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On July 31, 2020, StoneX Group, Inc. (the "Company") filed its Form 8-K ("the Original Form 8-K") to report the acquisition of GAIN Capital Holdings, Inc., a Delaware corporation (“GAIN”), as
contemplated by the terms of the Agreement and Plan of Merger, dated as of February 26, 2020 (the "Merger Agreement"), by and among the Company, GAIN and Golf Merger Sub I Inc. ("Merger
Sub"). The Original Form 8-K did not include the audited financial statements of GAIN or the pro forma unaudited financial statements of the combined entity. This Amendment to the Form 8-K is
filed to include the financial statement information required under Item 9.01 of Form 8-K in connection with the acquisition of GAIN.

Except to the extent expressly set forth herein, this amended Form 8-K speaks as of the filing date of the Original Form 8-K and has not been updated to reflect events occurring subsequent to the
original filing date. Accordingly, this amended Form 8-K should be read in conjunction with our filings made with the Securities and Exchange Commission subsequent to the filing of the Original
Form 8-K.

Forward-Looking Statements

This Form 8-K/A contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended. Forward-looking statements are identified by words such as “may,” “should,” “expects,” “anticipates,” “assumes,” “can,” “will,” “could,” “likely,” “intends,” “might,” “predicts,” “seeks,”
“would,” “believes,” “estimates” or “plans.” These forward-looking statements include, among other things, statements relating to the expected results of the merger with GAIN, including any
anticipated cost or capital synergies associated therewith, operating efficiencies and results, growth, client and stockholder benefits, accretion, financial benefits or returns, key assumptions,
integration costs and transaction costs, our future financial performance, our business prospects and strategy, anticipated financial position, liquidity and capital needs and other similar matters. These
forward-looking statements are based on management’s current expectations and assumptions about future events, which are inherently subject to uncertainties, risks and changes in circumstances
that are difficult to predict. These forward-looking statements involve known and unknown risks and uncertainties, many of which are beyond our control, that may cause actual results to be
materially different from any anticipated results expressed or implied by these forward-looking statements, including, among others, (i) anticipated benefits of the merger, including the realization of
revenue, accretion, financial benefits or returns and other cost and capital synergies may not be fully realized or may take longer to realize than expected, (ii) adverse changes in economic, political
and market conditions, such as price levels and volatility in the commodities, securities and foreign exchange markets in which we and GAIN operate, (iii) losses from our market-making and trading
activities arising from counter-party failures and changes in market conditions, (iv) the possible loss of key personnel or GAIN key personnel, (v) the impact of increasing competition, (vi) the impact
of changes in government regulation, (vii) the possibility of liabilities arising from violations of federal and state securities laws, (viii) the impact of changes in technology in the securities and
commodities trading industries and (ix) other risks and uncertainties, including those set forth under the heading “Item 1A. Risk Factors” in our most recent Annual Report on Form 10-K and, to the
extent applicable, our Quarterly Reports on Form 10-Q. You should read cautionary statements made as being applicable to all related forward-looking statements wherever they appear in this Form
8-K/A. We cannot assure you that the forward-looking statements in this Form 8-K/A will prove to be accurate. Furthermore, if our forward-looking statements prove to be inaccurate, the inaccuracy
may be material. In light of the significant uncertainties in these forward looking statements, you should not regard these statements as a representation or warranty by us or any other person that we
will achieve our objectives and plans in any specified time frame, if at all. Investors are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date they
were made. Except as expressly required under federal securities laws and the rules and regulations of the U.S. Securities and Exchange Commission, we do not have any obligation, and do not
undertake, to update any forward-looking statements to reflect events or circumstances arising after the date of this press release, whether as a result of new information, future events or otherwise.
All forward-looking statements attributable to us are expressly qualified by these cautionary statements.

Item 9.01. Financial Statements and Exhibits

(a) Financial Statements of Business Acquired

Financial statements of GAIN as required under Item 9.01 of Form 8-K in connection with the merger with GAIN are attached.

(b) Pro Forma Financial Information

Pro forma financial information as required under Item 9.01 of Form 8-K in connection with the merger with GAIN are attached.



(c) Exhibits
Exhibit
Number            Description

2.1 Agreement and Plan of Merger, dated as of February 26, 2020, by and among the Company, GAIN and Merger sub (Incorporated by reference to Exhibit 10.1 of the
Company's Current Report on Form 8-K filed by the Company on February 27, 2020) *

23. 1            Consent of BDO USA, LLP

99.1 Audited consolidated financial statements and financial statements schedules of GAIN for the year ended December 31, 2019, and the unaudited condensed consolidated
financial statements of GAIN for the three months ended March 31, 2020.

                     
99.2 Unaudited pro forma condensed combined income statement for the year ended September 30, 2019, unaudited pro forma condensed combined income statement for the

six months ended March 31, 2020, and unaudited pro forma condensed combined balance sheet as of March 31, 2020.

104             Cover Page Interactive Data File - the cover page XBRL tags are embedded within the Inline XBRL
document.

* Previously filed.

http://www.sec.gov/Archives/edgar/data/913760/000091376020000031/exhibitmergeragtexecution.htm


Signature

Pursuant to the Requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf by the Undersigned hereunto duly authorized.

   StoneX Group Inc.
   (Registrant)
 October 13, 2020  /s/ WILLIAM J. DUNAWAY
 (Date)  William J. Dunaway
   Chief Financial Officer



Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

We hereby consent to the incorporation by reference in the Registration Statements on Forms S-3 (No. 333‑117544, 333-137992, 333-144719, 333-152461, 333-186704, 333-209912, and 333-
231301) and on Form S-8 (No. 333-108332, 333-142262, 333-196413, 333-197773, 333-216538, and 333-229807) of StoneX Group Inc. our reports dated March 16, 2020, relating to the
consolidated financial statements and financial statement schedule, of Gain Capital Holdings, Inc. which appears in the Current Report on Form 8-K/A of StoneX Group, Inc. filed on October 13,
2020.

BDO USA, LLP
New York, New York
October 13, 2020





 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 



 

Table of Contents UNITED STATES SECURITIES AND EXCHANGE COMMISSION Washington, D.C. 20549 FORM 10-Q ☒ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 For the Quarterly Period Ended March 31, 2020 OR ☐ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 For the Transition Period from to . Commission File Number 001-35008 GAIN CAPITAL HOLDINGS, INC. (Exact name of registrant as specified in its charter) Delaware 20-4568600 (State or other jurisdiction of (I.R.S. Employer incorporation or organization) Identification No.) Bedminster One 135 Route 202/206 Bedminster, New Jersey 07921 (Address of principal executive offices) (Zip Code) Registrant’s telephone number, including area code: (908) 731-0700 Securities registered pursuant to Section 12(b) of the Exchange Act: Title of each class Trading Symbol Name on each exchange on which registered Common Stock, $0.00001 par value per share GCAP New York Stock Exchange Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. ☒ Yes ☐ No Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was required to submit such files). ☒ Yes ☐ No Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company or an emerging growth company. See the definitions of “large
accelerated filer,” “accelerated filer”, “smaller reporting company” and "emerging growth company" in Rule 12b-2 of the Exchange Act. Large accelerated filer ☐ Accelerated filer ☒ Non-accelerated filer ☐ Smaller reporting company ☒ Emerging growth company ☐ If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. ☐ Indicate by a check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). ☐ Yes ☒ No As of May 5, 2020, the registrant had 37,803,800 shares of common stock, $0.00001 par value per share, outstanding.
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Table of Contents PART I – FINANCIAL INFORMATION Item 1 - Condensed Consolidated Financial Statements GAIN CAPITAL HOLDINGS, INC. Condensed Consolidated Balance Sheets (Unaudited) (in thousands, except share data and par value) March 31, 2020 December 31, 2019 ASSETS: Cash and cash equivalents $ 293,302 $ 190,072 Cash and securities held for customers 785,223 929,263 Receivables from brokers 53,053 112,296 Property and equipment, net 29,052 30,563 Intangible assets, net 21,153 24,163 Other assets 50,003 64,012 Total assets $ 1,231,786 $ 1,350,369 LIABILITIES AND SHAREHOLDERS’ EQUITY: Liabilities Payables to customers $ 785,223 $ 929,263 Payables to brokers 5,895 — Accrued compensation and benefits 6,439 5,462 Accrued expenses and other liabilities 44,969 43,129 Income tax payable 11,818 638 Convertible senior notes 80,334 137,178 Total liabilities $ 934,678 $ 1,115,670 Commitments and contingent liabilities Shareholders’ equity Common stock ($0.00001 par value; 120 million shares authorized; 55.6 million shares issued and 37.8 million shares outstanding as of March 31, 2020; 55.3 million shares issued and 37.5 million shares outstanding as of December 31, 2019) $ — $ — Additional paid-in capital 251,107 249,111 Retained earnings 209,825 134,752 Accumulated other comprehensive loss (36,307) (21,647) Treasury stock, at cost (17.8 million shares at March 31, 2020 and December 31, 2019) (127,517) (127,517) Total shareholders’ equity 297,108 234,699 Total liabilities and shareholders’ equity $ 1,231,786 $ 1,350,369 The accompanying notes are an integral part of these unaudited Condensed Consolidated Financial Statements. 3



 

