
u

1*

1 UNITEDSTATES OMB APPROVAL
iECURITIESANDEXCHANGECOMMISSION OMB Number: 3235-0123

Washington, D.C. 20549 SEC Expires: May 31, 2017
Estimated average burden

17009059 
ANNUAL AUDITED REgwCessin hours erres onse ...... 12.00

FORM X-17A-5
0

PART III ~ MAR 01 ~t~1 ~ 
SEC FILE NUMBER

a-41426
FACING PAGE 

Washington LAC

Information Required of Brokers and Dealers Pursuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING 01 X01 /2016 AND ENDING 12/31 /2O 16

MM/DD/YY MM/DDlYY

A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: FBR Capital Markets & Co. OFFICIAL USE ONLY

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM I.D. NO.

1300 North 17th Street, Suite 1400
(No. and Street)

Arlington Virginia 22209
(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Janelle Schutt 703-312-9747

(Area Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

BDO

(Name — if individual, state last, first, middle name)

8401 Greensboro Drive, Suite 800 McLean Virginia 22102
(Address) (City) (State) (Zip Code)

CHECK ONE:

Certified Public Accountant

Public Accountant

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

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual report be covered by the opinion of an .independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See Section 240.17a-5(e)(2)

Potential persons who are to respond to the collection of

SEC 1410 06-02 
information contained in this form are not required to respond

) unless the form displays a currently valid OMB control number.



n

OATH OR AFFIRMATION

1 Bradley J. Wright , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
FBR Capital Markets & Co , as

of December 31 1 20 16 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

U

~J

Si ture

r~ 
EVP, CFO, and Treasurer

Title

Notary Public 
fto kmy

This report ** contains (check all applicable boxes): Comm ofV%WNowYPdftled
My EEO 31,2=

® (a) Facing Page. NAB LEME MARKOMNTZ
(b) Statement of Financial Condition.

^ ❑ (c) Statement of Income (Loss).
v

❑ (d) Statement of Changes in Financial Condition.

❑ (e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietors' Capital.
v

❑ (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

r~ ❑ (g) Computation of Net Capital.

❑ (h) Computation for Determination of Reserve Requirements Pursuant to Rule 150-3.

❑ (i) Information Relating to the Possession or Control Requirements Under Rule 156-3.

❑ 0) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 150-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 1.56-3.

~J ❑ (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation.

C (I) An Oath or Affirmation.

❑ (m) A copy of the SIPC Supplemental Report.

❑ (n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

L~ **For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholder
FBR Capital Markets & Co.
Arlington, Virginia

8401 Greensboro Drive
Suite 800
McLean, VA 22102

We have audited the accompanying statement of financial condition of FBR Capital Markets & Co. (the
"Company") as of December 31, 2016. This financial statement is the responsibility of the Company's
management. Our responsibility is to express an opinion on this 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 audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects, the financial
position of FBR Capital Markets & Co. at December 31, 2016, in conformity with accounting principles
generally accepted in the United States of America.

bp© 0-ZfA lLLF

McLean, Virginia
February 28, 2017

BDO USA, LLP, a Deaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of the
' international 8DO network of independent member firms.

BDO is the brand name for the BDO network and for each of the BDO Member Firms.
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FBR Capital Markets & Co.

Statement of Financial Condition

December 31, 2016

Assets
Cash and cash equivalents $ 74,045
Receivables:

Securities borrowed 897,344!~

Due from affiliates 21,448
Investment banking 2,805
Due from clearing brokers 2,298
Other 704

Financial instruments owned, at fair value 6,174
Goodwill and intangible assets 4,207

` Furniture equipment,  software and leasehold 'improvements,
net of accumulated depreciation and amortization 12,617

Prepaid expenses and other assets 3,708

Total assets $ 1,025,350

Liabilities and Shareholder's Equity
Liabilities

Securities loaned $ 892,309
Accrued compensation and benefits 12,290
Accounts payable and accrued expenses 14,150

Total liabilities 918,749

Commitments and Contingencies (Note 10)

Shareholder's equity
Common stock, $1 par value, 2,000 shares authorized,

1,135 shares issued and outstanding 1
Additional paid-in capital 154,268
Accumulated deficit (47,668)

Total shareholder's equity 106,601

Total liabilities and shareholder's equity $ 1,025,350

r~
l

t,

The accompanying notes are an integral part of thisfinancial statement.
rte.
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FBR Capital Markets & Co.

Notes to Statement of Financial Condition

~l December 31, 2016
(Dollars in thousands, except per share amounts)

Note 1. Organization and Nature of Operations:

FBR Capital Markets & Co. ("the Company") is a broker-dealer registered with the Securities and Exchange
Commission ("SEC") and is a member of the Financial Industry Regulatory Authority ("FINRA"). The Company is a
Delaware corporation engaged in a single line of business as a securities broker-dealer, which includes institutional brokerage
and investment banking activities. The Company is a wholly-owned subsidiary of FBR Capital Markets Holdings, Inc. ("FBR
CMH"), which is a wholly-owned subsidiary of FBR & Co.

