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PERSHING LLC

(An Indirect Wholly Owned Subsidiary of 

The Bank of New York Mellon Corporation)

Statement of Financial Condition

June 30, 2017

(Dollars in millions)

    (Unaudited)

Assets

Cash and cash equivalents $ 435   
Cash and qualified securities segregated for regulatory purposes (cash of $3,161 and 5,568   

qualified securities with a contract value of $2,407)
Collateralized financing agreements:

Securities borrowed 8,646   
Securities purchased under agreements to resell 2,770   

Receivables:
Customers 11,343   
Broker-dealers and clearing organizations 3,970   
Affiliates 197   

Intangible assets 17   
Financial instruments owned, at fair value 42   
Other assets 453   

Total assets $ 33,441   

Liabilities and Member’s Equity

Liabilities:
Drafts payable $ 165   
Collateralized financing agreements:

Securities loaned 849   
Securities sold under agreements to repurchase 5,685   

Payables:
Customers 19,508   
Broker-dealers and clearing organizations 2,734   
Affiliates 1,144   

Financial instruments sold, not yet purchased, at fair value 2   
Accounts payable, accrued expenses and other 300   

Total liabilities 30,387   

Member’s equity:
Member’s contributions 913   
Accumulated earnings 2,141   

Total member’s equity 3,054   

Total liabilities and member’s equity $ 33,441   

See accompanying notes to financial statements.
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Notes to Statement Financial Condition 

June 30, 2017 
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2 (continued) 

(1) Organization and Description of Business 

Pershing LLC (the Company) is a single member Delaware Limited Liability Company and a wholly 

owned subsidiary of Pershing Group LLC (the Parent), which is a wholly owned subsidiary of The Bank of 

New York Mellon Corporation (BNY Mellon). 

The Company is registered as a securities broker-dealer with the Securities and Exchange Commission 

(SEC) authorized to engage in fully disclosed and omnibus clearing, sales and trading and brokerage 

services. The Company is a member of the New York Stock Exchange, Inc. (NYSE), Financial Industry 

Regulatory Authority (FINRA), Chicago Board of Options Exchange, Inc., Securities Investor Protection 

Corporation (SIPC), and other regional exchanges. 

(2) Summary of Significant Accounting Policies 

The Company’s statement of financial condition are prepared in accordance with accounting principles 

generally accepted in the United States of America which require the use of management’s best judgment 

and estimates. Estimates and assumptions that affect the reported amounts in the statement of financial 

condition and accompanying notes may vary from actual results. 

(a) Cash and Cash Equivalents 

The Company defines cash and cash equivalents as highly liquid investments with original 

maturities of three months or less. 

(b) Cash and Qualified Securities Segregated for Regulatory Purposes 

The Company defines cash and qualified securities segregated for regulatory purposes as deposits 

that have been segregated in special reserve bank accounts for the benefit of customers and the 

proprietary accounts of brokers (PAB) under Rule 15c3-3 of the SEC. 

(c) Collateralized Financing Agreements 

Securities borrowed and securities loaned are financing arrangements that are recorded at the amount 

of cash collateral advanced or received. For securities borrowed, the Company deposits cash or other 

collateral with the lender. For securities loaned, the Company receives cash collateral that typically 

exceeds the market value of securities loaned. 

Securities sold under agreements to repurchase (repurchase agreements) and securities purchased 

under agreements to resell (resale agreements) are treated as financing arrangements and are carried 

at their contract amount, the amount at which they will subsequently be resold or repurchased, plus 

related accrued interest. Repurchase and resale agreements are typically collateralized by cash or 

government and government agency securities and generally have terms from overnight up to three 

months. The Company nets repurchase agreements and resale agreements in the statement of 

financial condition in accordance with Accounting Standards Codification (ASC) Subtopic 210-20, 

Balance Sheet Offsetting. 
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It is the Company’s policy to take possession of the underlying collateral, monitor its market value 

relative to the amounts due under the agreements and, when necessary, require prompt transfer of 

additional collateral or reduction in the loan balance in order to maintain contractual margin 

protection. In the event of counterparty default, the financing agreement provides the Company with 

the right to liquidate the collateral held. 

