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A. REGISTRANT IDENTIFICATION
NAME OF BROKER-DEALER: P. R. Gilboy & Associates, Inc. OFFICIAL USE ONLY
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.}) FIRM 1.D. NO.

1936 Weddington Road

{No. and Street)

Matthews NC 28104
(City) (State) {Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Debra A. Gilboy 704-844-8665

{Area Code - Telephane Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Rcport®

Dixon Hughes PLLC

(Name - if individual, siate last, first. middie name)

6525 Morrison Blvd., Suite 516 Charlotte NC 28211
(Address) {City) {State) (Zip_Codel
CHECK ONE: PROCESSED
)
B Cerified Public Accountunt JUN ’
O Public Accountant 3 2007
1 Accountant not resident in United States or anv of its possessions. ;‘R’gm{inN
CIAL

FOR OFFICIAL USE ONLY

=Claims jor exemption from ihe requirement that the annual report be covered by the opinion of an independent public accountant
miist be supported by a siatement of facts and circumstances relied on as the hasis jor the exemption. See Section 240.17a-Ste)f2)
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OATH OR AFFIRMATION

1, ’Debfo\ /Q 6,/5()‘/1 , swear (or affirm) that, to the best of

my kpowlédgc and ?i’;ieflhc accompanying financal statement and supporting schedules pertaining to the firm of
of

(‘): VALY S3GCIa D el , as
ﬂnrl I Ry ,20¢)7___. are true and correct. | further swear (or affirm) that
neither the company nor any partaer, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

Ll [
ignature

LGV Cr
Title

Ny Commission
NAVINCHANDRA AMIN

NOTARY PUBLIC _
Mecklenburg Courty, Narth Caroling

MMIU_—,'.‘E'.MI'\MGIW

Notary Public

This report *= contains {check all applicable boxes):

& (a) Facing Page.

O (b) Statement of Financial Condition.

0 (c) Statement of Income (Loss).

{3 (d) Statement of Changes in Financial Condition.

O (e) Statemem of Changes in Stockholders™ Equity or Partners' or Sole Proprietors” Capital.

0 (O Statement of Changes in Liabilities Subordinated to Claims of Credizors.

0 (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requiremenis Pursuant to Rule 13¢3-3.

O (i) [nformation Relating to the Possession or Control Requirements Under Rule 15¢3-2.

O ) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 13¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 13¢3-3.

O

||

a

{k} A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to metheds of
consolidation.

{1} An Qath or Affirmation.
{m) A copy of the SIPC Supplemental Report.
0 (n) Areportdescribingany material inadequacies found to exist or found to have existed since the date of the previous audit.

2 For conditions of confidential treqiment of certain portions of this filing, see section 240.17a-3(e}(3).
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June 21, 2004

Mr. Philip Gilboy. President
P.R. Gilboy & Associates, Inc.
1036 Weddington Road
Mathews, NC 28104

Dear Phil,

Enclosed is an executed copy of the Fully Disclosed Clearing Agreement and a Schedule A
between PR, Gitboy & Associaes, Inc. and Southwest Securities. Inc. Please retain this copy tor

vour records.

Phil. we appreciate vour business. and we look forward to the continued relationship with vour
I,

Stould you have any guestions. please do not hesitite o contact me al 214/829-9100.
Stwerely yours.

SOL’TI-lWFTS‘T SECURITIES. INC.
! Lo )

li.'-"- I ) . '|f? n, -
_,'(‘J'\d'lv \J' 5 _Li.!-‘vk_. L —
Lana Giaudrone
Senivt Vice President
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VHEREAS, Correspondent is in the process of registering or is registered with the
Securities Exchange Commission (“SEC”) as a broker-dealer of securities in accordance with
Section 15(b) of the Securities and Exchange Act of 1934 (the “Act”) and is applying for
membership or is a member of the National Association of Securities Dealers, Inc. (“NASD"),
and desires to enter into an agreement with Southwest for Southwest to clear and maintain
customer accounts on behalf of Correspondent; and

WHEREAS, Southwest meets all requirements of the SEC to function as a clearing
broker or dealer, and desires to enter into an agreement to clear and maintain cash, margin or
other accounts (“Accounts™) for Correspondent or customers of Correspondent (“Customers”),
(such Accounts of Correspondent and Customers being hereinafter referred to as “Correspondent
Accounts” and “Customer Accounts,” respectively).

NOW, THEREFORE, in consideration of the mutual covenants contained herein, and of
guarantee of this Agreement by any guaranior(s), and for other good and valuable consideration
the receipt and sufficiency of which is hereby acknowledged, the parties agree as follows:

l. REPRESENTATIONS AND WARRANTIES; AGENCY RELATIONSHIP

(a) Representations and Warranties of Correspondent. Correspondent represents and
warrants to Southwest that:

(n Correspondent is a corporation duly organized, validly existing and in good
standing under the laws of the state of its incorporation, and authorized to conduct
business in each state where such authorization is required.

(i) Correspondent has all the requisite authority in conformity with all applicable
laws and regulations to enter into this Agreement and to retain the services of
Southwest in accordance with the terms hereof.

(i)  Correspondent shall not conduct any securities business in accordance with the
terms of this Agreement unless or until it is accepted as a member in good
standing of the NASD, its registration with the SEC is effective, and 1t is duly
licensed in accordance with the provisions of any applicable state securities laws.

(iv)  Correspondent shall not conduct any business in securities unless it has all
requisite authority. whether arising under applicable federal or state laws, rules
and reguiations. or under the bylaws and rules of any securities exchange or
securities association o which Correspondent is subject.
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(b)

(v)  Correspondent has no arrangement with any other firm for the provision by such
other firm of clearing services for any Customer Accounts or Correspondent
Accounts, or if any such arrangement exists Correspondent has fully disclosed the
nature of such arrangement to Southwest in writing.

Representations and Warranties of Southwest. Southwest represents and warranis to
Correspondent that:

(1) Southwest is a corporation duly organized, validly existing and in good standing
under the taws of the state of Delaware and authorized to do business in each state
where such authorization is required.

(i)  Southwest is registered as a broker-dealer with the SEC and is in comphliance with
the rutes and regulations thereof.

(iii)  Southwest is a member corporation in good standing of the NASD and is in
compliance with the rules and regulations thereof.

(iv)  Southwest is in compliance with the rules and regulations of each national
securities exchange of which it is a member.

CUSTOMER AND CORRESPONDENT ACCOUNTS

opening, approving and monitoring Customer Accounts shall be allocated between Southwest
and Correspondent as set forth in this Section 2.

(1) Account Documentation. Correspondent will be responsible for obtaining and verifying

all required information and the identity of each potential Customer. Correspondent will
be responsible for obtaining and furnishing to Southwest all customary and necessary
documents related 1o Customer Accounts and Correspondent Accounts, and such other
documentation as Southwest may reasonably require from time to time, all in such form
as shall be reasonably acceptable 1o Southwest. Correspondent also will be responsible

2

Responsibility for compliance with the provisions of the NASD Conduct Rules regarding
|
|

for the transmissions of all required documents to Southwest on a timely basis, but in any
event within seven (7) days after a request to open an account is made to Southwest.
Correspondent acknowledges its obligations to retain all documents in an easily
accessible place in accordance with any applicable rules and regulations of regulatory or
self-regulatory agencies or bodies, and Correspondent agrees to provide original
documents by overnighi delivery or a legible copy by facsimile transmission of such
documents within twentv-four (24) hours of a request from Southwest. Correspondent
will be responsibie for complving with the requirement of SEC Rule 15¢2-5, if
applicable.




(b)

(c)

(e}

Knowledge of Customer and Customer’s Investment Objectives. Correspondent
will be responsible for learning and documenting all the facts relative to every Customer
necessary to insure compliance by Correspondent with applicable rules and regulations,
including the information and instructions submitted to Southwest pursuant to Section
2(a), any additional facts relative to the Customer’s investment objectives, and to the
nature of every Customer Account, every order and every person holding power of
attorney over any Customer Account. Correspondent shall be solely responsible for any
issues regarding the suitability of any investments for its Customers.

Acceptance of Accounts. An authorized officer of Correspondent shall accept and
approve each Customer and Customer Account. Each Customer and Customer Account
approved by Correspondent and opened with Southwest shall be subject to Southwest’s
acceptance. Southwest reserves the right to withhold acceptance of, or to reject, for any
reason, any Customer, Customer Account, Correspondent Account or any transaction for
any Account and to terminate any Account previously accepted by Southwest.
Acceptance of each Account shall be conditioned upon Southwest’s receipt of all
required completed forms as required by Section 2(a). Correspondent shall not submit
such forms with respect to any Customer Account uniess Correspondent has in its
possession the documentation of all information required pursuant to Section 2(b).
Southwest shall be under no obligation to accept any Account as to which any
documentation required to be submitted to Southwest or maintained by Correspondent
pursuant to Sections 2(a) and (b) is incomplete. Prior to acceptance of any Account, no
action taken by Southwest or any of its employees, including, without being limited to,
clearing a trade in any Account, shall be deemed to be or shall constitute acceptance of
such Account.

Supervision of Transactions and Accounts. Correspondent will be responsible for the
review and supervision of, and the suitability of, investments made by each and every one
of its Customers and for the supervision and monitoring of all discretionary Accounts
maintained bv Correspondent, and Southwest shall have no responsibility for such. An
authorized officer of Correspondent shall approve each transaction in each Customer
Account accepted by Southwest. Correspondent shall be responsible for insuring that all
transactions in and activities related to all Accounts opened by it with Southwest,
including discretionary Accounts. will be in compliance with all applicable laws, rules
and regulations of the United States, the states thereof, and regulatory and self-regulatory
agencies and bodies, including any laws relating to Correspondent’s fiduciary
responsibilities to Customers. either under the Employee Retirement Income Security Act
of 1974 or otherwise: and in this connection, Correspondent shall diligently supervise the
activities of its officers. employess and representatives with respect to such Accounts.
Southwest will perform clearing services provided for in this Agreement for Accounis
accepted by it in accordance with the ierms of this Agreement, as it may be amended
from time to time. and otherwise in accordance with its reasonable business judgment.
To the extent. if anv. that Southwest accepts from Correspondent orders for execution in
accordance swith Section T(a). Correspondent shall be responsible for informing
Southwest of the locaiion of the securities that are the subject of the order so that
Southwest mav comply with the provisions of 3110 of the NASD Conduct Rules.

Accounts of Associated Persons. In each case in which a Customer is an emplovee or
otherwvise associated with an NASD member. Correspondent shall be responsible for
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notifying such member in accordance with the provisions of Article III, Section 28 of the
NASD Conduct Rules.

