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Securities Investor Protection Corporation

Statement of Cash Flows
for the year ended December 31, 1997

Operating activities:
Interest received from U.S. Government securities
Member assessments received
Advances paid to trustees
Recoveries of advances

Calariae anA Athar Anaratinn artivitiac avnancac naid

Nat rach nrvwnidad hw nnaratinn artnntiac

Investing activities:
Proceeds from sales of U.S. Government securities
Purchases of U.S. Government securities

Diirchacac nf fiirnitiira and aniniinmant

Nat Fach ricad in inviactinn artinntiac

Increase in cash

ach haninnina Af vaar

Cash. end of vear

See notes to financial statements.

Notes to Financial Statements

1. Organization and general

The Securities Investor Protection Corporation (SIPC) was creat-
ed by the Securities Investor Protection Act of 1970 (SIPA), whicl: was
enacted on December 30, 1970, primarily for the purpose of provid-
ing protection to customers of its members. SIPC is a nonprofit mem-
bership corporation and shall have succession until dissolved by an Act
of Congress. Its members include all persons registered as brokers or
dealers under Section 15(b) of the Securities Exchange Act of 1934
except for those persons excluded under SIPA.

SIPC is exempt from income taxes under 15 U.S.C. § 78 kkk(e) of
SIPA. Accordingly, no provision for income taxes is required.

The preparation of financial statements in conformity with gener-
ally accepted accounting principles requires management to make esti-
mates and assumptions that affect the amounts reported in the finan-
cial statements and accompanying notes. Actual results could differ
from those estimates.

2. The “SIPC Fund” and SIPC’s resources

The “SIPC Fund,” as defined by SIPA, consists of cash and U.S.
Government securities aggregating $1,109,450,764.

In the event the SIPC Fund is or may reasonably appear to be
insufficient for the purposes of SIPA, the Securities and Exchange
Commission is authorized to make loans to SIPC and, in that connec-
don, the Commission is authorized to issue notes or other obligations
to the Secretary of the Treasury in an aggregate amount not to exceed

$ 54,023,614
1,264,614
(35,687,951)
6,177,397

(B NE1 22N
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695,602,085
(716,393,230)

11N 10N

{70 N1 /N

(174,897)

1 120 AQN

$ 964.783

$1 billion. In additon, SIPC maintains a $1 billion revolving line of
credit with a consortium of banks.

3. Member assessments

For calendar year 1997 each member’s assessment is $150.
Assessments received in advance will be applied to future assessments,
or refunded to the member after it fulfills certain requirements.

4. Customer protection proceedings

Customer protection proceedings (proceedings) include liquida-
dons conducted by court appointed trustees and direct payment pro-
ceedings conducted by SIPC. There are 25 proceedings in progress at
December 31, 1997. Customer claims have been satisfied in 15 of
these proceedings and in ten proceedings customer claims and distri-
butions are being processed.

Advances to trustees represent net amounts disbursed and amounts
currently payable for proceedings in progress, less an allowance for
possible losses.

Estimated costs to complete proceedings are accrued based upon
the costs of completed cases of comparable size and complexity and
other costs that can be reasonably estimated. Recoveries are estimated
based upon the expected disposition of the debtors’ estates.

SIPC has advanced $64.8 million for proceedings in progress
(including direct payment proceedings of $.2 million) to carry out its
statutory obligation to satisfy customer claims and to pay administra-
tion expenses. Of this amount, $60.8 million is not expected to be
recovered.
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The following table summarizes transactions during the year that result from these proceedings:

Customer Protection Proceedings

Advances to trustees,

Estimated costs

less allowance for to
possible losses complete

Balance, beginning of year $5,500,000 $29,600,000
Add:

Provision for current year recoveries 2,700,000

Provision for estimated future recoveries 2,000,000

Provision for estimated costs

to complete proceedings 43,000,000

Less:

Recoveries 6,200,000

Advances to trustees 35.700.000
Ralanra and nf uaar <A NN NNN <2/ ann NNN

Customer payments and related expenses of direct payment pro-
ceedings are recorded as expenses as they are incurred.

Legal and accounting fees include fees and expenses of litigation
related to proceedings.

"T'hese financial statements do not include accountability for assets
and liabilities of members being liquidated by SIPC as Trustee. Such
accountability is reflected in reports required to be filed with the
courts having jurisdiction.

