Republic of the Philippines
SECURITIES AND EXCHANGE COMMISSION
SEC Building, EDSA, Greenhills, Mandaluyong City, Metro Manila

SEC MEMORANDUM CIRCULAR NO. 16
Series of 2004

TO: ALL BROKERS DEALERS
PHILIPPINE STOCK EXCHANGE

SUBJECT: ADOPTION OF THE RISK BASED CAPITAL ADEQUACY
REQUIREMENT/RATIO (RBCA) FOR BROKERS DEALERS

The Commission, pursuant to its regulatory and supervisory powers under
Section 5 of the Securities Regulation Code (SRC), approved the following guidelines
on the adoption in the Philippines of the Risk Based Capital Adequacy (RBCA)
Framework for all registered Brokers Dealers in accordance with SRC Rule 28.1 (E) (2)
(iv) of the SRC. These guidelines shall cover the following risks: (1) Position or Market
Risk, (2) Credit Risks such as Counterparty Risk, Settlement Risk, Large Exposure
Risk, and Margin Financing Risk, and {3) Operational Risk.

PART I: PRUDENTIAL AND FINANCIAL MEASURES

RULE 49.1 (A) PAID UP CAPITAL REQUIREMENT

Unless otherwise prescribed by the Commission, the paid-up capital of every Broker
Dealer covered by the RBCA shall be governed by the existing requirements of SRC
Rule 28.1 (E) (v).

For this purpose, the term “paid up capital” shall include the following:

a. Capital contributions of partners or par value or stated value of Common Stock
b. Payment made on Subscribed Common Stock




Par or Stated Value of Preferred Stock

Payment made on Subscribed Preferred Stock

Common Stock to be Distributed {arising from a Stock Dividend Declaration)
Additional Paid in Capital for both Common and Preferred Stocks

Donated Capital

@m™oaop

The value representing Treasury Stock is deducted in the computation of Paid up
capital.

RULE 49.1 (B) RESERVE FUND

(1) Every Broker Dealer shall annually appropriate a certain minimum percentage
of its audited profit after tax and transfer the same to the Appropriate Retained
Earnings Account in accordance with the following schedule:

Unimpaired Paid Up Capital
PhP (million)

Minimum percentage or profit
after tax to be placed in the
Appropriated Retained Earnings

Between 10-30 30%
Between 30- 50 20%
More than 50 10%

(2) The amount appropriated shall not be available for payment of dividends.

(3} Where in any financia! year the Broker Dealer's paid up capital is impaired, the
Broker Dealer, is required to transfer from the Appropriated Retained Earnings
to the capital account an amount equivalent to the impairment. Such amount so
transferred out shall not be available for payment of dividend.

(4) Consistent with the general usage under SRC Rule 28.1 (E) (v), the term
“Unimpaired Paid Up Capital” shall refer to the firm’s Total Paid Up Capital less
any deficiency in the Retained Earnings account.

(5) A Broker Dealer may submit to the Commission for approval its own capital
build up plan in lieu of the requirements of this provision.

(6) Notwithstanding the requirements of this section, the Commission may
prescribe a different capital build up plan for all Broker Dealers, specifically
those incurring net losses during the period, with may include the programmed
infusion of fresh capital.
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RULE 49.1 (C) RESERVE REQUIREMENT ACCOUNT AND CUSTODY OF
SECURITIES

Unless otherwise prescribed by the Commission, the responsibilities related to the
setting up of a Reserve Requirement Account by every Broker Dealer and the custody
of securities shall be governed by the requirements of SRC Rule 49.2 (Customer
Protection Reserves and Custody of Securities) and shall be observed at all times.

PART 2 FINANCIAL RECORDS AND REPORTING

Financial Records and Reporting shall be primarily governed by SRC Rule 52.1
(Accounts and Records, Reports, Examination of Exchanges, Members and Others)
and secondarily by all pertinent provisions of the SRC and its Implementing Rules, and
all other regulations which the Commission may from time to time adopt.

