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MESSAGE FROM THE BOARD OF DIRECTORS

This Report follows the Special Report and video produced by SIPC to commemorate its 50th
Anniversary. See www.sipc.org. With pride, SIPC looked back upon its first 50 years, from its start
as a young organization through its growth to one that has protected, and continues to protect,
securities investors against the loss of their hard-earned assets in some of the largest and most
complex securities brokerage liquidations in history.

IN 2020:

2020 has been a year unlike most others.
As the country grapples with an insidious
pandemic, SIPC has stood resolute in its
mission of investor protection.

No new cases were brought in 2020.
Substantial progress was made in pending
brokerage firm liquidations.

Westor Capital Group Inc.

SIPC, as Trustee, completed its administra-
tion of Westor Capital Group Inc. Although
smaller liquidation proceedings under the
Securities Investor Protection Act (SIPA)
dwarf in comparison to larger and more
complex ones, they are no less important.
With allowed claims totaling more than $9
million, the Trustee recovered or retrieved
over $8.7 million in cash and securities for
Westor customers. The balance of what
customers were owed was satisfied with
advances from SIPC that totaled roughly
$510,000 and resulted in all customers be-
ing made whole.

SIPC’s Largest Cases

The two largest pending cases under
SIPA began in 2008—at the outset of
the financial crisis. As the liquidation
proceedings completed their twelfth
year, the results in both have exceeded
expectations.

Lehman Brothers Inc.

With more than $106 billion having
been returned to customers, the allowed
claims of customers and secured and
priority claimants were fully satisfied. In
2020, an additional interim distribution

brought amounts received by unsecured
general creditors to more than $9.096
billion, resulting in a 40.06 percent rate
of return. Although a discrete litigation
matter remains, the Trustee, with court
permission, took measures to prepare for
the closing of the case.

Bernard L. Madoff

Investment Securities LLC

In 2020, more recoveries in the liquida-
tion of Bernard L. Madoff Investment Se-
curities LLC were achieved to benefit the
victims with allowed customer claims. At
year end, the Trustee had recovered $14.4
billion, and distributed nearly $13.9 billion.
Any customer with a net asset value of up
to approximately $1.58 million was made
whole. Customers with larger claims have
received over 68.60% of the net amount
entrusted to the Madoff firm. The Trustee
and SIPC continue their pursuit of custom-
ers’ fraudulently converted assets.

LOOKING AHEAD:

In 2020, in order to strengthen the SIPC
Fund and enhance investor confidence,
SIPC amended its assessment bylaw to
build the size of the Fund from a target
of $2.5 billion to $5 billion. To achieve
the target, member assessments were
left unchanged.

This year, substantial time and resourc-
es were devoted to the development of a
broker portal. The portal, which SIPC ex-
pects to launch in 2022, will streamline
the processing by SIPC of membership in-
formation through automation and system
integration. The portal will make it easier

for members to submit assessment forms
and pay assessments, and offer another
way for broker-dealers to communicate
electronically with SIPC.

In a further step toward modernization,
SIPC also commissioned a study of its IT
infrastructure, applications, and security,
with a view toward migrating its services
and applications to the cloud. The
migration is projected to begin in 2021.

Cybersecurity remains a paramount
concern. An incident response plan was
completed by SIPC in 2020 which will
be refined and updated over time. SIPC
continues to stress to its employees the
importance of cyber threat awareness.
As a member of the Financial and Bank-
ing Information Infrastructure Commit-
tee, SIPC stays current on issues relat-
ed to cybersecurity and other critical
infrastructure matters within the finan-
cial services industry.

As SIPC navigates its way through the
pandemic, SIPC expresses its appreci-
ation to its staff for their dedication to
SIPC’s mission; to those entities and in-
dividuals with whom SIPC collaborates
to resolve securities brokerage firm fail-
ures—the Securities and Exchange Com-
mission, FINRA and other self-regulatory
organizations, state securities regulators,
and the trustees and their staffs, all under
the watchful eye of Congress; and to its
broker-dealer members for their unyielding
support. As it moves ahead, SIPC resolves
to continue to do its part to keep investor
confidence high and the securities indus-
try vibrant and strong.
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OVERVIEW OF SIPC

The Securities Investor Protection Corporation (SIPC) had its origins
in the difficult years of 1968-70, when the paperwork crunch,
brought on by unexpectedly high trading volume, was followed by
a very severe decline in stock prices. Hundreds of broker-dealers
were merged, acquired or simply went out of business. Some were
unable to meet their obligations to customers and went bankrupt.
Public confidence in our securities markets was in jeopardy.

Congress acted swiftly, passing the
Securities Investor Protection Act
of 1970, 15 U.S.C. § 78aaa et seq.
(SIPA). Its purpose is to afford certain
protections against loss to customers
resulting from broker-dealer failure and,
thereby, promote investor confidence
in the nation’s securities markets.
Currently, the limits of protection are
$500,000 per customer except that
claims for cash are limited to $250,000
per customer.2

SIPC is a nonprofit, membership cor-
poration. Its members are, with some
exceptions, all persons registered as
brokers or dealers under Section 15(b)
of the Securities Exchange Act of 1934
and all persons who are members of a
national securities exchange.*

A board of seven directors determines
policies and governs operations. Five di-
rectors are appointed by the President
of the United States subject to Senate
approval. Three of the five represent the
securities industry and two are from the
general public. One director is appoint-
ed by the Secretary of the Treasury and
one by the Federal Reserve Board from
among the officers and employees of
those organizations. The Chairman and
the Vice Chairman are designated by the
President from the public directors.

The self-regulatory organizations—the
exchanges and the Financial Industry Reg-
ulatory Authority (FINRA)—and the Secu-
rities and Exchange Commission (SEC or
Commission) report to SIPC concerning

member broker-dealers who are in or ap-
proaching financial difficulty. If SIPC de-
termines that the customers of a member
require the protection afforded by the Act,
the Corporation initiates steps to com-
mence a customer protection proceeding?.
This requires that SIPC apply to a Federal
District Court for appointment of a trustee
to carry out a liquidation. Under certain
circumstances, SIPC may pay customer
claims directly.

The SIPC staff, numbering 37, initiates
the steps leading to the liquidation of a
member, advises the trustee, his counsel
and accountants, reviews claims, audits
distributions of property, and carries out
other activities pertaining to the Corpora-
tion’s purposes. In cases where the court
appoints SIPC as Trustee and in direct
payment proceedings, the staff responsi-
bilities and functions are all encompass-
ing—from taking control of customers’
and members’ assets to satisfying valid
customer claims and accounting for the
handling of all assets and liabilities.

The resources required to protect cus-
tomers beyond those available from the
property in the possession of the trustee
for the failed broker-dealer are advanced
by SIPC. The sources of money for the
SIPC Fund are assessments collected
from SIPC members and interest on in-
vestments in United States Government
securities. In addition, if the need arises,
the SEC has the authority to lend SIPC
up to $2.5 billion, which it, in turn, would
borrow from the United States Treasury.

4  SECURITIES INVESTOR PROTECTION CORPORATION

A See the Series 100 Rules Identifying Accounts of “Sep-
arate Customers” of SIPC members.

* Section 3(a)(2)(A) of SIPA excludes:

(i) persons whose principal business, in the determination
of SIPC, taking into account business of affiliated
entities, is conducted outside the United States and its
territories and possessions;

(i) persons whose business as a broker or dealer
consists exclusively of (1) the distribution of shares of
registered open end investment companies or unit
investment trusts, (1) the sale of variable annuities,
(1) the business of insurance, or (IV) the business
of rendering investment advisory services to one or
more registered investment companies or insurance
company separate accounts; and

(iii) persons who are registered as a broker or dealer
pursuant to [15 U.S.C. § 780(b)(11)(A)].

Also excluded are government securities brokers or
government securities dealers who are members of a
national securities exchange but who are registered under
section 15C(a)(1)(A) of the Securities Exchange Act of
1934 [15 U.S.C. § 780-5(a)(1)(A)].

Further information about the provisions for cus-
tomer protection is contained in a booklet, “How
SIPC Protects You,” available on SIPC’s website at
www.sipc.org/news-and-media/brochures and also
available in bulk from the Securities Industry
and Financial Markets Association (SIFMA),
www.sifma.org/store, phone number (212) 313-1000,
and from the FINRA MediaSource, P.0. Box 9403,
Gaithersburg, MD 20898-9403. The web site address for
FINRA orders is www.finra.org/order-printed-publications
and the phone number is (240) 386-4200.