 

(d) Receivables and Payables – Broker-Dealers and Clearing Organizations 

Receivables from broker-dealers and clearing organizations include amounts receivable for securities 

not delivered by the Company to a purchaser by the settlement date (fails to deliver), deposits with 

clearing organizations and the Company’s introducing brokers’ margin loans. Payables to broker-

dealers and clearing organizations include amounts payable for securities not received by the 

Company from a seller by the settlement date (fails to receive), clearing deposits from introducing 

brokers and amounts payable to the Company’s introducing brokers. 

(e) Fair Value of Financial Instruments Owned and Sold 

ASC Topic 820, Fair Value Measurements and Disclosures, defines fair value, establishes a 

framework for measuring fair value and requires enhanced disclosures about fair value 

measurements. ASC Topic 820 defines fair value as “the price that would be received to sell an asset 

and paid to transfer a liability in an ordinary transaction between market participants at the 

measurement date.” Under ASC Topic 820, fair value is generally based on quoted market prices. If 

quoted market prices are not available, fair value is determined based on other relevant factors, 

including price activity for equivalent instruments and valuation pricing models. See Note 4 to 

statement of financial condition for disclosures with respect to ASC Topic 820. 

(f) Fixed Assets and Intangibles 

Fixed assets are recorded at cost, net of accumulated depreciation. Depreciation is recorded on a 

straight-line basis over the useful lives of the related assets, generally two to five years. Leasehold 

improvements are amortized on a straight-line basis over the lesser of the lease term or 10 years. For 

internal-use computer software, the Company capitalizes qualifying costs incurred during the 

application development stage. The resulting asset is amortized using the straight-line method over 

the expected life, which is generally five years. All other nonqualifying costs incurred in connection 

with any internal-use software projects are expensed as incurred. 

Identifiable intangible assets are amortized on a straight-line basis over their estimated useful life, 

which is generally 15 years from the date of acquisition and are assessed annually for impairment 

indicators pursuant to the provision of ASC Topic 350, Intangibles – Goodwill and Other, and ASC 

Topic 360, Property, Plant & Equipment. 



PERSHING LLC 

(An Indirect Wholly Owned Subsidiary of 

The Bank of New York Mellon Corporation) 

Notes to Statement Financial Condition 

June 30, 2017 

(Unaudited) 

 

 4  (continued) 

(g) Receivables and Payables - Customers 

Receivables from and payables to customers include amounts due on cash and margin transactions. 

Securities owned by customers are held as collateral for receivables. Customer securities transactions 

are recorded on a settlement date basis, which is generally three business days after trade date. 

Securities owned by customers, including those that collateralize margin or other similar 

transactions, are not reflected in the statement of financial condition. 

(h) Restricted Stock Units 

During the quarter, BNY Mellon issued restricted stock to employees, including certain Company 

employees. The Company accounts for this plan in accordance with ASC Topic 718, Compensation 

– Stock Compensation, and accordingly compensation cost is measured at the grant date based on the 

value of the award and is recognized over the vesting period. 

(i) Income Taxes 

The Company is included in the consolidated federal and combined state and local income tax 

returns filed by BNY Mellon. In addition, the Company files stand-alone tax returns in certain 

jurisdictions including New Jersey. Income taxes are calculated using the modified separate return 

method, and the amount of current tax expense or benefit is either remitted to or received from BNY 

Mellon, pursuant to a tax sharing agreement between BNY Mellon and the Company. 

