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Re: Financial Accounting Standards Board (“FASB”) Statement No.150 – 

Temporary Relief on Calculation of Net Capital 
 
Date:  October 27, 2004 
 
This Regulatory Circular serves as a follow-up to Regulatory Circular 04-59 dated May 
11, 2004 from the Regulatory Services Division (the “Division”) concerning the impact of 
FASB Statement No. 150 – Accounting for Certain Financial Instruments with 
Characteristics of Both Liabilities and Equity (“Statement 150”) on members and 
member organizations.  A copy of Regulatory Circular 04-59 is available at 
www.cboe.org/legal/crlcReg. 
 
The FASB has been the designated organization in the private sector for establishing 
standards of financial accounting and reporting.  FASB is recognized as authoritative by 
the Securities and Exchange Commission (“SEC”).  In May 2003, the FASB released 
Statement 150. 
 
Statement 150 impacts net capital computing members and member organizations by 
requiring them to classify mandatorily redeemable financial instruments as a liability 
rather than as ownership equity when certain conditions are met per the operating 
agreement.  Ownership interests are considered mandatorily redeemable when there is 
an unconditional obligation that requires the issuer to redeem the instrument by 
transferring its cash, assets, or other equity interests to the holder at a specific or 
determinable date or upon an event certain to occur.  The most common event is the 
death or retirement of a shareholder. Statement 150 does not apply to transactions “in 
the normal course of business”, but rather as noted, applies only to “mandatory 
redemptions” upon the occurrence of certain “specific events”.  
 
The Division recommends that capital computing members and member organizations 
review (or have their accountants or attorney review) the relevant organizational 
agreements to determine whether the ownership interests are mandatorily redeemable.  
In those instances where ownership interest is determined to be “mandatory 
redeemable” you are advised that certain language should be substituted such that 
redemptions are not mandatory, but rather conditional upon the existence of certain 
circumstances. Prior to redemption, for example, such redemption could be conditional 
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upon the compliance by the firm with all aspects of Securities and Exchange 
Commission Rule 15c3-1 which generally conditions the withdrawal of capital from 
broker-dealers and obtaining approval of the appropriate “designated examining 
authority”. This change in the relevant organizational agreement should be done so that 
investments subject to such provisions may be classified as ownership equity rather 
than a liability. 
 
When conducting its routine main office examinations, the Department of Financial and 
Sales Practice Compliance will request that net capital computing members and 
member organizations provide it with evidence that a review of the operating agreement 
was performed or an opinion received as to the impact of Statement 150 on the firm’s 
net capital in conformance with the firm’s relevant organizational agreement.  The 
SEC’s temporary relief to net capital computing broker-dealers expires in most cases on 
December 31, 2004. 
 
Questions concerning FASB Statement 150 may be addressed to Robert Gardner at 
(312) 786-7937 or Alan Samuelson at (312) 786-8788. 