Title 1l of the Dodd-Frank Wall Street Reform and
Consumer Protection Act (Dodd-Frank) governs the
orderly liquidation of financial companies whose failure
and resolution under otherwise applicable Federal or
state law would have serious adverse effects on U.S.
financial stability. If the Dodd-Frank orderly liquidation
authority is invoked with regard to a broker or dealer that
is a SIPC member, the responsibility for the resolution of
the broker or dealer will be shared between SIPC and
the FDIC. For example, the FDIC will: (1) act as receiver
of the broker-dealer; (2) appoint SIPC as trustee; and (3)
jointly determine with SIPC the terms of the protective
decree to be filed by SIPC with a federal district court of
competent jurisdiction.
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CORPORATE GOVERNANCE PRACTICES

COMMITTEES

The Board of Directors oversees the management of SIPC’s business and affairs, as well as its corporate governance, a continuing
priority for SIPC. The Board’s statutory composition is intended to provide confidence that SIPC is effectively overseen and well
governed. To further this goal, the Board has delegated certain duties to three standing committees—the Audit and Budget Committee,
the Investment Committee, and the Compensation Committee. SIPC’s Bylaws provide that each Committee is comprised of a public
director, an industry director, and a government director.

Committee

Audit & Budget

Purpose

Provides oversight of the integrity of financial

Duties

Selects the independent external auditor to examine

Committee statements and financial reporting and the overall accounts, controls, and financial statements
effectiveness of internal control environment Monitors independence and performance of external
* Oversees compliance with applicable legal and auditors
regu_lgtory requirements and the independence, . Reviews financial statements and financial disclosure
qualifications, and performance of the external auditor
£ q | . Reviews the proposed budget relative to annual goals
L]
nsu.res a. eqlljate management contr.o s to minimize and objectives, and recommends final budget to Board
the financial risks to which the Fund is exposed
Reviews systems of internal control
Reviews federal tax return
Investment * Assists Board in formulating investment policies Establishes, reviews, and updates the investment
Committee

Oversees management of the SIPC Fund and
compliance with the Securities Investor Protection Act
provisions relating to Fund investments

Ensures adequate controls to minimize the investment
risks to which the Fund is exposed

policy for approval by the Board

Oversees the adoption of appropriate risk management
policies and procedures to manage, to the extent
possible, market, liquidity, credit, and other investment
and asset management risks

Ensures that investments are made only in United
States Government or agency securities as statutorily
required

Reviews overall investment performance, asset
allocation, and expenses

Reports on investment performance and changes in
investments to the Board

Compensation
Committee

Provides oversight of total compensation strategy
and assists Board in determining the appropriate
compensation for officers and compensation levels for
staff

Ensures that human resources opportunities and risks
are properly identified and managed

Oversees the development and administration of
SIPC’s Human Resource programs and policies
including talent management, staffing, performance
management, benefits, and succession planning

Establishes, reviews and updates compensation
strategy and structure for approval by the Board

Annually reviews proposals regarding compensation

Recommends compensation for officers and staff for
approval by the Board

Recommends strategies and plans for merit pay/
incentives/severance pay and other unusual
compensation arrangements that may arise
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ETHICS AND

WHISTLEBLOWER POLICY
Annually, SIPC’s public and industry direc-
tors must confirm receiving the SIPC
Director Code of Ethics, having reviewed
it, and being familiar with its contents;
disclosing any actual or potential conflicts
of interest; avoiding activities or associa-
tions that could reasonably lead to a con-
flict of interest; not using their position for
personal gain or for the gain of a spouse,
dependents, or partner; and maintaining
in strict confidence all information that
would reasonably be expected to be main-
tained in confidence.

SIPC has a Whistleblower Policy that
encourages and enables employees to
raise serious concerns about violations
of SIPC’s Code of Conduct, which is a
part of the SIPC Bylaws and included in
the SIPC Personnel Guide. As outlined
by the Policy, employees may report
complaints and allegations concerning
violations of the SIPC Code of Conduct
and general principles of law and
business ethics to their supervisors
or SIPC’s Compliance Officer. All SIPC
staff must acknowledge annually that
they have read and understand the SIPC
Personnel Guide including the Business
Ethics Policy, the Ethics Rules, and the
Whistleblower Policy.

Director

Anthony D’Agostino
Daniel M. Covitz
William S. Jasien
Gregory S. Karawan
W. Moses Kim

Jonathan Greenstein*

DIRECTOR HONORARIA AND
MEETING ATTENDANCE
TheChairmanreceivesayearly honorarium
of $28,000. The Vice Chairman and the
three industry directors each receive
annual honoraria of $12,000, except
that if the positions of Chairman and
Vice Chairman are vacant and one
of the Securities Directors performs
certain functions of the Chairman for a
continuous twelve-month period, then
that Securities Director receives a yearly
honorarium of $28,000 for that period.
The Chairman, Vice Chairman, and three
industry directors are reimbursed for
their official business expenses. The
two government directors receive no
honoraria and are not reimbursed for
their official business expenses.

The Board held seven meetings in
2020. The Audit and Budget Committee
met four times; the Compensation
Committee twice; and the Investment
Committee met once. The Director
attendance at Board and Committee
meetings for the year was as follows:

Board Meetings Committee Meetings
77 1/1
717 4/4
717 4/4
717 2/2
6/6 2/2
1/1 1/1

* Mr. Greenstein temporarily replaced Mr. Kim as the Treasury Department Board Director designee for one Board

Meeting and one Committee Meeting.
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CUSTOMER PROTECTION PROCEEDINGS
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In 2020, no customer protection pro-
ceeding was initiated. Over the last
ten-year period, the annual average of
new cases was 0.8. Since the inception
of SIPC, 330 proceedings commenced
under SIPA. These 330 members rep-
resent less than one percent of the ap-
proximately 40,000 broker-dealers that
have been SIPC members during the last

fifty years. Currently, SIPC has 3,441
members. During SIPC’s fifty year his-
tory, cash and securities distributed for
accounts of customers totaled approx-
imately $141.8 billion. Of that amount,
approximately $140.8 billion came from
debtors’ estates and $1.0 billion came
from the SIPC Fund (See Appendix 1).

FIGURE I—Customer Protection Proceedings Chart

Number of Customer Protection Proceedings

December 31, 2020
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“An Act to provide greater protection
for customers of registered brokers
and dealers and members of national
securities exchanges.”

Preamble to SIPA

Claims over the Limits
Of the approximately 770,400 claims
satisfied in completed or substantially
completed cases as of December 31,
2020, a total of 355 were for cash and
securities whose value was greater than
the limits of protection afforded by SIPA.
The 355 claims, represent less than one
percent of all claims satisfied. The unsat-
isfied portion of claims, $49.7 million, rep-
resent less than one percent of the total
value of securities and cash distributed for
accounts of customers in the 329 com-
pleted or substantially completed cases.

SIPC Fund Advances

Table | shows that the 92 debtors, for
which net advances of more than $1
million have been made from the SIPC
Fund, accounted for 99 percent of the total
advanced in all 330 customer protection
proceedings. The largest net advance
in a single liquidation is $2.63 billion in
Bernard L. Madoff Investment Securities
LLC. This exceeds the net advances in all
of the other proceedings combined.

In the 30 largest proceedings, measured
by net funds advanced, SIPC advanced
$2.98 billion, or 94 percent of net advances
from the SIPC Fund for all proceedings.

TABLE |

Net Advances from the SIPC Fund
December 31, 2020
330 Customer Protection Proceedings

Number of Amounts
Net Advances Proceedings Advanced

$40,000,001 up 1 $2,627,882,111
10,000,001 $40,000,000 11 230,293,411
5,000,001 10,000,000 18 125,982,341
1,000,001 5,000,000 62 136,664,450
500,001 1,000,000 38 28,005,294
250,001 500,000 43 14,838,997
100,001 250,000 62 9,938,625
50,001 100,000 42 2,995,426
25,001 50,000 24 879,779
10,001 25,000 11 168,668
0 10,000 11 26,087
Net Recovery 7 (13,991,621)*
330 $3,163,683,568!

* Recovery of assets and appreciation of debtors’ investments after the filing date enabled the trustee to repay SIPC
its advances plus interest.

 Consists of advances for accounts of customers ($932,422,110) and for administration expenses ($2,231,261,458).
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MEMBERSHIP AND THE SIPC FUND

The net decrease of 96 members during
the year brought the total membership
to 3,441 at December 31, 2020. Table
2 shows the members’ designated
examining authorities, as well as the
year’s changes therein.

Delinquencies

Members who are delinquent in paying
assessments receive notices pursuant to
SIPA Section 14(a). As of December 31,
2020, there were 74 members who were
subjects of uncured notices, 43 of which
were mailed during 2020, eight during
2019, seven during 2018, eight during
2017, one during 2016, three during
2015, one during 2014, one in 2012
and two in 2010. Subsequent filings and
payments by 20 members left 54 notices

TABLE 2 uncured. Three registrations have been
cancelled. Uncured delinquencies are
SIPC Membership referred to the SEC for further action.

