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Nomura Securities International, Inc. 

Consolidated Statement of Financial Condition 

September 30, 2016 
(Dollars in Thousands) 

Assets

Cash and cash equivalents ($6,472 related to consolidated variable interest

 entities, not available to the Company) 3,288,624$         

Deposits with exchanges and segregated cash 985,055              

Collateralized financing agreements:

Securities purchased under agreements to resell (includes $98,889 at fair value) 61,481,236       

Securities borrowed 18,225,258       

79,706,494         

Trading assets ($16,726,002 were pledged to various parties and $16,085 related

to consolidated variable interest entities, not available to the Company) 71,434,843         

Receivables:

Brokers, dealers and clearing organizations 1,028,771         

Customers 607,553            

Interest and dividends 299,736            

1,936,060           

Furniture, equipment, leasehold improvements and software, net (includes

 accumulated depreciation and amortization of $66,348) 4,338                  

Other assets 196,654              

Total assets 157,552,068$     

Liabilities and stockholder’s equity

Liabilities:

Collateralized financing agreements:

Securities sold under agreements to repurchase 113,925,957$   

Securities loaned 15,222,606       

129,148,563$     

Borrowings from Parent 3,476,762           

Trading liabilities 15,968,527         

Payables and accrued liabilities:

Brokers, dealers and clearing organizations 1,744,349         

Customers 708,192            

Compensation and benefits 253,006            

Interest and dividends 92,125              

Other 208,676            

3,006,348           

Subordinated borrowings 3,150,000           

Long term borrowings at fair value (relates to consolidated variable interest

entities and are non-recourse to the Company) 15,929                

Total liabilities 154,766,129       

Commitments, contingent liabilities and guarantees (Note 10)

Stockholder’s equity:

Common stock, without par value, 9,000 shares authorized, 5,984 shares

issued and outstanding -               

Additional paid-in capital 3,650,000         

Accumulated deficit (864,061)          

Total stockholder’s equity 2,785,939           

Total liabilities and stockholder’s equity 157,552,068$          
 
See accompanying Notes to Consolidated Statement of Financial Condition. 
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Nomura Securities International, Inc. 

Notes to Consolidated Statement of Financial Condition 

September 30, 2016 

1. Organization 

Nomura Securities International, Inc. (“NSI” or the “Company”) is a wholly owned subsidiary of 
Nomura Holding America Inc. (“NHA” or the “Parent”) which itself is wholly owned by Nomura 
Holdings, Inc. (“NHI” or “Nomura”), a Japanese corporation. This Consolidated Statement of 
Financial Condition includes the accounts of NSI and variable interest entities where NSI has been 
determined to be the primary beneficiary. 

The Company is a U.S. registered broker and dealer under the Securities Exchange Act of 1934 and 
a futures commission merchant with the Commodity Futures Trading Commission (“CFTC”). 
Financial Industry Regulatory Authority (“FINRA”) is the Company’s designated regulator. The 
Company is licensed to transact on the New York Stock Exchange (“NYSE”) and is a member of 
other principal securities exchanges. The Company provides investment banking and brokerage 
services to institutional customers and enters into principal transactions for its own account. 

2. Significant Accounting Policies 

Principles of Consolidation 

The Consolidated Statement of Financial Condition includes the accounts of the Company and 
entities deemed to be variable interest entities (“VIEs”) under Accounting Standards Codification 
(“ASC”) 810-10-15, Consolidations – Variable Interest Entities (“ASC 810-10-15”), where the 
Company has been determined to be the primary beneficiary of such entities. At September 30, 
2016, the Company is the primary beneficiary of a number of variable interest entities (see 
Note 13). 

Use of Estimates 

The Consolidated Statement of Financial Condition is presented in conformity with accounting 
principles generally accepted in the United States, which require management to make estimates 
and assumptions that affect the amounts reported in the Consolidated Statement of Financial 
Condition and accompanying notes. Management believes that the estimates utilized in preparing 
its Consolidated Statement of Financial Condition are reasonable and prudent. Actual results could 
differ from those estimates. 
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Notes to Consolidated Statement of Financial Condition (continued) 
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2. Significant Accounting Policies (continued) 

Foreign Currency 

Assets and liabilities denominated in non-United States dollar currencies are remeasured into 
United States dollar equivalents at spot foreign exchange rates prevailing on the date of the 
Consolidated Statement of Financial Condition, while revenue and expense accounts are 
remeasured at the actual foreign exchange rate on the date the transaction occurred. Gains and 
losses resulting from non-United States dollar currency transactions are included in income. 

Cash and Cash Equivalents 

The Company defines cash equivalents to be highly liquid investments with original maturities of 
three months or less other than those held for trading purposes. At September 30, 2016, cash 
equivalents of $2.0 million consist of overnight investments in money market funds valued based on 
quoted net asset values, which approximate fair value. 

Securities Transactions 

Customers’ securities transactions are recorded on a settlement date basis. Related revenues and 
expenses from customer securities transactions are recorded on a trade date basis. Proprietary 
securities transactions and the related revenues and expenses are recorded on a trade date basis. 

Fair Value Measurements 

A significant amount of the assets and liabilities of the Company are carried at fair value on a 
recurring basis with changes in fair value recognized in income under various accounting 
literature, principally applicable industry guidance, such as ASC 940, Financial Services – 
Brokers and Dealers (“ASC 940”), but also, ASC 815, Derivatives and Hedging (“ASC 815”) and 
by the fair value option election in accordance with ASC 825, Financial Instruments (“ASC 825”). 
If the Company elects the fair value option for an eligible item, changes in that item’s fair value in 
subsequent reporting periods must be recognized in current earnings. 

The Company applies the fair value option for certain securities purchased under agreements to 
resell and long term borrowings of consolidated VIEs (see Notes 4 and 13). 
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2. Significant Accounting Policies (continued) 

ASC 820, Fair Value Measurements and Disclosures (“ASC 820”) defines fair value, establishes a 
framework for measuring fair value, establishes a fair value hierarchy based on the quality of 
inputs used to measure fair value and determines disclosures associated with the use of fair value 
requirements (see Note 4). 

Trading assets and trading liabilities, including securities positions and contractual commitments 
arising pursuant to derivatives contracts, are recorded on the Consolidated Statement of Financial 
Condition at fair value, with unrealized gains and losses reflected income. 

Assets and liabilities recorded at fair value on the Consolidated Statement of Financial Condition 
are categorized for disclosure purposes, based upon the level of judgment associated with the 
inputs used to measure their fair value. Hierarchical levels are defined by ASC 820 and are directly 
related to the amount of subjectivity associated with the inputs to fair valuation of these assets and 
liabilities (see Note 4). 

Over-the-counter (“OTC”) derivative financial instruments are presented on a net-by-counterparty 
basis where evidence that an enforceable legal right of setoff exists, in accordance with ASC 
210-20, Balance Sheet – Offsetting (“ASC 210-20”) and ASC 815-10-45, Derivatives and 
Hedging – Overall – Other Presentation Matters (“ASC 815-10-45”). The fair value is netted 
across products where allowable in the associated master netting agreements. Also, the Company 
generally offsets fair value amounts recognized for the right to reclaim cash collateral (a 
receivable) or the obligation to return cash collateral (a payable) against fair value amounts 
recognized for derivative instruments that are eligible for offset under the same master netting 
agreements. 

Transfers of Financial Assets 

The Company accounts for the transfer of a financial asset as a sale when it relinquishes control 
over the asset by meeting the following conditions outlined in ASC 860, Transfers and Servicing 
(“ASC 860”), (a) the asset has been isolated from the transferor (even in bankruptcy or other 
receivership), (b) the transferee has the right to pledge or exchange the asset received, or if the 
transferee is an entity whose sole purpose is to engage in securitization or asset-backed financing 
activities, if the holders of its beneficial interests have the right to pledge or exchange the 
beneficial interests held and (c) the transferor has not maintained effective control over the 
transferred asset.  
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2. Significant Accounting Policies (continued) 

In connection with its securitization activities, the Company utilizes special purpose entities 
(“SPEs”) to securitize agency and non-agency mortgage-backed securities. The Company’s 
involvement with SPEs includes structuring and underwriting, distributing and selling debt 
instruments and beneficial interests issued by SPEs to investors. The Company derecognizes 
financial assets transferred in securitizations provided that the Company has relinquished control 
over such assets and does not consolidate the SPE. The Company may obtain or retain an interest 
in the financial assets, including residual interests in the SPEs. Any such interests are accounted 
for at fair value and are included within Trading assets on the Consolidated Statement of Financial 
Condition with the change in fair value included in income. 
 
Collateralized Financing Agreements 

Securities purchased under agreements to resell (“resale agreements”) and Securities sold under 
agreements to repurchase (“repurchase agreements”) are treated as financing transactions and are 
carried at the amounts at which the securities will be subsequently resold or reacquired plus 
accrued interest, except for certain resale agreements for which the Company has elected the fair 
value option. Repurchase and resale agreements are presented on a net-by-counterparty basis on 
the Consolidated Statement of Financial Condition where net presentation is permitted by ASC 
210-20. It is the Company’s policy to take possession of collateral in resale agreements. Similarly, 
the Company is required to provide collateral to counterparties to collateralize repurchase 
agreements. 

Substantially all of these transactions are collateralized by United States government and agency 
securities. The Company monitors the market value of the underlying securities as compared to the 
related receivables or payables, including accrued interest and requests or returns additional 
collateral when deemed appropriate. 

Securities borrowed and Securities loaned are included on the Consolidated Statement of 
Financial Condition at the amount of cash collateral advanced or received plus accrued interest. 
Securities borrowed transactions require the Company to deposit cash, letters of credit or other 
securities with the lender. With respect to Securities loaned, the Company receives collateral in the 
form of cash or other securities. When securities or letters of credit are pledged as collateral for 
securities borrowed, such transactions are not recorded on the Consolidated Statement of Financial 
Condition. The Company monitors the market value of the securities borrowed or loaned against  
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2. Significant Accounting Policies (continued) 

the collateral on a daily basis and additional cash or securities are obtained or refunded, as 
necessary, to ensure that such transactions are adequately collateralized for the Company’s risk 
management purposes. In accordance with ASC 860, when the Company acts as the lender in a 
securities lending agreement and receives securities as collateral that can be repledged or sold, it 
recognizes the amounts received and a corresponding obligation to return them. 
 
Receivables from and Payables to Customers 

Receivables from and payables to customers primarily include amounts due on delivery versus 
payment / receipt versus payment, customer fails and cash transactions. Securities owned by 
customers are held as collateral for receivables.  

Furniture, Equipment, Leasehold Improvements and Software 

Furniture, equipment, leasehold improvements and software, net, is carried at cost less 
accumulated depreciation and amortization on the Consolidated Statement of Financial Condition.  

Depreciation and amortization are recorded on a straight-line basis over the estimated useful lives 
of the related assets. The estimated useful life of furniture and equipment is seven years. Certain 
internal and external direct costs of developing applications and obtaining software for internal use 
are capitalized and amortized, generally over five years. Leasehold improvements are amortized 
over the lesser of their economic useful lives or the terms of the underlying leases, which range 
from one to twenty years. 

Software includes capitalized software for internal use of $19 thousand, net of accumulated 
amortization of $8.5 million at September 30, 2016. 

Memberships in Exchanges 

Memberships in exchanges, which represent rights to conduct business on securities exchanges or 
ownership interests in the exchanges associated with such rights, are included in Other assets on 
the Consolidated Statement of Financial Condition. These memberships are recorded at cost or, if 
an other than temporary impairment in value has occurred, at a value that reflects an adjustment for 
management’s estimate of the impairment. 



 Nomura Securities International, Inc. 

Notes to Consolidated Statement of Financial Condition (continued) 

 

7 

 

2. Significant Accounting Policies (continued) 

Revenue Recognition 

Interest and dividends revenues are earned primarily from Cash and cash equivalents, 
Collateralized financing agreements and Trading assets and are accounted for on an accrual basis. 
Dividends are recorded on an ex-dividend date basis. 

Principal transactions revenues consist of revenues related to realized and unrealized gains and 
losses on securities and derivative financial instruments. Also included in Principal transactions 
are unrealized gains and losses on long-term borrowings of consolidated VIEs which are recorded 
at fair value. 

Commission revenues consist principally of fees charged to clients, primarily institutions and 
affiliates, for the execution of trades made on their behalf and are recorded on a trade date basis as 
securities transactions occur. 

The Company recognizes revenue from related parties under a sales credit agreement as described 
in Note 11. 

The Company also earns fees for certain operational and administrative services provided to 
related parties; these fees are determined under a service level agreement. Revenues are 
recognized as charged and are accounted for on an accrual basis within income (see Note 11). 

Investment banking revenues include fees arising from securities offerings in which the Company 
acts as an underwriter or selling agent, loan syndication fees or from other corporate advisory 
services and are recognized when services for the transactions are determined to be completed and 
the income is deemed reasonably determinable. Transaction-related expenses, primarily consisting 
of legal, travel and other costs directly associated with the transaction, are deferred and recognized 
in the same period as the related investment banking transaction revenue. Underwriting revenues 
are presented net of related expenses. Non-reimbursed expenses associated with advisory 
transactions, net of client reimbursements are recorded in income. 

Other revenues primarily includes revenues related to research services. 
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2. Significant Accounting Policies (continued) 

Expenses 

Interest and dividends expense is incurred primarily on Securities loaned, Securities sold under 
agreements to repurchase, Trading liabilities, Borrowings from Parent and Subordinated 
borrowings and is accounted for on an accrual basis. Dividends are recorded on an ex-dividend 
date basis. 

Service fees with related parties, includes costs for operational and administrative functions 
outsourced to affiliated companies, primarily NHA. These fees are determined under either service 
agreements or an allocation method approved by management (see Note 11). Service fees with 
related parties, also includes certain deductions from amounts that are received under the 
transaction services agreement described in Note 11. 

Income Taxes 

Certain income and expense items are accounted for in different periods for income tax purposes 
as compared to financial reporting purposes. Provisions for deferred taxes are made in recognition 
of these temporary differences in accordance with the provisions of ASC 740, Income Taxes 
(“ASC 740”). 

ASC 740 also provides guidance and prescribes a recognition threshold and measurement attribute 
for financial statement recognition and measurement of uncertain tax positions (see Note 12). 

