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Assets
Cash and cash equivalents
Restricted cash
Cash and securities on deposit with clearing organizations and for regulatory purposes
Receivables:
Broker/dealers and clearing organizations
Customers
Related parties

$

508,549
1,995,526
7,808,734
43,939,403
85,768,802
22,824,722
152,532,927

Securities owned, at fair value:
Corporate equities

66,932

Furniture, equipment, and leasehold improvements (less accumulated depreciation and
amortization of $10,616,768)
Tax receivables
Other assets
Total assets

$

4,043,416
38,411,561
9,649,593
215,017,238

Liabilities and stockholder’s equity
Term loans

$

1,750,000

Payables:
Broker/dealers and clearing organizations
Customers
Related parties

34,879,204
51,501,973
1,590,870
87,972,047

Accounts payable
Accounts payable and other liabilities
Total liabilities

17,399,962
107,122,009

Stockholder’s equity:
Common stock, $1 par value; 2,500 shares authorized, 2,500 shares issued and outstanding
Additional paid-in capital
Retained deficit
Other comprehensive loss
Total stockholder’s equity
Total liabilities and stockholder’s equity

2,500
130,912,352
(22,865,872)
(153,751)
107,895,229
215,017,238

$

See accompanying notes to consolidated statement of financial condition.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

1. Organization and Summary of Significant Accounting Policies
Nature of Business
Sterne, Agee & Leach, Inc. (SALI or the Company) is a wholly-owned subsidiary of Sterne
Agee, LLC (the Parent) and is a full service, self-clearing broker/dealer registered with the
Securities and Exchange Commission (SEC) and the Financial Industry Regulatory Authority
(FINRA). The Company is engaged in a single line of business as a securities broker/dealer,
which comprises several classes of businesses, including principal transactions, agency
transactions, investment banking and investment advisory services.
Sterne Agee UK, LLP is a London based broker/dealer and wholly-owned subsidiary of the UK
holding company Sterne Agee (UK), Ltd., which in turn is wholly-owned by SALI. Sterne Agee
UK, LLP is authorized by the Financial Conduct Authority (FCA), an independent regulatory
body in the United Kingdom and engages in dealing of debt securities, private debt, and trade
claims with professional clients on a matched principal basis. Sterne Agee UK, LLP received
approval for a broker/dealer withdrawal from the Financial Conduct Authority.
Use of Estimates in Financial Statements
The accounting principles used in preparing the consolidated financial statements conform to
U.S. generally accepted accounting principles (U.S. GAAP) and general practices followed by
brokers/dealers in the securities industry. These principles and practices require management to
make estimates and assumptions about future events. On an ongoing basis, the Company
evaluates its estimates and assumptions, including those related to fair value measurements,
goodwill, income taxes, and contingent liabilities. These estimates and assumptions are based on
management’s best estimates and judgments. Management adjusts such estimates and
assumptions when facts and circumstances warrant. The Company bases its estimates on
historical experience and the current economic environment and on various other assumptions
that are believed to be reasonable under the circumstances, the results of which form the basis for
making judgments about the carrying values of assets and liabilities not readily apparent from
other sources. Fair value measurements and contingent liabilities are potentially subject to
material changes in the near term. Actual results could differ significantly from those estimates.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

1. Organization and Summary of Significant Accounting Policies (continued)
Accounting for Securities Transactions
Securities trading, commissions, and related expenses are recorded on a trade-date basis.
Securities owned, securities sold but not yet purchased, receivables/payables with broker/dealers
and clearing organizations, and customers are recorded on a trade-date basis. Advisory fees and
other fees and services income are recognized in the period in which they are earned. Securities
owned and securities sold but not yet purchased are stated at fair value with unrealized gains and
losses reflected in revenue.
Cash and Cash Equivalents
Cash and cash equivalents include highly liquid investments with original maturities of less than
90 days that are not held for sale in the ordinary course of business.
Restricted Cash
The Company maintains cash balances that are restricted under financial agreements related to
leased space.
Cash and Securities on Deposit with Clearing Organizations and for Regulatory Purposes
Cash and securities on deposit with clearing organizations include cash and securities on deposit
with National Securities Clearing Corporation, Inc., MBS Clearing Corporation, Inc., Depository
Trust & Clearing Corporation, Inc., and Pershing, LLC. Cash on deposit for regulatory purposes
includes cash deposits with Regions Bank.
Securities Borrowing and Lending Activities
Securities borrowed and securities loaned transactions are generally reported as collateralized
financings. Securities borrowed transactions 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 or other collateral in an amount generally in excess of the fair value of securities
loaned. The Company monitors the fair value of securities borrowed and loaned on a daily basis,
with additional collateral obtained or refunded as necessary.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