Year Ended December 31, 2020

Designated Examining Authorities Total Added® Terminated@
FINRA® 3,329 117 193
Cboe Exchange, Inc.™ 32 1 1
NYSE American LLC® 3 — _
NYSE Arca, Inc.© 11 _ _
Nasdaq PHLX LLC® 15 1 1
NYSE Chicago, Inc.? 11 — _
None®© 40 — 20

3,441 119 215
Notes:

(a) The numbers in this category do not reflect transfers of members to successor designated examining authorities
that occurred within 2020. The numbers in this category do not reflect members who due to timing differences
between the effective date of new registrations and terminations and the date processed by SIPC were added or
terminated in 2019 but processed by SIPC in 2020.

Effective July 30, 2007 the National Association of Securities Dealers, Inc. (NASD) and the regulatory functions of the
New York Stock Exchange, Inc. (NYSE) merged to form the Financial Industry Regulatory Authority, Inc. (FINRA).

(c) The “None” designation is an extralegal category created by SIPC for internal purposes only. It is a category by default
and mirrors the SECO broker-dealer category abolished by the SEC in 1983.

This number reflects the temporary status of broker-dealers between the termination of membership in a self-regulatory
organization and the effective date of the withdrawal or cancellation of registration under section 15(b) of the 1934 Act.

(e) Formerly the Pacific Stock Exchange, Inc.
(f)  Formerly NASDAQ OMX PHLX

(g) Formerly NYSE MKT LLC

(h
(i) Formerly Chicago Stock Exchange, Incorporated

10 SECURITIES INVESTOR PROTECTION CORPORATION

(b

Formerly Chicago Board Options Exchange Incorporated

SIPC Fund

The SIPC Fund, shown at Table 5, on
page 29, consisting of the aggregate of
cash and investments in United States
Government securities at fair market value
plus accrued interest, amounted to $3.95
billion at year end, an increase of $461
million during 2020.

Tables 3 and 4, on pages 11 and 12,
present principal revenues and expenses
for the years 1971 through 2020. The
2020 member assessments were $402.5
million and interest from investments
was $72.4 million. During the years
1971 through 1977, 1983 through 1985,
1989 through 1995, and 2009 through
2020, member assessments were based
on a percentage of each member’s gross
revenue (net operating revenue for 1991
through 1995 and 2009 through 2020)
from the securities business.

Appendix 2, on page 31, is an analysis
of revenues and expenses for the five years
ended December 31, 2020.

! 14(a) Failure to Pay Assessment, etc—If a member
of SIPC shall fail to file any report or information
required pursuant to this Act, or shall fail to pay when
due all or any part of an assessment made upon such
member pursuant to this Act, and such failure shall
not have been cured, by the filing of such report
or information or by the making of such payment,
together with interest and penalty thereon, within five
days after receipt by such member of written notice
of such failure given by or on behalf of SIPC, it shall
be unlawful for such member, unless specifically
authorized by the Commission, to engage in business
as a broker or dealer. If such member denies that it
owes all or any part of the full amount so specified in
such notice, it may after payment of the full amount
so specified commence an action against SIPC in the
appropriate United States district court to recover the
amount it denies owing.



Millions of Dollars

TABLE 3

SIPC Revenues for the Fifty Years
Ended December 31, 2020

B Member assessments and contributions: $5,282,997,406
M Interest on U.S. Government securities: $2,104,366,093
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Year

History of Member Assessments*
1971: % of 1% plus an initial assessment of 18 of 1% of 1969 1992: .057% ($150 minimum).

S RS0tk 1993: .054% ($150 minimum).
1972-1977: Y2 of 1%.
20 1994: .073% ($150 minimum).
January 1-June 30, 1978: % of 1%. o
1995: .095% ($150 minimum).
July 1-December 31, 1978: None.
1996-March 31, 2009: $150 annual assessment.

1979-1982: $25 annual assessment.

April 1, 2009-2016: .25% ($150 minimum through June 2010).
1983-March 31, 1986: % of 1% effective May 1, 1983 ($25 minimum).

2017-December 31, 2020: .15%.

1986-1988: $100 annual assessment.

1989-1990: 3/16 of 1% ($150 minimum). }
* Rates based on each member’s gross revenues (net operating revenues for
1991: .065% ($150 minimum). 1991-1995 and April 1, 2009 to present) from the securities business.

2020 ANNUAL REPORT 11



Millions of Dollars

TABLE 4

SIPC Expenses for the Fifty Years
Ended December 31, 2020

W Customer protection proceedings: $3,732,683,568 (consists of net advances of
$3,163,683,568 and $579,400,000 of estimated costs to complete proceedings
less estimated future recoveries of $10,400,000).

M Other expenses: $381,261,067
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LITIGATION

The Bankruptcy Court conducting the
liquidation of Lehman Brothers, Inc.
(“LBI”) rendered a pair of decisions
concerning an adversary proceeding
filed by former employees of Shearson
Lehman Brothers, Inc., a predecessor
to LBI. The former employees (“ESEP

claimants”) were participants in
a deferred compensation plan, the
Executive and Select Employees

Deferred Compensation Plan (“ESEP”),
and had voluntarily entered into the
ESEP by signing individual agreements
with Shearson. Seeking to recover about
$270 million of deferred compensation
at a higher claim priority in the SIPA
proceeding than eventually determined
by the Trustee, the ESEP claimants,
after submitting their claims, filed
multiple motions, resulting in several
adverse decisions from the Bankruptcy
Court, multiple District Court judges,
and panels of the Court of Appeals.
After six years of litigation in pursuit
of recovery from the LBI estate on their
claims, the ESEP claimants shifted
tack and filed an adversary proceeding
arguing that deferred compensation
should be excluded from the general
estate under section 541(b)(7) of the
Bankruptcy Code, which excludes from
estate property certain funds withheld or
contributed to ERISA plans. Afterwards,
at a hearing where the Bankruptcy Court
received a general update about the
case, the Court made comments on the
record noting the extensive litigation.
Thereafter, the ESEP plaintiffs moved to
have the presiding Judge recuse herself.
The Bankruptcy Court in an oral decision,
In re Lehman Brothers Inc., No. 08-cv-
1420 (Bankr. S.D.N.Y. February 7, 2020),
denied the motion. The Court noted that
comments it had made at the earlier
hearing did not reflect any deep-seated
favoritism or antagonism that would
require recusal. The Court found that the
standards for disqualification regarding
lack of impartiality and personal bias or

prejudice, under the applicable statute,
28 U.S.C. § 455, were not met.

Subsequently, the Bankruptcy Court,
in In re Lehman Brothers Inc., 617 B.R.
231 (Bankr. S.D.N.Y. 2020), granted
the Trustee's motion to dismiss the
adversary proceeding. The Court held
that section 541(b)(7) did not exclude
the deferred compensation from LBIl's
estate because it was an unfunded “top-
hat” plan and the assets of such plans
become part of the general estate.
In addition, the Court ruled that the
claimants’ cause of action was brought
well outside the applicable statute of
limitations and thus time-barred. Finally,
the Court found that the claimants’
delay in commencing the adversary
proceeding also mandated dismissal
under the doctrine of laches.

The liquidation of Bernard L. Madoff
Investment Securities LLC (“BLMIS”) and
matters related to it, resulted in several
significant decisions:

In HSBC Holdings PLC, et al. v. Irving
H. Picard, et al., 140 S. Ct. 2824 (S. Ct.
June 1, 2020) (No. 19-277), the U.S.
Supreme Court denied a petition for
writ of certiorari seeking review of the
decision of the Second Circuit Court of
Appeals in favor of the BLMIS Trustee.
The Second Circuit had reversed the
District Court’s decision resulting in the
dismissal of dozens of avoidance actions
seeking billions of dollars transferred by
foreign BLMIS feeder funds. The Trustee
filed the actions under Bankruptcy Code
section 550(a)(2) to recover customer
property fraudulently transferred by
BLMIS to foreign feeder funds and then
subsequently transferred to appellees—
foreign feeder fund investors. The Second
Circuit rejected application of the
presumption against extraterritoriality
to Bankruptcy Code section 550(a) to
bar the recovery of subsequent transfers
of BLMIS funds to foreign parties. With
respect to comity, the Second Circuit held
that the United States has a compelling

interest in the recovery of fraudulently
transferred property by domestic debtors,
which interest outweighs the interests of
foreign jurisdictions liquidating the initial
transferee feeder funds. Denial of the
writ of certiorari permitted the Trustee
to resume his efforts to recover foreign
subsequent transfers, which seek more
than $3 billion in recoveries.

