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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Mesirow Financial, Inc.
Chicago, Iilinois

Opinion on the Financial Statement

We have audited the accompanying statement of financial condition of Mesirow Financial, Inc.

(the “Company”) as of March 31, 2020, and the related notes (collectively referred to as the “financial
statement”). In our opinion, the financial statement presents fairly, in all material respects, the
financial position of the Company as of March 31, 2020, in conformity with accounting principles
generally accepted in the United States of America.

Basis for Opinion

The financial statement is the responsibility of the Company’s management. Our responsibility is to
express an opinion on this financial statement based on our audit. We are a public accounting firm
registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are
required to be independent with respect to the Company in accordance with the U.S. federal securities
laws and the applicable rules and regulations of the Securities and Exchange Commission and the
PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statement
is free of material misstatement, whether due to error or fraud.

Our audit included performing procedures to assess the risks of material misstatement of the financial
statement, whether due to error or fraud, and performing procedures that respond to those risks.
Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statement. Our audit also included evaluating the accounting principles used and
significant estimates made by management, as well as evaluating the overall presentation of the
financial statement. We believe that our audit of the financial statement provides a reasonable basis
for our opinion.

{JELOVTE 2 Toveue LLp

June 1, 2020

We have served as the Company’s auditor since 2001.



MESIROW FINANCIAL, INC.
Statement of Financial Condition
As of March 31, 2020

Assets

Cash

Receivables from:
Brokers, dealers and clearing organizations
Other

Deposits with clearing organizations and others

Securities owned, at fair value

Other investments

Other assets

Total assets

Liabilities and Stockholders’ Equity
Liabilities:

Payables to:
Brokers, dealers and clearing organizations
Other
Deferred income
Securities sold, not yet purchased, at fair value
Accounts payable and accrued expenses

Total liabilities

Stockholders' equity:

Common stock, 1,000 Class A voting common shares and
1,000 Class B non-voting common shares each $1.00 par value;
500 Class A voting shares issued and outstanding

Additional paid-in capital

Retained earnings

Total stockholders' equity

Total liabilities and stockholders' equity

2,465,000

923,000
2,342,000
3,785,000

425,030,000
16,864,000
8,701,000

460,110,000

73,380,000
894,000
619,000

254,749,000

27,441,000

357,083,000

500
32,426,500
70,600,000

103,027,000

460,110,000

The accompanying notes are an integral part of the Statement of Financial Condition



MESIROW FINANCIAL, INC.
Notes to Statement of Financial Condition
As of March 31, 2020

NOTE 1 — NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the significant accounting policies that have been followed in preparing the accompanying
Statement of Financial Condition is set forth below.

Nature of Business

Mesirow Financial, Inc. (the "Company") is a registered securities broker-dealer principally engaged in
securities sales and trading, investment banking, retail brokerage and other related financial services.
The Company provides services to closely held and mid-sized public and private businesses, as well
as select institutions and individuals. The Company clears its institutional sales and trading activity on
a fully-disclosed basis with Pershing LLC (“Pershing”). For a portion of the Company’s proprietary
trading activity U.S. Bank National Association (‘U.S. Bank”) serves as custodian. The Company clears
its retail brokerage business on a fully-disclosed basis through National Financial Services, LLC
((INFS”)'

The Company has an agreement with Pershing to carry the proprietary accounts of the Company’s
Institutional Sales and Trading business, and the cash and margin accounts of certain Company
customers introduced by the Company to Pershing, and to clear certain transactions on a fully disclosed
basis for such accounts. As part of this agreement, Pershing also provides the processing and servicing
for certain Company customer accounts opened on the Pershing platform, communication and content
services, access to account and financial information, securities trading and other incidental or related
technology services.

The Company is 80% owned by Mesirow Financial Holdings, inc. ("MFH") and 20% owned by Mesirow
Financial Services, Inc., a wholly-owned subsidiary of MFH.

On March 11, 2020, the World Health Organization declared the novel coronavirus, or COVID-19, a
pandemic. The ongoing COVID-19 pandemic has caused significant disruption in global financial
markets, including significant declines and volatility in the securities markets.

Management Estimates

The preparation of the Statement of Financial Condition in conformity with accounting principles
generally accepted in the United States of America (“U.S. GAAP") requires management to make
estimates and assumptions that affect the reported amounts of assets, liabilities and disclosures of
contingent assets and liabilities at the date of the Statement of Financial Condition. The most significant
estimates relate to the valuation of securities owned and securities sold, not yet purchased. Actual
results could differ from those estimates.