With respect to compliance with the requirements on RBCA, every Broker Dealer
covered by the RBCA rules shall prepare its RBCA Report as of month end and file the
same with the Commission on or before the 15th of the following month. The RBCA
Report shall be certified by the firm’'s Associated Person and President/Nominee
Director and a copy submitted to the Broker Dealer's Audit Committee or in lieu thereof,
its Board of Directors. A pro-forma RBCA Report to be prescribed by this Commission
shall form part of this Rule.

In situations where any of the financial obligations of Broker Dealers as prescribed
under Part 6 Subsection Il is breached, the Associated Person must immediately notify
the Commission, the Exchange, and the company's Board of Directors. Proper
corrective measures must be adopted by the Board to avoid suspension of operations,
Daily notification by the Broker Dealer is required to the Commission and the Exchange
until the breach is fixed or corrected.

In compliance with the requirements of SRC Rule 52.1 (5) (Annual Audited Financial
Reports of Broker Dealers), every Broker Dealer shall, in lieu of submitting a
Computation of Net Capital under SRC Rule 49.1, submit the RBCA Report.
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PART 3 RISK MANAGEMENT AND INTERNAL CONTROL

RULE 49.1 (D) PRINCIPLES OF RISK MANAGEMENT

(1) Every Broker Dealer shall -

(a)} establish, maintain and exercise effective policies and procedures on risk
management; and

(b) have its own system of monitoring risk on a daily basis.

The Broker Dealer should be able to describe and demonstrate the objectives
and operation of the system to the Exchange and the Commission. The
policies and procedures on risk management shall be documented in a Risk
Management Manual. Said manual shall be periodically updated to effect
certain changes in the system. A certification from the management of the
Broker Dealer that the Risk Management procedures have been consistently
followed should be submitted to the Commission and the Exchange.

(2) Every Broker Dealer shall determine and record in its financial records

appropriate position and credit limits for all counterparties to which it has a
credit exposure.

(3) The position and credit limits established shall be appropriate to the type, nature

(4)

(5)

and volume of business undertaken and the financial status of the counterparty
and shall be reviewed on a regular basis, at least once a year. Every Broker
Dealer shall be responsible in determining the propriety of conducting more
frequent reviews taking into consideration the changes in the financial condition
of its counterparties. :

A Broker Dealer's financial records shall be capable of being summarized in
such a way as to permit actuat exposures to be measured regularly against the
established position and credit limits.

A Broker Dealer shall maintain its records in a manner such that they
adequately disclose, or are capable of adequately disclosing, in a prompt and
appropriate manner, the financial and business information which will enable its
management to -
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(6)

(a) identify, quantify, control and manage the Broker Dealer's risk exposures;

(b) make timely and informed decisions;
(¢} monitor the performance of all aspects of the Broker Dealer's business on an
up-to-date basis;
(d) monitor the quality of the Broker Dealer's assets; and
(e) safeguard the assets of the Broker Dealer and assets belonging to other
persons for which the Broker Dealer is responsible.

Every Broker Dealer's risk systems and processes should be capable of being
externally and independently audited by the Exchange, Commission or any other
third party acting on behalf of the Exchange or the Commission..

RULE 49.1 (E) INTERNAL CONTROL

(1)

(3)

Every Broker Dealer shall establish and maintain at all times written policies and
procedures on internal control and should be able to describe and demonstrate
the objectives and operation of such p olicies -and procedures to the Exchange
and the Commission.

In determining the scope and nature of effective internal control, a Broker Dealer
shall consider all relevant factors including the size of the business, the diversity
of operations, the volume, size and frequency of transactions, the degree of risk
associated with each area of operation and the amount of control by its senior
management over day to day operations.