The Company's principal business activities, including capital raising, financial advisory, institutional sales and
trading, differentiated securities research and securities lending are all linked to the capital markets.

The Company's investment banking and institutional brokerage business activities are primarily focused on small- and
' mid-cap stocks in the following industry sectors: consumer, energy and natural resources, financial institutions, healthcare,

insurance, industrials, real estate, and technology, media and telecommunications. Additionally, the Company also provides
securities lending services to institutional clients. These services include facilitating the sourcing, borrowing and lending of
equity and fixed income securities. By their nature, the Company's business activities are conducted in markets which are

! highly competitive and are subject to general market conditions, volatile trading markets and fluctuations in the volume of
market activity, as well as conditions affecting the companies and markets in the Company's areas of focus.

r' 1
~• The Company's revenues from investment banking are subject to substantial fluctuations due to a variety of factors that

cannot be predicted with great certainty, including the overall condition of the economy and the securities markets as a whole
and of the sectors on which the Company focuses. Fluctuations also occur due to the level of market activity, which, among
other things, affects the flow of investment dollars and the size, number and timing of transactions. As a result, net results
and revenues may vary significantly from year-to-year.

Note 2. Summary of Significant Accounting Policies:

Use of Estimates

The preparation of the Company's financial statements, in conformity with accounting principles generally accepted in
( the United States of America, ("U.S. GAAP"), requires management to make estimates and assumptions affecting the

reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
!~ statements and the reported amounts of revenues and expenses during the reporting period. Although the Company bases its

estimates and assumptions on historical experience and market information (when available) and on various other factors that
it believes to be reasonable under the circumstances, management exercises significant judgment in the final determination of
its estimates. Actual results may differ from these estimates.

Cash and Cash Equivalents

Cash equivalents include demand deposits with banks, money market accounts, and highly liquid investments with
original maturities of three months or less. As of December 31, 2016, approximately 91% of the Company's cash equivalents

(~ are invested in government money market funds that invest primarily in U.S. Treasuries and other securities directly or
indirectly guaranteed by the U.S. government. The Company holds cash in financial institutions in excess of the Federal
Deposit Insurance Corporation insured limits. The Company periodically reviews the financial condition of the financial
institutions and assesses the credit risk of such investments.

Securities Borrowed and Securities Loaned

Securities borrowed and securities loaned are recorded based upon the amount of cash advanced or received. Securities
borrowed transactions facilitate the settlement process and require the Company to deposit cash or other collateral with the
lender. With respect to securities loaned, the Company receives collateral in the form of cash. The amount of collateral
required to be deposited for securities borrowed, or received for securities loaned, is an amount generally in excess of the

( market value of the applicable securities borrowed or loaned. The Company monitors the market value of the securities
borrowed and loaned on a daily basis, with additional collateral obtained, or excess collateral recalled, when deemed
appropriate. As of December 31, 2016, all collateral received or paid was in the form of cash.

.! 3



F~ FBR Capital Markets & Co.

Notes to Statement of Financial Condition

December 31, 2016
(Dollars in thousands, exceptper share amounts)

Receivable from Clearing Brokers

The Company clears all of its proprietary and customer transactions through other broker-dealers on a fully disclosed
basis. The amount receivable from the clearing brokers represents amounts receivable for unsettled securities sold by the
Company, amounts receivable for commissions, the Company's clearing deposits less amounts payable for clearing costs and
other settlement charges and amounts payable for unsettled securities purchased. The amount also includes the cash collateral
received for securities loaned less cash collateral paid for securities borrowed.

Financial Instruments

Trading account and investment securities and financial instruments sold, not yet purchased are recorded on the trade-
date and carried at fair value.

Fair Value of Financial Instruments

The Financial Accounting Standards Board's ("FASB") Accounting Standards Codification ("ASC") 820, "Fair Value
Measurement" ("ASC 820") defines fair value as the price that would be received to sell an asset or paid to transfer a liability

ti in an orderly transaction between market participants at the measurement date, not adjusted for transaction costs. ASC 820
also establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three
broad levels giving the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the
lowest priority to unobservable inputs (Level 3) as described below:

Level 1 Inputs —Unadjusted quoted prices in active markets for identical assets or liabilities that is accessible by the
Company;

Level 2 Inputs —Quoted prices in markets that are not active or financial instruments for which all significant inputs are
• observable, either directly or indirectly;

Level 3 Inputs —Unobservable inputs for the asset or liability including significant assumptions of the Company and other
market participants.

