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OATH OR AFFIRMATION
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholder
KeyBanc Capital Markets Inc.

We have audited the accompanying financial statements of KeyBanc Capital Markets Inc.
(the Company), which comprise the statement of financial condition as of December 31, 2012,
and the related statements of operations, changes in stockholder’s equity, and cash flows for the
year then ended that are filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934,
and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in conformity with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

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. 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 involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the Company’s preparation and fair presentation of the financial
statements in order to design 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.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.-

1302-1029735 1
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of KeyBanc Capital Markets Inc. as of December 31, 2012, and the results
of its operations and its cash flows for the year then ended in conformity with U.S. generally
accepted accounting principles.

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The information contained in Schedules I, II, and III is presented for purposes of
additional analysis and is not a required part of the financial statements, but is supplementary
information required by rule 17a-5 under the Securities Exchange Act of 1934. Such information
is the responsibility of management and was derived from, and relates directly to, the underlying
accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information 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. In our opinion, the information is fairly stated
in all material respects in relation to the financial statements as a whole.

é/,,,w,g < LALP

February 28, 2013
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KeyBanc Capital Markets Inc.

Statement of Financial Condition

December 31, 2012
(In Thousands)

Assets
Cash $ 18,267
Cash segregated under federal regulations 19,509
Receivable from brokers and dealers 20,351
Trade date receivables, net 669
Receivable from customers 7,040
Securities purchased under agreements to resell 265,515
Securities owned, at fair value:

Marketable 549,902

Not readily marketable 43,244
Derivative assets 1,641
Other investments 4272
Furniture, equipment, and leasehold improvements, at cost,

less accumulated depreciation and amortization of $1,839 753
Net deferred tax assets 18,784
Other receivables 20,509
Other assets 3,430
Total assets $ 973,886
Liabilities and shareholder’s equity
Liabilities:

Securities sold under agreements to repurchase $ 225,898

Securities sold, but not yet purchased, at fair value 275,242

Derivative liabilities 1,602

Payable to brokers and dealers 2,909

Payable to affiliate 8,116

Trade date payables, net 48,083

Payable to customers 7,446

Accrued compensation 77,180

Other liabilities 19,669
Total liabilities 666,145
Shareholder’s equity:

Preferred stock, without par value; authorized 500 shares;

none issued -
Common stock, stated value $4.00 per share; 250 shares
authorized, issued, and outstanding 1

Additional paid-in capital 239,204

Retained earnings 68,536
Total shareholder’s equity 307,741
Total liabilities and shareholder’s equity $ 973,886

See accompanying notes to financial stctements.
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KeyBanc Capital Markets Inc.

Statement of Operations

Year Ended December 31, 2012
(In Thousands)

Revenues

Commissions

Principal transactions

Underwriting and investment banking
Interest and dividends

Other revenues

Total revenues

Expenses

Employee compensation and benefits
Interest

Floor brokerage and clearance
Communications

Occupancy and equipment
Promotion and development
Data processing

Management fee paid to affiliate
Processing fee paid to affiliate
Other operating expenses

Total expenses

Loss before income taxes

Income tax benefit
Net loss

See accompanying notes to financial statements.
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$ 53,050
50,784
109,389
15,588

505
229,316

140,650
6,971
3,363
3,147

13,936
10,911
27,420
8,431
6,674
9,862
231,365

(2,049)

252
$ 1,797



KeyBanc Capital Markets Inc.

Statement of Changes in Shareholder’s Equity

Year Ended December 31, 2012

(In Thousands)
Additional
Common Paid-in Retained
Stock Capital Earnings Total
Balance at January 1, 2012 $ 1 $ 239204 § 70333 § 309,538
Net loss — — (1,797) (1,797)
Balance at December 31, 2012 $ 1 $ 239204 $ 68536 $ 307,741

See accompanying notes to financial statements.
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KeyBanc Capital Markets Inc.

Statement of Cash Flows
Year Ended December 31, 2012
(In Thousands)
Operating activities
Net loss

Adjustments to reconcile net loss to net cash provided by
operating activities:

Depreciation and amortization

Deferred compensation

Deferred income tax benefit

Changes in operating assets and liabilities:
Decrease in cash segregated under federal regulations
Decrease in receivable from brokers and dealers
Decrease in trade date receivables
Decrease in receivable from customers
Decrease in securities owned
Decrease in derivatives, net
(Increase) in other investments
Decrease in other receivables
Decrease in other assets
(Decrease) in securities sold, not yet purchased
(Decrease) in payable to brokers and dealers
Increase in trade date payables
Increase in payable to customers
Increase in payable to affiliates
(Decrease) in accrued compensation
Increase in other liabilities

Net cash provided by operating activities

Investing activities
Purchases of furniture, equipment, and leasehold improvements
Net cash used in investing activities

Financing activities

(Increase) in securities purchased under agreements to resell
(Decrease) in securities sold under agreements to repurchase
Payments on unsecured line of credit with Parent

Net cash used in financing activities

Net increase in cash
Cash at beginning of fiscal year
Cash at end of fiscal year

Additional disclosures relative to cash flow
Tax benefit received from Parent
Interest paid

See accompanying notes to financial statements.
1302-1029735

$ (1,797

325
198
(10,830)

18,592
5,400
95,382
872
17,746
1,539
(432)
4,024
7,958
(54,407)
(402)
11,208
5,257
7,603
(1,162)
8,041
115,115

326
326

(36,823)
(64,080)
(159

\ (101,062)

13,727
4,540

$ 18267

$ 6,286
6,342



KeyBanc Capital Markets Inc.

Notes to Financial Statements

December 31, 2012
(In Thousands)

1. Organization

KeyBanc Capital Markets Inc. (KBCM or the Company) is a wholly owned subsidiary of
KeyCorp (the Parent). The Company is engaged in the business of a securities broker and dealer,
which is comprised of underwriting and investment banking and principal and agency
transactions. KBCM is a member of the Financial Industry Regulatory Authority, Inc. (FINRA)
and Securities Investor Protection Corporation (SIPC) and is registered with the Securities and
Exchange Commission (SEC) as a broker and dealer.

2. Significant Accounting Policies

The following is a summary of significant accounting policies followed in preparation of these
financial statements.

Basis of Presentation
Substantially all of the Company’s financial assets and liabilities are carried at fair value or at
amounts which, because of the short-term nature of the financial instrument, approximates fair

value.

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally
accepted in the United States (U.S. GAAP) requires management to make estimates and

assumptions that affect the amounts reported in the financial statements and the accompanying
notes. Actual results could differ from those estimates.

