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AFFIRMATION

I, Philip J. Ippolito, affirm that, to the best of my knowledge and belief, the accompanying
statement of financial condition pertaining to CastleOak Securities, L.P. (the “Partnership”), as of
December 31,2019, is true and correct. I further affirm that neither the Partnership nor any partner,
proprietor, principal officer or director has any proprietary interest in any account classified solely
as that of a customer.
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Report of Independent Reyistered Public Accounting Firm

Te the Partners and Management of Castie®@ak Securities, L. ™.
O pinion on the Financial Statement

We have audited the accempanying statement of financial cenditien of Castie®ak Securities, L.®. (the
"Partnership”) as of Becember 31, 2819 and the related netes (the “financial statement™. In eur epinien, the
financial statement presents fairly, in all material respects, the financial pesitien of the ®Partnership at Becember
31,2819, in cenfermity with U.S. generally accepted acceunting principles

Basis for Opinion

This financial statement is the respansibility of the ®artnership's management. @ur respensibility is te express
anepinien eanthe Partnership'sfinancial statement based sn sur audit. VWe are a publicacceunting firm re gistered
with the Public Cempany Acceunting @versight Beard (United States) (PCA®B) and are required te be
independent with respect te the Martnership in accerdance with the U S federal securities laws and the
applicable rules and requlatiens of the Securities and Exchange Cemmissisn and the PCA@B.

We cenducted sur audit in accerdance with the standards of the PCA@B. These standards require that we plan
and perferm the audit te ebtain reasenable assurance abeut whether the financial statement is free of material
misstatement, whether due te errer or fraud. @ur audit included perferming precedures te assess the risks of
material misstatement of the financial statement, whether duete errer or fraud, and perferming precedures that
respend te these risks Such precedures included examining, en a test basis, evidence regarding the ameunts
and disclesures in the financial statement. @ur audit alse included evaluating the acceunting principles used and
significant estimates made by management, as well as evaluating the sverall financial statement presentatien.

We believe that sur audit prevides a reasenable basis for sur spinien.
M ¥ LLP

We have served asthe Partnership's auditer since 2008.

February 28,2028

A member dmm o7 Bre | 8 voung Skeba Umied



CastleOak Securities, L.P.

Statement of Financial Condition

December 31, 2019
(In Thousands)

Assets

Cash and cash equivalents

Cash segregated under federal and other regulations
Receivables from related broker-dealer

Receivables from broker-dealers and clearing brokers
Forgivable loans and receivables from employees, net
Other assets

Total assets

Liabilities, Subordinated Borrowings and Partners’ Capital
Accounts payable and accrued liabilities

Accrued compensation

Payables to related parties

Total liabilities

Commitments and contingencies (Note 6)
Subordinated borrowings
Partners’ capital
General partner
Limited partner
Total partners’ capital

Total liabilities, subordinated borrowings and partners’ capital

See notes to statement of financial condition

$ 3,825
50

2,896

2,824

2,000

300

511985

$ 1,617
139

382

2,738

5,000

2,341
1,906
4.247

$ 11,985




CastleOak Securities, L.P.

Notes to Statement of Financial Condition
December 31, 2019
(In Thousands)

1. General and Summary of Significant Accounting Policies
Description of Business

CastleOak Securities, L.P. (the “Partnership™), is a limited partnership organized under the laws
of the State of Delaware. The Partnership is a registered broker-dealer with the Securities
Exchange Commission (“SEC”). The Partnership is owned by CastleOak Management, LL.C
(55.7%), the managing “General Partner,” and CastleOak Management Holdings, LLC
(“COMH” — 44.3%), the “Limited Partner.”” COMH is a wholly owned subsidiary of Cantor
Fitzgerald, L.P. (“CFLP”).

The Partnership engages primarily in institutional brokerage, specializing in capital markets
issuance, underwriting group participation and private placement of securities, which are
supported by a sales and trading team specializing in equity and fixed income products.

Basis of Presentation

The statement of financial condition are presented in accordance with accounting principles
generally accepted in the United States of America (“U.S. GAAP”).

Use of Estimates

Management makes estimates and assumptions that affect the reported amounts of the assets and
liabilities, and the disclosure of contingent assets and liabilities. Management believes that the
estimates utilized in preparing the statement of financial condition are reasonable. Estimates, by
their nature, are based on judgment and available information. As such, actual results could
differ materially from the estimates included in the statement of financial condition.