Account Responsibility for Certain Purposes. Notwithstanding anything herein to the
contrary, for purposes of the Securities Investment Protection Act of 1970 and the
financial responsibility rules of the Securities and Exchange Commission only, the
Customer Accounts are the responsibility of Southwest. Nothing in this Section 2(f) wili
otherwise change or affect the provisions of this Agreement or any information provided
to Customers (including the Customer Information Brochure provided to Correspondent
by Southwest), which provide that each Customer remains a Customer of Correspondent
for all other purposes, including but not limited to sales practices, supervision, suitability,
etc. Further, it is understood that Correspondent is not Southwest’s agent for sales
purposes and neither Correspondent nor any of its employees or agents can bind
Southwest or make representations on Southwest’s behalf to any Customers regarding
any transaction cleared by Southwest on Correspondent’s behalf.

g) Anti-Money Laundering initiatives. Southwest, in compliance with the Patriot Act
as well as the Anti-Money Laundering initiatives as implemented by various agencies and
regulatory authorities, hereby, sets forth the respective obligations between the
Correspondent and the Southwest relating to compliance with the US anti-money
laundering laws, rules. and regulations, and reporting and record keeping of currency
transactions and filing of Suspicious Activity Reports (SARs).

Correspondent shall exercise due diligence and compliance with regulations with regard
to know your customer rules. As part of this process, it will be the direct responsibility of
each Correspondent to obtain documentation as to the verification of the identity/validity
of any account information. [t will be the direct responsibility of each Correspondent to
verify customer identification prior to account opening including consulting government
provided lists of known or suspected terrorists. The Correspondent will be responsible for
maintaining all records pertaining to customer account verification. Upon the request of
Southwest. the Correspondent will supply such documentation.

Southwest will cross-reference the names of all individual account applicants and, with
respect to institutional accounts, the name of ihe institution and its principal owners and
authorized representatives, against the List of Specially Designated Nationals and
Blocked Persons maintained by the Office of Foreign Asset Control (OFAC) or such
other list of prohibited persons and entities as may be mandated by applicable law or
regulation on a periodic basis. Should there be any existing account(s) maintained by
these persons or entities. Southwest will notify the introducing broker/dealer and freeze
the account.

Suspicious activity can be detected at any time during a customer’s relationship. It will be
the responsibility of each respective Correspondent 1o file a Suspicious Activity Report
and torward a copy to the Southwesi compliance department.

Southwest will provide the following reports 10 assist in the detection of suspicious
activity:




3.

1) Domestic Cash Movements - This daily report will include cash movements, including
journals, for aggregate amount of $3,000 or more. Report will list account number,
category id, amount, account name and description of activity.

2) Foreign Cash Movements - This daily report will include cash movements as described
above but for foreign accounts only.

3) P O Box Query - This daily report lists accounts opened with just PO Box and no
physical address.

4) High Risk Jurisdictions - This report will list accounts with specific countries or
territories in their primary or secondary address information. (This list is periodically
amended. For a current list, please refer to the following website
http://wwwl.oecd.org/fatf/NCCT_en.htm )

5) Domestic Wire Report - This daily report will list wires of $3,000 or more.

6) Foreign Wire Report - This daily report will show wires of $3,000 or more to foreign
banks.

Southwest may elect to join the Department of Treasury’s information sharing network
regarding anti-money laundering. Consequently, Southwest may, when warranted share
information regarding any suspicious activity, or any customer, with other financial
institutions or appropriate governmental entities. Additionally, Southwest will fuily
cooperate with all applicable regulatory, self-regulatory, governmental and law
enforcement authorities with respect to Southwest compliance with anti-money
laundering laws and regulations.

No later than seven (7) days after Southwest receives a request from an appropriate
authority for information related to anti-money laundering compliance or any customer
account, the relevant personnel shall make available to such agency the information and
account documentation for any account opened, maintained, administered or managed by
Southwest. Southwest shall comply with any action requested by the authorities,
including, but not limited 1o, the termination of an account or the monitoring of activities
in an account. Southwest will close a Correspondent Foreign Bank Account within ten
(10) business davs of receiving written notice from the Treasury Department or the
United States Attorney General that the foreign bank failed either to comply with a
summons or subpoena or to contest it in a United States court. Southwest will notify the
introducing broker/dealer regarding the actions taken on the account(s).

EXTENSION OF CREDIT

Responsibility for compliance with the provisions of Regulation T issued by the Board of
Governors of the Federal Reserve Svstem pursuant to the Securities Exchange Act of 1934
(“Regulation T") and all other applicable rules. regulations and requirements of any exchange or
regulatory agency affecting the extension of credit shall be allocated between Southwest and
Correspondent as set forth in this Section 3.

()

Margin Agreements. At the time of opening of each margin account, Correspondent
will fumish Southwest with a Southwest Margin and Short Account Customer
Agreement. executed by Customer. on the form furnished to Correspondent by
Southwest.

v




(b)

(c)

Margin and Margin Maintenance. Correspondent is responsible for assuring
Customer’s payment of Customer’s initial margin requirements and of all amounts
necessary to meet subsequent maintenance calls in each Customer Account, to insure
compliance with Regulation T and the house rules of Southwest. Correspondent is
responsible for the payment of initial margin requirements and of ail amounts necessary
to meet subsequent margin calls in each Correspondent Account.

Southwest shall have the unlimited right to buy in or sell out positions in Accounts
whenever Southwest in its sole discretion deems such action appropriate, and without
regard to whether, if the Account is a Margin Account, any such Account is then in
compliance with applicable margin maintenance requirement or has requested an
extension of time for any Account to make any payment required by Regulation T.
Correspondent acknowledges that Southwest has the right to demand payment on any
debit balance and that Correspondent is responsible to Southwest for any unsecured debit
balance resulting from any failure of a Customer to make any such payments upon
demand.

Margin Requirements. Southwest will be responsible for setting minimum margin
requirements and advising Correspondent when calls are issued. Southwest may change
the margin requirements applicable to any Account or class of accounts, as described in
its house rules; Correspondent shall be responsible for advising its Customer of the
changed requirements and for the payment by Customer of any additional margin
necessary to insure compliance with such increased requirements. Correspondent may
establish for any of its Customer Accounts higher minimum margin requirements than
those requirements established by Southwest; however Southwest will not be responsible
for monitoring the higher minimum on behalf of Correspondent, unless the higher
standard is one that can be accommodated by the Southwest computer system.

Extensions. Correspondent will be responsible for advising Southwest to obtain
extensions under appropriate federal regulations. Only Southwest shall perform the
clerical function of obtaining requested extensions from the applicable regulatory
authorities.

Losses. [n addition to. and not in limitation of, Correspondent’s agreement to indemnify
Southwest pursuant to the provisions of Section 10, Correspondent indemnifies and holds
harmless Southwest from and against anv and all loss, cost, expense and liability
(including legal and accounting fees and expenses) sustained by Southwest arising out of
any of the following events:

any failure by any Customer to compiyv wiih the terms of its Customer Margin and Short
Account Agreement with Southwest:

Southwest's re-booking of margin transactions as cash transactions;
Southwest's broker’s execution of a margin iransaction for the account of a Customer;

the failure of Correspondent or anv Customer. in a margin transaction. to comply with
Regulation T:

the failure ot Correspondent 1o satisfv its obligations under this Section 3: or




(b)

in a cash transaction, the failure of delivery of securities sold or failure of payment for
securities purchased in accordance with the provisions of Regulation T; the retum 1o
Southwest unpaid of any check given to Southwest by Correspondent or any Customer;
or the payment for and/or delivery of all “when issued” transactions which Southwest
may accept or execute for the Accounts.

MAINTENANCE OF BOOKS AND RECORDS

Southwest’s Books and Records. Southwest will maintain stock records and other
records on a basis consistent with generally accepted practices in the securities industry
and will maintain copies of such records as are produced by Southwest, in accordance
with all applicable rules and regulations of regulatory and self-regulatory agencies and
bodies, including the NASD and SEC guidelines for record retention in effect from time
to time. In connection with Customer Accounts, Southwest will maintain and preserve
such books and records pertaining thereto, pursuant to the requirements of SEC Rule 17a-
3, as are customarily made and kept by Southwest.

Correspondent’s Books and Records. Notwithstanding the provisions of Section 4(a),
Correspondent shall maintain ledgers (or other records) reflecting all assets and habilities,
income and expenses and capital accounts; monies borrowed and monies loaned (together
with a record of the collateral therefore and any substitution in such collateral); a record
of the computation of aggregate indebtedness and net capital pursuant to SEC Rule 15¢3-
I and personnel files including applications for employment executed by each
“associated person”.  Correspondent also shall maintain a memorandum of each
brokerage order, and of any other instruction, given or received for the purchase or sale
of securities, whether executed or unexecuted. Such memorandum shall show the terms
and conditions of the order or instructions and of any modification or cancellation
thereof, the account for which entered, the time of entry, the price at which executed and.
to the extent feasible, the time of execution or cancellation.

Order Audit Trail System (OATS) Reporting. Pursuant to SEC approval of NASD
rules establishing the Order Audit Trail System (“OATS"™), as currenily in effect and as
hereafter amended, Southwest will transmit to the designated receiving location certain
OATS order information relating to trades entered by Correspondent into the Southwest
CSS order management system and executed by Southwest on Correspondent’s behalf, if
the following conditions are met. (i) the order is entered by Correspondent {a) on
Southwest's CSS order entrv system as then in use by Southwest. or (b) on
Correspondent’s front-end system which interfaces in a Southwest-approved manner with
the CSS order entry system as then in use by Southwest. and (ii)  the order is actually
executed by Southwest. Correspondent is responsible for both recording and transmitting
OATS order information for all other orders. Southwest will not record or transmit
OATS order information for trades entered into any other system, or trades executed
away from Southwest. Correspondent must register with OATS in order to access record
rejections and will be responsible for working in conjunction with Southwest to correct
rejected records and/or providing Southwest with information necessary to correct
rejected records, within five days. Southwest will promptly notify Correspondent upon
the occurrence of anv event, including physical damage to Southwest’s facilities or legal
proceedings involving Southwest that would materially affect Southwest’s ability 10
make OATS reports on behalf of Correspondent. Correspondent shall provide Southwest
with its Market Participant [dentification (MP1D) as a condition of this Agreement.




(d)

All records of OATS data prepared on behalf of Correspondent and maintained by
Southwest are the property of the Correspondent. If Correspondent provides Southwest
with a written request, Southwest will deliver to Correspondent or Correspondent’s
designee any or all records of OATS data prepared on behalf of Correspondent and
maintained by Southwest; provided that Southwest will retain any copies which
Southwest deems necessary and advisable for Southwest’s record-keeping purposes. If
Correspondent provides Southwest with a written request, Southwest will also furnish
copies of such records to the NASD or other regulatory authorities and shall permit such
authorities to examine such records on our premises during normal business hours.
Southwest will bill Correspondent at Southwest’s standard rates for any copying and
other administrative tasks performed in connection with such requests, including the cost
of copying records for Southwest’s files. If for any reason in the future Southwest
determines not to continue providing storage of Correspondent’s OATS records,
Southwest will provide Correspondent with adequate notice to permit Correspondent to
make alternative arrangements for storage of such records.

