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Report of Independent Registered Public Accounting Firm 
 

To the Board of Directors of Royce Fund Services, LLC 
 
Opinion on the Financial Statements 

 
We have audited the accompanying statement of financial condition of Royce Fund Services, LLC 
(the “Company”) as of September 30, 2021, and the related statements of income, of changes in 
members’ equity and of cash flows for the period from April 1, 2020 to September 30, 2021, 
including the related notes (collectively referred to as the “financial statements”). In our opinion, 
the financial statements present fairly, in all material respects, the financial position of the 
Company as of September 30, 2021, and the results of its operations and its cash flows for the 
period from April 1, 2020 to September 30, 2021 in conformity with accounting principles 
generally accepted in the United States of America. 

 
Basis for Opinion 

 
These financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on the Company’s financial statements 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 of these financial statements 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 statements are 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 statements, whether due to error or fraud, and performing procedures that respond to 
those risks. Such procedures included examining, on a test basis, evidence regarding the amounts 
and disclosures in the financial statements. 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 statements. We believe that our audit provides a reasonable basis for 
our opinion. 

 
Supplemental Information 

 
The accompanying Computation of Net Capital Pursuant to Rule 15c3-1 of the Securities and 
Exchange Commission and Information for Determination of Reserve Requirements Pursuant to 
Rule 15c3-3 of the Securities and Exchange Commission as of September 30, 2021 (collectively, 
the “supplemental information”) have been subjected to audit procedures performed in 
conjunction with the audit of the Company’s financial statements. The supplemental information 
is the responsibility of the Company’s management. Our audit procedures included determining 
whether the supplemental information reconciles to the financial statements or the underlying 
accounting and other records, as applicable, and performing procedures to test the completeness 
and accuracy of the information presented in the supplemental information. In forming our 
opinion on the supplemental information, we evaluated whether the supplemental information, 



 

 

including its form and content, is presented in conformity with Rule 17a-5 under the Securities 
Exchange Act of 1934. In our opinion, the supplemental information is fairly stated, in all 
material respects, in relation to the financial statements as a whole. 
 

 
 
November 12, 2021 

 
We have served as the Company’s auditor since 2002. 
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ASSETS 
 

 
 

          Cash and cash equivalents 
Receivables: 
   Distribution fees   
   Due from Parent 
Other assets 

                     
                 Total assets 

$           5,625,841 
              
                677,858 
                    5,000 
                  28,998 
 
$           6,337,697 
 
 

LIABILITIES AND MEMBERS’ EQUITY 
 
Liabilities: 

Accounts payable 
Accrued distribution fees 
 

                  Total liabilities 
 

Commitments and contingencies (Note 4) 
 
Members’ equity: 

                                   
                   
 Total liabilities and members’ equity 

 
 
 
$                27,274 
                828,592 
                                
                855,866 

 
 
 

             5,481,831 
 
 
$           6,337,697 
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Revenues: 

Distribution fees, net of waivers 
Interest income 

Total revenues 
 
Expenses: 

Third party distribution fees and other direct costs 
Amortization of deferred sales commission  
Administrative fees and other expenses 

Total expenses 
 
Net Loss 

          
 
 
 
$              11,085,240 
                         1,959 
                11,087,199 

                10,646,894 
                       62,744 
                     537,301 
                11,246,939 

$                  (159,740) 
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 Total 

Members’ 

Equity 

 
Balance at March 31, 2020 
 
Net Loss 
 
Balance at September 30, 2021 

 
$5,641,571 

(159,740) 

$ 5,481,831 
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Cash flows from operating activities: 
 
         Net Loss $               (159,740) 
                          
         Net changes in assets and liabilities: 
 Distribution fees receivables                                            (229,087)
 Due From Parent and Affiliated Entities         1,267,722
 Other assets  6,906 
 Accounts payable                     (3,020) 
 Due To Parent and Affiliated Entities             (1,172,996)
 Accrued distribution fees  157,440 
  Net cash used by operating activities  (132,775) 
 

Net decrease in cash and cash equivalents  (132,775) 

 

Cash and cash equivalents at the beginning of the year  5,758,616 

 

Cash and cash equivalents at the end of the year  $             5,625,841 
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1. Summary of Significant Accounting Policies 
 
A. Organization 

Royce Fund Services, LLC (the “Company”) is registered as a broker-dealer in securities 
under the Securities Exchange Act of 1934 and is a member of the Financial Industry 
Regulatory Authority, Inc.  The Company, a wholly owned subsidiary of Royce & 
Associates, LP (the “Parent”), which is an indirect majority owned subsidiary of Franklin 
Resources, is the distributor of shares of The Royce Funds and The Royce Capital Funds, 
which are open-end registered investment companies with multiple portfolios (hereinafter 
referred to as the “Funds”).  