Revenue Recognition
Investment Banking

Investment banking includes underwriting public and private offerings of equity/equity-linked
and debt securities in connection with mergers and acquisitions, restructurings and other
transactions. Generally, the Partnership’s underwriting transactions represent a single
performance obligation which is the sale of the customer’s securities. Revenue from these
activities is recognized at a point in time on the trade-date because the Partnership has a present
right to payment for the service performed and the customer has a right to the net cash proceeds.



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

1. General and Summary of Significant Accounting Policies (continued)

As a practical expedient, costs associated with investment banking are expensed as incurred
because contract terms are generally less than one year. Any cost reimbursements are recognized
as revenue when the costs are incurred and the reimbursements are due from the customer.

Principal Transactions

Principal transaction revenues are primarily derived from matched principal transactions,
whereby the Partnership simultaneously agrees to buy securities from one customer and sell
them to another customer. Revenues earned from principal transactions represent the spread
between the buy and sell price of the brokered security, commodity, or derivative. Principal
transaction revenues and related expenses are recognized on a trade-date basis.

Commissions

Commissions revenue is derived from securities and commodities, whereby the Partnership
connects buyers and sellers in the OTC and exchange markets. These transactions result from the
provision of service related to executing transactions for clients. Commissions revenue is
recognized at a point in time on the trade-date, when the customer obtains control of the asset
and can direct the use of, and obtain substantially all of the remaining benefits from the asset.
The Partnership records a receivable between the trade-date and settlement date, when payment
is received.

@ther revenue

Other revenue is derived primarily from providing clients access to a web-based portal in order
to purchase and sell money market funds. The Partnership earns a percentage of the average
daily assets invested per client on the portal, which is managed by a third party. The revenue is
recognized at a point in time when the average daily asset balance is received by the Partnership
after the client has commenced trading. The Partnership records a receivable between the trade-
date and when payment is received.

Cash and cash equivalents

The Partnership considers all highly liquid investments with maturity dates of 98 days or less at
the date of acquisition that are not segregated under regulatory requirements to be cash
equivalents.



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

1. General and Summary of Significant Accounting Policies (continued)
Cash Segregated Under Federal and Other Regulations

Cash segregated under federal and other regulations are segregated for the protection of
customers.

Receivables from Broker-Dealers and Clearing Brokers

Receivables from broker-dealers and clearing brokers represents fees receivable from investment
banking activities and other receivables and margin from unaffiliated clearing brokers.

Receivables from Related Broker-Dealer

Receivables from related broker-dealer represents clearing deposits held at Cantor Fitzgerald &
Co. (“CF&Co™), a registered broker-dealer with the SEC, and subsidiary of CFLP.

Forgivable Loans and Receivables from Employees, net

The Partnership has entered into various agreements with certain of its employees whereby these
individuals receive forgivable loans. These employee forgivable loans are recorded at historical
value and are amortized using the straight-line method over the service period, which is
generally two or three years.

Leases

The Partnership enters into leasing arrangements in the ordinary course of business as a lessee of
office space, data centers and office equipment.

The accounting policies described below were updated pursuant to the adoption of the new U.S.
GAAP standard on Leases and related amendments on January 1, 2019. These policy updates
have been applied prospectively in the Partnership’s statement of financial condition from
January 1, 2019 onward.

The Partnership determines whether an arrangement is a lease at inception. ROU lease assets
represent the Partnership’s right to use an underlying asset for the lease term, and lease liabilities
represent the Partnership’s obligation to make lease payments arising from the lease. Other than
for leases with an initial term of twelve months or less, operating lease ROU assets and liabilities
are recognized at commencement date based on the present value of lease payments over the
lease term. As most leases do not provide an implicit rate, the Partnership uses an incremental

(94)



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

1. General and Summary of Significant Accounting Policies (continued)

borrowing rate based on the information available at commencement date in determining the
present value of lease payments. The operating lease ROU asset also includes any lease
payments made and excludes lease incentives. Lease terms may include options to extend or
terminate the lease when it is reasonably certain that the Partnership will exercise that option.
Lease expense pertaining to operating leases is recognized on a straight-line basis over the lease
term.

