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Procedural Architecture of SEC Whistleblower
Submissions

The statutory framework governing the Securities and Exchange Commission (SEC)
Whistleblower Program is codified under Section 21F of the Securities Exchange Act of 1934
(15 U.S.C. § 78u-6), enacted pursuant to Section 922 of the Dodd-Frank Wall Street Reform
and Consumer Protection Act. Administered by the SEC Office of the Whistleblower (OWB), this
statutory apparatus incentivizes market participants, quantitative analysts, and compliance
insiders to report federal securities law violations while providing statutory confidentiality and
anti-retaliation protections. Understanding the operational pipeline of an SEC Form TCR (Tip,
Complaint, or Referral) submission is critical to ensuring that quantitative and technical
intelligence reaches investigative staff rather than being discarded during administrative intake.

OWB and OMI Intake and Triage Protocols

Every regulatory tip, complaint, or referral submitted to the Commission enters through the
centralized TCR system, which serves as the electronic repository for all whistleblower
disclosures. Initial screening and operational triage are conducted by the SEC Office of Market
Intelligence (OMI) within the Division of Enforcement. OMI exercises central intake authority,
utilizing specialized multidisciplinary teams composed of senior enforcement attorneys, forensic
accountants, and market surveillance analysts to systematically evaluate incoming submissions.
OMI evaluates TCR filings against five primary triage criteria: apparent reliability, factual detail,
legal specificity, timeliness, and the jurisdictional nexus to the federal securities laws. The triage
workflow proceeds through distinct administrative stages:

Triage Stage Operational Entity Processing Mandate [Disposition Criteria
Intake Logging OWB / TCR Central Electronic registration, [Verifies Form TCR
Repository timestamping, and legalicompleteness,

marker assignment. executed declarations,
land complainant
metadata.

Initial Screening Office of Market Algorithmic and manual|Rejects generalized
Intelligence (OMI) evaluation of factual |grievances; filters out




Triage Stage Operational Entity Processing Mandate [Disposition Criteria
specificity and non-jurisdictional
credibility. filings.

Specialized Review [Complex Financial Substantive Assesses whether

Instruments / Market  feconometric evaluation [independent analysis
Abuse Units of transaction logs and |bridges gaps in public
market mechanics. trade tape data.

Enforcement Division of Enforcement|Formal matter opening, [Initiates formal

Allocation Home / Regional subpoena issuance, investigation when

Offices and witness allegations
depositions. demonstrate actionable
statutory violations.

Inter-Agency Referral [CFTC / DOJ / FinCEN /|Cross-jurisdictional Invoked when conduct

Foreign Regulators referral for multi-marketfinvolves dual-market
manipulation and commodities, swaps, or
criminal fraud. criminal intent.

Submissions characterized by abstract assertions or narrative grievances face severe triage
friction. OMI triage protocols filter out filings that lack identifiable registered entities, market
participants, target financial instruments, verifiable transaction dates, and microstructural
mechanics. Furthermore, under SEC Rule 21F-8(e), the Commission maintains explicit authority
to permanently bar individuals who repeatedly file meritless, frivolous, or fraudulent claims,
underscoring the absolute necessity for empirical precision over conceptual abstraction.

The Independent Analysis Evidentiary Standard

Under Exchange Act Section 21F(a)(3) and SEC Rule 21F-4(b), an award-eligible whistleblower
must supply "original information" that is voluntarily submitted, not previously known to the
Commission from another source, and derived from either "independent knowledge" or
"independent analysis". Independent knowledge requires factual data in the complainant's
possession that is not derived from publicly available sources, typically acquired through
corporate employment, internal communications, or commercial relationships. Conversely,
external quantitative researchers and technical analysts who lack direct corporate access must
establish award eligibility under the "independent analysis" prong defined in Rule 21F-4(b)(3).
Rule 21F-4(b)(3) defines independent analysis as the whistleblower’s own examination and
evaluation of information that may be publicly available, but which reveals critical conclusions
regarding possible violations that are not generally known or available to the public. In its
September 2020 interpretive amendments (Release No. 34-89963), the Commission codified
rigid evidentiary standards for what qualifies as compensable analysis. First, the submission
must "bridge the analytical gap" between raw public data and the underlying securities violation.
A whistleblower cannot simply direct the staff to publicly available datasets—such as published
Failure-to-Deliver (FTD) logs, short interest disclosures, or Trade Reporting and Compliance
Engine (TRACE) records—and assert that a violation has occurred. Second, the analysis must
be genuinely revelatory, synthesizing disparate market data in a manner that affords the
Commission specialized insights that would require substantial investigative time, technical
expertise, and public resources to uncover independently. Third, the submission must
significantly contribute to the success of an enforcement action, enabling staff to commence an
investigation, expand an existing inquiry, or substantiate complex charges in significantly less



time.