1. Organization and Summary of Significant Accounting Policies (continued)
Collateral
The Company accepts and pledges collateral in connection with secured financing and other
transactions. Agreements covering these transactions may permit the secured party to sell or
repledge the collateral.
The Company monitors the risk of loss by assessing the fair value of the accepted or pledged as
compared with the related receivable, payable or other collateral exchanged, and requests
additional collateral where deemed appropriate.
Furniture, Equipment, and Leasehold Improvements
Furniture, equipment, and leasehold improvements are recorded at cost. Depreciation of furniture
and equipment and amortization of leasehold improvements are provided on a straight-line basis
over the estimated useful lives of the assets or the terms of the leases, whichever is less.
Furniture is depreciated over a five-year useful life, equipment over a three-year useful life, and
leasehold improvements over the lesser of the remaining lease term or the life of the respective
lease.
Income Taxes
The Company is included in the federal income tax return filed by Stifel Financial Corp. (Stifel).
Federal income taxes are calculated as if the Company filed on a separate return basis, and the
amount of current tax expense or benefit calculated is either remitted to or received from the
Parent. The amount of current taxes payable or refundable and deferred taxes are recognized at
the date of the consolidated statement of financial condition, utilizing currently enacted tax laws
and rates. The asset and liability method is used for recognizing deferred tax assets and
liabilities.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

1. Organization and Summary of Significant Accounting Policies (continued)
Accounting Changes
In February 2013, the Financial Account Standards Board (FASB) issued further guidance on
comprehensive income, reporting amounts reclassified out of accumulated other comprehensive
income. The amendments in the guidance do not change the current requirements for reporting
net income or other comprehensive income in financial statements, but require an entity to report
the effect of significant reclassifications out of accumulated other comprehensive income on the
respective line items in net income if the amount being reclassified is required under U.S. GAAP
to be reclassified in its entirety to net income. For other amounts that are not required under U.S.
GAAP to be reclassified in their entirety to net income in the same reporting period, an entity is
required to cross-reference other disclosures required under U.S. GAAP that provide additional
detail about those amounts. In addition, an entity is required to present, either on the face of the
statement where net income is presented or in the notes, significant amounts reclassified out of
accumulated other comprehensive income by the respective line items of net income. The
Company adopted the provisions of the new guidance on October 1, 2015. The adoption of this
guidance did not have a material impact on the Company’s financial condition.
Accounting Changes Issued Not Currently Effective
In February 2016, the FASB issued further lease guidance which requires lessees to recognize a
right-of-use asset and a lease liability on the balance sheet for all leases with the exception of
short-term leases. For lessees, leases will continue to be classified as either operating or finance
leases in the income statement. Lessor accounting is similar to the current model but updated to
align with certain changes to the lessee model. Lessors will continue to classify leases as
operating, direct financing or sales-type leases. The new standard must be adopted using a
modified retrospective transition and requires application of the new guidance at the beginning
of the earliest comparative period presented. The guidance is effective for fiscal years beginning
after December 15, 2018. Early adoption is permitted. The adoption is not expected to materially
affect the Company’s financial condition.
In January 2016, the FASB issued guidance that will change the income statement impact of
equity investments held by an entity, and the recognition of changes in fair value of financial
liabilities when the fair value option is elected. The guidance is effective for fiscal years
beginning after December 15, 2017. The adoption is not expected to materially affect the
Company’s financial condition.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

