,431,477 8,431,477
Retained BArNINES s smmeimsassssmssvmmassisssssss i et i 61,673,815 53,174,262

Total stockholder’s equity 70,115,292 61,615,739

Total liabilities and stockholder’s equity $ 78,911,695 $ 69,060,461

See accompanying Notes to Financial Statements.



CAPITAL ONE SECURITIES, INC.
(A Wholly Owned Subsidiary of Capital One Financial Corporation)

Notes to Financial Statements

Note 1—Organization

Capital One Securities, Inc. (the “Company”) is a wholly owned subsidiary of Capital One
Financial Corporation (“Capital One”). The Company is a full-service investment banking firm
providing equity research and institutional sales and trading services in both fixed income and
equity securities to large, institutional accounts primarily in North America. The Company also
provides corporate finance services primarily to middle-market companies in the United States.
Investment banking services are occasionally provided to companies outside of the United States.
The Company is registered with the Securities and Exchange Commission as a broker-dealer and
is a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”).

Note 2—Summary of Significant Accounting Policies

Basis of Accounting

The financial statements of the Company are prepared in accordance with U.S. generally accepted
accounting principles (“U.S. GAAP”).

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to
make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. While management makes its best judgment, actual results could differ from

those estimates.
Cash on Deposit with Affiliated Company

The Company considers all highly liquid investments with a stated maturity of three months or less
when purchased to be cash equivalents. The Company does not consider its investment in the money
market mutual fund to be a cash equivalent in the statements of cash flows based on regulatory
guidance. Cash includes amounts held at Capital One, National Association (“CONA”), a related
party, totaling $2,830,207 and $2,205,354 at December 31, 2016 and 2015, respectively. CONA is a
major financial institution and is insured up to $250,000 by the Federal Deposit Insurance
Corporation.



Investment in Money Market Mutual Fund

Investment in the money market mutual fund is measured at fair value. The market value is based
on quoted prices received from various pricing services.

Other Receivables

Other receivables represent receivables due from lead underwriters for investment banking
transactions where the Company acted as an underwriter. The Company considers an allowance
for doubtful accounts based on factors surrounding the credit risk of specific counterparties,
historical trends, projections of trends, and other information. No allowance was deemed
necessary as of December 31, 2016 and 2015.

Goodwill

In connection with the acquisition of the Company by Capital One, the Company recorded
goodwill of $3,493,211 representing the amount by which the purchase price exceeded the fair
value of the net assets acquired.

Goodwill is not amortized but is tested for impairment annually and between annual tests if events
or circumstances indicate potential impairment. Impairment is the condition that exists when the
carrying amount of goodwill exceeds its implied fair value. Based upon the results of our 2016 and
2015 goodwill impairment testing, we determined that the fair value of goodwill exceeded its
carrying value. Accordingly, the goodwill of the Company was not considered impaired. The
Company will continue to regularly monitor overall economic conditions and other events or
circumstances that may impair the goodwill in the future.

Income Taxes

The Company is included in Capital One’s consolidated federal income tax return, but files a
separate state income tax return. Capital One allocates federal income tax expense to the Company
using a separate return basis. The Company is reimbursed by Capital One for federal income tax
losses, if applicable. Amounts owed to or due from Capital One for federal income taxes are
reported as a component of due to or from affiliates in the accompanying statements of financial
condition.

Deferred tax assets and liabilities are based on differences between the financial reporting and tax
basis of assets and liabilities and are measured using the enacted tax rates and laws that will be in
effect when the differences are expected to reverse.

The Company has evaluated the effect of accounting guidance surrounding uncertain income tax
positions and concluded that the Company has no significant financial statement exposure to
uncertain income tax positions as of December 31, 2016 and 2015.

Note 3—Fair Value of Financial Instruments



Fair value is defined as the price that would be received for an asset or paid to transfer a liability
in an orderly transaction between market participants on the measurement date (also referred to as
an exit price). The fair value accounting guidance provides a three-level fair value hierarchy for
classifying financial instruments. This hierarchy is based on the markets in which the assets or
liabilities trade and whether the inputs to the valuation techniques used to measure fair value are
observable or unobservable. The fair value measurement of a financial asset or liability is assigned
to a level based on the lowest level of any input that is significant to the fair value measurement in
its entirety. The three levels of the fair value hierarchy are described below:

« Level 1—Valuation is based on quoted prices (unadjusted) in active markets for identical assets
or liabilities.