Filing Protocols, Confidentiality, and Counsel Requirements

To preserve statutory protections, establish a legally binding filing date (a "marker"), and secure
eligibility for financial bounties ranging from 10% to 30% of collected monetary sanctions
exceeding $1,000,000, whistleblowers must adhere strictly to procedural mandates:

The submission must be executed on official Form TCR, transmitted either via the SEC online
web portal or submitted in physical hard copy via mail or facsimile to the SEC Office of the
Whistleblower in Washington, D.C.. Filing Form TCR is a strict procedural prerequisite;
providing informal tip letters to regional staff or distributing unsolicited technical white papers
without executing Form TCR disqualifies the submitter from statutory award eligibility under Rule
21F-9.

Section F of Form TCR requires the complainant to sign a formal declaration under penalty of
perjury under the laws of the United States, affirming that the information provided is true,
correct, and complete to the best of their knowledge, information, and belief. Submitting
materially false or fictitious statements subjects the filer to criminal liability under 18 U.S.C. §
1001 and permanent exclusion under Rule 21F-8(e).

Whistleblowers are permitted to submit tips anonymously to preserve professional standing and
avoid industry retaliation. However, under Exchange Act Rule 21F-9(c), an anonymous
submitter must be represented by an attorney admitted to the bar of a U.S. jurisdiction. The
attorney must verify the complainant's identity, confirm that the client has executed the perjury
declaration, and supply their own bar metadata and contact details in Section B of Form TCR. A
technical researcher who files an anonymous submission pro se forfeits all statutory claims to a
financial bounty. Following the entry of a final judicial or administrative order imposing sanctions
above $1,000,000, the SEC posts a Notice of Covered Action (NOCA). Claimants must file Form
WB-APP within ninety calendar days of the NOCA notice date to formally request an award
allocation.

Statutory Violations and Regulatory Enforcement
Mapping

An actionable enforcement referral must cleanly disaggregate broad allegations of structural
market manipulation into discrete statutory violations supported by specific legal elements and
microstructural mechanics.

Securities Exchange Act Section 10(b) and Rule 10b-5

Section 10(b) of the Securities Exchange Act of 1934 (15 U.S.C. § 78j(b)) and SEC Rule 10b-5
thereunder serve as the primary federal antifraud provisions. To establish a violation of Section
10(b) and Rule 10b-5, the Commission must establish three core elements:

1. The defendant employed a device, scheme, or artifice to defraud; made an untrue
statement of a material fact or omitted a material fact necessary to make statements not
misleading; or engaged in an act, practice, or course of business that operated as a fraud
or deceit upon any person;

The conduct occurred in connection with the purchase or sale of a security; and
3. The defendant acted with scienter, defined as a mental state embracing intent to deceive,

N



manipulate, or defraud, or reckless disregard for the truth.
In market manipulation matters, deceptive trading practices that distort market pricing
mechanisms satisfy the manipulative scheme prong of Rule 10b-5. In the context of
short-selling, actionable fraud arises when institutional traders engage in abusive naked short
selling or order mismarking under SEC Rule 10b-21 (the short-selling anti-fraud rule), deceiving
executing broker-dealers regarding their intention or ability to deliver borrowed securities prior to
settlement date.

Securities Exchange Act Section 9(a)(2)

Section 9(a)(2) of the Exchange Act (15 U.S.C. § 78i(a)(2)) specifically addresses manipulative
activity on national securities exchanges. The statutory elements require establishing:
1. That a person, alone or in concert with others, effected a series of transactions in any
security registered on a national securities exchange;
2. That these transactions created actual or apparent active trading in such security, or
raised or depressed the price of such security; and
3. That the transactions were executed for the purpose of inducing the purchase or sale of
such security by others.
The central legal threshold under Section 9(a)(2) is the specific manipulative purpose. Large
trading volumes or aggressive execution strategies that move market prices do not per se
violate Section 9(a)(2) unless the Commission demonstrates through trading records, electronic
communications, or econometric timing that the orders were intentionally structured to mislead
market participants, trigger algorithmic stop-loss thresholds, or induce forced liquidations.

Regulation SHO: Rules 203 and 204

Regulation SHO (17 CFR Part 242) governs short-sale execution and settlement across
registered equity securities to prevent persistent settlement failures and curtail abusive naked
short selling:

Rule 203(b)(1) establishes the locate requirement, prohibiting a broker-dealer from accepting a
short-sale order for an equity security from a customer, or executing a short sale for its own
account, unless the broker-dealer has borrowed the security, entered into a bona fide
arrangement to borrow the security, or has reasonable grounds to believe that the security can
be borrowed so that it can be delivered on the date delivery is due. The locate must be
documented prior to order entry.

