T

OMB AFPROVAL. |
SECU 16014973 OB Number-  3235-0123
Stu Expires: March 31, 2016
Al : Estimated average burden
Ma" g rg;;‘gismg hours perresponse.. . ... 12.00
e :
SEC FILE NUMBER
DEC 302015 845411

‘ Washinm:
FACING PAGE "INGION DC
Information Required of Brokers and Dealers PuPfidng to Section 17 of the
Securities Exchange Act of 1934 znd Rale 172-5 Theveunder
REPORT FOR THE PERIOD BEGINNING 11/01/2014 AND ENDING 101332013 _;. E
MM/DD/YY MM/DDIYY

AL REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: RBC Capital Markets, LLC 'OFFICIAL USE ONLY

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: {Do notuse P.O. Box No) FIRM LD. NO.

3 World Financial Center

{No. and Street)

New York New York 10281
(Ciny) (Siate) {Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Steven DeCiceo (212) 428-6200

(Area Code ~ Telephone Number)
B, ACCOUNTANT IDENTIFICATION '

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Deloitte & Touche LLP

(Name ~f individual. siate last, firsi. middie name)

30 Rockefclier Center New York New York 10112

(Address) {City) (State) (Zip Codc)
CHECK ONE:

1 Certified Public Accountant

{71 Public Accountant

{7} Accountant not resident in United States or any of its possessions.

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annuci report-be covered by the opinion of an independent public accouniont
must be supported by a statenent of facis and circumstances retied on as the basis for the exemption. See Section 2401 7a-3(e)(2)

Potential persons who are to respond to the collection of
wnformation contained in this form are not required 1o respond
SEC 1410 (06-02) unless the form displaysa currently valid OMB control number,




AFFIRMATION

1, Steven DeClicco, affirm that, to the best of my knowledge and belief, the accompanying consolidated
financial statements and supplemental schedules pertaining to RBC Capital Markets; LLC and
Subsidiaries (the “Company”) for the year ended October 31, 2015, aretrue-and correct. 1 further affirm
that neither the Company nor-any officer or director has any proprietary interest in any account classified

solely as that of a customer.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Members of
RBC Capital Markets, LLC & Subsidiaries
New York, New York

We have audited the accompanying consolidated statement of financial condition of RBC Capital
Markets, LLC and Subsidiaries (the "Company™} as of October 31, 2015, you ase filing pursuant to Rule
17a-5 under the Securities Exchange Act of 1934. This consofidated financial statement is the
responsibility of the Company's management. Our tesponsibility is to express an opinion on this
consolidated financial statement based on our audit.

| ‘We conducted our audit in accordance with the standards of the Public Company Accounting Oversight

Board (United States). Those standards require that we plan and perform the andit to obtain reasonable

assurance about whether the consolidated financial statement is free of material misstatement. The

Company is not required to have, hor were we engaged to perform, an audit of its internal control over
i financial reporting. Our audit included consideration of internal control over financial reporting as a basis
for designing audit procedures appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the consolidated financial statémént, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe our audit provides a reasonable basis for our opinion.

In our opinion, such consolidated statement of financial condition presents fairly, in all material respects,
the financial position of RBC Capital Markets, LLC & Subsidiaries as of October 31, 2015, in conformity
with accounting principles generally accepted in the United States of America.
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RBC CAPITAL MARKETS, LLC & SUBSIDIARIES
{An indirect wholly-owned subsidiary of Royal Bank of Canada)

CONSOLIDATED STATEMENT OF FINANCIAL CONblT!ON
OCTOBER 31, 2015
{In thousands)

Assets
Cash and cash equivalents
Cash and securities segregated for regulatory purposes (including securities
of $579,990, at fair value)
Receivable from broker-dealers and clearing organizations
Receivable from clients and counterparties
Financial instraments owned, at fair value (including securities pledged.
086,908,263 and securities in consolidated VIEs of 54,646 }12)
Collatesalized agreements:
Securities purchased under agreements to resell, at fair value
Securities borrowed )
Securities received as collateral
Goodwill and intangible assets
Fixed assets —net )
Other assets (including $16.,620 in consolidated VIEs)
Total assets

Liabilities and members’ ‘equity
Short-term borrowings (includes $6,751,521 at fair vatue and $4,656,224 of
beneficial interest issued by consolidated VIEs)
Payable to broker-dealers and clearing organizations
Payable to clients and counterparties
Financial instruments sold, but not yet purchased, at fair value (inclading
$1,687 in consolidated VIEs)
Collateralized financing:
Securities sold under agreements to repurchase, at fair value
Securities loaned .
Obligation to return securities received as collateral
Accrued compensation
Accounts ‘payablé and accrued liabilities {including $4,821 in consolidated VIEs)

Liabilities subordinated to claims of general creditors

Members' equity:
Preferred member's interest
Common members’ interest
Total members' equity

Total liabilities and members' equity
See notes to the Consolidated Statement of Financial Condition
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3 233,217

2,432,787
1,375,866
- 2,262,400

19,934,209

41,116,980
11,283,310
669,738
1,936,847
209,657

859,014

$ 82,314,225

‘$ 11,960,553

734,532
$4,967,176

6,727,876

45,050,880
3,467,885
669,738
1,937,337

658,662

76,174,639
1,400,000
77,574,639

10

4,738,576

4,739,586

oS 82314225




RBC CAPITAL MARKETS, LLC & SUBSIDIARIES
(An indirect wholly-owned subsidiary of Royal Bank of Canada)

NOTES TO THE CONSOLIDATED STATEMENT OF FINAN CIAL CONDITION
AS OF YEAR ENDED OCTOBER 31,2015

1. ORGANIZATION AND NATURE GOF BUSINESS

RBC Capital Markets, LL.C, a Minnesota limited liability company, (the “Company”) is an indirect wholly-owned
subsidiary of RBC USA Holdco Corporation (“Holdco” or “Parent”) which is a Delaware corporation. Holdco is a
wholly-owned subsidiary of Royal Bank of Canada (“RBC” or “Ultimate Parent”). The accompanying consolidated
statement include the accounts of the Company and its wholly owned subsidiaries, inchuding RBC Mumcxpal
Products, LLC (“MPLLC”) and consolidated variable interest entities (“VIES").

‘The Company is a registered broker-dealer and investment. adviser with the Securities and Exchange Commissions

(“SEC™) and a Futures Commission Merchant with the Commodities Futures Trading Commission (*CFTC”). The
Company ‘is also a member of the New York Stock Exchange (“NYSE”} and other securities and commodities
exchanges. The Company offers full-service brokerage, investment banking, and asset management services to retail
and institutional clienis, including correspondent firms and affiliates.

MPLLC is primarily engaged in siructuring tender-option municipal bond (“TOBs”) securitizations, MPLLC
acquires municipal bonds primarily underwritien by the Company, wraps them with a gharantee issued by an
affiliated RBC entity, and sells the floating certificates to third parties through securitization transactions while

retainitig a residual interest in the issuing trusts. MPLLC is'also a trustor in third party TOBs where it does not refain
a residual certificate and both floating and residual certificates are held by third party investors. Most of the
municipal bond securitization entities are considered variable interest entities consolidated by MPLLC.

On December 10, 2013 U.S. authorities finalized section 619 of the Dodd-Frank Act, commonly referred to as the
"Volcker Rule”, relating to broad prohibitions and restrictions. on proprietary trading and certain banking entity °
relationships with hedge funds and private equity funds (the “Rule”). The final Rule extended the general
compliance deadiine to July 21, 2015 and provided some flexibility for foreign institutions as it relates to activitics
conducted outside the U.8. The Company assessed the impact of the Rule and has executed on a plan to address the
requirements of the Rule. :

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation— The Company’s Consolidated Statement of Financial Condition conform to accounting
principles generally accepted in the United States of America (‘“GAAP™). The Consolidated Statement of Financial
Condition include the accounts of the Company, its wholly-owned subsidiaries (“Subsidiaries™) and consolidated
variable interest entities (“VIES®™). Intercompany transactions have been eliminated in consolidation.

The Company applies the “VIE subsections” of Financial Accounting Standards Board (“FASB™) Accounting
Standards Codification (“ASC™} 810, Consolidarion, which provide guidance on how to identify a VIE and how to
determine when assets, labilities, non-controlling interests, and resulls of operations of a VIE need to be included in
the Company’s Consolidated Statement of Financial Condition {(see Note 19).

Use of Estimates — The preparation of the Consolidated Statement of Financial Condition in conformity with
GAAP requires management to make estimates and assumptions which affect the amounts reported in the
Consolidated Statement of Financial Condition and accompanying notes. These include: the valuation of certain
financial instruments owned and financial instruments sold, but not yet purchased, the outcome of litigation, and the



recoverability of the carrying amounts of goodwill. Although these and other estimates and assumptions are based
on the best available information, actual results could be materially different from these estimates.

Cash and Cash Eqaivalents — Cash and cash equivalents include cash on hand, cash in depository accounts with
other financial institutions, and money market investments with original maturities of 90 days or less.

Cash and Securities Segregated for Regulatory Purposes — The Company is required by its primary regulators,
SEC and CFTC, to segregaic cash and securities to satisfy rules regarding the profection of customer assets.

Client Transactions— The Company executes and clears securities, futures and other derivative transactions for
clients. The Company also provides custody services for certain retail and institutional clients and as such receives
and holds clients” cash and securities. In the capacity as a clearing and carrying broker, the Company maintains
brokerage accounts for clients, including client and proprietary accounts of correspondent brokers. In accordance
with SEC Customer Profection Rule ~ SEC Rule 15¢3-3, client accounts are carried as customer and non-customer
accounts and are reported as receivable from and payable to clients. and counterparties on the Consolidated
Statement of Financial Condition. Balances in securities accounts are regulated by the SEC and balances in
commodity accounts, which in¢lude futures and other derivative transactions, are regulated by the CFTC,

Clients’ transactions are recorded on a scttlement date basis, In the event clients” securities trades fail; the Company
records the transactions to clients’ accounts as if they settled and reflects a corresponding fail-to-deliver or fail-to-
receive in receivable from or payable (o broker dealers and clearing organizations on the Consolidated Statement of
Financial Condition. Amounts receivable from and payable to clients generally include amounts. due on cash and
margin iransactions. The Company monitors the market value of collateral held to secure receivables from
customers and requests additional collateral, when appropriate.

Certain client trades are executed and cleared through foreign affiliated broker-dealers. In accordance with the
Exemption of Certain Foreign Broker Dealers Rule — SEC Rule 15a6 (“SEC Rule 15a6”), the Company reports
clients’ failed trades on its Consolidated Statement of Financial Condition.

" Securities owned by clients, including those that collateralize margin transactions, and held by the Company for

clients in an agency or fiduciary capacity, are not securities of the Company and as such are not included on the
Consolidated Statement of Financial Condition.

Financial Instruments - Financial instruments owned and financial instruments sold, but not yet purchased include
securities and derivatives held for trading and non-trading purposes.