Books and Records of Both Parties. Southwest and Correspondent shall each be
responsible for preparing and filing the reports required by the regulatory and self-
regulatory agencies and bodies that have jurisdiction over each, and Southwest and
Correspondent will each provide the other with such information, if any, which is in the
control of one party but is required by the other to prepare any such report.

RECEIPT, DELIVERY AND SAFEGUARDING OF FUNDS AND SECURITIES

Receipt and Delivery in the Ordinary Course of Business. As between Southwest and
Correspondent, the party having possession of Customer funds or securities shall be
responsible for safeguarding such funds and securities. Correspondent shall promptly
transmit securities and/or funds to Southwest when securities and/or funds are to be
delivered to Southwest. However, Southwest will not be responsible for any funds or
securities delivered by a Customer or Correspondent, its agents or employees, until such
funds or securities are physically delivered to Southwest’s premises and accepted by an
authorized representative of Southwest or deposited in bank accounts maintained 1n
Southwest’'s name. Correspondent shall be responsible for the prompt payment to
Southwest for securities purchased and prompt delivery of securities sold in Customer
Accounts. Correspondent shall be responsible for the authenticity of all certificates and
delivery of centificates in good form by Customers to Southwest.

With respect to all payments made or to be made to Southwest, by or for a Customer of
Correspondent. Correspondent shall immediately forward all such funds to Southwest.
either by L.S. Mail or mutuallv acceptable courier service or by deposit to local
depositary bank, and an officer of Correspondent shall verify and warrant that said funds
are credited to the proper Southwest Customer Account. and further shall noufy
Southwest to enter on Southwest's books and records said deposit of Customer funds.

With respect to any securities certificates delivered to Southwest for a Customer of
Correspondent, an officer of Correspondent shall verify and warrant (1) that any securities
not bearing a restricted legend are fully paid for and freely tradable; (i) that
Correspondent has no reason to suspect any defect or irregularity with respect to any
securities and anv endorsements thereon: (ii1) that the securities are free of any liens and
adverse claims, {iv) that the panty transferring the securities has legal title to them or the
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(b)

(c)

authority to effect the proposed transfer; and (v) that the regulatory requirements
restricting the sale or transfer of securities that bear a restrictive legend (pursuant to SEC
Rules 144 or 145 or otherwise) have been satisfied or will be satisfied within the
appropriate time frames.

Correspondent acknowledges that it is solely responsible for satisfying any loss or
shortfall of a Customer Account, or for any other event which causes the assets in a
Customer Account to be insufficient in amount or otherwise unavailable to timely meet
the obligations of Customer to Southwest.

Custody Services. Whenever Southwest has been instructed to act as custodian of the
securities in any Correspondent or Customer Account, or to hold such securities in
“safekeeping,” Southwest may hold the securities in the Customer’s name or may cause
such securities to be registered in the name of Southwest or its nominee or in the names
of nominees of any depository used by Southwest. Southwest will perform the services
required in connection with acting as custodian for securities in Correspondent and
Customer accounts, such as (i) collection and payment of dividends; (ii) transmittal and
handling (through Correspondent) of tenders or exchanges pursuant to tender offers and
exchange offers; (iii) transmittal of proxy materials and other shareholder
communications; and (iv) handling of exercises or expirations of rights and warrants, and
of redemptions of securities.

Receipt and Delivery Pursuant to Special Instruction.  Upon instruction from
Correspondent and/or a Customer, Southwest will make such transfers of securities or
Accounts as may be requested. Correspondent shall be responsible for determining if any
securities held in Correspondent or Customer Accounts are “restricted securities™ or
~control stock™ as defined by the rules of the SEC and that orders executed for such
securities are in compliance with the applicable laws, rules and regulations.

Draft-Issuing Authority. At its discretion Southwest may authorize certain of
Correspondent’s employees to sign drafts, with Correspondent as the drawer, payable to
Correspondent’s Customers in amounts and pursuant to conditions as may be determined

by Southwest from time to time. In the event Correspondent issues bank drafts pursuant
to authorization by Southwest, Correspondent represents to Southwest that Correspondent
maintains and enforces all supervisory procedures with respect to the issuance of such
dralt that Southwest may advise Correspondent in writing are required by Southwest.
Correspondent agrees that it will not request Southwest to authorize someone (0 sign
drafts who is not an emplovee of Correspondent. With respect to any drafts so issued by
Correspondent, an officer of Correspondent shall verify and warrant before causing the
draft to be issued (i) that the funds to be transmitted are due payee and that payee has the
authority to receive those funds; (i1) that the funds are free of any liens or adverse claims
at the time of pavment, and are not expected to become subject to any such liens or
claims within the foreseeable future; and (iii) that the funds are not needed at the time of
pavment to satisfy margin or other collateral reguirements of the Customer.

Correspondent agrees to fullv indemnify Southwest from the negligence. fraud or
mistakes of Correspondent. Correspondent’'s employees, independent agents and
contractors and Customers in connection with any draft issuing authorty granted
hereunder.  Southwest mav in its discretion require Correspondent to post a performance
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(a)

(b)

bond in such amount and with such deductible as Southwest may determine in order to
protect Southwest against any such losses. Furthermore, Correspondent authorizes
Southwest to charge any Correspondent Account or other assets of Correspondent held by
Southwest with the amount of any such losses.

Notwithstanding Section 5(a), Southwest will not be responsible for the safeguarding of
funds withdrawn by Correspondent or Correspondent’s employees pursuant to such draft
issuing authority. Southwest may withdraw this draft issuing privilege without notice at
any time during the term of this Agreement. Notwithstanding anything herein to the
contrary, Southwest may at any time, at its sole discretion, despite any prior
authorization, refuse payment on any draft for which Correspondent is drawer and
Southwest is drawee.

CONFIRMATIONS AND STATEMENTS

Preparation and Transmissions. Southwest will prepare and send to Customers
monthly statements of account (or quarterly statements if no activity occurs in an account
during the calendar quarter covered by such statement), which statements shall meet
Southwest’s requirements as to format and quality and will indicate that Correspondent
introduced the Account. Unless otherwise agreed, Southwest will be responsible for
preparing and transmitting confirmations; provided, however, that Correspondent may
elect to prepare and transmit confirmations, subject to prior approval by Southwest and
compliance by Correspondent with the provisions of 2230 NASD Conduct Rules.
Correspondent shall not generate and/or prepare any statements, billings or confirmations
respecting any Account except as provided in this Agreement or pursuant to an
agreement executed between Southwest and Correspondent that authorizes
Correspondent to print and mail statements to Accounts on behalf of Southwest. If such
an agreement has been executed, Correspondent covenants that it shall comply with all
requirements for statements imposed upon Southwest of which Correspondent has notice
or has been advised of by Southwest under all applicable laws, rules and regulations,
including, but not limited to. the SEC, NASD, Federal Reserve Board and all other
regulatory and self-regulatory agencies and bodies. Correspondent further covenants that
it shall not modifv or amend the agreed upon statement form provided without the prior
written consent of Southwest.

Examination and Notification of Errors. Correspondent shall examine promptly all
monthly statements of account, monthly statements of clearing services and other reports
provided 1o Correspondent by Southwest. Correspondent shall notify Southwest of any
error claimed by Correspondent in any Account in connection with (1) any transaction
prior to the settlement date of such transaction. (ii) information appearing on daily reports
within seven (7) calendar days of such report. and (iii) information appearing on monthly
statements or reports within thirty (30) calendar days of Correspondent’s receipt of any
monthly statement or report. Any notice of error shall be accompanied by such
documeniation as may be necessary (0 substantiate Correspondent’s claim.
Correspondent shall provide promptly upon Southwest’s request any additional
documentation which Southwest reasonably believes is necessary or desirable to
determine and correct any such error.

ACCEPTANCE OF ORDERS. EXECUTION OF TRANSACTIONS, OTHER
SERVICES
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Customer’s Orders. Orders received by Correspondent can be executed by
Correspondent or forwarded o Southwest for execution. The party executing the order
shall be responsible for errors in execution. Acceptance of orders from Customers shall
be the responsibility of Correspondent, and Correspondent shall be responsible for the
authenticity of all orders. Correspondent shall promptly transmit ali orders to Southwest,
and Southwest shall have no responsibility for orders not promptly transmitted.
Correspondent shall advise each of its Customers that its relationship with Southwest is
solely that of an introducing broker to a clearing broker and that, except as set forth in
Section 2(f) above, Correspondent bears all responsibility for the Customer’s Account.
Southwest reserves the right to reject any Customer order transmitted to Southwest for
execution or any order executed by Correspondent and reported to Southwest for
clearance. Correspondent assumes the risk of failure by any dealer with which
Correspondent executes an order in the event such dealer fails to perform, and will
reimburse Southwest for any loss and/or costs incurred by it in the transaction.

Transaction Clearing. During the term of this Agreement, Southwest will clear
transactions on a fully disclosed basis for Accounts of Correspondent and the Customers
that Correspondent introduces and Southwest accepts as provided in Section 2(c);
provided that Southwest reserves the right not to clear any transactions for Correspondent
or Correspondent’s Customers.

Other Services. Southwest will perform such other services, upon such terms and at
such prices, as Southwest and Correspondent shall agree from time to time.

FEES AND SETTLEMENTS FOR SECURITIES TRANSACTIONS
Commissions; Fees for Clearing Services

(i) Correspondent has provided to Southwest its basic commission schedule and
Southwest will charge each Customer the commission shown on such schedule or
which Correspondent othenwise directs Southwest to charge on each transaction.
Correspondent’s basic commission schedule may be amended from time to time by
written instructions to Southwest from Correspondent; provided, however, that
Southwest shall be required to implement such changes only to the extent they are
within the usual capabilities of Southwest's data processing and operations
systems and only over such reasonable time as Southwest may deem necessary or
desirable to avoid disruption of Southwest’s normal operational capabilities.
Southwest may charge Correspondent for changes in the basic commussion
schedule. Correspondent’s basic commission schedule shall be within the format
of Southwest’s computer system.

(ii)  Southwest will charge Correspondent for clearing services according to the fee
schedule set forth in Schedule A attached hereto and, if applicable, Schedule B.

(ili)  Southwest may charge Correspondent expenses incurred by Southwest on behalf
of Correspondent pursuant to this Agreement. Expenses incurred by Southwest
on behalf of Correspondent that may be deducted from any payments due to
Correspondent from Southwest include. but are not limited to. overlay of forms.
systern 2quipment expenses. special programming, changes to COMmMissions
schedules and financial report information related thereto. installation of data
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communication lines and brokerage related credit inquiries, legal transfers,
Regulation T extensions, Maiigrams (buy-in or sellout), microfiche of records,
insurance protection for Accounts in excess of the amounts provided by the
Security Investors Protection Corporation, third party vendor fees and costs
incurred in failure of Correspondent or Customers to provide correct social
security or tax identification numbers.