The Company’s policy is to treat interest and/or penalties related to income tax matters and 
uncertain tax positions as part of pretax income. 
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2. Significant Accounting Policies (continued) 

New Accounting Pronouncements 

The Company adopted the following new accounting pronouncements during the six months 
ended September 30, 2016: 

Pronouncement Summary of new guidance

Actual adoption date 

and method of adoption

Effect on this 

Consolidated Statement 

of Financial Condition

ASU 2015‐02, • Simplifies complex consolidation guidance in ASC 810 Modified No impact.

“Amendments to the by eliminating the legacy variable interest consolidation retrospective

Consolidation Analysis” model applied to certain investment companies, money adoption from

market funds, qualifying real estate funds and similar April 1, 2016.

entities.

• Provides a new consolidation exception for certain

registered money market funds and similar entities.

• Modifies the evaluation of whether limited partnerships

and similar legal entities are variable interest entities or

voting interest entities under ASC 810.

• Modifies how fee arrangements and related party

relationships should be considered in determining

whether a variable interest entity should be

consolidated.

• Requires new footnote disclosures regarding financial

support arrangements with certain registered money

market funds and similar entities to which the exception

from consolidation has been applied.

ASU 2014‐13, • Provides an alternative method for measuring both Modified No impact.

“Measuring the Financial financial assets and liabilities of consolidated retrospective

Assets and the Financial collateralized financing entity by using either the fair adoption from

Liabilities of a Consolidated value of the financial assets or financial liabilities, April 1, 2016.

Collateralized Financing whichever is more observable.

Entity” • Requires certain new qualitative footnote disclosures

where the alternative method is applied.

ASU 2014‐12, • Clarifies a performance target that affects vesting and Prospective No impact.

“Accounting for Share‐Based that could be achieved after the requisite service period adoption from

Payments When the Terms of is accounted for as a performance condition. April 1, 2016.

an Award Provide That a

Performance Target Could

be Achieved after the

Requisite Service Period”
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2. Significant Accounting Policies (continued) 

Future Accounting Pronouncements 

The following new accounting pronouncements relevant to the Company will be adopted in future 
periods:  

Pronouncement Summary of new guidance

Expected

adoption date

and method of

adoption

Effect on this Consolidated Statement of 

Financial Condition

ASU 2016‐05, • Clarifies how a change in counterparty Prospective or No material impact expected.

“Effect of Derivative of a derivative designated as hedging modified retrospective

Contract Novations on instrument in an existing hedging adoption from

Existing Hedge relationship affects the hedging April 1, 2017.
(1)

Accounting relationship under ASC 815.

Relationships”

ASU 2016‐09 • Allows an accounting policy election Modified Currently evaluating the potential impact.

“Improvements to to be made to either account for retrospective or

Employee Share‐Based forfeitures when they occur or to prospective adoption

Payment Accounting” include estimated forfeitures in from April 1, 2017 
(1)

compensation expense recognized depending on the

during a reporting period. nature of the

• Requires all associated excess tax accounting change.

benefits to be recognized as an income

tax benefit through earnings rather

than as additional paid‐in capital with

excess tax deficiencies recognized as

income tax expense rather than as an

offset of excess tax benefits, if any.

• Requires recognition of excess tax

benefits regardless of whether the

benefit reduces taxes payable in the

current reporting period.

ASU 2016‐01, • Requires all equity investments, with Modified Currently evaluating the potential impact.

“Recognition and certain exceptions, to be measured at retrospective adoption

Measurement of fair value with changes in fair value from April 1, 2018.

Financial Assets and recognized in earnings.

Financial Liabilities” • Introduces new disclosures for

‐Other amendments financial instruments including

embedded derivatives.

• Eliminates certain existing disclosures

around the assumptions and

methodology used to determine fair

value of financial instruments.
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2. Significant Accounting Policies (continued) 

Pronouncement Summary of new guidance

Expected

adoption date

and method of

adoption

Effect on this Consolidated Statement of 

Financial Condition

ASU 2014‐09, • Replaces existing revenue recognition Full or modified Currently evaluating the potential impact.

“Revenue from guidance in ASC 605 and certain retrospective adoption

Contracts with industry‐specific revenue recognition from April 1, 2018.
(1)

Customers”
(2)

guidance.

• Requires an entity to recognize the

amount of revenue to which it expects to

be entitled for the transfer of promised

goods or services to customers.

• Specifies the accounting for costs to

obtain or fulfill a customer contract.

• Revises existing guidance for principal versus

agency determination.

• Requires extensive new footnote

disclosures around nature and type of

revenue from services provided to

customers.

ASU 2016‐02, • Replaces ASC 840, the current guidance Modified retrospective Currently evaluating the potential impact.

“Leases” on lease accounting, and revised the adoption from

definition of a lease. April 1, 2019.
(1)

• Requires all lessees to recognize a right

of use (“ROU”) asset and corresponding

lease liability on balance sheet.

• Lessor accounting is largely unchanged

from current guidance.

• Simplifies the accounting for sale

leaseback and “build‐to‐suit” leases.

• Requires extensive new qualitative and

quantitative footnote disclosures on

lease arrangements.

ASU 2016‐13, • Provides a new model for recognition Modified retrospective Currently evaluating the potential impact.

“Measurement of and impairment of credit losses against adoption from

Credit Losses on financial instruments such as loans and April 1, 2020.
(1)

Financial receivables which are not carried at fair

Instruments” value with changes in fair value

recognized through earnings.

• New model based on current expected

credit losses rather than incurred credit

losses.

• Requires enhanced qualitative and

quantitative disclosures around credit

risk, the methodology used to estimate

and monitor expected credit losses and

changes in estimates of expected credit

losses.
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2. Significant Accounting Policies (continued) 

Pronouncement Summary of new guidance

Expected

adoption date

and method of

adoption

Effect on this Consolidated Statement of 

Financial Condition

ASU 2016‐15, • Provides guidance on the disclosure Prospective adoption Currently evaluating the potential impact.

"Classification of Certain and classification of certain items within from April 1, 2018.
(1)

Cash Receipts and Cash the statement of cash flows, including 

Payments" beneficial interests obtained in a 

securitization of financial assets, cash 

payments for settlements of zero‐coupon 

debt instruments and debt prepayment or 

extingishment costs and distrbutions 

received from equity‐method investees.  
 
(1) Unless the Company early adopts which is considered unlikely as of the date of this Consolidated Statement of Financial 

Condition. 
(2) As subsequently amended by ASU 2015-14 “Revenue from Contracts with Customers – Deferral of the Effective Date”, ASU 

2016-08 “Revenue from Contracts with Customers – Principal versus Agent Considerations”, ASU 2016-10 “Revenue from 
Contracts with Customers – Identifying Performance Obligations and Licensing” and ASU 2016-12 “Revenue from Contracts 
with Customers – Narrow-Scope Improvements and Practical Expedients”. 

3. Deposits with Exchanges and Segregated Cash 

Deposits with exchanges and segregated cash, includes deposits with clearing organizations and 
customers’ deposits segregated pursuant to Federal and other regulations. 

Cash of approximately $202.1 million and securities of $269.0 million have been segregated on 
behalf of securities customers pursuant to the reserve formula requirements of Securities and 
Exchange Commission (“SEC”) Rule 15c3-3. The segregated securities were sourced from resale 
agreements and trading assets owned on the Consolidated Statement of Financial Condition.  

Cash of $59.1 million and securities of $406.8 million have been segregated on behalf of 
Proprietary Accounts of Brokers (“PAB”) under the SEC Requirements of 15c3-3. The segregated 
securities were sourced from resale agreements and trading assets owned on the Consolidated 
Statement of Financial Condition.   
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3. Deposits with Exchanges and Segregated Cash (continued) 

Cash of approximately $297.3 million and $18.5 million is segregated pursuant to CFTC 
Regulations 1.20 and 30.7, respectively, and represent funds accruing to customers as a result of 
trades or contracts.  

Cash of $408.0 million was deposited with clearing organizations to satisfy the Company’s 
guaranty deposit requirements as a clearing member of such organizations. These amounts are 
determinable by such clearing organizations and are subject to change.  

4. Fair Value Measurements 

The Fair Value of Financial Instruments 

A significant amount of the Company’s financial instruments are carried at fair value. Financial 
instruments that are carried at fair value on a recurring basis include Trading assets and Trading 
liabilities. Additionally, the Company applies the fair value option for certain Securities 
purchased under agreements to resell and all long-term borrowings issued by consolidated VIEs. 

Other financial instruments are measured at fair value on a nonrecurring basis, where the primary 
measurement basis is not fair value but where fair value is used in specific circumstances after 
initial recognition, such as to measure impairment. 

In all cases, fair value is determined in accordance with ASC 820, which defines fair value as the 
amount that would be exchanged to sell a financial asset or transfer a financial liability in an 
orderly transaction between market participants at the measurement date. It assumes the 
transaction occurs in the Company’s principal market, or in the absence of the principal market, 
the most advantageous market for the relevant financial asset or liability. 

Valuation Methodology for Financial Instruments Carried at Fair Value on a Recurring 
Basis 

The fair value of financial instruments is based on quoted market prices including market indices, 
broker or dealer quotations or an estimation by management of the expected exit price under  
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4. Fair Value Measurements (continued) 

current market conditions. Certain OTC contracts have bid and offer prices that are observable in 
the market. These are measured at the point within the bid-offer range which best represents the 
Company’s estimate of fair value. Where quoted market prices or broker or dealer quotations are 
not available, prices for similar instruments or valuation pricing models are considered in the 
determination of fair value. Where quoted prices are available in active markets, no valuation 
adjustments are taken to modify the fair value of assets or liabilities that are marked using such 
prices. 

Certain instruments may be measured using valuation techniques, such as valuation pricing 
models incorporating observable parameters, unobservable parameters or a combination of both.  

Valuation pricing models use parameters which would be considered by market participants in 
valuing similar financial instruments. 

Valuation pricing models and their underlying assumptions impact the amount of unrealized gains 
and losses recognized. The use of different valuation pricing models or underlying assumptions 
could produce different financial results. Valuation uncertainty results from a variety of factors, 
including the valuation technique or model selected, the quantitative assumptions used within the 
valuation model, the inputs into the model, as well as other factors. Valuation adjustments are used 
to reflect the assessment of this uncertainty. Common valuation adjustments include model 
reserves, credit adjustments, close-out adjustments, and other appropriate instrument-specific 
adjustments, such as those to reflect transfer or sale restrictions. As of September 30, 2016, there 
were no model reserves recorded.  

The degree of adjustments is largely judgmental and is based on an assessment of the factors that 
management believes other market participants would use in determining the fair value of similar 
financial instruments.  

The type of adjustments taken, the methodology for the calculation of these adjustments and the 
inputs for these calculations are reassessed periodically to reflect current market practice and the 
availability of new information. 

For example, the fair value of certain financial instruments includes adjustments for credit risk. 
Credit risk on financial assets is significantly mitigated by credit enhancements such as collateral 
and netting arrangements. Any net credit exposure is measured using available and applicable  
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4. Fair Value Measurements (continued) 

inputs for the relevant counterparty. The same approach is used to measure the credit exposure on 
the Company’s financial liabilities as is used to measure counterparty credit risk on the Company’s 
financial assets. 

Valuation pricing models are calibrated to the market on a regular basis by comparison to 
observable market pricing, comparison with alternative model and analysis of risk profiles and 
inputs used are adjusted for current market conditions and risk. Our risk management unit reviews 
pricing models and assesses model appropriateness and consistency independently of the front 
office.  

The model reviews consider a number of factors about a model’s suitability for valuation and 
sensitivity of the models used for a particular product.  

Fair Value Hierarchy 

All financial instruments measured at fair value, including those carried at fair value using the fair 
value option, have been categorized into a three-level hierarchy (the “fair value hierarchy”) based 
on the transparency of valuation inputs used by the Company to estimate fair value. A financial 
instrument is classified in the fair value hierarchy based on the lowest level of input that is 
significant to the fair value measurement of the financial instrument. The three levels of the fair 
value hierarchy are defined as follows, with Level 1 representing the most transparent inputs and 
Level 3 representing the least transparent inputs: 

Level 1 – Unadjusted quoted prices for identical financial instruments in active markets 
accessible by the Company at the measurement date are classified as Level 1. Examples are 
listed equity securities on the New York Stock Exchange. 

Level 2 – Inputs other than quoted prices included within Level 1 that either are observable for 
the asset or liability, directly or indirectly are classified as Level 2. If the asset or liability has a 
specified (contractual or redemption) term, a Level 2 input must be observable for 
substantially the full term (contractual life) of the asset or liability. An example of a Level 2 
instrument is an interest rate swap contract between a short-term floating interest rate and a 
fixed interest rate. 
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4. Fair Value Measurements (continued) 

Level 3 – Financial assets and financial liabilities whose values are based on unobservable 
inputs are classified as Level 3. Unobservable inputs are based on the Company’s own 
assumptions about the estimates used by other market participants in valuing similar financial 
instruments. These financial assets and financial liabilities are classified as Level 3, if such 
unobservable inputs have more than an insignificant impact on the fair value measurement of 
an instrument. Examples are certain collateralized loan obligations, equity derivatives and 
asset-backed securities valued using significant unobservable parameters. 

Financial instruments are classified in their entirety based on the lowest level of input that is 
significant to the fair value measurement of the instruments. As a result, a financial instrument 
valued using a combination of Level 1, 2 and 3 inputs would be classified as a Level 3 financial 
asset or liability where the Level 3 inputs are significant to its measurement. 

As explained above, the valuation of Level 3 financial assets and liabilities is dependent on certain 
parameters which cannot be observed or corroborated in the market. This can be the case if, for 
example the specific financial instrument is traded in an inactive market.  

Common characteristics of an inactive market can include a low number of transactions of the 
financial instrument; stale or non-current price quotations; price quotations that vary substantially 
either over time or among market makers; or little publicly released information. Typical 
unobservable parameters can include volatility skews and correlation risk for derivative 
instruments, and refinancing periods, loss severities, and recovery rates for credit related products 
and loans. 

The following table presents information about the Company’s financial assets and financial liabilities 
measured at fair value on a recurring basis, as of September 30, 2016, within the fair value hierarchy 
(dollars in thousands):  

 

 

 

 



 Nomura Securities International, Inc. 

