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CAPITAL-ADEQUACY FILING AND ASSESSMENT SYSTEM AND METHOD

DESCRIPTION OF THE INVENTION

This application claims priority to U.S. Patent Application No.
11/434,241, filed on May 16, 2006.

Field of the Invention

[001] This invention relates generally to computer systems and more
particularly to systems and methods for receiving, processing, and analyzing
financial data relating to financial institutions’ compliance with capital-adequacy

rules.
Introduction

[002] The efficient functioning of financial markets requires participants to
have confidence in the markets’ stability and the ability of participants in the
market to fulfill financial obligations. The failure of a financial firm to run its
business prudently may cause financial loss to investors and cdnsumers, and
possibly insolvency. In addition, such failure may damage confidence in the
financial industry as a whole, which would have adverse effects for the financial
sector and, potentially, the entire economy.

[003] Capital-adequacy rules govern the amount and management of net
capital reserves available to a financial firm or professional. These rules
constitute one tool to limit financial losses from mismanagement, and they help
foster confidence in the financial industry by setting minimum standards for the
financial resources that members of a financial community must maintain.
Capital-adequacy rules may also define acceptable behavior by members of a
financial community.

[004] The types and requirements of capital-adequacy rules can be
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complex, and such rules vary widely among financial markets and regulating
institutions. The level and types of capital-adequacy rules may also vary with a
financial institution’s business activity.

[005] Capital-adequacy rules establish the standards that are the basis of
analysis for regulators supervising financial institutions by providing objective
measures of a financial firm’s health and its management behavior. Examples of
capital-adequacy rules include the U. S. Securities and Exchange Commission
rules on net capital (17 C.F.R. § 240.15¢3-1 (2006) Net Capital Requirements for
Brokers and Dealers).

[006] For the most part, independent or government regulatory bodies
establish capital-adequacy rules. In the following description, the term
“‘authorized entity” refers to a firm or entity, such as a securities dealer or
brokerage firm, subject to capital-adequacy rules. To determine and ensure
compliance with capital-adequacy rules, regulatory bodies require authorized
entities to file financial data periodically. As used n this description, the term
“compliance” not only includes avoiding violations of rules, but also avoiding
behaviors that suggest an impending violation of rules. This type of behavior is
often indicated by evaluation of trends in the financial data. To be effective, a
regulatory body should provide some method of enforcement to assess and
ensure compliance.

[007] Although regulators may review a firm’s existing financial statements
to ensure compliance with capital-adequacy rules, financial statements alone are
not an efficient way to ensure compliance with rule. For example, financial
statements are not generally standardized, and they often contain large amounts
of information not necessary to assess compliance. Furthermore, they may omit
information necessary to assess compliance. Another disadvantage is that the
financial statements generally do not make it easy to perform period-to-period
trend analysis—a valuable technique in identifying firms with potential problems.
As a result of the difficulties with financial statements, regulators generally require
firms to make periodic filings directed specifically to the assess requirements of
the capital-adequacy rules.
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[008] As the number of financial firms subject to the capital-adequacy
rules grows, regulators have greater difficulties in processing, reviewing, and
assessing the information filed to determine whether firms are complying with the
capital-adequacy rules. As a result, some have proposed computer systems that
allow regulators to receive and process electronic data to determine compliance
with capital-adequacy rules. For the most part, however, these computer systems
have proven inadequate for effectively monitoring compliance with capital-
adequacy rules in current financial markets. For example, the number of financial
markets has grown in recent years to include significant financial markets in many
different countries. Several regulatory bodies monitor these financial markets,
and each of those bodies may have different capital-adequacy rules. Existing
systems for accepting and processing financial data to monitor compliance are
generally developed just for one financial market with its own particular set of
capital-adequacy rules, and may often not be configurable for financial markets
having different capital-adequacy rules.

[009] Another problem of existing systems is that the regulatory staff who
determine and interpret capital-adequacy rules often cannot implement such rules
themselves in the computer software. For example, when implementing a
monitoring system in a new market with different capital adequacy rules, any
existing, custom, computer software may need to be extensively reprogrammed to
reflect the requirements of the new market. The reprogramming may require
technical expertise that the staff does not have because it may involve changing
source code or data files and then "rebuilding” the software, recompiling source
code to generate object code and linking the object code with libraries of other
object code to generate a new executable file.

[010] The systems and methods consistent with this invention overcome
these and other drawbacks of existing systems and methods for monitoring
compliance with capital-adequacy rules, and offer additional advantages. The
claims define the specific invention, which is not limited to the disclosed system
and methods.
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SUMMARY OF THE INVENTION

[011] An automatic method for determining compliance with capital-
adequacy rules consistent with the invention comprises configuring a set of
analysis rules; receiving, from an authorized entity at a data processing system,
electronic financial data relevant to the capital of an authorized entity; analyzing
the received financial data by the data processing system using the configured
analysis rules to determine whether the capital of the authorized entity is in
compliance with the capital-adequacy rules; and providing a notification of
noncompliance when the capital of the authorized entity is not in compliance with
the capital adequacy rules.