Segments

Management has determined that the Company operates in three main reportable segments: Capital
Markets, Investment Banking, and Other. The Company’s reportable segments offer different products
and services and are managed separately as different levels and types of expertise are required to
effectively manage the segments’ transactions. Each segment is reviewed to determine the allocation
of resources and to assess its performance. The Company’s Capital Markets segment is made up of
the following operating segments: Institutional Sales & Trading, Public Finance, and Credit Tenant
Lease Finance & Structured Debt Products. Given the similarities in economic characteristics between
the operations and the common nature of the products and services, and regulatory environment of
these operating segments, the Company evaluates these as one reportable segment. The Company’s
Investment Banking segment provides merger and acquisition advisory and financing services,
particularly in the middle-market. The Company’s Other segment, consisting of less than 10% of total
revenue, is primarily made up of brokerage services.

Securities Transactions and Revenue Recognition

Proprietary transactions are reflected in the Statement of Financial Condition on a trade date basis.

Securities owned and securities sold, not yet purchased are carried at fair value. Fair value is generally
based on quoted market prices. If quoted market prices are not available, fair value is determined based
on other relevant factors, including dealer price quotations or prices for equivalent instruments.
Commissions and trading gains and losses and related expenses are recognized on a trade date basis.

3



MESIROW FINANCIAL, INC.
Notes to Statement of Financial Condition (Continued)
As of March 31, 2020

Consulting and advisory fees for investment Banking assignments as well as underwriting fees are
generally recorded upon successful completion of a fransaction. Non-refundable upfront fees are
deferred and recognized as revenue ratably over the expected period in which the related services are
rendered. Transaction related expenses are deferred and recognized in the same period as the related
Investment Banking revenue.

Receivables from / Payables to Brokers, Dealers and Clearing Organizations

Receivables from brokers, dealers, and clearing organizations primarily include amounts due from NFS
for commissions and fees and from U.S. Bank related to proprietary trading activities. Payables to
brokers, dealers, and clearing organizations primarily consist of the Company’s payable to Pershing,
which includes the Company’s margin borrowings collateralized by securities owned. Due to their short
term nature, the amounts recorded approximate fair value.

Income Taxes

The Company is a member of a consolidated group for federal and state income tax purposes. A tax-
sharing arrangement between the Company and MFH provides for federal and state income taxes to
be determined on a separate company basis. The Company’s net deferred income tax asset of
$502,000, which relates primarily to deferred compensation, is recorded in Other assets in the
Statement of Financial Condition.

Fair Value Measurements

Financial Accounting Standards Board (“FASB”) Accounting Standards Codification ("ASC”) 820, Fair
Value Measurement, defines fair value, establishes a framework for measuring fair value, and
establishes a fair value hierarchy which prioritizes the inputs to valuation techniques. Fair value is the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. A fair value measurement assumes that the
transaction to sell the asset or transfer the liability occurs in the principal market for the asset or liability
or, in the absence of a principal market, the most advantageous market. Valuation techniques that are
consistent with the market, income or cost approach, as specified by FASB ASC 820, are used to
measure fair value.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into
three broad levels:

e Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
the Company has the ability to access.

e Level 2 inputs are inputs (other than quoted prices included within Level 1) that are observable
for the asset or liability, either directly or indirectly.

e Level 3 inputs are unobservable inputs for the asset or liability and rely on management’s own
judgments about the assumptions that market participants would use in pricing the asset or
liability.

The following outlines the valuation methodologies for the Company’s significant categories of assets
and liabilities:

Equities Equity securities are generally valued based on quoted prices from an exchange. To the extent
these securities are actively traded, they are classified as Level 1 in the fair value hierarchy, otherwise
they are classified as Level 2 or 3. In instances when quoted prices are not available, fair values are
generally derived using bid/ask spreads and these securities are generally categorized as Level 2.

U.S. government and agency securities U.S. treasury securities are valued using market prices
obtained from actual market makers and inter-dealer brokers and are generally classified as Level 1 in
the fair value hierarchy. The fair value of agency issued debt securities is derived using market prices
and recent trade activity gathered from independent dealer pricing services or brokers. To Be
Announced mortgage-backed securities (“TBAs”) are generally valued using market prices obtained
from actual market makers and inter-dealer brokers. Agency issued debt securities and TBAs are
generally classified as Level 2 in the fair value hierarchy.