The Company determines fair values for the following assets and liabilities:

Equity securities and warrants—The Company classifies marketable equity securities within Level 1 of the fair value
hierarchy because quoted market prices from an exchange are used to value these securities. Non-public equity securities,
which primarily include securities where the Company acted as placement agent in an offering of equity securities and where
the Company facilitates over-the-counter trading activity for the securities, are classified within Level 3 of the fair value

i. hierarchy. In determining the fair value of these securities, the Company considers enterprise value and analyzes various
,..~ financial, performance and market factors to estimate the value, including where applicable over-the-counter market trading

activity. Non-exchange traded warrants to purchase public equity securities are classified as Level 3 as a Black-Scholes
valuation model is used to value these securities.

Convertible and fixed income debt instruments—The Company classifies convertible and fixed income debt instruments
within Level 2 of the fair value hierarchy as they are valued using quoted market prices provided by a broker or dealer, or
alternative pricing services that provide reasonable levels of price transparency. The Company primarily uses price quotes

(~ from an independent broker dealer who makes markets in or is a specialist with expertise in the valuation of these financial
instruments. The Company reviews broker or pricing service quotes it receives to assess the reasonableness of the values
provided, such reviews include comparison to internal pricing models and, when available, prices observed for recently
executed market transactions of comparable size. Based on this assessment, at each reporting date the Company will adjust
price quotes it receives if such an adjustment is determined to be appropriate.
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FBR Capital Markets & Co.

' Notes to Statement of Financial Condition

r December 31, 2016
(Dollars in thousands, except per share amounts)

The estimated fair values of the Company's financial instruments which are not measured at fair value on the
statement of financial condition as of December 31, 2016 are as follows:

Carrying Estimated
Amount Fair Value

Financial Assets
Cash and cash equivalents $ 74,045 $ 74,045
Securities borrowed 897,344 897,344
Receivables 27,255 27,255

Financial Liabilities
Securities loaned $ 892,309 $ 892,309
Accounts payable and accrued expenses 14,150 14,150

~. The carrying amounts noted above for cash and cash equivalents, securities borrowed and loaned, receivables, and
accounts payable and accrued expenses approximate fair value given the short-term nature of these items and/or minimal
credit risk. The cash and. cash equivalents are classified as Level 1 within the fair value hierarchy. The securities borrowed
and loaned, receivables, and accounts payable and accrued expenses are classified as Level 2 within the fair value hierarchy.

Goodwill and Intangible Assets

The Company's intangible assets consist of goodwill and intangible assets with (mite useful lives. All of these
intangible assets were recognized as a result of a business combination that was completed in August 2014. Goodwill is not
amortized but is tested annually for impairment (during the third quarter) or more frequently if an adverse event occurs that
may indicate impairment. The values of the intangible assets with finite useful lives are amortized in proportion to their
expected economic benefit over their estimated useful life or straight-line if the economic benefit cannot be reliably
determined. These intangible assets are periodically tested for impairment by comparing expected future gross cash flows to
the asset's carrying amount. If the expected gross cash flows are less than the carrying amount, the asset is impaired and is
written-down to its fair value.

Furniture, Equipment, Software and Leasehold Improvements

Furniture, equipment, software and leasehold improvements are stated at cost less accumulated depreciation and
` amortization. Furniture and equipment are depreciated using the straight-line method over their estimated useful life of three

to five years. Amortization of purchased software is recorded over the estimated useful life of three to five years. Leasehold
improvements are amortized using the straight-line method over the shorter of the useful life or lease term.

Leases

The Company leases its corporate headquarters and other offices under non-cancelable leases. The terms of the
! Company's lease agreements range up to 10 years and may contain renewal options, escalation clauses, rent-free periods and

operating cost adjustments.

For leases that contain escalation clauses or rent-free periods, the Company recognizes the related rent expense on a
straight-line basis from the date the Company takes control of the property to the end of the initial lease term. The Company
records any difference between the straight-line rent amounts and amounts payable under the leases as part of accounts
payable and accrued expenses. Lease incentives received upon entering into certain leases are recognized on a straight-line
basis as a reduction of rent expense from the date the Company takes control of the property or receives the incentive to the
end of the initial lease term. The Company records the unamortized portion of lease incentives as part of accounts payable
and accrued expenses.



FBR Capital Markets & Co.

Notes to Statement of Financial Condition

December 31, 2016
~. . (Dollars in thousands, exceptper share amounts)

Income Taxes

The Company joins in the filing of a consolidated federal income tax return with FBR & Co. The Company's income
tax provision is calculated based on the benefits for loss tax allocation method. Under the benefits for loss method, tax
attributes are characterized as realizable by the consolidated group even if the subsidiary would not otherwise have realized
the attributes on a stand-alone basis.

Deferred tax assets and liabilities represent the differences between the financial statement and income tax bases of
assets and liabilities using enacted tax rates. The measurement of net deferred tax assets is adjusted by a valuation allowance
if, based on the Company's evaluation and its consideration of the criteria in ASC 740, "Income Taxes" ("ASC 740"), it is
more likely than not that they will not be realized. Tax liabilities for uncertain tax positions are recorded in accordance with
ASC 740.