The Second Circuit Court of Appeals,
in Picard v. Gettinger (In re Bernard L.
Madoff Inv. Sec. LLC), 976 F.3d 184
(2d Cir. 2020), affirmed the grant of
summary judgment by the District Court.
The Appellate Court held that the Trustee
could recover transfers of $41 million
in fictitious profits that appellants,
former BLMIS customers, had received
in excess of their original investments.
The Appellate Court rejected the former
customers’ arguments that the fictitious
profits were “for value.” Agreeing with the
lower courts, the Appellate Court held
that that because BLMIS never traded
in securities and the customers had
recovered their initial investments, their
claims to recoup more could not qualify
as antecedent debts. The Appellate Court
also held that computation of the total
amount the investors received that was
in excess of what they deposited was not
limited by the two-year look-back period
applicable to fraudulent transfers.

In Blecker v. Picard (In re BLMIS),
830 Fed.Appx. 669 (2 Cir. 2020), the
Second Circuit Court of Appeals affirmed
the decisions of the District Court
and Bankruptcy Court and upheld the
Trustee’s determination that appellants,
former BLMIS customers, had no net
equity customer claims. The Appellate
Court rejected appellants’ objections to
the admission of BLMIS business records
as evidence at trial before the Bankruptcy
Court. The Appellate Court affirmed the
Bankruptcy Court’s finding, based upon
evidence that “profit withdrawals,”
designated in BLMIS’s books and
records by the notation “PW,” referred to
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LITIGATION continued

distributions that BLMIS sent by check to
the customer and were properly treated as
debits under the Net Investment Method of
calculating customer claims. Consequently,
the customers had withdrawn more than
they deposited, and had no net equity
claims. The Appellate Court also found no
clear error with the Bankruptcy Court’s
conclusion that the claimants had ratified
the PW transactions as cash withdrawals.

In In Re Bernard L. Madoff Investment
Securities LLC, 818 Fed.Appx. 48 (2
Cir. 2020), the Second Circuit Court
of Appeals agreed with the District
Court and affirmed the Bankruptcy

Court’s denial of appellants’ motion
for a declaratory judgment that their
complaint against the estate of Jeffrey
M. Picower and related defendants
(“Picower parties”) was not barred by a
permanent injunction previously entered
by the Bankruptcy Court. In 2011, the
Bankruptcy Court, as part of approving
a $7.2 billion settlement between
the Trustee and the Picower parties,
issued a permanent injunction barring
creditor and customer claims against the
Picower parties that were duplicative
of the Trustee’s claims. The appellants’
proposed complaint asserted various

claims for violations of the Securities
Exchange Act, federal and Florida RICO
statutes, and federal common law. The
Court affirmed the lower courts’ findings
that the investors lacked a claim that was
particular to them and thus were barred
by the permanent injunction included in
the settlement.

In Picard v. Defendants Listed on ECF No.
14283 (In re BLMIS), 2020 WL 1488399
(Bankr. S.D.N.Y. 2020), the Court ordered
an attorney representing a group of former
BLMIS investors, who were defendants
in an avoidance action, to personally
pay attorneys’ fees and arbitration costs
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“SIPC shall.....impose upon

its members such assessments
as, after consultation with self-
regulatory organizations, SIPC
may deem necessary....”

SIPA, Sec. 4(c)(2)

resulting from a lengthy discovery
dispute. The attorney had filed multiple
motions to compel the production of
documents from the Trustee, which were
all denied. The Trustee moved for fees and
costs associated with defending the last
motion to compel. The Court held that the
attorney’s continued assertions that the
trustee had lied and had hidden BLMIS
trading records were false, and that she
knew they were false. Thus, the attorney
was personally responsible for costs
associated with the dispute.

Following a trial, the Bankruptcy Court,
in Picard v. BAM (In re BLMIS), 624 B.R.
55 (Bankr. S.D.N.Y. 2020), held that the
Trustee was entitled to recover fictitious
profits received by the defendants and
was entitled to prejudgment interest.
The defendants were former customers
of BLMIS who collectively withdrew more
than $2.8 million dollars in fictitious
profits within two years of the Filing
Date. The Court found that the “net
losers”—BLMIS customers who invested
more than they withdrew—were the real
victims of defendants’ dilatory litigation
tactics, reasoning that unlike other “net
winners,” the defendants did not strive to

do the right thing once they realized that
they had received fictitious profits. Noting
that the Trustee had spent ten years
and incurred costs litigating against the
defendants, who resisted the law of the
case, the Court ordered the defendants to
turn over the Two-Year Transfers and pay
prejudgment interest at the annual rate of
4% for the nearly ten-year period.

In three separate cases, defendants in
avoidance actions failed in their attempts
to have the District Court withdraw the
reference to the Bankruptcy Court:

The District Court in Picard v. BAM L.P.
(In re BLMIS), 612 B.R. 257 (S.D.N.Y.
2020), denied motions brought by a group
of BLMIS investors seeking to withdraw
the reference and for leave to file an
interlocutory appeal. After the investors
filed customer claims that were eventually
denied, the Trustee brought avoidance
actions against the investors seeking
recovery of excess transfers. Two months
before the scheduled trial, the investors
moved to withdraw their customer claims
and to withdraw the reference. While the
Bankruptcy Court granted the withdrawal
of the customer claims, it held that it
still had equitable jurisdiction over the

avoidance action. The investors moved
for leave to file an interlocutory appeal
of that decision. The District Court held
that because the investors had filed
customer claims against the bankruptcy
estate, they triggered the process of
“allowance and disallowance of claims,”
thereby subjecting themselves to the
Bankruptcy Court’s equitable power.
The District Court also found that the
withdrawal of the customer claims after
the adversary proceeding had already
commenced did not nullify the jurisdiction
of the Bankruptcy Court, and that the
Bankruptcy Court had constitutional
authority to adjudicate the Trustee’s
fraudulent transfer avoidance claims.
Similarly, the District Court in Picard
v. Greiff, 617 B.R. 198 (S.D.N.Y. 2020),
denied the defendant’s motion to
withdraw to the Bankruptcy Court the
reference of avoidance and recovery
of fraudulent transfers. The defendant
had filed a customer claim before the
Trustee commenced the avoidance
action. The defendant argued that he
had a constitutional right to a jury trial
on the fraudulent transactions at issue
in the case, and the Bankruptcy Court
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LITIGATION continued

lacked final adjudicative authority, thus
depriving it of jurisdiction. The District
Court found that by filing the customer
claim, the defendant had subjected himself
to the Bankruptcy Court’s jurisdiction and
forsakentheright to ajury trial. The District
Court also found that the Bankruptcy
Court had constitutional authority to
decide the case based on the separate
ground of the defendant’s implied consent
to the Bankruptcy Court’s jurisdiction by
filing and pursuing the customer claim over
the course of ten years.

Finally, in Picard v. Savin (Inre BLMIS),
2020 WL 5370576 (S.D.N.Y. 2020),
the defendants asked for withdrawal
of the reference in their action and
moved for dismissal of their case from
the District Court, claiming that the
trustee lacked constitutional standing
to pursue his case in the Bankruptcy
Court. As in the other two cases, the
defendants had submitted customer
claims before the Trustee filed his
avoidance action seeking recovery of
fraudulent transfers. The District Court

held that the defendants failed entirely
to show that any non-bankruptcy federal
laws required significant interpretation
and found that withdrawal was not
mandatory. The District Court also found
that the Bankruptcy Court had equitable
jurisdiction and that the defendants had
waived their right to be heard in the
District Court by filing the customer
claim in the Bankruptcy Court.
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SECTION 5(A)(1) ALERTS; DISCIPLINARY AND CRIMINAL ACTIONS

Members In or Approaching

Financial Difficulty

Section 5(a)(1) of SIPA requires the
SEC or the self-regulatory organiza-
tions to immediately notify SIPC upon
discovery of facts which indicate that
a broker or dealer subject to their reg-
ulation is in or is approaching financial
difficulty. The Commission, the secu-
rities exchanges and the FINRA fulfill
this requirement through regulatory
procedures which integrate examina-
tion and reporting programs with an
early-warning procedure for notifying
SIPC. The primary objective of those
programs is the early identification of
members which are in or are approach-
ing financial or operational difficulty
and the initiation of remedial action by
the regulators necessary to protect the
investing public.

Members on Active Referral

During the calendar year 2020 SIPC
received one referral under Section 5(a).
This referral did not result in a SIPC
proceeding in 2020.

SIPC received periodic reports iden-
tifying those members which, although
not considered to be in or approaching
financial difficulty, have failed to meet
certain pre-established financial or op-
erational criteria and are under clos-
er-than-normal surveillance.

