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INDEPENDENT AUDITORS REPORT

To the Board of Directors and Shareholder of

Towers Watson Capital Markets Inc

New York New York

We have audited the accompanying statement of financial condition of Towers Watson Capital Markets

Inc the Company wholly owned subsidiary of Towers Watson Co as of June 30 2012 and the

related statement of operations cash flows and changes in shareholders investment for the year then

ended that you are filing pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 These

financial statements are the responsibility of the Companys 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 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 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 Companys

internal control over financial reporting Accordingly we express no such opinion An audit also

includes examining on 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 provide

reasonable basis for our opinion

In our opinion such financial statements present fairly in all material respects the financial position of

Towers Watson Capital Markets Inc at June 30 2012 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 consolidated financial statements

as whole The supplemental schedule listed in the accompanying table of contents is presented for the

purpose of additional analysis and is not required part of the basic financial statements but is

supplementary information required by Rule 7a-5 under the Securities Exchange Act of 1934 This

schedule is the responsibility of the Companys management and was derived from and relate directly to

the underlying accounting and other records used to prepare the financial statements Such schedule has

been subjected to the auditing procedures applied in our audit of the financial statements and certain

additional procedures including comparing and reconciling such schedule directly to the underlying

accounting and other records used to prepare the financial statements or to the financial statements

themselves and other additional procedures in accordance with auditing standards generally accepted in

the United States of America In our opinion such schedule is fairly stated in all material respects
in

relation to the financial statements as whole

August 28 2012

Member of

Deloitte Touche Tohmatsu



Towers Watson Capital Markets Inc

Statement of Financial Condition

As of June 30 2012

ASSETS

Assets

Cash
4478109

Security deposits
17506

Receivable from Parent
437875

Clearing deposits
500008

Total Assets 5433498

LIABILITIES AND SHAREHOLDERS INVESTMENT

Liabilities

Accounts payable and accrued liabilities 276411

Payable to Parent
288716

Deferred income taxes net 6127

Total liabilities
571254

Shareholders investment

Common stock $0.0O1 par value 1000

shares issued and outstanding

Additional paid-in capital
6999999

Accumulated deficit 2137756

Total shareholders investment 4862244

Total Liabilities and Shareholders Investment 5433498

See accompanying notes to financial statements



Towers Watson Capital Markets Inc

Statement of Operations

For the Fiscal Year Ended June 30 2012

Revenue

Commissions 145535

Reimbursed client
expenses

129663

Consulting services 1072

Total revenue
276270

Expenses

Compensation and benefits 309600

General and administrative 471020

Professional and subcontracted services 320160

Total expenses
1100780

Operating loss 824510

Other non-operating
income

Interest income
255

Net loss before income taxes 824255

Income tax benefit 288321

Net loss 535934

See accompanying notes to financial statements



Towers Watson Capital Markets Inc

Statement of Changes in Shareholders Investment

For the Fiscal Year Ended June 30 2012

Balance as ofJuly 12011

Net loss

Balance as ofJune 30 2012

Common Additional

Stock Paid-in-Capital

Total

Shareholders

Investment

See accompanying notes to financial statements

Accumulated

Deficit

6999999 1601822

535934

5398178

535934

6999999 2137756 4862244



Towers Watson Capital Markets Inc

Statement of Cash Flows

For the Fiscal Year Ended June 30 2012

Cash Flows from Operating Activities

Net loss 535934

Adjustments to reconcile net loss to net cash used in

operating activities

Reversal of bad debt expense 2456

Provision for deferred income taxes 2500

Changes in assets and liabilities

increase in security deposits 3433

Decrease in accounts receivable 37880

Decrease in receivable from Parent 12517

Increase in accounts payable and accrued liabilities 6589

increase in payable to Parent 243714

Net cash used in operating actitivities 238623

Net decrease in cash and cash equivalents 238623

Cash beginning of period 4716732

Cash end of period 4478109

See accompanying notes to financial statements



Towers Watson Capital Markets Inc

Notes to Financial Statements

June 30 2012

Summary of Significant Accounting Policies

Towers Watson Capital Markets Inc the Company wholly-owned subsidiary of Towers Watson

Co Towers Watson or the Parent is broker and dealer of securities Rule 17a-5 of the

Securities Exchange Act of 1934 requires broker-dealers to file complete set of financial statements

with the Securities and Exchange Commission the Commission The Company offers services in

risk securitization and financial risk transfer transactions and asset risk management The Companys

fiscal
year

ends on June 30

Basis of Presentation

The financial statements include the accounts of the Company Such statements have been prepared

in accordance with accounting principles generally accepted in the United States of America

Use of Estimates

The preparation of financial statements requires management to make estimates and
assumptions

that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and

liabilities at the date of the financial statements and the reported amounts of expenses during the

reporting period Actual results could differ from those estimates

Security and C/earing 1eposits

Clearing deposits held at June 30 2012 represent an amount paid by the Company to Pershing LLC