Securities transactions may be settled regular-way or on a delayed basis, Regular-way securities transactions are
reported on trade date. Ainounts receivable and payable for regular-way securities transactions that have not reached
their contractual settlement date are reported net in receivable from or payable to broker-dealers and clearing
organizations on the Consolidated Statement of Financial Condition. Delayed delivery transactions, including To-
be-announced (“TBA™), When lssued, and Extended Settlement trades are accounted for as derivatives. The
principal of these trades are not reported on the Consolidated Statement of Financial Condition until settlement date.
Delayed delivery trades are reflecied as forward settling trades in Note 6. :

Collateralized Financing Agreements — The Company enters inlo various collateralized financing agreements to
facilitate client activities, acquire securities to cover short positions, mvest excess cash, and finance certain firm
activities, Collateralized finaricing agreements are presented on the Consolidated Statement of Financial Condition
based on the agreements and natwe of transactions. Transactions subject 10 2 Master Repurchase Agreement
(“MRA™) are presented as securities purchased under agreements to resell and securities sold under agreements to
repurchase on the Consolidated Statement of Financial Condition. Transactions subject to Master Securities Lending
Agreements (“MSLA™) are presented as securities borrowed and securitics loaned on the Consolidated Statement of
Financial Conditions. The Company has elected fair value option on certain short-term borrowings which are subject
to other collateralized agreements and are discussed in Note 10.

¢ Resale and Repurchase Agreements — The Company purchases securities under agreements to resell (“resale
agreements™) and takes possession of these securities. Resale agreements are treated as collateralized lending
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transactions whereby the Company monitors the market value of the securities purchased and additional
collateral is obtained when appropriate. The Company also has the right to liquidate the collateral held in the
event of counterparty default. The Company also sells securities under agreements to repurchase (“repurchase
agreements”), which are treated as collateralized borrowing transactions.

Resale and repurchase agreements are carried on.the Consolidated Statement of Financial Condition at fair
value. The Company has elected the fair valye option for resale and repurchase agreements.

The Company nets certain resale and repurchase agrecments with the same counterparty on the Consolidated
Statement of Financial Condition when the requirements of ASC 210-20-45-11, Offsetting of Amounts Related
to Certain Repurchase and Resale Agreements, are met.,

Resale and repurchase agreements may fail to settle on the expected settlement date. Transactions failed on start
dates are not reported on the Consolidated Statement of Financial Condition. Transactions fal led on the end date
are not derecognized from the Consolidated Statement of Financial Condition.

®  Securities Borrowed und Securities Loaned - Securities borrowed and securities loaned transactions are
recorded at the amount of cash collateral advanced or received. Securities borrowed transactions require the
Company to deposit cash, securities, letters of credit, or other collateral with the lender. With respect to
securities loaned, ‘it is the policy of the Company to receive collateral in the form of cash, securities or other
collateral in an amount equal to or in excess of the market value of securities loaned. The Company monitors
the market value of securities borrowed and loaned on a daily basis, with additional collateral abtamad or
-refunded as appropriate.

Securities botrowed and securities loaned also include transactions where the Company acts as a lender in
securities lending agreements and receives securitics as collateral. In accordance with ASC 860, Transfers and
Servicing, the market value of securities received s recognized as an asset in securities received as colfateral
and a corresponding liability in obligation to return st:cunues received as collateral on the Consolidated

Statement of Financial Condition. ‘

~ Goodwill and Intangible Assets— Through various acquisitions, the Company recognized goodwill for any

unidentifiable intangible assets. Goodwill is generally carried at acquisition costs, net of smpairments.

Intangible assets include acquired client relationships, capltalizcd sofiware and exchange membership seats. Client
relationships are considered to have finite lives and are amortized over their estimated useful lives of three to )
ten years on a straight-line basis, Capitalized software costs are amortized on a siraight-line basis over the estimated
economic Tife, gencrally over three to five years. Bxchange membership seats, which pwvide the Company with
rights to trade on certain exchanges are carried at cost. If the recoverable amount of the asset is less than its carrying
amounts, the carrying amount of the intangible asset is written down to lis recoverable amount as an impairment
Joss.

ASC 330, Intangibles — Goodwill and Other, requires, af a minimum, an annual assessment of the recoverability of
goodwill using a two-step process, Goodwill is required to be tested more frequently when there are indications of
impairment. The first step of the impairment test involves a comparison of the fair value of the reporting unit to its
carrying vaive, If the carrying vale is higher than the fair value or ther is an indication that impairment may exist,
a second step must be performed to compute the amount of the impairment, if any. The Company performed its
annual assessment as of August 1, 2015, and no impairment loss was recorded as a result of this test.

Fixed Assets — Depreciation for equipment and furniture is provided on a straight-line basis using estimated useful
lives of one to five years. Leaschold improvements-are amortized over the lesser of the economic useful life of the
improvement or the term of the isase plus one renewal not to exceed 10 years. Depreciation for equipment and
furniture and amortization for leasehold improvements and capitalized scftware commence on the date placed into
service. Depreciation and amortization for work in progress also begins when the assets are placed in service.

Income Taxes — The Company is a limited Jiability company which is taxed as a partnership, and as such does not
pay federal or state income tax. The members of the Company are subject to federal and state income faxes based on
their respective distributive shar¢ of the Company’s income. As a result, there is no provision for federal or state
income taxes. However, the Company is liable for New York City, District of Columbia, and City of Philadelphia
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unincorporated business tax, The Company is also liable for Canadian federal and provincial taxes on income of its
Canadian branch. A tax provision for the unincorporated business tax aud the Canadian federal and provincial taxes
has been included in the Consolidated Statement of Financia! Condition utilizing currently enacted tax ratés. The

-Company will make distributions to its members, subject to approval by the baard of directors, {0 enable the

members to pay their tax liabilities arising from their ownership of the Company.

The Company accounts for the unincorporated business tax and Canadian taxes under the asset and liability method
prescribed by ASC 740, fncome Taxes. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable fo differences between the Consolidated Statement of Financial Condition camrying
amount of existing assets and liabilities and their respective tax bases using currently enacted tax rates.,

The Company also applies the accounting principies related to the accounting for uncertainty in income taxes: These
principles prescribe a recognition threshold and measurement aaribute for the Consolidated Statement of Financial
Condition recognition and measurement of a tax position taken or expected to be taken in a tax retumn, These
principles provide guidance on dérccognition, classification, interest and penalties, accounting in interim periods,
disclosure and transition,

Employeé Benefit and Deferred Compensation Plans— The Company sponsors a defined contribution
retirement plan, the RBC-U.S,A. Retirement and Savings Plan (the “Plan”), available to substantially all full:time
employees. Participants may contribute both on a pre-tax and/or Roth 401(k) basis, up to 50% of their eligible
compensation subject to certain aggregate limitations. Participants who are at least age 50 may make additional pré-
tax contributions subject to ceriain aggregate limits. Additionally, all participatits may contribute up to another 5%
of eligible compensation on an afler-tax basis,

The Company generally matches employee contributions up to a maximum of 6% of eligible pre-tax and/or Roth
401(k) compensation, which is invested at the direction of the participant. Employees must complete one year of
service to be eligible to feceive this contribution with at least 1,000 hours of service. Company matching
contributions gradually vest over the first five years of service with RBC or any of its subsidiaries, with immediate
vesting on contributions after five years. The Company’s policy is to fund plan costs currently.

The Company maintains a non-qualified deferred compensation plan for key employees under an arrangement called -
the RBC US Wealth Accumulation Plan (“WAP”). The WAP is settled in mutual fund and RBC common shares:

The Company records an obligation for the vested portion of the amounts owed to.employzes, including the RBC

stock-settled portion that requires payment of cash by the Company to its Ultimate Parent in order to effect.
settlement. The obligation for the WAP is accrued as a liability over the vesting periods. For the portaon of the

awards indexed to the value of RBC’s common stock, the accrued obligation is based on the market price of RBC

common shares at the end of the reporting period. See Note 12 for further information on the Company’s deferred

compensation plans.

The Company has a deferred bonus plan for certain key employees. Undet this plan, a percentage of each
employee’s annual incentive bonus is deferred and accumulates dividend equivalents at the same rate as dividends
on RBC common shares. While the awards are paid out generally at the end of three years, there is no substantive
vesting period. The value of the deferred bonus paid will be equivalent to the original deferred bonus adjusted for
dividends and changes i the market value of RBC comumon sharés at the time the bonus is paid. - '

Future Accounting Changes —

ASC 606, Revenue from Contracts with Customers. In May 2014, FASB issued ASU 2014-09, Revenue from
Contracts with Customers. The new guidance will create a more principles-based approach to revenue recognition.

‘Under the new guidance, companics will recognize revenue to depict the transfer of goods or services to customers
in amounts that reflect consideration to which a company. expects 1o be entitled in exchange for those goods ar
services by applying a five step-process. The standard would require additional disclosures and prowde more
guidance for transactions such as revenue and contract modification. The guidance must be adopted vsing either a
full retrospective approach or a modified retrospective -approach. In addition, an explanation ofethe significant
changes between the reported results under the new revenue standard and prior US GAAP is'needed. The guidance
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will be applicable for the Company in the fiscal year beginning November 1, 2018. The Company is currently
evaluating the impact of adopting this ASU on the Company’s Consolidated Statement of Financial Condition,

ASC 860, Transfers and Servicing. In June 2014, the FASB issued ASU 2014-11, Repurchase-to-Maturity
Transactions, Repurchase Financings, and Disclosures. The new guidance aligns the accounting for repurchase-to-
maturity transactions and repurchase agreements executed as a repurchase financing with the accounting for other
typical repurchase agreements. Going forward, these transactions would all be accounted for as secured borrowings.
The guidance eiiminates sale accounting for repurchase-to-maturity transactions and supersedes the guidance nnder
which a transfer of a financial asset and a contemporancons repurchase financing could be accounted for on a
combined basis as a forward agreement, which has resulted in outcomes referred 10 as off-balance-sheet accounting.
The amendment requires a new disclosure for transactions economically similar to repurchase agreements in which -
the transferor retains substantially afl of the exposure to the economic return on the transferred financial assets
throughout the term of the transaction. The amendment also requires expanded disclosures about the nature of
collateral pledged in repurchase agreements and similar transactions accounted for a5 secured borrowings. The
guidance will be applicable for the Company in the fiscal year beginning November 1, 2015. The Company is
currently evaluating the impact of adopting this ASU and does not believe the adoption will have a material impact
on the Company s Consolidated Statement of Financial Condition.

ASC 718, Compemalzon — Stock Compensation. Tn June 2014, the FASB issued ASU 2014-12, Accounting for

Share-Based Payments When the Terms of an Award Provide that a Performance Targe! Could be Achieved after
the Requisite Service Period. The new guidance clarifies that a performance target in a share-based compensation
award that could be achicved after an employee completes the requisite service périod should be treated as a
performance condition that affects the vesting of the award. As such, the performance target should not be reflected
in estimating the grant-date fair value of the award. Entities may apply the amendments in this update either (a)
prospectively to all awards granted or modified afier the effective dat or (b) retrospectively to all awards with
performance targets that are cutstanding as of the beginning of the earliest annual period presented jn the financial
statement and 10 all new or modified awards thercafier. If retrospective transition is adopted, the cumulative effect of
applying this update as of the beginning of the earliest annual period presented in the financial statersent should be
recognized as an adjustment to the opening retained eamings balance at that date. Additionally, if retrospective
transition is adopted, an entity may use hindsight in measuring and recognizing the compensation cost. The goidance
will be applicable for annual periods or interim periods beginning afier December 15, 2015, The Company is
currently evaluating the impact of adopting this ASU on the Company s Consolidated Statement of Financial
Condition.