The Company accounts for income taxes in accordance with ASC Topic 740, Income Taxes, which 

generally requires the recognition of tax benefits or expenses on the temporary differences between 

the financial reporting and the tax basis of the assets and liabilities. If appropriate, deferred tax assets 

are adjusted by a valuation allowance, which reflects expectations of the extent to which such assets 

will be realized. 

In accordance with ASC Topic 740, the Company recognizes the effect of the income tax positions 

only if those positions are more likely than not of being sustained. A tax position that fails to meet a 

more-likely than-not recognition threshold will result in either a reduction of the current and deferred 

tax assets, and/or recording of current or deferred tax liabilities. 
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(3) Receivables from and Payables to Broker-Dealers and Clearing Organizations 

Amounts receivable from and payable to broker-dealers and clearing organizations include the following 

(dollars in millions): 

Receivables:
Brokers and dealers $ 2,872   
Securities failed to deliver 827   
Clearing organizations 271   

Total receivables $ 3,970   

Payables:
Brokers and dealers $ 1,844   
Securities failed to receive 890   

Total payables $ 2,734   

 

(4) Financial Instruments 

ASC Topic 820 applies to all financial instruments that are being measured and reported on a fair value 

basis. This includes those items currently reported in financial instruments owned, at fair value and 

financial instruments sold, not yet purchased, at fair value on the statement of financial condition.  

As defined in ASC Topic 820, fair value is 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. In 

determining fair value, the Company uses various methods including market and income approaches. 

Based on these approaches, the Company utilizes certain assumptions that market participants would use in 

pricing the asset or liability. The Company utilizes valuation techniques that maximize the use of 

observable inputs and minimize the use of unobservable inputs. Based on the observability of the inputs 

used in the valuation techniques, the Company is required to provide the following information according 

to the fair value hierarchy. The fair value hierarchy ranks the quality and reliability of the information used 

to determine fair values. Financial instrument assets and liabilities carried at fair value have been classified 

and disclosed in one of the following three categories: 

Level 1 Quoted market prices in active markets for identical assets or liabilities. 

Level 2 Observable market based inputs or unobservable inputs that are derived from or corroborated 

by market data. 

Level 3 Unobservable inputs that are not corroborated by market data. 

Level 1 primarily consists of financial instruments whose value is based on quoted market prices such as 

listed equities. 
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Level 2 includes those financial instruments that are valued using models or other valuation methodologies 

calibrated to observable market inputs. These models are primarily industry-standard models that consider 

various assumptions, including discount margins, credit spreads, discounted anticipated cash flows, the 

terms and liquidity of the instrument, the financial condition, operating results and credit ratings of the 

issuer or underlying company, the quoted market price of publicly traded securities with similar duration 

and yield, time value, yield curve, default rates, as well as other measurements. In order to be classified as 

Level 2, substantially all of these assumptions would need to be observable in the marketplace and can be 

derived from observable data or supported by observable levels at which transactions are executed in the 

marketplace. The Company did not have any assets or liabilities classified as Level 2 at June 30, 2017 and 

there was no change in Level 2 assets or liabilities during the quarter. 

Level 3 is comprised of financial instruments whose fair value is estimated based on internally developed 

models or methodologies utilizing significant inputs that are unobservable from objective sources. The 

Company did not have any assets or liabilities classified as Level 3 at June 30, 2017 and there was no 

change in Level 3 assets or liabilities during the quarter. 

In determining the appropriate levels, the Company performed an analysis of the assets and liabilities that 

are subject to ASC Topic 820. The following tables present the financial instruments carried at fair value 

as of June 30, 2017 (dollars in millions): 

Assets at fair value as of June 30, 2017

Level 1 Level 2 Level 3 Total

Financial instruments owned, at fair value

Equity Securities 42   —    —    42   

Total assets at 

fair value $ 42   —    —    42   

Liabilities at fair value as of June 30, 2017

Level 1 Level 2 Level 3 Total

Financial instruments sold, not yet purchased

Equity Securities $ 2   —    —    2   

Total liabilities at

fair value $ 2   —    —    2   
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Estimated Fair Value of Financial Instruments Not Carried at Fair Value 

The fair values of the other financial assets and liabilities are considered to approximate their carrying 

amounts because they have limited counterparty credit risk and are short-term, replaceable on demand, or 

bear interest at market rates. 