Recent Accounting Pronouncements

In April 2015, the FASB issued Accounting Standards Update ("ASU") 2015-05, "Intangibles — Goodwill and Other
Internal-Use Software (Subtopic 350-40): Customer's Accounting for Fees Paid in a Cloud Computing Arrangement,"
("ASU 2015-05"). This ASU provides guidance to customers about whether a cloud computing arrangement includes a
software license. If a cloud computing arrangement includes a software license, the customer should account for the software
license element of the arrangement consistent with the acquisition of other software licenses. If a cloud computing
arrangement does not include a software license, the customer should account for the arrangement as a service contract. The
new guidance does not change the accounting for a customer's accounting for service contracts. ASU 2015-05 is effective for
interim and annual reporting periods beginning after December 15, 2015. The Company adopted ASU 2015-05 in the first
quarter of 2016 with no material impact on its financial statements or disclosures.

In January 2016, the FASB issued ASU 2016-01, "Financial Instruments—Overall (Subtopic 825-10), Recognition and
Measurement of Financial Assets and Financial Liabilities," ("ASU 2016-01"). The amendments in ASU 2016-01 address
certain aspects of the recognition, measurement, presentation and disclosure of financial instruments. ASU 2016-01 is
effective for annual and interim periods beginning after December 15, 2017. Except for the early application guidance
outlined in ASU 2016-01, early adoption is not permitted. The Company is currently in the process of evaluating the impact
of the adoption of this ASU on its financial statements.

In February 2016, the FASB issued ASU 2016-02, "Leases (Topic 842)," ("ASU 2016-02"). The new standard
establishes a right-of-use ("ROU") model that requires a lessee to record a ROU asset and a lease liability on the balance
sheet for all leases with terms longer than 12 months. Leases will be classified as either finance or operating, with

.~, classification affecting the pattern of expense recognition in the income statement. The new standard is effective for fiscal
years beginning after December 15, 2018, including interim periods within those fiscal years. A modified retrospective
transition approach is required for lessees for capital and operating leases existing at, or entered into after, the beginning of
the earliest comparative period presented in the financial statements, with certain practical expedients available. While the

` Company is still evaluating the impact of its pending adoption of this ASU on its financial statements, it expects that upon
adoption it will recognize ROU assets and comparable lease liabilities of approximately $25,000. Additionally, the Company
does not expect that adoption of this ASU will have a material impact on its results of operations.

-~ The Company adopted ASU 2016-09 in the first quarter of 2016 resulting in the recording of a cumulative adjustment
to accumulated deficit and deferred tax assets related to previously unrecognized tax benefits related to stock compensation
awards of $357. As discussed in note 8. Income Taxes, as of December 31, 2016, the Company recorded a full valuation
allowance against its net deferred tax assets, including the assets noted above. Accordingly, adoption of this provision, as
well as the requirement to recognize excess tax benefits related to the vesting of stock compensation awards in the tax
provision, did not have a significant impact on the Company's financial statements as of, or for year ended December 31,
2016. Similarly, the adoption of the other provisions of the ASU did not have a significant impact on the Company's
financial statements as of, or for the year ended December 31, 2016.
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FBR Capital Markets & Co.

r Notes to Statement of Financial Condition

December 31, 2016
(Dollars in thousands, exceptper share amounts)

In June 2016, the FASB issued ASU 2016-13, "Financial Instruments — Credit Losses (Topic 326): Measurement of
Credit Losses of Financial Instruments," which changes the methodology for measuring credit losses on financial instruments

` and the timing of when such losses are recorded. This guidance will be effective for reporting periods beginning after
December 15, 2019 with early adoption permitted. The Company is currently in the process of evaluating the impact of the
adoption of this ASU on its financial statements.

f,
Note 3. Related-Party Transactions:

i The Company is a member of an operating group of affiliates that may provide or receive services to and from each
other. From time to time, FBR & Co. and other affiliates may record costs which, in part, may be based on the Company's
operations. Accordingly, the statement of financial condition may not necessarily be indicative of the financial position and
operations that would have existed had the Company been operated as an unaffiliated corporation.

r-~

During the year ended December 31, 2016, FBR & Co. allocated to the Company certain overhead costs related to
various corporate governance activities. In addition, the Company allocated to FBR & Co. and other affiliates certain costs
representing allocations for the use by these entities of various support services administered by the Company.