Settlements. Southwest will collect commissions from Customers on behalf of
Correspondent and through Correspondent. As soon as practicable after the end of each
month, Southwest will forward to the Correspondent a statement showing the amount of
commission and other amounts collected by Southwest on Correspondent’s behalf, and
all amounts due to Southwest from Correspondent (including, without being limited to,
clearing charges, other charges, other fees and Customer’s unsecured debit items,
however arising), together with the amount by which the total owed Correspondent
exceeds the total owed Southwest. If such statement indicates that Correspondent owes
monies to Southwest, Correspondent shall promptly pay Southwest the amount by which
the total owed Southwest exceeds the total owed Correspondent. If Correspondent fails
to make such payment within the time period indicated on such statement, or in any event
within thirty (30) calendar days, Southwest shall have the right to charge any other
Account maintained by Southwest for Correspondent or any other assets of
Correspondent held by Southwest (including the deposit required pursuant to Section 9
and positions and balances in Correspondent Accounis) for the net amount due
Southwest. Any failure by Southwest to charge any Account or assets of Correspondent
held by Southwest shall not act as a waiver of Southwest’s right to demand payment of,
or to charge Correspondent’s Accounts for, the full amount due at any time.

DEPOSIT

Required Clearing Deposit. Contemporaneously with the signing of this Agreement,
Correspondent will deliver cash to Southwest, as specified in Schedule A attached, for
deposit in an account maintained by Southwest.  [f at any subsequent time Southwest, in
its sole discretion, requires an additiona! deposit, Correspondent will deposit additional
cash in an amount specified by Southwest. Any failure by Southwest to demand
compliance with the requirement that Correspondent deposit additional amounts shall not
act as a waiver of Southwest’s right to demand compliance with such requirements at any
time. If the deposit is not adequately funded as required by Southwest, Southwest may.
in addition to all other rights under this Agreement. transfer cash or securities held in a
Correspondent Account by Southwest to the deposit account. Southwest shall be entitled
to set-off against any deposit in addition to any and all other rights or remedies Southwest
may have under this Agreement or otherwise. This deposit in no way represents an
ownership interest in Southwest.

Return of Required Clearing Deposit. When this Agreement has been terminated in
accordance with the provisions hereor, and Southwest has received payment in full of any
and all amounts owing to Southwest hereunder and Correspondent has satisfied each and
every of Correspondent’s outstanding obligations to Southwest hereunder, Southwest
shall return the required clearing deposit to Correspondent within thirty (30) calendar
days of the date on which all of said payments have been received and obligations
satisfied.  These obligations include. but are not limited to. anv open and unsettled
litigation matters between Correspondent or Customers and Southwest, anv unresolved




10.

(a)

unsecured Correspondent Account or Customer Account debit balances, any open fails as
a result of trades executed on behalf of Cormrespondent Accounts or Customer Accounts,
and any failures to transfer to another broker any Customer Accounts introduced by
Correspondent.

INDEMNIFICATION

/

Indemnity. Correspondent agrees to indemnify and hold harmless Southwest, each
person who controls Southwest within the meaning of the Securities Exchange Act of
1934 and any directors, officers, employees, agents and attorneys of Southwest
(“Southwest Indemnified Persons”) for and against all claims, demands, proceedings,
suits and actions and all liabilities, losses, expenses and costs (including any legal and
accounting fees and expenses) relating to Southwest’s defense of any failure, for any
reason, fraudulent or otherwise, by Correspondent, Correspondent’s employees,
independent agents or contractors, or Customers to comply with any obligation under this
Agreement or any other agreement executed and delivered to Southwest in connection
with Southwest’s performance of services hereunder and any act or failure to act by
Southwest Indemnified Persons, except any act or failure to act which is the result of
gross negligence or willful misconduct on the part of any such Southwest Indemnified
Person. Without limiting the generality of the foregoing, such failure is explicitly
intended by the parties to include failure resulting from (i) suspension of trading or
bankruptcy or insolvency of any company, securities of which are held in Customer’s
Accounts; (ii) failure by any Customer to maintain adequate margin; or (1) breach of any
obligation existing between Correspondent and a customer of Correspondent or any law,
rule or regulation of the United States, a state or territory thereof, or any regulatory or
self-resulatory agency or body, applicable to any transaction contemplated by this
Agreement.

Southwest shall indemnify and hold Correspondent harmless against any losses, claims,
damages, liabilities or expenses including without limitation those asserted by Customers
(which shall include, but not be limited to, all costs of defense and investigation and all
attorney’s fees) to which Correspondent may become subject, insofar as such losses,
claims, damages, liabilities or expenses arise out of, or are based upon the gross
negligence or willful misconduct of Southwest or its employees in providing the services
contemplated hereunder.

Promptly afier receipt by any indemnified party under this Section of notice of the
commencement of any action, such indemnified party will, if a claim in respect thereof is
to be made against the indemnifying party under this Section, notify the indemnifying
party of the commencement thereof; but the omission so to notify the indemnifving party
will not relieve it from any lability that it may have to any indemnified party otherwise
than under this Section.

[n case any such action is brought against any indemnified party, and it notified the
indemnifyving party of the commencement thereof. the indemnifying party will be entitled
to participate in and, to the extent that it may wish. to assume the defense thereof, subject
to the provisions herein stated. with counsel satistactory to such indemnified partv. After
notice from the indemnifving party to such indemnified party of its election s0 0 assume
the defense thereof, the indemnifving partv wiil not be liable to the indemnified party
under this Section for anv legal or other expense subsequently incurred by such




(b)

1.

{a)

indemnified party in connection with the defense thereof other than reasonable costs of
investigation. The indemnified party shall have the right to employ separate counsel in
any such action and to participate in the defense thereof, but the fees and expenses of
such counsel shall not be at the expense of the indemnifying party if the indemnifying
party has assumed the defense of the action with counsel satisfactory to the indemnified

party.

Security Interest and Authorization to Charge. Correspondent grants to Southwest a
first lien and security interest in any Correspondent Account maintained by Southwest
and any other assets of Correspondent now or hereafter held by Southwest and authorizes
Southwest to discharge such lien by charging such Account and assets with all amounts
owing to Southwest including, but not limited to, (i) any cost or expense resulting from
failures to deliver or failures to receive, (ii) any losses resulting from unsecured debit
balances in any Customer or Correspondent Account, (iii) any losses resulting from the
failure by a Customer or Correspondent to promptly satisfy upon demand by Southwest
any indebtedness of Customer or Correspondent to Southwest, including but not limited
to any debit balances in any Customer Account or Correspondent Account and (iv} any
amounts to which Southwest is otherwise entitled pursuant to the provisions of Section
10(a). Southwest shall have discretion to liquidate or sell any securities without notice to
Correspondent, and to determine which securities to sell. Such charge may be made
against Correspondent Accounts or assets at any time and in such amount as Southwest
deems appropriate. No delay in charging any Correspondent Account or asset shall
operate as a waiver of Southwest’s right to do so at any time as and when Southwest
deems appropriate. Southwest shall have the unlimited nght to set-off any indebtedness
or other obligations of Correspondent under this Agreement or otherwise (absolute or
contingent, matured or unmatured) against any obligations of Southwest to
Correspondent, including from the required clearing deposit (as described in Section 9)
and/or any other money, securilies, or other property of Correspondent in Southwest’s
possession.

Reserves. In connection with any claim that does or could give rise to a claim for
indemnification under this Section for Southwest or a Southwest Indemnified Person.
Southwest may, in its discretion, in addition to any and all other rights and remedies
under this Agreement, reserve and retain any money. securities or other property held ina
Correspondent Account pending a determination of such claim. The money, securities or
other property of Correspondent set aside in such a reserve shall be subject 10
Southwest’s standard lien and security interest described in Section 10(b) above.

UNDERTAKINGS OF CORRESPONDENT

Financial Statements and Other Reports. Correspondent will furnish to Southwest
promptly upon request copies of Correspondent’s balance sheet and statement of earmnings
for the current fiscal vear and for each of Correspondent’s previous fiscal years. Each
such balance sheet and statement of earings shall be certified by independent public
accountants. Correspondent also shall furnish to Southwest promptly upon request copies
of Correspondent’s monthiy and quarterly Focus filing, and the resulis and/or reports of
all exams from self-regulatory bodies. federal or state securities agencies.

Exclusive Agreement. It is intended by the parties that Southwest will be the exclusive
provider of clearing services to Correspondent and its Customers during the term of this
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Agreement. Correspondent will not, without the express written consent of Southwest,
retain any other broker or other entity to provide clearing services during the term of this
Agreement.

Disciplinary Action. In the event that Correspondent or any employee of Correspondent
shall become subject to any disciplinary action, including but not limited to expulsion,
suspension or restriction by any regulatory or self-regulatory agency or body having
jurisdiction over Correspondent and Correspondent’s securities business, Correspondent
will notify Southwest immediately and Correspondent authorizes Southwest to take such
steps as may be necessary for Southwest to maintain compliance with the rules and
regulations to which Southwest is subject. Correspondent further authorizes Southwest,
in any event, to comply with directives or demands made upon Southwest by any
regulatory or self-regulatory agency or body relative to Correspondent and Customers. In
connection with such directives or demands, Southwest may seek advice or legal counsel
and Correspondent will reimburse Southwest for reasonable fees and expenses of such
counsel. Correspondent shall, during the term of this Agreement, notify Southwest if
Correspondent fails to remain in compliance with the net capital and financial reporting
and record keeping requirements of the SEC, any state which has jurisdiction over
Correspondent, or any regulatory or self-regulatory body which has jurisdiction over
Correspondent.

Fixed Price Offerings. Correspondent agrees that in making sales of securties, as part
of a fixed price offering, it will comply with all applicable rules of the NASD, including,
without limitation, the NASD’s Interpretations with respect to Free-Riding and
Withholding and under 2740 of NASD Conduct Rules.

Customer Transactions. Correspondent represents that all orders and other transactions
received by Southwest will be in accordance with their Customers’ instruction. The
parties hereto expressly agree that Southwest shall not be bound to any investigation into
the facts surrounding any transaction that Correspondent may have with its Customers or
other persons, nor shall Southwest be under any responsibility for compliance by
Correspondent with any laws or regulations which may be applicable to Correspondent.

Inquiries on Certificates. Southwest agrees to act as Correspondent’s direct inquirer
under the Lost and Siclen Securities Program under SEC Rule 17f1. (17 CFR 240.17f-
1).

Compliance with Rules and Regulations. Correspondent shall comply with. and shall
be responsible for complying with, all laws, rules and regulations to which it is subject.
including but not limited to those promulgated by the SEC, the NASD and securities
exchanges of which Correspondent 1s a member.