MESIROW FINANCIAL, INC.
Notes to Statement of Financial Condition (Continued)
As of March 31, 2020

Corporate bonds Corporate bonds are valued based on either the most recent observable trade and/or
external quotes, depending on availability. Corporate bonds are generally classified as Level 2 or
Level 3 in the fair value hierarchy. In instances where significant inputs are unobservable, they are
categorized as Level 3 in the fair value hierarchy.

Municipal bonds The fair value of municipal bonds is derived using recent trade activity, market price
quotations and new issuance activity. In the absence of this information, fair value is calculated using
comparable bond credit spreads. Current interest rates, credit events, and individual bond
characteristics such as coupon, call features, maturity, and revenue purpose are considered in the
valuation process. These bonds are generally classified as Level 2 in the fair value hierarchy.

Mortgage and asset-backed securities Morigage and asset-backed securities are valued based on
observable price or credit spreads for the particular security, or when price or credit spreads are not
observable, the valuation is based on prices of comparable bonds or the present value of expected
future cash flows. When estimating the fair value based upon the present value of expected future
cash flows, the Company uses its best estimate of the key assumptions, including forecasted credit
losses, prepayment rates, forward yield curves and discount rates commensurate with the risks
involved, while also taking into account performance of the underlying collateral. Mortgage and asset-
backed securities are classified as Level 3 in the fair value hierarchy if external prices or credit spreads
are unobservable or if comparable trades/assets involve significant subjectivity related to property type
differences, cash flows, performance and other inputs; otherwise, they are classified as Level 2 in the
fair value hierarchy.

Other investments The Company has an investment in an LLC consisting of a portfolio of ground leases.
The Company also has an investment in a portfolio of first-lien corporate loans. These investments are
carried at fair value and are classified within Other investments in the Statement of Financial Condition.

The availability of valuation techniques and observable inputs can vary from security to security and is
affected by a wide variety of factors, including the type of security, whether the security is new and not
yet established in the marketplace, and other characteristics particular to the transaction. To the extent
that valuation is based on models or inputs that are less observable or unobservable in the market, the
determination of fair value requires more judgment. Those estimated values do not necessarily
represent the amounts that may be ultimately realized due to the occurrence of future circumstances
that cannot be reasonably determined. Because of the inherent uncertainty of valuation as of the
reporting date, those estimated values may be materially higher or lower than the values that would
have been used had a ready market for the securities existed. Accordingly, the degree of judgment
exercised by the Company in determining fair value is greatest for securities categorized in Level 3. In
certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, for disclosure purposes, the level in the fair value hierarchy within which the
fair value measurement falls in its entirety is determined by the lowest level input that is significant to
the fair value measurement.

Fair value is a market-based measure considered from the perspective of a market participant rather
than an entity-specific measure. Therefore, even when market assumptions are not readily available,
the Company's own assumptions are set to reflect those that market participants would use in pricing
the asset or liability at the measurement date. The Company uses prices and inputs that are current as
of the measurement date, including during periods of market dislocation. In periods of market
dislocation, the observability of prices and inputs may be reduced for many securities. This condition
could cause a security to be reclassified to a lower level within the fair value hierarchy.

Accounting Pronouncements
Adopted

In February 2016, the FASB issued ASU No. 2016-02: Leases (Topic 842): Amendments to the FASB
Accounting Standards Codification. The guidance in this ASU supersedes Topic 840, Leases, and
changes the way entities will recognize operating leases as lessees. Under this ASU, lessees will
recognize lease assets and lease liabilities for those leases classified as operating leases under current
US GAAP. The Company adopted ASU 2016-02 as of April 1, 2019 using the modified retrospective
approach. The Company also elected the short-term lease practical expedient for its leases which
allowed leases with an initial term of 12 months or less to not be recorded on the Statement of Financial
Condition. Upon adoption of ASU 2016-02, the Company recorded an increase of $631,000 in its assets
and $746,000 in its liabilities related to the right-of-use (“ROU”) asset and lease liability for its operating



MESIROW FINANCIAL, INC.
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leases. As of March 31, 2020, the ROU asset was $348,000 within Other assets on the Statement of
Financial Condition. As of March 31, 2020, the lease liability was $416,000 within Accounts payable
and accrued expenses on the Statement of Financial Condition. The adoption of ASU 2016-02 did not
have a material impact on the Statement of Financial Condition. See Note 6, Leases, for more
information.