Table of Contents GAIN CAPITAL HOLDINGS, INC. Condensed Consolidated Statements of Operations and Comprehensive Income/(Loss) (Unaudited) (in thousands, except share and per share data) Three Months Ended March 31, 2020 2019 REVENUE: Retail revenue $ 173,070 $ 24,279 Futures revenue 9,386 7,990 Other revenue 986 2,485 Total non-interest revenue 183,442 34,754 Interest revenue 2,740 4,294 Interest expense 484 613 Total net interest revenue 2,256 3,681 Net revenue $ 185,698 $ 38,435 EXPENSES: Employee compensation and benefits $ 24,166 $ 20,255 Selling and marketing 7,112 10,224 Referral fees 12,497 7,098 Trading expenses 4,928 5,480 General and administrative 13,846 12,756 Depreciation and amortization 4,304 4,250 Purchased intangible amortization 1,808 3,329 Communications and technology 4,523 5,691 Bad debt provision 4,213 427 Restructuring expenses 1,420 — Transaction costs 1,043 — Total operating expenses $ 79,860 $ 69,510 OPERATING PROFIT/(LOSS) 105,838 (31,075) Interest expense on long term borrowings 3,442 3,332 INCOME/(LOSS) BEFORE INCOME TAX $ 102,396 $ (34,407) Income tax expense/(benefit) 25,052 (6,053) NET INCOME/(LOSS) $ 77,344 $ (28,354) Other comprehensive (loss)/income: Foreign currency translation adjustment (14,660) 4,846 COMPREHENSIVE INCOME/(LOSS) $ 62,684 $ (23,508) Basic earnings/(loss) per share $ 2.06 $ (0.76) Diluted earnings/(loss) per share $ 2.06 $ (0.76) Basic weighted average common shares outstanding 37,554,579 37,525,073 Diluted weighted average common shares outstanding 37,585,806 37,525,073 The accompanying notes are an integral part of these unaudited Condensed Consolidated Financial Statements. 4



 

Table of Contents GAIN CAPITAL HOLDINGS, INC. Condensed Consolidated Statements of Changes in Shareholders’ Equity For the Three Months Ended March 31, 2020 and 2019 (Unaudited) (in thousands, except share and per share data) Common Stock Accumulated Additional Other Outstanding Treasury Paid-in Retained Comprehensive Shares Amount Stock Capital Earnings Loss Total BALANCE—January 1, 2020 37,484,276 $ — $(127,517) $ 249,111 $ 134,752 $ (21,647) $ 234,699 Net income applicable to Gain Capital Holdings, Inc. — — — — 77,344 — 77,344 Conversion of restricted stock into common stock 302,920 — — — — — — Share-based compensation — — — 1,996 — — 1,996 Dividends ($0.06 per share) — — — — (2,271) — (2,271) Foreign currency translation adjustment — — — — — (14,660) (14,660) BALANCE—March 31, 2020 37,787,196 $ — $(127,517) $ 251,107 $ 209,825 $ (36,307) $ 297,108 Common Stock Accumulated Additional Other Outstanding Treasury Paid-in Retained Comprehensive Shares Amount Stock Capital Earnings Loss Total BALANCE—January 1, 2019 37,821,686 $ — $(120,516) $ 243,216 $ 204,483 $ (29,410) $ 297,773 Net loss applicable to Gain Capital Holdings, Inc. — — — — (28,354) — (28,354) Conversion of restricted stock into common stock 182,443 — — — — — — Purchase of treasury stock (632,796) — (4,201) — — — (4,201) Share-based compensation — — — 1,685 — — 1,685 Dividends ($0.06 per share) — — — — (2,254) — (2,254) Foreign currency translation adjustment — — — — — 4,846 4,846 BALANCE—March 31, 2019 37,371,333 $ — $(124,717) $ 244,901 $ 173,875 $ (24,564) $ 269,495 The accompanying notes are an integral part of these unaudited Condensed Consolidated Financial Statements. 5



 

Table of Contents GAIN CAPITAL HOLDINGS, INC. Condensed Consolidated Statements of Cash Flows (Unaudited) (in thousands) Three Months Ended March 31, 2020 2019 CASH FLOWS FROM OPERATING ACTIVITIES: Net income/(loss) $ 77,344 $ (28,354) Adjustments to reconcile net income/(loss) to cash provided by/(used in) operating activities Loss/(gain) on foreign currency exchange rates 674 (964) Depreciation and amortization 6,112 7,579 Deferred tax expense/(benefit) 8,131 (6,695) Amortization of deferred financing costs 149 149 Bad debt provision 4,213 427 Convertible senior notes discount amortization 1,547 1,422 Share-based compensation 1,996 1,685 Interest earned on investments — (629) Amortization of right of use asset 987 524 Changes in operating assets and liabilities: Receivables from brokers 57,655 (11,932) Other assets (2,480) 4,676 Payables to customers (119,590) 17,826 Payables to brokers 6,243 (1,635) Accrued compensation and benefits 1,188 (7,990) Accrued expenses and other liabilities 3,965 (4,641) Income tax payable 10,837 (4,025) Long term securities 1,043 10,363 Lease liabilities (605) (705) Net cash provided by/(used in) operating activities 59,409 (22,919) CASH FLOWS FROM INVESTING ACTIVITIES: Purchases of property and equipment (4,238) (3,126) Purchase of minority interest — (2,422) Net cash used in investing activities (4,238) (5,548) CASH FLOWS FROM FINANCING ACTIVITIES: Maturity and repurchase of convertible notes (58,540) — Purchase of treasury stock — (4,201) Dividend payments (2,271) (2,254) Net cash used in financing activities (60,811) (6,455) Effect of exchange rate changes on cash and cash equivalents (34,127) 11,068 NET DECREASE IN CASH, CASH EQUIVALENTS, AND RESTRICTED CASH (39,767) (23,854) CASH, CASH EQUIVALENTS, AND RESTRICTED CASH — Beginning of period 1,112,793 1,016,616 CASH, CASH
EQUIVALENTS, AND RESTRICTED CASH — End of period $ 1,073,026 $ 992,762 Cash and cash equivalents 293,302 218,019 Cash and cash equivalents held for customers (see Note 1) 779,724 774,743 CASH, CASH EQUIVALENTS, AND RESTRICTED CASH — End of period $ 1,073,026 $ 992,762 SUPPLEMENTARY DISCLOSURES OF CASH FLOW INFORMATION: Cash paid for: Interest $ 3,913 $ 2,856 Income taxes $ 553 $ 5,507 The accompanying notes are an integral part of these unaudited Condensed Consolidated Financial Statements. 6



 

Table of Contents GAIN CAPITAL HOLDINGS, INC. NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited) 1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION Description of Business GAIN Capital Holdings, Inc. (together with its subsidiaries, the “Company”), is a Delaware corporation formed and incorporated on March 24, 2006. The Company is a global provider of trading services and solutions, specializing in over-the-counter ("OTC"), and exchange-traded markets. The Company operates its business in two segments: retail and futures. The retail segment provides customers around the world with access to global financial markets, including spot forex, precious metals, spread bets, and contracts for difference ("CFDs") on currencies, commodities, indices, individual equities, cryptocurrencies, bonds and interest rate products, as well as OTC options. The futures segment offers execution and risk management services for exchange-traded products on major U.S. and European exchanges, including Bitcoin. For more information about the Company’s segments, please see Note 17. Basis of Presentation and Principles of Consolidation The accompanying unaudited Condensed Consolidated Financial Statements reflect all adjustments that, in management's opinion, are necessary to fairly present the financial statements for the interim periods. The Condensed Consolidated Financial Statements are presented in accordance with generally accepted accounting principles in the United States of America (“GAAP”) and have been prepared in accordance with the regulations of the Securities and Exchange Commission (“SEC”) for interim financial statements. In accordance with SEC rules, interim financial statements omit or condense certain information and footnote disclosures. Results for the interim periods are not necessarily indicative of results to be expected for any other interim period or full year
These financial statements should be read in conjunction with the audited Consolidated Financial Statements and related notes included in the Company’s Annual Report on Form 10-K as of and for the year ended December 31, 2019, filed with the SEC on March 16, 2020. Preparing consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the Condensed Consolidated Financial Statements, as well as the reported amounts of revenue and expenses during the reporting period. Estimates, by their nature, are based on judgment and available information about current events and expectations about actions undertaken in the future. Actual results could differ materially from estimates. Cash and Securities Held for Customers Cash and securities held for customers represents cash and highly liquid assets held to fund customer liabilities in connection with trading positions and customer cash balances. Included in this balance are funds deposited by customers and funds accruing to customers as a result of trades or contracts. The Company records a corresponding liability in connection with this amount in Payables to customers on the Condensed Consolidated Balance Sheets. As of March 31, 2020 and December 31, 2019, $5.5 million and $6.5 million, respectively, of total Cash and securities held for customers are invested in U.S. government and agency securities. Such securities are carried at fair value, with unrealized and realized gains and losses included in Interest revenue and Other revenue in the Condensed Consolidated Statement of Operations and Comprehensive Income/(Loss), as appropriate. In addition, the Company holds certain customer funds in segregated or secured broker accounts. Legally segregated balances are not available for general use, in accordance with certain

jurisdictional regulatory requirements. The table below further breaks out the Cash and securities held for customers on the Condensed Consolidated Balance Sheets (amounts in thousands): March 31, 2020 2019 Cash and cash equivalents held for customers $ 779,724 $ 774,743 Marketable securities held for customers 5,499 94,945 Cash and securities held for customers $ 785,223 $ 869,688 7