[012] A capital-adequacy filing and assessment system for determining
compliance with capital-adequacy rules consistent with the invention comprises
an authorized-entity computer; and a processing computer in electronic
communication with the authorized-entity computer. The processing computer
includes an analysis rule configuration component that configures analysis rules
for analyzing financial data relating to capital-adequacy rules, a data reception
component for receiving financial data relating to capital-adequacy rules from the
authorized-entity computer, and a rules engine to analyze the financial data
relating to capital-adequacy rules received from the authorized-entity computer
using the analysis rules configured by the analysis configuration component.

BRIEF DESCRIPTION OF THE DRAWINGS

[013] The accompanying drawings, which are incorporated in and
constitute a part of the specification, show exemplary implementations consistent
with the invention.

[014] Figure 1 is a block diagram of an exemplary system consistent with
the present invention for collecting and processing financial data to monitor
compliance with capital-adequacy.

[015] Figure 2 is a flow diagram of an exemplary method consistent with
the present invention for monitoring compliance with capital-adequacy rules.
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[016] Figure 3 is a screen shot of an exemplary menu of forms available in
an electronic-filing application installed on an authorized-entity computer
consistent with the present invention.

[017] Figure 4 is a screen shot of an exemplary General Information form
consistent with the present invention.

[018] Figure 5 is a screen shot of an exemplary asset-data form
consistent with the present invention.

[019] Figure 6 is a screen shot of an exemplary liability-data form
consistent with the present invention.

[020] Figure 7 is a screen shot of an exemplary ownership-equity form
consistent with the present invention.

[021] Figure 8 is a screen shot of an exemplary income-data form
consistent with the present invention.

[022] Figure 9 is a screen shot of an exemplary net-capital-data form
consistent with the present invention.

[023] Figure 10 is a screen shot of an exemplary net-capital-requirements-
computation form consistent with the present invention.
| [024] Figure 11 is a graphical representation of an exemplary error
message consistent with the present invention.

[025] Figure 12 is a block diagram of an exemplary processing-computer
portion of CAFA system consistent with the present invention.

[026] Figure 13 is a block diagram of a server consistent with the present

“invention.

[027] Figure 14 is a flow diagram of a method consistent with the present
invention to determine whether an authorized entity has sufficient net capital for
the type of business the authorized entity conducts.

[028] Figure 15 is a flow diagram of a method consistent with the present
invention to determine whether an authorized entity is experiencing erosion of
excess net capital.

[029] Figure 16 is a flow diagram of a method consistent with the present

invention to determine whether an authorized entity is experiencing losses and
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the rate of such loss in order to estimate the number of months of current losses
that will deplete the current level of excess net capital.

[030] Figure 17 is a flow diagram of a method consistent with the present
invention, to identify misclassification of non-allowable assets by an authorized
entity.

[031] Figure 18 is a flow diagram of a method, consistent with the present
invention to determine whether the current total liabilities are zero, and if so, to
determine whether this result is an anomaly for the authorized entity.

[032] Figure 19 is a flow diagram of a method consistent with the present
invention to determine whether the authorized entity has identified a new revenue
type.

[033] Figure 20 is a flow diagram of a method consistent with the present
invention to determine whether the equity data reported by the authorized entity
reconciles.

[034] Figure 21 is an example of a screenshot that might be used to
provide a summary report of exceptions in a system that is consistent with the
disclosed invention.

[035] Figure 22 is a screen shot of an exemplary exception report
consistent with the present invention.

[036] Figure 23 shows one example of a process for configuring a CAFA
system consistent with the present invention.

[037] Figure 24 illustrates an example ofé rules-generator selection
screen consistent with the present invention.

[038] Figure 25 is a screen shot of an exemplary threshold-configuration
feature consistent with the present invention.

[039] Together with the summary description above and the detailed
description of the embodiments below, the drawings help explain the principles of
the invention.

DETAILED DESCRIPTION OF THE INVENTION

[040] Reference will now be made in detail to implementations consistent
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with the invention illustrated in the accompanying drawings. In those drawings,
like elements and operations use the same reference numbers when possible.

[041] Systems and methods consistent with the invention allow the
collection and analysis of financial data relating to capital-adequacy rules. Such
systems and methods allow filing such financial data and analyzing it to determine
whether an authorized entity is complying with capital-adequacy rules. In general,
determining compliance with capital-adequacy rules includes assessing actual
rules violations, examining trends suggesting an authorized entity has fallen or
may likely fall out of compliance, and evaluating other events of regulatory
interest.

[042] An authorized entity, or any other entity, can enter financial data into
electronic forms on an authorized entity’s computer and transmit the data to a
capital-adequacy filing and assessment system. That system receives the data
and analyzes the data to determine whether that entity is complying with capital-
adequacy rules. Preferably, the system evaluates the collected financial data
against capital-adequacy rules, which rules the system can allow a user to adapt
to new or different rules easily. For example, a user can configure the rules by
selecting a set of rules from a library of existing analysis rules, by generating or
editing the rules using a rules generator, or by adjusting threshold values of
existing rules. ‘

[043] Figure 1 is a block diagram of an exemplary system consistent with
the invention for collecting and processing financial data to monitor compliance
with capital-adequacy. The system of Figure 1 includes a capital-adequacy filing
and assessment (CAFA) system 400, one or more authorized-computers 402,
and a network 404. The exemplary system may include any number of
authorized-entity computers 402, which can include any type of computer
interface. CAFA system 400 connects to computers 402 via network 404, which
can be any type of known network, such as the Internet, a Local Area Network
(LAN), or a Wide Area Network (WAN). Alternatively, two CAFA systems may be
connected to each other by a network to provide redundancy by storing,

processing, and analyzing the financial data in parallel or for any other purpose.
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[044] Figure 2 is a flow diagram of an exemplary method consistent with
the invention for monitoring compliance with capital-adequacy rules. Financial
information gathered from an authorized entity (step 502) comes from electronic
forms or any other means. The financial information travels over network 404 to
CAFA system 400 (step 504). CAFA system 400 stores the financial data (step
506), and may process and analyze the financial data to determine whether the
authorized entity is complying with capital-adequacy rules (step 508).