The table below presents the carrying value and fair value of Pershing LLC’s financial instruments which 

are not carried at fair value (dollars in millions). The table below therefore excludes items measured at fair 

value on a recurring basis presented in the table above. In addition, the table excludes the values of non-

financial assets and liabilities (dollars in millions). 

June 30, 2017

Estimated Carrying

Level 1 Level 2 Level 3 fair value value

Summary of financial instruments:

Assets:

Cash and cash equivalents $ 435   —    —  435   435  

Cash and qualified securities segregated 3,161   2,407     —  5,568   5,568  

for regulatory purposes

Securities borrowed —  8,646   —  8,646   8,646  

Securities purchased under

agreements to resell —  2,770   —  2,770   2,770  

Receivables from customers —  11,343   —  11,343   11,343  

Receivables from broker-

dealers and clearing organizations —  3,970   —  3,970   3,970  

Due from Affiliates —  197   —  197   197  

Other assets —  453   —  453   453  

Total $ 3,596   29,786   —  33,382   33,382  

Liabilities:

Drafts payable $ —  165   —  165   165  

Securities loaned —  849   —  849   849  

Securities sold under —  5,685   —  5,685   5,685  

agreements to repurchase

Payables to customers —  19,508   —  19,508   19,508  

Payables to broker-

dealers and clearing organizations —  2,734   —  2,734   2,734  

Due to Affiliates —  1,144   —  1,144   1,144  

Accounts payable, accrued 

expenses other —  300   —  300   300  

Total $ —  30,385   —  30,385   30,385  
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Fair value can vary from period to period based on changes in a wide range of factors, including interest 

rates, credit quality, and market perceptions of value and as existing assets and liabilities run off and new 

transactions are entered into. 

Offsetting Assets and Liabilities 

The following table presents financial instruments that are either subject to an enforceable netting 

agreement or offset by collateral arrangements.  There were no financial instruments subject to a netting 

agreement for which the Company is not currently netting (dollars in millions). 

Financial assets subject to enforceable master netting agreements

Gross amounts Net assets 

June 30, 2017

Gross assets 

recognized

offset in the 

statement of 

financial 

condition

recognized on 

the statement 

of financial 

condition

(1)

Financial 

instruments

Cash 

collateral 

received Net amount

Securities borrowed $ 8,646  — 8,646  8,383  — 263 

Securities purchased under 5,338  161  5,177  5,141  — 36 

agreements to resell (2)

Total financial assets subject

to enforceable master netting agreement $ 13,984  161  13,823  13,524  — 299 

Financial liabilities subject to enforceable master netting agreements

Gross amounts Net liabilities

Gross

liabilities

recognized

offset in the 

statement of 

financial 

condition

recognized on 

the statement 

of financial 

condition

(1)

Financial 

instruments

Cash 

collateral 

pledged Net amount

Securities loaned $ 865  — 865  832  — 33 

Securities sold under agreements 5,979  161  5,818  5,815  — 3 

to repurchase

Total financial liabilities subject

to enforceable master netting agreement $ 6,844  161  6,683  6,647  — 36 

(1) The total amount reported in financial instruments is limited to the amount of the related instruments presented in the statement
    of financial condition and therefore any over-collateralization of these positions is not included.

(2) Including qualified securities with a contract value of $2,407 recognized on the statement of financial condition.

Gross amounts not offset

Gross amounts not offset
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Repurchase Agreements and Securities Lending 

The following table presents the contract value of repurchase agreements and securities lending 

transactions accounted for as secured borrowings by the type of collateral provided to counterparties. 