Rule 203(b)(2)(iii) provides an exception to the locate requirement for short sales executed by
registered market makers in connection with bona fide market making activities. As established
in SEC enforcement precedents—including /n re IMC Chicago, LLC (2022) and In re Simplex
Trading, LLC (2023)—this exemption is applied strictly. Market participants violate Rule
203(b)(1) when they claim the exemption while:

e Posting non-firm indications of interest (IOIs) or displaying quotes only on proprietary
single-dealer platforms rather than maintaining continuous, two-sided quotes at or near
the National Best Bid and Offer (NBBO);

e Utilizing algorithmic pegging orders placed at wide intervals from the NBBO designed to
evade trade executions;

e Executing short sales to hedge speculative, proprietary options trading strategies rather
than facilitating customer order flow; or

e Executing sham options reset transactions, such as married puts or deep-in-the-money



buy-writes, designed to create the illusion of closing out short positions without real

economic exposure, as determined in In re Hazan and In re TUM Proprietary Trading.
Rule 204 imposes strict close-out requirements on participants of registered clearing agencies
(such as the National Securities Clearing Corporation (NSCC)). If a clearing firm has a failure to
deliver (FTD) at the clearing agency, it must close out the fail position by borrowing or
purchasing securities of like kind and quantity. Following the acceleration of the standard U.S.
securities settlement cycle to T+1 under Exchange Act Rule 15¢6-1, short-sale fails must be
closed out no later than the beginning of regular trading hours on the settlement day following
the settlement date (T+2). Fails resulting from long sales or bona fide market making activities
receive an extended close-out window, closing out by the beginning of regular trading hours on
the third settlement day following the settlement date (T+4). If an FTD is not closed out within
these windows, the participant and any broker-dealer for which it clears trades enter a
mandatory "pre-borrow" penalty status, prohibiting further short sales in that security without an
explicit, pre-arranged borrow agreement.
Rule 203(c)(6) defines a "threshold security”" as any equity security of an issuer registered under
Section 12 or required to file reports under Section 15(d) of the Exchange Act that has an
aggregate FTD position for five consecutive settlement days at a registered clearing agency of
10,000 shares or more, equaling at least 0.5% of the issuer’s total shares outstanding. If an FTD
in a threshold security persists for thirteen consecutive settlement days, Rule 203(b)(3)
mandates immediate buy-in actions by the clearing participant.

SEC Rule 15¢3-1: The Net Capital Rule

SEC Rule 15¢3-1 (17 CFR § 240.15¢3-1) operates as a liquidity-based net capital test designed
to ensure broker-dealers maintain sufficient liquid assets to satisfy counterparty and customer
liabilities. Broker-dealers are required to compute their net capital by deducting non-allowable
assets and applying standardized regulatory percentage deductions ("haircuts") to the market
value of proprietary securities positions. Standardized haircuts for U.S. government obligations
under paragraph (c)(2)(vi)(A) are calibrated to remaining maturity:

Instrument Classification Remaining Term to Maturity Mandatory Haircut Deduction
U.S. Treasury Bills Less than 3 months 0.0%
U.S. Treasury Notes / Bonds |3 months to 1 year 0.5%
U.S. Treasury Notes / Bonds |1 year to 2 years 1.0%
U.S. Treasury Notes / Bonds ]2 years to 3 years 1.5%
U.S. Treasury Notes / Bonds |3 years to 5 years 2.0%
U.S. Treasury Notes / Bonds |5 years to 10 years 3.0%
U.S. Treasury Notes / Bonds |10 years to 20 years 4.0%
U.S. Treasury Bonds 20 years or greater 4.5% 10 6.0%
Registered Equity Securities  |Readily Marketable Common  |15.0%
Stock
Restricted / Unregistered llliquid / Non-Marketable Assets|100.0% (Total Deduction)
Securities

Under Alternative Net Capital (ANC) rules, approved broker-dealers and Security-Based Swap
Dealers (SBSDs) are permitted to calculate market and credit risk capital charges utilizing
internal mathematical Value at Risk (VaR) models rather than applying standardized haircuts.
However, if an ANC broker-dealer utilizes off-balance-sheet swap structures to conceal
directional exposures or misrepresents unhedged collateral assets to bypass capital deduction



thresholds, it violates Rule 15¢3-1, creating insolvency risks during sudden market contractions.

Dodd-Frank Title VIl and CEA Section 2(i)

Title VII of the Dodd-Frank Act established a dual regulatory framework over over-the-counter
(OTC) derivatives, assigning jurisdiction over security-based swaps to the SEC and all other
swaps to the CFTC. Cross-border application is governed by Section 2(i) of the Commaodity
Exchange Act (7 U.S.C. § 2(i)) and Section 30(b) of the Securities Exchange Act (15 U.S.C. §
78dd(b)). Under CEA Section 2(i), U.S. swap provisions apply to cross-border activities outside
the United States if:
1. Such activities have a "direct and significant connection with activities in, or effect on,
commerce of the United States"; or
2. The activities contravene rules prescribed by the Commission to prevent the evasion of
Title VII provisions.
Large institutions that route swap execution, financing, or collateral management through
foreign subsidiaries while directing trading strategies or transferring residual risk back to a U.S.
parent entity remain fully subject to domestic margin, trade reporting, and clearing mandates.