The systems of internal control shall be designed in such a way as to ensure that

(a) all transactions and commitments entered into are recorded and are within
the scope of authority of the Broker Dealer or the individual acting on behalf
of the Broker Dealer entering into such transactions or commitments;

(b) there are procedures to safeguard assets and control liabilities, including
assets belonging to other persons for which the Broker Dealer is
accountable;

(c) there are measures, so far as is reasonably practicable, to minimise the risk
of losses to the Broker Dealer from irregularities, fraud or error and to
identify such matters should they occur so that prompt remedial action may
be taken by the management;
and

(d) there is clear delineation of responsibilities and proper segregation of tasks
among the departments and the personnel of the Broker Dealer.
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PART4 PROVISIONING FOR OVERDUE ACCOUNTS

RULE 49.1 (F) PROVISIONS FOR OVERDUE ACCOUNTS
A. Definitions

For purposes of implementing the requirements of this section, the following terms
shall have their respective meanings:

* Amount outstanding — with respect to a particular customer account, refers
to the total or aggregate receivable or collectible due from any account at any
one time, inclusive of commission charges, interest charges and other relevant
and reasonable charges).

o Contra losses — refers to all losses incurred by customers arising from contra
transactions, inclusive of relevant and reasonable charges.

« Contra transaction - refers to a transaction where a Broker Dealer allows its
client to settle outstanding buy positions against outstanding sell positions of
the same securities where the orders for ‘both buy and sell orders are made
within the same period stipulated by the Commission. Unless another period is
prescribed by the Commission, the period referred to is the same trading day.

« Effective date — refers to the effectivity date of the guidelines.

+ Equity — refers to the client's/customer’s required equity maintenance in the
form of cash and securities needed for purposes of opening a margin account
with the Broker Dealer

+ ‘Interest — refers to all charges and fees payable by the customer to the Broker
Dealer arising from a legal loan agreement or any similar arrangement.

* Interest-in-suspense —refersto the interest that has been suspended and
credited to the interest-in-suspense account in accordance with these rules.

+ Interest-in-suspense account — refers to the account so designated for the
interest-in-suspense.

+ Margin account - refers to the account opened and maintained by a
customer for the purpose of trading securities pursuant to credit facilities
extended by the Broker Dealer to the customer as evidenced by a formal
agreement entered into by both parties

* Non-performing account — refers to customer accounts which have remained
outstanding for a relatively long period as qualified under Schedule for Part 4
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(found at the end of these Rules) and which requires specific and general
provisioning for possible uncollectibility.

Overdue purchase contract refers to a buy contract for securities which is
outstanding and for which no mandatory close out could be implemented due
to the following reasons: :

i. Securities giving rise to the outstanding position have been
suspended from trading by the Exchange or the Commission;
ii. There is no ready market;
iii. Such other circumstances or causes acceptable to the
Commission or upon recommendation of the Exchange.

B. Provisioning for Overdue Accounts

1.

4.

Consistent with SRC Rule 52.1 (Accounts and Records, Reports,
Examination of Exchanges, Members and Others) subsection 11 (on
Monthly Aging of Accounts Receivable), every Broker Dealer shall
provide for Specific and General Provisions for overdue accounts on
all non-performing customer accounts. '

Unless otherwise prescribed by the Commission, every Broker Dealer
shall comply with these guidelines in the preparation of its RBCA
report and audited financial statements.

Specific and General Provisions for Overdue Accounts shall be
computed in accordance with the Schedule for Part 4 (found at the
end of these Rules).

Every Broker Dealer must establish its own policies on the writing off of

bad debts and these policies must be consistent with Generally
Accepted Accounting Principles (GAAP). International Accounting
Standards (JAS) may be resorted to in cases whether there are no
applicable Philippine GAAP that addresses the issue. The Broker
Dealer, within seven (7) days after effecting the write off, is required
to disclose the same to the Commission and Exchange provide
specific details on these written off accounts of single clients where
such amounts singly or in aggregate exceeds P500,000.
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PART 5 SATISFACTORY SUBORDINATION AGREEMENTS

RULE 49.1 (G) SUBORDINATED LIABILITIES

A.