ASC 810, Consolidation. In August 2014, the FASB issued ASU 2014-13, Measuring the Financial Assets and the
Financial Liabilities of a consolidated Collateralized Financing Entity. The guidance requires a reporting entity to
consolidate a collateralized financing entity under the V1Es Subsections of ASC 810-10 when (1) the reportiig
entity measures all of the financial assets and the financial liabilities of that consolidated collateralized financing
entity at fair value in the Consolidated Statement of Financial Condition based on other Topics, and (2) the changes
in the fair values of those financial assets and financial liabilities are reflected in earnings. For public business
entities, the amendments in the ASU are effective for annual periods, and interim periods within those annual
periods, beginning after December 15, 2015, For all other entities, the amendments in this ASU are effective for
annual periods ending afler December 15, 2016, and interim periods beginning after Decerber 15, 2016, Early
adoption is permitted as of the beginning of an annual period. The Company is currently evaluating the impact of
adopting this ASU on the Company’s Consolidated Statement of Financial Condition.

ASC 205, Presentation of Financial Statement - Going Concern. In August 2014, the FASB issued ASU 2014-15,
Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern, This update requires an
entity's management to evaluate whether there are conditions or events, considered in the aggregate, that raise
sabstantial doubt about the entity's ability to continue as 2 going concern within one year after the date that the
financial staterment are issued (or within one year after the date that the financial statement are available to be issued
when applicable). When conditions or events raise substantial doubts about an entity’s ability to continue as a'going
concern, management shall disclose: 3) the principal conditions or events that raise substantial doubt about the
entity's ability to continue as a going concern; ii) management’s evaluation of the significance of those conditions or
events in relation to the entity's ability to meet its obligations; and iii) management's plans that are intended to
mitigate the conditions or events — and whether or not those plans alleviate the substantial doubt about the entity's
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ability to continge as a going concern. ASU 2014-15 is effective for the annual period ending. after December 15,
2016, and early application is permitted. The Company is currently evaluating the impact of adopting this ASU on
the Company’s Consolidated Statement of Financial Condition,

ASC 225, Income Statement — Extraordinary and Unasunl Irems. 1n Janpary 2015, FASB issued ASU 2015-01,

Income Statement — Extraordinary and Unusual Ttems. The new guidance will reduce the complexity of the current
standard by eliminating the concept of extraordinary items from GAAP. Subtopic 225-20, Income Statement-

Extraordinary and Unusual Items, previously required that. an entity separately classify, present and disclose -
extraordinary events and transactions. An event or transaction was presumed to be an ordinary and usual activity of

the reporting entity unless evidence clearly. Supports its classification as an extraordinary item. An extraordinary

item was defined as an event or transaction being unusual in nature and inffequent in occurrence. The amendment

eliminates the separate presentation of extraordinary items but doés not change the requirement to disclose matetial

items that are unusual or infrequent in nature. Eliminating the concept of extraotdinary items will allow the entity to

no longer have to access whether a particular event or transaction is both wnusual in nature and infrequent in

occurrence. The guidance will be applicable for the Company in fiscal year, and interim periods within those fiscal

years, beginning after December 15, 2015. The Company is currently evaluating the impact of adopting this ASU

and daes not believe the adoption will have a material impact on the Company’s Consolidated Statement of

Financial Condition. .

ASC 810, Consolidation. In February 2015, FASB issued ASU 2015-02, Consolidation (Topic 810): Amendments
to the Consolidation Analysis. The new guidance will eliminate the deferral of FAS 167 and update the variable
interest model and the voting model. It also permanently exerapts reporting entities from consohdaung money
market funds. A reporting entity that has an interest in a fund that qualifies for the exception is required to disclose
any financial support it provided to the fund during the periods presented and any explicit arrangements to provide
financial support in the future. The guidance changes the identification of variable interests (fees paid to a decision -
maker or service provider), the VIE characteristics for a limited partnership or similar entity and the primary
beneficiary determination. The guidance will be applicable for public companies in-fiscal years beginning after
December 15, 2015 and for all other companies in fiscal years beginning December 15, 2016. The Company is
currently evaluating the impact of adopting ﬂus ASU on the Company’s Consolidated Statement of Financial
Condition.

ASC 835, Interest ~ Imputation of Interest. In April 2015, FASB issued ASU 2015-03, interest — Imputation of
Interest: Simplifying the Presentation of Debt Issuance Costs. The guidance will update the presentation of debit
issuance costs fo be a direct deduction from the related debt liability ratheér than as a deferred asset. Amortization of
the costs is reported as interest expense. This new guidance is consistent with the presentation of debt discounts. The
amendment does not affect the current guidance on the recognition and measurement of debit issuance cost. The
guidance will be applicable for the Company in fiscal year, and interim periods within those fiscal years, beginning
after December 15, 2015. The Company is currently evaluating the impact of adopting this ASU and does not
believe the adoption will have a material impact on the Company’s Consolidated Statement of Financial Condition.

ASC 3 5(1: Intangibles — Goodwill and Other. In April 2015, FASB issued ASU 2015-05, Intangibles: Goodwill and
Other: Internal-Use Software: Customer’s Accounting for Fées Paid in a Cloud Computing Arrangement, The
guidance will provide guidance on the accounting for fees paid in connection with a cloud computing arrangemeént.
Under the new guidance, an entity should determine whether the arrangement includes a sofiware license. If 50, the
entity should account for the software license component in a manner consistent with the accounting. for other
software licenses, If the arrangement does not include a software license, the arrangement should be accounted for
as a service contract. The guidance will be applicable for the Company in the fiscal year beginning after December
15, 2015. The Company is currently evaluating the impact of adopting this ASU and does not believe the adoption
will have a material impact on the Company’s Consolidated Statement of Financial Condition.



3. CASHAND ‘SECLRITIES'SEGREGATED FOR REGULATORY PURPOSES

Rule 15¢3-3 of the Securities Exchange Act of 1934 specifies broker-dealers carrying customer accounts may be
. required to maintain cash or qualified securities-in a special reserve account for the exclusive benefit-of customers.
Cash and securities segregated pursuant to Rule 15¢3-3 are reported in cash and secarities segregated for regulatory
purposes on the Consolidated Stalement of Financial Condition. At October 31, 2015, thé Company had $450.0
miltion held on deposit in reserve bank accounts for customers.

The Company also computes-a reServe requirement for the proprietary accounts of brokers (“PAB”) and may be
required to maintain cash or qualified securities in-a special reserve account for the exclusive benefit of PAB clients,
‘Cash and securities segregated for PAB clients are reported in cash and securities segregated for regulatory purposes
on the Consolidated Statement of Financial Condition. At October 31, 2015, the Company had $125.0 million held
on deposit in reserve bank accounts for PAB clents.

In’ addition, cash of $1.3 billion and securities of approximately $579. 9 million have been segregated pursuam to
Section 4d (2), Section 4d (f) and Regulation 30,7 under the Commodity Exchange Act and are reported in cash and
securifies segregated for regulatory purposes on thé Consolidated Statement of Financial Condition.

4. RECE]VABLE FROM AND PAYABLE TO BROKER-DEALERS AND CLEARING
ORGANIZATIONS

Amounts receivable from and payable to broker-dealers and ¢learing orgamzatxons at October 31, 2015, consnst of
the following (in 1h0usands) .

’

- Receivable ~  Payable
Clearmg orgamzatmns ’ $ 612450 §$ . - 520
Carry brokers T o 42,721 S
Unsettled regular-way trades net - 447,570
" Securities failed 1o deliver / receive - » 552,476 212,778
Other broker-dealers ' o " 168,319 73,664

$ 1373966 § 734532

The Company is.a member of several securities and derivatives clearing organizations. It clears proprietary and
clients’ transactions through these clearing organizations and other clearing brokers, including affiliates. Clearing

organizations and carry broker balances generally include good-faith. and margin depasits, as well as continuous net -

settlement amounts for firm and clients’ trades

Amounts for securities fal]-to—dellverand fail-to-receive represent the contract value of securities transactions that
have not been settled. These balances also include amounts refated to ¢lient frades executed and cleared through
foreign affiliates ancf are reported in accordance with SEC Rule 15a6.

‘Other broker-dealer balances inchide amounts in connection with the settlement of sweep progranis and other -

securities settlements,



5.  RECEIVABLE FROM AND PAYABLE TO CLIENTS AND COUNTERPARTIES

-Amounts receivable from and payable to clients and counterparties at October 31, 2013, consnst of the following {in

thousands):
» Receivable . Payable
Custommers: . : '
Securities accounts. _ ] $  L448798 - 5 1,356,848
Futures and commodity accounts 94,168 1,314,964
Cash on deliver / receive . 183579 . 150,794
Non-customers: ‘ '
* Securities dccouns : « - 535,728 1,760,159
Futures and commaodity accounts” 127 384,411

3 2,262,2300 § 4967176

Receivables from and payables to custorners and non-customers, including affiliates, generally include amounts due
on cash and margin accounts. Amounts in clients’ securities accounts relate to securilies transaétions and amounts in
futures. and commodity accounts related to futures, options and other derivative transactions, Certain- clients are
counterpasties to firm and other cliént trades. These trades are generally settled on a cash on delivery / cash on
receive basis: The balanices in these dccounts répresent ihe proceeds of securities transactions that have not been
defivered or recewed on settlement dates. See Note 18 on reiated party transactions. .

Clients’ sei:uritiES held by the Company are not reported on the ConsoiidatedStaiement of Financial Condition.

6 F!NANClAL INSTRUMENTS OWNED AND FINANCIAL ]NSTRUMFNTS SOLD, BUT NOT YET

PURCHASED

Financial instrunents owned, including those pledged as collateral and ﬁnancial instruments sold, but not
yet purchased, 4t October 31, 2015 consist of the following (in thousands:

" Sold, But
Not Yet
) Owned Purchased
Commercial papet and certificate of deposits : s 480,467 °§ 28,246
U.S. and Canadian govemment and agency obligations 10,320,351 4,801,803
" Stateand municipal obligations @ C 5,166,843 1,326
Corporate arid other debt obligations ' 2794248 1,548,228
Mutual fund investments 719,802 -
Equity securities : - 360,509 274,143
Derivatives 90,410 74,130
Other invesiments 1,679 -

§ 19934309 3 6,727,876

(1) Financial instraments owned includes $4,646,112 in consolidated VIEs
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In the table above, certain financial instruments are held for non-trading purposes and used to economically hedge
certain deferred compensation. Financial insiruments held for purposes other-than trading include muival fund
investments with a fair value of $624.8 million and derivative refated assets with fair value of $16.7.million,

Derivative Transactions

The Company enters into derivatives to satisfy the needs of its cusiomers and to manage the Company’s exposure to

risk resulting from its trading activities and compensation plans. The Company uses industry standard denvatwe
contracis whenever appropriate.

Derivatives with a positive fair value are reported in.financial instruments owned and derivatives with. a. negative. fair -
value are reported in financial instruments sold, but not yet purchased on the Consolidated Statement of Financial
Condition. These balances generally represent future comimitments fo exchange payment $tréams based on contract
or notional amounts or to purchase or sell physical assets at specified terms on a specified date.

The table below sets forth the fair value and notional amounts of open derivative contracts as‘at October 31, 2015 (in
thousands): )

Gross . Gross (
Assets Liabilifies . Contract/
Fair Value Fair Vahee Notional
Derivatives not designated as hedging iostruments: ”
Equity oplions : 5 7,018 $ 12,597 982,335 -
Forward settling trades (1) ' T 134,579 126,747 88,607,500
Interest rate swaps : - .19 2,632 214,515
Futures option conracts ' 58 - 59,875
Total return swaps (2) _ S 17368 785. 802,604
Total derivatives ‘ ‘ 5 159042 $ 142,761 90,667,229

———— ————
(1) Certain forward settling trades are reﬁecie‘d et on the Statement of Finiancial Condition. Refer to Note-16.

