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PricewaterhouseCoopers LLP
214 N. Tryon Street

Suite 3600

Chariote NC 28202

! Telephone (704) 344 7500

| Facsimile (704) 344 4100

Report of Independent Accountq’nts
i

To the Board of Directors and Sharsholder of
RBC Centura Securities, Inc, ;

In our opinion, the accompanying statement of financial condition pi’eients fairly, in all material
respects, the financial position of RBC Centura Securities, Inc. (the '‘Company”), an indirect wholly-
owned subsidiary of RBC Centura Banks, Inc., at December 31, 2042, in conformity with accounting
principles generally accepted in the United States of America. This financial statement is the
responsibility of the Company’s management; our responsibility is tp express an opinion on this
financial statement based on our audit. We conducted our audit of tHis statement in accordance with
auditing standards generally accepted in the United States of Amerij»a,'which require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statement is free of material
misstatemnent. An audit includes examining, on a test basis, evidenc;re supporting the amounts and
disclosures in the financial statement, assessing the accounting prindiples used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion. '

Prscewraitidiuse loopon | LP

February 14, 2003
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Total assets

Liabilities and Shareholder's Equity

. Liabilities:

Accounts payable and other accrued liabilities
Total liabilities

Commitments and contingencies (Note 8)

Shareholder's equity:

Comimon stock, no par value; 100 shares authorized,

1ssued and outstanding
Additional paid-in capiral
Retained eamings

Total shareholder's equity

Total liabilities and shareholder's equity

The accompanying notes are an integral part of this 1’manc1al staternent.
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FAX NO. 704 686 1495
RBC Centura Securities, Inc.
" (An indirect wholly-owned subsidiary of RBC CenturazBanks Inc.)

Statement of Financial Condition ;
December 31, 2002

Assets !

Cash and cash equivalents $ 9115708
Receivable from clearing broker, net 7,048
Prepaid bonus 22,478
Premises and equipment at cost, less

accurnulated depreciation of $667,827 161,448
Other assets 658,559

9,965,241

770,087
770,087

500,000
766,363
7,928,791

9,195,154

9,965,241
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!
RBC Centura Securities, Inc. L

 (An indirect wholly-owned subsidiary of RBC Centur‘a Banks, Inc.)
Notes to Financial Statement ]
Decembaer 31, 2002 i

06

1. Organization and Basis of Presentation ; |

RBC Centura Securities, Inc. (the “Company”) is a wholly-qwned subsidiary of RBC Centura
Bank (the “Parent””) which is a wholly-owned subsidiary of RBC Centura Banks, Inc. (“RBC
Cenmura"), The Company is incorporated in the state of North Carolina, is registered as a broker-
dealer with the Securities and Exchange Commission (the "SEC") and is a member of the National
Association of Securities Dealers, Inc. (the “NASD"”). The ¢ompany primarnily acts as an
introducing broker-dealer offering & wide range of i mVestmex}t products to retail customers. The
Company executes all of its customers' transactions through 9 clearing broker on a fully disclosed
basis.

During 2002, the Company entered info a plan of reorganizajion to cease the business activities,
operations and management of certain broker-dealer activities. The reorganization was cornpleted
on October 19, 2002 through the closure of customer accounts serviced by the Company’s Series 7
licensed investment brokers. Following the closure of custorper accounts, the Company’s Series 7
licensed investment brokers, along with the closed accounts, were absorbed by RBC Dain
Rauscher, a wholly-owned subsidiary of RBC Centura’s parent.company, Royal Bank of Canada.
In association with the reorganization, the Company received $374,287 for unamortized retention
bonuses paid to Series 7 brokers and $44,341 for fixed assets associated with Series 7 broker
activities. There were no gains or losses associated with this transaction.

2. Summary of Significant Accounting Policies

‘The accounting and reporting ‘policies of the Company are m[accordance with accounting
principles generally accepted in the United States of Amenca,. :

Management Estimates t

The preparation of financial statements in conformity with aci;ouming principles generzlly
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and d{sclosure of contingent liabilities at
the date of the financial statements and the reperted amounts pf revenues and expenses during the
reporting period. Actual results could differ from those estimates.

