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Key Points
 

• In May 2003, the Financial Accounting Standards Board (“FASB”) released 
Statement No. 150 – Accounting for Certain Financial Instruments with 
Characteristics of Both Liabilities and Equity (“Statement 150”) that required certain 
nonpublic entities to classify mandatorily redeemable financial instruments as 
liabilities. 

 
• As Securities and Exchange Commission (“SEC”) registrants, nonpublic registered 

broker-dealers are subject to Statement 150. 
 
• Since many nonpublic entities are capitalized solely with stock that may be 

redeemable, the effect of Statement 150 on net capital computing broker-dealers 
might cause a broker-dealer to fall below its minimum net capital requirement and/or 
cause its subordinated debt to debt-equity ratio total to increase above the 70% limit. 

 
• The SEC has provided temporary relief for nonpublic broker-dealers to add to its 

regulatory net worth the carrying value of manditorily redeemable financial 
instruments that Statement 150 excludes from equity capital. 

 
• This relief shall apply to nonpublic broker-dealers only through the end of the first 

annual period beginning after December 15, 2003 and shall not apply for fiscal 
periods beginning after December 15, 2004.  This relief will allow the impacted 
broker-dealers the requisite time to analyze the accounting issue and implement any 
necessary changes to its capital structure. 
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• In order to take advantage of the relief granted by the no-action letter, a member 
must advise the Exchange by June 1, 2004 of its intent to rely on the no-action letter. 

 
Discussion 

 
In May 2003, the FASB released Statement 150.  One of the primary requirements of 
Statement 150 is the need for certain nonpublic entities to reclassify mandatorily 
redeemable financial instruments, generally defined as ownership interests in the 
issuing entity with mandatory redemption features, as liabilities.  The FASB believes 
that reclassification is necessary because the instrument imposes a cost on the issuing 
entity to the benefit of the instrument holder and the holder’s interest in the issuing entity 
is contrary to those of an owner.  The effective date of Statement 150 is the first fiscal 
year starting after December 15, 2003. 
 
As SEC registrants, nonpublic registered broker-dealers are subject to Statement 150. 
Partnership, limited liability company and corporate capital accounts which have 
clauses in their agreements that require mandatory redemption of capital upon a certain 
event occurring, such as the death or retirement of a shareholder or in the case of Joint 
Back Office participants, redemption of its non-voting preferred stock, will have to reflect 
these capital accounts as liabilities for FOCUS reporting purposes.  Since many 
nonpublic entities are capitalized solely with stock that may be redeemable, the effect of 
Statement 150 on net capital computing broker-dealers might cause a broker-dealer to 
fall below its minimum net capital requirement and/or cause its subordinated debt to 
debt-equity ratio total to increase above the 70% limit. 
 
On February 19, 2004, the SEC issued a no-action letter in response to the Securities 
Industry Association Capital Committee’s request for temporary relief from certain 
provisions of the net capital rule (see attachment).  The SEC has provided temporary 
relief for nonpublic broker-dealers to add to its regulatory net worth the carrying value of 
manditorily redeemable financial instruments that Statement 150 excludes from equity 
capital.  This amount would be added back to net worth could also be treated as equity 
in determining a broker-dealer’s compliance with the debt to debt-equity ratio.  This 
relief shall apply to nonpublic broker-dealers only through the end of the first annual 
period beginning after December 15, 2003 and shall not apply for fiscal periods 
beginning after December 15, 2004.  This relief will allow the impacted broker-dealers 
the requisite time to analyze the accounting issue and implement any necessary 
changes to its capital structure. 
 
For FOCUS reporting purposes, broker-dealers should reflect the value of the 
manditorily redeemable ownership interest on line 24.B., “Notes and mortgages payable 
– Secured” (items 1390/1700 for Part II files) or line 18.B. (items 1390/1700 for Part IIA 
filers).  Broker-dealers electing the alternative net capital requirement method should 
only reflect the amount on line 1700.  Add backs to net worth in computing net capital 
should be reflected as “Other Allowable Credits” on line 4.B item 3525 in the 
computation of net capital for both Part II and Part IIA. 
 



In order to take advantage of the relief granted by the no-action letter, a member 
must advise the Exchange of its intent to rely on the no-action letter.  This notice 
of intent must be in writing to the Department of Financial and Sales Practice 
Compliance and received by June 1, 2004.  The Exchange encourages members 
impacted by Statement 150 to discuss the issue with its outside accountants 
and/or legal counsel. 
 
Questions concerning Statement 150 may be addressed to Robert Gardner at (312) 
786-7937 or Alan Samuelson at (312) 786-8788. 



 



 



 

 