5. Commitments

Future minimum annual rentals for office space under a ten-year
lease effective September 1, 1995, at the rate of $410,136 for the first
five years and $437,628 thereafter, total $3,281,836. Addidonal rental
based on increases in operating expenses, including real estate taxes,
and in the Consumer Price Index, is required by the Jease.

A credit agreement with a consordum of banks provides SIPC
with a $1 billion revolving line of credit. A fee, which is payable quar-
terly on the unused porton of the commitment, was reduced from
.10% per annum to .09% per annum during 1997 and increased to
.11% per annum in March 1998.

6. Fair value of securities

Fair value of U.S. Government securities is based on the Federal
Reserve Bank of New York bid quote as of December 31, 1997.

U.S. Government securities as of December 31, 1997, included
gross unrealized gains of $36,520,911 and gross unrealized losses of
$521,280. In 1997 SIPC decided to enhance the yield on the invest-

ment portfolio by re-laddering the maturities over ten years instead of
five years. This resulted in gross realized gains of $1,425,756 and gross
realized losses of $5,034,086.

7. Reconciliation of increase in net assets with net cash
provided by operating activities:

Increase in net assets $53,660,091
Increase in realized and unrealized gains
on U.S. Government securities (29,026,426)

Increase in amortized premium on U.S.

Government securities (12,261,268)

Net increase in estimated cost to complete

customer protection proceedings 7,300,000
Net decrease in estimated recoveries of

advances to trustees 1,500,000
Increase in accrued interest receivable on »

U.S. Government securities (339,531)
Decrease in payables (206,825)
Nthar raranrilinn itamc 1NN 20Q
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APPENDIX I

Distributions for Accounts of Customers
for the Twenty-Seven Years Ended December 31, 1997

(In Thousands of Dollars)

From SIPC
From Debtor's Estates
As Reported by Trustees  Advances* Recoveries* Net Total

1971 $ 271 $ 401 $ 401 $ 672
1972 9,300 7,347 $ (4) 7,343 16,643
1973 170,672 35,709 (4,003) 31,706 202,378
1974 21,582 4,903 (5,125) (222) 21,360
1975 6,379 6,952 (2,206) 4,746 11,125
1976 19,901 1,292 (528) 764 20,665
1977 5,462 2,255 (2,001) 254 5,716
1978 1,242 4,200 (1,682) 2,518 3,760
1979 9,561 1,754 (6,533) (4,779) 4,782
1980 10,163 3,846 (998) 2,848 13,011
1981 36,738 64,311 (1,073) 63,238 99,976
1982 28,442 13,807 (4,448) 9,359 37,801
1983 21,901 52,927 (15,789) 37,138 59,039
1984 184,910 11,480 (13,472) (1,992) 182,918
1985 180,973 19,400 (11,726) 7,674 188,647
1986 28,570 14,886 (4,414) 10,472 39,042
1987 394,443 20,425 (2,597) 17,828 412,271
1988 72,052 8,707 (10,585) (1,878) 70,174
1989 121,958 (5,481) (10,244) (15,725) 106,233
1990 301,237 3,960 (4,444) (484) 300,753
1991 1,943 6,234 (2,609) 3,625 5,568
1992 34,634 7,816 (230) 7,586 42,220
1993 115,881 4,372 (9,559) (5,187) 110,694
1994 (14,882)1 (1,283) (3,829) (5,112) (19,994)
1995 585,756 17,850 (4,196) 13,654 599,410
1996 4,770 (1,491 (10,625) (12,116) (7,346)
1997 314,813 22,366 (4,527) 17,839 332,652

$2,668,672 $328,945 $(137.,447) $191,498 $2,860,170

* Advances and recoveries not limited to cases initiated this year.