Enforcement Mapping of Technical Concepts

To establish a legally actionable filing, technical and structural concepts must be mapped
directly into federal statutory violations and forensic evidentiary requirements:

Alleged Practice [Technical / Primary Statutory [Violative Mandatory
Metaphorical Rule Mechanism Forensic Proof
Designation
Synthetic Share [Floating Treads |[SEC Reg SHO Executing short  [NSCC CNS fail
Fabrication Rules 203(b)(1) & [sales without a journals,
204 valid locate; failing [clearinghouse
to execute timely [buy-in notices,
mandatory broker locate logs.
buy-ins.
Offshore Swap |Trans-Atlantic Dodd-Frank Title [Shifting derivative [Bilateral ISDA
Arbitrage Plumb Line VII; CEA § 2(i); risk to foreign Master
SEA § 30(b) affiliates to evade |Agreements, SDR

domestic margin [transaction
and clearing rules. [records, internal
booking feeds.

Leverage Ratio |Exceeded BanisterfSEC Rule 15¢3-1 [Misclassifying FOCUS Part I
Manipulation Code (Net Capital Rule) |synthetic or filings, ANC
rehypothecated |internal risk logs,
assets to evade  repo collateral
regulatory haircut |schedules.

deductions.
Systemic Tuning Fork Basel Il LCR (12 |Operating with Fedwire cash
Liquidity Widget / 5D Metric|CFR Part 249); inadequate transfers, tri-party
Mismatch Rule 15¢3-3 High-Quality Liquidrepo margin calls,

Assets (HQLA) liquidity stress




Alleged Practice [Technical / Primary Statutory [Violative Mandatory

Metaphorical Rule Mechanism Forensic Proof
Designation
during intraday logs.
margin spikes.
Sovereign Federal Treasury [Exchange Act \Weaponizing FICC clearing
Collateral Choke Sections 9(a)(2) & [collateral logs, repo
Squeeze 10(b) starvation in "special" rate
off-the-run sheets, CME
Treasuries to futures trade
trigger basis trade [blotters.
squeezes.

Microstructural Mechanics of the Treasury Basis
Compression

The cash-futures basis trade in the U.S. Treasury market represents a nexus of structural
leverage and sovereign debt clearing. While historically viewed as a benign relative-value
arbitrage that provides liquidity across the yield curve, the trade embeds extreme systemic
vulnerabilities when levered through short-term repurchase agreements.

Cash-Futures Basis Trade Architecture

The Treasury cash-futures basis trade exploits pricing differentials between cash U.S. Treasury
notes and Treasury bond futures contracts traded on the Chicago Mercantile Exchange (CME).
The trade is economically governed by the cost of carry, with the gross basis defined as:
\text{Basis} = P_{\text{cash}} - \left(P_{\text{futures}} \times \text{CF}\right)
where P_{\text{cash}} is the spot clean price of the eligible Treasury security, P_{\text{futures}}
is the market price of the CME futures contract, and \text{CF} is the CME conversion factor
established for the specific Treasury CUSIP to standardize coupon variations against nominal
contract specifications.
In a typical basis trade, an arbitrageur observes that a futures contract is trading at an implied
premium relative to the cash Treasury note designated as the "Cheapest-to-Deliver" (CTD) into
the CME delivery basket. To capture this discrepancy, the fund purchases the CTD cash
Treasury note and simultaneously sells the corresponding Treasury futures contract short (such
as the CME 10-Year Ultra Futures). To finance the purchase of the cash Treasury note, the fund
pledges the cash bond into the bilateral repurchase agreement (repo) market via a prime broker.
Because gross basis spreads are narrow—often yielding only 10 to 30 basis points
annualized—arbitrageurs achieve target equity returns by borrowing between 50 and 100 times
their committed capital in the repo market. At 50x leverage, a hedge fund purchases $100
million of cash Treasuries by posting $2 million of equity capital, financing the remaining $98
million via repo. The entire structure remains stable only as long as:

e The repo funding rate remains stable and predictable;

e The cash-futures basis spread converges toward expiration without premature

divergence; and
e Deliverable cash Treasury collateral remains accessible in custodial clearing channels.



Sovereign Debt Buyback Catalysts

A major operational catalyst disrupting this equilibrium is the regular Treasury debt buyback
program. Initiated in May 2024 by the U.S. Department of the Treasury, the buyback program
operates under two mandates: liquidity support and cash management.
Under the liquidity support mandate, the Treasury conducts weekly auction operations across
designated maturity sectors—specifically including the 10-to-20-year and 20-to-30-year nominal
coupon buckets—offering to repurchase older, less liquid "off-the-run" debt directly from primary
dealers. When the Treasury expands its buyback ceilings (such as elevating single-operation
caps from $2 billion to $4 billion or higher across quarterly refunding cycles), primary dealers
tender significant volumes of off-the-run inventory directly back to the government.