{2) Total retum swaps includes $16.7 million of assets related to hedging of deferred compensation plans and not
trading in nature. See Note 12.

In addition to the derivative amounts above, the Company had open aggregate notional futires contracts of $4.6

billion. The Company’s futures contracts, which has commitments 1o bay or sell equity indexes, interest rate and

currency contracts, are executed on-exchanges, and cash settlement occurs on a daily basis, At October 31, 2015, the
net unsettled open trade equity for futures contracts totaled $6.4 million and is included in receivable from broker-
dealers and clearing organizations on the Consolidated Statement of Financial Condition.
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7.  GOODWILL AND INTANGIBLE ASSETS

Goodwill and intangible at October 31,2015 are reflected in the table below (in thousands):

Net Book
Value

Goodwill o § 1,746,550 S
Intangible assets:

Internally develop software 176,566

Exchange membership seats - S,SIO

Client relationships - net | 7921
Total o § 1,936,847

Goodwill is tested for impairment annually as of August |, During the year ended October 31, 2015, o xmpalrment
to goodwill was recognized.

The Company owns several exchange memberships seats: The exchange membership seats, which provide the

" Company with the right to conduct business on the exchanges, are carried at cost or, if an other-than temporary

impairment has occurred. Exchange membership seats are reviewed for impairment annuaily. As at October 31,

2015, there were no impairments to exchange membership seats.

Client relationships are considered to have finite Tives and are amortized over their estimated useful lives of three to

ten years on a straight-line basis. At October 31, 2015, gross carrying gmount of intangible assets rélated to client.

relationships totaled $29.1 miflion and related accumiulated amortization totaled $21.2 million.

Capitalized software costs are amortized on a straightsline basis over the estimated econofic 'hfe, generally over
three to five years. At October 31, 2015, gross carrying amount of intangible assets related to. internally developed |

software totaled $484.3 million and related accumulated amortization totaled $307.7 million:

8. FIXED ASSETS

The Company’s fixed assets at October 31, 2015, consist of the following (in thousands);

Depreciation
and Net Book
Cost Amortization Value
Computer and equipment o $ 380660 $ 275989 § 104,680
Leasehold improvements : 265,585 160,999 104,586
Other fixed assets . 391 , - 391
Total $ 546645 3 436988 § 209,657
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9.  OTHER ASSETS AND ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

OTHER ASSETS

Other a;seis, at October 31, 2015, consist of the following (in thousands):

. Loans receivables §° 326952
Fee receivables . 91674
Interest and dividend receivables o 204,415
Othér intergroup receivables (see Note 19) 98,046
Prepaid and deferred charges . © 12551
Deferred income taxes - net : 18;§53
Other receivables "46,723

_ Total - , * $ 859,014

Loans rsceivﬂfblss_ include staff loans made to financial consultants and other employses. Staff loans are forgivable
loans provided to investment advisors as incentive to join the Company. Loans are amortized on a straight line basis
over the terms of the loans, which is generally two 1o nine years,

Fee recewabies mamiy include accrued fees in connection with underwrmng, mvazstmem management, and other
client asset servicing.

lnterestvand dividends receivables mainly include accrued interest and. div@dends from long trading securities, reverse
repos and securities borrowed. Approximately $0.2 million of accrued interest receivables are with affiliates.

Prepaid and deferred charges Jargely include funds advanced to third-party service providers to cover rent, market
data and other communications costs.

Deferred income. faxes refate to future tax benefits in connection with unincorporated business taxes and certain
Canadian taxes.

Other rece;vablas inciude various mlsccilancous receivables, including lease receivables, certain tax receivables, and
certain staff related receivables.

ACCOUN'};S PAYABLE AND ACCRUED LIABILITIES

Accounts payable and dccrued Habilities, at-October 31, 2015, consist of the following (in thousands).

Interest and dividend payables $ 7 150,016
Deferred incone 97,868
Rent and lease payables . 76,595
Other intergroup payables. 39,204
Other labilities ) 294,979
Total accounts payable and accrued labilities § 658,662

Interest and dividend payables mainly include accrued interest and dividends from short trading securities, repos and
securities Joaned.
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Deferred income includes fees connected with soft dollar an'angements and assét management fees that were billed
and received in advance,

Rent and lease payables mainly include advances and credits received from landlords for leases and leasehold
improvements.

Other. liabilities include accrued litigation provisions, various miscellancous payables, including underwriting
syndicate related payables, tax payables, escheatment payables, other accrued expenses. Accrued litigation provisions
represent amounts the Company maintains for outstanding legal matters. The Company accrues for litigation related
liabilities when it is probable such liability has been incurred and the amount of the loss can be reasonably estimated.
Refer to Note 20 for further discussion on fitigation matters, -

10. SHORT-TERM BORROWINGS

The Company has $1.2 billion in short-term {overnight) credit facilities with non-affiliated banks. These facilities
are used to manage short-term liquidity needs. As of October 31, 2013, there was no balance outstanding under these
facilities.

The Company has an $850.0 million short-term (overnight) credit facility with RBC. This facility is used to manage
short-term liquidity needs. As of October 31, 2015, there was no outstanding balance under this facility..

The Company entered into a $35.0 million uncommitted overdraft credit facility on Qctober 21, 2015 with RBC
Investor Services Bank S.A. This facility is used for the facilitation of seftling foreign exchange transactions. As of
October 31,2015, there was no outstanding balance under this facility,

The Company extended the $3.0 billion revolving credit agreement with RBC on August 19, 2015, now maturing on
August 17, 2016. This facility is used to manage. shor-term liquidity needs. At Oczobez 31, 2015, the amount
- available was $3.0 billion and there were no borrowings under this facility. Loans under this facility are unsecured.

The Company has a secured loan agreement with Bedford Row Funding Corp. (“Bedford Row™), an affiliate; not to
. exceed $10.0 billion at any given time. This facility, which expires on December 4, 2018, is used 1o provide an
altemnative source of funding and to complement the current funding pregrams, which includes short-term
repurchase agreement financing, Durinig the year ended October 31, 2015, certain matured loans were refinanced
into new loans with Bedford Row and did not result in cash receipts or payments because they were setiled net. As
of October 31, 2015, $6.8 billion was outstanding, all of which will mature within one year. The fair value of
securities pledged as collateral on this loan was $6.8 billion. :

The Company has an uncommitted money market facility agreement with RBC Investor Services Bank S.A., an
. affiliate, not to exceed Euro 240.0 million, This facility is used 1o manage short-term liquidity needs. As of October
31, 2013, the Company had EUR 67.9 million and GBP 44 million (total US$142.6 million) of borrowing under this
facility. Interest is based on 3 months EURIBOR and GBP LIBOR (0.52% and 0.70% respectively, at October 31,
2015), and totaled $426.8 thousand for the year ended October 31, 2015.

The Company utilizes the TOB securitization entities to finance taxable and tax-exempt municipal bond
transactions, As of October 31, 2015, $4.6 billion of beneficial interest held by third parties were outsianding. At
Qctober 31, 2015 there was $69.0 million outstanding under the liquidity facility. Refer to Note 19 for further
discussions on consolidated V1Es.

The Company has a $400.0 million term loan agreement with RB U.S. Credit Services, Inc., an affiliate. The loan is
unsecured and matures on July 15, 2016, with no scheduled principal payments until maturity.
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11. LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL CREDITORS
The borrowings under subordinaiion agreements at October 31, 2015, are as follows (in thousands’j:

Subordinated debt entered info on March 2, 2012 with RBC USA Holdco Corporation,

the Parent, maturing on March 2, 2017, The borrowing is non-interest bearirig. $ 1,386,000,
Subordinated debt entéred into on March 2, 2012 with RB M Member Corp,,

maturing on March 2,2017. The bom:wmg is non-interest bmrmg 14,000
Total - - o S 1400000

All lishilities subordinated to ¢laims of general creditors are covered by agréements approved by FINRA and are
available for computing the Company’s net capital pursuant to the SEC net capital rule. To the extent such liabilities
aré required for the Company’s continued compliance with minimum net capital fequirements, they may not be
repaid. Refer to Note 22 for further discussion on regulatory matters.

12. DEFERRED COMPENS;\T]ON PLANS

Wealth Accumulation Plan— The Company maintaiis a hon-qualified deferred compensation plan for key
employees.under an arrangement called the RBC US Wealth Accumulation Plan, Awards are made to the plan based
on certain performance metrics. In addition, the plan allows eligible employees to make voluntary deferrals of their
annual income, All voluntary deferrals and awards are allocated among varlous fund choices, which include an

* RBC Share Account that tracks the value of RBC commmon shares. The fair value of matching contributions is based

on quoted market prices. Employee deferrals are immediately 100% vested. Awards generally vest over 2 period of
five years starting after the grant year. Employees are entitled fo the investment returns on their balances based on

‘the perfonnancc of the mutua! funds they select.as well a5 RBC common shares:

In connectxon with its obhgatlons under the WAP the Company has purchased shares of the various mutual funds

"~ offered in'the- plan

The Company also entered info total retum swaps with an affiliate of RBC related to its RBC Share Account
obligation under the WAP, which expire on various dates ending March 2016.

The table below summarizes the assets and liabilities refated o the WAP as of October 31, 2015 of which are
included in financial instruments owned, at fair value and accrugd compensation, respectively, on the Consolidated
Statement of Financial Condition. Below table shows balances in thousands.

Assels ) : : '
Cash $ 1,075
Mutual fund investments at fair value 624,802
Fair value of total return swap (nononal amount of 3195 4 million) . 14,834

Liabilities

Accrued compensation $ 924,646

Deferred Compensation — The Company has a deferred bonus plan for certain key. employees. Under this plan, a
percentage of each employee’s annual incentive bonus is deférred and accumulates dividend equivalents at the same
rate as dividends on RBC common shares. The awards are paid out generally at the end of three years, although there
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is no substantive vesting petiod. The awards are recorded a5 a part of compensation expense during the year of grant.
The.value of the deferred bonus paid will be equivalent to the original deferred bonus adjusted for dividerids and
changes m the market value of RBC common shares at the time the bonus is paid. The value of the deferred bonus

liability as of October 31, 2015 was $380.8 million and is included in accrited compensanon on the Consolidated

Stalement of Financial Condition.

13. MEMBERS’ EQUITY

The Company bas 200,200 common membership interests, of which 198,198 -are owned by Holdco and 2,002 are
owned by RB.CM Member Corp, a whelly owned subsidiary of Holdco.

The Company also has one preferred membership interest owned by RB CM Pref Holdco Corp., an affiliate.

The Company made dtsmbutmns iotaling $155.6 mllhen for the- year ended. October 3} 2015 to its common
members,

14. INCOME TAXES
The Company has no uncertain tax positions as of October 31,2015,

The Company has open tax years subject to examination for federal and state tax filings. The following are the
-major tax jurisdictions in which the Comipany operates and the carliest tax year subject to examination.

Jurisdiction - Tax‘ Year.
Canada / . 2011

United States : 2010

15. PLEDGED COLLATERAL

The Company pledged certain financial” instruments owned to meet margin requirements and to collateralize
repurchase agreements and other securitics financing activities. Pledged seciirities that can be sold or re-pledged by
the secured party are parenthetically disclosed in financial instruments owned, at fair value, on the Consolidated
Statement of Financial Condition. .