1 Reflects adjustments to customer distributions in the John Muir & Co.
customer protection proceeding based upon Trustee’s final report.
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APPENDIX II

PART A: Customer Claims and Distributions Being Processed (@)

Customer Protection Proceedings

Customers ®
Date To Whom
Registered Notices and Customers
Member and Trustee as Filing Trustee Claim Forms Responses® Receiving
By Date of Appointment Broker-Dealer Date Appointed Were Mailed  Received Distributions
Old Naples Securities, Inc. 1/17/86 8/28/96 8/28/96 2,067 136 18
Naples, FL
(Theodore H. Focht, Esq.)
Stratton Oakmont, Inc. 1/08/87 1/24/97 1/29/97 22,630 3,365
Lake Success, NY '
(Harvey Miller, Esq.)
Vision Investment Group, Inc. 3/01/91 2/03/97 2/03/97 1,739 152 8
Williamsville, NY
(SIPC)
First Interregional Equity Corporation 9/03/77 3/06/97 3/10/97 11,097 4,978 3,810
Millburn, NJ
(Richard W. Hill, Esq.)
Cygnet Securities, Inc. 8/30/91 8/26/97 8/26/97 348 50
Waldwick, NJ
(John J. Gibbons, Esq.)
Selheimer & Co. 9/17/67 9/08/97t 84 4 1
Ambler, PA
(Direct Payment)
M. Rimson & Co., Inc. 6/03/70 9/08/97 9/11/97 11,064 570
New York, NY
(Gilbert Backenroth, Esq.)
Chase Global Securities, Inc. 4/30/93 9/22/97 9/22/97 294 7
Cleveland, OH
(SIPC)
Cressida Capital, Inc./ 6/16/93 11/04/97 11/07/97 4,032
Norfolk Securities Corp.
New York, NY
(Elizabeth Page Smith, Esq.)
Chicago Partnership Board, Inc. 5/06/88 12/05/97 12/15/97 6,472
Chicago, IL
(J. William Holland, Esq.)
TOTAL 10 MEMBERS: PART A 59,827 9,262 3,837

tDate notice published
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December 31, 1997

Distribution of Assets

Held by Debtor © SIPC Advances
For Accounts Administration Total Administration Contractual
Total of Customers Expenses Advanced Expenses ~ Commitments Securities Cash
$ 103,264 § 1,596 $ 101,668 $1,906,593 $ 25,000 $1,156,548 $725,045
52,324 | 2,500,112 2,351,444 148,668
11,711 30,022 78,560 3,129
284,373,063 282,881,607 1,491,456 1,502,393 1,502,393
45,618 45,618
66,658 2,695 63,963
62,337 62,337
101,247 101,247
100,000 100,000
$284,476,327 $282,883,203 $1,645,448 $6,396,669 $4,220,756 $1,235,108 $940,805
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APPENDIX I Customer Protection Proceedings

PART B: Customer Claims Satisfied, Litigation Matters Pending @

Customers ®)
Date To Whom
Registered Notices and Customers ®)
Member and Trustee as Filing Trustee Claim Forms Responses® Receiving
By Date of Appointment Broker-Dealer Date Appointed Were Mailed Received Distributions

Donald Sheldon & Co., Inc. 12/01/75 7/30/85 8/13/85 8,300 2,469 2,362
New York, NY 2/17/87*
(Don L. Horwitz, Esq.)

Blinder, Robinson & Co., Inc. 4/23/70 7/30/90 8/01/90 215,000 64,770 61,334
Englewood, CO
(Glen E. Keller, Jr., Esq.)

Portfolio Asset Management USA 12/23/92 7/26/93 8/17/93 16,119 949 17
Financial Group, Inc.
El Paso, TX
(SIPC)

First Lauderdale Securities 6/04/84 11/29/94 11/29/94 1,255 124 49
Ft. Lauderdale, FL
(SIPC)

Adler, Coleman Clearing Corp. 12/27/84 2/27/95 2/27/95 102,000 19,921 59,650
New York, NY
(Edwin B. Mishkin, Esq.)

Harrington Securities Corp. 6/30/87 8/10/95 8/14/95 4,220 117 13
Williamsville, NY
(SIPC)

U.S. Equities Management Corp. 9/14/93 6/09/95 9/22/95 50 18 15
New York, NY
(Irving H. Picard, Esq.)

Consolidated Investment Services, Inc. 7/16/81 10/16/95 10/17/95 2,866 139 20
Littleton, CO
(Stephen E. Snyder, Esq.)