[045] Preferably, CAFA system 400 generates reports based on the
results of the processing (step 510). The reports describe the level of compliance
with capital-adequacy rules for each authorized entity. The reports can also point
out exceptions and errors.

[046] If financial information is gathered using electronic forms, such
forms may be accessible through a website, as part of an existing application, or
as part of a stand-alone, electronic-filing application. The forms could solicit
identifying information for each authorized entity as well as information regarding
business activities, assets, liabilities, ownership equity, revenue, income, and
resulting net capital.

[047] Figure 3 is a screen shot of an exemplary menu of forms, consistent
with the present invention, available in an electronic-filing application on an
authorized-entity computer 402. Whenever the term “screen shot” is used in this
description, it is meant to refer to both complete and partial displays of data. The
menu allows an authorized entity to navigate between the electronic forms that
collect the data a regulatory body requires. For example, selecting the “General
Information” option in the menu displays the General Information form.

[048] Figure 4 is a screen shot of an exemplary General Information form
consistent with the present invention. This General Information form may be the
initial form an authorized entity competes. Other forms may be inaccessible until
all of the required general information is supplied. The exemplary General
Information form solicits identifying information regarding the authorized entity

using a combination of data-entry fields, drop-down menu fields, and radio
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buttons. The information solicited by the General Information form specifies the
type of business of the authorized entity participates to allow selection of the
proper capital-adequacy rules, as those rules may vary according to the entity’s
business activity.

[049] The General Information form (and other forms) may include fields
populated by the electronic-filing application. For example, when a user selects
the start button at the lower part of the screen, the system may launch a “save as”
window to allow the user to save the form on the computer’s local hard drive.
This example may include a feature that allows other forms to be selected for
completion after saving the General Information form.

[050] Figure 5 is a screen shot of a portion of an exemplary Assets form
consistent with the present invention. The Assets form solicits information
regarding the authorized entity’s cash, secured accounts, customers, clearing
relationships, securities inventory and any other financial assets. Assets must be
classified as ‘Allowable’ or ‘Non-allowable’ in this example to be considered in the
capital-adequacy computation. These classifications are established by the
. regulator and take into account recognized local and/or international accounting
standards. The form reflects a series of data elements followed by "Allowable”
and “Non-Allowable” fields. The authorized entity preferably enters asset
information into these fields. As with the General Information form, the shaded
fields of the assets form represent values calculated and populated by the
electronic-filing application. For example, field 1c in Figure 5 represents total
cash and is calculated and populated by the electronic-filing application based on
the user-entered fields of allowable cash 1a and non-allowable cash 1b. The
information in the Assets form may be saved on the authorized-entity computer’s
hard drive. |

[051] Figure 6 is a screen shot of a portion of an exemplary Liabilities form
consistent with the present invention. The Liabilities form solicits information
regarding the authorized entity’s liabilities, including loans, notes, expenses,
debts, taxes and any other financial liabilities. Liabilities are classified as
‘Aggregate Indebtedness’ (A.l.) or ‘Non-Aggregate Indebtedness’ (non-A.l.) in this
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example. In general, a regulator establishes these classifications and identifies
values to be considered in calculating liabilities for determining capital-adequacy.
The form reflects a series of data elements followed by the “A.l. Liabilities” and
“Non-A.l. Liabilities” fields. Preferably, the authorized entity enters liability
information into these fields. As with the General Information form, the shaded
fields of the Liabilities form represent values the electronic filing application
calculates and populates. The information in the Liabilities form may be saved to
the authorized-entity computer’'s hard drive.

[052] Figure 7 is a screen shot of an exemplary Ownership Equity form
consistent with the present invention. The Ownership Equity form solicits financial
information regarding the authorized entity’s stock holdings, retained earnings,
and ownership interests, as well as any other financial equity. As with the
General Information form, the application calculates the values in the shaded
fields of the Ownership Equity form based on the authorized entity’s prior inputs,
reflecting the total amount of equity, total amount of ownership equity, and the
resulting aggregated amount of liabilities and ownership equity. The information
in the Owner Equity form may be saved on the authorized-entity computer’s hard
drive.

[053] Figure 8 is a screen shot of a portion of an exemplary Income
Statement form consistent with the present invention. The Income Statement
form solicits financial information relating to the authorized entity’s revenue and
expenses. The shaded fields of the Income Statement form represent values
calculated and populated by the electronic-filing application based on other
information entered into the form. The information in the Income Statement form
may be saved to the authorized-entity computer’s hard drive.