-Under the Company’s collateralized financing agreements, the CGompany either Teceives or provides.collateral. In
many cases, the Company is permitted to sell or repledge these securities held as colateral. The Company may also
pledge customers’ securities as collateral for bank loans, securities Joaned, or to satisfy margin deposit requirements
of various clearinghouses and exchanges: In the event the Company’s counterparty is unable to return the securities
pledged, the Company might need to acquire the Securities. at prevailing market prices. In. the case of repurchase
agreements, the: Company risks holding collateral at. a market value less than contract vatue of the repurchase
_ agreement. To control these risks, the Company monitors the market value of securities pledged and reqmres
adjustments of collateral levels when deemed necessary.

At October 31,2015, the fair value of sécurities rece‘ivéd' as collateral where the Company. is permitted to sefl or re-

pledge was approximately $60.7 billion, of which $23.7 billion has been repledged to counterparties with
rehypotication rights and $37.0 billion were otherwise encumbered.

-16-



16. OFFSETTING OF FINANCIAL INSTRUMENTS

The table below provides the amount of financial instruments that have been offset on the Consolidated Statement-of
Financial Condition and the amounts that do not qualify for offsetting but are subjest to enforceable master netting
arrangements or similar agreements. The amounts presented are not.intended to represent our actual exposure to
credit risk. As of October 31, 2015, the assets and liabilities are as follows (in thousands):

Gross Amounts Gross Amount Not
Gross Offsetinthe  Net Amounts Offsetinthe
Amountsof Consolidated  Presented in the Consolidated
Recognized  Statementof  Consolidated Statement of
Assesand  Financial Statemient of Financial :
: Liabifities _ Condition _ Financial Condition __Condition Net Amount
Assets : "
Derivative related assets (1) $ 159042 §  (68,632) § 90,410 § (14,615) 75,795
Securities purchased under : : ‘
agreements to resell, at fair value 46,143,603 (5,026,623) 41,116,980 (41,048.825) 68,155
Sceurities borrowed 11,283,310 “ 1] ,283,310 (10,966,81 S) 316,495
Securities received as collateral 669,738 - - 669,738 {666.980) 2,758
Liabilities ) ' » ,
Derivative refated liabilities (1) $ 142762 §  (68,632) S 74,130 § {20,060) 54,070
Securities sold under agreements : , _ R ' .
to repurchase, at fair value 50,077,503 (5,026,623)° 45,050,880 {44,598,874) 52,006
" Securities loaned 3,467,885 e 3,467,385 (3382,890) 84995
Obligation to-return securities : - ’ :
received as collateral 669,738 - 669,738 (666,980) 2,758

(1) Derivative related assets and derivative related fiabilities are reported in financial instruments owned and
financial instrunzents sold, but not yet purchased, respectively.

Offsetting within the Consolidated Statement of Financial Condition may be achiéved where financial dssets and
liabilities are subject to master netting arrangements that provide the cirfently eaforceable right of offset and where
there is an intention to settle on a net basis, or realize the-aséts and liabilities simultaneously. For derivative
contracts and repiirchase and reverse repurchase arrangements; this is: generally achieved when there is-a market
mechanism for settlement {e.g. central counterparty exchangc or clearing house) which provides daily net
settlement of cash flows arising from these contracts.

Amounts that do not qualify for offsetting include master netfing arrangeients that only permit outstanding
transactions with the same counterparty to be offset i an event of default or oceurrence of other predetermined
events. Such master netting arrangements include MRA and MSLA for repurchase, reverse repurchase and other
similar secured lending and borrowing arrangemments.

The amount of the financial collateral received or pledged subject to master metting amangement or similar
agreements but not gualified for eoffsetting refers to the collateral received or pledped to cover the net exposure
between counterpartics by enabling the cellateral to be realized in an’'event of default or the ocourrence of other
predetermined events. Certain amounts of collatera) are restricted from being sold or re-pledged umless there is an
eveni of default or the occwrrence of other predetermined events: '
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17.  FAIR VALUE OF FINANCIAL INSTRUMENTS

A significant portion of the Company’s Consolidated Statement of Financial Condition is carried at fair value with
changes in fair value recognized in eamings each period. Assets and liabilities are measured at fair value, either -
through election of fair value option or as required by other accounting guidance.

Fair Value Measurements — ASC 820 defines fair value, establishes a frameworic for measuring fair value, and
establishes a fair value hierarchy which prioritizes the inputs 1o valuation techniques. Fair value is-the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants
at the measurement date.

Fair Value Option — ASC 825, Financial Instriments, provides a fair value option that allows entitics to
irrevocably elect fair value as the initial and subsequent measurement attribute for certain financial assets and
liabilities. Changes in fair value are recognized in earnings as they occur for those assets and liabilities for which the
election is made. The election is made on an instrument-by-instrument basis at initial recognition ‘of an asset or
liability or upon an event that gives rise to a new basis of accounting for that instrument. The Company has elected
the fair value option for securities purchased under agreements to resell, securities sold under agreements to
repurchase and certain short-terin borrowings.

Fair Value Hiersrchy and Valuation Framework — In determining fair value, a hierarchy is used which prioritizes
the inputs to valuation techniques. The fair value hierarchy gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs {Level 3).
The availability of inpits relevant o the asset or liability and the relative reliability of the inputs could affect the
selection of appropriate valuation techniques. The fair value hierarchy consists of three broad levels:

e Level 1 inputs are unadjusted quoted prices in active markets for identical-assets or fiabilities that the entity has
the ability to acccss at the measurement date. .

e Level 2 inputs are i‘nputs other than'quoted prices in Level | that are observable for the asset or liability, either
directly or-indirectly. Level 2 -inputs include quoted prices for similar assets or liabilities in active markets or
quoted prices for identical or similar assets or Habilities in markets that are not active, -and inpuis that are
derived principally from observable market data.

« Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs are used to measure fair
value to the extent that observable inputs are not available at the measurement date.

Valuation Process — The Company’s business units are responsible for valuing their respective portfolio of financial
_ assets and liabitities. -

The Global Valuation Committee, established by RBC, is an independent group responsible forproviding oversight
on financial instruments fair value policies and practices, escalating significant valuation issues, and reviewing and
approving valuation adjustment methodologies.

The Valuation Group (“VG”) is responsible for the Company’s valuation policies, processes and procedures. VG is
independent of the business units, It implements valuation control processes to validate the fair value of the
Company’s financial instruments measured at fair value including those detived from pricing models. These control
processes are designed to assure that the values used for financial reporting are based on observable inputs,
wherever possible. In the event that observable inputs are not available, the control processes are designed to ensure
the valuation approach utilized is appropriate and consistently applied and the assumptions are reasonable.

The Company’s control processes apply to financial instruments categorized in Level 1, Level 2 or Level 3 of the
fair value hierarchy, unless otherwise noted, These control processes include:

Model Review -VG, in conjunction with the Global Risk Management Department (“GRM™) and, where
appropriate,. the Credit Risk Management Depariment, both of which are within RBC, independently review
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valuation models” theoretical soundness, the appropriateness of the valuation methodology and calibration
techniques developed by the business units using observable inputs. Where inputs are not observable, VG reviews
the appropriateness of the proposed valuation methodology to ensure-it s consistent with how a market pamcxpant
would arrive at the unobservable input. The valuation methiodologies utilized in the absence of observable inputs
may include extrapolation techniques and the use of comparable observable inputs. As part of the review, VG
develops a methodology to. independently verify the fair value generated by the business unit’s valuation models.
Before trades are executed using new valuation models, those models are reqmred to be independently reviewed. All
of the Company’s valuation models are subject to an indeperident annual review by VG.

Independent price verification (“IPV”") ~ 1PV is a contro} process by which system market prices or model inputs are
verified for accuracy or reasonableness. Generally on a monthly basis, VG independently validates the fair values of
financial instruments determined using valuation models by determining the appropriateness of the inputs used by
the business units and by testing compliance with the documented vaiuahon methodologies approved in the model
review process described above, :

The relevance ahgl reliability of the IPV process is dependent on the guality of the inputs used. Assessing data
sources and input faciors is a judgmental process in which all facis and cireumstances have to be taken into account..
For example, the use of observable prices from active markets is maximized and the use of unobservable inpﬁts
minimized. Conversely, when a market is deemed to be inactive, observable mputs may not be available, and in
such circumstances. compensating controls are employed.

For financial instruments cateporized within Level 3 of the fair value hierarchy, VG reviews the business unit’s
valuation techniques to ensure these are consistent with market participant assumptions.

The results of this independent price verification and any adjustments made by VG to the fair value generated by the
business units are presented to management of the Company and Global Valuation Commites.

Review of New Level 3 Transactions - VG reviews the models and valuation methodology used to price all new -
material Level 3 fransactions.

Level 1 and 2 Valuation Techniques:

Securities Purchased/Sold under Agreements 1o Resell/Repurchase and Short-Term Borrowings — The fair value of
reverse repurchase and repurchase agreements and short-term borrowings are determined using discounted cash flow
models using multiple market inputs, including interest rates and spreads. The inputs are generally from actively
quoted markets and can be validated through external sources, including brokers, pricing services, and market
transactions.

Commercial Paper and Certificates of Deposit ~ The fair value of commercial paper is estimated using broker
quotes that utilize observable market inputs and are generally classified as Level 2. The fair value of certificates of
deposit is estimated using yield curves and credit spreads, where available, and classified as Level 2 of the fair value
hierarchy. The yield curves and spreads are from actively quoted markets and can be validated through external
sources, including brokers, pricing services, and market transactions. To the extent yield curves and credit spreads
are not available; these securities are generally classified as Level 3.

U.S. and Canadian Government and Agency Obligations and Securities Segregated for Regulatory Purposes — The
fair values of povernment issued or guaranteed debt securities in active markets are determined by reference to
recent transaction prices, broker quotes, or third-party vender prices and are classified as Level | in the fair value
hierarchy. The fair value of securities not traded in active markets are based on either security prices, or valuation
techniques using implied yields and risk spreads derived from prices of actively traded and similar government
securities. Securities with observable prices or rate inputs as compared to transaction prices, dealer quotes or vendor
prices arc classified as Level 2 in the hierarchy.

State and Municipal Obligations — State and municipal honds are determined using either recently executed

transaction prices; broker quotes, pricing services, -or in certain instances, discounted cash flow valuation models
using rate inputs such as benchmark yiclds and risk spreads of comparabie securities. Securities with observable
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prices or rate inputs-as compared to transaction prices, dealer quotes or vendor prices are classified as Level 2 in the
hierarchy. Securities where inputs are unobservable are classified a5 Level 3 in the hierarchy.

Corporate and Qther Debt Obligations— The fair value of corporate debt js estimated using market price
_ quotationis (where observable), bond spreads, or credit default swap spreads adjusted for any basis differences
between cashand derivative instruments. Securities with observable pnces or rale inputs as compared o transaction
prices, dealer quotes or vendor prices are classified ‘a5 Level 2 in the hierarchy. Securities where inputs_ are
unobservable are classified as Level 3 in the hierarchy. '

Equities Securities — Exchange-traded securities are generally valued based on quoted prices from an exchange. To
the extent these securities are actively traded, they are categorized in Level | of the fair value hierarchy. To the
extent the-securities. are not listed, actively traded, of restricted, the sécurities are generally categorized in Level 2 of
the fair value hierarchy. Money market mutual funds are valued using the published net asset vahie (“NAV") of the
fund. The NAV of the funds is at amortized cost in accordance with rules under the Investment Company Act of
1940 (Rule 23-7) Generally, amortized cost approximates the current fair value of a'security, and since pricing
information is readily available on an on-going basis, such securitics are categorized as Level 1 of the fair value
hierarchy.