Notes to Consolidated Statement of Financial Condition (continued) 

 

17 

 

4. Fair Value Measurements (continued) 

Level 1 Level 2 Level 3

Counterparty 
and Cash 
Collateral 
Netting (1) Total

Assets
Trading Assets:

Mortgage-backed securities: (2)

Residential mortgage-backed securities - agency -$              38,046,949$        -$              -$                    38,046,949$  

Residential mortgage-backed securities - non-agency -                 862,710                5,666              -                      868,376          
Commercial mortgage-backed securities -               51                       -               -                     51                  

U.S. and foreign government and agency securities 22,448,657    3,511,406             -                 -                      25,960,063     

Equity securities 3,735,442      339,739                19                   -                      4,075,200       

Bank and corporate debt securities -                 1,385,152             154,766          -                      1,539,918       

Corporate and other loans (3) -                 1,210                    -                 -                      1,210              
Asset-backed securities -               106,314              5,997            -                     112,311         
Collateralized debt/loan obligations -               268,137              136,993        -                     405,130         
Derivative instruments:

Equity contracts -               1,013,512           -               -                     1,013,512      
Interest rate contracts 2,311           483,969              -               -                     486,280         
Credit  contracts -               237,539              -               -                     237,539         

Foreign exchange contracts -                 2,878                    -                 -                      2,878              
Netting -               -                     -               (1,314,574)         (1,314,574)     

Total derivatives 2,311           1,737,898           -               (1,314,574)         425,635         

Total Trading assets 26,186,410$  46,259,566$         303,441$        (1,314,574)$        71,434,843$   

Securities purchased under agreements to resell  (4) -$               98,889$                -$               -$                    98,889$          

Liabilities
Trading Liabilities:

U.S. and foreign government and agency securities 11,841,946$  1,313,260$           -$               -$                    13,155,206$   
Equity securities 1,527,822    48,166                -               -                     1,575,988      
Bank and corporate debt securities -                 893,963                -                 -                      893,963          
Derivative instruments:

Equity contracts -               712,108              -               -                     712,108         
Interest rate contracts 360              641,398              -               -                     641,758         
Credit  contracts -               250,456              -               -                     250,456         
Foreign exchange contracts -               1,919                  -               -                     1,919             
Netting -               -                     -               (1,322,774)         (1,322,774)     

Total derivatives 360                1,605,881             -                 (1,322,774)          283,467          

Residential mortgage-backed securities - non-agency -                 22,602                  -                 -                      22,602            
Collateralized debt/loan obligations -                 23,812                  13,489            -                      37,301            

Total Trading liabilities 13,370,128$  3,907,684$           13,489$          (1,322,774)$        15,968,527$   

Long term borrowings at fair value (3) (4) -$               15,929$                -$               -$                    15,929$          
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4. Fair Value Measurements (continued) 

(1) The amount offset under counterparty netting of derivative assets and liabilities and cash collateral netting against derivatives. 
(2) Includes $14,875 classified in Level 2 related to consolidated variable interest entities. 
(3) All related to consolidated variable interest entities. 
(4) Items for which the Company elected the Fair value option under ASC 825. 

Valuation Methodology by Major Class of Financial Asset and Liability 

The valuation methodology used by the Company to estimate fair value of major classes of 
financial assets and financial liabilities, together with the significant inputs which determine their 
classification in the fair value hierarchy, is as follows: 

Residential mortgage-backed securities (“RMBS”) and Commercial mortgage-backed securities 
(“CMBS”) – The fair value of RMBS and CMBS is primarily determined using discounted cash 
flow (“DCF”) valuation techniques, but also using quoted market prices and recent market 
transactions of identical or similar securities, if available. The significant valuation inputs include 
yields, prepayment rates, default probabilities and loss severities. RMBS and CMBS securities are 
generally classified in Level 2 because these valuation inputs are observable or 
market-corroborated. Certain RMBS positions are classified in Level 3 because they are traded 
infrequently and there is insufficient information from comparable securities to classify them as 
Level 2, or the loss severities used in DCF valuations are unobservable. 

U.S. and foreign government and agency securities – U.S. government securities are valued using 
quoted market prices, broker or dealer quotations, or alternative pricing sources. These securities 
are generally traded in active markets and therefore are classified within Level 1 of the fair value 
hierarchy. Some foreign government securities do not have readily quoted market prices and 
would be classified as Level 2 or Level 3. Agency securities are valued using similar pricing 
sources but are generally classified as Level 2 as they are often traded in less active markets. 
Certain agency securities may be classified as Level 1 because they trade in active markets and 
there is sufficient information from a liquid market to classify them as Level 1. 

Equity Securities – Equity securities include direct holdings of both listed and unlisted equity 
securities, and fund investments. Listed equity securities are valued using quoted prices for 
identical securities from active markets where available, in which case they are classified as 
Level 1. The Company determines whether the market is active depending on the sufficiency and 
frequency of trading of the security. Listed equities traded in inactive markets are valued using the 
exchange price as adjusted to reflect liquidity and bid offer spreads and are classified in Level 2.  
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4. Fair Value Measurements (continued) 

Unlisted equity securities can be valued using either a DCF or market multiple valuation technique 
and are usually classified in Level 3 because significant valuation inputs such as yields and 
liquidity discounts are unobservable. Market multiple valuation techniques include comparable 
ratios such as enterprise value / earnings before interest, taxes, depreciation and amortization 
(“EV/EBITDA”) based on relationships between numbers reported in the financial statements of 
the investee and the price of comparable companies. A liquidity discount might also be applied to 
reflect the specific characteristics of the investee.  

Bank and corporate debt securities – The fair value of bank and corporate debt securities is 
primarily determined using DCF valuation techniques and also using broker or dealer quotations 
and recent market transactions of identical or similar debt securities, if available. Consideration is 
given to the nature of the broker and dealer quotations, namely whether these are indicative or 
executable, the number of available quotations and how these quotations compare to any available 
recent market activity or alternative pricing sources. The significant valuation inputs used for DCF 
valuations are yield curves, asset swap spreads, recovery rates and credit spreads of the issuer. 
Bank and corporate debt securities are generally classified in Level 2 of the fair value hierarchy 
because these valuation inputs are usually observable or market-corroborated. Certain bank and 
corporate debt securities will be classified in Level 3 because they are traded infrequently and 
there is insufficient information from comparable securities to classify them in Level 2, where 
credit spreads of the issuer and/or recovery rates used in DCF valuations are unobservable. 

Corporate and Other Loans – The fair value of loans is determined using quoted or consensus 
prices. Loans are generally classified in Level 2 of the fair value hierarchy because all significant 
valuation inputs are observable.  

Asset-backed securities (“ABS”) – The fair value of ABS may be based on price or spread data 
obtained from observed transactions or independent external parties such as vendors or brokers. 
When position-specific external price data are not observable, the fair value determination may 
require benchmarking to similar instruments and/or analyzing expected credit losses, default and 
recovery rates. In evaluating the fair value of each security, the Company considers security 
collateral-specific attributes including payment priority, credit enhancement levels, type of 
collateral, delinquency rates, prepayment rates and loss severity. ABS are generally categorized in 
Level 2 of the fair value hierarchy. If external prices or significant spread inputs are unobservable 
or if the comparability assessment involves significant subjectivity related to property type  
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4. Fair Value Measurements (continued) 

differences, cash flows, performance and other inputs, then these securities are categorized in 
Level 3 of the fair value hierarchy. 

Collateralized debt/loan obligations (“CDOs”/“CLOs”) – The fair value of CDOs/CLOs is 
primarily determined using DCF valuation techniques and also using broker or dealer quotations 
and recent market transactions of identical or similar securities, if available. Consideration is given 
to the nature of the broker and dealer quotations, namely whether these are indicative or 
executable, the number of available quotations and how these quotations compare to any available 
recent market activity or alternative pricing sources. The significant valuation inputs used include 
market spread data for each credit rating, prepayment rates, default probabilities and loss 
severities. CDOs/CLOs are generally classified in Level 2 of the fair value hierarchy because these 
valuation inputs are observable or market-corroborated. CDOs/CLOs are classified in Level 3 
where one or more of the significant valuation inputs used in the DCF valuations is unobservable. 
Examples of such unobservable significant inputs are yields, prepayment rates, default 
probabilities and loss severities. 
 
Derivatives – Equity contracts – The Company enters into both exchange-traded and OTC equity 
derivative transactions such as index and equity options, equity basket options and index and 
equity swaps. Where exchange-traded equity derivatives are traded in active markets and fair 
value is determined using an unadjusted exchange price, these derivatives are classified in Level 1 
of the fair value hierarchy. In practice, exchange-traded equity derivatives are valued using option 
models and are classified in Level 2. Use of a model valuation is more representative of fair value 
than exchange price because of the higher volume and frequency of trading in the underlying 
equity instruments. The fair value of OTC equity derivatives is determined through option models 
such as Black-Scholes and Monte Carlo simulation. The significant valuation inputs used include 
equity prices, dividend yields, volatilities and correlations. Valuation adjustments are also made to 
model valuations in order to reflect counterparty credit risk on derivative assets and the 
Company’s own creditworthiness on derivative liabilities. OTC equity derivatives are generally 
classified in Level 2 because all significant valuation inputs and adjustments are observable or 
market-corroborated. Certain longer-dated or more complex equity derivatives can be classified as 
Level 3 where dividend yield, volatility or correlation valuation inputs are significant and 
unobservable. 
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4. Fair Value Measurements (continued) 

Derivatives – Interest rate contracts – The Company enters into both exchange-traded and OTC 
interest rate derivative transactions such as interest rate swaps, currency swaps, interest rate 
options, forward rate agreements, swaptions, caps and floors. The fair value of exchange-traded 
interest rate derivatives is primarily determined using an unadjusted exchange price. These 
derivatives are traded in active markets and therefore are classified in Level 1 of the fair value 
hierarchy. The fair value of OTC interest rate derivatives is determined through DCF valuation  
techniques as well as option models such as Black-Scholes and Monte Carlo simulation. The 
significant valuation inputs used include interest rates, forward foreign exchange (“FX”) rates, 
volatilities and correlations. Valuation adjustments are also made to model valuations in order to 
reflect counterparty credit risk on derivative assets and the Company’s own creditworthiness on 
derivative liabilities. OTC interest rate derivatives are generally classified in Level 2 because all 
significant valuation inputs and adjustments are observable or market-corroborated. 

Derivatives – Credit contracts – The Company enters into OTC credit derivative transactions such 
as credit default swaps and credit options on single names, indices or baskets of assets. The fair 
value of OTC credit derivatives is determined through DCF valuation techniques as well as option 
models such as Black-Scholes and Monte Carlo simulation. The significant valuation inputs used 
include interest rates, credit spreads, recovery rates, default probabilities, volatilities and 
correlations. Valuation adjustments are also made to model valuations in order to reflect 
counterparty credit risk on derivative assets and the Company’s own creditworthiness on 
derivatives liabilities. OTC credit derivatives are generally classified in Level 2 of the fair value 
hierarchy because all significant valuation inputs and adjustments are observable or 
market-corroborated. 

Derivatives – Foreign exchange contracts – The Company may enter into both exchange-traded 
and OTC FX derivative transactions such as FX forwards and currency options. The fair value of 
exchange-traded FX derivatives is primarily determined using an unadjusted exchange price. 
These derivatives are traded in active markets and therefore are classified in Level 1 of the fair 
value hierarchy. The fair value of OTC FX derivatives is determined through DCF valuation 
techniques as well as option models such as Black-Scholes and Monte Carlo simulation. The 
significant valuation inputs used include interest rates, forward FX rates, spot FX rates and 
volatilities. Valuation adjustments are also made to model valuations in order to reflect 
counterparty credit risk on derivative assets and the Company’s own creditworthiness on  
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derivative liabilities. OTC FX derivatives are generally classified in Level 2 because all significant 
valuation inputs and adjustments are observable or market-corroborated. 

Securities purchased under agreements to resell – The resale agreements carried at fair value are 
agreements elected for the fair value option. The fair value of these financial instruments is 
primarily determined using DCF valuation techniques. The significant valuation inputs used 
include interest rates and collateral funding spreads such as general collateral or special rates. 
Resale agreements are generally classified in Level 2 of the fair value hierarchy because these 
valuation inputs are usually observable. 

Long term borrowings at fair value – Long term borrowings carried at fair value are elected for the 
fair value option. These liabilities are debt of consolidated VIEs which are valued consistently 
with the way the Company values its own inventory and are classified in Levels 2 and 3, as 
applicable. These liabilities do not provide recourse to the Company; therefore no adjustment is 
made to reflect the Company’s own creditworthiness. 

Valuation Processes 

In order to ensure the appropriateness of any fair value measurement of a financial instrument used 
within these consolidated financial statements, including those classified as Level 3 within the fair 
value hierarchy, the Company operates a governance framework which mandates determination or 
validation of a fair value measurement by control and support functions independent of the trading 
businesses assuming the risk of the financial instrument. Such functions within the Company with 
direct responsibility for either defining, implementing or maintaining valuation policies and 
procedures are as follows: 

• The Product Control Valuations Group (“PCVG”) has primary responsibility for 
determining and implementing valuation policies and procedures in connection with the 
determination of fair value measurements. In particular, this group will ensure that 
valuation policies are documented for each type of financial instrument in accordance with  
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United States generally accepted accounting principles (“US GAAP”). While it is the 
responsibility of front office traders in the Company’s trading businesses to price its  
financial instruments, the PCVG is responsible for independently verifying or validating 
these prices. In the event of a difference in opinion or where the estimate of fair value  
requires judgment, the valuation used within this Consolidated Statement of Financial 
Condition is made by senior management independent of the trading businesses. The 
PCVG reports to the Head of Product Control and ultimately to the NHA Chief Financial 
Officer; 

 
• The Accounting Policy Group defines the Company’s accounting policies and procedures 

in accordance with US GAAP, including those associated with determination of fair value 
under ASC 820 and other relevant US GAAP pronouncements. This group reports to the 
NHA Chief Financial Officer; 

 
• The Model Validation Group (“MVG”) within the Risk Management Division validates 

the appropriateness and consistency of pricing models used to determine fair value 
measurements independently of those who design and build the models. This group reports 
to the NHA Chief Risk Officer. 
 

The fundamental components of this governance framework over valuation processes within the 
Company, particularly around Level 3 financial instruments, are the procedures in place around 
independent price verification, pricing model validation and revenue substantiation. 

Independent Price Verification Processes 

The key objective of the independent price verification processes within the Company is to verify 
the appropriateness of fair value measurements applied to all financial instruments within the 
Company. In applying these control processes, observable inputs are used whenever possible and 
when unobservable inputs are necessary, the processes seek to ensure the valuation methodology 
and inputs are appropriate, reasonable and consistently applied. 