Certain Expenses. Correspondent will not hold Southwest responsible for any of
Correspondent’s office expenses or operating costs. Correspondent will reimburse
Soutlwest for any costs or expenses Southwest may incur in complying with any request
bv a court, or regulatory or setf-regulatory agency or body for any documents, papers or
data in anv form pertaining lo any matters relating to this Agreement. If Southwest
deems it necessary to retain legal counse! to advise Southwest in connection with any
matier governed by this Agreement. including but not limited to Southwest’s manner of
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handling any transaction on behalf of Correspondent or a Customer, Correspondent will
reimburse Southwest for the fees of such counsel.

Option Transactions. Correspondent shall appoint a Registered Option Principal before
handling option transactions. Correspondent shall comply with all requirements of the
NASD and other regulatory bodies regarding the handling of option transactions.

Correspondent Accounts. Correspondent shall be required to pay for securities
purchased for its own Accounts on the settlement date. Notwithstanding the foregoing,
Correspondent may finance any portion of the debit balance in a Correspondent Account
under applicable stock exchange and Federal Reserve regulations. If such financing is
extended by Southwest, Correspondent agrees to satisfy the debit balance of such
Account upon demand by Southwest. Southwest shall charge interest on such debit
balances at a rate set at the discretion of Southwest. Interest will be calculated by
multiplying the average daily debit balance by the average interest rate (1/360 of the
annual interest rate) times the number of days in the interest period. The rate of interest
and method of calculation may be changed by Southwest automatically and without
notice from time to time.

Correspondent agrees to maintain in any Account which has a debit balance such
positions and margins as may be required by applicable statutes, rules, regulations,
procedures and customs, or as may be requested by Southwest from time to time. Any
financing described in this Section 11(j) shall be subject to all other terms and provisions
of this Agreement relating to obligations of the Correspondent to Southwest, including
but not limited to being secured by the lien and security interest granted by
Correspondent pursuant to Section 10(b) of this Agreement.

in the case of an Event of Default, as defined below, ail debit balances in any
Correspondent Account, and interest thereon, shall bear interest at the highest lawful rate.
An Event of Default shall be deemed to have occurred if (i) Correspondent fails to meet
any call by Southwest for additional collateral to be deposited in a Correspondent
Account; (ii) Correspondent fails to make payment of any debit balance in a
Correspondent Account upon demand by Southwest; (iii) Correspondent becomes
insolvent. makes an assignment for the benefit of creditors, applies for or consents to the
appointment of a receiver, or institutes or has instituted against it any insolvency,
reorganization, liquidation, dissolution or similar proceeding; (iv) a petition naming
Correspondent as debtor shail be filed under the United States Bankruptcy Code; or (v)
an attachment is levied against any Correspondent Account or Account in which
Correspondent has an interest.

Regardless of any provision of this Section 11(j), any other section of this Agreement or
any other agreement between Southwest and Correspondent, all agreements between
Southwest and Correspondent, whether now existing or hereafter arising and whether
written or oral, are hereby expressly limited so that in no contingency or event
whatsoever. whether by reason of demand being made in respect of an amount due from
Correspondent to Southwest. shail the amount paid. or agreed to be paid, for the use,
forbearance or detention of money loaned by Southwest to Correspondent exceed the
maximum nonusurious rate of interest permitted to be charged under applicable law (the
“Highest Lawful Rate™). If. as a result of any circumstance whatsoever. fulfiliment of or
compliance with any provision hereof or of any of such other agresments at the time
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performance of such provisions shall be due-or at any other time shall involve exceeding
the amount permitted to contracted for, taken, reserved, charged or received by
Southwest under applicable usury law, then ipso facto, the obligation to be fulfilled or
complied with shall be reduced to the limit prescribed by such applicable usury law, and
if, from any such circumstance, Southwest shall ever receive interest or anything that
might be deemed interest under applicable law which would exceed the Highest Lawful
Rate, such amount which would be excess interest shall be applied to the reduction of the
principal amount owing on the Correspondent Account in question or the amounts owing
on other obligations of Correspondent to Southwest, or if such excessive interest exceeds
the unpaid principal balance of any amount owing on other obligations of Correspondent
to Southwest, such excess shall be refunded to Correspondent. All sums paid or agreed
to be paid to Southwest shall, to the extent permitted by applicable law, be amortized,
prorated, allocated, and spread throughout the full term of such indebtedness until
payment in full of the principal (including the period of any renewal or extension thereof)
so that the interest on account of such indebtedness shall not exceed the Highest Lawful
Rate. Notwithstanding anything to the contrary contained in any agreement between
Correspondent and Southwest, it is understood and agreed that if at any time the rate of
interest which accrues on the outstanding balance of any indebtedness of Correspondent
to Southwest shall exceed the Highest Lawful Rate, the rate of interest which accrues on
the outstanding principal balance of any such indebtedness shall be limited to the Highest
Lawful Rate, but any subsequent reductions in the rate of interest which accrued on the

-outstanding principal balance of any indebtedness shall not reduce the rate of interest

which accrues on the outstanding principal balance of any indebtedness below the
Highest Lawful Rate until the total amount of interest accrued on the outstanding
principal of any indebtedness equals the amount of interest that would have accrued if
such interest rate had been in effect at all times.

[n consideration for Southwest opening or maintaining one or more inventory Accounts
for Correspondent, Correspondent agrees to allow Southwest at any time within the
limitations imposed by applicable laws, rules and regulations, to pledge, hypothecate,
and/or make deliveries with any and all securities in such Accounts, including fully paid
and excess margin securities, without notice to Correspondent. Such securities will be
segregated from other bona fide customers of Southwest in the event that they are
pledged as collateral for bank loans. Without abrogating any of Southwest’s rights under
this Agreement and subject to any indebtedness of Correspondent to Southwest,
Correspondent is entitled. upon demand, to receive delivery of fully paid for securities in
Correspondent’s inventory Accounts.

The provisions of this Section 11(j) shall be construed in conjunction with the express
terms and conditions of any separate applicable Account agreement(s) between
Southwest and Correspondent.

Forms BD and Ud4. Within thirty (30) days after the execution of this Agreement,
Correspondent shall provide to Southwest a copy of Correspondent’s Form BD, and
copies of the Forms U4 for the principals and all registered employees of Correspondent,
and copies of any other documents relating to Correspondent, its principals or employees
that are available on the Central Registration Depository (“CRD”). Thereafter. within
thirty (30) days after the hiring of any new employee, Correspondent shall provide 10
Southwest a copy of such new emplovee’s Form U4 and other documents avatlable on
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the CRD. Additionally, throughout the term of this Agreement, Correspondent shall
promptly provide copies of any subsequent amendments of all Forms and other
documents described in this Section 11(k).

Advertising. Correspondent shall obtain Southwest’s prior written consent before using
Southwest’s name or logo, or the name or logo of any affiliate of Southwest, in any
advertising in print, broadcast, electronic or any other media. Without the express written
consent of Southwest, Correspondent also shall not display the name or logo of
Southwest or any of its affiliates on any Internet web page or other electronic advertising;
nor shall Correspondent display on any such web page or electronic advertising, a
hyperlink to or the Intemet address of any web page or electronic advertising of
Southwest or any of its affiliates

PROPRIETARY ACCOUNTS OF INTRODUCING BROKERS (PAIB)

Basis. Southwest has established a separate reserve account for assets held in Proprietary
Accounts of Introducing Brokers (“PAIB™) and taken other actions in order to permit
Southwest and Correspondent to conform to the provisions of NASD Notice to Members
08-99. In the event of a conflict between the provisions of this Section 12 and the
provisions of NASD Notice to Members 98-99, the related SEC No-Action Letter to the
NYSE and the NASD or any subsequent rulings or interpretations relating thereto, the
provisions of such NASD Notice, SEC No-Action Letter, and subsequent rulings and/or
interpretations shall control.

Method. Southwest will perform a computation for Correspondent’s PAIB assets
("PAIB reserve computation") in accordance with the customer reserve computation set
forth in SEC Rule 15¢3-3 ("customer reserve formula") with the following modifications;
(i} Any credit, including a credit applied to reduce a debit, that is included in the
customer reserve formula wiil not be included as a credit in the PAIB reserve
computation, (ii) Note E(3) to SEC Rule 13¢3-3a which reduces debit balances by 1%
under the basic method and subparagraph (a)(1)(ii)(A) of the net capital rule which
reduces debit balances by 3% under the alternative method will not apply, and (iii)
neither Note E(1) to SEC Rule 15¢3-3a nor NYSE Interpretation /04 to Item 10 of SEC
Rule 15¢3-3a regarding securities concentration charges will be applied to the PAIB
reserve conmputation.

Requirements. Correspondent’s PAIB assets will be kept separate and distinct from
customer assets under the customer reserve formula in SEC Rule 15¢3-3. The PAIB
reserve computation will be prepared within the same time frames as those prescribed by
SEC Rule 15¢3-3 for the customer reserve formula. Southwest has or will establish and
maintain a separate "Special Reserve Account for the Exclusive Benefit of Customers”
with a bank in conformity with the standards of paragraph (f) of SEC Rule 15¢3-3
("PAIB Reserve Account”). Cash and/or qualified securities as defined in the customer
reserve formula will be maintained in the PA[B Reserve Account in an amount equal to
the PAIB reserve requirement. [f the PAIB reserve computation results in a deposit
requirement, the requirement can be satisfied to the extent of any excess debit in the
customer reserve formula of the same date. However, a deposit requirement resulting
from the customer reserve formula will not be satisfied with excess debits from the PAIB
reserve computation. Within two business days of entering into this Fully Disclosed
Clearing Agreement. including this PAIB agreement, Correspondent notify their
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designated examining authority in writing that Correspondent has entered into this PAIB
agreement with Southwest. Upon discovery that any deposit made to the PAIB Reserve
Account did not satisfy the deposit requirement, Southwest shall by facsimile or telegram
notify our designated examining authority and the SEC. Unless a corrective plan is found
acceptable by the SEC and the designated examining authority, Southwest will provide
written notification within 5 business days of the date of discovery to Correspondent and
Southwest’s other introducing brokers that PAIB assets held by us will not be deemed
allowable assets for net capital purposes.

TERMINATION OF AGREEMENT; TRANSFER OF ACCOUNTS

Effectiveness. This Agreement shall commence to be effective on the date set forth on
the signature page hereof, subject to any required approval by the NASD and other
regulatory or self-regulatory agencies or bodies, and shall remain in effect as more fully
described in Schedule A.

Automatic Termination. In addition to any other provision for termination herein, this
Agreement shall terminate immediately in the event that either Correspondent or
Southwest ceases to conduct its business or that Southwest;

(1) is no longer registered as a broker/dealer with the SEC; or
(11) is no longer a member in good standing of the NASD; or

(i)  is suspended by any national securities exchange of which Southwest is a member
for failure to comply with the rules and regulations thereof.