Repurchase agreements and securities lending transactions accounted for as secured borrowings at June 30, 2017

Remaining contractual maturity of the agreements

Overnight and 30 days or

(in thousands) continuous Up to 30 days more Total

Repurchase agreements:

U.S. Treasury $ 367,307   $ —  $ —  $ 367,307 

U.S. Government agencies 255,433 55,005 — 310,438 

State and political subdivisions — — 915,658 915,658 

Agency RMBS 1,798,599 244,995 2,757 2,046,351 

Agency commercial MBS 23,069 — — 23,069 

Corporate bonds 199,731 — 1,185,137 1,384,868 

Sovereign debt/sovereign guaranteed — — 65,577 65,577 

Other debt securities — —

Equity securities 449,926 — 368,858 818,784 

Money market funds 344 — 47,013 47,357 

Total repurchase agreements $ 3,094,409   $ 300,000   $ 2,585,000   $ 5,979,409 

Securities Lending:

U.S. Treasury $ —  $ —  $ —  $ —

U.S. Government agencies $ 33,931   $ —  $ —  $ 33,931 

Agency RMBS 90,333 — — 90,333 

Agency commercial MBS 1,841 — — 1,841 

Corporate bonds 69,439 — — 69,439 

Sovereign debt/sovereign guaranteed — — — — 

Equity securities 670,069 — — 670,069 

Total securities loaned $ 865,613   $ —  $ —  $ 865,613 

Total borrowings $ 3,960,022   $ 300,000   $ 2,585,000   $ 6,845,022 

The Company’s repurchase agreements and securities lending transactions primarily encounter risk 

associated with liquidity. The Company is required to pledge collateral based on predetermined terms 

within the agreements. If the Company were to experience a decline in the fair value of the collateral 

pledged for these transactions, additional collateral could be required to be provided to the counterparty, 

thereby decreasing the amount of assets available for other liquidity needs that may arise. 

As of June 30, 2017, the Company has $950 million of collateral related to repurchase agreements that had 

remaining contractual maturities that exceeded 90 days. 
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(5) Fixed Assets 

Fixed assets are included in other assets on the statement of financial condition and consists of the 

following (dollars in millions): 

Capitalized software $ 195   
Leasehold improvements 36
Computer software 22
Computer equipment 10
Other 39

Total 302

Less accumulated depreciation (212)  

Total fixed assets, net $ 90

(6) Third Party Bank Loans and Lines of Credit 

The Company has $1.5 billion in uncommitted lines of credit with non-affiliated banks as of June 30, 2017. 

There were no borrowings against these lines of credit at June 30, 2017. Interest on such borrowings is 

determined at the time each loan is initiated. 

(7) Income Taxes 

The deferred income taxes reflect the tax effects of temporary differences between the financial reporting 

and tax bases of asset and liabilities.  The Company has a gross deferred tax asset of $20.2 million and a 

gross deferred tax liability of $19.9 million at June 30, 2017.  The deferred tax asset is primarily 

attributable to stock compensation and the deferred tax liability is primarily attributable to deferred 

intercompany gain.  The net deferred tax asset is $0.3 million.  The Company has not recorded a valuation 

allowance because the Company believes it is more likely than not that the deferred tax assets will be 

realized. 

Federal and state taxes payable due to BNY Mellon of $60.1 million and $7.1 million, respectively, are 

included in payables to affiliates on the statement of financial condition.  State taxes receivable of $3.0 

million are included in other assets on the statement of financial condition. 

BNY Mellon’s federal consolidated income tax returns are closed to examination through 2013. The 

Company’s New York State income tax return examination has been closed through 2012. The Company’s 

New York City income tax return examination has been closed through 2011. The Company’s New Jersey 

income tax returns are closed to examination through 2011. 