Receivables and Payables

Administrative and other services provided by the Company to, or received from, FBR & Co. and its other subsidiaries
may result in amounts due from or due to affiliates. In addition, in certain circumstances, the Company may advance excess
cash it holds to FBR & Co. or other affiliates to be used in their operations. As of December 31, 2016, $8,572 was receivable
from FBR & Co.

rte.
During 2014, the Company entered into a Secured Intercompany Promissory Note Agreement ("Secured Note") with

r, FBR Capital Markets PT, Inc. ("FBRPT"), a wholly-owned subsidiary of FBR & Co. Pursuant to the terms of the Secured
Note, loans made by the Company to FBRPT are secured by investments held by FBRPT, bear interest at an agreed upon rate
and are payable on demand by the Company. As of December 31, 2016, the Company had .a receivable of $10,967 from
FBRPT under the Secured Note. This note accrues interest at a rate of 5.50% per annum and is collateralized by pledged
investments in limited partnerships and other corporate equity securities that had a fair value of $11,436 as of December 31,
2016.

(~ From time to time the Company may agree to make advances to employees or provide loans to employees, generally in
connection with employee recruitment. These arrangements are typically short term in nature and repaid from incentive

t.
compensation earned by the employee. As of December 31, 2016, there was $1,909 of receivables from employees included
in due from affiliates on the statement of financial condition.

Due from affiliates as of December 31, 2016 consisted of the following:

~. Secured Note receivable from FBRPT $ 10,967

r~ Receivable from FBR& Co. 8,572

` Receivable fromemployees 1,909

$ 21,448

Employee Benefits

Employees of the Company are eligible to artici ate in the FBR & Co 401 k Plan the "401 k Plan" a definedP Y g P P O ( () )~
contribution plan sponsored by FBR & Co. Participants may contribute to the Plan up to the limits set by the United States
Internal Revenue Service. The Company may make discretionary contributions to the 401(k) Plan for the benefit of eligible
employees contingent upon achieving certain annual Company goals. Employee contributions and discretionary Company

!~. matches paid by the Company are 100% vested when made.

r~

Cl



' FBR Capital Markets & Co.

Notes to Statement of Financial Condition

r~ December 31, 2016
(Dollars in thousands, exceptper share amounts)

Note 4. Financial Instruments:

The following tables set forth, by level within the fair value hierarchy, financial instruments accounted for under ASC
820 as of December 31, 2016. As required by ASC 820, assets and liabilities that are measured at fair value are classified in
their entirety based on the lowest level of input that is significant to the fair value measurement.

l Items Measured at Fair Value on a Recurring Basis

r-.
December 31, 2016 Level 1 Level 2 Level 3

Trading account securities, at fair value

Marketable and non-public equity securities $ 5,291 $ 20 $ $ 5,271

Total $ 5,291 $ 20 $ - $ 5,271

( Investment securities, at fair value

Warrants $ 883 $ - $ - $ 883

r As of December 31, 2016, financial assets measured and reported at fair value on a recurring basis and classified within
` Level 3 were $6,154, or 0.60% of the Company's total assets at that date. Regarding these Level 3 financial assets, in

determining fair value, the Company analyzes various financial, performance and market factors to estimate the value,
including for non-public equity securities, over-the-counter market trading activity. The following table provides the
valuation technique and unobservable inputs primarily used in assessing the value of these securities as of December 31,
2016:

r~ Weiehted

Valuation Technique Fair Value Unobservable Input Range Avera

Market approach $ 5,271 Over-the-counter trading activity $0.95 - $21.00/share $ 8.51

F-. Black-Scholes $ 883 Volatility 30% 30%
k.,, I. Dividend Yield 0% 0%

C Interest Rate 2.0% 2.0%

/1N For those non-public equity securities valued using a market approach, adverse industry market conditions or events
experienced by the underlying entities could result in lower over-the-counter trading prices for the securities. Such lower

/-. trading prices would result in a decline in the estimated fair value of these assets. For warrants valued using Black-Scholes,
adverse industry market conditions or events experienced by the issuer could result in a lower trading price for the underlying
equity security and therefore a lower value of these warrants. A reduction in the estimated volatility would also result in a
lower value of the warrants. The Company assessed the reasonableness of the fair values of the non-public equity securities

r , noted above based on its consideration of available financial data related to these issuers as well as an assessment of the
nature of any over-the-counter trading activity during the period. The Company assessed the reasonableness of the fair value
of the non-exchange traded warrants valued using a Black-Scholes valuation based on its consideration of the fair values of
comparable exchange-traded options.

There were no transfers of securities into or out of Level 2 financial assets during the year ended December 31~ y , 2016.
During the year ended December 31, 2016, there was one transfer out of Level 3 and into Level 1 for an equity security that
was previously non-public and during the period became publicly traded.

3



FBR Capital Markets & Co.

Notes to Statement of Financial Condition

December 31, 2016
(Dollars in thousands, except per share amounts)

Items Measured at Fair Value on a Non-Recurring Basis

In addition, the Company may also measure certain financial and other assets and liabilities at fair value on a non-
recurring basis including items such as intangible assets, fixed assets, and the estimated contingent consideration payable.
Adjustments to the fair value of these assets usually result from the write downs of individual assets. Adjustments to the fair
value of contingent consideration payable would result from differences between the underlying forecasted securities lending

l.: results and actual results. Due to the nature of these assets and liabilities, in determining value the Company would analyze
various financial, performance and market factors to estimate the fair value. As a result, these assets would be classified

~_..' within Level 3 of the fair value hierarchy.