Survival. Termination of this Agreement shall not affect Southwest’s rights or liabilities
relating to business transacted prior to the effective date of such termination. From the
date of termination until transfer or delivery of all Customer and Correspondent
Accounts, Southwest's rights and liabilities relating to business transacted after such
termination shall be governed by the same terms as those set forth in this Agreement.

No Obligation to Release. Southwest shall not be required to release to Correspondent
any securities or cash held by Southwest for Correspondent i one or more
Correspondent Accounts until any and all amounts owing to Southwest pursuant to the
provisions of this Agreement are paid; and Correspondent’s outstanding obligations
hereunder 10 Southwest are determined. including determination of any disputed
amounts. and satisfied. and anv property of Southwest in the possession of Correspondent
is returned to Southwest.

Conversion of Accounts Upon Termination. In the event that this Agreement is
terminated for any reason, it shall be Correspondent’s responsibility to arrange for the
conversion of Correspondent and Customer Accounts to another clearing broker.
Correspondent will give Southwest notice (the “Conversion Notice™) of:

(0 the name of the broker that will assume responsnbtluv for clearing services for
Customers and Correspondent:

(i) the date on which such broker will commence providing such services;

(¢
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(iii)  Correspondent’s undertaking, in form and substance satisfactory to Southwest,
that Correspondent’s agreement with such broker provides that such broker will
accept on conversion all Correspondent and Customer Accounts, then maintained
by Southwest, and all positions of such Accounts; and

(iv)  the name of an individual within that organization who Southwest can contact to
coordinate the conversion. The Conversion Notice shall accompany
Correspondent’s notice of termination or within thirty (30) days of the occurrence
of an event specified in Section 13(b).

If Correspondent fails to give the Conversion Notice to Southwest, Southwest may give
to Customer such notice as Southwest deems appropriate of the termination of this
Agreement and may make such arrangements as Southwest deems appropriate for
transfer or delivery of Customer and Correspondent Accounts. In addition,
Correspondent shall pay any costs incurred by Southwest as billed by any third party
vendors such as transfer agents, elc.

Other Transfers of Accounts. When Southwest receives a properly executed
authorization to transfer a Customer Account from the receiving broker/dealer, Southwest
shall promptly transfer the Customer Account to such receiving broker/dealer.
Correspondent shall discontinue doing business in any Customer Account scheduled for
transfer.

CONFIDENTIALITY

Documents and Business Information. All agreements, documents, papers and data in
any form, supplied by either party hereto concerning the disclosing party’s business or
any Customers shall be treated by the receiving party as confidential. In connection
therewith, Southwest and Correspondent represent that they have adopted and
implemented procedures to safeguard customer information and records that are
reasonably designed to; (i) insure the security and confidentiality of your customer
records and information; (ii) protect against any anticipated threats or hazards to the
security or integrity of customer records and information; (iii) protect against
unauthorized access to or use of your customer records or information that could result in
substantial harm or inconvenience to any customer; (iv) protect against unauthorized
disclosure of non-public personal information to unaffiliated third parties; (v) insure that
such information is used solely for the purpose for which it was disclosed; and (vi)
othenwise ensure your compliance with the Securities and Exchange Commission’s
Regulation S-P. To the extent such documents or data are retained by the receiving party,
they shall be kept in a safe place and shall be made available to third parties only as
authorized by the disclosing party in writing or pursuant to any order or request of a court
or regulatory body having appropriate jurisdiction. The receiving party shall give the
disclosing party prompt notice of the receipt by the receiving party of any such order or
subpoena unless prohlbned from doing so by the issuing authority, which notice shall be
given prior to the receiving party’s compliance therewith. Such documents shall be made
avallable bv the receiving party for inspection and examination by the disclosing party’s
auditors, by properly authorized agents or employees of any regulatory bodies or
commissions or by such other persons as the disclosing party may authorize in writing.
Notwithstanding anvthing herein to the contrary. the disclosing party expressly authorizes
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the receiving party to supply any information requested relating to the disclosing party,
its business, or Customers to any regulatory body having appropriate authority.

Terms of Agreement. Correspondent agrees that it shall not disclose to any third party
the terms and conditions of this Agreement, including but not limited to pricing
information, except to the extent Correspondent is required to do so by the provisions of
any law, rule or regulation, or in response to the order or request of a court or regulatory
body having appropriate jurisdiction.

EMPLOYEES

Neither party will solicit, engage in negotiations to employ, or employ any person who is,
or within the preceding twelve (12) months has been, employed by the other party,
without first obtaining such other party’s express written consent.

NOTICE TO CUSTOMERS

Subject to the requirements of the NASD Conduct Rules, Correspondent shall provide to
each Customer upon the opening of a Customer Account, in a manner which 1s
reasonably acceptable to Southwest, a written notice which shall be furnished by
Southwest describing the general nature of the services being performed by Southwest in
accordance with this Agreement.

CUSTOMER COMPLAINT PROCEDURES

Correspondent will be responsible for the initial handling of all Customer complaints.
Anv Customer who initiates a complaint with Southwest will be referred by Southwest to
Correspondent. Correspondent hereby authorizes and directs Southwest (1) to turnish
promptly any customer complaint received by Southwest regarding Correspondent or its
associated persons relating to the functions and responsibilities allocated to
Correspondent hereunder directly to (i) Correspondent and (i) Correspondent's
Designated Examining Authority (or, if none, to its appropriate regulatory agency or
authority); and (2) to notify the customer in writing that Southwest has received the
complaint and that the complaint has been furnished to Correspondent and
Correspondent's Designated Examining Authority (or, if none, to iis appropriate
regulatory agency or authority). If any such complaint is based upon an alleged act or
failure to act by Southwest, Correspondent will notify Southwest promptly of such
complaint and the basis therefore; and will consult with Southwest. And the parties will
cooperaie in determining the validity of such complaint and the approprtate action to be
taken.

REMEDIES CUMULATIVE

The enumeration herein of specific remedies shail not be exclusive of any other remedies.
Any delay or failure by any party to this Agreement (o exercise any right, power. remedy
or privilege herein contained, or now or hereafter existing under any applicable statute or
law. shall not be construed to be a waiver of such right, power, remedy or privilege, nor
to limit the exercise of such right. power. remedy or privilege, nor shall it preclude the
further exercise thereof or the exercise of anv other right, power. remedy or privilege.




19.

{a)

(o)

GUARANTEE

The corporation or individual(s} who guarantee the obligations of Correspondent
under this Agreement by executing the signature lines designated for such purpose
at the end of the Agreement (the “Guarantor(s)”), in consideration of Southwest’s
entering into the Agreement do(es) hereby personally guarantee(s) (jointly and
severally, if more than one) the performance by Correspondent of the provisions of
this Agreement (including without limitation the indemnification provisions of
Section 10) and shall promptly pay any amount that is not paid by Correspondent to
Southwest under this Agreement. This is an absolute, unconditional and unlimited
guarantee of payment and may be proceeded upon by Southwest or a Southwest
Indemnified Person before filing any action against Correspondent or after any
action against Correspondent has been commenced. Guarantor(s) grant(s) to
Southwest a first lien and security interest in any and all money and securities of
Guarantor(s) held by Southwest. Southwest shall have the unlimited right to set-off
any amounts owed to it by Correspondent or a Guarantor(s) against any obligation
of Southwest to any Guarantor(s). Southwest also shall have the absolute and
unlimited right to sell, transfer, or liquidate any of the assets in any of Guarantor(s)’
accounts with Southwest for any amounts owed to it by Correspondent or a
Guarantor(s). The obligations of Guarantor(s) shall not be discharged or impaired
or otherwise affected by the failure of Southwest or a Southwest Indemnified Person
to assert, claim, demand or enforce any remedy under this Agreement, nor by
waiver, modification or amendment of this Agreement or any compromise,
settlement or discharge of obligations of Correspondent under this Agreement, or
any release or impairment of any collateral by Southwest or a Southwest
Indemnified Person.

LIMIT ON LIABILITY; NO CONSEQUENTIAL DAMAGES

In anv action by Correspondent against Southwest for any claim arising out of the
relationship created by this Agreement, Southwest shall only be liable to Correspondent
in cases of gross negligence or willful misconduct, and in such cases Southwest shall
only be liable for the amount or actual monetary losses suffered by Correspondent.
Correspondent shall not. in any such action or proceeding or otherwise, assert any claim
against Southwest for consequential damages on account of any loss, cost, damage or
expense which Correspondent may suffer or incur related to transactions in connection
with this Agreement or othenwise.

MISCELLANEOUS

Modification. Except as otherwise expressly provided herein, this Agreement may be
modified only bv a writing signed by both parties to this Agreement. Such modification
shall not be deemed as a cancellation of this Agreement. Subject to the NASD Conduct
Rules and other applicable rules and regulations. this Agreement and all modifications
mav be reguired to be submitted 10 the NASD and other regulatory or selt-regulatory
agencies or bodies prior to etfectiveness. It is expressly understood that services cannot
be provided under this Agreement until such approval, if required, is received.

Assignment. This Agreement shall be binding upon all successors, assigns or transferees
of both parties hereto ‘irrespective of any change with regard to the name or of the

- -




(c)

(e)

personnel of Correspondent or Southwest. Any assignment of this Agreement shall be
subject to the requisite review and/or approval of any regulatory or self-regulatory agency
or body whose review and/or approval must be obtained prior to the effectiveness and
validity of such assignment. No assignment of this Agreement shali be valid unless the
non-assignment party, in its sole discretion, consents to such an assignment in writing.
Notwithstanding the foregoing, Southwest, upon giving written notice to Correspondent,
may assign it rights and obligations under this Agreement to any entity that purchases a
majority of the stock or assets of Southwest or of any of Southwest’s subsidiaries or
affiliates, to any majority-owned subsidiary that Southwest may create or to any entity
directly or indirectly controiled by, controlling or under common control with Southwest,
and an assignment by Southwest to any such party will be deemed valid and enforceable
in the absence of any consent from Correspondent. Neither this Agreement nor any
operation hereunder is intended to be, shall not be deemed to be, and shall not be treated
as a general or limited partnership, association, or joint venture or agency relationship
between Correspondent and Southwest.

Choice of Law. The construction and effect of every provision of this Agreement, the
rights of the parties hereunder and any questions arising out of the Agreement, shall be
subject to the statutery and common law of the State of Texas, without regard to the
choice of law provisions thereof.

Severability. If any provision or condition of this Agreement shall be held to be invalid
or unenforceable by any court, or regulatory or setf-regulatory agency or body with
appropriate jurisdiction, such invalidity or unenforceability shall attach only to such
provision or condition. The validity of the remaining provisions and conditions shall not
be affected thereby and this Agreement shall be carried out as if any such invalid or
unenforceable provision or condition were not contained herein.