Pershing for the use of Pershings securities clearance and settlement services Pursuant to

exemption k2ii of Rule 15c3-3 the Customer Protection Rule the Company is exempt from

holding capital against customer deposits since it clears all customer transactions through another

broker-dealer Pershing on fully-disclosed basis As
part

of the agreement with Pershing the

Company is required to pay minimum of $25000 per quarter security deposit or the total of the

fees charged for each transaction whichever is greater The clearing deposit acts as collateral against

the Company defaulting on Pershings bills and is refundable to the Company at the end of the

contract As of June 30 2012 the Company had security deposits
of $17506 and clearing deposits of

$500008

Fair Va/we of Financia/ Instruments

The carrying amount of our cash security deposits clearing deposits receivable from Parent

accounts payable
and payable to Parent approximate fair value because of the short term maturity

and/or liquidity
of those instruments

Revenue Recognition

Commissions Compensation for investment trades executed on behalf of clients is earned on

trade-date basis Commissions are calculated as stipulated in the contracts with our clients either

on an agreed upon rate or as the difference between the buyer and seller price for trades

executed for clients

Reimbursed c/ient
expenses

Reimbursed client expenses are costs directly incurred by the Company

on behalf of clients and reimbursed by them with such reimbursements being included in

revenue as well as in general and administrative expenses or professional and subcontracted



Towers Watson Capital Markets Inc

Notes to Financial Statements

June 30 2012

services in the accompanying statement of operations The Company accounts for reimbursed

expenses
as revenue since the Company is the

primary obligor with
respect

to purchasing the

goods and services the Company has discretion in selecting
the supplier and bears the credit risk

for purchasing the goods and services

Consulting Services Revenue includes fees primarily generated from consulting services provided

We recognize revenue from these consulting engagements when hours are worked either on

time-and-expense basis or on fixed-fee basis depending on the terms and conditions defined at

the inception of an engagement with client We have engagement letters with our clients that

specify the terms and conditions upon which the engagements are based These terms and

conditions can only be changed upon agreement by both parties Individual consultants billing

rates are principally
based on multiple of salary and compensation costs

Revenue for fixed-fee arrangements which span multiple months is based upon the
percentage

of completion method Revenue recognition for fixed-fee engagements is affected by number

of factors that change the estimated amount of work required to complete the project such as

changes in scope the staffing on the engagement and/or the level of client participation The

periodic engagement evaluations require us to make judgments and estimates regarding
the

overall profitability and stage
of project completion that in turn affect how we recognize

revenue We recognize loss on an engagement when estimated revenue to be received for that

engagement is less than the total estimated direct and indirect costs associated with the

engagement Losses are recognized in the period in which the loss becomes probable and the

amount of the loss is reasonably estimable We have experienced certain costs in excess of

estimates from time to time Management believes that it is rare however for these excess costs

to result in overall project losses

Interest Income

Interest income includes interest on cash held by the Company

Income Taxes

The Company follows an asset and liability approach to the recognition
of deferred tax assets and

liabilities related to the expected future tax consequences of events that have been recognized in the

Companys financial statements or tax returns 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 The effect on deferred tax

assets and liabilities of change in tax rates is recognized in income in the period that includes the

enactment date valuation allowance is established against net deferred tax assets when in the

judgment of management it is more likely than not that such net deferred tax assets will not become

realizable



Towers Watson Capital Markets Inc

Notes to Financial Statements

June 30 2012

Net Capital

The Company as registered broker and dealer in securities is subject to the Commissions Uniform

Net Capital Rule Rule 15c3-l

Under the computation provided by Rule 5c3-1 the Company is required to maintain net capital

equal to the greater of $5000 or 2/3% of aggregate indebtedness Rule 15c3-1 also requires that

the ratio of
aggregate

indebtedness to net capital as those terms are defined in the Rule shall not

exceed 15 to The Company had ratio of aggregate indebtedness to net capital of approximately

.13 to as of June 30 2012 and exceeded the net capital requirement of $38084 Aggregate

indebtedness and net capital as defined were $571254 and $4406863 respectively at June 30

2012

Exemptive Provisions

The Company is exempt from the requirements
of Rule 5c3-3 under section k2ii of Rule 5c3-3

Related Parties

Towers Watson pays certain direct
expenses

on behalf of the Company In addition employees of

Towers Watson provide
services to the Company such as bookkeeping and legal

services These

costs are provided as part
of service level agreement For the fiscal year ended June 30 2012 such

charges totaled $155424 and are included in general
and administrative expenses Total direct

expenses charged to the Company from Towers Watson for the fiscal
year

ended June 30 2012 were

$750040 and are classified as compensation and benefits expenses general and administrative

expenses
and professional and subcontracted services expenses on the accompanying statement of

operations
These direct expenses

include charges under the aforementioned service level agreement

compensation and benefit charges
for employees who work for the Company and other

miscellaneous expenses These charges are settled at least quarterly

Receivables from Parent include various amounts receivable from Towers Watson which will be

settled separately
from the Payable to Parent These amounts primarily include current tax

receivable see Note and $1 29663 related to reimbursed client
expenses paid by the Company as

part
of co-sourced arrangement with Towers Watson In accordance with the terms of the

arrangement these amounts were paid by the client to Towers Watson who will in turn remit them

to the Company



Towers Watson Capital Markets Inc

Notes to Financial Statements

June 30 2012

Income Taxes

Components of income tax benefit expense for the fiscal year
ended June 30 2012 was as follows