When a liquidity buyback operation targets off-the-run 10-year Treasury notes—such as
benchmark CUSIPs 91282CDJ3 or 91282CBY 1—that concurrently serve as the primary CTD
issue for the CME 10-Year Ultra Treasury Futures contract, the operation permanently removes
deliverable float from the private market. The sequential transmission chain flows directly
through the clearing architecture:

Sequential Stage

Market Node

Operational Mechanism

Microstructural Impact

1. Sovereign Buyback
Execution

U.S. Treasury / Primary
Dealers

Treasury purchases
target CUSIP (e.g.,
91282CDJ3) under
liquidity support
mandate.

Deliverable paper is
surrendered and retired
into the Treasury
General Account.

2. Custodial Collateral
Starvation

DTCC / FICC Clearing
Members

Custodial clearing
networks experience an
immediate reduction in
available CTD float.

Bilateral repo desks
[cannot source specific
CUSIP to settle existing
delivery obligations.

3. Repo Specialness
Inversion

Repo Market /
Financing Desks

Specific repo rates
(R_{\text{special}})
plunge far below
general collateral rates.

Repo borrowing rates
collapse into negative
territory, imposing
punitive financing carry.

4. Mandatory Penalty
Accrual

FICC / TMPG Rules

FICC enforces TMPG
Fails Charges on all
unsettled delivery
failures.

Failing participants
incur daily capital
charges calculated at
max(0, 3\% -

R {\text{target}}).

5. Basis
Disconnection &
Margin Calls

CME / FICC Risk
Engines

Cash bond prices gap
upward relative to
futures; basis spread
widens.

99th percentile VaR
models spike;
clearinghouses issue
massive intraday
margin calls.

6. Programmatic
Squeeze Unwind

Prime Broker Risk
Algorithms

Leveraged hedge funds
exhaust equity margins;
prime brokers initiate
auto-liquidations.

Forced short covering
in CME futures and
cash buy-ins trigger a
self-reinforcing reverse
squeeze.




Collateral Scarcity, Repo Specialness, and TMPG Fails Charges

When a specific Treasury note is drained from the market, market participants who are short the
cash leg or obligated to deliver the note into repo lines face severe collateral scarcity. The note
begins trading "on special" in the repo market, defined by the spread between the General
Collateral Financing (GCF) repo rate and the specific repo rate for that security:

\text{Repo Special Spread} = R_{\text{general}} - R_{\text{special}}

When demand to borrow the security exceeds deliverable float, R_{\text{special}} collapses to
zero or drops deeply into negative territory. In a negative repo rate environment, an entity
borrowing the security must pay daily interest to the lender rather than receiving interest on the
cash collateral pledged, creating punitive negative carry.

To prevent structural gridlock in sovereign debt clearing, the Treasury Market Practices Group
(TMPG), sponsored by the Federal Reserve Bank of New York, enforces a mandatory fails
charge trading practice incorporated into FICC Government Securities Division (GSD) rules. The
TMPG fails charge rate is calculated according to the formula:

\text{TMPG Fails Charge Rate} = \max\left(0, 3\% - R_{\text{target}}\right)

where R_{\text{target}} is the lower bound of the target federal funds rate (or the operational
policy rate). The monetary assessment for each failed settlement day is computed as:
\text{Daily Fails Penalty} = \text{Settlement Amount} \times \frac{\text{TMPG Fails Charge
Rate}}{360}

If an institution fails to deliver CUSIP 91282CDJ3, it incurs the dual penalty of negative repo
borrow fees and daily TMPG fails charges, alongside acute mark-to-market exposure as cash
prices rise due to sovereign buyback competition.

VaR Breakdowns and Prime Broker Liquidations

The divergence between cash prices and futures prices dismantles the correlation assumptions
underpinning prime broker risk models. Fixed income clearinghouses (such as FICC) and
futures exchanges (such as CME) calculate member margin requirements using Value at Risk
(VaR) engines designed to cover a 99th percentile loss over a multi-day settlement period.
Under normal market conditions, the long cash leg and short futures leg offset each other,
resulting in low margin requirements.

When cash bond prices gap higher without an immediate corresponding move in futures prices,
the basis spread widens. Because the trade is levered up to 100:1, an adverse price movement
of just 50 basis points completely exhausts the fund's 1% equity margin. As clearinghouses
issue intraday variation margin calls, funds with insufficient liquid collateral experience rapid
capital depletion.

Under SEC Rule 15¢3-1, prime brokers cannot carry uncollateralized client debit balances
without taking immediate capital charges that impair their own regulatory net capital. To protect
balance sheet solvency, prime broker risk management systems trigger automated liquidation
algorithms. These algorithms execute market buy orders in CME futures to close short legs
while purchasing cash Treasuries in the open market to settle open FTDs, driving prices higher
and creating a cascading short squeeze.