1. Organization and Summary of Significant Accounting Policies (continued)
In April 2016, the FASB issued an amendment to revenue standards on identifying performance
obligations. The effective date of the guidance for the Company will be in fiscal year 2018. The
adoption is not expected to materially affect the Company’s financial condition.
In March 2016, the FASB issued an amendment to the principal versus agent standards. This
amendment clarifies that the analysis must focus on whether the entity has control of the goods
or services before they are transferred to the customer. The amendment also provides additional
information about how to apply the control principle when services are provided and when goods
or services are combined with other goods or services. The effective date of the guidance for the
Company will be in fiscal year 2018. The adoption is not expected to materially affect the
Company’s financial condition.
In July 2013, the FASB issued final guidance on the presentation of certain unrecognized tax
benefits in the financial statements. This guidance requires unrecognized tax benefits to be
presented as a decrease in a deferred tax asset for a net operating loss carryforward, similar tax
loss or tax credit carryforward if certain criteria are met. In situations in which a net operating
loss carryforward, a similar tax loss or tax credit carryforward is not available at the reporting
date under the tax law of the jurisdiction or the tax law of the jurisdiction does not require, and
the entity does not intend to use, the deferred tax asset for such purpose, the unrecognized tax
benefit will be presented in the financial statements as a liability and will not be combined with
deferred tax assets. This guidance is effective for periods beginning after December 15, 2015.
The adoption is not expected to materially affect the Company’s financial condition.
In August 2014, the FASB issued new accounting guidance that requires management to
evaluate whether there are conditions and events that raise substantial doubt about an entity’s
ability to continue as a going concern. The guidance is intended to incorporate into U.S. GAAP a
requirement that management perform a going concern evaluation similar to the auditor’s
evaluation required by standards issued by the Public Company Accounting Oversight Board
(PCAOB) and American Institute of Certified Public Accountants (AICPA). The guidance is
effective for all entities for annual periods ending after December 15, 2016 and for annual and
interim periods thereafter. Early application is permitted. The adoption is not expected to
materially affect the Company’s financial condition.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

1. Organization and Summary of Significant Accounting Policies (continued)
In May 2014, the FASB and the International Accounting Standards Board jointly issued a
comprehensive new revenue recognition standard that will supersede nearly all existing revenue
recognition guidance under U.S. GAAP and International Financial Reporting Standards. The
standard’s core principle is that an entity will recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods and services. The guidance may be
applied retrospectively to each prior reporting period presented or retrospectively with the
cumulative effect of initial application recognized at the date of initial application for fiscal years
and interim periods within those years beginning after December 15, 2016. Early application is
not permitted. The Company is in the process of reviewing the potential impact the adoption of
this guidance will have to its financial condition.
In April 2015, the FASB issued guidance which simplifies the presentation of debt issuance costs
by requiring that these costs related to a recognized debt liability be presented in the statement of
financial condition as a direct reduction from the carrying amount of that liability. The guidance
is effective for annual reporting periods beginning after December 15, 2015, including interim
periods within that reporting period. The guidance is required to be applied retrospectively to all
periods presented beginning in the year of adoption. Early adoption is permitted. The adoption is
not expected to materially affect the Company’s financial condition.
2. Cash Segregated and Securities on Deposit for Regulatory Purposes
At March 31, 2016, cash of $2,000 was segregated in special reserve bank accounts for the
exclusive benefit of customers and proprietary accounts of brokers under Rule 15c3-3. No
securities were on deposit for regulatory purposes at March 31, 2016.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

3. Receivables From and Payables to Broker/Dealers and Clearing Organizations
The balances shown as receivables from and payables to broker/dealers and clearing
organizations represent amounts due for securities transactions made in connection with the
Company’s normal trading and borrowing activities. Securities failed to deliver and receive
represent the contract value of securities not delivered or received on the settlement date.
Balances at March 31, 2016, were as follows:
Receivables:
Clearing organizations and other
Securities borrowed
Securities failed to deliver

$

$
Payables:
Clearing organizations and other
Securities loaned
Securities failed to receive

$

$

34,620,723
5,277,940
4,040,740
43,939,403

19,168,944
12,321,200
3,389,060
34,879,204

4. Receivables From and Payables to Customers
The balances shown as receivables from and payables to customers principally represent cash
and margin balances arising in the normal course of business. These receivables are
collateralized by customer securities held by the Company, the value of which is not reflected in
the accompanying consolidated statement of financial condition. At March 31, 2016, there were
no receivables from or payables to customers related to officers and directors of the Company.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

5. Securities Not Readily Marketable
Securities not readily marketable include investment securities (a) for which there is no market
on a securities exchange or no independent publicly quoted market, (b) that cannot be publicly
offered or sold unless registration has been effected under the Securities Act of 1933, (c) that
cannot be offered or sold because of other arrangements, restrictions, or conditions applicable to
the securities or to the Company, or (d) when it can be established that the marketplace can
absorb only a limited number of shares of a security for which a ready market seemingly exists.
At March 31, 2016, securities not readily marketable consisted of $66,932 of equities carried at
estimated fair value.
6. Fair Value Disclosure
The definition of fair value focuses on exit price (i.e., the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date), not the entry price (i.e., the price that would be paid to acquire the asset or
received to assume the liability at the measurement date). Accordingly, fair value is a marketbased measurement, not an entity-specific measurement.
Therefore, the fair value measurement should be determined based on the assumptions that
market participants would use in pricing the asset or liability.
Valuation Hierarchy
The following three-level valuation hierarchy is used for disclosure of fair value measurements
and is based upon the transparency of inputs to the valuation of an asset or liability at the
measurement date. The three levels are defined as follows:
•

Level 1 – Inputs to the valuation methodology are quoted prices (unadjusted) for identical
assets or liabilities in active markets.