Pinnacle Financial Inc./ 11/21/85 2/29/96 3/01/96 635 111 18
H.L. Camp & Co., Inc.
Nashville, TN
(SIPC)

* Successor Trustee
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December 31, 1997

Distribution of Assets

Held by Debtor © SIPC Advances
For Accounts Administration Total Administration Contractual
Total of Customers Expenses Advanced Expenses  Commitments Securities Cash
$ 6,038508 § 5962405 § 76,103 $14,269,649 $ 6,851,973 $7,013,546 $ 404,130
108,817,063 88,186,351 20,630,712
634,988 26,427 608,561 667,952 71,970 134,465 461,517
303,968 232,770 71,198 2,503,238 112,565 1,814,663 576,010
578,814,816 560,000,000 18,814,816 8,000,000 8,000,000
346,127 15,500 330,627
349,510 349,510 878,355 231,520 5,775 641,060
86,852 86,852 1,559,534 650,896 908,638
629,114 624,057 5,057 698,947 111,161 587,786
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APPENDIX I

Customer Protection Proceedings

PART B: Customer Claims Satisfied, Litigation Matters Pending (@

Customers ®
Date To Whom
Registered Notices and Customers (b
Member and Trustee as Filing Trustee Claim Forms Responses® Receiving
By Date of Appointment Broker-Dealer  Date Appointed Were Mailed  Received Distributions
Hanover, Sterling & Company Ltd. 8/21/84 4/02/96 4/16/96 15,536 1,170 147
New York, NY
(Irving H. Picard, Esq.)
MBM Investment Corporation 9/02/92 6/03/96 6/03/96 797 49 32
Houston, TX
(Tony M. Davis, Esq.)
Barrett Day Securities, Inc. 3/31/86 6/26/96t 8,700 302 8
New York, NY
(Direct Payment)
A. R. Baron & Co., Inc. 11/04/91 7/03/96 7/11/96 7,826 554 50
New York, NY
(James W. Giddens, Esq.)
AmeriNational Financial Services, Inc. 9/14/93 6/04/96 7/29/96 3,189 75 5
Santa Monica, CA
(SIPC)
W.S. Clearing Inc. 6/26/91 3/07/97 3/12/97 25,600 6,658 15,366
Glendale, CA
(Charles D. Axelrod, Esq.)
TOTAL 15 MEMBERS: PART B 412,093 97,426 139,086

tDate notice published
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December 31, 1997

Distribution of Assets

Held by Debtor SIPC Advances

For Accounts Administration Total Administration Contractual
Total of Customers Expenses Advanced Expenses  Commitments Securities Cash
$ 2,898,429 $ 1,051,534 $ 607,129 $1,239,766
8,767,458 118,264 7,406,586 1,242,608
195,087 25,722 49,506 119,859
$ 466,051 $ 466,051 5,026,564 2,782,932 979,554 1,264,078
230 230 673,911 23,536 520,375 130,000
29,460,265 $ 26,032,717 3,427,548 11,955,031 11,955,031
$725,601,365 $681,414,237  $44,187,128 $58,440,282  $20,047,573 $31,983,054 $6,409,655
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APPENDIX I Customer Protection Proceedings

PART C: Proceedings Completed in 1997 (@

Customers ()
Date To Whom Total
Registered Notices and Customer
Member and Trustee as Filing Trustee Claim Forms Responses®  Claims
By Date of Appointment Broker-Dealer  Date Appointed Were Mailed  Received Satisfied
First State Securities Corp. 6/19/75 7/24/81 7/24/81 2,784 936 824
North Miami, FL 7/27/85*
(Nicholas Christin, Esq.) 7/26/95**
Joseph Sebag Incorporated 3/07/68 7/27/81 7/27/81 8,000 4,287 3,853
Los Angeles, CA 11/8/96*
(C. Edward Simpson, Esq.)
Bell & Beckwith 2/22/50 2/05/83 2/10/83 10,500 6,966 6,964
Toledo, OH
(Patrick A. McGraw, Esq.)
Omni Mutual, Inc. 10/23/80 5/25/88 5/25/88 1,100 408 372
New York, NY
(Sam Scott Miller, Esq.)
Williams Financial Group, Inc. 6/01/87 12/07/89 12/07/89 30 24 11
Spokane, WA
(Joseph A. Esposito, Esq.)
First Ohio Securities Company 1/09/85 6/22/90 6/22/90 950 208 117
Cleveland, OH 4/19/91*
(William Appleton, Esq.)
First Securities Group of California, Inc. 12/12/85 1/06/92 1/07/92 800 540 233
Beverly Hills, CA
(Leonard L. Gumport, Esg.)
Sun Securities Incorporated 2/05/85 3/16/92 3/16/92 885 78 19
Scottsdale, AZ
(SIPC)
Doviak Securities, Inc. 8/17/88 8/11/93 8/11/93 335 29 12
Beverly Hills, CA
(Jack L. Kinzie, Esq.)
TOTAL 9 MEMBERS 1997 25,384 13,476 12,405
TOTAL 233 MEMBERS 1973 - 1996(d) 1,019,502 268,819 267,389
TOTAL 242 MEMBERS 1973 - 1997 1,044,886 282,295 279,794

