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@ MOSSADAMS

Report of Independent Registered Public Accounting Firm

To the Stockholder and the Board of Directors
City National Securities, Inc.

Opinion on the Financial Statement

We have audited the accompanying statement of financial condition of City National Securities, Inc.
(the Company) as of October 31, 2020 that is filed pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934, and the related notes (the financial statement). In our opinion, the financial
statement presents fairly, in all material respects, the financial position of the Company as of
October 31, 2020, in conformity with accounting principles generally accepted in the United States of
America.

Basis for Opinion

This financial statement is the responsibility of the Company’'s management. Our responsibility is to
express an opinion on the Company'’s financial statement based on our audit. We are a public
accounting firm registered with the Public Company Accounting Oversight Board (United States)
(PCAOB) and are required to be independent with respect to the Company in accordance with the
U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB,

We conducted our audit in accordance with the standards of the PCAOB. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement, whether due to error or fraud. Our audit included
performing procedures to assess the risks of material misstatement of the financial statement,
whether due to error or fraud, and performing procedures to respond to those risks. Such procedures
included examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statement. Our audit also included evaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the financial
statement. We believe that our audit provides a reasonable basis for our opinion.

o Adamys LLP

Dallas, Texas
December 22, 2020

We have served as the Company’s auditor since 2015.



CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Statement of Financial Condition
October 31, 2020

Assets
Cash and cash equivalents
Securitics owned, at fair valuc
Receivable from clearing organization
Deferred tax asset
Premises and equipment, net

Receivable from related party
Other assets

Total assets
Liabilities and Stockholder’s Equity
Liabilities:
Accounts payable, accrued expenses, and other liabilities
Payable to clearing organization

Payable for securities purchased, not yet settled
Payable to related party

Total liabilitics
Commitments and Contingencies- Note 10

Stockholder’s equity:
Common stock, $1 par value. Authorized 10,000 shares; issued and
outstanding 1,000 shares
Additional paid-in capital
Retained earnings

Total stockholder’s equity
Total liabilitics and stockholder’s equity

See accompanying notes to statement of financial condition.

$

26,184,123
15,466,699
26,663,993
214917
563,366
239,961
1,342,201

70,675,760

2,706,758
10,519,536
4,951,399

1,788,989
19,966,682

1,000
2,999,000

47,709,078
50,709,078
70,675,760



CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Notes to Statement of Financial Condition
October 31, 2020

Organization and Nature of Business

0))

City National Securities, Inc. (the “Company” or “CNS”), a wholly owned subsidiary of City National Bank
(the “Bank”), is a registered member of the Financial Industry Regulatory Authority (“FINRA™) and is
engaged in the business of providing brokerage services to retail clients. The Company was formed on
December 29, 1999, registered effective as a broker-dealer on March 15, 2000, and commenced operations
on April 26, 2000.

The Bank is a wholly owned subsidiary of RBC USA Holdco Corporation (the “Corporation”), a Delaware
corporation, which in tumn is a wholly owned subsidiary of the Royal Bank of Canada (“RBC”).

The Company is exempt from Rule 15¢3-3 under paragraph (k)(2)(i) and (2)(ii) of the Securities Exchange
Act of 1934, relating to the determination of reserve requirements, because it does not maintain customer
accounts or take possession of customer securities. Transactions are cleared on a fully disclosed basis through
National Financial Services LLC (“NFS”), a wholly owned subsidiary of Fidelity Global Brokerage Group,
Inc.

The Company is registered as an investment advisor with the Securities and Exchange Commission (“SEC”).
As a registered investment advisor, the Company is required to adhere to rules and regulations identified in
the U.S. Investment Advisers Act of 1940.

Significant Accounting Policies
(a) Use of Estimates

The preparation of the statement of financial condition in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
statement of financial condition. Actual results could differ from those estimates.