The independent price verification processes aim to verify the fair value of all positions to external 
sources on a regular basis. The process involves obtaining independent data such as trades, marks 
and prices from external sources and examining the impact of marking the positions at the 
independent prices. 
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Where third-party pricing information sourced from brokers, dealers and consensus pricing 
services is used as part of the price verification process, consideration is given as to whether that 
information reflects actual recent market transactions or prices at which transactions involving 
identical or similar financial instruments are currently executable. If such transactions or prices are 
not available, the financial instrument will generally be classified as Level 3. 

Where there is a lack of observable market information around the inputs used in a fair value 
measurement, the PCVG and the MVG will assess the inputs used for reasonableness considering 
available information including comparable products, volatility surfaces, curves and past trades. 

Additional valuation adjustments may be taken for the uncertainty in the inputs used, such as 
correlation and where appropriate, trading desks may be asked to execute trades to evidence 
market levels. 

Model Review and Validation 

For more complex and illiquid financial instruments, pricing models are used to determine fair 
value measurements. Before models are put into official use, the MVG is responsible for 
validating their integrity and comprehensiveness independently from those who design and build 
them. As part of this validation process, the MVG analyzes a number of factors to assess a model’s 
suitability and to quantify model risk by applying model reserves and capital adjustments. 
Valuation models are developed and maintained by the front-office and risk models by the Risk 
Methodology Group within the Risk Management Division. Some models may also be developed 
by third party providers. The Risk Methodology Group has primary responsibility for the ongoing 
refinement and improvement of risk models and methodologies. All models are also subject to an 
annual re-approval process by MVG to ensure they remain suitable. 

Revenue Substantiation 

PCVG also ensures adherence to the Company’s valuation policies through daily and periodic 
analytical review of net revenues. This process involves substantiating revenue amounts through 
explanations and attribution of revenue sources based on the underlying factors such as interest 
rates, credit spreads, volatility, FX rates etc. In combination with the independent price  
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verification processes, this daily, weekly, monthly and quarterly review substantiates the revenues 
made while helping to identify and resolve potential booking, pricing or risk quantification issues. 

Level 3 Financial Instruments 

As described above, the valuation of Level 3 financial assets and liabilities is dependent on certain 
significant inputs which cannot be observed in the market. Common characteristics of an inactive 
market include a low number of transactions of the financial instrument, stale or non-current price 
quotes that vary substantially either over time or among market makers, or little publicly released 
information. 

If corroborative evidence is not available to value Level 3 financial instruments, fair value may be 
established using other equivalent products in the market. The level of correlation between the 
specific Level 3 financial instrument and the available benchmark instrument is considered as an 
unobservable parameter. Other techniques for determining an appropriate value for unobservable 
parameters may consider information such as consensus pricing data among certain market 
participants, historical trends, extrapolation from observable market data and other information the 
Company would expect market participants to use in valuing similar instruments. 

Using reasonably possible alternative assumptions to value Level 3 financial instruments may 
significantly influence their value. A range of possible fair values may be available for Level 3 
financial instruments as a result of the uncertainties described above. The specific valuation is 
based on management’s judgment of prevailing market conditions, in accordance with the 
Company’s established valuation policies and procedures. 

Quantitative Information Regarding Significant Unobservable Inputs and Assumptions 

The following table presents quantitative information about the significant unobservable inputs 
and assumptions used by the Company for certain Level 3 financial instruments as of September 
30, 2016 (dollars in thousands): 
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4. Fair Value Measurements (continued) 

Class of financial instrument Fair value
Valuation 

technique(s)
Unobservable 

inputs

Level 3 Input 
or Range of 

Inputs (%) (1)
Weighted 

Average (%)

Assets

RMBS - non-agency  $        5,666 Discounted cash flow Loss severities 0 - 94.3 11.8

Bank and corporate debt 
securities  $    154,766 Discounted cash flow Credit spreads 3.9 - 5.0 4.6

Recovery rates 4 - 10.5 5.6

Asset-backed securities  $        5,997 Discounted cash flow Loss severities 0.04 - 0.04 0.04

Collateralized debt/loan 
obligations  $    136,993 Discounted cash flow Yields 16.4 - 26 21.1

Prepayment 
rates 20 - 40 20.9

Default  
probabilit ies 2 - 6 2.6

Loss severities 30 - 50 31

Liabilities

Collateralized debt/loan 
obligations  $      13,489 Discounted cash flow Yields 21 - 21 21

Prepayment 
rates 20 - 20 20
Default  
probabilit ies 2 - 2 2

Loss severities 30 - 30 30

.
(1) The ranges for the level 3 inputs cover a variety of underliers, sectors, maturities and credit qualities. The broad range of   
    this population gives rise to the width of the ranges of significant unobservable inputs.  

Sensitivity of Fair Value to Changes in Unobservable Inputs 

For each class of financial instrument described in the above table, changes in each of the 
significant unobservable inputs and assumptions used by the Company will impact the  
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determination of a fair value measurement for the financial instrument. The sensitivity of these 
Level 3 fair value measurements to changes in unobservable inputs and interrelationships between 
those inputs as described below, impact the determination of a fair value measurement for the 
financial instrument: 

RMBS, CDOs/CLOs and ABS – Significant increases (decreases) in yields, prepayment rates, 
probability of default and loss severity in the event of default, in isolation, would result in a 
significantly lower (higher) fair value measurement. Generally, a change in the assumption 
used for the probability of default is accompanied by a directionally similar change in the 
assumption used for the loss severity and a directionally opposite change in the assumption 
used for prepayment rates. 

Bank and corporate debt securities – Significant increases (decreases) in the credit spreads 
used in a DCF valuation technique would result in a significantly lower (higher) fair value 
measurement, while significant increases (decreases) in recovery rates would result in a 
significantly higher (lower) fair value measurement. 

The following table explains increases and decreases, including gains and losses, of Level 3 
financial assets and financial liabilities measured at fair value on a recurring basis for the six 
months ended September 30, 2016. Financial instruments classified as Level 3 are often 
economically hedged with instruments within Level 1 or Level 2 of the fair value hierarchy. The 
gains or losses presented below do not reflect the offsetting gains or losses for these hedging 
instruments. Level 3 instruments are at times measured using both observable and unobservable 
inputs. Fair value changes presented below, therefore, reflect realized and unrealized gains and 
losses resulting from movements in both observable and unobservable parameters. 
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O p e n in g  
b a la n c e ,  

Ap ril 1,  2 0 16 P u rc h a s e s Is s u a n c e s
S a le s /  

Re d e mp tio n s S e ttle me n ts ( 2 )

To ta l 
u n re a liz e d  

a n d    
re a liz e d  

g a in s /  
(lo s s e s )

Tra n s fe rs  
fro m Le ve l 3  

Tra n s fe rs  in to    
Le ve l 3  

B a la n c e ,  
S e p te mb e r 

3 0 ,  2 0 16

Un re a liz e d  g a in s  
(lo s s e s ) o n  

o u ts ta n d in g  
Le ve l 3  As s e ts  

a n d  Lia b ilitie s  fo r 
th e  s ix  mo n th s  

e n d e d  
S e p te mb e r 3 0 ,  

2 0 16 ( 1 )

Tra d in g  As s e ts :

RMBS - non-agency 69,499$          14,792$      -$               (76,620)$        -$                      (185)$            (6,319)$          4,499$                5,666              (170)$                     

Equity se c uritie s 19                   -              -             -                 -                    -                -                 -                     19                   -                         

Ba nk a nd c orpora te  de bt se c uritie s 4,618              4                 -             (3,961)            -                    2,262             -                 151,843              154,766          (45)                         

Asse t ba c ke d se c uritie s -                  6,000          -             -                 -                    (3)                  -                 -                     5,997              (3)                           

Colla te ra lize d  de bt/loa n  obliga tions  85,522            222,028      -             (130,864)        -                    (67,264)         (35,066)          62,637                136,993          (74,283)                  

159,658$        242,824$    -$           (211,445)$      -$                  (65,190)$       (41,385)$        218,979$            303,441$        (74,501)$                

Tra d in g  Lia b ilitie s :

Collateralized debt obligation -$                36,426$      -$           (22,788)$        -$                  191$              (340)$             -$                   13,489$          912$                      

-$                36,426$      -$               (22,788)$        -$                  191$              (340)$             -$                       13,489$          912$                      

(Dollars in thousands)

 
(1) These net unrealized gains (losses) are included in income. 
(2) All cash settlements are included within Settlements which includes premiums paid or received on options.   
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Transfers Between Levels of the Fair Value Hierarchy 

The Company assumes that transfers of assets and liabilities between Levels within the fair value 
hierarchy occur at the beginning of the relevant quarter in which the transfer occurred. Amounts 
reported below, therefore, represent the fair value of the transferred financial instruments at the 
beginning of the relevant quarter in which the transfer occurred. 

Transfers From Level 2 to Level 3: 

• RMBS of approximately $4.5 million were transferred from Level 2 to Level 3 as a result 
of a decrease in trading activity and lack of external pricing. 

• Bank and corporate debt securities of approximately $151.8 million were transferred from 
Level 2 to Level 3 as a result of a decrease in trading activity and lack of external pricing 
on certain bank and corporate debt securities.  

• CDOs/CLOs of approximately $62.6 million were transferred from Level 2 to Level 3 as a 
result of a decrease in trading activity and lack of external pricing on certain CDO/CLO 
positions. 

Transfers From Level 3 to Level 2: 

• RMBS of approximately $6.3 million were transferred from Level 3 to Level 2 as a result 
of an increase in trading activity and thus an increase in the observability of external 
pricing. 

• CDOs/CLOs of approximately $35.0 million were transferred from Level 3 to Level 2 as a 
result of an increase in trading activity and thus an increase in the observability of external 
pricing on certain CDO/CLO positions. 

Fair Value Option for Financial Assets and Liabilities 

The Company carries certain eligible financial assets and liabilities at fair value through the 
election of the fair value option permitted by ASC 815 and ASC 825. When the Company elects  
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4. Fair Value Measurements (continued) 

the fair value option for an eligible item, changes in that item’s fair value are recognized in 
income. Election of the fair value option is irrevocable unless an event that gives rise to a new 
basis of accounting for that instrument occurs. Interest and dividend income and interest expense 
arising from financial instruments for which the fair value option has been elected are recognized 
within income. 

The financial assets and financial liabilities elected for the fair value option by the Company, and 
the reasons for the election, are as follows: 

• Securities purchased under agreements to resell – The Company elected the fair value 
option for certain of these agreements to mitigate volatility in income caused by the 
difference in measurement basis that otherwise would arise between these agreements and 
the derivatives used to risk manage those instruments. 
 

• Long term borrowings at fair value – The Company elected the fair value option for these 
VIE related borrowings to mitigate the volatility in income that would arise as a result of 
carrying the assets of the related VIEs at fair value. 

Estimated Fair Value of Financial Instruments Not Carried at Fair Value 

Certain financial instruments are not carried at fair value on a recurring basis on the Consolidated 
Statement of Financial Condition since they are neither held for trading purposes nor elected for 
the fair value option. These are typically carried at contractual amounts due or amortized cost. 

The carrying value of the majority of the following financial instruments will approximate fair 
value since they are liquid, short-term in nature and/or contain minimal credit risk. These include 
Cash and cash equivalents, Deposits with exchanges and segregated cash, miscellaneous financial 
assets included in Other assets, and most Securities borrowed, Securities loaned, Securities 
purchased under agreements to resell, Securities sold under agreements to repurchase and 
Borrowings from Parent. Most of these financial instruments would generally be classified as 
either Level 1 or Level 2 within the fair value hierarchy. 

However, the fair value of other financial instruments may be different than carrying value if they 
are longer term in nature or contain more than minimal credit risk. Examples may include longer 
dated Securities purchased under agreements to resell, Securities sold under agreements to 
repurchase, Borrowings from Parent and Subordinated borrowings. All of these financial assets  
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4. Fair Value Measurements (continued) 

and financial liabilities would be generally classified as Level 2 or Level 3 within the fair value 
hierarchy. As of September 30, 2016, the only such longer dated instruments which were 
considered to be material were the Subordinated borrowings. As a result the Company determined 
that the fair value of the remaining longer dated instruments approximate their carrying value. 

The Company also holds ownership interests in exchanges which are accounted for at cost or, if an 
other than temporary impairment in value has occurred, at a value that reflects an adjustment for 
management’s estimate of the impairment. These investments are reported within Other assets on 
the Consolidated Statement of Financial Condition. The fair value of these investments may also 
differ from carrying value. Where a quoted market price is available in active markets accessible 
by the Company, these would generally be classified as Level 1 in the fair value hierarchy using 
the same methodology as is applied to other noncontrolling investments in equity securities. 
Where a quoted market price is not available, these are classified in Level 2 or Level 3 of the fair 
value hierarchy, depending on the observability of the inputs. 

The following table presents carrying values, estimated fair values and classification within the 
fair value hierarchy of those fair values for financial instruments which are carried on a basis other 
than fair value within our Consolidated Statement of Financial Condition as of September 30, 
2016. Where line items in our Consolidated Statement of Financial Condition include both 
financial and non-financial instruments, only the financial instruments are disclosed below. 
Financial instruments carried at fair value are separately reported in the tables above. 
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4. Fair Value Measurements (continued) 

Carrying 
value  Fair value Level 1 Level 2 Level 3

Assets:

Cash and cash equivalents 3,288,624$      3,288,624$      3,288,624$    -$              -$          

Deposits with exchanges and 

 segregated cash         985,055 985,055           985,055     -            -        

Securities purchased under 

agreements to resell 
(1)(2) 61,382,347      61,382,347      -                61,382,347   -            

Securities borrowed        18,225,258 18,225,258      -                18,225,258   -            

Other assets               10,910 16,722             3,136             13,586          -            

Liabilities:

Securities sold under -            

agreements to repurchase 
(2)

 113,925,957 113,925,957    -                113,925,957 -            

Securities loaned    15,222,606 15,222,606      -                15,222,606   -            

Borrowings from Parent      3,476,762 3,476,762        -                3,476,762     -            

Subordinated borrowings      3,150,000 3,204,605        -                -                3,204,605  

Fair value by Level 

(Dollars in thousands)

 

(1)  Excludes balances carried at fair value under a fair value option election. 
(2) Represents amounts after counterparty netting in accordance with ASC 210-20. 