Metric / Operational Normal Basis Trading |Acute Buyback / Regulatory & Statutory
State State Squeeze State Exposure

Repo Borrowing Rate |5 to 15 bps below Plunges to negative Imposes severe
(R_{\text{special}}) [general collateral 100 to negative 300 negative carry on cash




Metric / Operational
State

Normal Basis Trading
State

Acute Buyback /
Squeeze State

Regulatory & Statutory
Exposure

(positive yield).

bps.

legs.

CTD Deliverable Float

Ample float across
primary dealer
inventories.

Severely restricted by
[Treasury liquidity
buybacks.

Induces settlement
gridlock and FICC fail
spikes.

TMPG Fails Charges

Negligible; routine
settlement within
standard windows.

Maximized daily at
max(0, 3\% -
R {\text{target}}).

Mandates capital
deductions and cash
penalty settlement.

Clearinghouse Margin
Requirements

Minimal; cash and
futures legs offset in
VaR models.

Spikes exponentially as
historical correlations
fail.

Incurs severe intraday
variation margin calls.

Broker-Dealer Net
Capital Cushion

Stable; standardized
haircuts or ANC models
compliant.

Impaired by client debit
balances and volatility
haircuts.

Violations of SEC Rule
15¢3-1 (Net Capital
Rule).

Short Liquidation
Flow

Orderly contract roll
into subsequent expiry
cycles.

Programmatic
liquidation via
automated algorithms.

Investigation under
Exchange Act Sections
9(a) and 10(b).

Forensic Evidentiary Specifications for Enforcement

Action

To satisfy the independent analysis standard of SEC Rule 21F-4(b)(3), an enforcement
submission must incorporate transaction-level evidentiary attachments capable of substantiating

each alleged violation.

Attachment A: Continuous Failure-to-Deliver (FTD) Reconstruction

Attachment A must provide empirical documentation of continuous settlement failures through
registered clearing agencies:
The analysis must cross-reference NSCC Continuous Net Settlement (CNS) daily fail data
against exchange-published Reg SHO Threshold Security lists. To substantiate a statutory
violation under Rule 203(c)(6), the evidentiary submission must prove that the target security
maintained an aggregate FTD balance exceeding 10,000 shares and 0.5% of the issuer's total
shares outstanding for five consecutive settlement days.
The filing must trace fail persistence through the T+1 and T+3 close-out windows established by
Rule 204. The analysis must demonstrate that the clearing participant failed to purchase or
borrow securities to close out the fail position by the opening of regular trading hours on the
mandatory close-out date, and subsequently failed to enforce the mandatory pre-borrow
requirement under Rule 204(a). For fails enduring past thirteen consecutive settlement days, the
audit must document the clearing firm's failure to execute mandatory open-market buy-ins
pursuant to Rule 203(b)(3).

Attachment B: Clearing Member Settlement Discrepancy Audits

Attachment B must document off-balance-sheet leverage warehousing and unhedged collateral

rehypothecation:




The submission must provide trade blotters from the Fixed Income Clearing Corporation (FICC)
Government Securities Division (GSD), documenting unsettled delivery obligations in specific
10-year off-the-run Treasury notes (specifically targeting CUSIP 91282CDJ3 and CTD
benchmark CUSIP 91282CBY1) coinciding with Treasury liquidity buyback dates.

Forensic analysis must reconcile bilateral repo transaction records against tri-party clearing
journals to uncover collateral rehypothecation loops. The filing must isolate instances where a
single Treasury CUSIP was pledged as collateral across multiple bilateral repo arrangements
without physical custody backing, directly violating broker-dealer segregation requirements
under SEC Rule 15¢3-3.

The submission must extract Unique Swap Identifiers (USIs) from registered Swap Data
Repositories (SDRs) demonstrating that cross-border total-return swaps (TRSs) or sovereign
basis swaps were booked through foreign affiliates (e.g., London, Dublin, or Cayman Islands
entities) to obscure domestic leverage and circumvent SEC/CFTC capital and margin mandates,
satisfying extraterritorial jurisdictional prongs under CEA Section 2(i) and Exchange Act Section
30(b).

Attachment C: Cross-Exchange Order Book Tape Reconstruction

Attachment C must prove that broker-dealers unlawfully claimed the Rule 203(b)(2)(iii) Bona
Fide Market Making (BFMM) exemption to bypass short-sale locate requirements:

The analysis must reconstruct Consolidated Audit Trail (CAT) transaction logs, evaluating
whether the executing broker-dealer improperly populated the BFMM locate exemption flag on
short-sale order entries.

Order book depth analysis must demonstrate that the firm failed to post continuous, two-sided
firm quotations at or near the NBBO, but instead posted non-firm indications of interest (10Is) or
wide peg orders on private alternative trading systems (ATSs) or single-dealer platforms, directly
mirroring the violative practices penalized in In re IMC Chicago, LLC.