(6) Cash and Cash Equivalents

The Company considers all highly liquid investments with original maturities of three months or less
when purchased to be cash equivalents. Cash equivalents include $26,184,123 held in money market
funds. Cash held in banks periodically exceeds the Federal Deposit Insurance Corporation’s (“FDIC”)
insurance coverage of $250,000, and as a result there may be a concentration of credit risk related to
the amount in excess of FDIC insurance coverage.

(c) Securities Transactions

The Company records its securities transactions on a trade-date basis. Dividends are recorded on the
ex-dividend date and interest is recorded on an accrual basis.
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CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Notes to Statement of Financial Condition
October 31, 2020

Fair Value Measurements

Securities owned and Securities sold, not yet purchased are recorded at fair value based on publicly
reported bid and ask quotations or broker quotations. Similarly, other assets and liabilities are recorded
at their contracted amounts, which approximate fair value.

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
(i.e., the exit price) in an orderly transaction between market participants at the measurement date.

Each investment asset or liability is assigned a level at measurement date based on the significance
and source of the inputs to its valuation. The three-level hierarchy for fair value measurcments that
distinguishes between market participant assumptions developed based on market data obtained from
sources independent of the reporting entity (observable inputs) and the reporting entity’s own
assumptions about market participant assumptions developed based on the best information available
in the circumstances (unobservable inputs). The level hierarchy assigned to each security is based on
the assessment of the transparency and reliability of the inputs used in the valuation of such security
at the measurement date. The three hierarchy levels are defined as follows:

Level 1 — Valuations based on unadjusted quoted market prices in active markets for identical
securities.

Level 2~ Valuations based on observable inputs (other than Level 1 prices), such as quoted prices
for similar assets at the measurement date; quoted prices in markets that are not active; or
other inputs that are observable, either directly or indirectly.

Level 3— Valuations based on inputs that are unobservable and significant to the overall fair value
measurement and involve management judgment and assumptions pertaining to the
market participants.

The inputs used for valuing securities are not necessarily an indication of the risks associated with
investing in those securities. The primary inputs for determining fair value are quotations for closing
prices from national securities exchanges as well as reported bid and offer quotations from parties
trading the security.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities
are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases and
operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary differences



(4]

(h)

CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Notes to Statement of Financial Condition
October 31, 2020

are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in
tax rates is recognized in income in the period that includes the enactment date.

The Company recognizes the benefits of tax return positions, which meet the threshold of “more-likely
than-not” to be sustained upon challenge by the taxing authority. Measurement of a tax position
meeting the more-likely than-not criterion is based on the largest benefit that is more than 50% likely
to be realized.

The Company is a subsidiary of the Bank, which is a wholly owned subsidiary of the Corporation.
Accordingly, the Company’s federal taxable income or loss is included in the federal income tax return
filed by the Corporation. The Company may also be included in certain state and local tax returns of
the Corporation or its subsidiaries. The Company’s tax-sharing agreement with the Corporation
provides that income taxes be based on the separate results of the Company. The agreement generally
provides that the Company pay the Corporation amounts equal to the taxes that the Company would
be required to pay if it were to file a return separately from the affiliated group. The agreement also
provides that the Corporation will pay the Company amounts equal to tax refunds the Company would
be entitled to if the Company had filed a separate company tax return as well as tax attributes that may
be utilized by the Corporation or others within the consolidated group. Any amounts payable or
receivable for taxes are included within amounts due to or due from related parties.

Receivable from Clearing Organization

Receivable from clearing organization arises in the ordinary course of the Company’s operations and
includes the clearing deposit, cash for inventory maintenance, receivable for revenue consisting of
commissions, trading gains and losses and FDIC insured bank sweep fees net of clearing costs, fees
and other settlement charges. The opening balance in receivables from clearing organization at
October 31, 2019 was $27,726,252.

Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation and amortization. Leasehold
improvements are amortized over the terms of the respective leases. Depreciation is generally
computed on a straight-line basis over the estimated useful life of each type of asset. Maintenance,
repairs and gains and losses on dispositions are reflected in current operations.