Current tax benefit

Federal 290821

State

290821

Deferred tax expense

Federal 2500

State ______________

2500

Total provision for income taxes 288321

The income of the Parent and all of its domestic subsidiaries including the Company are included in

the filing of consolidated federal tax return however the Company files separate state tax return

The Companys share of the consolidated income taxes is determined using
modified separate

return approach Under this method of allocation the Company determines current and deferred

tax expense or benefit for the period as if the Company was filing separate tax return The

Companys policy is to recognize current income tax benefit for federal net operating losses when

generated as these losses are utilized by the Parent and domestic subsidiaries The net current federal

tax benefit resulting from taxable losses incurred by the Company are recognized as net income tax

receivable from the Parent The income tax receivable from the Parent totaled $290821 at June 30

2012

Net deferred tax liabilities of the Company totaled $6127 as of June 30 2012 Included in this total

are state deferred tax assets net of federal benefit in the amount of $102387 primarily related to

state tax loss carryforwards for which the Company has established full valuation allowance The

realizability of deferred tax assets is dependent upon various factors including
the

generation
of

future taxable income the existence of taxes paid and recoverable the reversal of deferred tax

liabilities and tax planning strategies



Schedule

Towers Watson Capital Markets Inc

June 30 2012

Computation of Net Capital Under Rule 15c3-1

Computation of Net Capital Total shareholders investment qualified for net capital 4862244

Deductions and or charges

Non-allowable assets Unsecured receivables 455381

Net
capital

before haircuts on securities positions 4406863

Haircuts and undue concentration on securities computed pursuant to Rule 15c3-1

Net
capital 4446863

Computation of Aggregate Indebtedness

Aggregate indebtedness

Accounts payable and accrued liabilties 276411

Payable to Parent 288716

Deferred income taxes 6127

Total aggregate indebtedness 571254

Computation of Basic Net Capital Requirement

Minimum
capital required to be maintained 6-2/3% of aggregate indebtedness 38084

Net
capital

in excess of requirements 4368779

Ratio of aggregate indebtedness to net capital 0.13

Reconciliation between the net capital as computed above and that originally reported

by the Company in its unaudited Part II of Form X-1 7A-5

Net capital as reported in the Companys unaudited FOCUS Report 4649324

Decrease in shareholders investment 83839

Increase in unsecured receivables 326300

Net capital per above 4406863

I0
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August 28 2012

To the Board of Directors and Shareholder of

Towers Watson Capital Markets Inc

New York New York

In planning and performing our audit of the financial statements of Towers Watson Capital Markets Inc

the Company wholly owned subsidiary of Towers Watson Co as of and for the year ended June

30 2012 on which we issued our report dated August 28 2012 and such
report expressed an unqualified

opinion on those financial statements in accordance with auditing standards generally accepted in the

United States of America we considered the Companys internal control over financial reporting

internal control as basis for designing our auditing procedures for the purpose of expressing an

opinion on the financial statements but not for the purpose of expressing an opinion on the effectiveness

of the Companys internal control Accordingly we do not express an opinion on the effectiveness of the

Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission the SECwe have

made 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 7a-5g in making the

periodic computations of aggregate indebtedness and net capital under Rule 7a-3a 11 and for

determining compliance with the exemptive provisions of Rule 5c3-3 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 making the quarterly securities

examinations counts verifications and comparisons and the recordation of differences required by Rule

7a- 13 or in complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation 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 paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs 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

managements authorization and recorded properly to permit the preparation of financial statements in

conformity with generally accepted accounting principles Rule 7a-5g 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 evaluation of them to future periods

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

Member of

Deloitte Touche Tohmatsu



deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to prevent or

detect and correct misstatements on timely basis signIcant deficiency is deficiency or

combination of deficiencies in internal control that is less severe than material weakness yet important

enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the Companys financial statements will not be

prevented or detected and corrected on 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 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 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 material inadequacy for such purposes

Based on this understanding and on our study we believe that the Companys practices and procedures as

described in the second paragraph of this report were adequate at June 30 2012 to meet the SECs
objectives

This report is intended solely for the information and use of the Board of Directors management the

SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on Rule 7a-5g
under the Securities Exchange Act of 1934 in their regulation of registered broker-dealers and is not

intended to be and should not be used by anyone other than these specified parties

Yours truly

LC.P