Notice.  For the purposes of any and all notices, consents, directions, approvals,
restrictions. requests or other communications required or permitied to be delivered
hereunder,

Southwest’s address shalil be:

Southwest Securities, Inc.

1201 Eim Street

Suite 3500

Dallas. Texas 75270

Attention: William D. Felder. Executive Vice President

And Correspondent’s address shall be:

P.R. Gilboy & Associates. Inc.
1936 Weddington Road
Mathews. NC 28104

Attn: Philip R. Gilboy, President

Either party may provide notice or change its address for notice purposes bv giving
writlen notice pursuant 0 registered or ceriified mail. return receipt requested. addressed
to the other Darty at its address {or notice.




(5 Counterparts. This Agreement may be executed in one or more counterparts, all of
which taken together shall constitute a single agreement. When each party has executed
and delivered to the other a counterpart, this Agreement will become binding on both
parties, subject only to any required approval by the NASD.

MADE AND EXECUTED THIS 2/ DAY OF _YWw £ , 20 U;/_

SOUTHWEST SECURITIES, INC.

YL

By:

Willlam D. Felder
Executive Vice President

P.R. GILBOY & ASSOCIATES, INC.

Q\\Lf s m
Philip R. "Gilboy
President

The undersigned, in consideration of Southwest Securities, Inc., entering into the foregoing
Agreement, does hereby agree to be bound personally by the terms of Section 19 of this
Agreement, which provides that the undersigned personally guarantees the performance
bv Correspondent of the provisions of this Agreement.

Ll & 20b,
Philip R. Gilboy

By:/?f\l \ /—1 C U”)uA\

(please prﬁn name)
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At the close of each month, SWS shall promptly forward to the CORRE§ a statement

which sets forth the commissions earned and amounts due in accordance withutfiis SCHEDULE.

L

EXCHANGE LISTED STOCKS — $12.50 per customer order. This charge is adjusted
depending on the market in which the trade is executed.

For Trades greater than 2,000 shares executed on the NYSE, AMEX or other Regional
Exchanges there will be a cents per share according to the following schedule:

Market Orders .0105 per share
Limit Orders .0140 per share

For NYSE and AMEX listed securities executed by CORRESPONDENT in the third
market there will be no additional charges.

For trades executed by CORRESPONDENT on the NYSE, AMEX or other Regional
Exchanges there is an additional charge of .005 per share and CORRESPONDENT will
absorb all associated floor brokerage and specialist fees.

SWS will calculate, collect and remit all applicable SEC fees.
FOREIGN SECURITIES - All foreign securities, except Canadian $35 per transaction
LISTED BONDS — SWS charges S1.40 per bond with a minimum of $12.90.
LISTED OPTION TRANSACTIONS — The clearing charge is $12.50 plus $1.00 per option.

NASDAQ STOCK TRANSACTIONS WHICH ARE NSCC ELIGIBLE - S12.50 per
customer order.

When the CORRESPONDENT directs SWS to deliver orders to ancillary systems such as
SelectNet, the base order charge is increased by the user’s fee associated with the system and 2
cents per share.

NASDAQ STOCK TRANSACTIONS WHICH ARE X-CLEARING ITEMS — S18.50 per
customer ticket.

DEALER TRANSACTIONS -— Principal trades between a CORRESPONDENT s inventory
and another dealer incur a charge o' $7.50 per dealer ticket.

CASH TRADES — SWS will pass a S35 charge through to the CORRESPONDENT when the
CORRESPONDENT reports a previously executed bond trade that has the same settlement date
and report or input date.
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MUTUAL FUNDS - The following rate is limited to those funds that SWS processes via
NSCC’s Networking environment. For those funds that SWS does not process via NSCC’s
Networking Environment a charge of $52.50 per customer ticket applies.

Princtpal Dollars Rate

0 to 2,000 §2.45
2,001 to 5,000 $4.55
5,001 to 25,000 $7.00
25,001 to 75,000 $10.50
75,001 up $14.00

All transactions for additional purchases of same fund, systematic purchases and systematic
withdrawals will be processed for $1.50

MUTUAL FUND EXCHANGES WITHIN THE SAME FAMILY - $1.50 per exchange. This
rate is limited to those funds that SWS process via NSCC’s Networking environment. For those
funds that SWS does not process via NSCC’s Networking Environment the exchange charge of
$24.50 applies.

TRAILER COMMISSIONS — 10% of registered representative’s gross per payment with a
maximum of $35 per trade blotter entry.

NON-LISTED FIXED INCOME ITEMS INCLUDING ALL BONDS AND UNIT TRUSTS
— The charge for these items is $15.00 per customer ticket and $7.50 per dealer inventory ticket.
The monthly ticket count reduction on page one of this schedule does not apply to dealer
inventory trades in non listed fixed income transactions.

POSTAGE AND HANDLING CHARGE — Any postage and handling charges Correspondent
clects to charge the customer shall be shared equally between SWS3 and the
CORRESPONDENT.

VISION CASH MANAGEMENT ACCOUNT - SWS will share equally with
CORRESPONDENT the S350 fee collected for the VISA Gold Check Card.

TRANSFER FEE — $7.50 will be charged io the customer for issues on which the transfer
agent charges SWS a transfer fee. This charge will appear on all buy confirmations in addition to
ihe postage and handling fee. This charge does not apply to DVP accounts.

COURTESY TRANSFER FEE — 3525 plus any charges imposed by the transfer agent will be
charged for each courtesy transfer. Courtesy transfers include securities that were not purchased
in the customer account, or for which an additional transfer is requested or multiple certificates
are ordered.

GOVERNMENT BOND FEE — A S15 miscellaneous fee will be charged to the customer on
all buy and sell transactions of government and government backed securities other than treasury
bills. A S5 fee will be charged to the customer on all buy and sell transactions of treasury bills. In
the case of a DVP account these charges will be added to the applicable ticket charge.

CERTIFIED POOLED SBA PRODUCTS AND NON-CERTIFIED UNPOOLED SBA
AND FMHA PRODUCTS - In addition o ihe fixed income clearing charge of 530.30 per
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customer transaction, there will be a surcharge billed to each CORRESPONDENT in the amount
of 10% of the gross spread generated by each SBA transaction cleared.

BOND MATURITY/CALL FEE - No Charge

CANCEL AND CORRECTS OF CUSTOMER OR DEALER TICKET AND
COMMISSION ADJUSTMENTS — SWS charges 320 per cancellation and correction or

adjustment performed by SWS personnel. There is no charge when these tasks are performed by
the CORRESPONDENT.

EXTENSION REQUESTS— $10.00 per request.
CUSTOMER NAME SAFEKEEPING — $15 per security per year.

FIXED INCOME TRANSACTIONS — Those not executed by SWS will be subject to a $23
DK charge.

PROGRAMMING - Custom programming solely for the benefit of CORRESPONDENT shall
be billed at the standard rates then in effect for similar work.

COMPUTER RUN TIME - For request programs and custom programs that are inserting into
SWS’S batch stream CORRESPONDENT shall be billed at the standard rates then in effect for
similar work.

RESEARCH OF RECORDS BY SWS — S25 per hour with a minimum charge of 1 hour. This
charge includes regulatory requests for information concerning correspondent customer activity
and requests from CORRESPONDENT's personnel for duplication of previously transmitted
data.

INTEREST PROFITS — CORRESPONDENTS who have margin account debit balances
exceeding $100,000 will receive 50 basis points as a share of the interest profits. However, tf the
CORRESPONDENT discounts the SWS margin interest rate to its customer, the discount will be
deducted from the CORRESPONDENT’s share. For example: If the SWS margin rate is 7% and
the CORRESPONDENT elects to charge its customer only 6.75%, then the CORRESPONDENT
will receive credit for only 235 basis points. The CORRESPONDENT could in fact forfeit its
entirve share by charging, in this example, 6.3%

CREDIT BALANCES — CORRESPONDENTS will receive credit on the credit balances of
their customers left in interest accounts as follows:

SWS credit interest account (type 6) showing customer credit in excess of $100.000 — 25
basis points. calculated annually. paid monthly.

With AMR Monev Market Fund showing customer credit in excess of $1.000.000 -- 25
basis points. caiculated annually, paid monthly.




ol

CORRESPONDENTS shall pay all interest costs not paid by the customer for any customer
account. Such costs may include draft charges and wired fund charges for customer and dealer
accounts which are delivery versus payment. Interest cost may also be charged for any account
which is to be paid out prior to receipt of securities in good delivery form.

CORRESPONDENTS shall pay interest on their debit working balances less the credit balances
at the prevailing margin rate. :

TENDER OF SECURITIES — CORRESPONDENT customers who ask SWS to tender their
securities shall be charged $4 per 100 shares with a maximum charge of $80.

EXECUTION OF SYNDICATE ORDERS THROUGH SWS — 10% of the selling group’s
gross shall be charged in addition to the ticket clearing charge.

Clearing and other charges as set forth in this agreement may be amended from time to time by
letter agreement between the parties.

TERMINATION BY SWS - SWS may terminate this Agreement at any time by giving forty-
five (45) days prior wntten notice to Correspondent,

SWS may terminate this Agreement at any time on five (5) days written notice to Correspondent
tn the event that Correspondent:

(1) fails to comply with the terms of this Agreement and upon notification by SWS fails
to begin compliance within ten (10) days from said notification; or

{11) 1s enjoined. prohibited or suspended, as a result of an administrative or judicial
proceeding, from engaging in securities business activities constituting all or portions
of Correspondent’s securities business, which injunction, prohibition or suspension in
SWS’s judgment make impracticable the fully disclosed clearing relationship
established in this Agreement.
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TERMINATION BY CORRESPONDENT - Correspondent may terminate this Agreement in
the event that SWS materially defaults in the performance of its duties or obligations hereunder
and does not substantially cure such default within sixty (60) days after Correspondent delivers
written notice to SWS specifying the default, or, with respect to any default which cannot
reasonably be cured within sixty (60) days, if SWS fails to proceed within sixty (60) days to
commence curing said default and thereafter to proceed to substantially cure the same.

REQUIRED CLEARING DEPOSIT - §_100,000.00

TERM - This Agreement shall be effective for a period of one year and will automatically renew
for one additional year on the anniversary of the effective date each year unless otherwise
notified by correspondent in writing at least 45 days prior to the anniversary date.

£
MADE AND EXECUTED THIS /*BAY OF Nk za%/

’ SOUTHWAEST SECURITIES, INC.

D

\Vllham D. Felder
Executive Vice President

P.R. GILBOY & ASSOCIATES, INC.