This rule sets forth minimum and non-exclusive requirements for
satisfactory subordination agreements (hereinafter “subordination
agreement’). The Exchange, Commission, or Broker Dealer may
require or include such other provisions as may be deemed
necessary to the extent that such provisions do not cause the
subordination agreement to fail to meet the minimum
requirements of this Rule.

The subordinated agreement shall be approved by the Exchange,
if affecting an Exchange Member, or by the Commission, if
affecting a non-Exchange Member. Said agreement shall take
effect upon such approval.

For purposes of SRC Rule 49.1 (G):

a. A subordination agreement may be either a subordinated
loan agreement or a secured demand note agreement.

b. “Subordinated loan agreement” shall mean a notarized
agreement evidencing or governing a subordinated
borrowing of cash.

C. The “Collateral Value” of any securities pledged to secure
a secured demand note shall mean the market value of
such securities after reducing the market value of the
securities by the position risk requirements as provided in
Subsection V below.

d. “Payment Obligation” shall mean the obligation of a
Broker Dealer in respect of any subordination agreement (i)
to repay cash loaned to the Broker Dealer pursuant to a
subordinated loan agreement or, (i) to return a secured
demand note contributed to the Broker Dealer or reduce
the unpaid principal amount thereof and to return cash or
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securities pledged as collateral to secure the secured
demand note. “Payment” shall mean the performance by
a Broker Dealer of a Payment Obligation.

(1)

(2)

3)

Secured demand note agreement shall mean a
notarized agreement (including the related s ecured
demand note) evidencing or governing the
contribution of a secured demand note to a Broker
Dealer and the pledge of securities and/or cash with
the Broker Dealer as coliateral to secure payment of
such secured demand note. The secured demand
note agreement may provide that neither the lender,
his heirs, executors, administrators or assigns shall
be personally liable on such note and that, in the
event of default, the Broker Dealer shall look for
payment of such note solely to the collateral then
pledged to secure the same. |

The secured demand note shall be a promissory
note executed by the lender and shall be payable on
the demand of the Broker Dealer to which it is
contributed; provided, however, that the making of
such demand may be conditioned upon the
occurrence of any of certain events which are
acceptable to the Commission and to an Exchange
in the case of a Broker Dealer which is a member of
that Exchange.

If such note is not paid upon presentment and
demand as provided for therein, the B roker Dealer
shall have the right to liquidate all or any part of the
securities then pledged as collateral to secure
payment of the same and to apply the net proceeds
of such liquidation, together with any cash then
included in the collateral, in payment of such note.
Subject to the prior rights of the Broker Dealer as
pledgee, the lender, as defined herein, may retain
ownership of the collateral and have the benefit of
any increases and bear the risks of any decreases in
the value of the collateral and may retain the right to
vote securities contained within the collateral and
any right to income therefrom or distributions
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4)

(5)

thereon, except the Broker Dealer shall have the
right to receive and hold as pledgee all dividends
payable in securities and all partial and complete
liquidating dividends.

Subject to the prior rights of the Broker Dealer as
pledgee, the lender may have the right to direct the
sale of any securities included in the collateral, to
direct the purchase of securities with any cash
included therein, to withdraw excess collateral or to
substitute cash so other securities as collateral,
provided that the net proceeds of any such sale and
the cash so - substituted and the securities so
purchased or substituted are held by the Broker
Dealer, as pledgee, and are included within the
collateral to secure payment of the secured demand
note, and provided further that no such transaction
shall be permitted if, after: giving effect thereto, the
sum of the amount of any cash, plus the Collateral
Value of the securities, then pledged as collateral to
secure the secured demand note would be less than
the unpaid principal amount of the secured demand
note.

Upon payment by the lender, as distinguished from
a reduction by the lender which is provided for in
“Annex 49.1-2A" paragraph 6(C) or reduction by the
Broker Dealer as provided for in "Annex 49.1-2A"
paragraph (b}(7) of the Implementing Rules and
Regulations of the SRC, of all or any part of the
unpaid principal amount of the secured demand
note, a Broker Dealer shall issue to the lender a
subordinated loan agreement in the amount of such
payment (or in the case of a Broker Dealer that is a
partnership credit a capital account of the lender) or
preferred or common stock(s) of the Broker Dealer in
the amount of such payment, or any combination of
the foregoing, as provided for in the secured
demand note agreement.