The filing must isolate matched transactions where the firm executed equity short sales while
concurrently entering into deep-in-the-money options combinations (married puts or buy-writes)
with affiliated counterparties. These transactions must be documented as sham reset
arrangements designed to give the illusion of satisfying Rule 204 delivery obligations without
genuine market exposure.

Evidentiary Component|Target Data Source Clearing & Regulatory [Target Statutory
Venue Violation

Attachment A: FTD |NSCC CNS FTD DTCC /NSCC/ SEC Reg SHO Rules

Logs records; Exchange National Exchanges. [203(b)(3) & 204.
Threshold lists.

Attachment B: FICC clearance FICC /DTCC SEC Rule 15¢3-1;

Collateral Audits journals; SDR Deriv/SERV / SDRs. Dodd-Frank Title VII;
transaction databases. CEA § 2(i).

Attachment C: Tape |CAT NMS Plandata |[FINRA CAT/ SEA § 9(a)(2); Reg

Reconstruction feeds; Direct SIP book [Registered Exchanges. [SHO Rule 203(b)(1).
feeds.

Record Retention \Write-protected Broker-Dealer Internal [SEC Rule 17a-4(f);

Logs electronic audit trails; [Compliance Archives. |FINRA Rule 4511.
\WORM media.




SEC Rule 17a-4(f) Electronic Recordkeeping and Chain-of-Custody

Digital evidence submitted to the Commission must satisfy the electronic recordkeeping
standards established by SEC Rule 17a-4(f) (17 CFR § 240.17a-4(f)) and FINRA Rule 4511.
Historically, Rule 17a-4(f) mandated that electronic records be stored exclusively on
non-rewriteable, non-erasable "write-once, read-many" (WORM) storage media. In
comprehensive regulatory amendments effective January 2023, the Commission modernized
Rule 17a-4(f) by introducing the Audit-Trail Alternative. Under this amended framework, a firm
or whistleblower may preserve electronic records using systems that meet either:
e The traditional WORM hardware formatting standard; or
e An electronic audit-trail system that maintains complete, tamper-evident logs documenting
all modifications, additions, deletions, access timestamps, and user identities, thereby
guaranteeing the authenticity and unalterable nature of the electronic records.
When a whistleblower provides forensic trade logs, telemetry captures, and ledger
exports—such as the SHA-256 cryptographic attestation
f5db5cbf7f0df4f5ba4ec5f82226904c355¢c45e7496[span_149](start_span)[span_149](end_span)
[span_153](start_span)[span_153](end_span)1c41ec9480e930562d0a3—the materials must be
accompanied by chain-of-custody documentation. The filing must verify that the underlying
datasets were captured in real time, preserved in WORM-compliant or audit-trail-verified
storage, and hashed using standardized cryptographic protocols to ensure absolute evidentiary
admissibility in federal court or Commission administrative proceedings.

Forensic Remediation: Bridging Metaphorical
Manifestos into Actionable Petitions

Technical whistleblower filings frequently suffer from severe communication breakdowns when
guantitative analysts express mathematical relationships through philosophical, architectural, or
physical metaphors. While physical analogies can reflect valid mathematical structures,
presenting them in an SEC Form TCR creates acute triage friction within OMI, frequently
resulting in dismissal as speculative or ungrounded theory.

The physical principles underlying these metaphors can be demonstrated mathematically. For
instance, in acoustic analog gravity models, acoustic perturbations in moving, inhomogeneous
fluids propagate according to an effective curved-spacetime Lorentzian metric:

ds_{\text{eff}}*2 = \frac{\rho_0}c_s} \left[ c_s*2 dt*2 - \delta_{ij}(dx"i - v*i dt)(dx?j - v#j dt) \right]
where \rho_0 is the background fluid density, v is the background velocity field, and c_s is the
local speed of sound. When fluid flow becomes supersonic (v > c_s), an acoustic horizon forms
from which phonons cannot escape upstream, emitting analog Hawking radiation at an effective
temperature:

k_B T = \frac{\hbar \kappa}{2\pi c_s}

where \kappa is the surface gravity of the sonic horizon. Similarly, in relativistic hydrodynamics,
acoustic perturbations in a radiation-dominated fluid propagate at:

c_s = \sqrt{\frac{dp}{d\epsilon}} = \frac{c}{\sqrt{3}} \approx 0.577¢c

saturating the conformal wave speed limit.

However, incorporating assertions regarding "five-dimensional tuning forks," "trans-Atlantic
plumb lines," or "gravitational coefficients" into a regulatory filing obscures the factual and
statutory allegations. Enforcement attorneys do not litigate physical metaphors; they prosecute
specific, statutorily defined misconduct.