» Level 2—Valuation is based on observable market-based inputs, other than quoted prices in
active markets for identical assets or liabilities, quoted prices in markets that are not
active, or models using inputs that are observable or can be corroborated by
observable market data of substantially the full term of the assets or liabilities.

o Level 3—Valuation is generated from techniques that use significant assumptions not
observable in the market. Valuation techniques include pricing models, discounted
cash flow methodologies or similar techniques.

The accounting guidance for fair value measurements requires that we maximize the use of
observable inputs and minimize the use of unobservable inputs in determining fair value.

All of the investments held by the Company are categorized as Level 1, as the valuation of each is
based on quoted prices of each asset. The Company does not have any financial liabilities within
the scope of the accounting guidance.



The following tables display the Company’s assets on the statements of financial condition
measured at fair value on a recurring basis as of December 31, 2016 and 2015:

Assets Measured at Fair Value on a Recurring Basis

December 31, 2016
Fair Value Measurements Using Total
Estimated
Level 1 Level 2 Level 3 Fair Value
Securities owned:
Money market mutual fund ... $§ 64,917,222 § — $ — $ 64,917,222
Total securities owned ........ $ 64,917,222 § — 3 — $ 64,917,222
December 31, 2015
Fair Value Measurements Using Total
Estimated
Level 1 Level 2 Level 3 Fair Value
Securities owned:
Money market mutual fund ... $ 59,183,218 § — $ — $ 59,183,218
Total securities owned ........ $ 59,183,218 $ — $ — $ 59,183,218




Note 4—Income Taxes

As of the beginning and end of the reporting period, the Company had no unrecognized tax
benefits under U.S. GAAP. The Internal Revenue Service is currently auditing Capital One’s
federal income tax returns for the years 2012 through 2016. It is expected that a settlement of the
audits will be made within twelve months; however, the outcome of the audit is not expected to
have a material impact on the financial results of the Company.

Note 5—Related Party Transactions

Various administrative expenses are paid on behalf of the Company by CONA, under a Master
Services Agreement between the Company, CONA and various affiliates. These administrative
expenses are reimbursed by the Company to CONA on a monthly basis. In addition, the Company
pays a management fee to CONA based on an internally calculated allocation of overhead cost.

The Company amended the Master Services Agreement with CONA and affiliates during 2014 to
provide provisions for the Company to sell equity research services to affiliates. The arrangement
was terminated in October 2015.

The Company has a revolving subordinated line of credit with Capital One for an amount not to
exceed $100,000,000 as of December 31, 2016. The line of credit was increased to $100,000,000
from $60,000,000 in November 2015. This line of credit expires on November 16, 2020. There
were no borrowings against the line of credit in 2016 or 2015. Borrowings under the line of credit
are transacted on an arm’s length basis.

The Company participated as an underwriter in issuances of affiliate securities.
During 2013, the Company entered into an agreement with Capital One Investment Securities,

LLC (formerly known as Capital One Sharebuilder, Inc.), an affiliate, to share commissions earned
on the distribution of shares related to initial public offerings.

Note 6—Leases

The Company currently occupies office space leased by Capital One, the expense for which is
allocated as part of the Master Services Agreement disclosed in Note 5.

Note 7—Commitments and Contingencies

The Company has outstanding underwriting agreements which commit it to purchase securities at
specified future dates and prices. The Company presells such issues to manage risk exposure
related to these off-balance sheet commitments. Transactions that were open at December 31,
2016, have subsequently settled and had no material effect on the statements of financial condition.

From time to time, the Company is involved in litigation that it considers to be incidental to its
business. The Company is not presently involved in any legal proceedings which management



expects individually or in the aggregate to have a material adverse effect on its financial condition
or results of operations.