Cash

Cash represents cash in banks. Cash balances may be in excess of FDIC insurance limits.

Cash of $19,509 has been segregated in a special reserve bank account for the benefit of
customers under Rule 15¢3-3 of the Securities and Exchange Act.
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KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

2. Significant Accounting Policies (continued)
Receivable from (Payable to) Brokers and Dealers

Receivables from brokers and dealers include amounts receivable for securities failed to deliver,
certain deposits for securities borrowed, and amounts receivable from clearing organizations
related to open transactions. Payables to brokers and dealers consist of amounts payable for
securities failed to receive and amounts payable to clearing organizations on open transactions.

Trade Date Receivables (Payables)

Trade date receivables and payables arise from unsettled trades where the Company records a
transaction in a security position as of the trade date with an offsetting payable or receivable
recorded to offset the traded security position. KBCM nets the receivable and payables for
unsettled trades with the same clearing organization. Commissions receivable associated with the
Company’s unsettled trades are also included in trade date receivables.

Receivable from (Payable to) Customers

Receivable from customers includes amounts due from customer on cash transactions, including
customer fails to deliver. The value of securities owned by customers and held as collateral for
these receivables is not reflected in the Statement of Financial Condition. Payable to customers
includes amounts owed to customers on cash transactions, including customer fails to receive.

Collateralized Agreements

Securities purchased under agreements to resell and securities sold under agreements to
repurchase are treated as financing transactions and are carried at the amounts at which the
securities will be reacquired or resold as specified in the respective agreements. It is the
Company’s policy to obtain possession of the securities underlying securities purchased under
agreements to resell and to provide the securities as collateral for securities sold under
agreements to repurchase. The Company monitors the risk of loss on these transactions by
assessing the fair value of the underlying securities as compared to the related receivable or
payable, including accrued interest, and requests additional collateral when deemed appropriate.
Substantially all repurchase and resale activities are transacted under master netting agreements
that give the Company the right, in the event of default, to liquidate collateral held and to offset
receivables and payables with the same counterparty. The Company uses repurchase agreements
only for the purpose of funding its security portfolio and does not engage in matched-book
transactions to profit from bid-ask spreads.

1302-1029735 8



KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

2. Significant Accounting Policies (continued)

Securities borrowed of $61, which are included in receivable from brokers and dealers, are
carried at the amounts of cash collateral advanced and received in connection with these
transactions.

Securities Owned and Securities Sold, but Not Yet Purchased

Securities owned and securities sold, but not yet purchased are recorded on a trade date basis and
carried at fair value. Information pertaining to the Company’s accounting policy for fair value
measurements for these security portfolios is summarized below under the heading “Fair Value
Measurements.”

Realized and unrealized gains and losses are included in revenues from principal transactions in
the Statement of Operations. Realized gains on sales of securities are generally determined based
on the sale of positions held on a first-in-first-out basis.

Derivative Financial Instruments

In accordance with applicable accounting guidance, all derivatives are recognized as either assets
or liabilities at fair value on the Statement of Financial Condition. Changes in the fair value of
derivatives are recognized immediately in earnings in Principal transaction revenue on the
Statement of Operations. The net increase or decrease in derivatives is included in operating
activities within the Statement of Cash Flows. Refer to Note 10 for further discussion of the
Company’s derivative instruments.

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements are stated at cost less accumulated
depreciation and amortization. Furniture and equipment are depreciated on the straight-line
method over their estimated useful lives varying from 3 to 10 years. Leasehold improvements are
amortized on the straight-line method over the life of the lease or the useful life of the
improvement, whichever is shorter, and vary from 1 to 15 years. Accumulated depreciation and
amortization on furniture, equipment, and leasehold improvements totaled $1,839 at
December 31, 2012.

1302-1029735 9



KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

2. Significant Accounting Policies (continued)
Income Taxes

The Company is included in the consolidated federal income tax return filed by its Parent. For
financial reporting purposes, the Parent follows the policy of allocating the consolidated income
tax provision among the Parent and its subsidiaries on a separate return basis, which includes any
tax credits or carryovers and carrybacks, subject to recognition of such items on a consolidated
basis.

Deferred income taxes are provided for temporary differences between the tax basis of an asset
or liability and its reported amount in the financial statements at the statutory tax rate.

Accounting for uncertainty in income taxes prescribes a comprehensive model for how
companies should recognize, measure, present and disclose in their financial statements
uncertain tax positions taken or expected to be taken on a tax return. Under this accounting
guidance, tax positions are recognized in the financial statements when it is more likely than not,
the position will be sustained upon examination by the tax authorities. Such tax positions are
initially and subsequently measured as the largest amount of tax benefit that is greater than 50%
likely (more-likely-than-not) of being realized upon ultimate settlement with the tax authority
assuming full knowledge of the position and all relevant facts. The Company recognizes interest
and penalties, if any, related to unrecognized tax benefits in income tax expense. Additionally,
this guidance requires disclosure of an annual tabular roll forward of unrecognized tax benefits.
The Company’s management believes that there is no tax liability resulting from unrecognized
tax benefits related to uncertain tax positions taken at December 31, 2012.

Accrued Compensation

Accrued compensation includes employee salaries, commissions, bonuses, payroll taxes, and
benefits. Salaries, payroll taxes, and benefits are accrued based on days worked. Commissions
paid to employees are accrued on the trade date basis and vary based on individual commission
rates and production volume. Bonuses include both discretionary and non-discretionary amounts.
Discretionary amounts are accrued as pre-determined benchmarks are met. Non-discretionary
amounts are accrued during the year based on estimated payouts.

1302-1029735 10



KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

2. Significant Accounting Policies (continued)
Revenue Recognition

Securities transactions and related commission revenue and expense are recorded on a trade-date
basis.

Investment banking revenue (other than underwriting revenue) is recorded as income is earned
and the related services are performed. Underwriting revenue is recorded upon completion of the
underwriting.

Interest revenue and expense associated with securities owned and securities sold, not yet
purchased, respectively, are recognized based on the settlement date of the underlying purchase
or sale and accrued into income using the effective yield method. Interest expense incurred on
securities repurchase activities is also recorded based on the settlement date of the funding
transaction and accrued into expense using the effective yield method.

Fair Value Measurements

The Company follows applicable accounting guidance for fair value measurements and
disclosures for all applicable financial and nonfinancial assets and liabilities. This guidance
defines fair value, establishes a framework for measuring fair value, expands disclosures about
fair value measurements, and applies only when other guidance requires or permits assets or
liabilities to be measured at fair value; the guidance does not expand the use of fair value to any
new circumstances.