During the year ended December 31, 2016, the Company made a final payment of $1,332 related to its contingent
consideration obligation.

Note 5. Goodwill and Intangible Assets:

The Company performs its annual assessment of goodwill impairment during the third quarter of each year.
Management's assessment process includes determining the fair value of the Company's securities lending reporting unit and
comparing such fair value to the carrying value of the reporting unit. The Company's goodwill balance of $2,570 relates to
the securities lending business that was acquired in 2014. In its annual assessment of this goodwill, based on actual results
achieved compared to projections used in valuing the acquisition, the Company determined that the fair value of the reporting
unit exceeded its carrying value.

As a result of the 2014 securities lending acquisition, the Company also recorded a finite-lived intangible asset related
to acquired customer relationships initially valued at $2,500. The customer relationship intangible assets are amortized over
their estimated useful life of seven years on a straight-line basis. As of December 31, 2016, the net carrying value of this

r~ intangible asset is $1,637.

Note 6. Securities Lending:

The Company accounts for securities lending transactions in accordance with ASU 2013-01, "Balance Sheet (Topic
210): Clarifying the Scope of Disclosures about Offsetting Assets and Liabilities," requiring companies to report disclosures

!.~ of offsetting assets and liabilities. The Company does not net securities borrowed and securities loaned and these items are
presented on a gross basis on the statement of financial condition. The following table presents the contractual gross and net
securities borrowing and lending balances and the related offsetting amount as of December 31, 2016.

Amounts not
-' offset in the

Gross amounts Net amounts statement of financial
offset in the included in the condition but eligible

Gross amounts statement of statement of for offsetting upon
recognized financial condition (1) financial condition counterpartv default (2) Net amounts

Securities borrowed $ 897,344 $ - $ 897,344 $ 897,344 $ -
Securities loaned $ 892,309 $ - $ 892,309 $ 892,309 $ -

(1) Includes financial instruments subject to enforceable master netting provisions that are permitted to be offset to the extent

an event of default has occurred.

(2) Includes the amount of cash collateral held/posted.



FBR Capital Markets & Co.

(~ Notes to Statement of Financial Condition

December 31, 2016
(Dollars in thousands, except per share amounts)

Note 7. Furniture, Equipment, Software and Leasehold Improvements:

(` Furniture, equipment, software and leasehold improvements, summarized by major classification, as of December 31,
2016 were as follows:

Leasehold improvements $ 15,818
~- Furniture and equipment 8,138

Software 6,296

30,252
Less - accumulated depreciation and amortization 17,635

$ 12,617
f~

Note 8. Income Taxes:

The Company joins in the filing of a consolidated federal income tax return with FBR & Co. The Company's current
income tax provision is calculated based on the benefits for loss income tax allocation method pursuant to the Company's tax
sharing arrangement with FBR & Co.

Deferred tax assets and liabilities consisted of the following as of December 31, 2016:

Deferred tax assets

Net operating loss $ 23,775
Compensation 4,031
Deferred rent 1,450
Other, net 293

Subtotal 29,549
Valuation allowance (28,644)

Deferred taxassets after valuation allowance 905

Deferred tax liabilities

Deferred liability on indefinite lived goodwill $ (72)
Deferred expenses (905)

h 
Subtotal (977)

Total net deferred tax liability $ (72)

As of December 31, 2016, the Company had federal net operating losses of $49,126. The Company had state and local
net operating loss carryovers of S6,439 on a tax effected basis excluding the effect of federal offset. The state and local net
operating losses include no tax benefit related to windfalls from the vesting of equity compensation. The state and local net
operating loss carryovers begin to expire in 2028.

Following the criteria in ASC 740, the Company evaluates the need for a valuation allowance against its deferred tax
assets on a quarterly basis assessing the positive and negative evidence to determine if it is more likely than not that some or
all of the deferred tax assets will be realized. This evidence includes taxable income in prior periods, projected future taxable
income and projected future reversals of deferred tax items. Based on its assessment as of December 31, 2016, the Company
concluded that a full valuation allowance related to its deferred tax assets was required. This conclusion was based on
management's consideration of various factors, including the Company's operating performance, its cumulative operating
results over the prior twelve quarters and the outlook regarding the Company's prospective operating performance.
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FBR & Co. is not currently under audit related to its federal income tax returns. As of December 31, 2016, tax years
subsequent to December 31, 2013 remain open under the federal statute of limitations and for the Company's significant state
jurisdictions with the exception that state net operating loss carryforwards generated from 2008 and 2010 may be subject to

l 
tax audit adjustment when utilized on future tax returns. The Company is currently under audit in New York state for the tax
years 2011 through 2013. As of December 31, 2016, the Company had no liability for uncertain tax positions.