“Lender” shall mean the person who lends cash to a
Broker Dealer pursuant to a subordinated loan agreement
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and the person who contributes a secured demand note to
a Broker Dealer pursuant to a secured demand note
agreement.

B. Recourse to the Subordination Agreements is viewed as a temporary
relief to address RBCA requirements of Broker Dealers and is not
intended to replace the permanent infusion of capital by stockholders.
Thus, subordinated loans shall be for a maximum period of four (4)
years or for such longer period as the Commission deems appropriate,
provided however, that a capital buildup plan shall be a requirement for
the approval of the subordinated loan. Advances or Agreements that
have been outstanding for more than four (4) years would require
conversion to capital unless, during the life of the subordinated loan, an
equivalent infusion of capital by way of investment is made or earnings
have accumulated to an equivalent amount by reason of profitable
operations, in which case compulsory conversion of the debt to equity
can be dispensed with upon prior application with and approval by the
Commission.

C. In order to ensure financial viability of the Broker Dealer, the Exchange,
for Exchange Broker Dealers, or the Commission, for non-Exchange
Broker Dealers, may impose additional requirements to regulate the
resort to financing by way of subordination agreements and may
exercise discretion in the approval of such agreements.

D. The Minimum requirements for Subordination Agreements and
Miscellaneous Provisions and the sample format of the Subordinated
Loan Agreement are set forth in Annex 49.1-2A and Annex 49.1-2A
respectively, of the Implementing Rules and Regulations of the SRC.

PART 6 RISK BASED CAPITAL ADEQUACY REQUIREMENTS

RULE 49. 1 (H) RISK BASED CAPITAL ADEQUACY RATIO REQUIREMENTS
(RBCA)

Subsection |. DEFINITION AND INTERPRETATION
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A. DEFINITION

Adequately secured indebtedness shall be deemed to exist when the
excess of the market value of the collateral over the amount of the
indebtedness is sufficient to make the loan acceptable as a fully secured
loan to banks regularly making secured loans to Broker Dealers.

Aggregate Indebtedness shall mean the total money liabilities of a Broker
Dealer arising in connection with any transaction whatsoever, and includes,
among other things, money borrowed, money payable against securities
loaned and securities failed to receive, the market value of securities
borrowed to the extent to which no equivalent value is paid or credited (other
than the market value of margin securities borrowed from customers and
margin securities borrowed from non-customers), customers' and non-
customers' free credit balances, and credit balances in customers' and non-
customers' accounts having short positions in securities, but excluding:

i. indebtedness adequately collateralized by securities which are
carried long by the Broker Dealer and which have not been sold or
by securities which collateralize a secured demand note in
conformity with SRC Rule 49.1 (G) above;

i Amounts payable against securities loaned, which securities are
carried long by the Broker Dealer and which have not been sold or
which securities collateralize a secured demand note in conformity
with SRC Rule 49.1 (G) above;

iii. Amounts payable against securities failed to receive which
securities are carried long by the Broker Dealer and which have not
been sold or which securities collateralize a secured demand note in
conformity with SRC Rule 49.1 (G) above; or amounts payable
against securities failed to receive for which the Broker Dealer also
has a receivable related to securities of the same issue and quantity
thereof which are either fails to deliver or securities borrowed by the
Broker Dealer;

iv, Fixed liabilities adequately secured by assets acquired for use in the
ordinary course of the trade or business of a Broker Dealer but not
other fixed liabilities secured by assets of the Broker Dealer shall be
so excluded unless the sole recourse of the creditor for nonpayment
of such liability is to such asset;
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V. Indebtedness subordinated to the claims of creditors pursuant to a
satisfactory subordination agreement in conformity with SRC Rule
49.1 (G) above;