Accounting guidance defines fair value as the price to sell an asset or transfer a liability in an
orderly transaction between market participants in our principal market. In other words, fair
value represents an exit price at the measurement date. Market participants are buyers and sellers
who are independent, knowledgeable, and willing and able to transact in the principal (or most
advantageous) market for the asset or liability being measured. Current market conditions,
including imbalances between supply and demand, are considered in determining fair value.

The Company values its assets and liabilities based on the principal market where each would be
sold (in the case of assets) or transferred (in the case of liabilities). The principal market is the
forum with the greatest volume and level of activity. In the absence of a principal market,
valuation is based on the most advantageous market (i.e., the market where the asset could be
sold at a price that maximizes the amount to be received or the liability transferred at a price that
minimizes the amount to be paid). In the absence of observable market transactions, we consider
liquidity valuation adjustments to reflect the uncertainty in pricing the instruments.

1302-1029735 11



KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

2. Significant Accounting Policies (continued)

In measuring the fair value of an asset, the Company assumes the highest and best use of the
asset by a market participant—not just the intended use—to maximize the value of the asset. We
also consider whether any credit valuation adjustments are necessary based on the counterparty’s
credit quality.

When measuring the fair value of a liability, the Company assumes the transfer will not affect
the associated nonperformance risk. Nonperformance risk is the risk that an obligation will not
be satisfied, and encompasses not only the Company’s own credit risk (i.e., the risk that we will
fail to meet our obligation), but also other risks such as settlement risk (i.e., the risk that upon
termination or sale, the contract will not settle). The Company considers the effect of its own
credit risk on the fair value for any period in which fair value is measured.

There are three acceptable techniques for measuring fair value: the market approach, the income
approach and the cost approach. The appropriate technique for valuing a particular asset or
liability depends on the exit market, the nature of the asset or liability being valued, and how a
market participant would value the same asset or liability. Ultimately, selecting the appropriate
valuation method requires significant judgment, and applying the valuation technique requires
sufficient knowledge and expertise.

Valuation inputs refer to the assumptions market participants would use in pricing a given asset
or liability. Inputs can be observable or unobservable. Observable inputs are assumptions based
on market data obtained from an independent source. Unobservable inputs are assumptions based
on our own information or assessment of assumptions used by other market participants in
pricing the asset or liability. The Company’s unobservable inputs are based on the best and most
current information available on the measurement date.

All inputs, whether observable or unobservable, are ranked in accordance with a prescribed fair
value hierarchy that gives the highest ranking to quoted prices in active markets for identical
assets or liabilities (Level 1) and the lowest ranking to unobservable inputs (Level 3). Fair values
for assets or liabilities classified as Level 2 are based on one or a combination of the following
factors: (i) quoted market prices for similar assets or liabilities; (ii) observable inputs, such as
interest rates or yield curves; or (iii) inputs derived principally from or corroborated by
observable market data. The level in the fair value hierarchy ascribed to a fair value
measurement in its entirety is based on the lowest level input that is significant to the
measurement. The Company considers an input to be significant if it drives 10% or more of the
total fair value of a particular asset or liability. Assets and liabilities may transfer between levels
based on the observable and unobservable inputs used at the valuation date, as the inputs may be
influenced by certain market conditions.

1302-1029735 12



KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

2. Significant Accounting Policies (continued)

Assets and liabilities are considered to be fair valued on a recurring basis if fair value is
measured regularly. However, if the fair value measurement of the instrument does not
necessarily result in a change in the amount recorded on the balance sheet, assets and liabilities
are considered to be fair valued on a nonrecurring basis. This generally occurs when the entity
applies accounting guidance that requires assets and liabilities to be recorded at the lower of cost
or fair value, or assessed for impairment.

At a minimum, the Company conducts its valuations quarterly. Additional information regarding
fair value measurements and disclosures is provided in Note 12 (Fair Value Measurements).

Subsequent Events

In preparing these financial statements, subsequent events were evaluated through the time the
financial statements were issued. Financial statements are considered issued when they are
widely distributed to users or filed with the SEC. In addition to the matter disclosed below and in
compliance with applicable accounting standards, all material subsequent events have been either
recognized in these financial statements or disclosed in the notes to the financial statements.

In February 2013, the Company received notification from FINRA that certain exceptions
identified during FINRA’s 2012 examination of the Company had been referred to FINRA’s
Enforcement Division. As of the date of these financial statements, the Company has not been
notified by FINRA’s Enforcement Division whether it intends to commence enforcement
proceedings against the Company as a result of the referral. If FINRA commences enforcement
proceedings against the Company, the Company may become subject to fines or penalties at their
conclusion. The Company cannot reasonably estimate the amount of fines and penalties, if any,
which may be assessed by FINRA in connection with any enforcement proceeding. All of the
examination findings noted by FINRA have been remediated by the Company.

Accounting Guidance Adopted in 2012

Fair value measurement. In May 2011, the Financial Accounting Standards Board (FASB)
issued accounting guidance that changed the wording used to describe many of the current
accounting requirements for measuring fair value and disclosing information about fair value
measurements. This accounting guidance clarified the FASB’s intent about the application of
existing fair value measurement requirements. It was effective for the interim and annual periods
beginning on or after December 15, 2011 (effective January 1, 2012, for the Company). The
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KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

2. Significant Accounting Policies (continued)

adoption of this accounting guidance did not have a material effect on the Company’s financial
condition, results of operations or cash flows. The new fair value measurement disclosures
required as a result of this accounting guidance are provided in Note 12 (Fair Value
Measurements).

Repurchase agreements. In April 2011, the FASB issued accounting guidance that changed the
accounting for repurchase agreements and other similar arrangements by eliminating the
collateral maintenance requirement when assessing effective control in these transactions. This
change resulted in more of these transactions being accounted for as secured borrowings instead
of sales. This accounting guidance was effective for new transactions and transactions modified
on or after the first interim or annual period beginning after December 15, 2011 (effective
January 1, 2012, for the Company). The adoption of this accounting guidance did not have a
material effect the Company’s financial condition, results of operations or cash flows as the
Company does not account for these types of arrangements as sales.

Accounting Guidance Pending Adoption at December 31, 2012

Offsetting. In December 2011, the FASB issued new accounting guidance that requires an entity
to disclose information about offsetting and related arrangements to enable financial statement
users to understand the effect of those arrangements on the entity’s financial position. In
November 2012, the FASB clarified the scope of the guidance to include derivatives, repurchase
and reverse repurchase agreements, and securities lending and borrowing transactions. The new
disclosures required by this accounting guidance will be effective for annual reporting periods
beginning on or after January 1, 2013, and interim periods within those annual periods (effective
January 1, 2013, for the Company).