 

Table of Contents Non-Controlling Interest In December 2018, the minority owners of Top Third Ag Marketing, LLC ("TT") notified the Company that they were exercising their put option with respect to their combined 21% ownership of TT. The purchase of the minority ownership interest closed on February 1, 2019 for approximately $2.4 million. Sale to INTL FCStone, Inc. On February 26, 2020, the Company entered into an Agreement and Plan of Merger (the “Merger Agreement”) with INTL FCStone Inc., a Delaware corporation (“INTL”) and Golf Merger Sub I, Inc., a Delaware corporation and a wholly owned subsidiary of INTL (“Merger Sub”), pursuant to which, among other things and subject to the satisfaction or waiver of specified conditions, Merger Sub will merge with and into the Company (the "Merger"). As a result of the Merger, Merger Sub will cease to exist, and the Company will survive as a wholly owned subsidiary of INTL. Subject to the terms and conditions of the Merger Agreement at the effective time of the Merger (the "Effective Time"), each share of the Company's common stock issued and outstanding immediately prior to the Effective Time (other than dissenting shares) will be converted into the right to receive $6.00 per share in cash, without interest. During the three months ended March 31, 2020, the Company incurred $1.0 million of transaction costs associated with the Merger Agreement. They are recorded in Transaction costs in the Condensed Consolidated Statements of Operations and Comprehensive Income/(Loss). COVID-19 On March 11, 2020, the World Health Organization declared the novel coronavirus ("COVID-19") a global pandemic. Concern over the economic impact this would cause drove volatility to extraordinary levels, resulting in significant increases to average daily retail trading volumes and retail revenue capture. These led to standout financial results during the first quarter, including record
levels of both net revenue and net income. The Company does not believe that there is any significant negative impact of the COVID-19 pandemic to the Condensed Consolidated Financial Statements as of March 31, 2020. The Company is continuing to monitor developments relating to COVID-19 and is coordinating its operational response based on existing business continuity plans and on guidance from global health organizations, relevant governments, and general pandemic response best practices. CARES Act On March 27, 2020, President Trump signed into law P.L. 116-136, the Coronavirus Aid, Relief, and Economic Security ("CARES") Act. The CARES Act, among other things, includes provisions relating to refundable payroll tax credits, deferment of employer side social security payments, net operating loss carryback periods, alternative minimum tax credit refunds, modifications to the net interest deduction limitations, increased limitations on qualified charitable contributions, and technical corrections to tax depreciation methods for qualified improvement property. It also appropriated funds for the SBA Paycheck Protection Program loans that are forgivable in certain situations to promote continued employment, as well as Economic Injury Disaster Loans to provide liquidity to small businesses harmed by COVID-19. 2. ACCOUNTING PRONOUNCEMENTS Recently Adopted In August 2018, the FASB issued ASU No. 2018-13, Changes to Disclosure Requirements for Fair Value Measurements (Topic 820), which improved the effectiveness of disclosure requirements for recurring and nonrecurring fair value measurements. The standard removes, modifies, and adds certain disclosure requirements. The Company adopted the new standard effective January 1, 2020 with no impact on our consolidated financial statements. Recent Accounting Pronouncements Not Yet Adopted In June 2016, the FASB issued ASU 2016-13, Financial

Instruments - Credit Losses (Topic 326). The ASU sets forth a “current expected credit loss” (CECL) model which requires the Company to measure all expected credit losses for financial instruments held at the reporting date based on historical experience, current conditions, and reasonable supportable forecasts. This replaces the existing incurred loss model and is applicable to the measurement of credit losses on financial assets measured at amortized cost and applies to some off-balance sheet credit exposures. In February 2020, the FASB issued ASU 2020-02, Financial Instruments - Credit Losses (Topic 326), which amends the effective date of the original pronouncement for smaller reporting companies. ASU 2016-13 and its amendments will be effective for the Company for interim and annual periods in fiscal years beginning after December 15, 2022. The Company is currently assessing the impact of the adoption of this ASU on its financial statements. 8



 

Table of Contents In December 2019, the FASB issued ASU No. 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes (“ASU 2019-12”), which is intended to simplify various aspects related to accounting for income taxes. ASU 2019-12 removes certain exceptions to the general principles in Topic 740 and also clarifies and amends existing guidance to improve consistent application. This guidance is effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2020, with early adoption permitted. The Company is currently evaluating the impact of this standard on its consolidated financial statements and related disclosures. 3. LEASES The Company leases office space under agreements classified as operating leases, with periods expiring between 2020 and 2029. The Company's leases do not require any contingent rental payments, impose any financial restrictions, or contain any residual value guarantees. Certain of the Company’s leases include renewal options and escalation clauses. Renewal options have not been included in the calculation of lease liabilities and right of use assets as the Company is not reasonably certain to exercise the options. The Company does not act as a lessor or have any leases classified as financing leases. As of March 31, 2020, the Company had operating lease liabilities of $16.6 million and right of use assets of $13.5 million, which were included in Accrued expenses and other liabilities and Other assets, respectively, on the Condensed Consolidated Balance Sheet. The following summarizes quantitative information about the Company’s operating leases (amounts in thousands, except lease term and discount rate): Three Months Ended March 31, 2020 2019 Lease cost Operating lease cost $ 1,302 $ 796 Total lease cost $ 1,302 $ 796 Other information Operating cash flows from operating leases $ 909 $ 866 Weighted-average remaining lease term - operating
leases 4.3 years Weighted-average discount rate - operating leases 7.5% Maturities of the Company's operating leases, excluding short-term leases, are as follows (amounts in thousands): For the nine months ending at December 31, 2020 $ 3,316 For the year ended December 31, 2021 3,031 For the year ended December 31, 2022 2,565 For the year ended December 31, 2023 2,670 For the year ended December 31, 2024 2,064 For the year ended December 31, 2025 2,205 Thereafter 5,213 Total 21,064 Less: imputed interest (4,507) Operating lease liabilities at March 31, 2020 $ 16,557 4. REVENUE RECOGNITION Futures Revenue Futures revenue consists primarily of commissions and fees earned on futures and futures options trades that the Company executes on behalf of its customers. The Company is not exposed to any market risk from this activity. The Company’s performance obligation related to futures revenue is trade execution, which is satisfied on trade date. Accordingly, commission revenues are recorded on trade date. 9



 

Table of Contents Disaggregation of Futures Revenues The following table presents the Company’s futures revenue from contracts with customers disaggregated by customer and service type for the services described above, as it relates to the futures segment for the three months ended March 31, 2020 and 2019 (amounts in thousands): Three Months Ended March 31, 2020 2019 Futures Direct Customers (1) $ 3,526 $ 2,556 Indirect Customers (2) 5,860 5,434 Other (3) 764 1,420 Net Futures Revenue $ 10,150 $ 9,410 (1) Direct customers are all customers not classified as indirect (2) Indirect customers are referred to the Company by introducing brokers (3) Other revenue comprises interest and fees Futures Contract Assets and Futures Contract Liabilities The timing of revenue recognition may differ from the timing of payment. The Company records an accrual when revenue is recognized prior to payment and when the Company has an unconditional right to payment. The Company records a contract liability when payment is received prior to the time at which the service obligation is satisfied. 5. FAIR VALUE INFORMATION GAAP defines fair value as the price that would be received in exchange for an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. The guidance establishes a three level hierarchy that ranks the quality and reliability of information used in developing fair value estimates for financial instruments. The hierarchy gives the highest priority to quoted prices in active markets and the lowest priority to unobservable data. In cases where two or more levels of inputs are used to determine fair value, a financial instrument’s level is determined based on the lowest level input that is considered significant to the fair value measurement in its entirety. The three levels of fair value hierarchy are summarized below: Level 1 - Unadjusted quoted prices in active markets that are accessible
at the measurement date for identical, unrestricted assets or liabilities; Level 2 - Quoted prices in markets that are not considered to be active or financial instruments for which all significant inputs are observable, either directly or indirectly; and Level 3 - Valuations that require inputs that are both unobservable to a market participant and significant to the fair value measurement. For assets and liabilities that are transferred between levels during the period, fair values are ascribed as if the assets or liabilities had been transferred as of the beginning of the period. The following table presents the Company’s assets and liabilities that were measured at fair value on a recurring basis during the reporting period and the related hierarchy levels (amounts in thousands): Fair Value Measurements on a Recurring Basis as of March 31, 2020 Level 1 Level 2 Level 3 Total Financial Assets/(Liabilities): Cash and securities held for customers: US treasury bills $ 5,499 $ — $ — $ 5,499 Receivable from brokers: Broker derivative contracts — (9,478) — (9,478) Other assets: Customer derivative contracts — 2,698 — 2,698 10



 