Recently Issued

In June 2016, the FASB issued ASU 2016-13, Measurement of Credit Losses on Financial Instruments
(Topic 326). The ASU changes the impairment model for most financial assets and requires the use of
an “expected loss” model for instruments measured at amortized cost. Under this model, entities are
required to estimate the lifetime expected credit loss on such instruments and record an allowance to
offset the amortized cost basis of the financial asset, resulting in a net presentation of the amount
expected to be collected on the financial asset. ASU 2016-13 will be effective for the Company's fiscal
year beginning after December 15, 2019, using a modified retrospective approach. Early adoption is
permitted. The Company does not expect a material impact on its Statement of Financial Condition.

From time to time, new accounting pronouncements are issued by the FASB or other standard setting
bodies that are adopted by the Company as of the specified effective date. Unless otherwise discussed,
the Company believes that the impact of recently issued pronouncements that are not yet effective will
not have a material impact on the Company’s Statement of Financial Condition upon adoption.

Revenue Recognition

Commissions are recorded on trade date and are generally related to transactions when the Company
buys and sells securities on behalf of its customers. After a customer enters into a buy or sell transaction,
the Company will charge a commission. The Company believes that the performance obligation is
satisfied on the trade date which is when the customer receives the benefit and the pricing is agreed
upon.

The Company underwrites securities for public and private issuers such as business and governmental
entities which raise funds through a sale of securities. Revenue is recognized at a point in time, upon
the completion of the offering. At the time the offering is completed, the performance obligation has
been satisfied and the Company recognizes the revenue on the trade date when the Company
purchases its contracted portion of securities from the issuer. The Company believes there are no
significant actions subsequent to this date and the issuer has obtained control and benefit of the offering
on the trade date.

The Company provides advisory services to private and public companies on financial objectives such
as mergers and acquisitions, divestitures and restructuring. Revenues are obtained through success
fees, which are contingent on the closing of a deal and retainer fees, which are received in advance.
Success fees are recognized at a point of time, specifically on the closing of a deal. Retainer fees are
received in advance of services and are recorded as unearned income (a contract liability) in Deferred
income on the Statement of Financial Condition. Retainer fees are subsequently recognized as
Consulting and advisory fees over the time the service is rendered. As of March 31, 2020, there was
$619,000 in Deferred income on the Statement of Financial Condition related to retainers.

The Company provides high leverage, credit-backed financing services to customers. Fees are earned
at a point in time based on a success fee contingent on the deal closing. In some instances, a good
faith deposit is given to the Company for the service rendered. The good faith deposit is recorded as a
payable (a contract liability) in Payables to other on the Statement of Financial Condition. The deposit
is subsequently derecognized and a success fee is recognized upon the deal closing, when the
Company has eamed the revenue and the benefit has been transferred to the customer. Good faith
deposits are typically held for 12 months or less. As of March 31, 2020, there was $894,000 in Payables
to other, relating to good faith deposits on the Statement of Financial Condition.

Other revenues are recognized when the service has been provided or when the Company believes
the performance obligation has been satisfied.
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Notes to Statement of Financial Condition (Continued)
As of March 31, 2020

At March 31, 2020, the Company’s assets and liabilities measured at fair value consist of the following:

Assets:

Equities

U.S. government and agency securities

Corporate bonds

Municipal bonds

Mortgage and asset-backed securifies
Securities owned

Other investments

Total assets

Liabilities:

Equities

U.S. gowernment and agency securities
Corporate bonds

Municipal bonds

Morigage and asset-backed securities

Securities sold, notyet purchased

NOTE 2 - FAIR VALUE OF FINANCIAL INSTRUMENTS

Level 1 Level 2 Lewel 3 Total
$ 1308000 § 2,000 - % 1,310,000
- 224,014,000 - 224,014,000
- 71,424,000 1,000 71,425,000
- 107,319,000 - 107,319,000
- 12,937,000 8,025,000 20,962,000
1,308,000 _ 415,696,000 8,026,000 _ 425,030,000
- 10,364,000 6,500,000 16,864,000
$ 1,308,000 $ 426,060,000 14,526,000 §$ 441,894,000
$ 1485000 $ - - § 1,485,000
65,326,000 140,185,000 - 205,511,000
- 22,083,000 - 22,083,000
- 20,998,000 - 20,998,000
- 4,672,000 - 4,672,000
$ 66,811,000 $ 187,938,000 - $254,749,000

