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(b) CONDITIONS REGARDING REPORTING REQUIREMENTS

File reports with the Commission in accordance with the following:

1) If it is not an ultimate holding company that has a principal regulator, as that term
is defined in § 240.15¢3-1(c)(13), the ultimate holding company shall file with the Commission:

Q) A report as of the end of each month, filed not later than 30 calendar days after
the end of the month. A monthly report need not be filed for a month-end that coincides with a
fiscal quarter-end. The monthly report shall include:

(A) A consolidated balance sheet and income statement (including notes to the
financial statements) for the ultimate holding company and statements of allowable capital and
allowances for market, credit, and operational risk computed pursuant to paragraph (a) of this
Appendix G, except that the consolidated balance sheet and income statement for the first month
of the fiscal year may be filed at a later time to which the Commission agrees (when reviewing
the affiliated broker’s or dealer’s application under § 240.15c3-1e(a)). A statement of
comprehensive income (as defined in § 210.1-02 of Regulation S—X of this chapter) shall be
included in place of an income statement, if required by the applicable generally accepted
accounting principles.

(B) A graph reflecting, for each business line, the daily intra-month VaR;

(C)  Consolidated credit risk information, including aggregate current exposure and
current exposures (including commitments) listed by counterparty for the 15 largest exposures;

(D)  The 10 largest commitments listed by counterparty;

(E)  Maximum potential exposure listed by counterparty for the 15 largest exposures;

(F)  The aggregate maximum potential exposure;

(G) A summary report reflecting the geographic distribution of the ultimate holding
company’s exposures on a consolidated basis for each of the top ten countries to which it is

exposed (by residence of the main operating group of the counterparty); and

(H)  Certain regular risk reports provided to the persons responsible for managing
group-wide risk as the Commission may request from time to time;

SEA Rule 15¢3-1g(b)(1)(i)(H)

© 2018 Financial Industry Regulatory Authority, Inc.



1612

(b)(1) CONDITIONS REGARDING REPORTING REQUIREMENTS (continued)

(i) A quarterly report as of the end of each fiscal quarter, filed not later than 35
calendar days after the end of the quarter. The quarterly report shall include, in addition to the
information contained in the monthly report as required by paragraph (b)(1)(i) of this Appendix
G, the following:

(A)  Consolidating balance sheets and income statements for the ultimate holding
company. The consolidating balance sheet must provide information regarding each material
affiliate of the ultimate holding company in a separate column, but may aggregate information
regarding members of the affiliate group that are not material affiliates into one column.
Statements of comprehensive income (as defined in 8§ 210.1-02 of Regulation S—X) shall be
included in place of an income statement, if required by the applicable generally accepted
accounting principles;

(B)  The results of backtesting of all internal models used to compute allowable capital
and allowances for market and credit risk indicating, for each model, the number of backtesting
exceptions;

(C) A description of all material pending legal or arbitration proceedings, involving
either the ultimate holding company or any of its affiliates, that are required to be disclosed by
the ultimate holding company under generally accepted accounting principles;

(D)  The aggregate amount of unsecured borrowings and lines of credit, segregated
into categories, scheduled to mature within twelve months from the most recent fiscal quarter as
to each material affiliate; and

(E) For a quarter-end that coincides with the ultimate holding company’s fiscal year-
end, the ultimate holding company need not include consolidated and consolidating balance
sheets and income statements (or statements of comprehensive income, as applicable) in its
quarterly reports. The consolidating balance sheet and income statement (or statement of
comprehensive income, as applicable) for the quarter-end that coincides with the fiscal year-end
may be filed at a later time to which the Commission agrees (when reviewing the affiliated
broker’s or dealer’s application under § 240.15c3-1e(a));
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(b)(1) CONDITIONS REGARDING REPORTING REQUIREMENTS (continued)

(iii)  An annual audited report as of the end of the ultimate holding company’s fiscal
year, filed not later than 65 calendar days after the end of the fiscal year. The annual report shall
include:

(A)  Consolidated financial statements for the ultimate holding company audited by a
registered public accounting firm, as that term is defined in Section 2(a)(12) of the Sarbanes-
Oxley Act of 2002 (15 U.S.C. 7201 et seq.). The audit shall be made in accordance with the rules
promulgated by the Public Company Accounting Oversight Board. The audited financial
statements must include a supporting schedule containing statements of allowable capital and
allowances for market, credit, and operational risk computed pursuant to paragraph (a) of this
Appendix G; and

(B) A supplemental report entitled “Accountant’s Report on Internal Risk
Management Control System” prepared by a registered public accounting firm, as that term is
defined in Section 2(a)(12) of the Sarbanes-Oxley Act of 2002 (15 U.S.C. 7201 et seq.),
indicating the results of the registered public accounting firm’s review of the ultimate holding
company’s compliance with 8 240.15c3-4. The procedures are to be performed and the report is
to be prepared in accordance with procedures agreed upon by the ultimate holding company and
the registered public accounting firm conducting the review. The agreed upon procedures are to
be performed and the report is to be prepared in accordance with rules promulgated by the Public
Company Accounting Oversight Board. The ultimate holding company must file, before
commencement of the initial review, the procedures agreed upon by the ultimate holding
company and the registered public accounting firm with the Division of Market Regulation,
Office of Financial Responsibility, at Commission’s principal office in Washington, DC. Before
commencement of each subsequent review, the ultimate holding company must notify the
Commission of any changes in the procedures;