[

P

Cash and Cash Equivalents

The Company considers all highly liquid investments with an}initial maturity of three months or
less to be cash equivalent including investments in certain money market mutual funds.
Investments are carried at the acquisition price, which approxjmate fair vaJue. Cash and cash
equivalents include cash that is held in 2 non-interest bearing ple:mand deposit account of the
Parent as well as investments in money market mutual funds Spqnsored and advised by a third
party.
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RBC Centura Securities, Inc. ‘
+ (An indirect wholly-owned subsidiary of RBC Centurq Banks, Inc.)
.Notes to Financial Statement
December 31, 2002

a7

Prepaid Bonus -

The Company established an incentive program during 2001 io retain key brokers. These
individuals received a bonus payout during 2001 contingent ypan three years of continuing
employment with the Company. Individuals leaving the company before the three year period
elapses are required to repay the bonus pro-rata according to the portion of the term completed. As
discussed in Note I, the Company received $374,287 from RBC Dain Rauscher as payment for
unamortized bonuses associated with Series 7 brokers absorbgd by RBC Dain Rauscher. The
Company received $34,346 as repayment of forfeited bonuseq under the prepald bonus program
during 2002, |
Premises and Equipment (

Premises and equipment consist of furniture, fixtures and equ;pment and are stated at cost less
accumulated depreciation. Assets are depreciated using the st;ra;ght -line method over their
estimated useful lives which generally range from five to ﬁﬁepn yedrs.

Securities Transactions and Commissions and Fee Revenud
!

Customer securities transactions and the related commissions bnd fee revenues and clearing
expenses are recorded on a settlernent date basis, which does pot differ materially from a trade date
basis. }

Income Taxes ;
The Company accounts for income taxes under Statement of Financial Accounting Standards
No. 109, “Accounting for Income Taxes™ (“SFAS 109). Under SFAS 109, there are twe
components of the income tax provision, current and deferred; The current income tax provision
approximates taxes to be paid or refunded for the applicable period. Balance sheet amounts of
deferred taxes are recognized on the temporary differences berwcen the basis of assets and
liabilities as measured by tax laws and their basis as reported in the financial statements under
accounting principles generally accepted in the United States of America. Deferred tax expense or
benefit is then recognized for the change in deferred tax habllitlcs or assets between periods. The
recognition of deferred tax assets is based on management’s belief that it is more likely than not
that the tax benefit associated with certain temporary dlfferenc?es, operatmg loss carryforwards and
tax credits will be realized.

i
The Company’s operating results are included in the consolidéted federal income tax return of
RBC Centura. The method of allocating federal income tax expense is determined under a tax
allocation agreement between the Company and RBC Centurd, State income taxes are computed
on a separate company basis, :
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RBC Centura Securities, Inc. ' |
" (An indirect wholly-owned subsidiary of RBC CenturaBanks, Inc.)

Notes to Financial Statement :

December 31, 2002

Recently Issued Accounting Pronouncements |
Financial Accounting Standards Board (“FASB”) Interpretatupn No. 45, “Guarantor’s Accounting
and Disclosure Requirements for Guarantees,” (“FIN 45”) wap 1ssued in November 2002. FIN 45
requires that a liability be recognized at the inception of certain guarantees for the fair value of the
obligation, including the ongoing obligation to stand ready to perform over the term of the
guarantee, This new accounting is effective for certain guarantees issued or modified after
December 31, 2002. In addition, FIN 45 requires certain additional disclosures that are primarily
located in Note 4. The Company does not expect the adoptlon of FIN 45 to have a material impact
on its financial condition or results of operations. ;

3. Related Party Transactions

In the ordinary course of business, the Company deals with r.hp Parent and RBC Centura. These
transactions arise in the normal course of business and are summarized below. In addition, certain
employees of the Company participate in employee benefit plqns of RBC Centura as discussed in
Note 6. |

Cash and Cash Equivalents '

At December 31, 2002, the Company had approximately $ 12& 000 of cash held in a non-interest

bearing dernand deposit account at the Parent. ,
i

RBC Centura Services ;

RBC Centura provides certain management and other servicesita the Co}.npany. In addition,

certain operating costs are paid by RBC Centura and billed to the Company.