[054] Figure 9 is a screen shot of a portion of an exemplary Net Capital
Data Entry form consistent with the present invention. In this example, the Net
Capital Data Entry form solicits financial information regarding qualifying
ownership equity, subordinated liabilities, and market-risk charges. An authorized
entity can enter the equity, liability, and adjustment information into each field.

The shaded fields of the Net Capital Data Entry form represent values calculated

-10 -
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and populated by the electronic-filing application based on other information
entered into the form. The information in the Net Capital Data Entry form may be
saved to the authorized-entity computer's hard drive.

[055] Figure 10 is a screen shot of an exemplary Net Capital
Requirements Computation form consistent with the present invention. The Net
Capital Requirements Computation form solicits additional net capital information
beyond that requested by the Net Capital Data Entry form of Figure 9.
Specifically, it requests data regarding money owed to the authorized entity.
Thus, in field 320a, an authorized entity must enter the total monies owed to the
authorized entity in excess of fifty percent of net capital. Once again, the shaded
fields are calculated and populated by the application.

[056] Once the application gathers all the required information, the
electronic-filing application may perform a validation check to ensure the required
fields are populated correctly. For example, the application may verify that data
| supplied for each field has the correct format (e.g., entirely numeric,
alphanumeric, etc.). The validation process may also include simple accounting
checks. For example, in one embodiment, the application may verify that total
assets are greater than zero, the total liabilities are greater than zero, and that the
total assets equals total liabilities plus total ownership equity. If the validation is
not successful, an error message may be displayed describing the nature of the
problem.

[057] Figure 11 is a screenshot of an exemplary validation error message.

If the validation procedure is successful, the application may display a message
indicating that the validation was successful and that the forms are ready for
submission to the regulatory body.

[058] Once all of the authorized entity information has been collected, it is
sent to CAFA system 400 (step 504 in Figure 2). The mechanism used for this is
not important. For example, it could be e-mail; use of a webpage; or an FTP site.
For example, when directed to send the forms to CAFA system 400, the
application may save all completed forms in two separate file formats, a text file
and a PDF file, attach the two files to an email and send the e-mail with the

-11 -
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attached files to CAFA system 400 via the network. The files may also be
encrypted or compressed prior to transmission to CAFA system 400.

[059] Upon receiving financial data from authorized entities, CAFA system
400 may log and store the received data to manage and record when a particular
authorized entity filed financial data. Preferably CAFA system 400 stores the
received forms and data in a database.

[060] Figure 12 is a block diagram of an exemplary processing-computer
portion of CAFA system 400 consistent with the present invention. System 400
includes a server 602, a database 604, and one or more workstations 606, all of
which may be connected to each other by any means, such as by a Local Area
Network (LAN). Server 602 may be any type (e.g., Windows 2003 Server), and
contains and runs applications used CAFA system 400.

[061] Database 604 may be of any type (e.g., a relational database).
Database 604 may store data relating to the CAFA system including financial data
and forms received from authorized entities, results of analyses and reports
generated by the CAFA system. Workstation 606 can be any type (e.g., a
personal computer), and allows access to server 602 and database 604. In this
example, server 602 is also connected to network 404.

[062] Figure 13 is a block diagram of server 602 consistent with the
present invention. Server 602 includes a data-reception and management
component 702, a database-access component 704, an analysis (rules)
component 706, and a report-generation component 708. The analysis
component also acts as a rules engine.

[063] Data-reception and management component 702 allows CAFA
system 400 to accept electronic filing data from authorized entities. In one
embodiment, forms containing filing data are transmitted from authorized entities
to CAFA system 400 by email, and the data acceptance and management
component 702 is a Microsoft Exchange Server. In another embodiment, where
forms are completed by authorized entities by accessing a website, the data

acceptance and management component 702 may be a web server.

-12-
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[064] Data-reception and management component 702 may also include
utilities to log receipt of data from authorized entities, including the name or
identifier of the authorized entity, the filing period, and the date of filing. In one
embodiment, all received forms are saved in a central location (e.g., the hard
drive of the server 602) until the end of a reporting period. At that time, when all
forms received during the reporting period are transferred to database 604 using
the database-access component 704. Alternatively, forms are transferred to and
saved in a database 604 immediately upon receipt by CAFA system 400.

[065] Database-access component 704 may include software to provide
data connectivity to the database 604. Database-access component 704 may
include Object Linking and Embedding for Databases (OLE DB) capable of
interacting with SQL databases. | V

[066] Analysis component 706 may include software that runs on server
602 to analyze filing data submitted by authorized entities to determine whether
authorized entities comply with capital-adequacy rules and to identify trends in
filings and in an authorized-entity’s behavior.

[067] Report-generation component 708 generates summaries and
reports of analyses performed by the system. Component 708 may be a custom
program that is part of the analysis component, an off-the-shelf software program,
or any other means of report generation.

[068] Once collected and transmitted to CAFA system 400, the financial
data for an authorized entity must be evaluated relative to the capital-adequacy
rules. Figures 14 through 20 are flow diagrams of steps analysis component 706
performs consistent with the present invention to determine compliance with
capital-adequacy rules.