~1
' Note 9. Regulatory Requirements:

The Company is registered with the SEC and is a member of FINRA. As such, the Company is subject to the Uniform
Net Capital Rule 150-1 ("Rule 15c3-1") which stipulates minimum net capital requirements and aggregate indebtedness

(; levels. As of December 31, 2016, the Company had net capital of $54,229 which was $52,467 in excess of its required net
capital of $1,762. Rule 150-1 also requires that the Company's aggregate indebtedness to net capital percentage not exceed
1500%. The Company's aggregate indebtedness to net capital percentage was 49%.

The Company is exempt from the provisions of Rule 15c3-3 under the Securities and Exchange Act of 1934, (the
OO OO Company P"Rule" based on sections k 2 i and k 2 ii of the Rule because the Com an maintains a Special Account for the

Exclusive Benefit of customers and all customer transactions are cleared through other broker-dealers on a fully disclosed
basis. The Company does not carry or hold any customer funds or securities.

Note 10. Commitments and Contingencies:
r-,

The Company has contractual obligations to make future payments in connection with non-cancelable lease
agreements. The following table sets forth these contractual obligations by fiscal year:

2017 2018 2019 2020 2021 Thereafter Total
M inimum rental
commitments for the
Company's leases $ 4,776 $ 3,809 $ 3,406 $ 3,489 $ 3,47 $ 14,126 $ 33,063

Litigation

As of December 31, 2016, except as described below, the Company was neither a defendant nor plaintiff in any lawsuits
or arbitrations nor involved in any governmental or self-regulatory organization matters that are expected to have a material
adverse effect on its financial condition, results of operations or liquidity. The Company has been named as a defendant in a
small number of civil lawsuits relating to its various businesses. In addition, the Company is subject to various reviews,
examinations, investigations and other inquiries by governmental agencies and self-regulatory organizations. There can be no
assurance that these matters individually or in aggregate will not have a material adverse effect on the Company's financial
condition or liquidity in a future period. However, based on management's review with counsel, resolution of these matters is
not expected to have a material adverse effect on the Company's financial condition, results of operations or liquidity.

Many aspects of the Company's business involve substantial risks of liability and litigation. Underwriters and broker-
dealers are exposed to liability under federal and state securities laws, other federal and state laws and court decisions,
including decisions with respect to underwriters' liability and limitations on indemnification, as well as with respect to the
handling of customer accounts. For example, underwriters may be held liable for material misstatements or omissions of fact
in a prospectus used in connection with the securities being offered and broker-dealers may be held liable for statements
made by their securities analysts or other personnel. The Company has been named as a defendant in a small number of
securities claims involving investment banking clients as a result of the Company's role as an underwriter. In these cases, the
underwriting agreement provides, subject to certain conditions, that the investment banking client is required to indemnify

\ the Company against certain claims or liabilities, including claims or liabilities under the Securities Act of 1933, as amended
~.._ (the "Securities Act"), or contribute to payments which the Company is required to make as a result of the litigation. There
r~ can be no assurance that such indemnification or contribution will ultimately be available to the Company or that an

investment banking client will be able to satisfy its indemnity or contribution obligations when due.
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On January 30, 2017, the Court in the previously disclosed putative class action lawsuit of Waterford Township Police
ww & Fire, Retirement System, vs. Regional Management Corp. et al. denied the Plaintiffs' motion to file a third amended

complaint which would have revived claims previously dismissed on March 30, 2016. The case, therefore, is dismissed in its

e0. entirety. The Plaintiffs have until March 1, 2017 to appeal the decision to the United States Court of Appeals for the Second
Circuit. Regional Management continues to indemnify all of the underwriters, including the Company, pursuant to the

,401 operative underwriting agreement.

In accordance with applicable accounting guidance, the Company establishes an accrued liability for litigation and
regulatory matters when those matters present loss contingencies that are both probable and estimable. In such cases, there
may be an exposure to loss in excess of any amounts accrued. When a loss contingency is not both probable and estimable,

too the Company does not establish an accrued liability. As a litigation or regulatory matter develops, management, in
conjunction with counsel, evaluates on an ongoing basis whether such matter presents a loss contingency that is probable and

r 

estimable. The pending case discussed above involving the Company is at a preliminary stage, based on management's
review with counsel and present information known by management, loss contingencies for litigation and regulatory matters
are not probable and estimable as of December 31, 2016.

In certain circumstances, broker-dealers may also be held liable by customers and clients for losses sustained on
investments. In recent years, there has been an increasing incidence of litigation and actions by government agencies and

4 self-regulatory organizations involving the securities industry, including class actions that seek substantial damages. The
Company is also subject to the risk of litigation, including litigation that may be without merit. As the Company intends to
actively defend such litigation, significant legal expenses could be incurred. An adverse resolution of any future litigation
against the Company could materially affect its financial condition, operating results and liquidity.