Derivatives — The fair values of exchange-traded derivatives, such as interest rate and equity options and futures,
aré based on quoted market prices and are gencrally classified as Level 1 in the fair value hierarchy. The fair values
of over the counter derivatives are determined using valuation medels when quoted market prices or third-party
consensus pricing mformanon are not available. The valuation models, such as discounted cash flow méthod or
Black-Scholes option model, incorporate observable or unobservable inputs for interest and foreign exchange rates,
equity and commodxty prices (including indices), credit spreads, corresponding market, volatility levels, and other
market-based pricing factors. Other adjustments to fair value include bid-offer, credit valuation adjustments, funding
valuation adjustments, ‘overnight index swap, parameter and model] uncertainties, and unrealized gain ‘or Joss at
ifiception of a transaction. A derivative instrument is classified. as Level 2 in the hierarchy if observable market
inputs are available or the unobservable inputs are not significant to the fair value. :

Mutual Fund Investments — The fair value of mutual fund investments are based on quoted price (unadjusted) of
identical instraments and classified as Level 1 in the fair value hierarchy,

Level 3 Valuation Techniques — Within state and municipal obligations and corporate and other debt obligations,
the Company holds cerlain Auction Rate Securities (“ARS™) and TOBs. Thiese securities arc classified as Lovel 3
due to long-dated maturities and/or significant uncbservable spreads.

The fair value of ARS is determined using a discounted cash flow calculation model, which relies on independent
external market data, where available, and an internally developed methodology to discount for the lack of lquidity
" and non-performance risk in the current market environment. Inputs that affect the valuation of the ARS are the
underlying collateral types, structure, liquidity considerations, independent external market data, the maximum
interest rate, and quality of underlying issuers/insurers,

Senior and subordinate tranches of asset back securities are generally ¢lassified as Jevel 2 based on market
transparency evidenced by dealer/fbroker pricing as well as transaction data. Residuat or equity tranches of asset
back securities are genera}ly classified as level 3 due to {imited market transparency. The fair value of these
securities is determined using discounted cash flow model wnth a combination of inputs such as prepayment and
defauit vectors, loss severity and yiclds.

The fair value of TOB is determined using prices from various pricing services and/or broker data. When market

observable pricing is available for these securities, they are classified as Level 2. Some of the municipal bonds in
TOB structures are classified as level 3 due to lack of market transparency.
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The following table presents the financial instruments measored at fair value on a recumng basis as of October 31
2015 categorized by the valuation hierarchy set out in ASC 820 {in thousands):

Aszsets!

’ Fair Value Mensurements ixing . R .
‘ Liabitities
Jewi Tewel 2 Lewi 3 at Fair Value
Financial assets: . . R
Cash and cash equivalunts - money mirket invesiments 3 4325, % -3 - 8 43255
Securitios segregated forregulitory puiposes. . . 534,991 44995 - 579*”%

" Seeurities purchased under agreements 16 resell ERRE 11752 . CoALn6080
Sccuritics received as colkateml ’ - 669,738 - 569,738 .
Financial instruments owned, at falr valie: ' . ) "

Commercial papers and ceifi cate of deposits | - 430,467 - . 480,467
US. and Canadian govemment and agency ub{ngmons 594,855 9,625,496 .- 10,320,351
State and municipal pbligations . i - 4952553 214290 . 5,166,843
Carporste and other deht obligations X ‘ - 2588668 105,580 2794 248
Mutual fund investments @ " 15802 - - RN ) L
Equity securities : - L 90574, w9935 - 360,509
Otheripvestinents V- 7 . . . . !,679 - 1678
Derivative related sssets: _— T . .
(ross derivatives T £790 156,252 - 159042
Netting.(2) . ¥ (65632) . . 050))
- : 8790 81620 - w410 ‘
Total financial instruments owned, at fair fatie. _' 1.534.00 18100418 -31987% * 19,534 3b%
Total Asscls 4 . S 20w S WWLSL S NeEm 3 @M. <.
Fmancial abilities: :

" Sheri-tem bortowings . $ -8 emisn $ -8 ey
Securities sold under agrecments to repuichase b . 45,050, 85D - 45050880 « .
Obligations fo retum sccurities reccived as collaterst - 869,138 - 669738
Financial instruments sold, but ot yet purchased, st fair vane: 4 ¢ .

Commereidl papers and cenificate of deposils’ - 28246 - 26
’ US. and Canadran govemment and agenty obligations 920429 ‘3881374 - 4,801,203}
State and municipat obligations - 132 - 1326
Corponate and other debt obligations - 1808 - 15228
Equity securities ' o 784 .- Co- 27,143
Derivative relared liabilities: : ) , ’ .
.Gross derivatives ) 12,596 136,166 - 142,762
Netting (2) . : 168632 - {68832)
. 12,596, 61,534 - 74,130
Total financial instrtments sold at fair value . . 1.207,168 5,520,708 - 6,321,876
Total Liabifities . $ 1207168 8 5799847 3 - § 59200015
(1) Wealth accumutation plun-assets, see Note 12 X "

{2)Forcontracts with the same counterpatty the netting smong positions is classificd within the same devel For fusther mfonmhon on detivative
instauments and hedging activitics, see Note 6.

There were no assets or liabilities measured at fair value on 2 nonrecurring basis during 2015



Transfers between levels of the fair value hxerarchy Certam _securities were: transferred between categones
during the twelve months ended October 31, 2015. :

Transfers between Level 1 and Level 2 are dependent.on whether the fair- valuc is obtained on the basis of quoted
market prices in active markets (Level 1) asopposed to fair value estimated using.observable inputs in a discounted

cash flow method (Level 2). US. government securities of approxnmately $54:5 million, reported ‘in financial
instruments owned, at'fair value, and approximately $24.6 million, reported in financial instruments sold, but not yet
purchased, at fair value, were transferred from Level 1o Level 2 during the penod 1.8, government securities of
approximately $233 4 million in financial mstmments owned, at fair value, were also transferred from Level 2 to
Level ] durmg the period.

Transfers of assets and liabilities in and out :of Level 3 are dependent-on whether or not valuation inputs are
observable. Transfers between levels are reported at the end of the reporting period in which they occur. During the
year ended October 31; 2015, state and municipal obligations of approximately $38.6 million and corporate and
other debt obligations of approximately $4.0 million in financial instruments owned, at fair value, were transferred

from Level 3-t0 Level 2. The transfer was du¢ to improved price tratispareiicy and observabxhty of inputs. Corporate

and other debt abhgatmns of approximately $0.7 million in financial instruments owned, at fair value, were also
trafsferred from Level 2 to Level 3,

Sensitivity of the Fair Value to Changes in the Unobservable Inputs — Dué to the unobservible ‘nature: of

certain significant inputs used to measure Level 3 assets and habﬂmes there may be lmcertamty about the valuation
of Leve] 3 financial assets and liabilities.

-7



The following table presents fair values of our significant Level 3 financial instruments, valuation techniques used to
determine their fair values, ranges and weighted average of unobscrvable inputs-(in thousands except for prices and

percentages);

Fair Value Range of iispm_wlm {1)
Reporting ine Valustion Significant ‘Wcightzd
. inthe FY Assels Lapbifities Sub-Products Technique: unubtervade Law High: a\emgelin;m(
__herarchy hnkue inputs - : distribution
Siave and b 139375 % - Agetion Rawe Dscounted  Prepayiment mates 4% © 8% 5%
municipal Securitics (ARS) cnsh fiows ’ o
obligarions .
Plefault ates =% 0% 0%
‘Recovery fates’” 0% 8% 49%
Discouni margins 2% - 4% 2%
. Price-bused Prices . S 9040 5 OLIS S 0.7
ELs2E - Won-US.municipal  Pricebased Prives § 8763 5 5763 $ #7.63
bonds- : . ’ ;
G)rimrat‘e and RI 228 - Auction Rate Discounted Prepayment mates . 4% 8% %
ather debt Securitits (ARS) cash Nows T -
oblipations :
Defauh rates TS 10% 10%
Recovery mtes % 3% 7%
i)ﬁ:nuq! Trrfring 4% 8% A%
17,744 - CLOCDOS Discounted  Prepayrment rites ®% 30% 15%
cash fows
Deafolt Rates 2% 5% 3%
1053 severity 20% oY% 45%
fates
Defoult margins. 3%, 1% 8%
1,380 - CorporiteBonds - Price-bosed Prices $ - 5 10400 § 3881
High Yiekd
3% - Emerging Market Price-based Prices $ 9008 9300 % 23.00
Corpomte Bends
493 ’ - CGMBS Price-based Prices ~§ 883 § 888 § 838
R kX7 3 [

(1) The low and high input valies represent ‘the actual highest and Jowest level inputs used to value a group of
financial instruments in a particular product category. These input ranges do not reflect the level of input
uncertainty, bui are affected by the different underlying instruments-within the product category. The input ranges
will therefore vary from period to period based on the. charactesistics of the underlying instruments held at each
balance sheet date. Where provided, the weighted average of the mput valies is calcutated based on the refative fair
valugs of the instruments within the product category.
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Price-based inputs are significant for certain debt securities, and are based on extemai benchmarks, comparable
proxy instruments or year-end trade data. For these instruments, the price input is expressed in dollars for each $100
par value. For example, with an input price of $105, an instrument is valued at a-premium over its par value.

Sensitivity to unobservable inputs and interrelationships between unobservable inputs
D'is'cozml margin

Discount margin is the difference between a debt instrument’s yield and a benchmark instrument’s yield.
Benchmark insfruments have high credit quality ratings, similar maturities and are ofien government bonds.
Discount margin therefore represents the discount rate used to present value future cash flows of an assét to reflect
the market return required for uncertainty in the estimated cash flows. The discount margin for an instrument forms
part of the yield used in a discounted cash fiow calculation. Genera!fy, an increase in the discount margin will resuit
in a decrease in fair value, and vice versa.

Default rates

A default rate is the rate at wiiich borrowers fail to make scheduled loan payments. A decreasing default rate will
typically increase the fair value of the loan, and vice versa. This effect will be significantly more pronounced for a
non-govemment guaranteed Joan than a government guarameed loan.

Prepa}llncnt rates

A prepayment rate is the rate at which a loan will be repaid in advance of its expected amortization schedule.
Prepayments change the future cash flows of a [oan. An increase in the prepayment rate in isolation will result in an
increase in fair value when the Joan interest rate is lower than the then current reinvestment rate, and a decrease in the
prepayment rate in isolation will result in a decrease in fair value when the foan interest rate is lower than the then
current reinvestment rate. Prepayment ratés are generally negatively correlated with interest rates.