To convert a conceptual manifesto into an actionable enforcement petition, the filing must
undergo a structural translation that replaces metaphorical narratives with concrete legal claims:

Manifesto Narrative

Conceptual Meaning

Operational Flaw in
TCR Filing

Remediated
Enforcement Allegation

"The Hubris of the
Localized Plumb
Line"

Attempting to manage
global cross-border risk
using localized,
domestic mathematical
models.

Dismissed by OMI as
philosophical theory;
fails to identify specific
corporate entities.

Cross-border regulatory|
arbitrage under
Dodd-Frank Title VII
and CEA Section 2(i).
Alleges that U.S.
institutions routed
swaps to London
affiliates to evade
domestic margin rules.

"Floating Treads
Without Stringers"

Manufacturing synthetic
short exposures without
underlying share
locates or physical
borrowing.

Lacks required
clearinghouse
settlement timestamps
and CUSIP
identification.

Systemic violations of
SEC Regulation SHO
Rule 203(b)(1) and
Rule 204. Documents
unlocated short sales
and chronic FTDs in
threshold securities.

"The 5D Tuning Fork
Widget"

[The necessity for
tangible asset backing,
real-time collateral
coverage, and liquidity.

Dismissed as
non-standard
mathematical jargon
unsupported by
statutory prongs.

Broker-dealer capital
adequacy violations
under SEC Rule 15¢3-1
(Net Capital Rule) and
Basel Il LCR. Identifies
uncollateralized
intraday debit balances.

"The Federal Treasury
Choke"

Catastrophic market
unwinding triggered
when sovereign debt
buybacks drain
deliverable repo float.

Reads as speculative
market forecasting
rather than an
intentional manipulative
scheme.

Violations of Exchange
Act Sections 9(a)(2)
and 10(b) and Rule
10b-5. Alleges
intentional manipulation
of off-the-run 10-year
[Treasury basis spreads

(CUSIP 91282CDJ3).

Executing this remediation protocol preserves the underlying quantitative findings while
presenting the allegations in the precise technical, legal, and evidentiary format required by OMI
intake officers and SEC Division of Enforcement trial attorneys.

Actionable Enforcement Recommendations

To address the microstructural vulnerabilities and statutory non-compliance identified across
leveraged basis trading and clearing operations, the SEC Division of Enforcement, the CFTC
Division of Enforcement, and FINRA Market Regulation should pursue targeted, coordinated

regulatory measures.



Targeted Enforcement Audits of Primary Dealer Basis Desks

The Commission, in conjunction with the CFTC, should institute formal examinations of
Alternative Net Capital (ANC) broker-dealers, prime brokerages, and registered Swap Dealers
operating significant cash-futures basis desks:

e Subpoena all internal trade blotters, repo financing journals, and FICC settlement records
for 10-year off-the-run Treasury securities—specifically benchmark CUSIPs 91282CDJ3
and 91282CBY1—spanning all Treasury debt buyback operations conducted since May
2024.

e Audit firm general ledgers against FICC account statements to verify that accrued TMPG
Fails Charges were settled as required rather than absorbed, waived, or concealed
through unrecorded inter-affiliate journal entries.

e Re-evaluate the stress-testing parameters within ANC broker-dealers' internal VaR
models to verify that proprietary leverage calculations accurately reflect liquidity haircuts
on concentrated off-the-run sovereign debt positions during periods of extreme repo
specialness.

Interdiction of Bona Fide Market Making Exemption Abuse

The SEC Division of Trading and Markets, together with FINRA, should intensify automated
surveillance targeting the Regulation SHO Rule 203(b)(2)(iii) locate exemption:

e Interrogate Consolidated Audit Trail (CAT) reporting data to flag executing broker-dealers
marking short sales with the Bona Fide Market Making (BFMM) flag while failing to
maintain continuous, two-sided quotes at or near the NBBO on public exchanges,
consistent with enforcement principles established in IMC Chicago.

e Reconstruct multi-leg options order flow around mandatory Rule 204 close-out deadlines
to detect and prosecute sham reset transactions. Target market participants engaging in
married puts or deep-in-the-money buy-writes engineered to simulate share deliveries
and reset the thirteen-day threshold security clock without establishing bona fide market
positions.

Cross-Border Swap Integration and Margin Enforcement

Pursuant to the extraterritorial provisions of CEA Section 2(i) and Exchange Act Section 30(b),
domestic regulators must close regulatory arbitrage pathways between U.S. clearinghouses and
foreign financial subsidiaries:

e Mandate the reconciliation of Swap Data Repository (SDR) transaction feeds with
domestic equity and fixed-income clearing journals to identify total-return swaps and basis
swaps executed offshore that reference U.S. sovereign debt or domestic equity floats.

e Enforce Title VIl initial and variation margin requirements on all offshore swap
arrangements where economic risk, trading authorization, or collateral guarantees reside
within a U.S. parent entity, eliminating the use of cross-border booking structures to evade
domestic net capital and leverage rules.
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