* Successor Trustee
**Second Successor Trustee
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Distribution of Assets
Held by Debtor ©

SIPC Advances

December 31, 1997

For Accounts Administration Total Administration Contractual

Totai of Customers Expenses Advanced Expenses  Commitments Securities Cash
7,292,510 % 6,658,941 $ 633,569 $ 5,919,057 $ 5233351 § 60805 $ 329980 % 294915
34,637,307 30,688,912 3,948,395 12,293,058 5,784,447 268,257 6,240,354
109,823,808 103,666,000 6,157,808 30,728,907 7,068,235 23,660,672
259,589 201,106 58,483 5,543,848 3,848,481 1,695,367
5,572 5,572 439,370 70,815 166,055 202,500

3,459,981 3,438,305 21,676 2,062,530 1,206,362 856,168

1,858,551 1,858,551 6,349,458 1,346,880 5,002,578
571,815 199,995 371,820
22,904 22,904 626,193 520,376 105,817
157,360,222 146,511,815 10,848,407 64,534,230 25,278,942 60,805 1,620,460 37,574,023
1,685,670,424 1,557,862,946 127,807,478 159,783,346 48,109,401 1,331,971 58,046,937 52,295,037
$1,843,030,646 $1,704,374,761 $138,655,885 $224,317,576 $73,388,343 $1,392,776 $59,667,397 $89,869,060
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APPENDIX Il

PART D: Summary

Customer Protection Proceedings

Customers (b
To Whom
Notices and Customers®
Claim Forms  Responses ®) Receiving
Were Mailed Received Distributions
Part A: 10 Members — Customer Claims and
Distributions Being Processed 59,827 9,262 3,837
Part B: 15 Members — Customer Claims Satisfied,
Litigation Matters Pending 412,093 97,426 139,086
Sub-Total 471,920 106,688 142,923
Part C: 242 Members — Proceedings Completed 1,044,886 282,295 279,794
TOTAL 1,516,806 388,983 422,717

Notes:

(a)
(b)

]

(d)

Based upon information available at year-end and subject to adjustments until the case is closed.

SIPA requires notice to be mailed to each person who appears to have been a customer of the
debtor with an open account within the past twelve months. In order to be sure that all potential
claimants have been advised of the liquidation proceeding, trustees commonly mail notice and
claim forms to all persons listed on the debtor’s records, even if it appears that their accounts have
been closed. As a result, many more claim forms are mailed than are received. Responses Received
usually exceeds Customers Receiving Distributions because responses are commonly received from
customers whose accounts were previously delivered to another broker or to the customer.
Responses are also received from persons who make no claim against the estate, or whose
accounts net to a deficit, or who file late, incorrect, or invalid claims. The number of Customers
Receiving Distributions can exceed Responses Received when the trustee transfers accounts in bulk
to other brokers befare claims are filed.

Includes assets marshalled by Trustee after filing date and does not include payments to general
creditors.

Revised from previous reports to reflect subsequent recoveries, disbursements and adjustments.
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December 31, 1997

Distribution of Assets

Held by Debtor © SIPC Advances
For Accounts Administration Total Administration Contractual
Total of Customers Expenses Advanced Expenses  Commitments Securities Cash
§ 284,476,327 $ 282,883,203 § 1,645448 § 6,396,669 $§ 4,220,756 $ 1,235,108 § 940,805
725,601,365 681,414,237 44,187,128 58,440,282 20,047,573 31,983,054 6,409,655
1,010,077,692 964,297,440 45,832,576 64,836,951 24,268,329 33,218,162 7,350,460

1,843,030,646  1,704,374,761 138,655,885 224,317,576 73,388,343  $1,392,776 59,667,397 89,869,060