SIPC routinely forwards to the Securi-
ties and Exchange Commission, for possi-
ble action under Section 14(b) of SIPA, the
names of principals and others associated
with members for which SIPC customer
protection proceedings have been initiat-
ed. Those individuals are also reported to
the self-regulatory organization exercising
primary examining authority for appropri-
ate action by the organization. Trustees
appointed to administer customer protec-
tion proceedings and SIPC personnel coop-
erate with the SEC and with law enforce-
ment authorities in their investigations of
possible violations of law.

Criminal and Administrative Actions
Administrative and/or criminal actions
were initiated in 289 of the 330 SIPC
proceedings commenced since enactment
of the Securities Investor Protection Act
in December 1970.

Actions initiated through December 31,
2020 were as follows:

Action Initiated Number of Actions

Joint SEC/Self-Regulatory Administrative Actions 61
Exclusive SEC Administrative Actions 42
Exclusive Self-Regulatory Administrative Actions 57
Criminal and Administrative Actions 103
Criminal Actions Only 28
Total 291~

*In one or more proceedings multiple types of actions were initiated.
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o GrantThornton

GRANT THORNTON LLP
1000 Wilson Boulevard, Suite 1400
Arlington, VA 22209

D +1703 847 7500
F +1703 848 9580

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Securities Investor Protection Corporation

We have audited the accompanying financial statements of Securities Investor
Protection Corporation, which comprise the statement of financial position as of
December 31, 2020, and the related statement of activities and cash flows for the
year then ended, and the related notes to the financial statements.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

GT.COM

Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms
are separate legal entities and are not a worldwide partnership.
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o GrantThornton

Opinion

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Securities Investor Protection Corporation as of
December 31, 2020, and the changes in its net assets and its cash flows for the year
then ended in accordance with accounting principles generally accepted in the United
States of America.

Do Thawdon LLF

Arlington, Virginia
April 13, 2021
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SIPC FINANCIAL STATEMENTS

Statement of Financial Position as of December 31, 2020

ASSETS
Cash

U.S. Government securities, at fair value and accrued interest receivable of ($18,197,070); (amortized cost $3,698,060,373) (Note 6)

Estimated member assessments receivable (Note 3)

Advances to trustees for customer protection proceedings in progress, less allowance for possible losses ($2,617,482,111) (Note 4)

Assets held for deferred compensation and pension plans (Note 8)
Other (Note 5 and Note 9)

$ 8,511,548
3,940,607,097
184,981,764
10,400,000
4,135,474
1,389,288

$4,150,025,171

LIABILITIES AND NET ASSETS

Accrued costs for other postretirement benefits (Note 8) $ 8,965,156
Amount due on deferred compensation plan (Note 8) 2,289,617
Accounts payable and other accrued expenses 1,466,412
Deferred rent (Note 5) 1,705,799
Estimated costs to complete customer protection proceedings in progress (Note 4) 579,400,000
Member assessments received in advance (Note 3) 1,150,490

594,977,474
Unrestricted net assets 3,555,047,697

$4,150,025,171

The accompanying notes are an integral part of these statements.

Statement of Activities for the year ended December 31, 2020
Revenues:

Member assessments (Note 3)

$ 402,543,976

Interest on U.S. Government securities 72,437,753
474,981,729

Expenses:
Salaries and employee benefits (Note 8) 13,113,285
Legal and accounting fees (Note 4) 272,231
Rent (Note 5) 962,241
Other 4,334,658
18,682,415
Provision for estimated costs to complete customer protection proceedings in progress (Note 4) (7,601,536)
$ 11,080,879
Excess revenues over expenses 463,900,850
Realized and unrealized gain on U.S. Government securities (Note 6) 166,303,052
Pension and postretirement benefit changes other than net periodic costs (Note 8) 1,932,568
Increase in unrestricted net assets 632,136,470
Unrestricted net assets, beginning of year 2,922911,227
Unrestricted net assets, end of year $3,555,047,697

The accompanying notes are an integral part of these statements.
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Operating activities:

Interest received from U.S. Government securities $ 67,219,306
Member assessments received 366,060,610
Advances paid to trustees (136,263,405)
Recoveries of advances 14,964,942
Salaries and other operating activities expenses paid (22,753,408)
Net cash provided by operating activities 289,228,045
Investing activities:
Proceeds from sales of U.S. Government securities 369,899,965
Purchases of U.S. Government securities (657,069,787)
Net cash used in investing activities (287,169,822)
Increase in cash 2,058,223
Cash beginning of period 6,453,325
Cash, end of period $ 8,511,548

The accompanying notes are an integral part of these statements.

The Securities Investor Protection Cor-
poration (SIPC) was created by the
Securities Investor Protection Act of
1970 (SIPA), which was enacted on
December 30, 1970, primarily for the
purpose of providing protection to cus-
tomers of its members. SIPC is a non-
profit membership 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. § 78kkk(e) and under §
501(c)(6) of the Internal Revenue Code.
Accordingly, no provision for income
taxes is required.

The preparation offinancial statements
in conformity with accounting principles
generally accepted in the United States
of America requires management to
make estimates and assumptions that
affect the amounts reported in the
financial statements and accompanying
notes. Actual results could differ from
those estimates.

The “SIPC Fund,” as defined by SIPA,
consists of cash and U.S. Government
securities aggregating $3,949,118,645.
Together with the estimated member
assessments receivable of $184,981,764
and advances to trustees for customer
protection proceedings in progress
(less allowance for possible losses) of
$10,400,000, SIPC’s financial assets
available for general expenditures within
one year of the December 31, 2020
statement of financial position date total
$4,144,500,409.

As part of its liquidity management,
SIPC has a policy to structure its finan-
cial assets to be available as its general
expenditures, liabilities and other obli-
gations come due. In the event the SIPC
Fund is or may reasonably appear to be
insufficient for the purposes of SIPA, the
Securities and Exchange Commision (SEC)
is authorized to make loans to SIPC and,
in that connection, the SEC is authorized
to issue notes or other obligations to the
Secretary of the Treasury in an aggregate
amount not to exceed $2.5 billion.

Section 78ddd(c) and (d) of SIPA states
that SIPC shall, by bylaw, impose upon its
members such assessments as, after con-
sultation with self-regulatory organizations,
SIPC may deem necessary and appropriate

to establish and maintain the SIPC Fund
and to repay any borrowings by SIPC. If
the balance of the SIPC Fund aggregates
less than $100,000,000, SIPC shall impose
upon each of its members an assessment
at a rate of not less than one-half of 1 per
centum per annum. An assessment may be
made at a rate in excess of one-half of 1 per
centum if SIPC determines, in accordance
with a bylaw, that such rate of assessment
will not have a material adverse effect on
the financial condition of its members or
their customers, except that no assess-
ments shall exceed one per centum of such
member’s gross revenues from the securi-
ties business. Effective April 1, 2009, each
member’s assessment was established by
bylaw at the rate of one-quarter of 1 per
centum of net operating revenues from the
securities business or $150, whichever
was greater. Effective July 22, 2010, the
$150 minimum assessment was eliminat-
ed by the Dodd- Frank Wall Street Reform
and Consumer Protection Act. Effective
January 1, 2017, the assessment rate is
0.15 per centum. Member assessments re-
ceived in advance will be applied to future
assessments and are not refundable except
to terminated members. Estimated member
assessments receivable represents assess-
ments on members’ revenue for calendar
2020 but not received, or expected to be
received, until 2021.
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SIPC FINANCIAL STATEMENTS continued

4. Customer protection proceedings

In the Bernard L. Madoff Investment
Securities LLC proceeding, the Trustee,
utilizing the customer records available
from the computer files of the firm,
identified those accounts believed to
be valid customers accounts. In accor-
dance with Section 78///(2) of SIPA, the
definition of a “customer” includes a
“person who had deposited cash with
the debtor for the purpose of purchas-
ing securities.” The customer can be an
individual, a corporation, a partnership,
a pension plan or a “feeder fund.” The
Trustee then calculated the “net cash”
positions (cash deposited less cash
withdrawn) for each customer’s account
and, where available, this information
was compared to other source docu-
mentation including banking records
and customer portfolio files. Based on
that valuation, the Trustee determined
the customer’s net equity and maximum
claim allowed under SIPA. Manage-
ment estimates and records a charge

for this and other proceedings, includ-
ing legal and administrative costs, at
the amounts which can reasonably be
estimated based on available informa-
tion provided by the Trustees. Manage-
ment estimates the total charges to
SIPC for the Madoff proceeding to be
approximately $3.2 billion.* As actual
claims were processed, the Trustee
determined the ultimate amount of pay-
ment for each claim and the associated
legal and administrative costs incurred.
Claims can be disputed, which among
other factors, could cause the ultimate
amount of the claims, and associated
legal and administrative costs, to differ
from the current estimate. Quantifying
the liability associated with proceedings
is subject to a number of uncertainties,
however, while additional losses beyond
those recorded are probable, the addi-
tional amount is not currently estima-
ble. Any changes in the estimate will
be accounted for prospectively. Recov-
eries on this and other proceedings are

*Subsequent judicial opinions may result in fluctuations in this number.

recorded as a reduction to the provision
for estimated costs when realized, which
occurs when notification is received from
the Trustee.