Recovery and loss severity rates

A recovery rate is an-estimation of the amount that can be collected in a loan default scenario. The recovery rateis the
percentage of the recovered amount divided by the loan balance due. The inverse concept of recovery is loss severity.
Loss severity is an estimation of the loan amount not collected when a loan defaults. The loss severity rate is the
percentage of the loss amount divided by the Joan balance due. Gencraliy, ‘an increase in the recovery rate or a
decrease in the loss severity rate will increase the loan fair value, and vice versa,

Interielationships between unobservable inputs
Uniobservable inputs of ARS, including the above discount margin, default rate, prepayment rate, recovery and loss
severity rates, may not be independent of each other. The discount margin can be affected by a change in default rate,

prepayment rate, or recovery and loss severity rates. Discount margins will generally decrease when défault rates
decline or when recovery rates increase. Prepayments may cause fair value to either increase or decrease.
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Financial Instruments Not Measured at Fair Value— The canrying amounts and fair vahues of other financial
assets and financial liabilities not measured at fair value in the Consolidated Statement of Financial Condition at
October 31, 2015, are.as follows (in thousands):

Carrying  Estimated . Fair Value Measurement
Value FairValue  Levell Level2  Level 3
Financial assets .

Cash and cash équivalents {1) $ 189958 § 189,958 § 189358 § -85 -
Cash segregated for regulatory purposes 1,852.796 1,852,796 669,522  1,183.2M :
Receivable from broker-dealers and clearing organizations 1,375,966 1,375,966 - 1375966 - -
Receivable from clients and counterparties 2,262,400 2,262,400 « 2263400 R
Securities borrowed 11,283,310 11,283,310- . - 11,283,310 -
Other assets R : 767809 767809 - L T67809 .

Finarncial liabilities

Short-term borrewings (2) $§ 5209032 % 521751 % - 85211981 8 -
Payable to broker-dealers and clearing otganizations 734,532 734,532 - 734,332 -
Payable to clients and counterparties : 4,967,176 4,967,176 . 4967176 -
Securities toaned ) 3,467,885 3,467,885 < 1467385 -
Accounts payable and accrued Jiabilities 347,855 347,835 347,855 -
Liabilities subordinated fo claims of general creditors 1,400,000 1,386,623 T 1386623 -

(1) Money market investment of $43.0 million is recorded at fair value, and is not inchided above.

(2) Short-term borrowings of $6.8 billion from Bedford Row.are recorded af fair value, and is not included above.
Level 1 - Quoted prices in active markets for identical assels )

Level 2 - Significant observable inputs.

“Level 3 - Significant unobservable inputs

With the ‘exception of long-term borrowings and liabilities subordinated to claims of general creditors, carrying
value generally approximates fair-value for the remainder of assets and labilities in the above table. This is due to
the relatively short period of time between their origination and expected maturity.. These items are generally
classified in Level 2 of the fair value hierarchy. Cash and cash equivalents as well as cash segregated for regulatory
purposes consist primarily of deposits held at banksand money market funds. These are classified as Level T within
the fair value hicrarchy. In the case of long=termy borrowings and labilities subordinated to ‘claims of general

- creditors, the discounted cash flow.is used in the calculation of fair value. The credit spread and interest rate are

inputs in calculating fair value. These are classified as Level 2 within the valuation hierarchy.
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18. RELATED PARTY TRANSACTIONS

- The related party balances sef forth in the tables below resulted from transactions between the Company and RBC
and affiliates in the normal course of business as.part of its trading, clearing, financing, and general operations: In
addition, certain costs have been allocated between the Company and RBC and affiliates for operational,

* technology, administrative support and management service. Allocations between the Company and RBC and

aﬁihates are subject to SLA.

AtOcfober 31, 2015, amounts receivable from and payable fo RBC and affiliates are set forth below (in thousands):

Assets: i
Cash-and cash equivalents ' § 14,020
Cash and securities segregated for regulatory purposes ' 79,521
Receivable from broker-dealers and clearing organizations 285,853
Receivable from clients and counterparties 204,607
Financial instruments owned, at fair value ’ 17,497
Secifitics purchased under agreements to resell, at fair vahie 764,156
Securities borrowed 480,237
Other assets . 08,245

Liabilties: . : :
Short-term borrowings (Note 10) $ 7,363,173
Payable to broker-dealers and clearing organizations ’ ' 10,550
Payable to clients and counterpariies : 1,921,640
Financial instruments sold, but not yet purchased, at fair value ' : . 2,801
Securitics sold under agreements to repurchase, at fair value - ) 3,176,652
Securities loaned . ) . 856,306
Accounts payable and accrued liabilities ) 42,807
Liabilities subordinated to claims of general creditors (Note 11) 1,400,000

Banking activities — The Company maintains certain bank accounts 4t affiliated banks to segregate customer funds
for regulatory purposes and to settle certain transactions in foreign currencies. Amounts held at affiliated banks to
segregate customer funds are reported in cash and securities s¢pregated for regulatory purposes on the Consolidated
Statement of Financial Condition. There were no segrega:ed customer funds held at affiliated banks at October 31,

"2015. Other bank balances at affiliated banks are reported in cash and cash equivalent or short-term borrowings.on
the Consolidated Statement of Financial Condition. At October 31, 2015, the Company had a receivable to an
affiliated bank of $14 mitlion.

Brokerage activities — The Company clears client and firm futures transactions in foreign matkets- through

affiliated clearing broker-dealers. Third party client related balances at affiliated foreign broker-dealers are -

segregated for regulatory purposes and are reported in cash anid securities segregated for regulatory purposes on the
Consolidated Statement of Financial Condition. At Qctober 31, 2015, amounts receivable from affiliated foreign
broker-dealers for third party clients are as reflected in the table above. At October 31, 2015, amounts recejvable
" from affiliated foreign broker-dealers futures transactions totaled $42.7 million and are reported in receivable from
broker-dealer and clearing organizations on the Consolidated Statement of Financial Condition.

At times, affiliated broker-dealers are counterparties fo trades executed by the Company. In the event these frades
fail to settle on the contractual scttlement date, outstanding receivables or payables are reported in receivable from
and payable 1o broker-dealer and clearing organizations on the Consolidated Statement of Financial -Condition, At
October 31, 2015, receivables and payables reated to fails totaled $243.1 million and $10.6 million, respectively.

The Company provides securities and futures execution, clearance, and custody services to RBC and affiliates.
Receivables and payables in connection with these services are reported in receivable from and payable to clients
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and counterparties on the Cansolidated Statement of Financial Condition. Outstanding balances at October 31, 2015
are as reflected inthe table above,

Derivative activities — The Company enters into certain derivative transactlons with RBC and affiliates to
economically hedge certain trading activities and certain deferred compensation liabilities. Derivative fair values
with RBC and affiliates are reported in financial instruments owned, at fair value and financial instruments sold, but
not yet purchased, fair value on the Consolidated Statement of Financial Condition. Outsianding balances at October
31,2015 are as reflected in the table above.

Collateraiized financing activittes — The Company enters into resale and repurchase agreements with RBC and
affiliates under master répo agreements. Resale agreements, which are entered into primarily to facilitate client
activities and to cover short sales, are reported in securities purchased under agreement to resell, at fair value on the
Consolidated Statement of Financial Condition and are as set forth in the table above. Repurchase agreements,
which are entered into for financing purposes, are reported in securities sold under agreements to repurchase, at falr
value on me Consolidated Statement.of Financial Condition and are as set forth in the table above,

The. Company also enters into securities borrow and securities loan with RBC and affiliates under securities Iendm g
agreements. Securities borrow activities, which are entered into for short sales and other financing activities, are
reported in securities borrowed on the Consolidated Statement of Financial Condition and are as set forth above.

Securities loan activities, which are entered into for financing purposes, are reported in securities loaned on the

Consolidated Statement of Financial Condition and are as set forth in the table above.

The Company also enters into secured short-term loans with an affiliate. These loans are reported in short-term
borrowings and are discussed in Note 10, 5 .

Other assets and accounts payabie and accrued liabilities in the table above include amounts receivable from and” A
payable to affiliates for the various activities discussed above and other rexmbm'sements for payments the Company
made on behalf of affiliates.

1

19. VARIABLE INTEREST ENTITIES
Consoljda&ed VIEs

A VIE is ap entity in which the equity-inivestors do not have the characteristics ofa controlling financial interest or
do not have sufficient equity at risk for the entity to finance its activities without additional subordinated financial
support from other parties. The entity that consolidates a VIE is known as the primary beneficiary, and is the entity
with (1) the power to diréct the activities of the VIE that most sipnificantly impact the VIE's economic
performance ‘and (2) has an obligation to absorb losses or the right to receive benefits that in either case could
potentially be significant to the VIE.

The Company consolidates VIEs of which it is the primary beneficiary. The Company performs' qualitative, and in
certain cases, quantifative, analyses o determine whether the Company is the primary beneficiary of a VI}: based on
the facts and circumstances and the Company’s interest(s) in the VIE.

The Company sold certain municipal bonds into TOB programs, where each TOB program consists of a credit
enhancement (“CE”) trust and a TOB trust. Both the CE and the TOB trusts are VIEs. Each bond sold to the TOB
program is supported by a letter of credit issued by the Ultimate Parent, which requires an affjliate to extend funding

if there are any credit losses on the bond, and is financed by the issuance of floating-rate certificates to short-term

investors and a residual centificate: The Company is the remarketing agent for certain floating-rate certificates and
the Ultimate Parent provides Rquidity facilities to each of the TOB programs to purchase any floating-rate
certificates that have been tendered but not remarketed, The Company also holds the residual certificates issued by
these TOB programs, which will expose the Company to interest rate basis risk. The Company consolidates TOB
VIEs in which the Company is the holder of the residual certificate as the Company has the power o direct the
significant activities of the VIEs and js exposed to losses that could be potentially significant to the TOB V1Es.
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As of October 31, 2015, the assets and liabilities of consolidated VIEs recorded in the Company s Consolidated.
Statement of Financial Condition are as follows (in thousands):

Municipal
- TOB Trusts
Consolidated assets "
Financial instruméx;ts owned, at fair value 4,646,117
Other assets ‘ - B6620
Total assets 54662732
Consolidated liabilities
Short-term borrowings , $ 4656224 .
Financial instrurents sold, but not yet purchased, at fair value T 1,687
Accoints payable and accrued liabilities ' L 48
Total liabilities . $ 21,662—,732

(1} Investors do not have recourse to the Company’s general assets, unless the Company breaches its contractual
obligations related to these VIEs,

Noneonsolidated Variable Interest Entities

Securitization fransactions generally involve VJEs. Primarily as a result of its secondary market-makmg activities,
the Company owns securities issued by securitization special purpose éntities (“SPEs™) for which the maximum
exposure to foss is generally limited to the fair value of the Company's investments in the VIEs. The Company $
primary risk exposure is to-the securities.issued by the SPE owned by the Company, with the risk highest on the
. most subordinate class of ‘beneficial interests. The Coémipany does not prowde additiorial support in: thege .

* transactions through contractual facilities, such as liquidity facilities, guarantees or similar derivatives. Additicnally,
during the year ended Qctober 31, 2015, the Company-did not provide any form of non-contractual support to any of”
these entities. The Company’s maximum exposure to loss:is equal to the fair value of the securities owned.

The following table provides information about nonconsolidated VIEs as of October 31, 2015, in which the
Company has variable interests (in thousands);

o Carrying value of exposure  Maximum exposure A
VIE assets that the toloss in VIE - Financial  to loss - Financial

Company does not instruments owned, at fair _instrumenits owned, at
. , _consolidate value - _ - fairvalue

Auction rate securities 3 8923850 $ 208235 § - 208235
Asset backed securities: 41,057,111 392,739 392,739
Collateralized mortgage cbligation 24,269,601 673,974 673,974
Mortgage backed securities . 9,854,358 113,086 113,086
Electronic traded funds 752.941.295 22551 22551
Total $ 820015215 § 1,410,585 § 1,410,585
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20. COMMITMENTS AND CONTINGENT LIABILITIESS

Securities Transactions — At Octoher 31, 2015, the Company had commitments to enter into future resale and
repurchase dgreements. At October 31, 201 5 commitments in connection with resale agreements totaled $1.7 billion

-and commitments for repurchase agreements totaled $0.2 billion.