[069] Figure 14 is a flow diagram of a method consistent with the present
invention to determine whether the authorized entity has sufficient net capital for
the type of business the authorized entity conducts. In this exemplary method,
analysis component 706 compares required net capital to the actual net capital

using collected and stored authorized-entity information (step 802). If the
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required net capital is greater than the actual net capital (step 804), analysis
component 706 notes a lack of compliance, and may generate an exception
message (step 806) such as “actual net capital is less than required.”

[070] If, on the other hand, the required net capital is less than the actual
net capital (step 804), analysis component 706 does not generate an exception
message, but compares the actual net capital to a threshold percentage of the
required net capital (step 808) to determine whether the net capital is approaching
the required net capital. If so, analysis component 706 notes this as a potential
problem, and may generate an exception message (step 806) such as “actual net
capital less than 120% of required net capital.” If the actual net capital is greater
than the threshold amount, the system does not produce an exception message.

[071] Figure 15 is a flow diagram of a method consistent with the present
invention to determine whether an authorized entity is experiencing erosion of
excess net capital. The system first calculates excess net capital (step 902) by
subtracting the required net capital from the actual net capital. The system then
compares the calculated excess net capital value with the excess net capital
value for the previous reporting period (step 904). If the current excess net
capital value is at least a certain threshold percentage of the value of the
authorized entity’s excess net capital of the prior reporting period (step 906),
analysis component 706 does not note a problem, and does not generate an
exception.

[072] When an authorized entity’s excess net capital is less than that
threshold amount (step 906), however, analysis component 706 notes and
generates an exception (step 908), and further assesses the authorized entity’s
excess net capital. For example, the system compares the excess net capital to
the average value of the authorized entity’s excess net capital for the previous two
reporting periods (step 910). When, for example, the authorized entity’s excess
net capital for the reporting period is equal to or greater than a threshold
percentage of the average excess net capital for the two prior reporting periods

(step 912), analysis component 706 does not generate an exception. If, on the
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other hand, the excess net capital for the reporting period is less than the
threshold amount (step 912), the analysis component 706 notes an exception and
generates an exception, including and exception message (step 914) such as
“excess net capital is eroding.”

[073] Figure 16 is a flow diagram of a method consistent with the present
invention to determine whether an authorized entity is experiencing losses and
the rate of loss so as to determine the number of months of current losses that
will deplete the current level of excess net capital. Analysis component 706
determines whether the reported monthly income is equal to or greater than zero
(step 1002). If yes, then component 706 does not generate an exception, and
proceeds to additional analyses (step 1012).

[074] If the current monthly income is less than or equal o zero, analysis
component 706 calculates an average monthly income for the previous six
reporting periods (step 1004). If the average monthly income is greater than zero
(step 1006), analysis component 706 does not generate an exception, and
proceeds with additional analyses (step 1012).

[075] If the average monthly income is less than zero (step 1006),
component 706 divides the current excess net capital by the average monthly
income (step 1008) to estimate the number of months the authorized entity can
continue business operations before depleting excess net capital. Component
706 then generates an exception message (step 1010) such as “3.2 months to
deplete excess net capital.”

[076] Figure 17 is a flow diagram of a method, consistent with the present
invention, to identify any misclassification of non-allowable assets by an
authorized entity. Analysis component 706 compares current reporting period
“Allowable” asset data to “Non-allowable” asset data from prior reporting periods
(step 1102). From this comparison, analysis component 706 determines whether
assets have been misclassified (step 1104). For example, if assets identified as
“Allowable” in the current reporting period are identified as “Non-allowable” in the

prior reporting period, analysis component 706 generates an exception report
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(step 1106), such as “Field label ___ was treated as ‘Non-Allowable’ in prior
reporting period.” If there are no misclassified assets, analysis component 706
does not generate an exception.

[077] Figure 18 is a flow diagram of a method, consistent with the present
invention, to determine whether the current total liabilities are zero, and if so, to
determine whether this is an anomaly for the authorized entity. First, analysis
component 706 determines whether the current total liabilities are greater than
zero (step 1202). If so, component 706 generates no exception and performs
additional analyses (step 1210).

[078] If the current liabilities are not greater than zero, analysis
component 706 compares the current total liabilities reported by the authorized
entity to the total liabilities from the most-recent prior reporting period (step 1204).

If the total liabilities for the most recent prior reporting period are also not greater
than zero (step 1206), analysis component 706 generates no exception and
performs additional analyses (step 1210). If, on the other hand, the total liabilities
for the most recent prior reporting period are greater than zero (step 1206), then
analysis component 706 generates an exception report (step 1208) such as “no
liabilities accrued for current reporting period.”

[079] Figure 19 is a flow diagram of a method consistent with the present
invention to determine whether the authorized entity has identified a new revenue
type. First, analysis component 706 compares the categories for which revenue
was reported to the categories for which revenue was reported in the most recent
prior reporting period (step 1302). In one embodiment, analysis component 706
compares Total Securities Commissions, Total Gains (or Losses), Total Realized
and Unrealized Gains (or Losses), Profits (or Losses) from Underwriting and
Selling Groups, and Other Revenue for current reporting period to the same
revenue categories for prior reporting period. Using that comparison, analysis
component 706 determines whether there is revenue in a new category (step
1304). If there are no differences between the current and previous reporting

period in which categories revenue was reported, analysis component 706
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generates no exception and performs additional analyses (step 1310).