4. Receivable from Clearing BroKer 1
Receivable from clearing broker represents amounts due for cgomrmssmns and fees earned on
customer transactions, net of clearance and service contract costs These amounts arise through
normal business operations and are current in nature.
The Company has entered into an agreement with a2 U.S. brokir-dealer whereby the broker acts as
the Company’s U.S. clearing broker. The clearing broker exe¢utes the Company’s custormer
transactions, extends margin credit to the Company’s customefs secured by the customers’
securities, clears transactions and acts as custodian, The Company earns commissions as an
introducing broker for the transactions of the customers. The ¢learing broker pays the Company a
fee earned on customer margin balances, and charges the Company for brokerage, clearance,
exchange fees and other service contract costs. The Companyjuses the clearing broker’s systers
to support daily operations. The risk of customers’ failure to settle securities transactions is borne
by the Company. The Company’s exposure to credit risk ¢an beidirectly impacted by volatile
securities markets, which may impair the ability of customers fo satisfy their contractual
obligations. As the clearing broker’s right to charge the Company for customer failure has no
maximum amount and applies to all trades executed on the Company’s behalf, the Company
believes there is no maximum amount assignable to this right, | At December 31, 2002, the
Company has recorded no liabilities with regard to this right. Pqnng 2002, payments made to the
clearing broker related to this right were de minimis. i

|

|

K
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| .
RBC Centura Securities, Inc.
' (An indirect wholly-owned subsidiary of RBC Centuran Banks Inc.)
Notes to Financial Statement \
December 31, 2002 i

{
To mitigate credit risks, the Company has developed credit-mpnitoring procedures and has the
ability to increase required margin levels for certain securities. The Company monitors margin
levels on a daily basis for compliance with regulatory and intgmal guidelines and requests changes
in margin levels, as appropriate. The Company has Lndenmiﬁ,‘ed} the clearing broker against certain
losses, including margin losses, the clearing broker may sustajn from customer accounts
introduced by the Company. Outstanding margin balances hld by the clearing broker related to
the Company’s customers were $420,572 at December 31, 2002. As the clearing broker’s right to
charge the Company for margin losses has no maximum amount and applies to zll customer
margin loans executed on the Company’s behalf, the COmpa.ny believes there is no maximum
amount assignable to this right. At December 31, 2002, the Company has recorded no liabilities
with regard to this right. During 2002, payments made to the iclca.ring broker related to this right
were de minimis. Vo

S. Income Taxes ‘
P

The tax effects of temporary differences that give rise to significant portions of the deferred tax
assets (liabilities), which are included in other assets on the bglance sheet are as follows:

Deferred tax assets;

Pension : ‘ 3 75,100
Depreciation ! 2,400
Other ’ ‘ 6,800

Tota} gross deferred tax assets P 84,300

Deferred tax liabilities:

Other - ‘ (300)
Total gross deferred tax liabilities b : {300)
Net deferred tax assets : $ 84,000

]
-5
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, RBC Centura Securities, Inc.
(An indirect wholly-owned subsidiary of RBC CenturaiBanks, Inc.)
Notes to Financial Statement
December 31, 2002

6.