SIPC has advanced a net of $2.63 bil-
lion for proceedings in progress to carry
out its statutory obligation to satisfy cus-
tomer claims and to pay administration
expenses. Of this amount, $2.62 billion is
not expected to be recovered.

Customer payments and related expenses
of direct payment proceedings are recorded
as expenses as they are incurred.

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

These financial statements do not
include accountability for assets and lia-
bilities of members being liquidated by
SIPC as Trustee. Such accountability is
reflected in reports required to be filed
with the courts having jurisdiction.

The following table summarizes transac-
tions during the year ended December 31,
2020 that result from these proceedings:

Customer Protection Proceedings

Advances to trustees,

less allowance for possible losses

Estimated costs to complete

Balance, beginning of year $14,600,000 $712,500,000
Add:
Provision for current year recoveries 400,000 —
Provision for estimated future recoveries 10,400,000 —
Provision for estimated costs to complete proceedings — 3,200,000
Less:
Recoveries 15,000,000 —
Advances to trustees — 136,300,000
Balance, end of year $10,400,000 $579,400,000
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On June 20, 2014 SIPC signed a lease
for new office space in Washington, D.C.
The new 11 year lease commenced on
August 1, 2015. Future minimum rentals
for the space, expiring on August 31,
2026, are as follows: 2021—$925,154;
2022—$1,035,807; 2023—$1,061,685;
2024—%$1,088,185; 2025—$1,115,412;
thereafter $754,362; for a total of
$5,980,605, as of December 31, 2020.
Additional rent expense is based on SIPC’s
pro rata share of operating expenses in
accordance with the terms of the lease. The
rent holiday of $915,103 and the leasehold
improvement incentive of $1,364,400 are
being amortized over the life of the lease.
On November 4, 2019 SIPC renewed
its lease for additional office space in
Fairfax, Virginia. The new 40 month lease
commenced on August 1, 2020. Future
minimum rentals for the space, expiring on
November 30, 2023, are as follows: 2021—
$157,787; 2022—$162,127; 2023—
$152,483; for a total of $472,397, as of
December 31, 2020. Additional rent is
based on SIPC’s pro rata share of operating
expenses in accordance with the terms of the
lease. The rent holiday of $52,000 and the
leasehold improvement incentive of $36,000
are being amortized over the life of the lease.

FASB ASC 820, Fair Value Measurement,
provides the framework for measuring
fair value. That framework provides a fair
value hierarchy that prioritizes the inputs
to valuation techniques used to measure
fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in
active markets for identical assets or
liabilities (level 1 measurements) and the
lowest priority to unobservable inputs
(level 3 measurements). The three levels of
the fair value hierarchy under this guidance
are described below.

Level 1—Inputs to the valuation meth-
odology are unadjusted quoted prices for
identical assets or liabilities in active mar-
kets that SIPC has the ability to access.

Level 2—Inputs to the valuation
methodology include quoted prices for
similar assets or liabilities in active
markets, quoted prices for identical or
similar assets or liabilities in inactive
markets, inputs other than quoted
prices that are observable for the asset
or liability, inputs that are derived
principally from or corroborated by
observable market data by correlation or
other means.

Level 3—Inputs to the valuation
methodology are unobservable and
significant to the fair value measurement.

The asset’s or liability’s fair value
measurement level within the fair value
hierarchy is based on the lowest level of
any input that is significant to the fair
value measurement. Valuation techniques
used need to maximize the use of
observable inputs and minimize the use of
unobservable inputs.

The following is a description of the
valuation methodologies used for assets
measured at fair value. There have been
no changes in the methodologies used at
December 31, 2020.

The fair value of U.S. Government
securities is based on the bid quote as of
December 31, 2020 as reported by a third
party pricing service. As a bid quote on U.S.
Government securities varies substantially
among market makers, the fair value bid
quote is considered a Level 2 input under
the guidance. Level 2 inputs include quoted
prices for similar assets in active markets,
quoted prices for identical or similar assets
in markets where there isn't sufficient
activity, and/or where price quotations
vary substantially either over time or among
market makers, or in which little information
is released publicly. As of December 31,
2020, all securities held within the portfolio
are priced using Level 2 inputs.

U.S. Government securities as of
December 31, 2020 included cumulative
gross unrealized gains of $246,403,233
and cumulative gross unrealized losses of
$3,856,509.
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SIPC FINANCIAL STATEMENTS continued

7. Reconciliation of increase in unrestricted net assets to net cash provided

by operating activities:

Increase in unrestricted net assets

$632,136,470

Adjustments to reconcile increase in unrestricted net assets to net cash provided by

operating activities:
Realized and unrealized gain on U.S. Government securities
Net amortized premium on U.S. Government securities

Depreciation and amortization

Changes in operating assets and liabilities:
Net decrease in estimated cost to complete customer protection proceedings
Increase in estimated assessment receivable
Net decrease in estimated recoveries of advances to trustees
Decrease in payables and accrued expenses
Increase in prepaid expenses
Increase in accrued interest receivable on U.S. Government securities
Decrease in deferred rent

Increase in member assessments collected in advance

(166,303,052)
(4,623,736)
458,051

(133,100,000)
(36,495,400)
4,200,000
(4,159,108)
(2,247,044)
(594,711)
(55,459)
12,034

Net cash provided by operating activities

$289,228,045
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8. Pensions and other postretirement benefits

SIPC has a noncontributory defined
benefit plan and a contributory defined
contribution plan which cover all employ-
ees. SIPC also has a supplemental
non-qualified retirement plan for certain
employees. The $2,289,617 year-end
market value of the supplemental plan
is reflected as a deferred compensation
asset and as a deferred compensation lia-
bility in the Statement of Financial Posi-
tion. In addition, SIPC has two defined
benefit postretirement plans that cover

all employees. One plan provides medi-
cal and dental insurance benefits and the
other provides life insurance benefits.
The postretirement health care plan is
contributory, with retiree contributions
adjusted annually to reflect changes in
gross premiums; the life insurance plan
is noncontributory.

SIPC is required to recognize the over-
funded or underfunded status of the
defined benefit plans as an asset or liabil-
ity in the Statement of Financial Position

and to recognize the funded status in the
year in which the change occurs through
the Statement of Activities. In addition,
SIPC is required to recognize within the
Statement of Activities, gains and losses
due to differences between actuarial
assumptions and actual experience and
any effects on prior service due to plan
amendments that arise during the period
and which are not being recognized as
net periodic benefit costs.

Pension Benefits Other Postretirement Benefits

Change in Benefit Obligation

Benefit obligation at beginning of year $68,459,525 $ 8,313,718
Service cost 1,693,653 346,305
Interest cost 2,223,240 279,139
Plan participants’ contributions — 36,396
Amendments — —
Actuarial (gain) loss 6,859,893 150,003
Benefits paid (1,793,194) (160,314)
Benefit obligation at end of year $77,443,117 $ 8,965,247
Change in Plan Assets

Fair value of plan assets at beginning of year $62,954,454 $ —
Actual return (loss) on plan assets 11,527,715 —
Employer contributions prior to measurement date — —
Employer contributions 6,600,000 123,918
Plan participants’ contributions — 36,396
Benefits paid (1,793,194) (160,314)
Fair value of plan assets at end of year $79,288,975 $ —
Funded status at year end $ 1,845,858 $(8,965,247)
Amounts recognized in the Statement of Financial Position and net assets consist of:

Net amount recognized in the Statement of Financial Position $ 1,845,858 $(8,965,247)
Accumulated benefit obligation end of year $73,393,808 $ 8,965,247
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SIPC FINANCIAL STATEMENTS continued