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis 

In addition to the financial instruments carried at fair value on a recurring basis, the Company also 
carries other financial instruments at fair value on a nonrecurring basis, where the primary 
measurement basis is not fair value. Examples of such financial instruments include Receivables 
and Payables from brokers, dealers and clearing organizations and Receivables and Payables 
from customers. Fair value is only used in specific circumstances after initial recognition such as to 
measure impairment. 
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5. Derivative Instruments and Hedging Activities 

In the normal course of business, the Company enters into transactions in derivative instruments in 
order to meet the financing and hedging needs of its customers, to reduce its own exposure to 
market, credit and liquidity risks, and in connection with its proprietary trading activities. These 
financial instruments may include interest rate and credit default swaps, exchange traded and OTC 
options, futures, forward and FX contracts, mortgage-backed to-be-announced securities 
(“TBAs”), extended settlement trades and securities purchased and sold on a when-issued basis. 

An interest rate swap is a negotiated OTC contract in which two parties agree to exchange periodic 
interest payments for a defined period, calculated based upon a predetermined notional amount. 
Interest payments are usually exchanged on a net basis throughout the duration of the swap 
contract. Credit default swaps are credit derivatives in which the buyer exchanges a series of 
annuitized premium payments for default protection on an underlying credit asset over a specified 
period of time. Options are contracts that grant the holder of the option the right to purchase or sell 
a financial instrument, at a specified price and within a specified period of time, from the seller or 
to the writer of the options. Futures contracts, forward contracts, TBAs and when-issued securities 
provide for the delayed delivery or purchase of financial instruments at a specified future date at a 
specified price or yield. 

Risks arise from unfavorable changes in interest rates, foreign currency exchange rates or the 
market values of the securities underlying the instruments as well as the possible inability of 
counterparties to meet the terms of their contracts. The credit risk associated with these contracts is 
typically limited to the cost of replacing all contracts on which the Company has recorded an 
unrealized gain. 

For exchange-traded and OTC centrally cleared contracts, the clearing organization acts as the 
counterparty to specific transactions and, therefore, bears the risk of delivery to and from 
counterparties. For futures contracts, the change in the market value is settled with a clearing 
broker dealer or exchange. As a result, the credit risk with the clearing broker or exchange is 
limited to the net positive change in the market value for a single day, which is recorded in 
Receivable from brokers, dealers and clearing organizations on the Consolidated Statement of 
Financial Condition. The Company evaluates the risk exposure net of related collateral and reports 
them on a net-by-counterparty basis consistent with ASC 815-10-45. 
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5. Derivative Instruments and Hedging Activities (continued) 

The following table quantifies the volume of the Company’s derivative activity recorded in 
Trading assets and Trading liabilities on the Consolidated Statement of Financial Condition, as of 
September 30, 2016, through a disclosure of notional amounts, in comparison with the fair value of 
those derivatives. All notional and fair value amounts are disclosed on a gross basis, prior to 
counterparty and cash collateral netting (in thousands): 

Notional Fair Value Notional Fair Value

Equity contracts 25,004,709$   1,013,512$  29,289,050$   712,108$     

Interest rate contracts 
(1)

129,885,686   486,280      173,107,676   641,758      

Credit contracts 5,861,100       237,539      5,813,374       250,456      

Foreign exchange contracts 272,813         2,878          280,235         1,919          

Gross derivative instruments 
(2)

161,024,308$ 1,740,209$  208,490,335$ 1,606,241$  

Derivative Assets Derivative Liabilities

 

(1) Interest rate contracts are primarily comprised of mortgage-backed TBAs. 
(2) Notional amounts include notionals related to long and short futures contracts of approximately 

$2,274,343 and $24,133,684, respectively. The unsettled variation margin on these futures contracts 
excluded from the table above, is included in Receivables from brokers, dealers and clearing 
organizations and Payables to brokers, dealers and clearing organizations on the Consolidated 
Statement of Financial Condition. 

Offsetting of Derivatives 

The Company controls counterparty credit risk associated with derivative financial instruments 
through credit approvals, limits and monitoring procedures. To reduce default risk, the Company 
requires collateral, principally cash collateral and government securities, for certain derivative 
transactions. In certain cases, the Company may agree for such collateral to be posted to a 
third-party custodian under a control agreement that enables the Company to take control of such 
collateral in the event of counterparty default. From an economic standpoint, the Company 
evaluates default risk exposure net of related collateral. Furthermore, OTC derivative transactions 
are typically documented under industry standard master netting agreements which reduce the  
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5. Derivative Instruments and Hedging Activities (continued) 

Company’s credit exposure to counterparties as they permit the close-out and offset of transactions 
and collateral amounts in the event of default of the counterparty.  

For certain OTC centrally-cleared and exchange-traded derivatives, the clearing or membership 
agreements entered into by the Company provide the Company with similar rights in the event of 
default of the relevant central clearing party or exchange. In order to support the enforceability of 
the close-out and offsetting rights within these agreements, the Company generally seeks to obtain 
an external legal opinion. 

For certain types of counterparties and in certain jurisdictions, the Company may enter into 
derivative transactions which are not documented under a master netting agreement. Similarly, 
even when derivatives are documented under such agreements, the Company may not have yet 
sought evidence, or may not be able to obtain evidence to determine with sufficient certainty that 
close-out and offsetting rights are legally enforceable. This may be the case where relevant local 
laws specifically prohibit close-out and offsetting rights, or where local laws are complex, 
ambiguous or silent on the ability of the Company to exercise such rights. This may include 
derivative transactions executed with certain foreign governments, agencies, municipalities, 
central clearing counterparties, exchanges and pension funds. 

The Company considers the enforceability of a master netting agreement in determining how 
credit risk from transactions with a specific counterparty is hedged, how counterparty credit 
exposures are calculated and credit limits are applied and the extent and nature of collateral 
requirements from the counterparty. 

Derivative assets and liabilities documented under a master netting agreement with the same 
counterparty are offset in the Consolidated Statement of Financial Condition where the specific 
criteria defined by ASC 815 are met. These criteria include requirements around the legal 
enforceability of such close-out and offset rights under the master netting agreement. In addition, 
fair value amounts recognized for the right to reclaim cash collateral (a receivable) and the 
obligation to return cash collateral (a payable) are also offset against net derivative liabilities and 
net derivative assets, respectively, where certain additional criteria are met. 

The following table presents information about offsetting of derivative instruments and related 
collateral amounts in the Consolidated Statement of Financial Condition as of September 30, 2016, 
by type of derivative contract, together with the extent to which master netting agreements entered  
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5. Derivative Instruments and Hedging Activities (continued) 

into with counterparties, central clearing counterparties or exchanges permit additional offsetting 
of derivatives and collateral in the event of counterparty default. OTC settled bilaterally includes 
derivatives executed and settled bilaterally with counterparties without the use of an organized 
exchange or central clearing house. OTC centrally cleared include derivatives executed bilaterally 
with a counterparty in the OTC market but then novated to a central clearing house, whereby the 
central clearing house becomes the counterparty to both of the original counterparties. Exchange 
traded derivatives include derivatives (typically listed options) executed directly on an organized 
exchange that provides pre-trade price transparency. Amounts below exclude futures contracts, 
which are settled daily. The unsettled variation margin on futures contracts is included in 
Receivables from brokers, dealers and clearing organizations and Payables to brokers, dealers 
and clearing organizations, on the Consolidated Statement of Financial Condition. Derivative 
transactions which are not documented under a master netting agreement or are documented under 
a master netting agreement for which the Company does not have sufficient evidence of 
enforceability are not offset in the following table. 

  



 Nomura Securities International, Inc. 

Notes to Consolidated Statement of Financial Condition (continued) 

 

37 

 

5. Derivative Instruments and Hedging Activities (continued) 

Derivative 
Assets

Derivative 
Liabilities

Equity contracts
OTC settled bilaterally 127,132$       29,818$            
OTC centrally cleared -                -                   
Exchange-traded 886,380        682,290            

Interest rate contracts
OTC settled bilaterally 311,105        389,547            
OTC centrally cleared 172,853        250,981            
Exchange-traded 2,322            1,230                

Commodity Contracts
OTC settled bilaterally -                -                   
OTC centrally cleared -                -                   
Exchange-traded -                -                   

Credit contracts
OTC settled bilaterally 237,539        250,456            
OTC centrally cleared -                -                   
Exchange-traded -                -                   

Foreign exchange contracts
OTC settled bilaterally 2,878            1,919                
OTC centrally cleared -                -                   
Exchange-traded -                -                   

Total gross derivatives balances(1) 1,740,209       1,606,241         

Less: Amounts offset in the consolidated statement of financial condition(2) (1,314,574)      (1,322,774)        

425,635          283,467            

Financial instruments and non-cash collateral(4) -                  -                    

Cash collateral(5) -                  (78,128)             

Net amount 425,635$        205,339$          

Total net amounts reported on the face of the consolidated statement of 
financial condition(3)

Less: Additional amounts not offset in the consolidated statement of financial 
condition

(dollars in thousands)

 
(1) Includes all gross derivative asset and liability balances irrespective of whether they are transacted under 

a master netting agreement or whether the Company has obtained sufficient evidence of enforceability 
of the master netting agreement. As of September 30, 2016, the gross balance of derivative assets and 
liabilities documented under master netting agreements for which the Company has not obtained 
sufficient evidence of enforceability was $199.5 million and $193.5 million, respectively. 
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5. Derivative Instruments and Hedging Activities (continued) 

 

(2) Represents amounts offset through counterparty netting of derivative assets and liabilities as well as cash 
collateral netting against net derivatives under master netting and similar agreements for which the 
Company has obtained sufficient evidence of enforceability in accordance with ASC 815. As of 
September 30, 2016, the Company offset a total of $8.2 million of cash collateral receivables against net 
derivative liabilities. 

(3) Net derivative assets and net derivative liabilities are generally reported within Trading assets and 
Trading liabilities, respectively on the Consolidated Statement of Financial Condition. 

 (4) Represents amounts, such as securities collateral, which are not permitted to be offset on the face of the 
Consolidated Statement of Financial Condition in accordance with ASC 210-20 and ASC 815 but which 
provide the Company with a legally enforceable right of offset in the event of counterparty default. 
Amounts relating to derivative and collateral agreements where the Company does not have the legal 
right of offset or has not determined with sufficient certainty whether the right of offset is legally 
enforceable are excluded. 

(5) As of September 30, 2016, a total of $227.2 million of cash collateral receivables and $33.5 million of 
cash collateral payables have not been offset against net derivatives. Of this amount, $78.1 million of 
cash collateral receivables (as noted above) were permitted to be offset but were not. The remaining 
amounts were not eligible to be offset, either because they represented excess cash collateral or they 
related to agreements for which the Company lacked evidence of enforceability. 

 
Credit Derivatives 

In the normal course of business, the Company enters into credit derivatives, primarily with an 
affiliate company, as part of its trading activities for credit risk mitigation, proprietary trading 
positions and for client transactions. 

Credit derivatives are derivative instruments in which one or more of their underlyings are related 
to the credit risk of a specified entity (or group of entities) or an index based on the credit risk of a 
group of entities and that expose the seller to potential loss from credit risk related events specified 
in the contract. The types of credit derivatives used by the Company are those linked to the 
performance of a credit default index. 

The Company actively monitors and manages its credit derivative exposures. Where credit 
protection is sold, risks may be mitigated by purchasing credit protection from other third parties 
either on identical underlying reference assets or on underlying reference assets with the same 
issuer which would be expected to behave in a correlated fashion.  
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5. Derivative Instruments and Hedging Activities (continued) 
 
The value of these purchased contracts is presented in the following table in the row titled 
“Protection purchased”. These amounts represent purchased credit protection which generally act 
as a hedge against the Company’s written exposures. To the extent the Company is required to pay 
out under the written credit derivative, a similar amount would generally become due to the 
Company under the purchased protection. The following table presents information about the 
Company’s written credit derivatives and the related protection purchased as of September 30, 
2016 (in millions):  

Carrying 
Value Total 4-5 years

More than 5 
years

Protection sold 41$        
(1)

4,729$             2,950$             1,779$             

Protection purchased (57)$       
(1)

7,286$             4,336$             2,950$             

Maximum Payout on Protection sold 
or Receivable on Protection Purchased

Years to Maturity
(Notionals)

 
 
(1) Carrying values are reported on a gross basis, prior to cash collateral and counterparty netting. 

Credit derivatives have a stated notional amount which represents the maximum payment the 
Company may be required to make under the contract. However, this is generally not a true 
representation of the amount the Company will actually pay as in addition to purchased credit 
protection, other risk mitigating factors reduce the likelihood of any payment, including the 
probability of default and the recovery value of the underlying asset. The Company believes that 
the maximum potential amount of future payments for credit protection sold does not represent the 
actual loss exposure based on historical experience. 

The following table presents information about the Company’s written credit derivatives by 
external credit rating of the underlying asset. Where written credit derivatives have an index as an 
underlying, the exposure detailed below has been decomposed into the ratings categories below 
based on ratings of securities or derivatives comprising the index. Where multiple external ratings 
exist from the major rating services, the rating designated below is determined as the middle rating 
when ratings are available from all three major rating services or the lower rating when only two 
ratings are available, consistent with guidelines specified under the Basel Accords. 
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5. Derivative Instruments and Hedging Activities (continued) 
 

       

 AAA AA A BBB BB Other (1) Total

56$       102$      773$      1,908$    413$       1,477$ 4,729$        

( Dollars in Millions)
Maximum Payout/Notional on Protection sold 

         

(1) Other includes credit derivatives where the credit rating of the underlying referenced 
asset is below BB or where the credit rating is unavailable. 

 

Derivatives entered into in contemplation of sales of financial assets 

At the balance sheet date, the Company did not have any outstanding transactions that comprise a 
transfer of a financial asset recorded as a sale with an agreement (for example, a total return swap 
or similar derivative) entered into with the transferee in contemplation of the initial transfer, 
whereby the Company retains substantially all of the exposure to the economic return on the 
transferred financial asset throughout the term of the transaction. 

6. Collateralized Financing Agreements 

Offsetting of certain collateralized transactions 

The Company enters into collateralized transactions including resale agreements and repurchase 
agreements, securities borrowing and securities lending transactions, and other secured 
borrowings mainly to finance trading inventory positions, obtain securities for settlement, and 
meet customers’ needs. 

These transactions are documented under industry standard master netting agreements which 
reduce the Company’s credit exposure to counterparties as they permit the close-out and offset of 
transactions and collateral amounts in the event of default of the counterparty. For certain 
centrally-cleared resale and repurchase agreements, the clearing or membership agreements 
entered into by the Company provide similar rights to the Company in the event of default of the 
relevant central clearing party. In order to support the enforceability of the close-out and offsetting 
rights within these agreements, the Company generally seeks to obtain an external legal opinion. 
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6. Collateralized Financing Agreements (continued) 

For certain types of counterparties and in certain jurisdictions, the Company may not have yet 
sought evidence, or may not be able to obtain evidence to determine with sufficient certainty that 
the close-out and offsetting rights are legally enforceable. This may be the case where relevant 
local laws specifically prohibit close-out and offsetting rights, or where local laws are complex, 
ambiguous or silent on the ability of the Company to exercise such rights. This may include resale 
agreements, repurchase agreements, securities borrowing and lending transactions executed with 
certain foreign governments, agencies, municipalities, agent banks and pension funds. 