[080] If any of the current revenue categories were not present in the most
recent reporting period filing, analysis component 706 compares each new
revenue category value to the current reporting period filing's total revenue (step
1306). If each new revenue category value does not exceed a specified threshold
percentage of the total revenue for the current reporting period, analysis
component 706 generates no exception and performs additional analyses. (step
1310). If, however, any new revenue category value is greater than the threshold
percentage of the value of total revenue for the current reporting period, analysis
component 706 generates an exception (step 1308) that identifies the new
revenue type.

[081] Figure 20 is a flow diagram of a method, consistent with the present
invention, to determine whether the equity data reported by the authorized entity
reconciles. First, the system adds the current net income (step 1402) to the total
ownership equity from the last reporting period. If the resulting value of that
calculation is equal to the current total ownership equity (step 1404), analysis
component 706 generates no exception and the analysis concludes (step 1408).
However, if the resulting value of that calculation is not equal to the total
ownership equity of the current period, analysis component 706 generates an
exception (step 1406).

- [082] The report-generation component 708 provides information about
the analysis performed on data received from authorized entities. For example,
the report generation component provides information about exceptions
generated during the analysis of the data received from authorized entities. The
reports generated can be standardized to provide predetermined data relating to
the analysis. Alternatively, the reports generated can be customized to include
user-defined results of the analysis. For example, depending on the criteria
chosen for the report generation, reports can be generated that include
information and data related to exceptions of a particular type or for exceptions
during a particular time period. In another example, customized reports can be
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created by specifying the data to include in the report using a variety of criteria
including the review or filing period, name or identifier of an authorized entity,
exception type, status of exception, or any combination thereof.

[083] Figure 21 is an example of a screenshot consistent with the present
invention that provides a summary report of exceptions in a system. The
summary table provides the exception type, the name of the authorized entity, the
review (filing) period, a description of the exception, the date that the exception
was generated, the filing date, the status, the analyst responsible for the
exception, and comments. The exceptions displayed in the summary report of
exceptions are determined by the criteria used to generate the report. Using an
interface such as that shown in Figure 21, the criteria for generating the summary
of exceptions may be specified using drop-down menus near the top of the
screen. Here, the user may select the exception type, authorized entity, review
period, exception status and/or assigned analyst. The summary of exceptions
screen shown in Figure 21 also includes a “View Exception Details” button that
provides the analyst with more in-depth detailed information regarding the reason
that a specific exception was generated along with the data in question.

[084] Figure 22 is a screen shot of an exemplary exception report
consistent with the present invention. This example shows a display of the details
of an exception generated because an authorized entity’s additions/deductions to
the firm’s capital do not reconcile. In general, the information displayed through
“View Exception Details” provides additional detail and context regarding the
exception. The information indicates the reasons for the exception, the contact
information for the authorized entity, and, if applicable to the exception, the
historical information relied upon in determining the generation of the exception.

[085] Each exception generated during analysis has information
associated with it. For example, each exception may have associated with it an
exception type, an identifier or name of the authorized entity, the review (filing)
period, a description of the exception, the date that the exception was generated,
the filing date, the status of the exception, the analyst responsible for the

exception, and comments relating to the exception. This information can be used
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to track the exception, to keep records, and to avoid duplication of effort by other
analysts. For example, some exception types may require regulatory staff (an
analyst) to perform additional tasks such as contacting the authorized entity to
gain additional information.

[086] The “Status,” “Analyst,” and “Comments” information associated
with an exception can be used to track of the status the exception, is the entity
responsible for it, and the action taken. Referring again to Figure 21, the
summary of exceptions report screen displays information associated with each
exception. The “Status” field for the listed exceptions indicates what action, if
any, is currently being taken with regard to a particular exception. For example,
the status can be pending, under review, on hold, or resolved. The “Analyst” field
identifies the analyst responsible for the particular exception, and the “Comments”
field records any notes or comments about the exception including what actions
have been taken toward investigating or resolving the exception. For example, a
user can change the status, update the responsible analyst information, and add
comments to reflect the current status, responsible analyst, and actions taken
relating to the exception. By maintaining the information about the status,
responsible analyst, and comments associated with each exception, analyst
resources can be focused on pending exceptions and duplication of effort can be
avoided. For example, as described above, a report can be created to identify all
exceptions with a status of “pending” or all exceptions that are not assigned to an
analyst.

[087] Systems consistent with the present invention can be easily
configured to use a particular set of capital-adequacy rules. Such customization
allows the system to be implemented in a variety of different markets that may
have different capital-adequacy rules without extensive reprogramming. Similarly,
an easily configurable system can be modified to reflect changes to the capital-
adequacy rules of the particular market.

[088] Systems and methods consistent with the present invention do not
depend on any specific mechanism. Such mechanisms can include selecting

analysis rules from a library of existing analysis rules, creating rules using a rules
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generator, or changing thresholds and other numerical values of existing analysis
rules.

[089] A CAFA system and method consistent with the present invention
may include a library of preprogrammed analysis rules. A user may select one or
more analysis rules from the library that the CAFA then uses for determining
capital-adequacy rules.