1302-1029735 14



KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

3. Securities Owned and Securities Sold, but Not Yet Purchased

Securities owned and securities sold, but not yet purchased, at December 31, 2012, consist of the
following:

Securities
Securities Sold, But
Owned, at Not Yet
Fair Purchased, at

Value Fair Value
Securities:
U.S. and Canadian government obligations $ 202,656 $ 231,338
Corporate obligations 201,062 41,227
State and municipal government obligations 23,307 -
Money market accounts 131,000 -
Other securities 32,388 2,658
Stocks and warrants 1,985 19
Banker’s acceptances, certificates of deposit
and commercial paper 748

$ 593,146 § 275242

Securities not readily marketable include securities for which there is no market on a national
securities exchange or no independent publicly quoted market. The Company held $43,244 of
such securities at December 31, 2012 which are included in the table above under “State and
municipal government obligations”, “Other securities” and “Stocks and warrants.” Included in
Other securities are $26,588 of student loan backed securities that are issued by a trust of which
the Parent consolidates in its financial statements.

4. Short-Term Borrowings

The Company enters into unsecured borrowings with the Parent and other banks under
renewable lines of credit. At December 31, 2012, the Company had ongoing committed credit
arrangements of $1,900,000 and $50,000 with the Parent and a third party financial institution,
respectively. Interest on these lines of credit is based on prevailing short-term market rates. At
December 31, 2012, the Company had no outstanding borrowings with the Parent or the third-
party financial institution. The Company pays no commitment fees for access to the committed
facility with the Parent and pays a commitment fee to the third party financial institution based
upon 25 basis points of the average amount of the unused facility. During 2012 this commitment
fee totaled $13.

1302-1029735 15



KeyBanc Capital Markets Inc.

Notes to Financial Statements

(In Thousands)

4. Short-Term Borrowings (continued)

Securities sold under agreements to repurchase bear interest at rates ranging from 0.33% to

'0.82% and are collateralized by Company-owned securities with a fair value of $233,223 at

December 31, 2012.
S. Related-Party Transactions

In the ordinary course of business, the Company enters into transactions with the Parent and its
affiliates.

The Parent and affiliated companies provide certain support services to the Company. Such
services include accounting, legal, human resources, payroll, tax, risk management, insurance,
communications, facilities, distribution, printing and computer processing. The Company may be
provided these services under one or more service agreements with the respective providing
affiliate. Charges from affiliates for 2012 were:

Communications $ 2,812
Occupancy and equipment 12,510
Processing fee 6,674
Management fee 8,431

$ 30427

At December 31, 2012, $8,116 was payable to the Parent of which was comprised of $2,331
attributable to the aforementioned related party expenses and $5,835 related to an overdraft.

During 2012, the Company held certain debt securities issued by the Parent and its subsidiaries.
At December 31, 2012, $33,631 and $5,561 of these debt securities were recognized in the
Company’s Securities owned and Securities sold, but not yet purchased portfolios, respectively.
Interest income and expense recognized in earnings on these holdings were $905 and $354,
respectively, during 2012.

At December 31, 2012, the Company recognized in Other assets on the Statement of Financial
Condition a receivable from the Parent and its affiliates totaling $269. These receivables arise as
the Company executes certain transactions for the Parent and its affiliates. Beginning in 2012,
the Company began selling certain high yield loans on behalf of the Parent’s banking subsidiary
KeyBank N.A. (KeyBank). In connection with these transactions, KeyBank reimburses the
Company for commissions paid to its employees who sell such loans in the secondary market.
The amount of reimbursed commissions recognized during 2012 totaled $275.
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5. Related-Party Transactions (continued)

The Company has also entered into certain revenue sharing agreements with several lines of

businesses of affiliates. Revenues from affiliates under these arrangements were $11 during

2012.

6. Income Taxes

The Company is included in the consolidated federal income tax return filed by its Parent.

For financial reporting purposes, the Parent follows the policy of allocating the consolidated
income tax provision among the Parent and its subsidiaries on a separate return basis, which
includes any tax credits or carryovers and carrybacks, subject to recognition of such items on a

consolidated basis. Income taxes included in the Statement of Operations are summarized below:

Current expense:
Federal
State
Total current expense
Deferred benefit:
Federal
State
Total deferred benefit
Total income tax benefit

The difference between income tax benefit and the amount computed by applying the statutory

federal tax rate of 35% to loss before income taxes is as follows:

9,621
957

10,578

(9,863)
(967)

(10,830)

(252)

Amount Rate

Loss before income taxes at 35% U.S. statutory

federal tax rate $ (@717 35.0%
State income tax, net of federal tax benefit ) 0.3
Tax-exempt interest income (173) 8.5
Disallowed meals and entertainment 495 (24.2)
Disallowed customer gifts 35 1.7
Other 115 (5.6)
Total income tax benefit $ (252 12.3%

1302-1029735
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Notes to Financial Statements

(In Thousands)

6. Income Taxes (continued)

Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes.

Significant components of the Company’s deferred tax assets and liabilities as of December 31,
2012, are as follows:

Deferred tax assets:
Employee compensation accruals $ 17,871
Furniture and equipment 249
Accrued expenses 1,271
Total deferred tax assets 19,391
Deferred tax liabilities:
Investment in partnerships (320)
Prepaid expenses (184)
State taxes (103)
Total deferred tax liabilities (607)
Total net deferred tax assets $ 18,784

Deferred tax assets are recoverable from the Parent when they are able to be used. An assessment
is conducted of all available evidence to determine the amount of deferred tax assets that are
more-likely-than-not to be realized, and therefore recorded. This evidence includes taxable
income in prior periods, projected future taxable income and projected future reversals of
deferred tax items. Based on these criteria, the Company currently believes that it is more-likely-
than-not that the net deferred tax asset will be realized in future periods.

Total federal and state income taxes received from Parent were $6,286 for the year ended
December 31, 2012. At December 31, 2012, KBCM had a $12,842 intercompany payable to the
Parent for federal and state income taxes and is included in other liabilities on the Statement of
Financial Condition.
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7. Commitments and Contingencies
Litigation

In the ordinary course of business, the Company is a defendant in various lawsuits incidental to
its securities business. In view of the number and diversity of claims against the Company and
the inherent difficulty of predicting the outcome of litigation and other claims, the Company
cannot state with certainty what the eventual outcome of pending litigation or other claims will
be. The Company provides for costs relating to these matters when a loss is probable and the
amount can be reasonably estimated. While it is not possible to predict with certainty,
management believes that the ultimate resolution of such matters will not have a material adverse
effect on the Statement of Financial Condition, the Statement of Operations, and cash flows of
the Company.