By: Q\m\_& mfl /'L,Jou :

Philip R. Gitboy
President
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SOUTHWEST SECURITIES . o A

July 20, 2001 '
WAY 8 2007
Mr. Phil Gilbo T REGULATION
P R. Gilboy &y;\ssociales DIVISION UF MARKE
1936 Weddington Rd

Mathaws, NC 28104

RE Inventory: 574, 581
Daar Phil,

We would like '0 review with each of our correspondents who maintain or utllize an jnventory our
policies and procedures with regard 1o inventories.

Required Clearing Daposit - The correspondent clearing deposit and/or inventory maintanance
account can ba used to satisfy the maintenance requiraments outlined below.

This deposit or maintenance account i8 hald in a customer range account that is linked to the
inventory so the syslem can calculate the proper margin as well as the interest charge of cradh.

f-339

Malntenanap Requiramanta - NYSE Rule 431 govemns our abilily to carry inventory positions for

olher broker/dealars. For equity positions, Reg-T requirements da not apply as lang as the
correspondent is a bonafide Market Maker in that security. Should a correspondent process an
equily trade in an invantory in which the corresponden! Is not a bonafide Market Maker, it is the
corraspondant'a responaibility 1o notify the Southwest [nventory Margin Cashler so tnat the
appropriate Rag-T requirement be applied in calculating the margin requiremeni. Maintenance
requireaments are based on current markel values., The unreallzed proflts/iosses are
subtracted/added o the calculated maintanance covered on page 2, lo determine the actual
requirement.

Southwest Inventory Maintenance Requirements:

LONG POSITION SHORT POSITION

-NMS or grester equilles 0% Grealer of 100% of
{Marginable Sacurilies)
mkt value or $2.50 per
share for stocks within
a cosl less than $5.00

-Ncn-NMS Equities 100% On stocks graater than $§5
(Non Marglinable Securities)

MEWBER; HEW YORK S5TOCK EXCHANGE
1201 ELM STREET. SUITE 1500, DALLAS, TEXAS 75270 {214) 860-1800
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the requirement is a
$5.00 per share or 30% of

market

-Municipal Bonds 15% Same 85 long
-Municipa! Zeroes 15% Same as long
-@overnmen! Zeroes & Governmenis

Maturity:
-0to 1 year 2% Sama a3 long
-1 {o 3 year 3%
-310 5 year 4%
-5 to 10 year 5%
-10to 20 year 5%
-20 or greatar %
-Non-Convertible Corp Bonds 20% - Sarne as long
-Convartbla Corp Bonds 30% Sama as long
-CMQ's

US Agency collateralized 10% 10%

All other collateralized 20% 20%

Inverse Floaters 30% 30%
-Governament Repe Accounts 15% 15%
-High Yield Bonds (price below 80} 40% 40%

Municipals and Corporate Non-Convertibles are subject to a 7% of face minimum maintenance.

Addilionally, US Government bonds with five years or more to malurity, the margin to be maintained shall
not be less than 3% of the face amount of the obligation.

Maintenance Call Proceduros - Each day the Southwest Inventory Margin Cashier will, from the
Inventory Trade Date Position Report, calculate the margin required for each inventory. Tha requirsment
calculaled will be compared to tha cradit In the depasit and/or inventory maintenance account. If there are
funds needed, a 3-day malntanance call ‘wiil be issuad to the correspondent.

Intarast Charges & Credits - The coupon crediV/debit resulting from a long or short interest bearing
position will be credilea/debited to the correspondent's setttement. The accrued interest that rasults form
purchases or sales will also be credited/debited to the correspondent’s seftlement. If the invantary carries
a credit balance, (i.e.: the inventory deposit account credil balance is greater than the setlement date long
cost) Interest will be pald to the corresponcent on the net credit at our credil Interesi rate.

Tha cos! to carry charge Is posted as a nen-rade llem ane month In arrears. The total for the interest
purchased or sold, as wall as tha coupon craditdebit can be found under the "interest bot/sold” column of
the trace date Inventory totals. This total Is posted 1o your sefiement as a manual entry each month and is
based on the trade date figures as of the trade date end of month. If your firm’s inventory s belng used to
run riskless/principal trades so that the account does nat hald positions avernight, the cost to carry charge
does not apply.
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Raporta - Three daily ag well a8 one monthly report are generated by our system:

SIS Rapnrs CES8 Raparts

Trade Date Position Report Trade Date Inventory Positlon Report
Setllomant Dale Position Report Scitlement Date Inventary Positions Report
Inventory Activily & Position Repont Trade Dale Inventory Activity Report

EOM inventory Aclivity & Position Report

Mark to tha Market - In the casa of equities, lhe'invontory ia marked so that the current price bacomes
the cost. The holder of the inventory Is paid the profits and charged the losses at that time. Because the
invanlariss are cet up a¢ “average coat®, the mark to market (adjustment of cost) will creats a prafit or loss

based on market appraciation or depreciation only as the profit and loss frem transactions will have
aready been paid out and reflected on the AE Trade Blotter.

Because true bid prices are more difficult lo obtain on fixed income items, only fial bond positlons are

marked monthly. However, bond inventories are periodically priced by Southwast to monitor exposure and
may be markad to market.

If you have any quaestions, please feel free to cantact me at any time.

Sincaraly Yours,

SWS SECUiR TIES, INC;.
\ \l‘ldﬂ e

Lan\a iaudrane
Vice Presidant
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R STRNEST SECITE

March 5, 1999

Mr. Phil Gilboy

P.R. Gllboy & Aeaociates, Inc.
426 Walden Trail

Waxhaw, NC 26173

Dear Phil;

Wa want to go over with each of our correspondents who maintain or utilize an inventory our policies and
procadures with regard to invantorles.

Minimum Daeposit - The minimum correspondent clearing daposit necessary to maintain an invantory is
$100,000.00. This daposit can be used to satisfy the maintenance requirements outlined below.

This deposit or maintananca requirement is held in a customer range account which is linked to the
inventory Eq the system can calculate the proper margin as well as the Interest eharge or cradil.

Malntenance Requirements - NYSE Ruls 431 govarns aur ability to carry invantory positions for other
brokar/dealers. For aquity positions, Reg T requirements do not apply as lang as the corraspondent is 8
bonafide Market Makar in thal sacurity. Should a corraspondent prooesa an aquity trade in an inventary in
which the corraspondant is not a bonafide Markat Maker, it is the correspondent's respangibility to notify
the Sauthwes! Inventory Margin Clerk so that tha appropriate Reg T Requirement will be applied in
calculating the margin requirement. Maintenance requirements are based on currant market values. The

unrealized profits/locees are subtracted/adced to tha calculated rmaintanance covared on page 2, lo
detarmine the actual raquiremant.

b

Your (nventory Number is 9300 574 5.

WEMBER: NEW YORK 3TCLK EXCMANIE
1207 ELM STREET, QUITE 3500, ZALLAS. TEXAB 76270 214) 851-1800
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INVENTORY MAINTENANCE REQUIREMENTS

kong Shorts

Carp Non-Convertible Bonds 20%"* 20%*
Carp Convertible Bonds 0% 30%
CMO's

U. 8. Agency Collateraiized 10% 10%

All Other Caollaterallzed 20% 20%

I0's, PO's & Inverse Floaters 0% 30%
Equitiag {Marginable) 0% See Schedule B
Equities (Non-Marginable) 100% See Schadule B
Municipal Bonds 15%" 15%*
Junk Bonds (###) 40%" 40%*
Cefauiled Bands (***) 40%" 40%"
Opon-anded Mutua! Funds 30% No Shorts
Unit Trusts 30% 0%
Foreign Debl Securities or

guarantead by foreign country 25% 25%
U. S. Government Obligatians Ses Scheduis A
Zoros and Treasury Receipts See Schedule A
Government Repo Accounts 15% 25%
Rights 30% See Scheduie B
Warrants 30% See Schadule 8

*Municipal and Corporata Non-Convenible bonds are subject to a 7% of principal minimum.

SCHEDULE A
MARGIN FOR U. S. GOVERNMENT ISSUES
MATURITY MAINTENANCE
O years o leas than 1 year 2%
1 year to less than 3 years 3%
3 years to less than S years 4%
. 5 years to less than 10 years 5%
: 10 years to less than 20 years 6%
| 20 years or more 7%

*U. 5. Government igsues with five or mere years to maturity are subject to a 3% of princlpal minimum.

SCHEDULE B
INVENTORY MAINTENANCE FOR SHORT EQUITIES
Price Malntenance
Shemn Equities Balow 35 $2.50/share or 100% of market value,

whichever is greater

$5 ang above $5/share or 20% of markat vaivae,
whichaver is greater
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Malintenance Gall Procaduras - Each day the Southwast tnvantory Margin Clark willl, from the Inventary
Current Positians {TD) Report, caleulata tha margin required for each inventory. Tha requirement
caicuiatad will be compared 1o {he credit in the deposit account. If there are funds neeced, a 3 day
maintanance call will be issued to the correspondent. Maintenance calls can be mat under the same
guldelines as a customer account, with the exception that custamer margin calls may not be met by
liquidations or market appreclation.

Interest Charges & Credits - The coupon craditdabit resulting from a long or shart interast bearing
position wlil te credlted/debited to the corraspondant's seitiement. The accrued interest which results
from purchases or salas will aleo be craditad/dabited to the correspondant's settlament. If the inventory
cartles a cradit balanca, {i.e.. the inventory deposit account credit balance i6 greater then the seftiemant
date long cost) interest will be paid to the corraapondent on the net cradit at our credit interest rats.

The cost to carry charge is pastad as a non-trada itam one month in arrears and is based an tha
saftlement date cost In the inventory. Tha total for tha interest purchased or sold, as well as the coupon
credit’debit can be found under the "Tolal Accrued iInterest” column of the trade dete inventory 1otals. This

total 18 posted to your settlement as 3 manual entry each month and is based on the trade date figures as
of the rade date end of month.

Inventory Reports - Three dally repons as well as one monthly report ara generated by our system:

-Current Poaitions (TD)
-Currant Posltions (SD)

-Attivity & Poeition Raport
-EOM Activity & Position Repon

Mark to the market — The invantory positions will ba priced nigh! by an axtarnal pricing sarvice. In tha
case of aquities, the Inventory is marked so that the current prica (which is the prior night's close)
becomas tha cost. The halder of the inventory is paid the profits and charged the losses at that time.
Becausa the Inventories ara sat up as "average cost”, the mark to market (adjustment of cost) will creala
a prafit or loss based on markel appraciatian or depreciation only a6 tha profit and ioss from transactions
will have already baean paid out and reflactad on the AE Trads Blotter.

Because true bid pricas are more difficult 1o obtain on fixed income items, only flat bond positions are

marked monthly. However, bond inventorias are periadically priced by Southwest to monitor expasure and
may be marked lo markel.

[fyou have any questions, plaasa feel freq o contact me at any time.

Sinceraly Ygurs,

SOYTHWEST SECURITIES, INC.

arbara Harnt
Sacretary/Treasurer