Vi. Liabilities which are effectively subordinated to the claims of
creditors, but which are not subject to a satisfactory subordination
agreement in conformity with  SRC Rule 49.1 (G) above; by non-
customers of the Broker Dealer prior to such subordination, except
such subordinations by customers as have been approved by an
Exchange in the case of a member of that Exchange and the
Commission in the case of a firm that is not a member of an

Exchange;
vii. Credit balances in accounts of general partners;
vii.  Deferred tax liabilities; and

iX. Eighty percent (80%) of amounts payable against securities loaned
for which the Broker Dealer has receivables related to securities of
the same class and issue and quantity that are securities borrowed
by the Broker Dealer.

Asset or Market Liquidity Risk means that risk that an entity will be
unable to unwind a position in a financial instrument at or near its market
value because of the lack of depth or disruption in the market for that
instrument.

Broker Dealer, Broker or Dealer — shall refer to any Broker and/or Dealer
registered by the Commission under the Securities Regulation Code and
its implementing rules and regulations.

Commission means Securities and Exchange Commission or SEC

Core Equity- shall refer to the sum of:
i, Paid-up common stock;
ii. Paid-up perpetual and non-cumulative preferred stock
i, Common stock dividends distributable

iv. Perpetual and non-cumulative preferred stock dividends
distributable;

v. Additional paid in Capital (also known as Surplus);

Vi. Surplus reserves excluding revaluation reserves or appraisal
capital;
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vii.  Opening retained earnings adjusted for all current year
movements

Provided, further, That the following items shall be deducted from the
Total of Core Equity:

(1) Common stock treasury shares

(2) Perpetual and non-cumulative preferred stock treasury shares;

(3) Unbooked valuation reserves and other capital adjustments (such
as unrealized gain in value of non-current investments)

Counterparty means any person or entity with or for whom a Broker
Dealer carries on, or intends to carry on, any dealings in securities or
another asset which could be either another executing Broker Dealer or a
client.

Counterparty Risk means the risk of a counterparty defaulting on its
financial obligation to a Broker Dealer.

Counterparty Risk Requirement — means the amount necessary to
accommodate a given level of its Counterparty Risk, as calculated in
accordance with Subsection VI.

Customer shall mean any person from whom, or on whose behalf, a
Broker Dealer received, acquired or holds funds or securities for the
account of such person, but shall not include a general, special or limited
partner or director or officer of the Broker Dealer, or any person to the
extent that such person has a claim for property or funds which by
contract, agreement or understanding, or by operation of law, is part of the
capital of the Broker Dealer or is subordinated to the claims of creditors of
the Broker Dealer. However, the term “customer” of a Broker Dealer shall
include another Broker Dealer (the initiating Broker as defined in SRC Rule
34.1 wherein the latter maintains separately a Dealer account and a
special omnibus account in behalf of his customer with the former.

Debt or Liability - means borrowed funds represented by a security,
instrument or public document that must be repaid by the Broker Dealer,
issuer, or debtor.

Debt securities — means securities other than equity securities which may
be any of the following or of a similar nature:
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i A debt security without call or put provisions;

ii. A discounted security without call or put provisions;

iii. A non-convertible preferred share;

iv. A redeemable preferred share with a fixed and certain date for

redemption;

V. An interest in a managed collective investment scheme
investing only in debt or fixed income securities, mortgages, or
cash;

vi. Any other instrument defined as such by the Commission.

Equity per Books (also called Net Worth)-refers to the Total
Stockholders’ Equity section of the Balance Sheet computed as the
difference between the book values of Total Assets and Total Liabilities.