As an introducing broker, the Company does not carry securities accounts for customers 
or perform custodial functions relating to customer securities. All trades are cleared 
through DST Systems, Inc. 

On July 31, 2020, Franklin Resources, Inc. acquired all outstanding shares of Legg 
Mason, Inc. common stock pursuant to the Agreement and Plan of Merger, dated 
February 17, 2020 ("Franklin Resources Transaction") and Legg Mason, Inc. became a 
wholly owned subsidiary of Franklin Resources, Inc. As a result of the acquisition and to 
align with the Franklin Resources, Inc. fiscal year-end, the Company changed its fiscal 
year-end from March 31 to September 30. Therefore, the statements of income, of 
changes in members' equity and of cash flows are presented for the eighteen-month 
period of April 1, 2020 through September 30, 2021. 

 

B. Operations   
Under a distribution agreement with the Funds, the Company seeks to promote the sale 
and/or continued holding of shares of such Funds through a variety of activities, 
including advertising, direct marketing, servicing investors and introducing parties on an 
ongoing basis.  The Company pays commissions and other fees to certain broker-dealers 
who have introduced investors to certain of the Funds. 

As an introducing broker, the Company does not carry securities accounts for customers 
or perform custodial functions relating to customer securities. All trades are cleared 
through DST Systems, Inc. 

As compensation for its services, the Company is entitled to receive from the average net 
assets of the Consultant Classes of Royce Pennsylvania Mutual, Opportunity, MicroCap, 
Total Return, Premier, Special Equity, Small Cap Value, Smaller Companies Growth, 
International Premier and Dividend Value Funds, a monthly fee equal to 1% per annum 
of their respective fund assets.  The Company is also entitled to receive 0.25% per annum 
of the respective average net assets of the Service Class of Royce Pennsylvania Mutual, 
Opportunity, Micro Cap Opportunity, Total Return, Premier, Special Equity, Small Cap 
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Value, Smaller Companies Growth, Dividend Value, Global Financial Services and 
International Premier Funds as well as Royce Capital Fund Micro-Cap and Small-Cap 
Portfolios.  The Company is also entitled to receive 0.50% per annum of the respective 
average net assets of the R Class of Pennsylvania Mutual, Opportunity, Total Return, 
Premier and Small Cap Value. 
 
For the period from April 1, 2020 to September 30, 2021, the Company voluntarily 
waived (recaptured) fees from the following classes of shares: 

 
Service Class 
 
 Pennsylvania Mutual $ 78,004  
   Royce Financial Services  12,363 
  $ 90,367 

 
           Because the Company serves as distributor only for mutual funds managed by the Parent,  
           the Parent provides administrative services to the Company at no cost.  Therefore, the  
           Company’s results from operations may not be indicative of the results of operations of a  
           stand-alone company. 
 
 

C. Risks and Uncertainties   
In March 2020, the World Health Organization declared the outbreak of a novel 
coronavirus (“COVID-19”) to be a global pandemic and recommended containment and 
mitigation efforts worldwide.  This outbreak has adversely affected workforces, 
customers, economies and global financial markets.  There is significant uncertainty 
regarding the breadth and duration of business disruptions related to COVID-19 as well 
as its impact on global markets. This has had no impact on the Company’s results for the 
period from April 1, 2020 to September 30, 2021, however; the Company is currently 
unable to determine the extent of the potential impacts to its financial condition or results 
of operations. 
 
 

D.  Fair Value of Financial Instruments  
The Company uses a three-level fair value hierarchy that prioritizes the inputs to 
valuation techniques used to measure fair value based on whether the inputs to those 
valuation techniques are observable or unobservable. The three levels of fair value 
hierarchy are set forth below. The Company's assessment of the hierarchy level of the 
assets or liabilities measured at fair value is determined based on the lowest level input 
that is significant to the fair value measurement in its entirety.  
 