Income Taxes

Income taxes are accounted for under U.S. GAAP Accounting Standards Codification (“ASC”)
Topic 740, Incoine Taxes, using the asset and liability method. Deferred tax assets and liabilities
are recognized for the future tax consequences attributable to differences between the statement
of financial condition carrying amounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date. To the extent that it is more likely than not
that deferred tax assets will not be recognized, a valuation allowance would be established to
offset their benefit.

ASC Topic 740, Income Taxes, clarifies the accounting for income taxes by prescribing a “more
likely than not” recognition threshold that a tax position is required to meet before being
recognized in the statement of financial condition. In addition, the guidance clarifies the
measurement of uncertain tax positions, classification of interest and penalties, and requires
additional disclosures on tax reserves.

Recently Adopted Accounting Pronouncements

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). This standard
requires lessees to recognize a right-of-use (“ROU”) asset and lease liability for all leases with
terms of more than 12 months. Recognition, measurement and presentation of expenses will
depend on classification as a finance or operating lease. The amendments also require certain
quantitative and qualitative disclosures. Accounting guidance for lessors is largely unchanged. In
July 2018, the FASB issued ASU 2018-10, Codification Improvements to Topic 842, Leases, to
clarify how to apply certain aspects of the new leases standard. In addition, in July 2018, the
FASB issued ASU 2018-11, Leases (Topic 842), Targeted Improvements, which provides an
additional (and optional) transition method to adopt the new leases standard. Under the new
transition method, a reporting entity would initially apply the new lease requirements at the
effective date and recognize a cumulative-effect adjustment to the opening balance of retained



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

1. General and Summary of Significant Accounting Policies (continued)

eamings in the period of adoption; and provide the required disclosures under ASC 840, Leases
for all prior periods presented. Further, ASU 2018-11 also contains a new practical expedient
that allows lessors to avoid separating lease and associated non-lease components within a
contract if certain criteria are met. In December 2018, the FASB issued ASU 2018-20, Leases
(Topic 842), Narrow-Scope Improvements for Lessors, to clarify guidance for lessors on sales
taxes and other similar taxes collected from lessees, certain lessor costs and recognition of
variable payments for contracts with lease and non-lease components. In March 2019, the FASB
issued ASU 2019-01, Leases (Topic 842), Codification Improvements, to clarify certain application
and transitional disclosure aspects of the new leases standard. The amendments address
determination of the fair value of the underlying asset by lessors that are not manufacturers or
dealers and clarify interim period transition disclosure requirements, among other issues. The
guidance in ASUs 2016-02, 2018-10, 2018-11 and 2018-20 became effective beginning January
1, 2019, with early adoption permitted; whereas the guidance in ASU 2019-01 was effective
beginning January 1, 2020, with early adoption permitted. The Partnership has adopted the
abovementioned standards on January 1, 2019 using the effective date as the date of initial
application. See Note 10-Leases for additional information on the Partnership’s leasing
arrangements.

New Accounting Pronouncements

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments—Credit Losses (Topic
326)—\Measurement of Credit Losses on Financial Instruments, which requires financial assets
that are measured at amortized cost to be presented, net of an allowance for credit losses, at the
amount expected to be collected over their estimated life. Expected credit losses for newly
recognized financial assets, as well as changes to credit losses during the period, are recognized
in earnings. For certain purchased financial assets with deterioration in credit quality since
origination (“PCD assets™), the initial allowance for expected credit losses will be recorded as an
increase to the purchase price. Expected credit losses, including losses on off-balance-sheet
exposures such as lending commitments, will be measured based on historical experience,
current conditions and reasonable and supportable forecasts that affect the collectability of the
reported amount. The new standard became effective for the Partnership beginning January 1,
2020, under a modified retrospective approach, and early adoption is permitted. In November
2018, the FASB issued ASU 2018-19, Codification Improveients to Topic 326, Financial
Instruments—Credit Losses, to clarify that operating lease receivables accounted for under ASC
842, Leases, are not in the scope of the new credit losses guidance, and, instead, impairment of
receivables arising from operating leases should be accounted for in accordance with ASC 842,
Leases. In April 2019, the FASB issued ASU No. 2019-04, Codification Improvements to Topic
326, Financial Instruments—Credit Losses, Topic 815, Derivatives and Hedging, and Topic 825,
Financial Instruments. The ASU makes changes to the guidance introduced or amended by ASU