The Company considers the enforceability of a master netting agreement in determining how 
credit risk arising from transactions with a specific counterparty is hedged, how counterparty 
credit exposures are calculated and credit limits are applied, and the extent and nature of collateral 
requirements from the counterparty. 

In all of these transactions, the Company either receives or provides collateral, including 
government, agency, mortgage-backed, bank and corporate debt and equity securities. In most 
cases, the Company is permitted to use the securities received to secure repurchase agreements, 
enter into securities lending transactions or to cover short positions with counterparties. In 
repurchase and resale transactions, the value of collateral typically exceeds the amount of cash 
transferred. Collateral is generally in the form of securities. Securities borrowing transactions 
generally require the Company to provide the counterparty with collateral in the form of cash or 
other securities. For securities lending transactions, the Company generally receives collateral in 
the form of cash or other securities. The Company monitors the market value of the securities 
borrowed or loaned and requires additional cash or securities, as necessary, to ensure that such 
transactions are adequately collateralized for the Company’s risk management purposes 
throughout the life of the transactions. 

Resale agreements and repurchase agreements with the same counterparty are offset in the 
Consolidated Statement of Financial Condition where the specific criteria defined by ASC 210-20 
are met. These criteria include requirements around the maturity of the transactions, the underlying 
systems on which the collateral is settled, associated banking arrangements and the legal 
enforceability of the close-out and offsetting rights. 
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6. Collateralized Financing Agreements (continued) 

The following table presents information about offsetting of these transactions in the Consolidated 
Statement of Financial Condition, together with the extent to which master netting agreements 
entered into with counterparties and central clearing parties permit additional offsetting in the 
event of counterparty default (in thousands). Transactions which are documented under a master 
netting agreement for which the Company does not have sufficient evidence of enforceability are 
not offset in the following table. 

Resale 
agreements

Securities 
borrowing 

transactions
Repurchase 
agreements

Securities 
lending 

transactions

Total gross balance (1) 153,837,688$ 18,225,258$   206,282,409$ 15,222,606$   

Less: Amounts offset in the consolidated 

statement of financial condition (2) (92,356,452)    -                  (92,356,452)    -                  

Total net amounts reported on the face of the 

consolidated statement of financial condition (3) 61,481,236     18,225,258     113,925,957   15,222,606     

Less: Additional amounts not offset in the 

consolidated statement of financial condition: (4)

Financial instruments and non-cash collateral (55,616,036)    (8,819,770)      (94,184,703)    (13,985,795)    
Cash collateral (4,877)           -                (4,468)           -                 

Net amount (5) 5,860,323$     9,405,488$     19,736,786$   1,236,811$     

Assets  Liabilities
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6. Collateralized Financing Agreements (continued) 

(1)  Includes all recognized balances irrespective of whether the Company has obtained sufficient evidence 
of enforceability of the master netting agreement. Amounts include transactions carried at fair value 
through election of the fair value option and amounts carried at amortized cost. As of September 30, 
2016, the gross balance of resale agreements and repurchase agreements documented under master 
netting agreements for which the Company has not obtained sufficient evidence of enforceability was 
$5,680,134 thousand and $19,419,349 thousand, respectively. As of September 30, 2016, the gross 
balance of securities borrowing transactions and securities lending transactions documented under 
master netting agreements for which the Company has not obtained sufficient evidence of 
enforceability was $9,317,289 thousand and $839,007 thousand, respectively. 

(2)  Represents amounts offset through counterparty netting of repurchase agreements and resale 
agreements under master netting and similar agreements for which the Company has obtained 
sufficient evidence of enforceability in accordance with ASC 210-20. Amounts offset include 
transactions carried at fair value through election of the fair value option and amounts carried at 
amortized cost. 

 
(3)  Resale agreements and securities borrowing transactions are reported within Collateralized financing 

agreements on the Consolidated Statement of Financial Condition as Securities purchased under 
agreements to resell and Securities borrowed, respectively. Repurchase agreements and securities 
lending transactions are reported within Collateralized financing agreements on the Consolidated 
Statement of Financial Condition as Securities sold under agreements to repurchase and Securities 
loaned, respectively. 

(4)  Represents amounts which are not permitted to be offset on the face of the Consolidated Statement of 
Financial Condition in accordance with ASC 210-20 but which provide the Company with the right of 
offset in the event of counterparty default. Amounts relating to agreements where the Company has not 
yet determined with sufficient certainty whether the right of offset is legally enforceable are excluded. 

(5) Remaining exposures continue to be secured by financial collateral, but the Company may not have 
sought or been able to obtain a legal opinion evidencing enforceability of the offsetting right. 

 

Maturity analysis of repurchase agreements and securities lending transactions 

The following table presents an analysis of the total gross balance of liabilities recognized in the 
consolidated Statement of Financial Condition for repurchase agreements and securities lending 
transactions by remaining contractual maturity of the agreement as of September 30, 2016. 
Amounts reported are shown prior to counterparty netting in accordance with ASC 210-20 (in 
thousands): 
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6. Collateralized Financing Agreements (continued) 

Overnight and 

open
 (1)

Up to 30 days 30-90 days
90 days - 1 

year
Greater than 1 

year Total
Repurchase agreements 146,162,446$      40,144,240$     9,853,066$       9,037,657$       1,085,000$       206,282,409$         

Securities lending transactions 12,127,671          2,463,096         627,275            4,564                -                   15,222,606             

Total gross recognized liabilities 
(2)

158,290,117$      42,607,336$     10,480,341$     9,042,221$       1,085,000$       221,505,015$         

Remaining contractual maturity

 
(1) Open transactions do not have an explicit contractual maturity date and are terminable on 

demand by the Company or the counterparty. 
(2) Repurchase agreements and securities lending transactions are reported within Collateralized 

financing agreements on the Consolidated Statement of Financial Condition as Securities sold 
under agreements to repurchase and Securities loaned, respectively. Amounts reported for 
securities lending transactions also include transactions where the Company lends securities 
and receives securities that can be sold or pledged as collateral. The Company recognizes the 
securities received at fair value and a liability for the same amount, representing the obligation 
to return those securities. At September 30, 2016, the Company did not hold securities, with an 
obligation to return those securities, in relation to securities lending transactions. The total 
gross recognized liabilities reported for repurchase agreements and securities lending 
transactions are consistent with the total gross balances reported in the offsetting disclosures 
above. 

Securities transferred in repurchase agreements and securities lending transactions 

The following table presents an analysis of the total gross balance of liabilities recognized in the 
consolidated Statement of Financial Condition for repurchase agreements and securities lending 
transactions by class of securities transferred by the Company to counterparties as of September 
30, 2016. Amounts reported are shown prior to counterparty netting in accordance with ASC 
210-20 (in thousands). 
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6. Collateralized Financing Agreements (continued) 

Repurchase 
agreements

Securities 
lending 

transactions Total

Residential mortgage-backed securities-agency 46,187,962$        -$                46,187,962$      
Residential mortgage-backed securities-non-agency 1,090,290            -                  1,090,290          
Commercial mortgage-backed securities 11,418                 -                  11,418               
U.S. and foreign government and agency securities 156,401,644        10,166             156,411,810      
Equity securities 795,511               15,212,440      16,007,951        
Bank and corporate debt securities 1,039,247            -                  1,039,247          
Collateralized debt/loan obligations 756,337               -                  756,337             

Total gross recognized liabilities
(1)

206,282,409$      15,222,606$    221,505,015$    
 

(1) Repurchase agreements and securities lending transactions are reported within Collateralized 
financing agreements on the Consolidated Statement of Financial Condition as Securities sold 
under agreements to repurchase and Securities loaned, respectively. Amounts reported for 
securities lending transactions also include transactions where the Company lends securities 
and receives securities that can be sold or pledged as collateral. The Company recognizes the 
securities received at fair value and a liability for the same amount, representing the 
obligation to return those securities. At September 30, 2016, the Company did not hold 
securities, with an obligation to return those securities, in relation to securities lending 
transactions. The total gross recognized liabilities reported for repurchase agreements and 
securities lending transactions are consistent with the total gross balances reported in the 
offsetting disclosures above. 

Collateral received by the Company 

The Company receives collateral in the form of securities in connection with resale agreements 
and securities borrowed. When the Company borrows securities, it collateralizes the lender by 
pledging cash or other securities. The Company additionally receives securities as collateral in 
connection with certain securities-for-securities transactions in which the Company is the 
securities lender. At September 30, 2016, the fair value of securities received as collateral where 
the Company is permitted to sell or repledge the securities was $184.8 billion and the fair value of 
the portion that had been sold or repledged was $183.8 billion. 
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6. Collateralized Financing Agreements (continued) 

Collateral pledged by the Company 

The Company pledges firm-owned securities to collateralize repurchase agreements and securities 
loaned transactions. In addition, the Company pledges firm-owned securities in 
securities-for-securities transactions in which the Company is borrower. Pledged securities that 
can be sold or repledged by the secured party are $16.7 billion at September 30, 2016 and are 
disclosed in parenthesis as pledged within Trading assets on the Consolidated Statement of 
Financial Condition. Trading assets owned which have been pledged as collateral without 
allowing the secured party the right to sell or repledge them, was approximately $47.5 billion at 
September 30, 2016. 

7. Receivables from and Payables to Brokers, Dealers and Clearing Organizations 

Receivables from and payables to brokers, dealers and clearing organizations consist of the 
following at September 30, 2016 (in thousands): 

Receivables Payables

Receivables from/payables to brokers,
dealers and clearing organizations $             617,249 $            694,252 

Securities failed-to-deliver/receive                 411,522               205,257 
Pending trades, net                          -                 844,840 

 $          1,028,771 $         1,744,349 
 

Receivables from/payables to brokers, dealers and clearing organizations primarily include cash 
collateral deposited with clearing organizations including initial and variation amounts related to 
futures contracts as well as unsettled variation margin. Securities failed-to-deliver and receive 
represent the contract value of securities which have not been delivered or received by the 
Company on settlement date. Pending trades represent the net amount payable on unsettled 
regular-way securities transactions. 
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8. Subordinated Borrowings  

The Company’s subordinated borrowings are covered by agreements approved by FINRA and are 
included by the Company in regulatory net capital, as defined, under the SEC’s Uniform Net 
Capital Rule (“SEC Rule 15c3-1”). The Company has both term and revolving agreements. 

Each term borrowing agreement contains an evergreen provision that automatically extends the 
maturity by one year unless specified actions are taken prior to maturity date. To the extent that such 
borrowings are required for the Company’s continued compliance with minimum regulatory net 
capital requirements, repayment is deferred.  

The Company also has approval from FINRA for a Revolving Note and Cash Subordination 
Agreement (“Subordinated Revolver”) with NHA, for up to $1,450 million which expires on 
December 31, 2017, subject to an evergreen provision. $850 million was outstanding under the 
Subordinated Revolver at September 30, 2016. Borrowings under the agreement are available in 
computing net capital under the SEC Rule 15c3-1. To the extent that such borrowings are required 
for the Company’s continued compliance with minimum net capital requirements, repayment is 
deferred. 

Borrowings at September 30, 2016 are as follows (dollars in thousands):  

    

Lender Par Value Type Maturity Date Interest Rate

NHA  $        500,000 Term March 31, 2018 Variable

NHA            300,000 Term December 31, 2017 Variable

NHA          1,500,000 Term December 30, 2017 Variable

NHA            850,000 Subordinated revolver December 31, 2017 Variable

 $      3,150,000 
  

At September 30, 2016, the interest rate on these borrowings was 1.68%, which is based on 
LIBOR plus a spread. The weighted average effective interest rate on these borrowings during the 
six months ended September 30, 2016, was approximately 1.60%. 
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9. Off-Balance Sheet Risks and Concentration of Credit and Market Risk 

Financial Instruments with Off-Balance Sheet Risk 

The Company has sold securities it does not currently own and will therefore be obligated to 
purchase such securities at a future date. The Company has recorded this obligation within Trading 
liabilities on the Consolidated Statement of Financial Condition at September 30, 2016, at the fair 
values of such securities and will incur a loss if the fair value of the securities increases subsequent 
to September 30, 2016. Generally, the Company limits this risk by holding offsetting securities, 
futures or options positions. 

Credit Risk 

The Company is engaged in various trading and brokerage activities with counterparties which 
include domestic financial institutions, multinational corporations, the U.S. government and its 
agencies, security exchanges and clearing organizations. A substantial portion of the Company’s 
securities transactions are collateralized. The Company’s exposure to credit risk associated with 
the nonperformance of these customers and counterparties in fulfilling their contractual 
obligations may be directly impacted by volatile or illiquid trading markets. 

The Company is subject to concentrated credit risk due to the amount of positions it holds in 
securities issued by the U.S. and foreign governments and their agencies as well as 
mortgage-backed securities guaranteed by the U.S. government agencies. Such amounts which are 
carried at fair value and reflected within Trading Assets on the Consolidated Statement of 
Financial Condition, represented approximately 41% of the Company’s total assets as of 
September 30, 2016. The Company is also exposed to credit risk that arises from the failure of a 
counterparty to perform according to the terms of the contract. The Company’s exposure to credit 
risk at any point in time is approximated by the fair value of the contracts reported as assets. These 
amounts are reported on a net-by-counterparty basis consistent with ASC 815-10-45. 

The Credit Risk Management (“CRM”) department manages the credit risk exposure that arises 
from transactions. The CRM department is an independent control function. The Company’s 
process for managing credit risk includes: 

• Evaluation of likelihood that a counterparty defaults on its payments and obligations; 

• Assignment of internal credit ratings to all active counterparties; 
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9. Off-Balance Sheet Risks and Concentration of Credit and Market Risk (continued) 

• Approval of extensions of credit and establishment of credit limits; 

• Measurement, monitoring and management of the firm’s current and potential future credit 
exposures; 

• Setting credit terms in legal documentation including margin terms; 

• Use of appropriate credit risk mitigants including netting, collateral and hedging; 

• Active communication and co-operation with various stakeholders such as Trading units, 
Operations, Legal department, Compliance and Finance. 