(iv)  An organizational chart, as of the ultimate holding company’s fiscal year-end,
concurrently with its quarterly report for the quarter-end that coincides with its fiscal year-end.
The ultimate holding company must provide quarterly updates of the organizational chart if a
material change in the information provided to the Commission has occurred;
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(b) CONDITIONS REGARDING REPORTING REQUIREMENTS (continued)

(@) If the ultimate holding company is an entity that has a principal regulator, as that
term is defined in § 240.15c¢3-1(c)(13), the ultimate holding company must file with the
Commission:

() A quarterly report as of the end of each fiscal quarter, filed not later than 35
calendar days after the end of the quarter, or a later time to which the Commission may agree
upon application. The quarterly report shall include:

(A)  Consolidated (including notes to the financial statements) and consolidating
balance sheets and income statements for the ultimate holding company. Statements of
comprehensive income (as defined in § 210.1-02 of Regulation S—X) shall be included in place
of income statements, if required by the applicable generally accepted accounting principles;

(B)  Its most recent capital measurements computed in accordance with the standards
published by the Basel Committee on Banking Supervision, as amended from time to time, as
reported to its principal regulator;

(C)  Certain regular risk reports provided to the persons responsible for managing
group-wide risk as the Commission may request from time to time; and

(D)  For a quarter-end that coincides with the ultimate holding company’s fiscal year-
end, the ultimate holding company need not include consolidated and consolidating balance
sheets and income statements (or statements of comprehensive income, as applicable) in its
quarterly reports. The consolidating balance sheet and income statement (or statement of
comprehensive income, as applicable) for the quarter-end that coincides with the fiscal year-end
may be filed at a later time to which the Commission agrees (when reviewing the affiliated
broker’s or dealer’s application under § 240.15c3-1e(a)).

(i) An annual audited report as of the end of the ultimate holding company’s fiscal
year, filed with the Commission when required to be filed by any regulator;
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(b) CONDITIONS REGARDING REPORTING REQUIREMENTS (continued)

(3) The reports that the ultimate holding company must file in accordance with
paragraph (b) of this Appendix G will be considered filed when two copies are received at the
Commission’s principal office in Washington, DC. A person who files reports pursuant to this
section for which he or she seeks confidential treatment may clearly mark each page or
segregable portion of each page with the words “Confidential Treatment Requested.” The copies
shall be addressed to the Division of Market Regulation, Risk Assessment Group; and

4) The reports that the ultimate holding company must file with the Commission in
accordance with paragraph (b) of this Appendix G will be accorded confidential treatment to the
extent permitted by law.

(NEXT PAGE IS 1621)

SEA Rule 15¢3-1g(b)(4)

© 2018 Financial Industry Regulatory Authority, Inc.



3232

(d  ANNUAL REPORTS (continued)

@) FINANCIAL REPORT

The financial report must contain:

Q) A Statement of Financial Condition, a Statement of Income, a Statement of Cash
Flows, a Statement of Changes in Stockholders’ or Partners’ or Sole Proprietor’s Equity, and a
Statement of Changes in Liabilities Subordinated to Claims of General Creditors. The statements
must be prepared in accordance with U.S. generally accepted accounting principles and must be
in a format that is consistent with the statements contained in Form X-17A-5 (8§ 249.617 of this
chapter) Part Il or Part IIA. If the Statement of Financial Condition filed in accordance with
instructions to Form X-17A-5, Part Il or Part 1lA, is not consolidated, a summary of financial
data, including the assets, liabilities, and net worth or stockholders’ equity, for subsidiaries not
consolidated in the Part Il or Part 1A Statement of Financial Condition as filed by the broker or
dealer must be included in the notes to the financial statements reported on by the independent
public accountant.

Note 1 to paragraph (d)(2)(i): If there is other comprehensive income in the period(s) presented,
the financial report must contain a Statement of Comprehensive Income (as defined in § 210.1-
02 of Regulation S—X of this chapter) in place of a Statement of Income.

(i) Supporting schedules that include, from Part 1l or Part I1A of Form X-17A-5 (8
249.617 of this chapter), a Computation of Net Capital Under § 240.15¢3-1, a Computation for
Determination of the Reserve Requirements under Exhibit A of § 240.15¢3-3, and Information
Relating to the Possession or Control Requirements Under § 240.15c¢3-3.

(iii)  If either the Computation of Net Capital under 8 240.15c3-1 or the Computation
for Determination of the Reserve Requirements Under Exhibit A of § 240.15¢3-3 in the financial
report is materially different from the corresponding computation in the most recent Part Il or
Part IlA of Form X-17A-5 (8§ 249.617 of this chapter) filed by the broker or dealer pursuant to
paragraph (a) of this section, a reconciliation, including appropriate explanations, between the
computation in the financial report and the computation in the most recent Part 11 or Part I1A of
Form X-17A-5 filed by the broker or dealer. If no material differences exist, a statement so
indicating must be included in the financial report.