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

1. General and Summary of Significant Accounting Policies (continued)

No. 2016-13, Financial Instrumments—Credit Losses (Topic 326)—\easurement of Credit Losses
on Financial Instruments. See below for the description of the amendments stipulated in ASU
No. 2019-84. In addition, in May 2019, the FASB issued ASU No. 2019-85, Financial
Instruments—Credit Losses (Topic 326): Targeted Transition Relief. The amendments in this
ASU allow entities, upon adoption of ASU No. 2016-13, to irrevocably elect the fair value
option for financial instruments that were previously carried at amortized cost and are eligible for
the fair value option under ASC 825-10, Financial Instruments: @verall. In November 2019, the
FASB issued ASU No. 2019-11, Codification Improvements to Topic 326, Financial
Instruments—Credit Losses. The amendments in this ASU require entities to include certain
expected recoveries of the amortized cost basis previously written off, or expected to be written
off, in the allowance for credit losses for PCD assets; provide transition relief related to troubled
debt restructurings; allow entities to exclude accrued interest amounts from certain required
disclosures; and clarify the requirements for applying the collateral maintenance practical
expedient. The amendments in ASUs No. 2018-19, 2019-04, 2019-85 and 2019-11 are required
to be adopted concurrently with the guidance in ASU No. 2016-13. The Partnership adopted the
standards on their required effective date beginning January 1, 2020 using a modified
retrospective approach. The adoption of this guidance did not have a material impact on the
Partnership’s statement of financial condition.

In April 2019, the FASB issued ASU No. 2019-04, Codification Improvements to Topic 326,
Financial Instruments—Credit Losses, Topic 815, Derivatives and Hedging, and Topic 825,
Financial Instruments. The ASU amends guidance introduced or amended by ASU No. 2016-13,
Financial Instruments—Credit Losses (Topic 326)—\Veasurement of Credit Losses on Financial
Instruments, ASU No. 2017-12, Derivatives and Hedging (Topic 815): Targeted Improvements
to Accounting for Hedging Activities, and ASU No. 2016-01, Financial Instrumments—@verall
(Subtopic 825-10): Recognition and \leasurement of Financial Assets and Financial Liabilities.
The amendments to ASU No. 2016-13 clarify the scope of the credit losses standard and address
guidance related to accrued interest receivable balances, recoveries, variable interest rates and
prepayments, among other issues. With respect to amendments to ASU No. 2017-12, the
guidance addresses partial-term fair value hedges, fair value hedge basis adjustments, and certain
transition requirements, along with other issues. The clarifying guidance pertaining to ASU No.
2016-01 requires an entity to remeasure an equity security without a readily determinable fair
value accounted for under the measurement alternative at fair value in accordance with guidance
in ASC 820, Fair Value Measurement, specifies that equity securities without a readily
determinable fair value denominated in nonfunctional currency must be remeasured at historical
exchange rates; and provides fair value measurement disclosure guidance. The codification
improvements related to credit losses are required to be adopted concurrently with ASU No.
2016-13 as of January 1, 2020. See above for the impact of adoption of the amendments



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

1. General and Summary of Significant Accounting Policies (continued)

stipulated in ASU No. 2019-04. The hedge accounting standard amendments became effective
for the Partnership as of January 1, 2020, with early adoption permitted, and may be applied
either retrospectively or prospectively, with certain exceptions. The amendments related to the
recognition and measurement guidance became effective for the Partnership as of January 1,
2020, with early adoption permitted, and should be applied prospectively for equity securities
without readily determinable fair value with the remaining amendments to be applied on a
modified-retrospective transition basis by means of a cumulative-effect adjustment to the
opening retained earnings balance as of the date an entity adopted all of the amendments in ASU
No. 2016-01. Management adopted the hedge accounting standard amendments and recognition
and measurement guidance amendments on the required effective date beginning January 1,
2020. The adoption of this guidance did not have a material impact on the Partnership’s
statement of financial condition.