Table of Contents Certificates of deposit 178 — — 178 Other 158 — — 158 Payables to customers: Customer derivative contracts — 146,446 — 146,446 Payables to brokers: Broker derivative contracts — (9,561) — (9,561) Total $ 5,835 $ 130,105 $ — $ 135,940 Fair Value Measurements on a Recurring Basis as of December 31, 2019 Level 1 Level 2 Level 3 Total Financial Assets/(Liabilities): Cash and securities held for customers: US treasury bills $ 6,542 $ — $ — $ 6,542 Receivable from brokers: Broker derivative contracts — (5,949) — (5,949) Other assets: Certificates of deposit 178 — — 178 Other 152 — — 152 Payables to customers: Customer derivative contracts — 116,007 — 116,007 Total $ 6,872 $ 110,058 $ — $ 116,930 The Company has not changed its valuation techniques in measuring the fair value of any financial assets and liabilities during the three months ended March 31, 2020, nor has there been any movement between levels during the period. Level 1 Financial Assets The Company has U.S. Treasury bills and certificates of deposit that are Level 1 financial instruments that are recorded based upon listed or quoted market rates. The U.S. Treasury bills are recorded in Cash and cash equivalents and Cash and securities held for customers and the certificates of deposit are recorded in Other assets. Level 2 Financial Assets and Liabilities The Company has customer derivative contracts that are Level 2 financial instruments recorded in Payables to customers and Other assets. The Company has broker derivative contracts that are Level 2 financial instruments recorded in Receivables from brokers and Payables to brokers. The fair values of these Level 2 financial instruments are based upon directly observable values for underlying instruments. Level 3 Financial Liabilities The Company did not have any Level 3 Financial Assets or Liabilities as of March 31, 2020 or December 31, 2019. Financial Instruments Not Measured at Fair
Value The table below presents the carrying value, fair value and fair value hierarchy category of certain financial instruments that are not measured at fair value on the Condensed Consolidated Balance Sheets (amounts in thousands). Receivables from brokers comprise open trades, which are measured at fair value, and the Company’s posted funds with brokers that are required as collateral for holding trading positions, which are not measured at fair value but approximate fair value, because they are cash balances that the Company may withdraw at its discretion. Settlement would be expected to occur within a relatively short period of time once a withdrawal is initiated. 11



 

Table of Contents Other assets includes receivables from certain customers. Some of these customers maintain open trades, which are measured at fair value, along with accumulated losses that result in the receivable balances. These accumulated losses are not measured at fair value, but approximate fair value, because they are balances that the Company expects its customers to recover through their trading activities or by funding activities in a relatively short period of time. Payables to customers comprise open trades, which are measured at fair value, and customer deposits that the Company holds for its role as clearing broker. These deposits are not measured at fair value, but approximate fair value, because they are cash balances that the Company or its customers can settle at either party’s discretion. Such settlement would occur within a relatively short period of time once a withdrawal is initiated. Payables to brokers comprise open trades, which are measured at fair value and the cash due to brokers. The cash within this balance is not measured at fair value but does approximate fair value, because it is immediately payable to the brokers. Settlement with brokers generally occurs as soon as a broker initiates a margin call. The carrying value of Convertible senior notes represents the notes’ principal amounts net of unamortized discount (please refer to Note 12). The Company assessed the notes’ fair value as determined by current Company-specific and risk free interest rates as of the balance sheet date. As of March 31, 2020 Fair Value Measurements using: Quoted Prices in Active Significant Significant Markets for Observable Unobservable Identical Assets Inputs Inputs Carrying Value Fair Value (Level 1) (Level 2) (Level 3) Financial Assets: Receivables from brokers $ 62,531 $ 62,531 $ — $ 62,531 $ — Receivables from customers $ 703 $ 703 $ — $ 703 $ — Financial Liabilities: Payables to customers $ 931,669 $ 931,669 $ — $ 931,669 $ —
Payables to brokers $ (3,666) $ (3,666) $ — $ (3,666) $ — Convertible senior notes $ 80,334 $ 89,240 $ — $ 89,240 $ — As of December 31, 2019 Fair Value Measurements using: Quoted Prices in Active Significant Significant Markets for Observable Unobservable Identical Assets Inputs Inputs Carrying Value Fair Value (Level 1) (Level 2) (Level 3) Financial Assets: Receivables from brokers $ 118,245 $ 118,245 $ — $ 118,245 $ — Financial Liabilities: Payables to customers $ 1,045,270 $ 1,045,270 $ — $ 1,045,270 $ — Convertible senior notes $ 137,148 $ 141,501 $ — $ 141,501 $ — 6. DERIVATIVES The Company’s contracts with its customers and its liquidity providers are deemed to be derivative instruments. The table below represents the fair values of the Company’s derivative instruments reported within Receivables from brokers, Other assets, Payables to customers, and Payables to brokers on the accompanying Condensed Consolidated Balance Sheets (amounts in thousands): 12



 

Table of Contents March 31, 2020 Gross amounts of Gross amount of Net amounts of assets for (liabilities) for assets/(liabilities) derivative open derivative open for derivative positions at fair positions at fair open positions at value value fair value Derivative Instruments: Foreign currency exchange contracts $ 100,068 $ (43,099) $ 56,969 CFD contracts 119,344 (50,475) 68,869 Metals contracts 6,483 (2,216) 4,267 Total $ 225,895 $ (95,790) $ 130,105 March 31, 2020 Net amounts of assets/(liabilities) Net amounts of for derivative assets/(liabilities) open positions at presented in the Cash Collateral fair value balance sheet Derivative Assets/(Liabilities): Receivables from brokers $ 62,531 $ (9,478) $ 53,053 Receivables from customers $ 703 $ 2,698 $ 3,401 Payables to customers $ (931,669) $ 146,446 $ (785,223) Payables to brokers $ 3,666 $ (9,561) $ (5,895) December 31, 2019 Gross amounts of Gross amount of Net amounts of assets for (liabilities) for assets/(liabilities) derivative open derivative open for derivative positions at fair positions at fair open positions at value value fair value Derivative Instruments: Foreign currency exchange contracts $ 97,075 $ (40,704) $ 56,371 CFD contracts 90,666 (43,642) 47,024 Metals contracts 11,058 (4,395) 6,663 Total $ 198,799 $ (88,741) $ 110,058 December 31, 2019 Net amounts of assets/(liabilities) Net amounts of for derivative assets/(liabilities) open positions at presented in the Cash Collateral fair value balance sheet Derivative Assets/(Liabilities): Receivables from brokers $ 118,245 $ (5,949) $ 112,296 Payables to customers $ (1,045,270) $ 116,007 $ (929,263) The Company’s derivatives include different underlyings, which vary in price. Foreign exchange contracts typically have prices less than two dollars, while certain metals contracts and CFDs can have considerably higher prices. The amounts reported within Receivables from brokers, Other assets, Payables to customers, and Payables to
brokers on the Condensed Consolidated Balance Sheets are derived from the number of contracts below (amounts in thousands): 13



 

Table of Contents March 31, 2020 Total contracts in long Total contracts in short positions positions Derivative Instruments: Foreign currency exchange contracts 3,193,529 2,980,498 CFD contracts 75,807 54,415 Metals contracts 187 126 Total 3,269,523 3,035,039 December 31, 2019 Total contracts in long Total contracts in short positions positions Derivative Instruments: Foreign currency exchange contracts 3,418,117 3,342,201 CFD contracts 115,527 23,320 Metals contracts 471 233 Total 3,534,115 3,365,754 The Company did not designate any of its derivatives as hedging instruments. Net gains with respect to derivative instruments reflected in Retail revenue in the accompanying Condensed Consolidated Statements of Operations and Comprehensive Income/(Loss) for the three months ended March 31, 2020 and 2019 were as follows (amounts in thousands): Three Months Ended March 31, 2020 2019 Derivative Instruments: Foreign currency exchange contracts $ 76,677 $ 16,137 CFD contracts 83,543 5,938 Metals contracts 12,850 2,204 Total $ 173,070 $ 24,279 7. RECEIVABLES FROM BROKERS The Company has posted funds with brokers as collateral required by agreements for holding trading positions. These amounts are reflected as Receivables from brokers on the Condensed Consolidated Balance Sheets. Amounts receivable from brokers consisted of the following as of (amounts in thousands): March 31, 2020 December 31, 2019 Required collateral $ 62,531 $ 118,245 Open foreign exchange positions (9,478) (5,949) Total $ 53,053 $ 112,296 14



 

Table of Contents 8. INTANGIBLE ASSETS The Company’s various intangible assets consisted of the following as of (amounts in thousands): March 31, 2020 December 31, 2019 Weighted average Accumulated Accumulated Intangibles remaining useful lives Gross Amortization Net Gross Amortization Net Customer lists 4.7 years $ 44,617 $ (31,977) $ 12,640 $ 46,576 $ (32,510) $ 14,066 Technology 2.0 years 23,208 (16,649) 6,559 24,626 (16,800) 7,826 Trademarks 2.0 years 5,932 (4,341) 1,591 6,298 (4,390) 1,908 Total finite lived intangibles 73,757 (52,967) 20,790 77,500 (53,700) 23,800 Trademark not subject to amortization (1) 363 — 363 363 — 363 Total intangibles $ 74,120 $ (52,967) $ 21,153 $ 77,863 $ (53,700) $ 24,163 (1) These indefinite-lived trademarks relate to the forex.com and foreignexchange.com domain names, which have no legal, regulatory or technological limitation on their useful lives. The Company compares the recorded value of the indefinite-life intangible assets to their fair value on an annual basis and whenever circumstances arise that indicate that impairment may have occurred. As of March 31, 2020, future annual estimated amortization expense for the unamortized intangible assets is as follows (amounts in thousands): For the nine months ending at December 31, 2020 $ 5,068 For the year ended December 31, 2021 6,758 For the year ended December 31, 2022 3,774 For the year ended December 31, 2023 2,653 For the year ended December 31, 2024 2,075 For the year ended December 31, 2025 462 Total $ 20,790 9. RELATED PARTY TRANSACTIONS Certain officers and directors of the Company have personal funds on deposit in separate customer accounts with the Company. These accounts are recorded in Payables to customers on the Condensed Consolidated Balance Sheets. The aggregate amount of these funds was $0.4 million and $0.4 million as of March 31, 2020 and December 31, 2019, respectively.
IPGL Limited, the majority selling shareholder in the acquisition of City Index, has a trading account with the Company which is recorded in Payables to customers on the Condensed Consolidated Balance Sheets. The aggregate amount of these funds was $19.9 million and $19.9 million as of March 31, 2020 and December 31, 2019, respectively. The net revenue generated by any single individual related party was not deemed to be material in any period. At March 31, 2020, the Company had receivables of $0.2 million in the aggregate due from certain officers of the Company for taxes paid on equity vestings. The Company recorded these receivables in Other assets on the Condensed Consolidated Balance Sheets. There were no receivables due from the Company's officers as of December 31, 2019. 10. RESTRUCTURING The Company incurred $1.4 million of restructuring expenses for the three months ended March 31, 2020. These expenses reflected the cost of reducing global headcount following strategic decisions in 2019. They are recorded in Restructuring expenses in the Consolidated Statements of Operations and Comprehensive Income/(Loss). All restructuring liabilities have been paid as of March 31, 2020. The Company did not incur any restructuring expenses for the three months ended March 31, 2019. 15