The Company has also sold securities that it does not currently own and will therefore be obfigated to purchiase such
securities at a future date: The Company has recorded these obligations in financial instruments sold, but not yet
purchased, at fair value on the Consolidated Statement of Financial Condition. The Company will incur Iosses if the
value of these securities increases subsequent to October 31, 2015.

“The Company-also pledges customers’ securities as collateral for bank loans, securities loaned, or to satisfy margin

deposit requirements of various clearinghouses and exchanges. In the event the Company’s counterparty is unable to
return the secunities pledged, the Company might need to acquire the securities at prevailing market prices. In the
case of repurchase agreements, the Company risks holding collateral at a market value less thancontract value of the
repurchase agreement. To control these risks, the Company monitors the market value of securities pledged and
requires adjustments of collateral levels when deemed necessary. :

Leases — The Company leases office space, fumniture, and communications and information technology equipment -
under various non-cancellable operating and capital leases. Most office space lease agreements include rate
increases, which are recognized on a straight-line basis over the life of the Jease, and cover payments of real estate
taxes, ihsurance, and, other occupancy expenses. At October 31, 2015 the aggregate future minimum tental
payments were as follows (in thousands):

_ Gross Sublease Net
Year Commitment Income Commitment
2016 TS 9S8 S (94 8 96629
2017 ' 90,600 {895) - 89,705
2018 ‘ - 717,360 "~ (922) 76,438
2019 66,466 - 1® 66,388
2020 _ 55,395 - 55,395
Thereafter 170,630 - 170,630
Total . 3 558,035 $ 2849 _$ 355,185

The Company accrues for potential real estate fHabilities in a manner consistent with US GAAP; that is when it is
probable a liability has been incurred and the amount of the liability is reasonably estimable. Asset retirement
obligations for real estate Habilities totaled $2.2 million, offset with accumulated amortization of $1.5 million at
October 31, 2015, The Company reviews the status of their real estate properties on a quarterly basis and adjusts its
reserves accordingly.

Exchange and Clearing Memberships — The Company maintains memberships with various demestic exchanges
and clearinghouses. Exchange memberships owned by the Company are carried at cost as an intangible asset in
goodwill and intangible assets on the Consolidated Statement of Financial Condition and assessed periodically for
potential impairment in accordance with ASC 940, Financial Services — Brokers and Dealers. There were 1o
exchange membership impairments for the year ended October 31, 2015,

Under the standard membership agreements, members are generally required'to guarantee the performance of other
members, Under the agreements, if a member becomes unable to satisfy its obligations to the clearinghouse, other

. members would be required to meet these shortfalls. To mitigate these performance risks, the exchanges and

clearinghouses often require members to post collateral. The Company’s obligation under such guarantees could
exceed the collateral amounts posted. The Company’s maximum potential liability under these arrangements cannot
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be quantified. However, the potential for the Company to be required to make payments under these arrangements is
remote. Accordingly, no contingent liability was recorded for these arrangements at October 31, 2015.

Litigation — The Company has been named, as a defendant in various legal actions, including arbitrations, class
actions and other litigation, arising in connection with its activities as a broker-dealer. Certain of the actual or
threatened legal actions include claims for substantial ¢ compensatory and/or punitive damages or claims for
indeterminate amounts of damages. The Company is also involved, in other reviews, investigations and proceedings
(both formal and informal) by governmental and self-regulatory agencies regarding the Company’s business,
including, among other matters, accounting and operational matters, certain of which may result in adverse .
judgments, settlements, fines, penalties, injunctions or other relief.

Rural/Metro litigation
On October 14, 2014, the Delaware Court of Chancery (the Court of Chancery) in a class action brought by former
shareholders of Rural/Metro Corporation, held the Company liable for aiding and abetting a breach of fiduciary duty
by three Rural/Metro directors, but did not make an additional award for attorney’s fees. A final judgment was
“entered on February 19, 2015 in the amount of US$93 million plus post judgment interest. RBC Capital Markets,
LLC appealed the Court of Chancery’s determination of Hability and quantum of damages, and the plaintiffs cross-
appealed the ruling on additional attorneys® fees. On November 30, 2015, the Delaware Supreme Court affirmed the
Court of Chancery with respect to both the appeal and cross-appeal. The Company is cooperating with an
investigation by the U.S. Securities and Exchange Commission relating to this matter. "Management believes the
ultimate resolution of this proceeding, including any possible appeal, will not have a material adverse effect on the
financial statement of the Company.

Wisconsin school districts litigation ;
The Company, RBC Europe, Ltd. and Parent are defendants in a Jawsuit relating to their role in iransactlons
involving investments made by a number of Wisconsin school districts in certain collateralized debt obligations.
These transactions were also the subject of a regulatory investigation. In September 2011; we reached a seitlement .
with the Securities and Exchange Commission which was paid to the school dislricts through a Fair Fund. Based on-
the facts currently known, it is not possible at this time to predict the ultimate outcome of this proceeding or the
timing of its resolution; however, management believes the ultimate resolution of this proceeding will not have a
material adverse effect on our consolidated financial position.

Foreign Exchange Matters

On July 2, 2015, the Brazilian civil antitrust authority Administrative Council for Economic Defense (CADE)
initiated an administrative proceeding to investigate possible violations of Brazilian antitrust faw by a number of
banks, including RBC, regarding foreign exchange trading. The matter is in its initial stages. On July 31, 2015, the
Company was added as a new defendant in a pending putative class action initially filed in November 2013 in the
United States District Court for the Southern District of New York. The action is brought against multiple foreign
exchange dealers and alleges collusive behavior, among other allegations, in foreign exchange trading. The action is
in it initial stages as it relates to the new defendants, including the Company. On September 11, 2015, a class action
lawsuit was filed in the Ontario Superior Court of Justice and a motion for authorization of a class action was filed
in the Quebec Superior Coun, both on behalf of an alleged class of Canadian investors, against RBC, the Company
and a number of other foreign exchange dealers. The Canadian class actions allege that the defendants conspired to
_ manipulate the prices of currency trades and are in their initial stages. Based on the facts currently known, it is not
possible at this time to predict the ultimate outcome of this proceeding or the fiming of its resolution; however,
management believes. the ultimate resolution of this proceeding will not have a material adverse effect on our
consolidated financial posxtmn

The Company contests lability and/or the amount of damages as appropriate in each pending matter, In view of the
inherent difficulty of predicting the outcome of such matters, particularly in cases where claimants seek substantial
or indeterminate damages or where investigations and proceedings are in the early stages, the Company cannot
predict the loss or range of loss, if any, related to such matiers; how or if such matters will be fesolved; when they
will ultimately be resolved; or what the eventual seitlement, fine, penalty or other relief; if any, might be. Subject to
the foregoing, the Company believes, based on current knowledge and after consultation with counsel, that the
outcome of such pending matters will not have a material adverse cffect on the Consolidated Statement of Financial
Condition of the Company, although the outcome of such matters could be material to the Company’s operating
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results and cash flows fora particular future period, depending on, among other things, the Jevel of the Company's

revenues, income or cash flows for such period.

Legal accruals have been established in accordance with the requirements for accounting for contingencies. Once
established, accruals are adjusted when there is more information available or when an event occurs requiring a
change. There is 2 reasonable possibility that an additional loss may be incurred beyond the amount of legal accruals
dependmg on the ultimate outcome of legal actions for which the Company is involved.

21. CREDIT QUALITY AND MARKET RISK

The Company’s clearance activities involve the execution, settlement and financing of custorers’ securities and
futures transactions. Custemers’ securities activities are transacted on either a cash or margin basis, while
customers’ futures &ansactmﬁs are generally transacted on a margin basis subject to exchangé regulations.

*In connection ‘with the customer clearance activities, the Company executes and cIears customer fransactions

involving the sales of securities short (“short sales™), entering inte futures transactions and the writing of option
contracts. Short sales require the Company 1o borrow securities fo settle customer short sale transactions and, as
such, these transactions may expose the Company to loss if customers are unable to fulfill their contractual
obligations and customers’ collateral balances are insufficient to fully cover their Josses. In the event customers fail
to sansfy their obligations, the Company may be required to purchase financial msiruments at prevailing market

_prices in order to fulfill the customers’ obligations.

‘The Company séeks to conirol the risks associated with its customers® activities by requiring customers to maintain
margin collateral in compliance with various regulatory and internal guidelines. The Company monitors required
margin levels and, pursuant to such guidelines, may require customers fo deposit additional cash or collateral, or to
reduce positions, when deemed nécessary. The Company also establishes credit limits for customers engaged in
futures “activities and monitors credit compliance. Additionally, with respect to the Company’s correspondent
clearing activities, introducing correspondent firms generally guarantee the contractual obligations of their
customers. Purther, the Company sceks to reduce credit risk by entering into netting agreements with customers,
which permit receivables and payables with such customers to be offset in the event of a customer default.

In connection with the Company’s customer financing and securities setifement activities, the Company may pledge
customers’ securities as collateral fo satisfy the Company’s exchange margin deposit requirements or to support its
various secured financing Sobrces such as bank loans, securities loaned and répurchase agreements. In the event
counterparties are unable to meet their contractual obligations 1o return customers’ securities pledged as colfateral,
the Company may be exposed fo the risk of acquiring the securities at prevailing market prices to satisfy its
obligations to such customers. The Company seeks to controf this risk by monitoring the ‘market valué of securities
pledged and by requiring adjustments of collateral levels in the event of excess exposure. Mareover, the Cornpany
establishes credit limits for such activities and menitors credit compliance. The Company did not incur any
significant losses associated with credit events during the year.

22. REGULATORY CAPITAL REQUIREMENTS

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1), which requires the maintenance of
minimum net-capital. The Company has elected to use the alternative method, penmitted by the rule, which requires
the Company maintain minimum net capital, as defined, equal to the greater of $1.5 million or 2% of aggregate debit
balances arising from customer transactions, as defined.

The Company is also subject to the CFTC’s minimum financial requirements (Regulation 1.17) which require the
Company maintain minimum net capital, as defined, equal to 8% of the total risk margin requiremens for positions
carried in customer accounts and 8% of the total risk margin requirement for positions carried in noncustomer
accounts, as defined. In addition, the FINRA may require a member firm to reduce ifs business if net capital is less
than 4% of aggregate debits and may prohibit a firm from expanding -its business if net capital is less than 5% of
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aggregate debits. At October 31,2015, the Company had net capital of $1,401.7 million, which was $1,211.6:million

in.excess of the réquired minimum net capital.

To allow an affiliate to classify its. assets held by, the C'omp_an:y as allgwable assets i their computation” of met

capital, the Company computes a separate reserve reguirement for PAB.

23. SUBSEQUENT EVENT.

The Company has evaluated events and transactions that occurred subsequent to October 31, 2015 through the date
these Consolidated Statement of Financial Condxtlon were issued, and determined there werg no events of

‘transactions ‘during such period which would require recogmhon or dlsclosure in these Consolidated Statement of )
_Tmanclai Condition. .
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