In December 2019, the FASB issued ASU No. 2019-12, /ncome Teaxes (Topic 748): Simplifying
the Accounting for Income Taxes. The ASU is part of the FASB’s simplification initiative; and it
is expected to reduce cost and complexity related to accounting for income taxes by eliminating
certain exceptions to the guidance in ASC 740, [ncoime Texes related to the approach for
intraperiod tax allocation, the methodology for calculating income taxes in an interim period, if
applicable, the allocation of consolidated income tax expense to separate statement of financial
condition of entities not subject to tax and the recognition of deferred tax liabilities for outside
basis differences. The new guidance also simplifies aspects of the accounting for franchise taxes
and enacted changes in tax laws or rates, and clarifies the accounting for transactions that result
in a step-up in the tax basis of goodwill. The new standard will become effective for the
Partnership beginning January 1, 2021 and, with certain exceptions, will be applied
prospectively. Early adoption is permitted. Management is currently evaluating the impact of the
new guidance on the Partnership’s statement of financial condition.

2. Receivable from Broker-Dealers and Clearing Brokers

At December 31, 2019, Receivables from broker-dealers and clearing brokers consisted of the
following:

December 31,2019
Receivables from clearing brokers $ 2,247
Receivables from broker-dealers 577
$ 2,824




CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

2. Receivable from Broker-Dealers and Clearing Brokers (continued)

Receivables from broker-dealers represents fees receivable from investment banking activities.
Receivables from clearing brokers represents other receivables and margin from unaffiliated
clearing brokers.

3. Related Party Transactions

CF&Co provides clearing and settlement services, under contractual agreements, to the
Partnership. In connection with these services, CF&Co collects the brokerage revenue and remits
to the Partnership on a monthly basis. In addition, CF&Co charges fees on a per-ticket basis,
dependent upon the product traded.

CFLP provides the Partnership with administrative services, and other support for which they
charge the Partnership based on the cost of providing such services. Such support includes
allocations for utilization of fixed assets, accounting, treasury, operations, human resources, and
legal services. For the year ended December 31, 2019, the Partnership was charged by affiliates
for such services for which the unpaid balances are included in Payables to related parties in the
Partnership’s statement of financial condition.

The Partnership has a subordinated borrowing with an affiliate. See Note 8 — Subordinated
Borrowings for further detail related to this transaction.

4. Income Taxes

As of December 31, 2019, the Partnership recorded a net deferred tax asset of approximately
$19, which is primarily related to depreciation and accrued compensation. The Partnership had
an effective tax rate of 1.7%, which is different from the NYC UBT statutory rate of 4.0% due
primarily to business income allocated outside of NYC.

The Partnership analyzed its tax positions with respect to applicable income tax issues for open
tax years in each respective jurisdiction and determined that there were no material tax liabilities
as of December 31, 2019. As of December 31, 2019, the Partnership did not accrue any interest
or penalties. The Partnership is not presently under examination for United States federal, state,
and local income tax purposes, and is no longer subject to examination by tax authorities for the
years prior to 2016 in all jurisdictions.

The Partnership is taxed as a U.S. partnership. Under applicable federal and state laws, the
taxable income or loss of a limited partnership is allocated to each partner based upon its
ownership interest. Each partner’s tax status, in turn, determines the appropriate income tax for
its allocated share of taxable income or loss.

10



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)
S. Regulatory Requirements

As a registered broker-dealer, the Partnership is subject to the SEC’s Uniform Net Capital Rule
(SEC Rule 15¢3-1). The Partnership has elected to compute its net capital using the basic method
which requires the maintenance of minimum capital of $250 or 6 2/3% of aggregate
indebtedness. At December 31, 2019, the Partnership had net capital of $6,462 which was $6,212
in excess of its required net capital. The Partnership segregated cash of $50 into a special reserve
account for the exclusive benefit of customers as of December 31, 2019.

6. Commitments and Contingent Liabilities

Legal Matters — In the ordinary course of business, various legal actions are brought and may be
pending against the Partnership. The Partnership is also involved, from time to time, in other
reviews, investigations and proceedings by governmental and self-regulatory agencies (both
formal and informal) regarding the Partnership’s business. Any such actions may result in
judgments, settlements, fines, penalties, injunctions or other relief.

From time to time, the Partnership and its affiliates are involved in litigation, claims and
arbitrations, relating to various employment matters, including with respect to termination of
employment, hiring of employees currently or previously employed by competitors, terms and
conditions of employment and other matters. In light of the competitive nature of the brokerage
industry, litigation, claims and arbitration between competitors regarding employee hiring are
not uncommon.