 

Table of Contents 11. REVOLVING CREDIT ARRANGEMENT On August 3, 2017, the Company entered into a Credit Agreement, dated as of August 2, 2017, for a three year $50.0 million senior secured first lien revolving credit facility that was maturing in August 2020. On January 2, 2020, the Company delivered written notice to terminate the Credit Agreement effective as of January 13, 2020 ("termination date"). There were no amounts outstanding under the revolving line of credit as of the termination date nor as of December 31, 2019. The Company did not incur any material early termination penalties as a result of the termination. 12. CONVERTIBLE SENIOR NOTES On August 22, 2017, the Company issued $92.0 million aggregate principal amount of its 5.00% Convertible Senior Notes, due August 15, 2022 (the "2022 Notes"), and on April 1, 2015, the Company issued $60.0 million aggregate principal amount of its 4.125% Convertible Senior Notes, due April 1, 2020 (collectively the "Convertible Senior Notes"). During the first quarter of 2020, the Company settled all remaining $58.5 million in principal amount of the convertible senior notes due in 2020, for an aggregate purchase price of $58.5 million. The balances of the liability and equity components of the Convertible Senior Notes as of March 31, 2020 and December 31, 2019 were as follows (amounts in thousands): March 31, 2020 December 31, 2019 Liability component - principal $ 92,000 $ 150,540 Deferred bond discount (11,412) (13,081) Deferred financing cost (254) (281) Liability component - net carrying value $ 80,334 $ 137,178 Additional paid in capital $ 39,554 $ 39,554 Discount attributable to equity (826) (826) Equity component $ 38,728 $ 38,728 Interest expense related to the Convertible Senior Notes, included in Interest expense on long term borrowings in the Condensed Consolidated Statements of Operations and Comprehensive Income/(Loss), was as
follows (amounts in thousands): For the Three Months Ended March 31, 2020 2019 Interest expense - stated coupon rate $ 1,746 $ 1,761 Interest expense - amortization of deferred bond discount and costs 1,696 1,571 Total interest expense - convertible senior notes $ 3,442 $ 3,332 13. EARNINGS PER COMMON SHARE Basic and diluted earnings/(loss) per common share are computed by dividing net income/(loss) by the weighted average number of common shares outstanding during the period. Diluted earnings/(loss) per share includes the determinants of basic net income per share and, in addition, gives effect to the potential dilution that would occur if securities or other contracts to issue common stock were exercised, vested or converted into common stock, unless they are anti-dilutive. Diluted weighted average common shares include vested and unvested stock options and unvested restricted stock units. Diluted earnings/(loss) per share excludes any shares of Company common stock potentially issuable under the Company’s convertible senior notes, which are discussed in Note 12. Based upon an assumed trading price of $10 for each share of the Company’s common stock, and if the relevant conditions under the indenture governing the 2022 Notes were satisfied, there would be 2.0 million dilutive shares as of March 31, 2020, for the 2022 Notes. 16



 

Table of Contents The following table sets forth the computation of earnings/(loss) per share (amounts in thousands except share and per share data): For the Three Months Ended March 31, 2020 2019 Net income/(loss) $ 77,344 $ (28,354) Weighted average common shares outstanding: Basic weighted average common shares outstanding 37,554,579 37,525,073 Effect of dilutive securities: Stock options 25,108 — RSUs 6,119 — Diluted weighted average common shares outstanding 37,585,806 37,525,073 Basic earnings/(loss) per share $ 2.06 $ (0.76) Diluted earnings/(loss) per share $ 2.06 $ (0.76) For the three months ended March 31, 2019, all common stock equivalents are excluded from the computation of diluted loss per share, because the Company's net loss during the period, resulting in those being anti-dilutive. The table below shows securities excluded from the dilution calculation, under the treasury stock method, during the three months ended March 31, 2019. Three months ended March 31, 2019 Stock options (1) 169,981 RSUs 90,520 Total securities excluded from diluted loss per share calculation 260,501 (1) During the three months ended March 31, 2020 and 2019, 0.4 million stock options were out of the money and excluded from the computation of diluted loss or earnings per share. 14. COMMITMENTS AND CONTINGENCIES Legal Matters The Company records accruals for loss contingencies associated with legal matters when it is probable that a liability will be incurred and the amount of the loss can be reasonably estimated. If the Company determines that a loss is reasonably possible, the Company discloses the matter, and, if estimable, the amount or range of the possible loss in the Condensed Consolidated Financial Statements or notes. From time to time the Company may become involved in legal proceedings or be subject to claims arising in the ordinary course of business. Although the results of such litigation and claims
cannot be predicted with certainty, the Company believes that the final outcome of these ordinary course matters will not have a material adverse effect on the Company's business, operating results, financial condition or cash flows. 15. INCOME TAXES The Company recorded an expense/(benefit) for income taxes of approximately $25.1 million and $(6.1) million for the three months ended March 31, 2020 and 2019. These amounts reflect the Company's estimate of the annual effective tax rates of 24.5% and 17.6%, for the three months ended March 31, 2020 and 2019, respectively, reflect the Company's estimate of the annual effective tax rate adjusted for certain discrete items, primarily the tax benefit resulting from the CARES Act in 2020. Changes in the Company's effective tax rate arise primarily from changes in the geographic mix of revenues and expenses, as well as changes to statutory tax rates. 17



 

Table of Contents Deferred income taxes reflect the net tax effects of temporary differences between the financial reporting and tax basis of assets and liabilities and are measured using the enacted tax rates and laws that will be in effect when such differences are expected to reverse. Certain net deferred tax assets of the Company are included in Other assets on the Condensed Consolidated Balance Sheets. 16. REGULATORY REQUIREMENTS The following table illustrates the minimum regulatory capital the Company's subsidiaries were required to maintain as of March 31, 2020 and the actual amounts of capital that were maintained (amounts in millions): Minimum Regulatory Capital Excess Percent of Capital Levels Net Requirement Entity Name Requirements Maintained Capital Maintained GAIN Capital Group, LLC $ 30.9 $ 61.9 $ 31.0 200% GAIN Capital Securities, Inc. 0.1 0.3 0.2 300% GAIN Capital U.K., Ltd. 50.4 167.0 116.6 331% GAIN Capital Japan Co., Ltd. 1.2 9.1 7.9 758% GAIN Capital Australia, Pty. Ltd. 0.9 5.5 4.6 611% GAIN Global Markets, Inc. 0.7 3.3 2.6 471% GAIN Capital-Forex.com Canada, Ltd. 0.2 2.0 1.8 1,000% GAIN Capital Singapore Pte., Ltd. 3.5 6.8 3.3 194% Trade Facts, Ltd. 0.5 3.6 3.1 720% Global Asset Advisors, LLC (1) 0.0 1.8 1.8 3,907% Total $ 88.4 $ 261.3 $ 172.9 296% (1) The Global Asset Advisors, LLC minimum regulatory capital requirement is $45 thousand. 17. SEGMENT INFORMATION ASC Topic 280, Disclosures about Segments of an Enterprise and Related Information, establishes standards for reporting information about operating segments. Operating segments are defined as components of an enterprise which engage in business activities from which they may earn revenues and incur expenses and about which separate financial information is available that is evaluated regularly by the chief operating decision-maker, or decision making group, in deciding how to allocate resources and in
assessing performance. Reportable segments are defined as operating segments that either (a) exceed 10% of revenue, or (b) the reported profit or loss in absolute amount of which exceed 10% of profit of all operating segments that did not report a loss or (c) exceed 10% of the combined assets of all operating segments. Retail Segment Business in the retail segment is conducted primarily through the Company’s FOREX.com and City Index brands. The Company provides its retail customers around the world with access to over 15,000 global financial markets, including spot forex, precious metals, and CFDs on commodities, indices, individual equities, cryptocurrencies, bonds and interest rate products, as well as OTC options on forex. In the U.K., the Company also offers spread bets, which are investment products similar to CFDs, but with more favorable tax treatment for U.K. residents. Futures Segment The futures segment offers execution and related services for exchange-traded futures and futures options on major U.S and European exchanges. The Company offers futures services through its subsidiaries, GAIN Capital Group, LLC and Global Asset Advisors, LLC, under various brands. Corporate and other Corporate and other provides general corporate services to the Company’s segments. Corporate and other revenue primarily comprises foreign currency transaction gains and losses. 18