•

Level 2 – Inputs to the valuation methodology include quoted prices for similar assets
and liabilities in active markets, and inputs that are observable for the asset or liability,
either directly or indirectly, for substantially the full term of the financial instrument.

•

Level 3 – Inputs to the valuation methodology are unobservable and significant to the fair
value measurement.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

6. Fair Value Disclosure (continued)
A financial instrument’s categorization within the valuation hierarchy is based upon the lowest
level of input that is significant to the fair value measurement. Following is a description of the
valuation methodologies used for assets and liabilities measured at fair value, as well as the
general classification of such assets and liabilities pursuant to the valuation hierarchy.
Securities Owned
Corporate Equities
Exchange-Traded Equity Securities. Exchange-traded equity securities are generally valued
based on quoted prices from the exchange. To the extent these securities are actively traded,
valuation adjustments are not applied, and they are categorized in Level 1 of the fair value
hierarchy. Equity securities not actively traded are typically valued at Level 3.

Assets Measured at Fair Value on a Recurring Basis at March 31, 2016
Quoted Prices
Significant
in Active
Other
Significant
Markets for
Observable Unobservable
Identical Assets
Inputs
Inputs
(Level 1)
(Level 2)
(Level 3)
Assets:
Securities owned, at fair value:
Corporate equities

$
$

-

$
$

- $
- $

66,932
66,932

Balance at
March 31,
2016

$
$

66,932
66,932

Activity in Level 3 assets measured at fair value on a recurring basis for the six months ending
March 31, 2016 was not significant.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

6. Fair Value Disclosure (continued)
Financial Instruments Not Measured at Fair Value
Some of the Company’s financial instruments are not measured at fair value on a recurring basis,
but nevertheless are recorded at amounts that approximate fair value due to their liquid or shortterm nature. Such financial assets and financial liabilities include: cash equivalents, cash and
securities on deposit with clearing organizations and for regulatory purposes, receivables from
broker/dealers and clearing organizations, receivables from customers, payables from
broker/dealers and clearing organizations, payables from customers, and bank loans.
7. Bank Loans
The Company maintains a secured line of credit at a rate of 1.25% plus the Fed Funds rate. At
March 31, 2016, the Company had no borrowings against this line.
The Company maintains a term loan in the amount of $1,750,000 at March 31, 2016, with a rate
of 3.50% plus LIBOR.
The following is a schedule of maturities for the term loans at March 31, 2016:

2016
2017
2018
2019
Total

$

$

300,000
600,000
600,000
250,000
1,750,000
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

8. Income Taxes
Deferred tax assets and liabilities are determined under the asset and liability method based on
the differing bases of assets and liabilities for financial reporting and income tax reporting
purposes using enacted tax rates in effect for the applicable tax periods.
At March 31, 2016, the Company has recorded the following:
Deferred tax assets:
Legal reserve
Bad debt reserve
Net operating loss carryforward
Intangibles
Miscellaneous accruals
Other
Total deferred tax assets
Valuation allowance

Deferred tax liabilities:
Fixed assets
Prepaid expenses
Other
Total deferred tax liabilities
Net deferred tax asset

1,855,700
993,392
537,420
412,596
108,321
503,138
4,410,567
(12,649)
4,397,918

(608,475)
(148,829)
(70,098)
(827,402)
3,570,516
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