Other Postretirement Benefits

Weighted-average assumptions for disclosure as of December 31, 2020

Pension Benefits

Discount rate 2.50% 2.60%
Salary scale 2020 / thereafter 3.75% 13.75% N/A
Health Care Cost Trend: Initial Pre-65/Post-65 N/A 7.00% / 5.50%
Health Care Cost Trend: Ultimate N/A 4.50%
Year Ultimate Reached: Initial Pre-65/Post-65 N/A 2031 /2025
Components of net periodic benefit cost and other amounts recognized within the Statement of Activities
Net periodic benefit cost
Service cost $ 1,693,653 $ 346,305
Interest cost 2,223,240 279,139
Expected return on plan assets (3,707,752) =
Recognized prior service cost (credit) — 7,842
Recognized actuarial loss 1,113,165 1,494
Net periodic benefit cost 1,322,306 634,780
Pension and other postretirement benefit changes other than net periodic benefit cost
Net actuarial (gain) loss (960,070) 150,003
Recognized actuarial loss (1,113,165) (1,494)
Prior service cost = =
Recognized prior service (cost) credit — (7,842)
Total pension and postretirement benefit changes other than net periodic cost (2,073,235) 140,667
Total net periodic other benefit cost and pension and other postretirement benefits changes

other than net periodic benefit cost $ (750,929) $ 775,447
Amounts expected to be recognized in net periodic cost in the coming year
Loss recognition $ 740,319 $ 5,603
Prior service cost (credit) recognition — (1,488)
Total $ 740,319 $ 4,115
Effect of a 1% increase in trend on:
Benefit obligation N/A $ 1,489,368
Total service interest cost N/A $ 140,529
Effect of a 1% decrease in trend on:
Benefit obligation N/A $(1,495,971)
Total service interest cost N/A $ (116,224)
Weighted-average assumptions for net periodic cost as of December 31, 2020
Discount rate 3.30% 3.40%
Expected asset return 6.00% N/A
Salary scale 2020 / thereafter 3.0%/3.0% N/A
Health Care Cost Trend: Initial Pre-65/Post-65 N/A 7.25% 15.75%
Health Care Cost Trend: Ultimate N/A 4.50%
Year Ultimate Reached: Initial Pre-65/Post-65 N/A 2031 /2025
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For the pension plan, the change
in unrecognized net gain/loss is one
measure of the degree to which important
assumptions have coincided with actual
experience. During 2020, the unrecognized
net loss decreased by 3.0% of the
12/31/2019 projected benefit obligation
primarily due to assumption changes for
discount rates and mortality table offset
by higher than expected asset returns.

The discount rate was determined
by projecting the plan’s expected
future benefit payments as defined for
the projected benefit obligation, dis-
counting those expected payments
using a theoretical zero-coupon spot
yield curve derived from a universe of
high-quality bonds as of the measure-
ment date, and solving for the single
equivalent discount rate that resulted

in the same projected benefit obliga-
tion. A 1% increase/(decrease) in the
discount rate would have (decreased)/
increased the net periodic benefit cost
for 2020 by ($994,000)/$1,204,000
and (decreased)/increased the year-
end projected benefit obligation by
($10.9)/$14.0 million.

Asset Summary

Quoted Prices in Active
Markets for Identical
Assets (Level 1)

Asset Category

Equity securities:

U.S. large and multi-cap mutual funds $27,994,288
Non-U.S. large and multi-cap mutual funds 12,014,960
Total Equity 40,009,248
Fixed Income securities:

U.S. Treasuries/Government & corporate bond mutual funds 39,279,727
Total Fixed Income 39,279,727

Total $79,288,975

Expected Return on Assets

The expected return on the pension plan assets was determined based on historical and expected future returns of the various asset classes using the target
allocations described below. A 1% increase/(decrease) in the expected return assumption would have (decreased)/increased the net periodic benefit cost for
2020 by $618,000.

Investment Policy

The plan’s investment policy includes a mandate to diversify assets and in a variety of asset classes to achieve that goal. The plan’s assets are currently invested
in a variety of funds representing most standard equity and debt security classes.

Expected
Long-Term
Return

Actual Allocation
12/31/20

Pension Plan Asset Category

Target Allocation

Equity securities 9.00% 45-55% 50%
Debt securities 4.00% 45-55% 50%
Total 6.00% 100% 100%
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Estimated Future Benefit Payments
Estimated future benefit payments, including future benefit accrual

2021
2022
2023
2024
2025
2026-2030

Pension Other Benefits
$ 2,284,739 $ 160,844
$ 2,516,410 $ 214,839
$ 2,715,238 $ 254,351
$ 2,945,391 $ 301,743
$ 3,305,513 $ 383,896
$18,410,051 $1,851,031

Contributions

The company expects to make no contributions to the pension plan in 2021 for the 2020 plan year and $144,000 to the postretirement benefit plan during 2021.

Defined Contribution Plan

Estimated SIPC contributions (60% of employee contributions, up to 3.6% of compensation)

$ 265,000

9. Fixed Assets

SIPC’s policy is to capitalize fixed
assets costing $2,500 or more, and to
depreciate those assets using a straight-
line depreciation method of five years for
equipment and ten years for furniture.
Leasehold improvements are amortized
over the shorter of their economic life
or the term of the lease. The equipment,
furniture, and leasehold improvements
listed below are included in “Other” assets
within the Statement of Financial Position.

Fixed Assets

10. Risks and Uncertainties

In March 2020, the World Health Organi-
zation declared the outbreak of a novel
coronavirus (COVID-19) as a pandemic,
which continues to spread throughout the
United States. The spread of COVID-19
has caused significant volatility in U.S.
and international markets. There is signif-
icant uncertainty around the breadth and
duration of business disruptions related
to COVID-19, as well as its impact on the
U.S. and international economies and, as
such, SIPC is unable to determine if it will
have a material impact to its operations.

Office equipment at cost $ 68,464
Computer hardware at cost 3,399,122
Computer software at cost 1,811,815
Office furniture and fixtures at cost 1,215,134
Leasehold improvements at cost 1,464,977
Total fixed assets at cost 7,959,512
Less accumulated depreciation and amortization (6,785,525)
Net fixed assets $1,173,987
2020 depreciation and amortization expense $ 458,051
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11. Subsequent Events

SIPC evaluated its December 31, 2020
financial statements for subsequent
events through April 13, 2021, the
date the financial statements were
available to be issued. SIPC is not
aware of any subsequent events which
would require recognition or disclosure
in the financial statements.



SIPC FUND COMPARISON

TABLE 5

SIPC Fund Comparison

Inception to December 31, 2020
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APPENDIX 1 DISTRIBUTIONS FOR ACCOUNTS OF CUSTOMERS

_ For the Fifty Years Ended December 31, 2020 (In Thousands of Dollars)

From Debtor’s Estates From SIPC
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 21,5682 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 5716
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)* (1,283) (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
1998 3,605 4,458 (1,571) 2,887 6,492
1999 477,635 47,360 (7,460) 39,900 517,535
2000 364,065 26,330 (3,413) 22917 386,982
2001 10,110,355 200,967 (87,538) 113,429 10,223,784
2002 606,593 40,785 (5,812) 34,973 641,566
2003 (643,242)¢ 22,729 (4,425) 18,304 (624,938)
2004 209,025 (11,662) (37,700) (49,362) 159,663
2005 (24,245)% 1,175 (4,342) (3,167) (27,412)
2006 1,635,006 2,653 (51,942) (49,289) 1,585,717
2007 1,167 7,054 (6,624) 430 1,597
2008 144,265,058 1,982 (709) 1,273 144,266,331
2009 (52,025,582)¢ 543,280 (213) 543,067 (51,482,515)
2010 579,035 217,842 (1,824) 216,018 795,053
2011 8,169,689 32,678 (94) 32,584 8,202,273
2012 3,217,290 19,338 (1,774) 17,564 3,234,854
2013 12,411,307 8,646 (118,084) (109,438) 12,301,869
2014 924,822 16,099 (11,709) 4,390 929,212
2015 4,247,436 10,169* (11,457) (1,288) 4,246,148
2016 (608,091)* 8,188 (45,870) (37,682) (645,773)
2017 1,166,245 4,024 (11,175) (7,151) 1,159,094
2018 1,103,404 2,956 (24,409) (21,453) 1,081,951
2019 1,644,784 3,781 (17,969) (14,188) 1,630,596
2020 369,892 1,139 (14,933) (13,794) 356,098

$140,873,925 $1,540,916 $(608,494) $932,422 $141,806,347

* Advances and recoveries not limited to cases initiated this year.
# Reflects adjustments to customer distributions based upon Trustees’ revised allocation.
@ Reflects adjustment to customer distributions in the Lehman Brothers Inc. customer protection proceeding based upon Trustee’s revised allocation.
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ANALYSIS OF SIPC REVENUES AND EXPENSES APPENDIX 2