[090] Figure 23 shows one example of a process for configuring a CAFA
system consistent with the present invention. Initially, a regulatory analyst reads
and interprets existing statutes or rules regarding required capital for authorized
entities (step 1502). Next, the regulatory analyst accesses the analysis rules
library (step 1504). Then, the analyst selects those analysis-rules that most
appropriately determine reflect the interpreted rules or statutes (step 1506).
Finally, the selected rules are implemented to analyze financial data received
from authorized entities to determine compliance with capital-adequacy rules
(step 1508).

[091] Alternatively, the regulatory analyst can create custom analysis rules
to analyze data to determine compliance with capital-adequacy rules. In such an
embodiment, a regulatory analyst uses a conventional rules generator to create
custom analysis rules. The rules generator may be any type including
commercially available business rules management software. In one example,
the rules generator provides a list of data quantities collected from authorized
entities and a list of operations that can be performed on the data. A regulatory
analyst can build custom analysis rules by selecting data quantities and
operators.

[092] Figure 24 illustrates an example of a rules-generator selection
screen. This example shows two lists: an available data list 1604; and an
operations list 1602. Figure 24 also shows a rule-building area 1606. Here, a
regulatory analyst may select available data and operators from the lists and drag
them to the rule-building area 1606. The analyst may also use a keyboard to

enter numerical values as part of the rule-generation process. By arranging the
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available data, operations, and numerical values in the rule building area, the
analyst constructs analysis rules. For example, a regulatory analyst could select
and drag available data and operations to the rule building area to construct a rule
to determine whether the equity data reported by the authorized entity reconciles.
Such a rule might have the following form:
IF (Prior Total Ownership Equity + Net Income Value) # Current Total
Ownership Equity THEN Generate Exception
The analysis rules may also be customizable by changing numerical values in
existing analysis rules. For example, an analyst can adjust the thresholds in the
analysis rules to tailor existing analysis rules to new markets with different capital-
adequacy rules, or to adjust existing analysis rules when the capital adequacy
rules within a market change.

[093] Figure 25 is an exemplary screen shot of a threshold-adjustment
feature consistent with the present invention. The screen shot displays a
description of each threshold along with the current value of the threshold. Using
this screen shot, an analyst can change the value of the threshold by overwriting
the displayed value and selecting the Update/Save button.

[094] In one example of a CAFA system consistent with the present
invention, the analysis rules may be identified using any one or combination of:
preprogrammed analysis rules; rules selected from a library of existing analysis
rules; and analysis rules created using a rules generator. A CAFA system
consistent with the disclosed invention can allow numerical values and thresholds
used in any of these analysis rules to be adjusted using any appropriate methods.

[095] Systems and methods consistent with the present invention are not
limited to the embodiments shown. For example, the CAFA system can include a
reporting function that allows users to query the database to extract any
information about authorized entities of interest. In addition, users can use
standard software to chart the stored data to provide graphical reports. As
another alternative, the users can customize the forms themselves so that the
forms can evolve as well as the rules. Also, although the implementations

discussed are Windows ™-based, they could be web-based, or used any other
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acceptable software,

[096] Other embodiments of the invention will be apparent to those skilled
in the art from consideration of the specification and practice of the invention
disclosed herein. It is intended that the specification and examples be considered

as exemplary only, with a true scope and spirit of the invention being indicated by
the following claims.
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WHAT IS CLAIMED 1S:

1. An automatic method for determining compliance with capital-adequacy rules
comprising:

configuring a set of analysis rules;

receiving, from an authorized entity at a data processing system, electronic
financial data relevant to the capital of an authorized entity;

analyzing the received financial data by the data processing system using
the configured analysis rules to determine whether the capital of the
authorized entity is in compliance with the capital-adequacy rules;
and

providing a notification of noncompliance when the capitai of the
authorized entity is not in compliance with the capital adequacy
rules.

2. The method of claim 1, wherein configuring the set of analysis rules includes
selecting the analysis rules from a library of analysis rules.

3. The method of claim 1, configuring the set of analysis rules includes
creating the analysis rules using a rules generator.

4. The method of claim 1, wherein configuring the set of analysis rules includes
designating a threshold value for the analysis rules.

5. The method of claim 1, wherein analyzing the received dafa includes
determining whether an existing net capital of the authorized entity is

greater than a required net capital for the authorized entity.

6. The method of claim 1 wherein analyzing the received data includes
determining an erosion of excess net capital.

7. The method of claim 6, wherein determining an erosion of net capital includes
calculating excess net capital for a current period and a prior period; and
comparing the excess net capital value for the current period with the

excess net capital value for the previous reporting period to see if
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there is a loss of excess net capital greater than a predetermined
threshold.
8. The method of claim 1, wherein analyzing the received data includes
determining whether an authorized entity is experiencing losses.
9. The method of claim 8, wherein analyzing the received data further includes
determining the rate of losses if the authorized entity is experiencing losses
10. The method of claim 9, wherein determining the rate of losses includes
determining an average monthly income for at least one previous reporting
period; and
dividing the current excess net capital by the average monthly income if the
average monthly income is negative to estimate the time for the
authorized entity to deplete excess net capital.
11. The method of claim 1, wherein analyzing the received data includes
determining whether the authorized entity has identified a new revenue
type.
12. The method of claim 1, wherein the received data includes equity data, and
wherein analyzing the received data includes
determining whether the equity data reported by the authorized entity reconciles.
13. The method of claim 12, wherein determining whether the equity data
reported by the authorized entity reconciles includes
adding data representing the current net income to data representing the
total ownership equity from a prior reporting period; and
determining whether the resulting sum equals data representing the current
total ownership equity.
14. The method of claim 1, wherein receiving the electronic financial data
includes
receiving data required to be filed with a regulatory authority.
15. The method of claim 1, wherein analyzing the received data includes

generating an exception condition if the authorized entity does not comply
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16.