 

Table of Contents Selected financial information by segment is presented in the following tables (amounts in thousands): Three Months Ended March 31, 2020 2019 Retail segment: Net revenue $ 176,279 $ 28,159 Employee compensation and benefits 14,385 12,992 Selling and marketing 6,876 9,953 Referral fees 9,450 4,390 Other operating expenses 22,123 18,228 Segment profit/(loss) $ 123,445 $ (17,404) Futures segment: Net revenue $ 10,150 $ 9,410 Employee compensation and benefits 2,864 2,164 Selling and marketing 236 260 Referral fees 3,047 2,708 Other operating expenses 3,149 3,221 Segment profit $ 854 $ 1,057 Corporate and other: Other revenue $ (731) $ 866 Employee compensation and benefits 6,917 5,099 Selling and marketing — 11 Other operating expenses 2,238 2,905 Loss $ (9,886) $ (7,149) TOTAL SEGMENT PROFIT/(LOSS) $ 114,413 $ (23,496) Depreciation and amortization $ 4,304 $ 4,250 Purchased intangible amortization 1,808 3,329 Restructuring expenses 1,420 — Transaction costs 1,043 — OPERATING PROFIT/(LOSS) $ 105,838 $ (31,075) Interest expense on long term borrowings 3,442 3,332 INCOME/(LOSS) BEFORE INCOME TAX $ 102,396 $ (34,407) 18. SUBSEQUENT EVENTS On April 23, 2020, the Company declared a $0.06 dividend per share of Common Stock payable on June 26, 2020 to stockholders of record on June 23, 2020. 19



 

Table of Contents ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS FORWARD-LOOKING INFORMATION In this Quarterly Report on Form 10-Q, the words “GAIN,” the “Company,” “our,” “we” and “us” refer to GAIN Capital Holdings, Inc. and, except as otherwise specified herein, to GAIN’s subsidiaries. GAIN’s fiscal quarter ended on March 31, 2020. The following discussion of the financial condition and results of operations of the Company should be read in conjunction with the Selected Financial Data and the Consolidated Financial Statements and Notes thereto included in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2019, as filed with the Securities and Exchange Commission on March 16, 2020, and the Condensed Consolidated Financial Statements and Notes thereto contained in this Quarterly Report on Form 10-Q. This Quarterly Report on Form 10-Q contains a number of forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934 as amended (the “Exchange Act”). These forward-looking statements are based on current expectations, estimates, forecasts and projections about the industry and markets in which GAIN operates, as well as management’s current beliefs and assumptions. Any statements contained herein (including, without limitation, statements to the effect that management or GAIN “believes,” “expects,” “anticipates,” “plans” and similar expressions) that are not statements of historical fact should be considered forward-looking statements and should be read in conjunction with the Condensed Consolidated Financial Statements and Notes thereto included in this report and the discussion below. These statements are not guarantees of future performance and involve certain risks, uncertainties and assumptions that are difficult to predict. There are a number of
important factors that could cause actual results to differ materially from those indicated by such forward-looking statements. These factors include, without limitation, those set forth in the section entitled “Item 1A – Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2019, and discussed elsewhere herein. The risks and uncertainties described therein and herein are not the only ones we face. We expressly disclaim any obligation to update any forward-looking statements, except as may be required by law. OVERVIEW We are a global provider of trading services and solutions, specializing in over-the-counter ("OTC") and exchange-traded markets. We serve customers in more than 180 countries worldwide, and we conduct business from our offices in Bedminster, New Jersey; New York, New York; Chicago, Illinois; Powell, Ohio; London, England; Tokyo, Japan; Sydney, Australia; Shanghai, China; Hong Kong; Dubai, U.A.E.; Krakow, Poland and Singapore. We operate our business in two segments: retail and futures. Our retail segment provides customers around the world access to over 15,000 global financial markets, including spot foreign exchange ("forex"), precious metals trading, as well as contracts for difference ("CFDs"), which are investment products with returns linked to the performance of underlying assets. We offer CFDs on currencies, commodities, indices, individual equities, cryptocurrencies, bonds, options and interest rate products. In the United Kingdom ("U.K."), we offer spread bets, which are investment products similar to CFDs, but with more favorable tax treatment for residents of the U.K. Our futures segment offers execution and risk management services for exchange-traded futures and futures options on major U.S. and European futures and options exchanges. Each of our operating segments is discussed in more detail below. For financial information regarding our segments, please refer to

Note 17 to our Condensed Consolidated Financial Statements. As a global provider of online trading services, our results are influenced by a number of external market factors, including market volatility and transaction volumes, competition, the regulatory environment in the various jurisdictions and markets in which we operate and the financial condition of the retail customers to whom we provide our services. Additional factors may impact our results of operations for the most recent fiscal period, as well as future periods. Please refer to “Part II - Item 1A. Risk Factors” for a discussion of other factors that may impact our business. Market Environment and Trading Volatility Our revenue and operating results may vary significantly from period to period because of movements and trends in global financial markets and fluctuations in market volatility, which are driven by external factors, some of which are market specific and some of which are correlated to general macroeconomic conditions. As a general rule, our businesses typically benefit from volatility in the prices of the products that we offer, as periods of increased volatility often coincide with higher levels of trading by our clients and higher transaction volume. Periods of extreme volatility, however, may result in significant market dislocations that can instead lead clients to reduce their trading activity. In addition, volatility that results in market prices moving within a relatively narrow band of prices may lead to less profitable trading activity. Low or extremely high market volatility can adversely affect our ability to profitably manage our net exposure, which is the unhedged portion of the trading positions we enter into with customers in our retail segment. 20



 

Table of Contents For the three months ended March 31, 2020, significantly greater volatility than that in the comparative period resulted in higher volumes, which positively impacted our financial results, relative to the comparative period. The higher volatility resulted from the various effects of the COVID-19 global pandemic. Competition The products we offer have generally been accessible to retail investors for a significantly shorter period than many other securities products, such as cash equities. Our industry is rapidly evolving and characterized by intense competition. Entering new markets often requires us to lower our pricing in order to attract customers and compete with other companies that have already established customer bases in such markets. In addition, in existing markets, we occasionally make short-term decisions to be more aggressive regarding pricing, or we may decide to offer additional services at reduced rates, or free of charge, in order to attract customers and take market share from our competitors. Regulatory Environment In March 2018, the European Securities and Markets Authority ("ESMA") announced product intervention measures to further regulate the marketing, distribution or sale of CFDs to retail investors in the European Union ("E.U.") These measures include leverage limits which vary based on the underlying asset, a margin close out rule on a per account basis, negative balance protection on a per account basis, a restriction on incentives offered to trade CFDs and a required standardized risk warning. These measures have now been published in the Official Journal of the E.U., and became effective on August 1, 2018, and have since been extended several times. The expectation was that in time the various E.U. regulators would introduce similar, permanent measures in their own jurisdictions. In July 2019, ESMA announced that it would cease renewal of the measures. In August 2019, the U.K.'s Financial
Conduct Authority ("FCA") implemented regulations similar to ESMA’s existing temporary restrictions, but extended the restrictions to closely substitutable products, including knock-out products and turbo certificates. Since then almost all E.U. countries have introduced permanent national measures that are similar to the ESMA measures. These measures are not expected to have a material adverse impact on the Company’s results of operations or financial condition. Furthermore, the FCA released a consultation paper (CP 19/22) in early 2019 regarding a potential ban on the sale of CFDs referencing cryptocurrencies to retail consumers. The consultation period is now closed and final rules are expected to be released in the second quarter of 2020. The Australian Securities and Investments Commission ("ASIC") recently announced proposed regulations for comment (CP322 Product Intervention measures) that may result in new regulations that restrict the available leverage that may be offered to customers and provide for margin close-out protection, additional risk warnings, prohibition on certain types of inducements, real-time disclosures and further transparency regarding the cost of trading. As a result of historical and/or future regulatory changes, we may be required to change our business strategy, including the nature of the products that we offer, the target market for our products, or our overall strategy toward one or more geographic markets. Part of our growth strategy is to enter new markets, and as we do so we will become subject to regulation in those markets. Complying with different regulatory regimes in multiple markets is expensive, and in many markets the regulatory environment is unclear and evolving. Sale to INTL FCStone Inc. On February 26, 2020, we entered into an Agreement and Plan of Merger (the “Merger Agreement”) with INTL FCStone Inc., a Delaware corporation (“INTL”) and Golf Merger Sub I, Inc., a Delaware

corporation and a wholly owned subsidiary of INTL (“Merger Sub”), pursuant to which, among other things and subject to the satisfaction or waiver of specified conditions, Merger Sub will merge with and into the Company (the "Merger"). As a result of the Merger, Merger Sub will cease to exist, and we will survive as a wholly owned subsidiary of INTL. Subject to the terms and conditions of the Merger Agreement at the effective time of the Merger (the "Effective Time"), each share of the Company's common stock issued and outstanding immediately prior to the Effective Time (other than dissenting shares) will be converted into the right to receive $6.00 per share in cash, without interest. Business Environment In early March 2020, COVID-19, a disease caused by a novel strain of the coronavirus, was characterized as a pandemic by the World Health Organization. Since December 2019, most countries and territories worldwide have confirmed cases of COVID-19, including the U.S. and many other countries in which we operate. Authorities around the world implemented numerous measures to contain the virus, such as travel bans and restrictions, quarantines, shelter-in- place orders and business shutdowns. The pandemic and these containment measures have had, and are expected to continue to have, a substantial negative impact on businesses around the world and on global, regional and national economies. We do not believe that there is any significant negative impact of the COVID-19 pandemic to the Condensed Consolidated Financial Statements as of March 31, 2020. We are continuing to monitor 21