(8) Related Party Transactions 

The Company provides clearing, sales and trading, and brokerage related services to indirect wholly owned 

subsidiaries of BNY Mellon. Balances due from/to these affiliates were approximately $196.2 million and 
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$38.4 million, respectively. They are included in receivables from affiliates and payables to affiliates, 

respectively, on the statement of financial condition.  

The Company has $5.6 billion of unsecured loan facilities with the Parent. At June 30, 2017, there were 

borrowings against the loan facilities of approximately $700 million included in payables to affiliates. The 

Company also has loan agreements with three affiliates. At June 30, 2017, there were borrowings against 

the loans of approximately $126 million, which are included in payables to affiliates.  

Balances due to BNY Mellon for taxes, payroll, technology and leased equipment were $130.1 million and 

are included in payables to affiliates on the statement of financial condition. The Company maintains a 

collateralized financing arrangement with an affiliate associated with repurchase agreements, with the 

maximum facility of $200 million. At June 30, 2017, the Company had entered into repurchase agreements 

with the affiliate totaling $133.5 million, which is included in payables to affiliates on the statement of 

financial condition.  At June 30, 2017, the Company had also entered into securities lending agreements 

with another affiliate totaling $15.3 million, which is included in payables to affiliates on the statement of 

financial condition.   

For the quarter ended June 30, 2017, the Company leased furniture and fixtures and computer and other 

communications equipment from an affiliate. 

Additionally, the Company contracts through certain related parties acting in their role as agents to 

facilitate transactions between the Company and certain principal third parties for securities borrowed and 

tri-party repurchase or reverse repurchase transactions.  Any risk assumed in these transactions is solely 

between the principal third parties and the Company. 

(9) Employee Benefit Plans 

BNY Mellon sponsors a 401(k) plan (the Plan) for its active employees. The Plan offers the Company’s 

employees the opportunity to plan, save and invest for their future financial needs. The Company makes 

periodic contributions to the Plan based on the discretion of management.  
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(10) Pledged Assets and Guarantees 

Under the Company’s collateralized financing arrangements and other business activities, the Company 

either receives or provides collateral. In many cases, the Company is permitted to sell or repledge these 

securities held as collateral.  At June 30, 2017, the fair value of securities received as collateral where the 

Company is permitted to sell or repledge the securities was $41,610 million and the fair value of the 

portion that had been sold or repledged was $23,021 million. The details of these sources and the uses of 

collateral are noted in the below tables (dollars in millions). 

Source of available collateral – received, borrowed or owned:
Financial instruments owned, at fair value $ 44   
Securities borrowed 8,401   
Securities purchased under agreements to resell 5,301   
Margin securities available to sell or re-pledge 27,864   

Total source of collateral $ 41,610

Use of available collateral – re-pledged, loaned or sold:
Financial instruments sold, not yet purchased, at fair value $ 2   
Securities loaned 832   
Securities sold under agreements to repurchase 6,208   
Pledged to clearing corporations 1,020
Short sale covering 12,566
Qualified securities segregated for regulatory purposes 2,393

Total use of collateral $ 23,021

The Company also conducts a fully paid lending program, in which customers agree to make available 

their fully paid securities to be loaned to third parties in exchange for a fee. At June 30, 2017, the fair value 

of the securities borrowed under this program was $132 million and is included in securities borrowed and 

securities loaned on the statement of financial condition and included in the table above. 

Obligations under Guarantees 

The Company has adopted the disclosure and recognition requirements for guarantees in accordance with 

ASC Topic 460, Guarantees, whereby the Company will recognize a liability at the inception of a 

guarantee for obligations it has undertaken in issuing the guarantee, including its ongoing obligation to 

stand ready to perform over the term of the guarantee in the event that certain events or conditions occur. 