SEA Rule 17a-5(d)(2)(iii)
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(d)(2)(iii) ANNUAL REPORTS (continued)

/01 Reconciliation of FOCUS Report to the Annual Audit

If a broker-dealer files an amended FOCUS report (as of its audit date) that varies
materially from the original FOCUS report, a reconciliation and explanation of material
differences between the amended report and the original report must be filed. The
reconciliation should include at a minimum the original and amended amounts and an
explanation of the differences. The audit report may be reconciled with the amended
FOCUS report and a statement as to whether any material differences are noted and the
date of the amended FOCUS filing must be included.

(SEC Letter to NYSE, April 24, 1987) (No. 94-6, December 1994)
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(d  ANNUAL REPORTS (continued)

(3) COMPLIANCE REPORT

() The compliance report must contain:
(A)  Statements as to whether:

1) The broker or dealer has established and maintained Internal Control Over
Compliance as that term is defined in paragraph (d)(3)(ii) of this section;

(@) The Internal Control Over Compliance of the broker or dealer was effective
during the most recent fiscal year;

3 The Internal Control Over Compliance of the broker or dealer was effective as of
the end of the most recent fiscal year;

(4)  The broker or dealer was in compliance with 8§ 240.15c3-1 and 240.15¢3-3(e) as
of the end of the most recent fiscal year; and

5) The information the broker or dealer used to state whether it was in compliance
with 88 240.15¢3-1 and 240.15c3-3(e) was derived from the books and records of the broker or
dealer.

(B)  If applicable, a description of each material weakness in the Internal Control Over
Compliance of the broker or dealer during the most recent fiscal year.

(C)  If applicable, a description of any instance of non-compliance with 8§ 240.15¢3-1
or 240.15c3-3(e) as of the end of the most recent fiscal year.

(i) The term Internal Control Over Compliance means internal controls that have the
objective of providing the broker or dealer with reasonable assurance that non-compliance with 8
240.15c¢3-1, § 240.15c¢3-3, § 240.17a-13, or any rule of the designated examining authority of the
broker or dealer that requires account statements to be sent to the customers of the broker or
dealer (an “Account Statement Rule”) will be prevented or detected on a timely basis.

SEA Rule 17a-5(d)(3)(ii)
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(d)(3) ANNUAL REPORTS; COMPLIANCE REPORT (continued)

(iti)  The broker or dealer is not permitted to conclude that its Internal Control Over
Compliance was effective during the most recent fiscal year if there were one or more material
weaknesses in its Internal Control Over Compliance during the most recent fiscal year. The
broker or dealer is not permitted to conclude that its Internal Control Over Compliance was
effective as of the end of the most recent fiscal year if there were one or more material
weaknesses in its internal control as of the end of the most recent fiscal year. A material
weakness is a deficiency, or a combination of deficiencies, in Internal Control Over Compliance
such that there is a reasonable possibility that non-compliance with §8 240.15¢3-1 or 240.15c3-
3(e) will not be prevented or detected on a timely basis or that non-compliance to a material
extent with § 240.15¢3-3, except for paragraph (e), § 240.17a-13, or any Account Statement Rule
will not be prevented or detected on a timely basis. A deficiency in Internal Control Over
Compliance exists when the design or operation of a control does not allow the management or
employees of the broker or dealer, in the normal course of performing their assigned functions,
to prevent or detect on a timely basis non-compliance with § 240.15¢3-1, § 240.15c3-3, §
240.17a-13, or any Account Statement Rule.

4) EXEMPTION REPORT

The exemption report must contain the following statements made to the best knowledge
and belief of the broker or dealer:

() A statement that identifies the provisions in 8 240.15c¢3-3(k) under which the
broker or dealer claimed an exemption from § 240.15¢3-3;

(i) A statement that the broker or dealer met the identified exemption provisions in §
240.15c3-3(k) throughout the most recent fiscal year without exception or that it met the
identified exemption provisions in § 240.15¢3-3(k) throughout the most recent fiscal year except
as described under paragraph (d)(4)(iii) of this section; and

(iii)  If applicable, a statement that identifies each exception during the most recent
fiscal year in meeting the identified exemption provisions in 8 240.15c¢3-3(k) and that briefly
describes the nature of each exception and the approximate date(s) on which the exception
existed.
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(d  ANNUAL REPORTS (continued)

(5) The annual reports must be filed not more than sixty (60) calendar days after the
end of the fiscal year of the broker or dealer.

(6) The annual reports must be filed at the regional office of the Commission for the
region in which the broker or dealer has its principal place of business, the Commission’s
principal office in Washington, DC, the principal office of the designated examining authority
for the broker or dealer, and with the Securities Investor Protection Corporation (“SIPC”) if the
broker or dealer is a member of SIPC. Copies of the reports must be provided to all self-
regulatory organizations of which the broker or dealer is a member, unless the self-regulatory
organization by rule waives this requirement.
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