Market Risk 

The Company is exposed to market risk. Market risk is the risk of loss arising from fluctuations in 
the value of assets and debts (including off-balance sheet items) due to fluctuations in market risk 
factors (interest rates, FX rates, prices of securities and others). Market risk primarily impacts the 
Company’s trading activities. 

Effective management of market risk requires the ability to analyze a complex and constantly 
changing global market environment, identify problematic trends and ensure that appropriate 
action is taken in a timely manner. 

The Company uses a variety of complementary tools to measure, model and aggregate market risk. 
The principal statistical measurement tool used to assess and monitor market risk on an ongoing 
basis is Value at Risk (“VaR”). Limits on VaR are set in line with the Company’s risk appetite as 
expressed through economic capital. In addition to VaR, the Company uses sensitivity analysis 
and stress testing to measure and analyze its market risk. Sensitivities are measures used to show 
the potential changes to a portfolio due to standard moves in market risk factors. They are specific 
to each asset class and cannot usually be aggregated across risk factors. Stress testing explores 
portfolio risks or tail risks, including non-linear behaviors and can be aggregated across risk 
factors at any level of the group hierarchy. Market risk is monitored against a set of approved 
limits, with daily reports and other management information provided to the business units and 
senior management. VaR is a measure of the potential loss in the value of the Company’s trading 
positions due to adverse movements in markets over a defined time horizon with a specified  
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9. Off-Balance Sheet Risks and Concentration of Credit and Market Risk (continued) 

confidence level. Market risks that are incorporated in the VaR model include equity prices, 
interest rates, credit, FX rates, and commodities with associated volatilities and correlations. 

10. Commitments, Contingent Liabilities and Guarantees 

Commitments 

Presented below is a schedule of minimum future lease payments on non-cancelable operating 
leases as of September 30, 2016 (in thousands): 

Minimum 
Future Lease 

 Payments 
Fiscal year:

Remainder 2017 464$                
2018 950                  
2019 716                  
2020 164                  

Total minimum future lease payments 2,294$             
   

Operating leases are subject to escalation clauses and are generally non-cancelable or cancelable 
only with substantial penalties.  

At September 30, 2016, the Company has commitments to enter into future resale and repurchase 
agreements totaling $7.8 and $1.0 billion, respectively. 

In the normal course of business, the Company enters into underwriting commitments; there were 
no open transactions relating to such underwriting commitments at September 30, 2016. 

Contingencies 

In April 2011, the Federal Home Loan Bank of Boston (“FHLB-Boston”) commenced proceedings in 
the Superior Court of Massachusetts against numerous issuers, sponsors and underwriters of  
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10. Commitments, Contingent Liabilities and Guarantees (continued) 

residential mortgage-backed securities (“RMBS”), and their controlling persons, including NHA and 
certain of its subsidiaries, including the Company. The action alleges that FHLB-Boston purchased 
RMBS issued by a subsidiary of NHA and underwritten by the Company for which the offering 
materials contained untrue statements or omitted material facts concerning the underwriting standards 
used by the original lenders and the characteristics of the loans underlying the securities. 
FHLB-Boston seeks rescission of its purchases or compensatory damages pursuant to state law. 
FHLB-Boston alleges that it purchased certificates in four offerings issued by a subsidiary of NHA in 
the original principal amount of approximately $406 million. The case is currently in the discovery 
phase. Due to the lack of information and the legal uncertainties involved, the Company cannot 
provide an estimate of reasonably possible loss related to this matter at this time. 

In September 2011, the Federal Housing Finance Agency (“FHFA”), as conservator for the 
government sponsored enterprises, Federal National Mortgage Association and Federal Home Loan 
Mortgage Corporation (“GSEs”), commenced proceedings in the United States District Court for the 
Southern District of New York against numerous issuers, sponsors and underwriters of RMBS, and 
their controlling persons, including NHA and certain of its subsidiaries including the Company. The 
action alleged that the GSEs purchased RMBS issued by subsidiaries of NHA and underwritten by the 
Company for which the offering materials contained untrue statements or omitted material facts 
concerning the underwriting standards used by the original lenders and the characteristics of the loans 
underlying the securities. FHFA alleged that the GSEs purchased certificates in seven offerings in the 
original principal amount of approximately $2,046 million and sought rescission of its purchases. The 
case was tried before the Court beginning March 16, 2015 and closing arguments were completed on 
April 9, 2015. On May 15, 2015, the Court issued a judgment and ordered the defendants to pay $806 
million to GSEs upon GSEs’ delivery of the certificates at issue to the defendants. The defendants 
have appealed the decision to the United States Court of Appeals for the Second Circuit. Subject to the 
outcome of the appeal, the defendants agreed to a consent judgment for costs and attorneys’ fees 
recoverable under the blue sky statutes at issue in the maximum amount of $33 million.   

The United States Department of Justice, led by the United States Attorney’s Office for the Eastern 
District of New York, informed NHA and certain of its subsidiaries including the Company that it 
was investigating possible civil claims against them under the Financial Institutions Reform, 
Recovery, and Enforcement Act of 1989 related to RMBS they sponsored, issued, underwrote, 
managed, or offered during 2006 and 2007. The Company and its affiliates are cooperating fully in 
response to the investigation. 
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10. Commitments, Contingent Liabilities and Guarantees (continued) 

Beginning in September 2014, several purported class actions were commenced in the United 
States District Court for the Southern District of New York against the Company and other 
financial institutions.  On October 30, 2014, the court consolidated the actions under the lead case, 
Alaska Electrical Pension Fund v. Bank of America, N.A., et al.  A consolidated amended 
complaint was filed on February 12, 2015 asserting claims for alleged violations of the federal 
antitrust laws and state law by, among other things, allegedly conspiring to manipulate the 
ISDAFIX benchmark.  The plaintiffs’ seek declaratory and injunctive relief, treble damages in an 
unspecified amount, and attorneys’ fees.  On March 28, 2016, the court granted in part and denied 
in part the defendants’ motion to dismiss the consolidated amended complaint.  The case is 
currently in the discovery phase.  These claims involve substantial legal, as well as factual, 
uncertainty and the Company cannot provide an estimate of reasonably possible loss at this time. 

Beginning in July 2015, several purported class actions were filed in U.S. federal courts against a 
number of primary dealers of U.S. Treasury securities, including the Company.  In December 
2015, the actions were consolidated in the United States District Court for the Southern District of 
New York.  The complaints generally allege that the defendants violated the federal antitrust laws 
and the Commodity Exchange Act in connection with an alleged conspiracy to manipulate the 
market for U.S. Treasury securities and derivative financial products based on Treasury securities. 
It is expected the plaintiffs will file a consolidated amended complaint seeking declaratory and 
injunctive relief, treble damages in an unspecified amount, and restitution.  These claims involve 
substantial legal, as well as factual, uncertainty and the Company cannot provide an estimate of 
reasonably possible loss at this time. 

Guarantees 

The Company applies the provisions of ASC 460, Guarantees (“ASC 460”), which provides 
accounting and disclosure requirements for certain guarantees. ASC 460 defines guarantees as 
contracts and indemnification agreements that contingently require a guarantor to make payments 
to the guaranteed party based on changes in an underlying (such as an interest or FX rate, security 
or commodity price, an index, or the occurrence or nonoccurrence of a specified event) related to 
an asset, liability or equity security of a guaranteed party. ASC 460 also defines guarantees as 
contracts that contingently require the guarantor to make payments to the guaranteed party based 
on another entity’s failure to perform under an agreement as well as indirect guarantees of the 
indebtedness of others. 
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10. Commitments, Contingent Liabilities and Guarantees (continued) 

In the normal course of business, the Company provides guarantees to securities clearinghouses 
and exchanges. These guarantees are generally required under the standard membership 
agreements such that members are required to guarantee the performance of other members. To 
mitigate these performance risks, the exchanges and clearinghouses often require members to post 
collateral. The Company’s liability under these arrangements is not quantifiable and could exceed 
the cash and securities it has posted as collateral. However, the potential for the Company to be 
required to make payments under such guarantees is deemed remote. Accordingly, no contingent 
liability is recorded on the Consolidated Statement of Financial Condition. 

The Company enters into certain derivative contracts that meet the ASC 460 definition of 
guarantees. Because the Company does not track whether its clients enter into these derivative 
contracts for speculative or hedging purposes, the Company has disclosed information about 
derivative contracts that could meet the ASC 460 definition of guarantees. 

For information about the maximum potential amount of future payments that the Company could 
be required to make under certain derivatives, such as written put options, the notional amount of 
contracts has been disclosed. The Company records all derivative contracts at fair value on its 
Consolidated Statement of Financial Condition. The Company believes the notional amounts 
generally overstate its risk exposure. Because the derivative contracts are accounted for at fair 
value, carrying value is considered to be the best indication of payment/performance risks for 
individual contracts. 

The following table sets forth information about the Company’s derivative contracts that could 
meet the definition of a guarantee (other than credit derivatives disclosed as protection sold in 
Note 5) as of September 30, 2016 (in millions): 
 

Carrying 
Value of 
Liability

Maximum 
Payout

Less than 1 
year 1-2 years 2-3 years 3-4 years

713$                29,956$           28,878$       1,042$    21$        15$        

Maximum Payout / Notional By Period of Expiration

Years to Maturity
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11. Transactions with Related Parties 

The Company regularly enters into dealer, trading, clearing and financing transactions with NHI 
and affiliates. In the normal course of business, the Company pays commissions for trades 
executed with affiliates on behalf of its clients.  

Operational and Administrative Arrangements 

The Company reimburses NHA for the expenses incurred in providing office space and other 
equipment used by the Company. Additionally, the Company reimburses NHA, NHI and their 
affiliates, (collectively “the affiliates”) for expenses and certain other costs, which the affiliates 
pay on behalf of the Company. These reimbursements are reflected in income. 

The Company receives reimbursements from the affiliates for certain expenses incurred and 
services rendered by the Company on the affiliates behalf, which include back and front office 
expense reimbursements. These reimbursements are reflected in income. The Company also earns 
fees above the reimbursement of expenses for the back and front office services provided to the 
affiliates. These fees are also reflected in income. 

Included in income are fees related to equity research services received from an affiliate.  

Transaction Execution Services Agreement 

The Company is a party to a Transaction Execution Services Agreement (“TESA”) involving 
certain other Nomura affiliates (“TESA Affiliates”) where the parties to the TESA provide trade 
execution services (“Services”) for certain products to one or more of the other TESA Affiliates in 
accordance with US transfer pricing regulations and Organization for Economic Co-operation and 
Development transfer pricing guidelines. The Company receives amounts related to profits on 
positions as well as interest revenue, less certain deductions (“TESA Revenues”). These 
deductions include certain execution costs, interest expense, and sales credits, as applicable. Also 
under the TESA, the Company reimburses the TESA Affiliates for certain costs incurred related to 
the Services, which include costs of capital for the TESA Affiliates (“TESA Capital Expenses”), 
and back and middle office expense reimbursements (“TESA Administrative Expenses”), 
(collectively, “TESA Expenses”). This reimbursement also includes a mark-up on the back and 
middle office expenses as defined in the agreement. 
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11. Transactions with Related Parties (continued) 

During each fiscal year, TESA Revenues less certain deductions as described above, if any, under 
the TESA are calculated each month on a fiscal year-to-date basis. To the extent the Company has 
previously received TESA Revenues during the then current fiscal year, any trading losses and 
deductions incurred by a TESA Affiliate related to the Company’s Services under the TESA shall 
be deducted from the fiscal year-to-date TESA Revenues received by the Company and 
reimbursed to the TESA Affiliate. In the event that a TESA Affiliate’s recorded fiscal year-to-date 
trading losses and deductions with respect to the Company’s Services exceeds TESA Revenues 
paid to the Company then the Company shall receive no TESA Revenues other than sales credits, 
as applicable. TESA Administrative Expenses are reimbursed irrespective of TESA Revenues 
(including expense related to other related party Operational and Administrative Arrangements 
described above); however, TESA Capital Expenses are reimbursed only to the extent cumulative 
TESA Revenue (after TESA Administrative Expenses) has been received by the Company.  

The Company is also party to transfer pricing arrangements in which the Company, and affiliate 
companies, Nomura Corporate Funding Americas, LLC (“NCFA”), a wholly owned subsidiary of 
NHA, and Nomura International, plc (“NIP”), a wholly owned subsidiary of NHI, agree to share in 
the net revenues on certain loans and loan commitments, which are extended by either NCFA or 
NIP.  As with the TESA agreement above, for some of these arrangements the Company receives a 
share of  overall profits after the affiliate is reimbursed for cost of funds or a regulatory capital 
usage charge. The Company records its share of revenues received and the reimbursement paid in 
income. 

Sales Credits 

The Company pays to or receives from other Nomura entities sales credits essentially representing 
an internal commission to an entity involved in sales efforts. Payments and receipts of sales credits 
are recorded in income. 
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11. Transactions with Related Parties (continued) 

At September 30, 2016, balances with related parties are included in the accompanying 
Consolidated Statement of Financial Condition captions as follows (in thousands):    

Assets
Securities purchased under agreements to resell(1)

28,361,021$         
Securities borrowed 6,557,095             
Trading assets 82,316                 
Receivables:

Brokers, dealers and clearing organizations 138,295               
Interest and dividends 13,191                 

Other assets 137,917               

Liabilities
Securities sold under agreements to repurchase(1)

6,321,203$           
Securities loaned 6,112,182             
Trading liabilities 86,410                 
Borrowings from Parent 3,476,762             
Payables and accrued liabilities:

Brokers, dealers and clearing organizations 685,780               
Customers 279,654               
Interest and dividends 15,986                 
Other 159,922               

Subordinated borrowings 3,150,000                     

(1) Represents amounts after counterparty netting in accordance with ASC 210-20. 
 
Receivables from/Payables to brokers, dealers and clearing organizations is primarily related to 
transactions with affiliate companies, mainly NIP, in its capacity as clearing broker on exchange 
traded derivatives on the affiliates behalf.   
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11. Transactions with Related Parties (continued) 

In addition to the subordinated borrowings described in Note 8, at September 30, 2016, the 
Company had a term loan of $80 million, maturing in October 2016 and an overnight loan of 
$3,397 million payable to NHA.  

At September 30, 2016, the interest rate payable on these loans was 0.82% and 1.68% respectively.  