!
i
Eniployee Benefit Plans '

RBC Centura sponsors a noncontributory, qualified defined benefit pension plan (the “Pension
Plan) covering substantially all full-time employees, including the employees of the Company.
Benefits are determined by applying a benefit ratio o the emnployee’s average compensation for
each year of participation. The costs consist of several compoLems of net pension cost based on
various actuarial assumptions regarding future expectations ugder the plans. Expense is allocated
to the Company based on the relative cost of providing the benefits 1o its employees.

l
RBC Centura also sponsors a defined contribution plan (the “401(k) Plan”), covering substantially
all full-time employees, including the employees of the Comppny. The 401(k) Plan permits
eligible employees to make contributions, with the Company matching 100 percent of
contributions up to 6 percent of the employee’s eligible compensation. The 401(k) Plan is
available for full-time employees after completion of six months consecutive service or for part-
time employees after completion of 1,000 hours of service duzing a consecutive |2-month period.

In addition to providing retirement benefits, RBC Centura pravides health care and life insurance
benefits for active and retired employees. Substantially all of }KBC Centura’s employees may
become eligible for postretirement benefits if they reach early retirement age while employed by
the Company and they have the required number of years of sgrvice. Under RBC Centura’s
current plan, eligible retirees are entitled to a fixed dollar amo’pnt for each year of service.
Additionally, certain current retirees are eligible for different bepefits attributable to prior plans.
The Company had approximately 23 covered employees, :i.nchFding participating part-time
employees, at December 31, 2002. .

i
'
'

Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, “Disclpsure About Fair Value of Financial
Instruments,” requires the disclosure of estimated fair values for financial statements. The
Company’s financial instruments are short-term financial instyuments with carrying amounts’
which approximate fair value. These financial instruments geperally expose the Company to
limited credit risk and are short-term in nature. -

|

i

Commitments and Contingencies

In November 2001, a Statement of Claim was filed with the NASD Office of Dispute Resolution
on behalf of two customers of the Company, The claim allegéd various securities law violations
against the Company, including unsuitability and unauthorizefl trading, as well as a number of
common law claims. The parties sought $1,200,000 in compéngatory damages, plus punitive
damages, costs and attorney fees. In late December 2002, the|Company agreed to settle and pay
$500,000 to the claimants in settlement of all claims. The set{lement is included in accounts
payable and other accrued liabilities in the accompanying statement of financial condition. The
Company is also a defendant in or party to two other pending ! egal actions and is also currently the
subject of certain state and Federal regulatory inquiries. Management believes, based upon the
advice of counsel, that the actions and liability of loss, if any resulting from the final outcome of
these proceedings, will not have a material effect on the Corn;fatuy, in the aggregate.

i
N

-6- I ;
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|
RBC Centura Securities, Inc. 5
*(An indirect wholly-owned subsidiary of RBC Centura Banks Inc.)
Notes to Financial Statement i

Dacember 31, 2002

T

i
As discussed more fully in Note 4, the Company’s clearing brgker has the right to charge the
Company for unsecured losses that result from a customer’s fajlure to complete securities
transactions. Additionally, the Company indemnifies the clearjng broker for losses on margin
accounts of the Company’s customers held by the ¢learing broyﬁer_

9. Concentration of Risk '

|
In the normal course of business, the Company’s customer ancﬂ clearing activities involve the
execution, settlement, and financing of various customer securjti¢s transactions that settle in
accordance with industry practice, which for most securities, i3 currently three business days after
trade date. These activities may expose the Company to off-bglance sheet credit and market risk in
the event the customer or other broker is unable to fulfill its coptractual obligations and the
Company is required to purchase or sell the financial instrument underlying the contract at a loss.
The risk of default depends on the credit worthiness of the cus}omer or issuer of the instrument
held as collateral,

10. Net Capital Requirements :

The Company is subject to the SEC’s Uniform Net Capital Ru!e which requires the maintepance
of minimum net capital and requires that the ratio of aggregate|indebtedness to net capital, both as
defined, shall not exceed 15 to 1. Equity capital may not be withdrawn or cash dividends paid if
the resulting net capital ratio would exceed 10 to 1. At Decer}er 31, 2002, the Company had net

capltal of $8,269,45S which was $8,019,455 in excess of its reguired net capital of $250,000. The

Company’s ratio of aggregate indebtedness to net capital was §.10to 1. -

{
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