The Company has contracts with its vendors for various services. The following table presents the
minimum commitments under these contracts as of December 31, 2016:

Amounts

Fiscal year expected to be expensed:

Q0T scinmsomimissisan e s A A Ao s s s G U455 $ 901,421
Y L e T o A S s R B O P AR A SR RSB R R S 374,475
LYoo ass e O IR Aa sl  ARe 125,000
L T PO 75,000
B L s R R A SR SN RS s 25,000
POl v RS TR s 1,500,896

Note 8—Services Agreement

The Company has an agreement with Pershing, L.L.C. (“Pershing”), a Bank of New York
Securities Group Company, to provide certain services as clearing correspondent. These services
include carrying customers’ cash and margin accounts on a fully-disclosed basis; executing
transactions in the customers’ accounts as instructed by the Company; preparing transaction
confirmations and monthly statements for customers; settling contracts and transactions in
securities on behalf of the Company; performing cashiering functions for customer accounts
including receipt and delivery of securities purchased, sold, borrowed and loaned; providing
custody and safekeeping of customers’ securities and cash; and handling margin accounts,
dividends, exchanges and rights and tender offers.

This agreement does not have an expiration date. This agreement requires the Company to
maintain a clearing deposit with Pershing which totaled $250,000 at December 31, 2016 and 2015.

The Company acts as an introducing broker and substantially all customer transactions are cleared
and carried on a fully-disclosed basis. The Company is exposed to credit losses on unsettled
transactions in the event of nonperformance by its customers. This risk of loss is limited to the
change in the security price between the trade date and the settlement date. The Company did not
incur any material credit losses on transactions not settled as of December 31, 2016 and 2015.

The Company’s commissions receivable from clearing correspondent represents amounts on
deposit with Pershing. Additionally, as the Company clears all of its transactions through the
clearing correspondent, the Company is exposed should the clearing correspondent be unable to
fulfill its obligations.

Note 9—Liabilities Subordinated to Claims of General Creditors

The Company is subject to the Securities and Exchange Commission’s Rule 17a-5 regarding
reports to be made by certain exchange members, brokers and dealers. Under this rule, the



Company is required to disclose liabilities subordinated to the claims of general creditors. The
Company has subordinated loan agreements with Capital One which have been approved by the
FINRA. These loan agreements constitute part of the Company’s net capital under the Uniform
Net Capital Rule and may be repaid only if, after giving effect to such repayment, the Company
continues to meet its minimum net capital requirements. At December 31, 2016 and 2015, the
Company had no balances outstanding from these agreements as disclosed in Note 5.

Note 10—Indemnifications

The Company has certain obligations to indemnify its managers and officers for certain events or
occurrences while the managers or officers are, or were serving, at the Company’s request in such
capacities. The maximum liability under these obligations is unlimited; however, the Company’s
insurance policies serve to limit its exposure.

Note 11—Financial Instruments with Off-Balance Sheet Risk

As a securities broker, the Company is engaged in buying and selling securities as an agent for a
diverse group of individuals and institutional investors. The Company introduces these
transactions for clearance to another firm on a fully-disclosed basis. The agreement between the
Company and its clearing correspondent provides that the Company is obligated to assume any
exposure related to nonperformance by its customers. If any transactions do not settle, the
Company may incur a loss if the market value of the security is different from the contract value
of the transaction.

The Company monitors its customer activity by reviewing information it receives from its clearing
correspondent on a daily basis, requiring customers to deposit additional collateral, or reduce
positions when necessary.

The Company does not anticipate nonperformance by customers or counterparties in the above
situations. The Company’s policy is to monitor its market exposure and counterparty risk and to
review, as necessary, the credit standing of each counterparty and customer with which it conducts

business.
Note 12—Regulatory Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
15¢3-1, which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December 31,
2016, the Company had net capital of $57,107,662 which was $56,521,235 in excess of the
required minimum net capital of $586,427. The Company’s net capital ratio was 0.15 to 1.

The Company does not carry the accounts of its customers, and accordingly, is exempt from SEC
Rule 15¢3-3.



Note 13—Subsequent Events

In accordance with U.S. GAAP, the Company evaluates subsequent events that have occurred after
the statement of financial condition date but before the financial statements are issued. There are
two types of subsequent events: (1) recognized, or those that provide additional evidence about
conditions that existed at the date of the statement of financial condition, including estimates
inherent in the process of preparing financial statements, and (2) nonrecognized, or those that
provide evidence about conditions that did not exist at the date of the statement of financial
condition but arose after that date. The Company evaluated subsequent events through February
15, 2017, the date the financial statements were issued.

Based on the evaluation, the Company did not identify any recognized or nonrecognized
subsequent events that would have required adjustment to the financial statements.
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