Software

Capitalized software is stated at cost, less accumulated amortization. Capitalized software includes
purchased software and capitalizable application development costs associated with internally
developed software. Amortization is computed on a straight-line basis and charged to expense over
the estimated useful life of the software which is generally three to ten years. Capitalized software is
included in Premises and equipment, net on the accompanying statement of financial condition.
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CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Notes to Statement of Financial Condition
October 31, 2020

Transactions with Affiliates

Various expenses are paid by the Bank, such as rent and certain general and administrative expenses. These
expenses are reimbursed by the Company pursuant to an agreement between the Company and the Bank.

The Company receives allocated compensation and benefits expense related to the employees of the Bank
who provide services to the Company. The Bank employs a fair value methodology to determine the value
of profit sharing compensation granted to its employees, and such compensation is recorded over the vesting
period of the related profit sharing compensation.

The Company has retained CNR, the Bank’s RIA subsidiary, to provide investment advisory and pottfolio
management services for their investment advisory program. Under the program, the Company has
established custodial accounts with the Bank on behalf of each of its clients. The Company compensates the
Bank and CNR for these services.

The Company started the City National Securities Investment Advisory Program and registered with the
SEC as a registered investment advisor effective March 22, 2010. CNS hired the Bank’s RIA subsidiary,
CNR to manage the assets of the RIA clients. SEI Investments Distribution Co. (“SEI”) tracks and calculates
the amount of income earned based on the average daily balance of assets under management at the end of
each period. For the year ended October 31, 2020, the Company compensated CNR for its services provided
to the investment advisory program customers.

During the 12 months ended October 31, 2020, the Company collected $4,105,739 in shareholder servicing
fees and $725,860 in sub-distribution fees from CNR as paying agent for the CNR Funds.

Off-Balance-Sheet Risk

In the normal course of business, the Company is involved in the execution of various securities transactions
for its customer accounts. Securitics transactions are subject to the risk of counterparty or customer
nonperformance. However, transactions are settled on a delivery versus payment basis (“DVP”) and
collateralized by the underlying security, thereby reducing the associated risk to changes in the fair value of
the security through the settlement date or to the extent of margin balances. The settlement of these
transactions is not expected to have a material effect on the Company’s financial condition.
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CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Notes to Statement of Financial Condition

October 31, 2020

Regulatory Requirements

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1) and is required to maintain
minimum net capital, equivalent to $250,000 or 2% of aggregate debit items, whichever is greater, as these
terms are defined. As of October 31, 2020, the Company had regulatory net capital of $46,664,578, which
was $46,414,578 in excess of the required minimum net capital of $250,000.

Income Taxes

The tax effects of the temporary difference that gave rise to the deferred tax asset as of October 31, 2020 are
presented below:

Deferred tax asset/(liability): Federal State
State Income Taxes $ 212,705 $ —
Fixed Assets (19,576) (2,608)
Other 17,169 7,227
Total net deferred tax assets $ 210298 § 4,619

Management has analyzed the Company’s recorded tax benefits and concluded that each material position
satisfied the required recognition and measurement threshold for inclusion within the financial statements.
Consequently, the Company has not recorded any reserve for any uncertain tax positions and does not believe
that a significant change will occur within the coming year as to any uncertain tax positions.

To the extent that a deferred tax asset is determined to be less than more likely than not to be realized, a
valuation allowance is recorded. Management has determined that a valuation allowance is not required for
any of its deferred tax assets.

The Corporation may from time to time be assessed interest or penalties by taxing authorities, although any
such assessments historically have been minimal and immaterial to the financial results. Years subsequent
to 2010 are still subject to adjustment upon audits by taxing authorities.