$2,853,108,338 $2,668,672,201 $184,488,461 $289,154,527 $97,656.672  $1,392,776 $92,885,559 $97,219,520
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APPENDIX liI

Analysis of SIPC Revenues and Expenses

for the Five Years Ended December 31, 1997

1997 1996 1995 1994 1993
Revenues:
Interest on U.S. Government securities $66,656,807 $61,280,052 $ 56,715,607 $50,829,178 $48,316,768
Member assessments and contributions 1,339,584 2,639,822 57,831,365 37,115,454 32,612,767
Interest on assessments 5,948 22,486 51,024 23,332 19,931
68,002,339 63,942,360 114,597,996 87,967,964 80,949,466
Expenses:
Salaries and employee benefits 2,629,970 2,611,595 2,511,153 2,654,204 2,550,446
Legal fees 66,469 108,638 235,305 133,664 163,866
Accounting fees 22,900 22,000 31,400 20,400 22,600
Credit agreement commitment fee 1,017,332 1,160,862 1,408,174 1,925,112 2,107,570
Professional fees—other 81,109 75,520 62,196 92,418 126,212
Other:
Assessment collection cost 7,589 16,522 15,764 13,729 9,976
Bank fees 2,329 7,929 5,414 7,532 10,109
Depreciation and amortization 119,341 107,485 93,146 65,278 69,001
Directors fees and expenses 15,754 16,913 15,171 16,183 18,182
Insurance 17,385 18,405 17,796 14,837 15,518
Office supplies and expense 172,689 109,685 147,243 110,465 154,517
Postage 12,962 16,758 11,625 16,060 15,969
Printing & mailing annual report 91,526 95,578 93,302 85,197 70,789
Publications and reference services 95,383 92,601 71,734 77,269 70,488
Rent—office space 419,905 412,668 512,026 577,489 557,832
Telephone 23,313 22,098 18,152 16,070 14,727
Travel and subsistence 215,075 116,097 118,602 56,637 83,766
Miscellaneous 23,088 6,695 16,690 10,023 9,077
1,216,339 1,039,434 1,136,665 1,066,769 1,099,951
5,034,119 5,018,049 5,384,893 5,892,567 6,070,645
Customer protection proceedings:
Net advances to (recoveries from):
Trustees other than SIPC:
Contractual commitments (19) 100,344 (1,115)
Securities 16,994,249 (4,620,035) 7,836,701 (2,135,933) (1,845,530)
Cash (171,914) (8,315,111) 2,865,643 (2,582,615) (3,654,454)
16,822,335 (12,935,165) 10,802,688 (4,718,548) (5,501,099)
Administration expenses 11,663,353 6,411,562 2,033,094 5,565,095 4,104,982
28,485,688 (6,523,603) 12,835,782 846,547 (1,396,117)
Net change in estimated future recoveries 1,500,000 3,500,000 1,500,000 1,100,000 (7,200,000)
29,985,688 (3,023,603) 14,335,782 1,946,547 (8,596,117)
SIPC as Trustee:
Securities 585,813 633,791 1,864,465 (1,125) 64,479
Cash 197,712 184,912 994,274 (467,608) 185,801
783,525 818,703 2,858,739 (468,733) 250,280
Administration expenses 22,043 192,225 486,797 294,383 180,068
805,568 1,010,928 3,345,536 (174,350) 430,348
Direct payments:
Securities 49,505 (2,402) 435 16,632
Cash 183,822 (5,476) 74,712 69,357
233,327 (7,878) 75,147 85,989
Administration expenses 9,972 18,445 (464) 29,854 4,482
243,299 18,445 (8,342) 105,001 90,471
Net change in estimated cost to complete
proceedings 7,300,000 22,600,000 (3,400,000) (600,000) (12,000,000)
38,334,555 20,605,770 14,272,976 1,277,198 (20,075,298)
43,368,674 25,623,819 19,657,869 7,169,765 (14,004,653)
Total net revenues 24,633,665 38,318,541 94,940,127 80,798,199 94,954,119
Realized and unrealized gain or loss
on U.S. Government securities* 29,026,426 (16,451,399) 48,441,195 (51,362,906) 1,095,960
Increase in net assets* $53,660,091 $21,867,142 $143,381.322 $29,435,293 $96,050,079

*1993-1995 have been restated to reflect the adoption of FAS 124.
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