8. Income Taxes (continued)
Relevant accounting guidance defines the threshold for recognizing the benefits of tax return
positions in the financial statements as “more likely than not” to be sustained by the taxing
authority. This section also provides guidance on the recognition, measurement, and
classification of income tax uncertainties in interim periods. The liability associated with
unrecognized tax benefits is adjusted periodically due to changing circumstances, such as the
progress of tax audits, case law developments and new or emerging legislation. Such adjustments
are recognized entirely in the period in which they are identified. The income tax provision
includes the net impact of changes in the liability for unrecognized tax benefits. At March 31,
2016 the Company had recorded a reserve for uncertain tax positions in the amount of $953,481,
which is included in accounts payable and other liabilities in the accompanying consolidated
statement of financial condition.
The Company is subject to taxation in the United States and various states and foreign
jurisdictions. The statute of limitation for examination of the federal return is open back to the
2012 tax year. The years open to tax examinations vary in the state jurisdictions where the
company operates but are generally open to either 2011 or 2012.
Management assesses the available positive and negative evidence to estimate if sufficient
taxable income will be generated to permit the use of its deferred tax assets. Specifically, the
Company considers taxable income in the carryback period, the ability of its parent to utilize its
deferred tax assets, reversing temporary differences and projections of future taxable
income. On the basis of this evaluation, as of March 31, 2016, the Company believes that it is
more likely than not that it will be able to recognize its net deferred tax assets, and, therefore,
does not need to record a valuation allowance.
The Company has state net operating loss carryforward assets of approximately
$2,600,000. These net operating loss carryforwards relate to multiple jurisdictions across the
United States – most of which will not expire until 2029 through 2035.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

9. Net Capital
The Company is subject to the SEC’s Uniform Net Capital Rule 15c3-1 (the Rule), which
requires the maintenance of minimum net capital. The Company has elected to use the
alternative method, permitted by the Rule, which requires the Company to maintain minimum
net capital, as defined, equal to the greater of $1,500,000 or 2% of aggregate debit balances
arising from customer transactions, as defined. At March 31, 2016, the Company had net capital
of $27,130,151, which was approximately 23.12% of aggregate debit balances at March 31,
2016. Net capital was $24,783,730 in excess of required net capital at March 31, 2016.
10. Profit Sharing Plan and Trust
The Parent has a defined contribution profit sharing plan (the Plan) covering substantially all of
the Company’s employees.
11. Related-Party Transactions
Affiliates of the Company, in addition to Sterne Agee, LLC, its parent company, include: The
Trust Company of Sterne, Agee, Inc., Sterne Agee Financial Services, Inc., Sterne Agee
Clearing, Inc., Sterne Agee Asset Management, Inc., Sterne Agee Insurance Consulting, Inc.,
Sterne Agee Solutions, Inc., Sterne Agee Advisor Services, Inc., WRP Investments, Inc., P&L
Aviation, Inc., Stifel, Nicolaus & Company, Inc., and Stifel.
Receivables/payables from Stifel and affiliated companies, at March 31, 2016, are included in
related-party receivables and payables in the accompanying consolidated statement of financial
condition and were as follows:
Receivables from related parties
Payables to related parties

$ 22,824,722
1,590,870

In the normal course of business, the Company enters into forgivable and non-forgivable loan
arrangements with certain employees. The net book value at March 31, 2016 was $583,374, net
of valuation allowance of $3,418,835 and is included in other assets on the consolidated
statement of financial condition.
As of March 31, 2016, approximately $25,700,000 of the tax receivable is due from Stifel in
accordance with the consolidated tax filing sharing agreement.
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Sterne, Agee & Leach, Inc.
(An Indirect, Wholly-Owned Subsidiary of Stifel Financial Corp.)

Notes to the Consolidated Statement of Financial Condition (Unaudited)

12. Commitments and Contingencies
The Company leases office space and equipment under operating leases with terms in excess of
one year. The future minimum rental commitments at March 31, 2016, were as follows:
2016
2017
2018
2019
2020
Thereafter

$

956,307
1,138,062
163,823
108,991
36,565
—
$ 2,403,748

The Company, in its capacity as a broker/dealer and underwriter, is subject to litigation and
various claims in the ordinary course of business, as well as regular examination by regulatory
agencies. Management does not expect that resolution of any litigation or regulatory matters will
have a material impact on the Company’s financial position.
13. Financial Instruments with Off-Balance Sheet Risk
In the normal course of business, the Company’s customer activities involve the execution,
settlement, and financing of various customer securities transactions. These activities may
expose the Company to off-balance sheet risk in the event the customer or other broker is unable
to fulfill its contractual obligations and the Company has to purchase or sell the financial
instrument underlying the contract at a loss.
The Company’s customer securities activities are transacted on either a cash or margin basis. In
margin transactions, the Company extends credit to its customers, subject to various regulatory
and internal margin requirements, collateralized by cash and securities in the customers’
accounts. In connection with these activities, the Company executes and clears customer
transactions involving the sale of securities not yet purchased, substantially all of which are
transacted on a margin basis subject to individual exchange regulations.
Such transactions may expose the Company to significant off-balance sheet risk in the event
margin requirements are not sufficient to fully cover losses that customers may incur. In the
event the customer fails to satisfy its obligations, the Company may be required to purchase or
sell financial instruments at prevailing market prices to fulfill the customer’s obligations.
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Notes to the Consolidated Statement of Financial Condition (Unaudited)