17.

18.

19.

20.

21.

22.

23.

with capital-adequacy rules.
The method of claim 15, wherein analyzing the received data further includes
associating information relating to the exception with the generated
exception.
The method of claim 16, wherein the associated information includes a status
of the excepﬁon.
The method of claim 16, wherein the associated information includes an
identifier of an analyst responsible for the exception.
The method of claim 16, wherein the associated information includes a record
of actions taken relating to the exception.
The method of claim 16, further including
tracking the exception using the information associated with the exception.
The method of claim 1, wherein providing a notification includes
generating a report with the results of the analysis.
The method of claim 21, wherein the report is customized to include user-
designated results.
The method of claim 1, wherein receiving electronic financial data includes

receiving electronic forms that include financial data.
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24.

25.

26.

27.

28.

20.

A capital-adequacy filing and assessment system for determining compliance
with capital-adequacy rules comprising:
an authorized-entity computer; and
a processing computer in electronic communication with the authorized-
entity computer including

an analysis rule configuration component that configures analysis
rules for analyzing financial data relating to capital-adequacy
rules,

a data reception component for receiving financial data relating to
capital-adequacy rules from the authorized-entity computer,
and

a rules engine to analyze the financial data relating to capital-
adequacy rules received from the authorized-entity computer
using the analysis rules configured by the analysis
configuration component.

The capital-adequacy filing and assessment system of claim 24, wherein the
analysis rule configuration component configures analysis rules by selecting
an analysis rule from a library of analysis rules.

The capital-adequacy filing and assessment system of claim 24, wherein the
analysis rule configuration component configures analysis rules using a rules
generator to create analysis rules.

The capital-adequacy filing and assessment system of claim 24, wherein the
analysis rule configuration component configures analysis rules by
designating a threshold value for use in an analysis rule.

The capital-adequacy filing and assessment system of claim 24, wherein the
analysis rules include threshold values configurable by a user.

The capital-adequacy filing and assessment system of claim 24, wherein the
analysis rules are based on capital-adequacy rules set by a regulatory body.
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30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

The capital-adequacy filing and assessment system of claim 24, wherein the
analysis rules determine whether an existing net capital of an authorized
entity is greater than a required net capital for the authorized entity.
The capital-adequacy filing and assessment system of claim 24, wherein the
financial data received by the data reception component from the authorized-
entity computer includes data to be filed with a regulatory authority.
The capital-adequacy filing and assessment system of claim 24, wherein the
rules engine generates an exception condition if the financial data does not
comply with capital-adequacy rules.
The capital-adequacy filing and assessment system of claim 32, wherein the
exception is associated with information relating to the exception.
The capital-adequacy filing and assessment system of claim 33, wherein the
information comprises a status of the exception.
The capital-adequacy filing and assessment system of claim 34, wherein the
information includes an identifier of an analyst responsible for the exception.
The capital-adequacy filing and assessment system of claim 35, wherein the
information includes a record of actions taken relating to the exception.
The capital-adequacy filing and assessment system of claim 24, further
comprising

a report generation component for generating a report with a result of

analysis performed by the rules engine of the financial data relating
to capital-adequacy rules.

The capital-adequacy filing and assessment system of claim 37, wherein the
report is customized to include user-designated results.
The capital-adequacy filing and assessment system of claim 24, wherein the
financial data relating to capital-adequacy rules received by the data
reception component from an authorized-entity computer includes electronic
forms that include financial data.

The capital-adequacy filing and assessment system of claim 24, wherein the
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41.

42.

43.

44,

45,

46.

47.

rules engine determines an erosion of excess net capital.

The capital-adequacy filing and assessment system of claim 40, wherein the
rules engine calculates excess net capital for a current period and a prior
period; and compares the excess net capital value for the current period with
the excess net capital value for the previous reporting period to see if there is
a loss of excess net capital greater than a predetermined threshold.

The capital-adequacy filing and assessment system of claim 24, wherein the
rules engine determines whether an authorized entity is experiencing losses.
The capital-adequacy filing and assessment system of claim 42, wherein the
rules engine determines the rate of losses if the authorized entity is
experiencing losses

The capital-adequacy filing and assessment system of claim 43, wherein the
rules engine determines an average monthly income for at least one previous
reporting period; and divides the current excess net capital by the average
monthly income if the average monthly income is negative to estimate the
time for the authorized entity to deplete excess net capital.

The capital-adequacy filing and assessment system of claim 24, wherein the
rules engine determines whether the authorized entity has identified a new
revenue type.

The capital-adequacy filing and assessment system of claim 24, wherein the
received data includes equity data, and wherein the rules engine determines
whether the equity data reported by the authorized entity reconciles.

The capital-adequacy filing and assessment system of claim 24, wherein the
rules engine adds data representing the current net income to data
representing the total ownership equity from a prior reporting period; and
determines whether the resulting sum equals data representing the current
total ownership equity.
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