Level 1 Unadjusted quoted prices in active markets for identical assets or liabilities, 
which may include published net asset values (“NAV”) for fund products.  
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Level 2 Observable inputs other than Level 1 quoted prices, such as non-binding quoted 
prices for similar assets or liabilities in active markets; quoted prices for identical or 
similar assets or liabilities in markets that are not active; or inputs other than quoted 
prices that are observable or corroborated by observable market data.  
 
Level 3 Unobservable inputs that are supported by little or no market activity. These 
inputs require significant management judgment and reflect the Company's estimation of 
assumptions that market participants would use in pricing the asset or liability.  
 
Quoted market prices may be adjusted, if events occur such as significant price changes 
in proxies traded in relevant markets after the close of corresponding markets, trade halts 
or suspensions, or unscheduled market closures. These proxies consist of correlated 
country-specific exchange- traded securities, such as futures, American Depositary 
Receipts indices or exchange-traded funds. The price adjustments are primarily 
determined based on third-party factors derived from model- based valuation techniques 
for which the significant assumptions are observable in the market.  
 
A substantial amount of the Company's investments is recorded at fair value or amounts 
that approximate fair value on a recurring basis. Investments in fund products for which 
fair value is estimated using NAV as a practical expedient (when the NAV is available to 
the Company as an investor but is not publicly available) are not classified in the fair 
value hierarchy. Fair values are estimated for disclosure purposes for financial 
instruments that are not measured. 

 
E. Cash and Cash Equivalents 

Cash equivalents are short-term, highly liquid investments that, when purchased, have an 
original maturity of 90 days or less.  The carrying amount of cash equivalents 
approximates fair value.  The Company maintains cash in bank accounts, which at times, 
may exceed federally insured limits.  Deposits with one financial institution exceeded 
local regulatory insured limits by a total of $5,400,000 at September 30, 2021, 
representing a concentration of credit risk.  
 
 

F. Revenue Recognition 
Distribution and Service Fees Revenue and Expense 
Distribution and service fees represent fees earned from funds to reimburse the distributor 
for the costs of marketing and selling fund shares and servicing proprietary funds and are 
generally determined as a percentage of client assets. Reported amounts also include fees 
earned from providing client or shareholder servicing, including record keeping or 
administrative services to proprietary funds. Distribution and service fees earned on 
Parent-sponsored investment funds are reported as revenue. Distribution services and 
marketing services are considered a single performance obligation as the success of 
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selling the underlying shares is highly dependent upon the sales and marketing efforts. 
Ongoing shareholder servicing is a separate performance obligation as these services are 
not highly interrelated and interdependent on the sale of the shares. Fees earned related to 
distribution and shareholder serving are considered variable consideration because they 
are calculated based on the average market value of the fund. The average market value 
of the fund is subject to change based on fluctuations and volatility in financial markets, 
and as such, distribution and shareholder service fees are generally constrained until the 
end of the month or quarter when the actual market value of the fund is known and the 
related revenue is no longer subject to a significant reversal. Therefore, distribution and 
service fees are generally included in the transaction price at the end of each monthly or 
quarterly reporting period and are allocated to the two performance obligations based on 
the amount specified in each agreement. While distribution services are largely satisfied 
at the inception of an investment, the ultimate amounts of revenue are subject to the 
variable consideration constraint. Accordingly, a portion of distribution and service 
revenue will be recognized in periods subsequent to the satisfaction of the performance 
obligation. Certain fund share classes only charge for distribution services at the 
inception of the investment based on a fixed percentage of the share price. This fixed 
price is allocated to the performance obligation, which is substantially satisfied at the 
time of the initial investment.  

 
When the Company enters into arrangements with broker-dealers or other third parties to 
sell or market proprietary fund shares, distribution and servicing expense is accrued for 
the amounts owed to third parties, including finders’ fees and referral fees paid to 
unaffiliated broker-dealers or introducing parties. Distribution and servicing expense also 
include payments to third parties for certain shareholder administrative services.  

 
 

G. Use of Estimates 
The financial statements are prepared in accordance with accounting principles generally 
accepted in the United States of America that require management to make assumptions 
and estimates that affect the amounts and disclosures presented.  Actual results could 
differ from those estimates and the differences could have a material impact on the 
financial statements. 