13. Financial Instruments with Off-Balance Sheet Risk (continued)
The Company seeks to control the risks associated with its customer activities by requiring
customers to maintain margin collateral in compliance with various regulatory and internal
guidelines. The Company monitors required margin levels daily and, pursuant to such
guidelines, requires the customer to deposit additional collateral or to reduce positions when
necessary.
The Company’s customer financing and securities settlement activities require the Company to
pledge customer securities as collateral in support of various secured financing sources, such as
bank loans and securities loaned. In the event the counterparty is unable to meet its contractual
obligation to return customer securities pledged as collateral, the Company may be exposed to
the risk of acquiring the securities at prevailing market prices in order to satisfy its customer
obligations.
The Company controls this risk by monitoring the market value of securities pledged on a daily
basis and by requiring adjustments of collateral levels in the event of excess market exposure. In
addition, the Company establishes credit limits for such activities and monitors compliance on a
daily basis.
Concentrations of Credit Risk
The Company is engaged in various trading and brokerage activities in which counterparties
primarily include broker/dealers, banks, and other financial institutions. In the event
counterparties do not fulfill their obligations, the Company may be exposed to risk. The risk of
default depends on the creditworthiness of the counterparty or issuer of the instrument. It is the
Company’s policy to review, as necessary, the credit standing of each counterparty.
14. Proprietary Accounts of Brokers
The Company, in its capacity as a clearing broker/dealer, clears transactions for certain
proprietary accounts of brokers (PAB). A broker may only include assets in proprietary accounts
as allowable assets in its net capital computation when the introducing broker and the clearing
broker have entered into a PAB agreement. The Company, in its capacity as a clearing broker,
prepares a reserve computation for the PAB accounts of all its introducing brokers, in accordance
with the customer reserve computation guidelines set forth in Rule 15c3-3. At March 31, 2016,
amounts held on deposit in special reserve bank accounts for the proprietary accounts of
broker/dealers were $1,000.
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Notes to the Consolidated Statement of Financial Condition (Unaudited)

15. Collateral
In the normal course of business, the Company has margin securities, securities borrowed and
securities held on behalf of correspondent brokers, on terms which permit it to repledge the
securities to others. At March 31, 2016, the Company had obtained and had available securities,
on a settlement date basis, with a fair value of $99,289,047 on such terms, of which $21,812,001
have either been pledged or otherwise transferred to others in connection with the Company’s
financing activities or to satisfy commitments under short sales.
16. Offsetting assets and liabilities
Substantially all of the Company’s securities borrowing and securities lending activity are
transacted under master agreements that may allow for net settlements in the ordinary course of
business, as well as offsetting of all contracts with a given counterparty in the event of default by
one of the parties. However, for financial statement purposes, the Company does not net
balances related to these financial instruments.
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Notes to the Consolidated Statement of Financial Condition (Unaudited)

16. Offsetting assets and liabilities (continued)
The following table presents information about the potential effect of rights of offset associated
with the Company’s recognized assets and liabilities as of March 31, 2016.
Gross
Gross
Net Amounts
Amounts of
Amounts
Presesented
Recognized Offset in the
In the
Assets and Consolidated Consolidated
Liabilities Balance Sheet Balance Sheet

Collateral
Received
Or pledged
(Including
Cash)

Net Amount

Assets:
Receivable from broker/dealers and
clearing organizations:
Securities borrowed

$ 5,277,940 $

-

$

5,277,940 $ (5,277,940) $

-

Total

$ 5,277,940 $

-

$

5,277,940 $ (5,277,940) $

-

Liabilities:
Payables to broker/dealers and
clearing organizations:
Securities loaned

$12,321,200 $

-

$ 12,321,200 $ (12,321,200) $

-

Total

$12,321,200 $

-

$ 12,321,200 $ (12,321,200) $

-

17. Subsequent events
The Company evaluates subsequent events that have occurred after the balance sheet date but
before the financials are issued. The Company does not believe there are any material
subsequent events that would require further recognition or disclosure to the consolidated
statement of financial condition.
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