The following table provides a reconciliation of changes in Level 3 assets for the year ended
March 31, 2020:

Mortgage and
asset-backed Other
Corporate bonds securities Investments
Balance April 1, 2019 $ 1000 § 5154000 § 3,016,000
Net realized and unrealized gains (losses) - 2,177,000 3,484,000
Purchases - 7,290,000 -
Sales - {6,596,000) -
Balance March 31, 2020 $ 1000 § 8,025,000 § 6,500,000

The fair value of all other financial instruments reflected in the Statement of Financial Condition
(consisting primarily of receivables from and payables to brokers, dealers, clearing organizations and
customers) approximates the carrying value due to the short-term nature of the financial instruments
and repricing policies followed by the Company.
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NOTE 3 - CLEARING AGREEMENTS
Outstanding margin as of March 31, 2020 is collateralized by securities owned of $425,030,000 and

bears interest equal to overnight bank funding rate plus 68 basis points. As of March 31, 2020, the
overnight bank funding rate was eight basis points.

NOTE 4 - RECEIVABLE FROM AND PAYABLE TO BROKERS, DEALERS AND CLEARING
ORGANIZATIONS

At March 31, 2020 amounts receivable from and payable to brokers, dealers and clearing organizations

include:
Receivable from U.S. Bank $ 859,000
Receivable from clearing organizations for settled securities 63,000
Other 1,000
Total Receivables $ 923,000
L ]
Payable to Pershing $ 73,378,000
Other 2,000
Total Payables $ 73,380,000
f——— e ————]
NOTE 5 - CONTINGENCIES

In the normal course of business activities, the Company has been named as a defendant in various
legal actions, including actions against underwriting groups of which the Company was a syndicate
member. In view of the inherent difficulty of predicting the outcome of litigation and other claims, the
Company cannot state with certainty the outcome of pending litigation or other claims. In the opinion
of management, based on consultation with legal counsel, these actions will not result in any material
adverse effect on the Statement of Financial Condition.

In the normal course of business activities, the Company is subject to regulatory examinations or other
inquires. These matters could result in censures, fines or other sanctions. Management believes the
outcome of any resulting actions will not be material to the Company’s Statement of Financial Condition.
However, the Company is unable to predict the outcome of these matters.

In accordance with the Company's fully disclosed clearing agreements with Pershing and NFS, the
Company is required to guarantee the performance of its customers in meeting contracted obligations.
The Company seeks to control the risks associated with its customers’ activities by requiring customers
to maintain margin collateral in compliance with various regulatory and internal guidelines. The
Company has not recorded any contingent liability on the Statement of Financial Condition as any
potential future obligations are not quantifiable.
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NOTE 6 — LEASES

The Company’s non-cancelable operating leases expire at various dates through 2022. The
approximate minimum lease payments on an undiscounted basis, including short-term leases, are as

follows:
Year Ending
2021 $ 375,000
2022 61,000
Total minimum lease payments $ 436,000
Less: interest 12,000
Present value of lease liabilities $ 424,000

The Company determines if an arrangement is an operating lease at inception. The Company does not
record leases with a lease term of 12 months or less on the Statement of Financial Condition. All other
operating leases are recorded on the Statement of Financial Condition with operating lease ROU assets
representing the right to use the underlying asset for the lease term and lease liabilities representing
the obligation to make lease payments arising from the lease. Operating lease ROU assets and lease
liabilities are recognized at the commencement date, or remeasurement date, based on the present
value of lease payments over the lease term. The weighted average remaining lease term was 1.1
years at March 31, 2020. The discount rate of 4.5% used to determine the present value of the
remaining lease payments reflects the Company’s incremental borrowing rate on the remeasurement
date, which is the rate the Company would have to pay to borrow on a collateralized basis over a similar
term in a similar economic environment. In addition to rent payments, operating leases for office space
generally contain payments for real estate taxes, insurance costs, common area maintenance, and
utilities that are not fixed. The Company accounts for these costs as variable payments and does not
include them in the lease component.