Other

4i In February 2016, pursuant to a compensation plan, the Company granted certain employees an interest in a pool of
assets valued at $2,766. The individual awards are subject to a 4-year cliff vesting requirement based on continued service.
The terms of the compensation plan provide that any forfeited awards be reallocated to remaining award recipients and that
the total value of the asset pool at the date of vesting be distributed. The specific assets in the pool may change over the

*" vesting period and the Company may settle the awards in cash. The value of the asset pool was $2,617 as of December 31,
2016.

Note 11. Off-Balance-Sheet Risk and Other Risk:

W Market Risk

Market risk is primarily caused by movements in market prices of the Company's trading account securities. The
Company's trading securities are also subject to interest rate volatility and possible illiquidity in markets in which the
Company trades or invests. The Company seeks to manage market risk through monitoring procedures. The Company's
principal transactions are primarily long and short equity and convertible debt transactions.

Positions taken and commitments made by the Company, including those made in connection with investment banking
activities, may result in substantial amounts of exposure to individual issuers and businesses, including non-investment grade
issuers, securities with low trading volumes and those not readily marketable. These issuers and securities expose the

tiw 

Company to a higher degree of risk than associated with investment grade instruments. As part of its trading activities, the
,f► Company may sell securities it does not currently own. When the Company sells a security short and borrows the security to

make a delivery,a gain, limited to the rice at which the Company sold the security short or a loss unlimited in size will beg P P Y Y ,
,i• realized upon the termination of the short sale. Financial instruments sold, not yet purchased represent obligations of the
" Company to deliver the specified security at the contracted price, and thereby, create a liability to purchase the security in the
,., market at prevailing prices. These transactions when unrelated to over-allotments result in off-balance-sheet risk as the
4" Company's ultimate obligation to satisfy the sale of securities sold but not yet purchased may exceed the current value
" recorded in the statement of financial condition.
W

4W
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Credit Risk

The Company functions as an introducing broker that places and executes customer orders. The orders are then settled
by an unrelated clearing broker that maintains custody of customers' securities and provides financing to customers. The
Company clears all of its securities transactions through clearing brokers on a fully disclosed basis. Pursuant to the terms of
the agreements between the Company and the clearing brokers, the clearing brokers have the right to charge the Company for

© losses that result from a counterparty's failure to fulfill its contractual obligations. As the right to charge the Company has no
maximum amount and applies to all trades executed through the clearing brokers, the Company believes there is no
maximum amount assignable to this right.. At December 31, 2016, the Company has recorded no liabilities with regard to the
right.

In addition, the Company has the right to pursue collection of performance from the counterparties who do not perform
under their contractual obligations. The Company monitors the credit standing of the clearing brokers and all counterparties

® with which it conducts business. The Company attempts to limit its credit spread risk by offsetting long or short positions in
various related securities.

0 
The securities industry is subject to numerous risks, including the risk of loss associated with the underwriting,

Q ownership, and trading of securities, and the risk of reduced revenues in periods of reduced demand for security offerings and
activity in secondary trading markets. Changing economic and market trends may negatively impact the liquidity and value
of the Company's financial instruments and the level of security offerings underwritten by the Company, which may
adversely affect the Company's financial condition.

Through indemnification provisions in agreements with the Company's clearing organizations, customer activities may

0 
expose the Company to off-balance-sheet credit risk. Financial instruments may have to be purchased or sold at prevailing
market prices in the event a customer fails to settle a trade on its original terms or in the event cash and securities in customer

® margin accounts are not sufficient to fully cover customer obligations. The Company seeks to manage the risks associated
with customer activities through customer screening and selection procedures as well as through requirements on customers
to maintain margin collateral in compliance with various regulations and clearing organization policies.

Q
Credit risk from the Company's securities lending operations arises if a lender or borrower defaults on an outstanding

securities loan or borrow transaction and the cash or securities the Company is holding is insufficient to cover the amount
they owe the Company for that receivable. The Company assigns credit limits and collateral posting thresholds for each
counterparty and these limits and thresholds are reviewed periodically.

The Company's equity and debt investments may include non-investment grade securities of privately held issuers with
no ready markets. The concentration and illiquidity of these investments expose the Company to a higher degree of risk than
associated with readily marketable securities.

Note 12. Subsequent Events:

On February 21, 2017, FBR & Co. signed a stock for stock merger agreement with B. Riley Financial Inc., a publicly
traded diversified financial services company based in Los Angeles. Pursuant to this agreement, and subject to shareholder
and regulatory approvals, B. Riley Financial Inc. will acquire FBR & Co. This transaction is expected to close in the second

Q quarter of 2017. Following completion of this merger, the Company would be a subsidiary of B. Riley Financial Inc.

Aft
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