Legal reserves are established in accordance with FASB guidance on Accounting for
Contingencies, when a material legal liability is both probable and reasonably estimable. Once
established, reserves are adjusted when there is more information available or when an event
occurs requiring a change. The outcome of such items cannot be determined with certainty. The
Partnership is unable to estimate a possible loss or range of loss in connection with specific
matters. Management believes that, based on currently available information, the final outcome
of current pending matters will not have a material adverse effect on the Partnership taken as a
whole.

7. Counterparty Credit Risk
Risks and Uncertainties

The Partnership generates revenues by providing securities brokerage, trading, and underwriting
services to institutional customers. Revenues for these services are transaction based. As a result,
the Partnership’s revenue could vary based on the transaction volume of the global financial
markets.

11



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)
7. Counterparty Credit Risk (continued)

Credit Risk — Credit risk arises from potential non-performance by counterparties. The
Partnership has established policies and procedures to manage the exposure to credit risk. The
Partnership maintains a thorough credit approval process to limit exposure to counterparty risk
and employ stringent monitoring to control the counterparty risk for the matched principal
businesses. The Partnership’s account opening and counterparty approval process includes
verification of key customer identification, anti-money laundering verification checks and a
credit review of financial and operating data. The credit review process includes establishing an
internal rating and any other information deemed necessary to make an informed credit decision,
which may include financials, correspondence, due diligence calls and a visit to the entity’s
premises, as necessary.

Financial Instruments with Off-Balance Sheet Risk — The Partnership enters into TBAs to
facilitate customer transactions and provide an economic hedge for the Partnership’s trading
inventory. Such transactions may expose the Partnership 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 Partnership may be required to purchase or
sell the collateral at prevailing market prices in order to fulfill the customer’s obligations. The
Partnership’s customer financing and securities settlement activities may require the Partnership
to pledge customer securities as collateral in support of various secured financing sources, such
as securities loaned.

Market Risk

Market risk refers to the risk that a change in the level of one or more market prices, rates,
indices or other factors will result in losses for a specified position. The Partnership may allow
certain of its desks to enter into unmatched principal transactions in the ordinary course of
business and hold long and short inventory positions. These transactions are primarily for the
purpose of facilitating clients’ execution needs, adding liquidity to a market or attracting
additional order flow. As a result, the Partnership may have market risk exposure on these
transactions. The Partnership’s exposure varies based on the size of its overall positions, the risk
characteristics of the instruments held and the amount of time the positions are held before they
are disposed of. All positions held longer than intra-day are marked-to-market.

The Partnership attempts to mitigate its market risk on these positions by strict risk limits,
extremely limited holding periods and hedging. However, there is no assurance that these
procedures and limits will be effective at limiting unanticipated losses in the future. Adverse
movements in the securities positions or a downturn or disruption in the markets for these
positions could result in a substantial loss. In addition, principal gains and losses resulting from
these positions could on occasion have a disproportionate effect, positive or negative, on the

12



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)
7. Counterparty Credit Risk (continued)

Partnership’s consolidated financial condition and results of operations for any particular
reporting period.

Operational Risk — In providing a comprehensive array of products and services, the
Partnership 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 Partnership or business
interruption due to systems failures or other events. Operational risk may also include breaches
of the Partnership’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 Partnership could suffer a financial loss as well as reputational damage.

8. Subordinated Borrowings

The Partnership has a subordinated revolving line of credit of up to $5,000 with CF&Co which is
used to facilitate investment banking transactions. The Partnership had an outstanding balance of
$5,000 as of December 31, 2019. The interest rate on this line of credit is 10%. The scheduled
maturity date on the borrowing is July 12, 2020.

The Partnership also has a subordinated revolving line of credit of up to $3,000 with Pershing
LLC, a subsidiary of BNY Mellon. The current rates of interest are alternative base rate
(“ABR”), plus 5% and 1.25% on outstanding and non-outstanding balances, respectively. The
ABR is a fluctuating rate of interest per annum equal to the higher of (a) the rate of interest most
recently announced by the Lender as its “prime rate” and (b) the Federal Funds rate most
recently determined by the Lender plus one half of one percent (0.50%). At December 31, 2019,
there were no outstanding borrowings.