Obligations Under Noncancelable Leases

Aggregate commitments under operating leases for office space and equipment in effect as of
December 31, 2012, with initial or remaining noncancelable lease terms in excess of one year are
approximately $1,353 payable as follows: 2013 — $326; 2014 — $341; 2015 — $280; 2016 — $177;
2017 — $182 and 2018 and beyond — $47. Certain of these leases have escalation clauses based
on certain increases in costs incurred by the lessor and renewal options. Rental expense
associated the Company’s operating lease obligations totaled $435 for the year ended
December 31, 2012.

8. Net Capital Requirements

The Company is subject to the Uniform Net Capital Rule (the Rule) of the SEC and the net
capital rules of FINRA, of which the Company is a member. The Company has elected to use the
alternative method permitted by the Rule which requires that it maintain minimum net capital of
the greater of (i) 2% of aggregate debit balances arising from customer transactions, as such term
is defined in the Rule, (ii) 2 minimum of $250,000 determined based upon the nature of the
Company’s business operations as defined in the Rule, or (jii) a minimum net capital required
based upon the Company’s market making activities not to exceed $1,000,000. Under its rules,
FINRA may prohibit member firms from engaging in certain activities if its net capital falls
within certain thresholds of its minimum net capital requirements. For member firms that elect
the alternative method, FINRA may require such member firm to reduce its business if its net
capital is less than 4% of aggregate debit balances and may prohibit a member firm from
expanding its business or paying cash dividends if resulting net capital would be less than 5% of
aggregate debit balances.
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8. Net Capital Requirements (continued)

Net capital, aggregate debit balances, and the Company’s market making activities change from
day to day. At December 31, 2012, the Company’s net capital under the Rule was $188,316 or
2,068% of aggregate debit balances, and $187,893 in excess of the minimum required net capital.

9. Financial Instruments with Off-Balance Sheet and Credit Risk

In the normal course of business, the Company’s activities involve the execution, settlement and
financing of various securities transactions. These activities may expose the Company to risk in
the event the customer is unable to fulfill its contractual obligations. The Company maintains
cash and accounts on a delivery-versus-payment and receipt-versus-payment basis for its
customers located throughout the United States.

The Company, as a part of its normal brokerage activities, assumes short positions on securities.
The establishment of short positions exposes the Company to off-balance sheet risk in the event
prices change, as the Company may be obligated to cover such positions at a loss. The Company
enters into short positions in United States government bonds in order to manage the interest rate
risk related to trading positions in corporate bonds, mortgage-backed securities and United States
government securities. The Company enters into short positions in corporate stocks in the
ordinary course of operation related to its NASDAQ trading activities. The Company has
recorded these short positions in the financial statements at December 31, 2012, at fair value of
the related securities and will incur a loss if the fair value of the securities increases subsequent
to December 31, 2012.

As a securities broker and dealer, a substantial portion of the Company’s transactions are
collateralized. The Company’s exposure to credit risk associated with the nonperformance in
fulfilling contractual obligations pursuant to securities transactions can be directly impacted by
volatile trading markets, which may impair customers’ or counterparties’ abilities to satisfy their
obligations to the Company. The Company monitors concentrations of credit risk on both an
individual and group counterparty basis and seeks to limit the risk through consideration of
numerous factors, including the financial strength of counterparties and industry segments,
reviewing the size of positions or commitments, and analyzing the expected duration of
positions. Where considered necessary, the Company requires a deposit of additional collateral,
or a reduction of securities positions.
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10. Derivative Financial Instruments

A derivative instrument is a contract whose value is based on the performance of an underlying
financial asset, index, or other investment. These instruments are generally based on notional
values that are used to determine future cash flows to be exchanged. The Company’s derivative
financial instruments consist primarily of contractual commitments that include securities
transactions on a To-Be-Announced (TBA) basis. TBA transactions represent forward contracts
pertaining to undefined pools of mortgages, including collateralized mortgage obligations
(CMO’s), which give the Company the right to receive or obligation to deliver mortgage
securities in the future. The Company enters into these contracts primarily for delivery to
customers and to a lesser extent to economically hedge the fair value of certain of its mortgage-
related inventory positions. The following table presents the notional amount and derivative fair
value of the Company’s TBA transactions outstanding at December 31, 2012:

Fair Value
Notional Derivative Derivative
Amount Assets Liabilities
Forward TBA sale contracts $ 32,046 $ 1,641 $ -
Forward TBA purchase contracts 32,027 - - 1,602

Net losses recognized on TBA transactions were $4,190 for the year ended December 31, 2012.
11. Employee Benefit Plans

Employees of the Company are covered under a 401(k) plan sponsored by the Parent. The plan
permits eligible employees to contribute from 1% to 25% of eligible compensation with up to
6% being eligible for matching contributions in the form of KeyCorp common shares. The plan
also permits the distribution of a discretionary profit-sharing component which was 2.4% for
2012 for eligible employees as of December 31, 2012. For the year ended December 31, 2012,
the Company’s contribution expense was $3,276.

Effective December 31, 2009, the Parent amended the pension plan to freeze all benefit accruals.

The Company will continue to credit participants’ account balances for interest until participants
receive their plan benefits. The plan was closed to new employees as of December 31, 2009.
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11. Employee Benefit Plans (continued)

Substantially all of the Company’s employees who meet certain specified conditions are eligible
for benefits under group medical and dental plans and postretirement health care and life
insurance plans established by the Parent. Costs related to the plans incurred by the Parent on
behalf of the Company’s employees are allocated to the Company based on management’s
estimate of the Company’s proportionate share of the related costs. For the year ended
December 31, 2012, the Company’s allocated costs were $2,150.

12. Fair Value Measurements
Fair Value Determination

As defined in the applicable accounting guidance, fair value is the price to sell an asset or
transfer a liability in an orderly transaction between market participants in the Company’s
principal market. The Company has established and documented its process for determining the
fair values of its assets and liabilities where applicable. Fair value is based on quoted market
prices, when available, for identical or similar assets or liabilities. In the absence of quoted
market prices, management determines the fair value of the Company’s assets and liabilities
using valuation models or third-party pricing services. Both of these approaches rely on market-
based parameters when available, such as interest rate yield curves, option volatilities and credit
spreads or unobservable inputs. Unobservable inputs may be based on management’s judgment,
assumptions and estimates related to credit quality, liquidity, interest rates and other relevant
inputs.