The Company provides guarantees to securities clearinghouses and exchanges. Under the standard 

membership agreement, members are required to guarantee the performance of other members. Under the 

agreements, if another member becomes unable to satisfy its obligations to the clearinghouse, other 

members would be required to meet shortfalls. The Company’s liability under these arrangements is not 

quantifiable or limited and could exceed the cash and securities it has posted as collateral. However, 
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management believes the potential for the Company to be required to make payments under these 

arrangements is remote. Accordingly, no contingent liability is carried on the statement of financial 

condition for these arrangements. 

In connection with its securities clearing business, the Company performs securities execution, clearance 

and settlement services on behalf of other broker-dealer clients. Management believes the potential for the 

Company to be required to make unreimbursed payments relating to such services is remote due to the 

contractual capital requirements associated with clients’ activity and the regular review of clients’ capital. 

Accordingly, no contingent liability is carried on the statement of financial condition for these transactions. 

(11) Commitments and Contingences 

As of June 30, 2017, the Company had commitments with twenty five customers to lend a maximum total 

of $2.328 billion for various terms. These commitments consisted of outstanding loans of $2.288 billion, 

and unfunded commitments totaling $40 million. 

The Company has non-cancelable leases for office space and equipment that expire on various dates 

through 2021. At June 30, 2017, minimum future rentals on noncancelable operating leases are as follows 

(dollars in millions): 2018 $22, 2019 $21, 2020 $19 and $18 for the years thereafter. 

The Company is involved in various legal proceedings arising in connection with the conduct of the 

Company’s business. The Company believes that based on currently available information and the advice 

of counsel, the results of all such proceedings in the aggregate, will not have a material adverse effect on 

the Company’s financial condition. The Company intends to defend itself vigorously against all claims 

asserted against it. In accordance with applicable accounting guidance, the Company establishes reserves 

for litigation and settlements when those matters proceed to a stage where they present loss contingencies 

that are both probable and reasonably estimable. In such cases, there may be a possible exposure to loss in 

excess of any amounts accrued. The Company will continue to monitor such matters for developments that 

will affect the amount of the reserve, and will adjust the reserve amount as appropriate. 

(12) Regulatory Requirements 

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule under Rule 15c3-l 

of the Securities Exchange Act of 1934 and has elected to use the alternative method of computing 

regulatory net capital requirements provided for in that Rule. Under the alternative method, the required 

net capital may not be less than two percent of aggregate debit items arising from customer transactions or 

$1.5 million, whichever is greater. At June 30, 2017, the Company’s regulatory net capital of 

approximately $2.28 billion was 13.79% of aggregate debit items and in excess of the minimum 

requirement by approximately $1.95 billion. 

Advances to affiliates, repayment of borrowings, dividend payments to Parent and other equity 

withdrawals are subject to certain notification and other provisions of the Rule 15c3-1 and other regulatory 

bodies. 
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Pursuant to Rule 15c3-3 of the SEC, the Company may be required to deposit in a Special Reserve Bank 

Account, cash or acceptable qualified securities for the exclusive benefit of customers. At June 30, 2017, 

the Company had approximately $5.44 billion of cash and acceptable qualified securities on deposit in 

such accounts. 

As a clearing broker, the Company is required to compute a reserve requirement for the proprietary 

accounts of broker-dealers (the PAB Reserve Formula). As of June 30, 2017, the Company had 

approximately $116 million of cash deposits in cash accounts designated for the exclusive benefit of PAB 

pursuant to Rule 15c3-3 of the SEC. 

(13) Financial Instruments and Related Risks 

(a) Customer Activities 

Certain market and credit risks are inherent in the Company’s business, primarily in facilitating 

customers’ trading and financing transactions in financial instruments. In the normal course of 

business, the Company’s customer activities include execution, settlement, and financing of various 

customer securities, which may expose the Company to both on and off-balance sheet risk in the 

event the customer is unable to fulfill its contractual obligations. 