Equity Eligible for Net Liquid Capital - shall refer to the Equity as per
Books adjusted for all other liabilities which in substance can be treated as
sources of capital, less ineligible equity items, the computation of which is
described in Subsection |l below,

Equity Securities- means securities other than debt securities which may
be any of the following or of a similar nature:

i. A share other than those referred to in paragraphs (iii) and (iv)
of the definition of Debt securities;

ii. A depository receipt;

ifi. An installment receipt;

iv. An interest in a managed collective investment scheme other
than an interest referred to in paragraph (e) of the definition of
Debt securities;

V. An instrument defined as such by the Commission;

Exchange Traded — means traded or listed on a Registered Exchange

Funding Liquidity Risk means the risk that an entity cannot obtain the
necessary funds to meet its obligations as they fall due at normal times
and during a crisis.

General Guarantees — shall refer to general guarantees of indebtedness
and acceptances (including endorsements with the character of
acceptances) made by the Broker Dealer for loans or indebtedness
incurred or assumed by a person/individual or entity other than the Broker
Dealer himself.
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Indebtedness Subordinated to the claims of Creditors — refers to
subordinated liabilittes as provided under Part 5 (Satisfactory
Subordination Agreements) above.

Large Exposure Limit — Means the maximum permissible large exposure
and calculated as a percentage of Core Equity in accordance with
Subsection VII.

Large Exposure Risk — means risks to which a Broker Dealer is exposed
whether by way of:

a. a proportionally large amount of exposure to a particular counterparty;

b. a proportionally large exposure to a single issuer of debt;

c. a proportionally large exposure to a single equity security or single
issuer group;

Large Exposure Risk Requirement — means the amount necessary to
accommodate a given level of the Broker Dealer's Large Exposure Risk,
which is in excess of the Large Exposure Limit. :

Liquid Assets— means securities or other assets which have a ready
market which are realizable or capable of being converted into cash within
30 days.

Liquid Securities- means securities which have a ready market as
defined herein below.

Marked to Market — is a securities valuation method where securities are
valued at their closing prices on a market day.

Net Liquid Capital (also called NLC) shall mean the Equity Eligible for
Net Liquid Capital of a Broker Dealer, adjusted for non-allowable current
and non-current assets as described in Subsection || below.

Operational Risk -is the exposure associated with commencing and
remaining in business arising separately from exposures covered by other
risk requirements. It is the risk of loss resulting from inadequate or failed
internal processes, people and systems which include, among others, risks
of fraud, operational or settiement failure and shortage of liquid resources,
or from external events.
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Operational Risk Requirement- means the amount calculated in
accordance with Subsection IV which is required to cover a level of
Operational Risk.

Position Risk (also called Market Risk)- is the risk to which a B roker
Dealer is exposed to and arising from securities held by it as a principal or
in its proprietary or dealer account.

Position Risk Requirement (also called Market Risk Requirement) -
means the amount necessary to accommodate a given level of Position
Risk (also called Market Risk), as calculated in accordance with
Subsection V.

Ready market — means a recognized established securities market in
which exists independent bona fide offers to buy and sell so that a price
reasonably related to the last sales price or current bona fide competitive
bid and offer quotations can be determined for a particular security almost
instantaneously and where payment will be received in settlement of a sale
at such price within a relatively short time. Notwithstanding the above
definition, the Commission may declare a certain security as not having a
ready market on the basis of historical trading volume.

A Ready market shall also be deemed to exist where securities have been
accepted as collateral fora loan by a bank and where the Broker D ealer
demonstrates to an Exchange in the case of a member of that Exchange or
the Commission in the case of a firn that is not a member of an Exchange
that such securities adequately secure such loans.

Risk Based Capital Adequacy Ratio (also called RBCA Ratio)— means
the ratio linking the net liquid capital to the Broker Dealers total risk
exposure (Total Risk Requirement), calculated as the Broker Dealer's Net
Liquid Capital (NLC) divided by its Total Risk Capital Requirement
(TRCR).

Total Risk Capital Requirement (TRCR) is the sum of:

A. Operational Risk requirement

B. Credit Risk Requirement which include requirements for Counterparty
Risk, Settlement Risk, Large Exposure Risk, and Margin
Lending/Financing Risk

C. Position or Market Risk Requirement

Page 17 of 48
Final varsion