These borrowings are subordinated to the claims of general creditors, approved by Financial
Industry Regulatory Authority (“FINRA™) and other regulators, and are included in the
Partnership’s calculation of net capital and the capital requirements of FINRA 4120.
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Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

9. Revenue from Contracts with Customers

Contract Balances — The timing of the Partnership’s revenue recognition may differ from the
timing of payment by its customers. The Partnership records a receivable when revenue is
recognized prior to payment and the Partnership has an unconditional right to payment.

Alternatively, when payment precedes the provision of the related services, the Partnership
records deferred revenue until the performance obligations are satisfied.

The Partnership had no deferred revenue as of December 31, 2019.

The Partnership had receivables related to revenue from contracts with customers of $577 at

December 31, 2019. The Partnership had no impairments related to these receivables during the
year ended December 31, 2019.

Contract Costs — The Partnership capitalizes costs to fulfill contracts associated with different
lines of its business where the revenue is recognized at a point in time and the costs are
determined to be recoverable. Capitalized costs to fulfill a contract are recognized at the point in
time that the related revenue is recognized.

At December 31, 2019, there were no capitalized costs recorded to fulfill contracts.

10. Leases

The Partnership, acting as a lessee, has operating leases primarily relating to office space and
office equipment. The leases have remaining lease terms of 0.4 years to 0.5 years, some of which
include options to extend the leases in 1 year increments for up to 1 year. Renewal periods are
included in the lease term only when renewal is reasonably certain, which is a high threshold and
requires management to apply judgment to determine the appropriate lease term. Certain leases
also include periods covered by an option to terminate the lease if the Partnership is reasonably
certain not to exercise the termination option. The Partnership recognizes lease expense for its
operating leases on a straight-line basis over the lease term and variable lease expense not
included in the lease payment measurement is recognized as incurred. All leases were classified
as operating leases as of December 31, 2019.

Pursuant to the accounting policy election, leases with an initial term of twelve months or less
are not recognized on the balance sheet.

ASC 842, Leases requires the Partnership to make certain assumptions and judgements in
applying the guidance, including determining whether an arrangement includes a lease,
determining the term of a lease when the contract has renewal or cancelation provisions, and
determining the discount rate.
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Notes to Statement of Financial Condition (continued)
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10. Leases (continued)

The Partnership determines whether an arrangement is or includes a lease at contract inception
by evaluating whether the contract conveys the right to the control the use of an identified asset
for a period of time in exchange for consideration. If the Partnership has the right to obtain
substantially all of the economic benefits from, and can direct the use of, the identified asset for a
period of time, the Partnership accounts for the identified asset as a lease. The Partnership has
elected the practical expedient to not separate lease and non-lease components for all leases other
than real estate leases. The primary non-lease component that is combined with a lease
component is operating expenses such as utilities, maintenance or management fees.

As the rate implicit in the lease is not usually available, the Partnership used an incremental
borrowing rate (“IBR”) based on the information available at the adoption date of the new leases
standard in determining the present value of lease payments for existing leases. The Partnership
elected to use a portfolio approach to IBR, applying corporate bond rates to the leases. The
Partnership calculated the appropriate rates with reference to the lease term and lease currency.
The Partnership will use information available at the lease commencement date to determine the
discount rate for any new leases.

As of December 31, 2019, the Partnership does not have any leases that have not yet commenced
but that create significant rights and obligations.

Supplemental information related to the Partnership’s operating lease is as follows:

Classification in Statement of As of December 31,
Financial Condition 2019
Assets
Operating lease right-of -use assets ~ Other assets A 35
Liabilities
Operating lease liabilities Accounts payable and accrued liabilities $ 43
As of December 31, 2019
Weighted-average remaining lease term
Operating leases (years) 0.5
Weighted-average discount rate
Operating leases 4.6%



CastleOak Securities, L.P.

Notes to Statement of Financial Condition (continued)
December 31, 2019
(In Thousands)

10. Leases (continued)

The following table presents cash flow information related to lease liabilities:

Year Ended
December 31, 2019

Cash paid for obligations included in the
e $ 108
measurement of lease liabilities

11. Subsequent Events

The Partnership has evaluated subsequent events through the date the statement of financial
condition was issued. There have been no material subsequent events that would require
recognition in the statement of financial condition or disclosure in the notes to statement of

financial condition.
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