 

Table of Contents developments relating to COVID-19 and are coordinating our operational response based on existing business continuity plans and on guidance from global health organizations, relevant governments, and general pandemic response best practices. Key Income Statement Line Items and Key Operating Metrics The following section briefly describes the key components of our revenues and expenses, our use of non-GAAP financial measures, and the key operating metrics that we use to evaluate the performance of our business. Revenue We categorize our revenue as retail revenue, futures revenue, other revenue, and net interest revenue. Retail Revenue Retail revenue is our largest revenue type. It consists primarily of retail segment trading revenue, which comes from a variety of products, including spot forex, precious metals, spread bets and CFDs on currencies, commodities, indices, individual equities, cryptocurrencies, bonds, options and interest rate products, as well as OTC options on forex. We generate retail revenue in two ways: transaction based revenue and market value based revenue. Transaction based revenue comes principally from the bid/offer spread we provide our customers, financing charges for positions held overnight, commissions on equity CFD trades, and other account related fees. Market value based revenue comes from net gains and losses generated through changes in the market value of the currencies and other products held in our net exposure or realized during the period. For the three months ended March 31, 2020 and 2019, retail revenue represented 93.2% and 63.2% of our total net revenue, respectively. For each of the three months ended March 31, 2020 and 2019, approximately 98% and 96% of our average daily retail trading volume was either naturally hedged or hedged by us with one of our liquidity providers, and the remaining 2% and 4% of our average daily retail trading volume consisted of our ne
exposure. We manage our net exposure by applying position and exposure limits established under our risk-management policies and by continuous, active monitoring by our trading and risk teams. Based on our risk management policies and procedures, over time a portion of our net exposure will be hedged with our liquidity providers. Although we do not actively initiate proprietary market positions in anticipation of future movements in the relative prices of the products we offer, through our net exposure we are likely to have open positions in various products at any given time. In the event of unfavorable market movements, we may experience losses on such positions. Please refer to “Our Retail Segment - Sophisticated risk management” in Item 1. Business, in our Annual Report on Form 10-K for the fiscal year ended December 31, 2019 for further details regarding our risk management policies for the retail segment. Futures Revenue Futures revenue consists primarily of commissions and fees earned on futures and futures options trades that we execute for our customers, who use our connections to clearers, data feeds, and trading tools. We are not exposed to any market risk in connection with this activity, though we do experience credit risk with our counterparties. Other Revenue Other revenue primarily comprises foreign currency translation gains and losses, as well as inactivity fees. Net Interest Revenue Net interest revenue consists primarily of the revenue generated by our cash and customer cash held at banks and on deposit as collateral with our liquidity providers as well as U.S. Treasury bills, less interest paid to our customers. Our cash and customer cash is generally invested in highly liquid securities, like U.S Treasury bills, or money market instruments. Interest paid to customers is determined by a variety of factors, including net account value, which equals cash on deposit plus the mark-to-market of open positions as of the measurement

date. Interest income and interest expense are recorded when earned and incurred, respectively. 22



 

Table of Contents Expenses Our expenses principally comprise the following: Employee Compensation and Benefits Employee compensation and benefits includes salaries, bonuses, commissions, stock-based compensation, contributions to benefit programs and other related employee costs. Selling and Marketing Our marketing strategy employs a combination of direct online marketing and focused branding programs, with the goal of raising awareness, cost- effectively acquiring customers for our products and services, as well as client engagement and retention. Referral Fees Introducing brokers direct customers to us in return for referral fees on each referred customer’s trading volume or a share of net revenue generated by each referred customer’s trading activity. White label partners offer our trading services to their customers under their own brand. Like introducing brokers, White label partners charge referral fees for the trade flow they bring to us. Referral fees also includes payments made to affiliates for referring customer to us. Referral fees are largely variable and change principally based on the level of customer trading volume directed to us from our white label partners and introducing brokers, the terms of our specific agreements with white label partners and introducing brokers and the relative percentage of trading volume generated from particular relationships in any given period. The majority of our white label and introducing broker partners are paid for the trading volume generated by the customers they introduce, directly or indirectly, to us, rather than on a revenue sharing basis. During periods in which referred customer trading activity is not profitable for us, if the associated trading volume remains high, we may be required to make large payments despite generating lower revenue from customers introduced. Our retail indirect business accounted for 20.9% and 21.8% of retail trading volume in the three months ended March 31, 2020
and 2019, respectively. Trading Expenses Trading expenses consist of clearing costs, fees paid for market data that we provide to our customers or use to create our own derived data products, as well as fees for news services. General and Administrative General and administrative expenses consist of bank fees, professional fees, occupancy and equipment and other miscellaneous expenses. Depreciation and Amortization Depreciation and amortization is expense for physical assets and software purchased for use over a period of several years, as well as amortization of internally developed software, which forms the majority of the expense. Purchased Intangible Amortization Purchased intangible amortization consists of amortization related to intangible assets connected with our acquisitions. The principal intangible assets acquired are technology, customer relationships, and trademarks. These intangible assets have initial useful lives ranging from one year to ten years. Communications and Technology Communications and technology consists of communication fees, data fees, non-capitalized product development, software and maintenance expenses. These costs serve a number of purposes, including general maintenance for our trading platforms and global communications. Bad Debt Provision Bad debt provision represents the amounts estimated for the uncollectibility of certain outstanding balances during the period. 23



 

Table of Contents Restructuring Expenses During the three months ended March 31, 2020 we incurred restructuring expenses, which reflected costs arising from headcount reductions and other exit costs, measured and disclosed in accordance with FASB ASC 420 Exit or Disposal Cost Obligations and ASC 712 Compensation - Nonretirement Postemployment Benefits. Transaction Costs During the three months ended March 31, 2020 we incurred transaction related expenses with respect to the sale to INTL, which include legal, accounting and investment banking fees. Interest Expense on Long Term Borrowings Interest expense on long term borrowings consists of interest expense, both cash and non-cash on our 4.125% Convertible Senior Notes due 2020 and interest expense on our 5.00% Convertible Senior Notes due 2022. Operating Metrics We review various key operating metrics, which are described below, to evaluate our business's performance. For the Three Months Ended March 31, 2020 2019 Retail OTC Trading Volume (billions) (1) $ 748.7 $ 487.3 OTC Average Daily Volume (billions) $ 11.7 $ 7.7 12 Month Trailing Active OTC Accounts (2) 132,841 120,641 3 Month Trailing Active OTC Accounts (2) 87,349 70,051 Client Assets (millions) $ 597.1 $ 652.6 Futures Number of Futures Contracts (3) 2,042,824 1,755,873 Futures Average Daily Contracts 32,949 28,785 12 Month Trailing Active Futures Accounts (2) 7,146 7,387 Client Assets (millions) $ 188.1 $ 217.1 (1) US dollar equivalent of notional amounts traded (2) Accounts that executed a transaction during the relevant period (3) Futures contracts represent the total number of contracts transacted by customers of our futures business OTC Trading Volume OTC trading volume is the U.S. dollar equivalent of the aggregate notional value of OTC trades executed by customers in our retail segment. OTC Average Daily Volume Average daily volume is the U.S. dollar equivalent of the
aggregate notional value of trades executed by our customers in a given period divided by the number of trading days in the given period. Active OTC Accounts Active OTC accounts represents retail segment customers who executed at least one trade during the relevant period. We believe active OTC accounts is an important operating metric because it correlates to trading volume and revenue in our retail segment. Client Assets Client assets represent amounts due to clients in our retail and futures segments, including customer deposits and unrealized gains or losses arising from open positions. 24



 