 
 
2. Income Taxes 

 
The Company is a disregarded limited liability company of its Parent, Royce & Associates, 
LP, which files as a partnership for tax purposes.  The Company has the following tax 
returns “open” as they file with the Parent federal and state partnership returns: Federal 
(2017), New York (2016) and New York City (2016). The Company does not anticipate any 
significant increases or decrease to unrecognized tax benefits during the next twelve months. 
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The Company has determined that it has no material uncertain tax positions for the period 
from April 1, 2020 to September 30, 2021. The federal and state partnership returns filed by 
the Parent are subject to examination by the respective tax authorities.  The following tax 
years remain open for each of the more significant jurisdictions where the Company is 
subject to income tax:  after fiscal year 2017 for U.S. federal tax returns and after fiscal year 
2016 for New York State Partnership Returns and New York City UBT returns.  

 
 
3.   Regulatory Requirements 

 
The Company is subject to the Securities and Exchange Commission’s (“SEC”) Uniform Net 
Capital Rule pursuant to Rule 15c3-1 (the “Rule”), which requires the maintenance of 
minimum net capital of $5,000 or 6-2/3% of total aggregate indebtedness, whichever is 
greater, and requires that the ratio of aggregate indebtedness to net capital, both as defined, 
shall not exceed 15 to 1 (or 1500%).  Net capital and the related ratio of aggregate 
indebtedness to net capital, as defined, may fluctuate on a daily basis. 
 
As of September 30, 2021, the Company had net capital of $5,477,833 which was $5,390,775 
in excess of required capital of $57,058.  The Company’s percentage of aggregate 
indebtedness to net capital was 15.7%. 
 
The Company is exempt from the SEC’s Customer Protection Rule (“Rule 15c3-3”).  Section 
(k)(1) of Rule 15c3-3 allows for this exemption because the Company’s business is limited to 
the distribution of mutual funds. 
 

4.  Commitments and Contingencies 
 
In the normal course of business the Company enters into contracts that contain a variety of 
representations and warranties which provide general indemnifications.  The Company’s 
maximum exposure under these arrangements is unknown, as they would involve future 
claims that may be made against the Company that have not yet occurred. 

 
5.   Related Party Transactions  
 

The Company has an expense sharing agreement with the Parent whereby the Parent assumes 
expenses related to Marketing, Accounting and Distribution Services on behalf of the 
Company.  For the period from April 1, 2020 to September 30, 2021 the Parent assumed 
$2,535,045 of expenses, therefore the results differ from those that would have achieved had 
the Company operated as an independent entity. 
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6.   Subsequent Events 

The Company has evaluated all subsequent events through November 12, 2021, the issuance 
date of the financial statements. 



 
 

 

 
 
 
 
 
 
 
 
 
 
 
 

SUPPLEMENTAL SCHEDULES
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Total Members’ Equity 
 
Deductions and/or charges 

Intercompany receivables 
Other assets 
 
Total non-allowable assets 

Other deductions and/or charges 
Total deductions and/or charges 

 
Net capital before haircuts on securities positions 

Haircuts on securities positions 
 

Net capital 

Computation of basic aggregate indebtedness 
and net capital requirement 

Computed net capital required (6-2/3% of total  
Aggregate indebtedness) 

Minimum dollar net capital requirement 

Net capital requirement 

 
Excess net capital 

 

Total aggregate indebtedness 

 

Percentage of aggregate indebtedness to net capital 
 

 

 
 
 
 $              5,000 
               28,998   

 
 
 
 
 

$ 33,998
0

$57,058
5,000

$      5,481,831 

33,998

5,447,833
0

5,447,833

57,058

$       5,390,775

$        855,866 

15.7%

 

 
 
 
 
 
Statement Pursuant to Paragraph (d)(4) of SEC Rule 17a-5 
There are no material differences between this computation of net capital and the corresponding 
computation prepared by Royce Fund Services, LLC and included in its amended Part IIA 
FOCUS filing as of November 12, 2021. 



 

Confidential Treatment Requested 
 

- 14 - 

 
Royce Fund Services, LLC 
(a majority owned subsidiary of Franklin Resources, Inc.) 
Information for Determination of Reserve Requirements Pursuant to Rule 15c3-3 of the 
Securities and Exchange Commission 
September 30, 2021  
 
The Company has claimed exemption from Rule 15c3-3 of the Securities and Exchange 
Commission under paragraph (k)(1) of that rule. 
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