For the Five Years Ended December 31, 2020 _

2020 2019 2018 2017 2016
Revenues:
Member assessments $402,543,976 $317,610,000 $291,940,037 $277,800,032 $431,701,294
Interest on U.S. Government securities 72,341,920 75,629,051 63,840,516 57,599,175 54,873,106
Interest on assessments 95,833 183,399 66,222 125,930 100,022
474,981,729 393,422,450 355,846,775 335,525,137 486,674,422
Expenses:
Salaries and employee benefits 13,113,285 12,637,157 12,363,503 11,379,039 11,203,324
Legal fees 96,986 183,709 157,070 32,816 159,881
Accounting fees 175,245 162,511 185,898 167,625 85,575
Professional fees—other 1,668,646 929,404 498,583 300,231 289,169
Other:
Assessment collection cost 33,924 36,807 25,015 37,119 23,201
Depreciation and amortization 458,051 617,859 672,878 701,871 773,371
Directors’ fees and expenses 21,057 40,163 32,563 43,184 43,178
Insurance 79,500 37,200 38,193 36,124 33,879
Investor education 319,974 148,862 228,053 312,059 197,735
Office supplies and expense 219,738 470,710 209,069 223,742 228,482
EDP and internet expenses 1,123,508 1,258,469 1,046,396 1,084,727 1,070,947
Postage 3,215 6,330 7,964 10,577 12,722
Printing & mailing annual report 29,852 29,254 29,122 28,390 29,051
Publications and reference services 330,481 331,361 466,237 392,818 361,316
Rent office space 962,241 1,005,684 1,021,065 983,172 978,121
Travel and subsistence 21,885 149,745 124915 111,200 114,848
Personnel recruitment 29,934 221,600
Miscellaneous 24,827 49,488 35,771 45,046 59,959
3,628,253 4,211,866 4,158,841 4,010,029 3,926,810
18,682,415 18,024,647 17,363,895 15,889,740 15,664,759
Customer protection proceedings:
Net advances to (recoveries from):
Trustees other than SIPC:
Securities (13,494,404) (14,144,107) (21,008,817) (6,504,659) (37,710,029)
Cash (2) (8,152) (13,760) (758,179) (354)
(13,494,406) (14,152,259) (21,022,577) (7,262,838) (37,710,383)
Administration expenses 135,123,659 140,025,745 143,305,093 167,747,967 151,630,458
121,629,253 125,873,486 122,282,516 160,485,129 113,920,075
Net change in estimated future recoveries 4,200,000 3,300,000 5,900,000 (12,700,000) 27,100,000
125,829,253 129,173,486 128,182,516 147,785,129 141,020,075
SIPC as Trustee:
Securities (16,088) (34,653) (28,395) (77,900) (357,941)
Cash (284,025) (953) (570,001) 189,528 385,893
(300,113) (35,606) (598,396) 111,628 27,952
Administration expenses (30,676) (82,495) 748,529 595,721 893,724
(330,789) (118,101) 150,133 707,349 921,676
Direct payments:
Securities
Cash 168,951
168,951
Administration expenses 962 35,822
169,913 35,822
Net change in estimated cost to complete proceedings (133,100,000) (171,300,000) 36,500,000 (97,200,000) (72,400,000)
(7,601,536) (42,244,615) 165,002,562 51,328,300 69,541,751
11,080,879 (24,219,968) 182,366,457 67,218,040 85,206,510
Total net revenues 463,900,850 417,642,418 173,480,318 268,307,097 401,467,912
Realized and unrealized (loss) gain
on U.S. Government securities 166,303,052 115,979,049 (18,197,141) (14,174,544) (39,652,395)
Pension and postretirement benefit changes
other than net periodic benefit costs 1,932,568 (3,597,040) 1,705,080 (3,327,187) 367,140
Increase in unrestricted net assets $632,136,470 $530,024,427 $156,988,257 $250,805,366 $362,182,657
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APPENDIX 3

CUSTOMER PROTECTION PROCEEDINGS

PART A: Customer Claims and Distributions Being Processed®

Customers®
To Whom
Notices and Customers®
Member and Trustee Date Registered Filing Trustee Claim Forms Responses® Receiving
By Date of Appointment as Broker-Dealer Date Appointed Were Mailed Received Distributions
Bernard L. Madoff Investment Securities LLC 01/19/60 12/11/08 12/15/08 8,110 16,521" 2,653
New York, NY
(Irving H. Picard, Esq.)
TOTAL 1 MEMBER: PART A 8,110 16,521 2,653

" Includes duplicate claims filed for 3,385 Active Accounts.
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December 31, 2020

Distribution of Assets

Held by Debtor® SIPC Advances
For Accounts Administration Total Administration Contractual
of Customers Expenses Advanced Expenses Commitments Securities
$13,100,762,886  $13,082,653,564 $18,109,322  $2,627,882,111 $2,016,440,413 $611,441,698
$13,100,762,886 $13,082,653,564 $18,109,322 $2,627,882,111  $2,016,440,413 $611,441,698
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APPENDIX 3 continued CUSTOMER PROTECTION PROCEEDINGS

PART B: Customer Claims Satisfied, Litigation or Administrative Matters Pending®

Customers®
To Whom
Notices and Customers®
Member and Trustee Date Registered Filing Trustee Claim Forms Responses® Receiving
By Date of Appointment as Broker-Dealer Date Appointed Were Mailed Received Distributions
Lehman Brothers Inc. 03/27/65 09/19/08 09/19/08 905,000 124,248 111,888
New York, NY

(James W. Giddens, Esq.)

TOTAL 1 MEMBER: PART B 905,000 124,248 111,888
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December 31, 2020

Distribution of Assets
Held by Debtor® SIPC Advances

For Accounts Administration Total Administration Contractual
of Customers Expenses Advanced Expenses Commitments Securities

$107,159,594,988 $105,773,207,834  $1,386,387,154

$107,159,594,988 $105,773,207,834 $1,386,387,154
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APPENDIX 3 continued CUSTOMER PROTECTION PROCEEDINGS

PART C: Proceedings Completed in 2020

Customers®
To Whom
Notices and Customers®
Member and Trustee Date Registered Trustee Claim Forms Responses® Receiving
By Date of Appointment as Broker-Dealer Appointed Were Mailed Received Distributions
Westor Capital Group, Inc. 09/27/00 04/16/13 04/16/13 499 140 116
New York, NY
(SIPC)
TOTAL 1 MEMBER 2020 499 140 116
TOTAL 327 MEMBERS 1973-2019@ 2,303,882 477,868 658,401
TOTAL 328 MEMBERS 1973-2020 2,304,381 478,008 658,517
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December 31, 2020

Distribution of Assets

Held by Debtor® SIPC Advances
For Accounts Administration Total Administration Contractual
of Customers Expenses Advanced Expenses Commitments Securities
$8,316,993 $8,295,266 $21,727 $1,259,657 $749,754 $509,903
8,316,993 8,295,266 21,727 1,259,657 749,754 509,903
22,679,550,799 22,009,768,939 669,781,861 534,541,801 214,071,291 $1,388,427 $186,632,897 132,449,185
$22,687,867,792  $22,018,064,205 $669,803,588 $535,801,458 $214,821,045 $1,388,427 $186,632,897 $132,959,088
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APPENDIX 3 continued CUSTOMER PROTECTION PROCEEDINGS

PART D: Summary

Customers®
To Whom

Notices and Customers®

Claim Forms Responses® Receiving

Were Mailed Received Distributions
Part A: 1 Member — Customer Claims and Distributions Being Processed 8,110 16,521 2,653
Part B: 1 Member — Customer Claims Satisfied, Litigation or Administrative Matters Pending 905,000 124,248 111,888

Sub-Total 913,110 140,769 114,541

Part C: 328 Members — Proceedings Completed 2,304,381 478,008 658,517
Total: 330 3,217,491 618,777 773,058

Appendix 3 notes:
(a) Based upon information available at year-end and subject to adjustments until the case is closed.

(b) 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 before claims are filed.
(c) Includes assets marshalled by Trustee after filing date and does not include payments to general creditors.

(d) Revised from previous reports to reflect subsequent recoveries, disbursements and adjustments.
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December 31, 2020

Distribution of Assets

Held by Debtor® SIPC Advances
For Accounts Administration Total Administration Contractual
of Customers Expenses Advanced Expenses Commitments Securities
$ 13,100,762,886 $ 13,082,653,564 $ 18,109,322  $2,627,882,111  $2,016,440,413 $611,441,698
107,159,594,988  105,773,207,834  1,386,387,154
120,260,357,874  118,855,861,398  1,404,496,476 2,627,882,111 2,016,440,413 611,441,698
22,687,867,792 22,018,064,205 669,803,588 535,801,457 214,821,045 $1,388,427 186,632,897 $132,959,088
$142,948,225,666 $140,873,925,603 $2,074,300,064  $3,163,683,568  $2,231,261,458 $1,388,427 $798,074,595 $132,959,088
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