Valuation adjustments, such as those pertaining to counterparty and the Company’s own credit
quality and liquidity, may be necessary to ensure that assets and liabilities are recorded at fair
value. Credit valuation adjustments are made when market pricing is not indicative of the
counterparty’s credit quality. Management makes liquidity valuation adjustments to the fair
value of certain assets to reflect the uncertainty in the pricing and trading of the instruments
when they are unable to observe recent market transactions for identical or similar instruments.
Liquidity valuation adjustments are based on the following factors:

« the amount of time since the last relevant valuation;

« whether there is an actual trade or relevant external quote available at the measurement
date; and

« volatility associated with the primary pricing components.
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12. Fair Value Measurements (continued)

The Company ensures that fair value measurements are accurate and appropriate by relying upon
various controls, including:

« an independent review and approval of valuation models and assumptions;
» recurring detailed reviews of profit and loss; and

« avalidation of valuation model components against benchmark data and similar products,
where possible.

The Company recognizes transfers between levels of the fair value hierarchy at the end of the
reporting period. Quarterly, management reviews any changes to valuation methodologies to
ensure they are appropriate and justified, and refine valuation methodologies as more market-
based data becomes available.

Additional information regarding the Company’s accounting policies for determining fair value
is provided in Note?2 (Significant Accounting Policies) under the heading “Fair Value
Measurements.”

Qualitative Disclosures of Valuation Techniques

Securities owned and securities sold, but not yet purchased (Securities): The Company owns
several types of securities, requiring a range of valuation methods:

« Securities are classified as Level 1 when quoted market prices are available in an active
market for the identical securities. Level 1 instruments include exchange-traded equity
securities.

o Securities are classified as Level 2 if quoted prices for identical securities are not
available, and management determines fair value using pricing models (either by a third-
party pricing service or internally) or quoted prices of similar securities. These
instruments include municipal bonds, bonds backed by the U.S. government, securities
issued by the U.S. Treasury, corporate bonds, certain mortgage and other asset-backed
securities, certain agency collateralized mortgage obligations, and money market
investments. Inputs to the pricing models include actual trade data (i.e., spreads, credit
ratings and interest rates) for comparable assets, spread tables, matrices, high-grade
scales, option-adjusted spreads, and standard inputs such as yields, broker/dealer quotes,
bids and offers.
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12. Fair Value Measurements (continued)

« Securities are classified as Level 3 when there is limited activity in the market for a
particular instrument. Level 3 assets consist primarily of municipal auction-rate securities
and student loan asset backed securities. For these securities, the Company uses
internally-developed cash flow models based on certain assumptions to determine fair
value. Inputs used in these internal models include expected cash flows from the
underlying collateral, which take into account expected default and recovery percentages,
market research, and discount rates commensurate with current market conditions.
Changes in the credit quality of the underlying collateral or market discount rate would
impact the value of the securities. An increase in the underlying collateral credit quality
or decrease in the market discount rate would positively impact the security value.
Conversely, a decrease in the underlying collateral credit quality or increase in the market
discount rate would negatively impact the security value.

Derivatives: The Company’s derivative instruments consist of forward contracts to purchase and
sell TBA securities. These instruments are classified as Level 2 as quoted prices for identical
instruments are not available and management determines fair value using pricing models (either
by a third-party pricing service or internally) or quoted prices of similar instruments. Inputs to
these pricing models primarily consist of actual trade data from the TBA market (i.e., spreads
and interest rates) for comparable instruments and standard inputs such as yields, broker/dealer
quotes, bids and offers.
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12. Fair Value Measurements (continued)

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Certain assets and liabilities are measured at fair value on a recurring basis in accordance with
U.S. GAAP. The following table presents the Company’s assets and liabilities measured at fair
value on a recurring basis at December 31, 2012:

Assets measured on a recurring basis:

Securities owned:
U.S. and Canadian government obligations
Corporate obligations
State and municipal government obligations
Money market accounts
Other securities
Stocks and warrants
Banker’s acceptances, certificates of deposit

and commercial paper
Total securities owned

Derivative assets:
Forward TBA sale contracts
Total derivative assets
Total assets on a recurring basis at fair value

Liabilities measured on a recurring basis:
Securities sold, but not yet purchased:
U.S. government obligations
Corporate obligations
Other securities
Stocks and warrants
Total securities sold, but not yet purchased

Derivative liabilities:
Forward TBA purchase contracts
Total derivative liabilities:
Total liabilities on a recurring basis at fair value

1302-1029735

December 31, 2012

Level 1 Level 2 Level 3 Total

$ - $ 202,656 $ - $ 202,656
- 201,062 - 201,062

- 20,508 2,799 23,307

— 131,000 - 131,000

- 5,800 26,588 32,388

1,985 - - 1,985

- 748 — 748

1,985 561,774 29,387 593,146

- 1,641 — 1,641

- 1,641 - 1,641

$ 1985 $ 563,415 § 29,387 $ 594,787
$ - $ 231338 §$ - $ 231,338
- 41,227 - 41,227

- 2,658 - 2,658

19 - — 19

19 275,223 - 275,242

- 1,602 — 1,602

— 1,602 - 1,602

$ 19 $ 276,825 §$ — $ 276,844
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12. Fair Value Measurements (continued)

Changes in the Level of Fair Value Measurements

The following table shows the change in the fair values of the Company’s Level 3 financial

instruments for the year ended December 31, 2012:

Securities Owned

State and
Municipal
Corporate Government Other Stocks and
Obligations Securities Securities Warrants Total
Balance at December 31, 2011 $ 3389 $ - $ 22943 $ 159 $ 56,971
Gains (losses) included in 2,166 (609) 3,645 28 5,230
earnings
Purchases - - - - -
Issuances - - - — -
Sales (32,022) (6,939) - (187) (39,148)
Settlements - (46,700) - - (46,700)
Net transfers in (out) of Level 3 (4,013) @ 57,047 @ — — 53,034
Balance at December 31,2012 $ - 3 2799 §$§ 26588 § - $ 29,387
Unrealized (losses) gains
included in earnings $ 204§ G $ 3645 $ - $ 3,798

@ Transfers in and out of Level 3 were the result of the decreased and increased levels, respectively, of observable market

activity for these securities.
During 2012, there were no transfers of assets and liabilities between Level 1 and Level 2.