12. Income Taxes  

The Company is included in the consolidated federal and certain combined state and local income 
tax returns filed by NHA and its subsidiaries (the “Group”). The Company and the Group have a 
practice whereby federal and state and local income and capital taxes are determined for financial 
reporting purposes on a separate company basis. Federal, and certain state and local income and 
capital taxes were paid to NHA. As such, taxes payable to NHA and other states of approximately 
$2.57 million are included in Other payables and accrued liabilities on the Consolidated 
Statement of Financial Condition as of September 30, 2016. 

The components of the Company’s net deferred tax assets (“DTAs”) at September 30, 2016, are as 
follows (dollars in thousands): 

Deferred tax asset 548,049$          
Less valuation allowance (548,010)           

39                     
Deferred tax liability (39)                    
Net deferred tax asset -$                 

 

ASC 740 prescribes an asset and liability approach to accounting for taxes that requires the 
recognition of DTAs and deferred tax liabilities (“DTLs”) for the expected future tax 
consequences of events that have been recognized in the financial statements or tax returns. In 
estimating future tax consequences, ASC 740 generally considers all expected future events other 
than future enactment of changes in the tax law or rates. The gross DTAs relate primarily to net 
operating loss (“NOL”) carryforward, compensation accruals, Section 163(j) interest expense 
deferral and certain other accrued expenses. 

 



 Nomura Securities International, Inc. 

Notes to Consolidated Statement of Financial Condition (continued) 

 

58 

 

12. Income Taxes (continued)  

A valuation allowance (“VA”) of $548 million has been maintained against the Company’s DTAs 
in accordance with the realization criteria set forth in ASC 740. The net decrease during the six 
months ending September 30, 2016 in the total VA is $67.8 million, which was primarily due to 
the current year’s NOL utilization.  

At September 30, 2016, the Company had a federal NOL carryforward of approximately $822.8 
million which begins to expire in the year ending March 31, 2030. In addition, the Company had a 
New York State (“NYS”) NOL carryforward (as adjusted pursuant to NYS Tax Reform Act) of 
approximately $740.6 million and a New York City (“NYC”) NOL carryforward of approximately 
$621.5 million. Both NYS and NYC NOL begin to expire in the year ending March 31, 2035. 

As of September 30, 2016, the Company determined that it has no material uncertain tax positions, 
interest or penalties as defined within ASC 740, and accordingly, management has concluded that 
no additional ASC 740 disclosures are required. 

As of September 30, 2016, the Company is subject to tax examination for tax years ending March 
31, 2013 through 2015 at the NYS and NYC level.  The federal audit for the year ending March 31, 
2013 was completed in August, 2016. For federal purposes the Company is subject to tax 
examination for years ending March 31, 2014 through 2015.  The Company does not believe that it 
is reasonably possible that the total amount of unrecognized tax benefits will significantly change 
within the next 12 months. 

13. Variable Interest Entities and Securitizations 

Variable Interest Entities 

In the normal course of business, the Company acts as transferor of financial assets to VIEs, and 
underwriter, distributor, and seller of repackaged financial instruments issued by VIEs in 
connection with its securitization activities. In addition, the Company retains, purchases and sells 
variable interests in VIEs in connection with its market-making, investing and structuring 
activities. 
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13. Variable Interest Entities and Securitizations (continued) 

Under ASC 810-10-15, if the Company has an interest in a VIE that provides the Company with 
control over the most significant activities of the VIE and the right to receive benefits or the 
obligation to absorb losses that could be significant to the VIE, the Company is the primary 
beneficiary of the VIE and must consolidate the entity, provided that the Company does not meet 
separate tests confirming that it is acting as a fiduciary for other interest holders. 

Control over the most significant activities may take a number of different forms in different types 
of VIEs. For certain types of transactions, such as securitizations of residential mortgage pass 
through securities and other mortgage-backed securities Re-securitization transactions, there are 
no significant economic decisions made on an ongoing basis and no single investor has the 
unilateral ability to liquidate the trust. In these cases, the Company focuses its analysis on 
decisions made prior to the closing of the initial transaction. If one or a number of third party 
investors share responsibility for the design of the Re-securitization trust and purchase a 
significant portion of the resulting securities, the Company does not consolidate the 
Re-securitization trust. The Company has sponsored numerous Re-securitization transactions and 
in many cases has determined that it is not the primary beneficiary on the basis that control over the 
most significant activities of these entities are shared with third party investors. 

However, the Company has consolidated a number of Re-securitization trust VIEs, in each case 
where it was determined that third party investors did not share in the responsibility for the design 
of the Re-securitization trust, as evidenced by less than significant purchases of the resulting 
securities by third party investors on the date of the Re-securitizations. As of September 30, 2016, 
the underlying assets of the consolidated VIEs, which are primarily comprised of 
mortgage-backed securities, were approximately $14.9 million and are included in Trading Assets 
on the Consolidated Statement of Financial Condition. 

Additionally, as of September 30, 2016, underlying liabilities of the Re-securitization trust VIEs, 
were approximately $11.9 million.  

These underlying liabilities mature in 2035 and are included in Long-term borrowings at fair value 
on the Consolidated Statement of Financial Condition. During the six months ended September 30, 
2016, the weighted average interest rate on these liabilities was 3.05%.  

The Company’s maximum remaining exposure to economic loss related to the consolidated 
Re-securitization trust VIEs is limited to the amount of its interest in the VIEs, which was 
approximately $3.0 million at September 30, 2016. 
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13. Variable Interest Entities and Securitizations (continued) 

The Company has also consolidated the assets and liabilities of CLOs in which it holds a 
controlling equity investment. As of September 30, 2016, the underlying assets of these 
consolidated CLOs, which are primarily comprised of cash, were approximately $7.6 million and 
are primarily included in Cash and cash equivalents on the Consolidated Statement of Financial 
Condition. Additionally, as of September 30, 2016, the underlying liabilities of these CLOs, were 
approximately $4.0 million and are included in Long term borrowings at fair value on the 
Consolidated Statement of Financial Condition. The Company’s maximum exposure to economic 
loss related to these consolidated CLOs is limited to the amount of its interest in the VIEs, which 
was approximately $3.6 million at September 30, 2016.  

During the six months ended September 30, 2016, the weighted average interest rate on the long 
term notes (“Notes”) issued by these consolidated CLO was 1.80%. The Notes issued by the 
consolidated CLOs range in maturity from 2019 to 2020.  

The Company also holds variable interest in VIEs where it is not the primary beneficiary. These 
include interests in residential resecuritizations sponsored by the Company, as well as interests in 
third party vehicles such as agency mortgage pass through trusts, agency and non-agency 
collateralized mortgage obligations, collateralized debt obligations, collateralized loan obligations 
and exchange traded funds. As of September 30, 2016, NSI’s variable interests in such VIEs were 
approximately $39.5 billion and are included within Trading assets on the Consolidated Statement 
of Financial Condition. NSI’s maximum exposure to loss associated with these VIEs is 
approximately $39.5 billion; this does not include the offsetting benefit of any financial 
instruments that the Company may utilize to economically hedge the risks associated with the 
Company’s variable interests. 
 
Securitizations 

As discussed above, the Company transfers assets to special purpose entities (“SPEs”) that 
securitize residential mortgage passthrough securities and other types of financial assets. The 
Company’s involvement with SPEs includes structuring SPEs, underwriting, distributing and 
selling debt instruments and beneficial interests issued by SPEs to investors. The Company 
accounts for the transfer of financial assets as a sale when the Company relinquishes control over 
the assets. 
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13. Variable Interest Entities and Securitizations (continued) 

ASC 860 deems control to be relinquished when the following conditions are met: (a) the assets 
have been isolated from the transferor (even in bankruptcy or other receivership), (b) the transferee 
has the right to pledge or exchange the beneficial interests and (c) the transferor has not maintained 
effective control over the transferred assets. The Company may obtain an interest in the financial 
assets, including retained interest in the SPEs. These interests are accounted for at fair value and 
are included in Trading assets on the Consolidated Statement of Financial Condition. During the 
six months ended September 30, 2016, the Company recorded as sales, transfers of approximately 
$13.5 billion in financial assets to resecuritization SPEs in which the Company has continuing 
involvement in the form of retained interests. The Company received cash proceeds and retained 
interests at closing of approximately $10.0 billion and $3.5 billion, respectively. Most of these 
retained interests were sold subsequent to the closing of the respective securitizations.  

At September 30, 2016, the Company’s retained interests were approximately $2.7 billion and are 
included within Trading assets as mortgage-backed securities. All retained interests held by the 
Company at September 30, 2016 are classified as Level 2 assets within the fair value hierarchy. 
The outstanding principal balance of financial assets transferred to SPEs in which the Company 
has continuing involvement, but is not required to consolidate, was $33.8 billion as of September 
30, 2016. 

The following table sets forth the key economic assumptions used to determine the fair value of the 
Company’s retained interests at September 30, 2016 and the sensitivity of this fair value to 
immediate adverse changes of 10% and 20% in those assumptions (dollars in millions):  
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13. Variable Interest Entities and Securitizations (continued) 
 

         

Fair value of retained interests $       2,656 

Weighted average life (years) 6

Constant prepayment rate 3.9%
Impact of 10% adverse change  $          (22)
Impact of 20% adverse change  $          (41)

Discount rate 3.3%
Impact of 10% adverse change $          (12)
Impact of 20% adverse change  $          (24)  

 
 

The preceding table does not give effect to the offsetting benefit of other financial instruments that 
are held to mitigate risks inherent in these retained interests. Changes in fair value based on an 
adverse variation in assumptions generally cannot be extrapolated because the relationship of the 
change in assumptions to the change in fair value is not usually linear. In addition, the impact of a 
change in a particular assumption in the preceding table is calculated independently of changes in 
any other assumption. In practice, simultaneous changes in assumptions might magnify or 
counteract the sensitivities disclosed above. For the six months September 30, 2016, the Company 
received approximately $414 million of proceeds from the retained interests in SPEs. During the 
six months ended September 30, 2016, the Company did not provide financial support beyond its 
contractual obligations to any VIE. 

14. Employee Benefit Plans 

Substantially all employees of the Company are covered under the Company’s Retirement 
Investment Plan. Certain qualified employees are also eligible to participate in the Supplemental 
Employee Retirement Plan. The Company’s contribution to these defined contribution plans is  
based on employees’ compensation.  
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14. Employee Benefit Plans (continued) 

Deferred Compensation 

Certain of the Company’s employees participate in incentive plans and are granted cash settled 
deferred compensation awards based on NHI stock or a broad equity index. The Company also 
hedges a portion of this economic exposure with affiliates. Types of awards granted include 
Notional Stock Units (“NSU”), Collared Notional Stock Units (“CSU”), and Notional Indexed 
Units (“NIU”) which are based on the value of the MSCI World Index. 
 
The vesting schedule of awards outstanding during the current fiscal year, prior to considering the 
impact of FCR (as described below) is as follows: 

FY2012 grant – NSUs vest annually in equal increments over a five year period with the first 
vesting date being April 30, 2013. CSUs and NIUs vest quarterly in equal increments over a 
five year period, with the first quarterly vesting date being June 30, 2012. Additionally, select 
employees were awarded a Multi-Year Performance Deferral (“MYPD”) which converted to 
NSU’s after two years and then vest annually over a three year period, with the first vesting 
date being March 31, 2015. 

FY2013 grant – NSUs vest annually in equal increments over a three year period beginning 
with the first vesting date being April 30, 2014.  

FY2014 grant – NSUs vest annually in equal increments over a three year period beginning 
with the first vesting date being April 30, 2015. CSUs and NIUs vest quarterly in equal 
increments over a three year period, with the first quarterly vesting date being June 30, 2014. 

FY2015 grant – NSUs vest annually in equal increments over a three year period beginning 
with the first vesting date being April 30, 2016. CSUs and NIUs vest quarterly in equal 
increments over a three year period, with the first quarterly vesting date being June 30, 2015. 

FY2016 grant – NSUs vest annually in equal increments over a three year period beginning 
with the first vesting date being April 30, 2017. CSUs and NIUs vest quarterly in equal 
increments over a three year period, with the first quarterly vesting date being June 30, 2016.  

The Company’s ultimate payment is contingent on the relevant fair value calculation at the vesting 
date. The Company accrues compensation over time as employees progress toward vesting of each  
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14. Employee Benefit Plans (continued) 

award. The Company also hedges a portion of the economic exposure of these awards and records 
the impact of the NSU and CSU hedges within compensation expense.  

The Company recorded $82.7 million as a reduction in accrued compensation on the Consolidated 
Statement of Financial Condition for the amounts paid to employees during the six months ended 
September 30, 2016. 

Certain deferred awards granted since May 2013 include Full Career Retirement (“FCR”) 
provisions which permit recipients of the awards to continue to vest in the awards upon voluntary 
termination if certain criteria based on corporate title and length of service within Nomura are met, 
provided the retiring employee does not work for a competitor.  

The related deferred award amortization expense of an employee eligible for FCR is fully 
recognized in the first year of issuance if the employee’s FCR date has either passed or is within 
six (6) months of the issuance date, as long as the employee has not submitted notification to 
Nomura of an election to retire during a specific window.  If the employee’s FCR date is beyond 
six (6) months of issuance but prior to a component award’s vest date, the associated amortization 
period of the issued deferred awards may not exceed the FCR date.  

15. Net Capital 

As a registered broker-dealer, the Company is subject to SEC Rule 15c3-1, which requires the 
maintenance of minimum regulatory net capital. The Company utilizes the alternative method 
permitted by Rule 15c3-1, which requires that the Company maintain minimum regulatory net 
capital, as defined, equal to the greater of $1,000,000 or 2% of aggregate debit items arising from 
customer transactions, as defined. The Company is also subject to CFTC Regulation 1.17, which 
requires the maintenance of regulatory net capital of 8% of the total risk margin requirement, as 
defined, for all positions carried in customer accounts plus 8% of the total risk margin requirement, 
as defined, for all positions carried in non-customer accounts or $1,000,000, whichever is greater.  
 
At September 30, 2016, the CFTC’s requirement of 1.17 resulted in a greater regulatory net capital 
requirement than the SEC minimum requirement of 2% of aggregate debits. At September 30, 
2016, the Company had regulatory net capital of approximately $2,415.9 million, which was 
approximately $2,337.2 million in excess of required net capital. 
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15. Net Capital (continued) 

Advances to affiliates, repayment of subordinated borrowings, dividend payments, and other 
equity withdrawals are subject to certain notification and other provisions of the SEC Uniform Net 
Capital Rule and other regulatory bodies. 

16. Subsequent Events 

The Company has evaluated subsequent events through December 13, 2016, the date as of which 
this Consolidated Statement of Financial Condition is available to be issued.  
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