©)

™

CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Notes to Statement of Financial Condition

October 31, 2020

Fair Value Measurements

The following table summarizes the Company’s assets and liabilities measured at fair value as of October

31, 2020 by level in the fair value hierarchy:

Quoted Prices Significant Significant
in Active Other Other
Markets for Observable Unobservable Balance as of
Identical Assets Inputs Inputs October 31,
(Level 1) (Level 2) (Level 3) 2020
Assets:

Money market funds $ 26,184,123 — 3 — S 26,184,123
U.S. Govt and Agency bonds 1,506,341 250,012 —_ 1,756,353
Municipal bonds 1,729,860 4,661,100 — 6,390,960
Corporate bonds 7,319,386 — — 7,319,386
Total assets $ 36,739,710 $ 491,112 § — 3 41,650,822

The Company’s accounting policy is to recognize transfers between levels of the fair value hierarchy on
the date of the event or change in circumstances that caused the transfer. There were no transfers into or
out of Level 1, Level 2, or Level 3 during the period for the year ended, October 31, 2020, There were no
acquisitions of Level 3 securities during the year ended October 31, 2020.

Receivable From and Payable to Clearing Organization

The following table summarizes the Company’s transactions arising from amounts receivable from and
payable to clearing organization as of October 31, 2020:

Deposit $
Cash held for inventory

Payable to clearing broker

Fees and commission receivable

Payable for sccurities purchased

$

Receivable Payable
1,000,000 $
24,000,000
10,519,536
1,663,993
4,951,399
26,663,993 $ 15,470,935
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CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Notes to Statement of Financial Condition
October 31, 2020

Premises and Equipment

The following is a summary of the major categories of premises and equipment:

Depreciation
And Carrying - Range of
Cost Amorization Value Lives
October 31, 2020
Premises $ 1,705,983 § 1,699,187 $ 6,796 Up to 39 years
Furniture, fixtures and equipment 1,368,929 1,334,235 34,694 3 to 10 years
Software 1,511,425 989,049 522,376 3 to 10 years
Total $ 4,586,337 $§ 4022471 $ 563,866

Subordinated Borrowing

In March 2020, the Company renewed the $20,000,000 unsecured revolving credit agreement that bears
interest at LIBOR plus 1.5% per annum with the maturity date extended to March 31, 2021. When drawn
upon, proceeds may be used to manage inventory levels to meet client demands and general corporate
purposes. During the 12 months ended October 31, 2020, the Company did not utilize this credit line at any
time and therefore there is no outstanding balance as of October 31, 2020.

The credit agreement was approved by FINRA as a subordinated borrowing and is available in computing
net capital under the SEC’s uniform net capital rule. To the extent that such borrowings are required for the
Company’s continued compliance with minimum net capital requirements, they may not be repaid.

Commitments and Contingencies

In June 2020, the Company supplemented and amended certain provisions of its clearing agreement with
NEFS related to the rates the Company pays NFS for clearing and execution costs. The renewal term of the
clearing agreement was extended an additional three years through August 2024.

The Company has agreed to maintain minimum net capital of $5,000,000 and a clearing deposit of
$1,000,000 which is included in Receivable from clearing organization on the accompanying statement of
financial condition.

During the normal course of its operations, the Company may incur additional liabilities due to existing
conditions, situations, legal claims, regulatory matters, or circumstances involving uncertainty as to possible
loss to the Company that will ultimately be resolved when one or more future events occur or fail to occur.
Management accrues for such liabilities to the extent that they arec deemed probable and estimable. As of
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CITY NATIONAL SECURITIES, INC.
(A Wholly Owned Subsidiary of City National Bank)
(SEC Identification Number 8-52265)

Notes to Statement of Financial Condition
October 31, 2020

October 31, 2020, management believes that any such items would not have a material or adverse effect on
its continuing operations.

Risks and Uncertainties

In March 2020, the World Health Organization declared the outbreak of a novel coronavirus (COVID-19)
as a pandemic. Since that time, the disease has continued to spread globally. While the disruption of the
global economy is currently expected to be temporary, there is uncertainty around the duration of the
pandemic. Therefore, the effects of the pandemic upon the Company’s business and financial position cannot
be reasonably estimated at this time.

Subsequent Events

The Company has performed an evaluation of events that have occurred subsequent to October 31, 2020,
and through December 22, 2020, the date the statement of financial condition was available to be issued.
There have been no material subsequent events that occurred during such period that would require
disclosure in this report or would be required to be recognized in the statement of financial condition as of
October 31, 2020.
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