The Company’s customer securities activities are transacted on either a cash or margin basis. In 

margin transactions, the Company extends credit to customers, which is collateralized by cash and/or 

securities in the customer’s account. In connection with these activities, the Company executes and 

clears customer transactions involving securities sold but not yet purchased and option contracts. The 

Company seeks to control risks associated with its customer activities by requiring customers to 

maintain margin collateral in compliance with various regulatory, exchange and internal guidelines. 

The Company monitors required margin levels daily; pursuant to such guidelines, the Company 

requires the customer to deposit additional collateral or to reduce positions, when necessary. Such 

transactions may expose the Company to significant off-balance sheet risk in the event the collateral 

is not sufficient to fully cover losses which customers may incur. In the event the customer fails to 

satisfy its obligations, the Company may be required to purchase or sell the collateral at prevailing 

market prices in order to fulfill the customer’s obligations. 

The Company’s customer financing and securities settlement activities may require the Company to 

pledge customer securities as collateral in support of various secured financing sources, such as 

securities loaned. Additionally, the Company pledges customer securities as collateral to satisfy 

margin deposits of the Options Clearing Corporation. 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 

obligation. 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 exposures. 
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(b) Credit Risk 

As a securities broker and dealer, the Company is engaged in various securities trading and 

brokerage activities servicing a diverse group of domestic and foreign corporations, governments, 

and institutional and individual investors. A substantial portion of the Company’s transactions is 

executed with and on behalf of institutional investors including other broker-dealers, banks, 

U.S. government agencies, mutual funds, hedge funds and other financial institutions. 

Credit risk is the potential for loss resulting from the default by a counterparty of its obligations. 

Exposure to credit risk is generated by securities and currency settlements, contracting derivative and 

forward transactions with customers and dealers, and the holding in inventory of loans. The 

Company uses various means to manage its credit risk. The creditworthiness of all counterparties is 

analyzed at the outset of a credit relationship with the Company. These counterparties are 

subsequently reviewed on a periodic basis. The Company sets a maximum exposure limit for each 

counterparty, as well as for groups or classes of counterparties. Furthermore, the Company enters 

into master netting agreements when feasible and demands collateral from certain counterparties or 

for certain types of credit transactions. 

(c) Market Risk 

Market risk is the potential loss the Company may incur as a result of changes in the market or fair 

value of a particular financial instrument. All financial instruments are subject to market risk. The 

Company’s exposure to market risk is determined by a number of factors, including size, duration, 

composition and diversification of positions held, the absolute and relative level of interest rates and 

foreign currency exchange rates, as well as market volatility and liquidity. The Company manages 

market risk by setting and monitoring adherence to risk limits. 

Financial instruments sold, not yet purchased represent obligations of the Company to deliver the 

specified security at the contracted price and thereby, create a liability to purchase the security in the 

market at prevailing prices. Accordingly, these transactions result in off-balance sheet risk, as the 

Company’s ultimate obligation to satisfy the sale of financial instruments sold, not yet purchased 

may exceed the amount reflected in the statement of financial condition. 

(d) Operational Risk 

In providing a comprehensive array of products and services, the Company may be exposed to 

operational risk. Operational risk may result from, but is not limited to, errors related to transaction 

processing, breaches of internal control systems and compliance requirements, fraud by employees 

or persons outside the Company or business interruption due to systems failures or the other events. 

Operational risk may also include breaches of the Company’s technology and information systems 

resulting from unauthorized access to confidential information or from internal or external threats, 

such as cyber attacks. Operational risk also includes potential legal or regulatory actions that could 

arise as a result of noncompliance with applicable laws and/or regulatory requirements. In the case of 

an operational event, the Company could suffer a financial loss as well as damage to our reputation. 
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(e) Financial Instruments with Off-Balance-Sheet Risk 

The Company may enter into various transactions involving derivatives and other off-balance sheet 

financial instruments. These financial instruments may include forward foreign exchange contracts 

that are used to meet the needs of customers. Generally, forward foreign exchange contracts 

represent future commitments to purchase or sell foreign currency at specific terms at specified 

future dates.  