NOTE 7 - EMPLOYEE BENEFIT PLANS

The Company participates in a 401(k) savings plan of an affiliate (the "Plan") which covers all eligible
employees, as defined in the Plan. Contributions to the Plan by employees are voluntary and will be
matched by the Company at a rate of fifty percent of the first eight percent of compensation up to a
maximum of $4,000.

NOTE 8 - RELATED PARTY TRANSACTIONS
The Company pays MFH for management services in accordance with formal agreements.

The Company uses office facilities that are leased by MFH and furniture, equipment (including computer
and software related assets) and leasehold improvements owned by MFH.

As of March 31, 2020, Other assets include a receivable from MFH of $6,649,000, primarily for income
tax related balances. In addition, as of March 31, 2020, Accounts payable and accrued expenses
include a payable to MFH of $281,000, relating to the intercompany transactions described above.

From time to time, the Company pays dividends to its stockholders. Such dividends may require
regulatory approval and may be limited by the Company’s net capital at the time of the dividend.

NOTE 9 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND CONCENTRATION OF
CREDIT RISK

In the normal course of business, the Company enters into fransactions in financial instruments with
varying degrees of off-balance-sheet risk. These financial instruments include TBAs. The trading of
these financial instruments is conducted with other registered broker-dealers located in the United
States. These financial instruments involve elements of off-balance sheet market risk in excess of the
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amounts recognized in the Statement of Financial Condition. Market risk is the potential change in
value of the financial instrument caused by unfavorable changes in interest rates or the fair values of
the securities underlying the instruments. The Company monitors its exposure to market risk through
a variety of control procedures, including daily review of trading positions.

TBAs provide for the delayed delivery of the underlying instrument. The credit risk for TBAs is limited
to the unrealized market valuation gains/losses recorded in the Statement of Financial Condition.

The Company may hedge a portion of its fixed income trading inventories with options, exchange traded
financial futures contracts, and TBAs. The contractual amount of these instruments reflects the extent
of the Company’s involvement in the related financial instrument and does not represent the risk of loss
due to counterparty nonperformance. The extent of utilization of these financial instruments is
insignificant to the Company’s Statement of Financial Condition.

Securities sold, not yet purchased represent obligations of the Company to deliver specified securities
at the contracted price, and thereby create a liability to purchase the securities in the market at prevailing
prices. These transactions may result in off-bafance sheet risk as the Company's ultimate liability to
satisfy its obligation for securities sold, not yet purchased may exceed the amount recognized in the
Statement of Financial Condition.

To minimize the potential impact of counterparty nonperformance and market exposure in connection
with its fransactions in financial instruments, the Company monitors the credit standing of each
counterparty with whom it does business. It also marks to fair value all customer and proprietary
positions on a daily basis and monitors margin collateral levels for compliance with regulatory and
internal guidelines, requesting and obtaining additional cash margin or other collateral when deemed

appropriate.

Under the terms of the Company’s agreements with its clearing agents, the Company has agreed to
indemnify the independent licensed brokers for customers introduced by the Company that are unable
to satisfy the terms of their contracts. The Company monitors its customer activity by reviewing
information it receives from its clearing agents, and seeks to control the aforementioned risk by requiring
representatives to compensate the Company for nonperformance by its customer.

NOTE 10 - REGULATORY REQUIREMENTS

The Company, as a registered broker-dealer, is subject to the SEC Uniform Net Capital Rule. Under
this rule, the Company has elected to operate under the "alternative method", whereby the Company
is required to maintain “net capital” of $250,000 or two percent of "aggregate debit items", whichever is
greater, as these terms are defined. At March 31, 2020, the Company has net capital and a net capital
requirement of approximately $29,309,000 and $250,000, respectively.

The Company claims an exemption from Rule 15¢3-3 of the SEC related to customer reserve
requirements under 15¢3-3(k)(2)(ii) as all customer transactions are cleared through NFS or Pershing
on a fully disclosed basis.

NOTE 11 —- SUBSEQUENT EVENTS

In accordance with the provisions set forth in FASB ASC 855, Subsequent Events, the Company has
evaluated subsequent events through June 1, 2020, the date the Statement of Financial Condition was
issued, and has determined that there were no material events that would require adjustment to or
disclosure herein.
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