The range and weighted-average of the significant unobservable inputs used to fair value the

Company’s Level 3 recurring assets at December 31, 2012, along with the valuation techniques

used are shown in the following table:

Fair Value Significant
of Level 3 Valuation Unobservable Range
Assets Technique Input (Weighted-Average)
Securities owned:
State and municipal
government securities  § 2,799 Discounted cash flow Discount rate 2.4% (2.4%)
Other securities 26,588 Discounted cash flow Prepayment speed 4.5%-22.0% (10.4%)
Expected credit losses  2.0%-80.0% (45.7%)
Discount rate 4.0% (4.0%)
Expected defaults 9.9%-16.7% (13.3%)
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KeyBanc Capital Markets Inc.
Schedule I

Computation of Net Capital Pursuant to Rule 15¢3-1

December 31, 2012
(In Thousands)
Net capital
Total shareholder's equity from statement
of financial condition $ 307,741
Deductions and/or charges:
Nonallowable assets:
Receivable from customer 28
Securities owned not readily marketable * 43,244
Derivative assets 1,641
Investment in partnerships 4,272
Furniture, equipment and leasehold improvements 753
Deferred tax assets 18,784
Other receivables 18,361
Other assets 3,159
90,242
Additional charges for customers’ and noncustomers’
security accounts 53
Aged fails-to-deliver 499
Other deductions and/or charges 7,674
8,226
08,468
Net capital before haircuts on security positions 209,273
Haircuts on security positions:
Contractual security commitments -
Trading and investment securities:
Banker’s acceptances, certificates of
deposit and commercial paper -
U.S. and Canadian government obligations 2,736
State and municipal government obligations 1,478
Corporate obligations 11,495
Stocks and warrants 160
Money market accounts 2,620
Other securities 2,468
Undue concentration —
20,957
Net capital $ 188316

* Securities owned not readily marketable include not only securities classified as Level 3 assets under GAAP but also fixed
income securities that are not rated in one of the top four highest rating categories by at least two nationally recognized
statistical rating organizations.
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KeyBanc Capital Markets Inc.
Schedule I

Computation of Net Capital Pursuant to Rule 15¢3-1 (continued)

December 31, 2012
(In Thousands)

Computation of alternative net capital requirement
2% of aggregate debit items as shown in Formula for
Reserve Requirements pursuant to Rule 15¢3-3

prepared as of December 31, 2012 182
Minimum net capital requirement 423
Excess net capital $ 187,893
Percentage of net capital to aggregate debit items 2,068%

Net capital in excess of
4% of aggregate debit items
5% of aggregate debit items

b 187,952

p 187,861

"rAIIrA

There were no material differences in the aggregate amount or individual amounts between the
net capital and aggregate debit items reported in Schedule I and the net capital and aggregate
debit items reported in the Company’s December 31, 2012, unaudited amended Form X 17 a-5,
Part II and reconciliation submitted on February 28, 2013.

See accompanying Supplementary Report of Independent Registered Public Accounting Firm
on Internal Controls.
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Schedule 11

Computation for Determination of Reserve
Requirements Pursuant to Rule 15¢3-3

December 31, 2012
(In Thousands)

Credit items
Free credit balances and other credit balances in

customers’ security accounts $ 7,787
Customers’ securities failed-to-receive 2,401
Credit balances in firm accounts which are attributable to

principal sales to customers 108
Market value of short securities and credits in all suspense accounts

over seven business days 926
Total credits 11,222
Debit items
Debit balances in customers’ cash and margin accounts 7,010
Failed to deliver of customers’ securities not older than thirty calendar days 2,097
Aggregate debit items 9,107
Less 3% 273
Total debits 8,834
Excess of total credits over total debits $ (2,388
Amount on deposit in Reserve Bank Account $ 19,509

There were no material differences in the aggregate amount or individual amounts between the
excess of total debits over total credits reported in Schedule II and the excess of total debits
over total credits reported in the Company’s December 31, 2012, unaudited amended Form X-
17a-5, Part II and reconciliation submitted on February 28, 2013.

See accompanying Supplementary Report of Independent Registered Public Accounting Firm
on Internal Controls.
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Schedule I11

Information Relating to the Possession
or Control Requirements under Rule 15¢3-3

December 31, 2012
(In Thousands, Except Number of Items)

Market valuation and number of items:

1. Customers’ fully paid securities and excess margin securities not in
the Company’s possession or control as of December 31, 2012 (for
which instructions to reduce to possession or control had been
issued) but for which the required action was not taken by the
Company within the time frames specified under Rule 15¢3-3. $

A. Number of items.

2. Customers’ fully paid securities and excess margin securities for
which instructions to reduce to possession or control had not been
issued as of December 31, 2012, excluding items arising from
“temporary lags which result from normal business operations” as
permitted under Rule 15¢3-3. $

A. Number of items.

There were no material differences in the aggregate amount or individual amounts relating to
the possession or control requirements under Rule 15¢3-3 reported in Schedule III and in the
Company’s December 31, 2012, unaudited amended Form X-17a-5, Part II and reconciliation

submitted on February 28, 2013.

See accompanying Supplementary Report of Independent Registered Public Accounting Firm
on Internal Controls.

1302-1029735

30




~ Supplementary Report on Internal Controls

- 1302-1029735




Fm““||m\|rlmlllw||uumumm.”..m.......EERNST&YOUNG .

925 Euclid Avenue
Cleveland, OH 44115-1476

Tel: +1 216 861 5000
Fax: +1 216 583 2013
www.ey.com

Supplementary Report of Independent Registered Public Accounting Firm
on Internal Control Required by SEC Rule 17a-5(g)(1)

The Board of Directors and Shareholder
KeyBanc Capital Markets Inc.

In planning and performing our audit of the financial statements of KeyBanc Capital Markets
(the Company), as of and for the year ended December 31, 2012, in accordance with auditing
standards generally accepted in the United States, we considered its 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
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), including the following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits) and
net capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e)

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

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

4. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3

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 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
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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 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.

A deficiency in internal control 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 and correct 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 entity’s financial statements
will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and was not designed to identify all deficiencies in internal control that might
be deficiencies, significant deficiencies, or 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 a material
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 December 31, 2012, to meet the SEC’s objectives.

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 17a-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
parties.

éM - LLP

February 28, 2013
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Report of Independent Registered Public Accounting Firm on
Applying Agreed-Upon Procedures

Board of Directors
KeyBanc Capital Markets Inc.

We have performed the procedures enumerated below, which were agreed to by the Board of
Directors and management of KeyBanc Capital Markets Inc. (the Company), the Securities Investor
Protection Corporation (SIPC), the Securities and Exchange Commission, and the Financial Industry
Regulatory Authority, in accordance with Rule 17a-5(e)(4) of the Securities Exchange Act of 1934.
We performed the procedures solely to assist the specified parties in evaluating the Company’s
compliance with the applicable instructions of the General Assessment Reconciliation (Form SIPC-
7) for the year ended December 31, 2012. The Company’s management is responsible for the
Company’s compliance with those requirements. This agreed-upon procedures engagement was
conducted in accordance with attestation standards established by the American Institute of Certified
Public Accountants. The sufficiency of these procedures is solely the responsibility of those parties
specified in this report. 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
record entries including the general ledger and bank statements.

There were no findings.

2. Compared the amounts reported on the audited Form X-17A-5 for the year ended December
31, 2012 with the amounts reported in Form SIPC-7 for the year ended December 31, 2012.

There were no findings.

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working
papers.

There were no findings.

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the
related supporting schedules and working papers supporting the adjustments.

There were no findings.

A member firm of Ernst & Young Global Limited




We were not engaged to and did not conduct an examination, the objective of which would be the
expression of an opinion on compliance with the applicable instructions of the General Assessment
Reconciliation (Form SIPC-7) for the year ended December 31, 2012. Accordingly, we do not
express such an opinion. Had we performed additional procedures, other matters might have come to
our attention that would have been reported to you.

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.
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SECURITIES !NVESTOF% PROTECTION CORPORATION

- P O ROy 92185 Washingion DG 20590 2185
SIPC-7 6B 52165 Washogur, DG 20090 218

S ? 3300

3 REV C 0 General Assessment Reconciliation
Voot iy sen eaded 12312012
Foas catel e S frttunt o g o Wooe e Dag oy by Vg g ey oo

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

Name of Memper address Desgnated Examimng Authordy, 1934 Actregisiration fiu and menth i whoeb Bisca vear ecds for
surposes of ine audid requirement 7

of SEC Rule Tak

] 1 Note M oany of the nformation shown on the
030177 FINRA DEC maiting label requires correction. please & M
KEYBANC CAPITAL MARKETS INC 16*16 any correchons to torm@sipe org and so

127 PUBLIC SQ # 4-01-27-0712 indicate on the form filed
CLEVELAND OH 441141217

Name and telephone number of person o
contact respecting this form.

L |

2 A General Assessment (ilem 2e from page 2) $ Se?. %2
B Less payment made with SIPC-6 hied (exclude interest) { Able, 249

7/3/ 2002

" Date Paig

¢ Less prior gverpayment apphed { -
[+, Aseessment balance due o (overpayment) }0/, 7/‘{

B interest computed on late payment {see instruction £y o days at 20% per annum -
£ Total assessment batance and :nterest due {or overpayment carned forward) § 30!1. 9/‘/

G, PAID WiTH THIS FORM
Check enclosed. payable 1 SIPC

Total {must be same as F above) $ ﬁﬂz 7/‘/

W, Overpayment carned forward & - ;

3 Sybsidianes (S and predecessors (Pjincluded in tus form (give name and 1934 Act registration number}:

The SIPC member submitting this form and the

person by whom it 15 execuled reprasent thereby KQU' B c Capﬁm, n/‘o ‘: +) rﬂC

that ali infarmation contained hereln & fras. corredt =
and complete M%& 2
: §rig ‘3*‘3
- . )
vared the_&f aay o_Lepigacsp 20 L3 (//%/ Hﬂﬁdt/ q%cer

This form and the assessment payment is due 60 days after the end of the fiscal year. Ratam the Working Copy of this form
for a period of not iess than 6 years, the fatest 2 years in an easily accessibie place,

Dates

Postmarked Revsivad Reyviewsn

Calculalions e Degumentanen Forward Copy

Exceptons

SIPC REVIEWER

Dispositon of exceplions.




DETERMINATION OF “SIPC NET OPERATING REVENUES”

AND GENERAL ASSESSMENT

item No.
2a Total revanue (FOCUS Line *2Part {A Line &, Code 2030

b Adduiens
13 Totai revenues from the secunties buamess of subsidunes (excent forgign subsidianes, and
predecessors not included above
(27 Net lpss from pringipal ansactions (v secuntes in rading accounty
(31 Net loss from principal transachons i commomnties 1 traduig accounts

(41 Intevest and dividend expense deducted m determimng em Za

{8} Het 0gs trom management of ot parhicipation i the underwnlieg of HSHoLLION vl sgcunties

Amounts tor {he hiscal penod
beginning 1/1/2012
and ending 12/31/2012

Eliminate cents

s__ 229 3/4 873

-

(4G 487

-

-

(78, 375

16y Expenses olher thar advertising, printing. reg:stration tees and legal tees dedacted . delermining nel

profit from management of or parligipabion i underwiting or distribution of securbies.
171 Net fosg from secutsies i aivestment aecounts
Total additigns

2¢. Deduchons
i1: Revenues from the distribulian of shargs of a registered open end mvestment company or unit

—

[e97 .20

nvasiment trust. from the sale of vanable aonwities, from the business of insurance. trom 1nvestmant

advicory services rendered 1o registered invesiment companies or Insurance compary separate
sccounts. and from transactions o secunty tutures products

{21 Revenues from commodily yansactions,

{31 Commissions, Hoor drokerage and clearance paid lo other SIPC members ir connecticn with
securiiies transachions.

{4) Re:mbursements for postage 1n connechion with proxy soboitalion,

{5) Net gain from securties in investment accounts

{6) 100% of commissions and markups earned from transactions in (i} cerificates of deposit and
(1) Treasury bils, pankers acceptances or commercial paper that mature ning months or less

from issuance date

17} Direct expenses of panting advertising and legal fees incurred in cannection with other revenue
reiated to the securibies business trevenue detined by Saction 16(9)(L} of the Act)

(8] Other revenue not related either directly or mndirectly to the secunties business.
1See Instruction C)

{bé&ﬁégons in excess of ”5100\00(} fequire documentation)

{9} {1} Total interest and dividend expense (FOCUS Line 22:-PART HA Line 13,
Code 4075 plus line 2b{4) above) dul nat in excess
of total interest and dividend mcome. $

L. 970863

735,267

3,562,75/

-

2.%0% 7/4

(i) 40% of margin nterest earned on customers securiligs
accounts 140% af FOCUS hne 5. Code 2960)

Erter the greater of hne {« or {1}
Tntal deductions
2d. SIPC Net Operating Revenues

2e (engtal Assessment @ 0025

©.970 %63

/3 379 595

s AA7 5,5 094

s 548, 943

1o page 1 line 2 A