Table of Contents Number of Futures Contracts Number of futures contracts represents the total number of contracts transacted by customers in our futures segment. Futures Average Daily Contracts Average daily futures contracts is the number of futures contracts transacted by our futures customers in a given period divided by the number of trading days in the given period. Active Futures Accounts Active futures accounts represent customers who executed at least one futures trade during the relevant period. We believe that our customer trading volumes are driven by eight main factors. Four of these factors are broad external factors outside of our control that generally impact customer trading volumes, and include: • overall economic conditions and outlook; • volatility of financial markets; • legislative changes; and • regulatory changes. The volatility of financial markets has generally been positively correlated with customer trading volume. Our customer trading volume is also affected by the following four additional factors: • the effectiveness of our sales activities; • the competitiveness of our products and services; • the effectiveness of our customer service team; and • the effectiveness of our marketing activities. In order to increase customer trading volume, we focus our marketing and our customer service and education activities on attracting new customers and extending the duration and scope of the relationship our customers have with us. RESULTS OF OPERATIONS The following period to period comparisons of our financial results and our interim results are not necessarily indicative of future results. Condensed Consolidated Statements of Operations (Dollars in thousands) Three Months Ended March 31, 2020 2019 $ Change % Change REVENUE: Retail revenue $ 173,070 $ 24,279 $ 148,791 612.8 % Futures revenue 9,386 7,990 1,396 17.5 % Other revenue 986 2,485 (1,499) (60.3)% Total non-interest revenue 183,442 34,754 148,688
427.8 % Interest revenue 2,740 4,294 (1,554) (36.2)% Interest expense 484 613 (129) (21.0)% Total net interest revenue 2,256 3,681 (1,425) (38.7)% Net revenue $ 185,698 $ 38,435 $ 147,263 383.1 % EXPENSES: Employee compensation and benefits $ 24,166 $ 20,255 $ 3,911 19.3 % Selling and marketing 7,112 10,224 (3,112) (30.4)% Referral fees 12,497 7,098 5,399 76.1 % Trading expenses 4,928 5,480 (552) (10.1)% General and administrative 13,846 12,756 1,090 8.5 % Depreciation and amortization 4,304 4,250 54 1.3 % Purchased intangible amortization 1,808 3,329 (1,521) (45.7)% Communications and technology 4,523 5,691 (1,168) (20.5)% Bad debt provision 4,213 427 3,786 n/m Restructuring expenses 1,420 — 1,420 100.0 % Transaction costs 1,043 — 1,043 100.0 % Total operating expenses $ 79,860 $ 69,510 $ 10,350 14.9 % OPERATING PROFIT/(LOSS) 105,838 (31,075) 136,913 440.6 % Interest expense on long term borrowings 3,442 3,332 110 3.3 % INCOME/(LOSS) BEFORE INCOME TAX $ 102,396 $ (34,407) $ 136,803 397.6 % Income tax expense/(benefit) 25,052 (6,053) 31,105 513.9 % NET INCOME/(LOSS) $ 77,344 $ (28,354) $ 105,698 372.8 %



 

n/m - not material or not meaningful Revenues Three Months Ended March 31, (amounts in thousands) 2020 2019 $ Change % Change Net Revenue: Retail segment $ 176,279 $ 28,159 $ 148,120 526.0 % Futures segment 10,150 9,410 740 7.9 % Corporate and other (731) 866 (1,597) (184.4)% Net revenue $ 185,698 $ 38,435 $ 147,263 383.1 % 25



 

Table of Contents The increase in retail segment revenue for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to an increase in volume and in revenue capture, both of which resulted from unusually high volatility during the three months ended March 31, 2020. The volatility experienced within the quarter resulted in records in both currency and equity volatility indices, resulting from concerns over the global economy arising from the COVID-19 situation. The increase in futures revenue for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to increased contracts traded, reflecting slightly improved volatility, for equity products, offset by decreased net interest revenue and a slight reduction in agricultural product revenue. The decrease in corporate and other revenue for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to the impact of foreign currency revaluation. Net revenue from each segment includes applicable net interest revenue, which decreased for the three months ended March 31, 2020 compared to the three months ended March 31, 2019, primarily due to a general decrease in interest rates over the past year. Expenses Three Months Ended March 31, (amounts in thousands) 2020 2019 $ Change % Change Employee compensation and benefits $ 24,166 $ 20,255 $ 3,911 19.3 % Selling and marketing 7,112 10,224 (3,112) (30.4)% Referral fees 12,497 7,098 5,399 76.1 % Trading expenses 4,928 5,480 (552) (10.1)% General and administrative 13,846 12,756 1,090 8.5 % Depreciation and amortization 4,304 4,250 54 1.3 % Purchased intangible amortization 1,808 3,329 (1,521) (45.7)% Communications and technology 4,523 5,691 (1,168) (20.5)% Bad debt provision 4,213 427 3,786 NM Restructuring expenses 1,420 — 1,420 100.0 % Transaction costs 1,043 —
1,043 100.0 % Total operating expenses $ 79,860 $ 69,510 $ 10,350 14.9 % The increase in employee compensation and benefits for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to an increase in expense from accrued incentive compensation, driven by significantly better results, during the three months ended March 31, 2020. The decrease in selling and marketing expense for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to a planned reduction in spend for the three months ended March 31, 2020. The increase in referral fees for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to the increase in indirect volume during the three months ended March 31, 2020. The decrease in trading expenses for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to our cost optimization efforts, primarily in our retail segment. The increase in general and administrative expenses for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to higher bank fees, which are driven by customer funding volume, higher spreadbet duty in the U.K., and costs related to relocating the U.K. office as part of our ongoing cost rationalization strategy. Depreciation and amortization for the three months ended March 31, 2020 remained fairly consistent compared to the three months ended March 31, 2019. The decrease in purchased intangible amortization for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 resulted from certain assets being fully amortized between the periods. 26



 

Table of Contents The decrease in communication and technology for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 resulted from our cost optimization efforts which decreased software maintenance costs and related services. The increase in bad debt provision for the three months ended March 31, 2020 resulted from an increase in customer positions becoming negative, as compared to the prior period. These negative positions were caused by the greater volatility experienced in the quarter. The restructuring expenses for the three months ended March 31, 2020 resulted from the strategic decision to reduce global headcount during the period. The transaction costs for the three months ended March 31, 2020 were related to the sale to INTL FCStone, Inc. and included legal, accounting, and investment banking fees. Segment Results - Three Months Ended March 31, 2020 Compared to Three Months Ended March 31, 2019 Retail Segment (amounts in thousands) Three Months Ended March 31, 2020 2019 $ Change % Change Net revenue $ 176,279 $ 28,159 $ 148,120 526.0 % Employee compensation and benefits 14,385 12,992 1,393 10.7 % Selling and marketing 6,876 9,953 (3,077) (30.9)% Referral fees 9,450 4,390 5,060 115.3 % Other operating expenses 22,123 18,228 3,895 21.4 % Segment profit $ 123,445 $ (17,404) $ 140,849 (809.3)% The increase in employee compensation and benefits expenses for the retail segment for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to an increase in expense from accrued incentive compensation, driven by better results, during the three months ended March 31, 2020. The decrease in selling and marketing expense for three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to a planned reduction in spend for the three months ended March 31, 2020.
The increase in referral fees for the retail segment for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to the increase in indirect volume during the three months ended March 31, 2020. The increase in other operating expenses for the retail segment for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to higher bank fees, which are driven by customer funding volume, higher spreadbet duty in the U.K., and increased costs relating to the exit of the U.K. office lease as part of our ongoing cost rationalization strategy, offset by lower trading costs and lower communications and technology costs. Other operating expenses for the retail segment include general and administrative expenses, communication and technology expenses, trading expenses and bad debt. Futures Segment (amounts in thousands) Three Months Ended March 31, 2020 2019 $ Change % Change Net revenue $ 10,150 $ 9,410 $ 740 7.9 % Employee compensation and benefits 2,864 2,164 700 32.3 % Selling and marketing 236 260 (24) (9.2)% Referral fees 3,047 2,708 339 12.5 % Other operating expenses 3,149 3,221 (72) (2.2)% Segment profit $ 854 $ 1,057 $ (203) (19.2)% The increase in employee compensation and benefits expense for the futures segment for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to an increase in expense from accrued incentive compensation and commissions, driven by better consolidated results during the three months ended March 31, 2020. The increase in referral fees for the futures segment for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to an increase in trading volumes for the three months ended March 31, 2020. Both other operating expenses and selling and marketing for the futures segment were

relatively consistent for the three months ended March 31, 2020 compared to the three months ended March 31, 2019. Other operating expenses from the futures segment include general and administrative expenses, communication and technology expenses, trading expenses and bad debt. Corporate and Other (amounts in thousands)



 

Three Months Ended March 31, 2020 2019 $ Change % Change Other loss $ (731) $ 866 $ (1,597) (184.4)% Employee compensation and benefits 6,917 5,099 1,818 35.7 % Selling and marketing — 11 (11) (100.0)% Other operating expenses 2,238 2,905 (667) (23.0)% Loss $ (9,886) $ (7,149) $ (2,737) (38.3)% The increase in employee compensation and benefits expenses for employees not attributed to any of our operating segments, for the three months ended March 31, 2020 compared to the three months ended March 31, 2019, was primarily due to an increase in expense from accrued incentive compensation and commissions, driven by better results during the three months ended March 31, 2020. The decrease in other operating expenses not attributed to any of our operating segments for the three months ended March 31, 2020 compared to the three months ended March 31, 2019 was primarily due to a reduction in professional fees related to non-recurring legal and other professional services. Liquidity and Capital Resources We have historically financed our liquidity and capital needs primarily with funds generated from our subsidiaries' operations, issuing debt and equity securities, including the 5.00% Convertible Senior Notes due 2022 that were issued in the third quarter of 2017, and access to secured lines of credit, though we have terminated our most recent credit line. We plan to finance our future operating liquidity and regulatory capital needs in a manner consistent with our past practice. We expect that our capital expenditures for the next 12 months will be similar to our expenditures in the comparative period. Our cash and cash equivalents and customer cash and securities held for customers are held at banks, deposits at liquidity providers, investments in money market funds that invest in highly liquid investment grade securities including U.S. treasury bills, as well 27



 

Table of Contents as investments in U.S. treasury bills. In general, we believe all of our investments and deposits are of high credit quality and we have more than adequate liquidity to conduct our businesses. Several of our operating subsidiaries are subject to requirements of the regulatory bodies discussed below, including the CFTC and NFA in the U.S., the FCA in the U.K., the FSA in Japan, IIROC and the OSC in Canada, MAS in Singapore, ASIC in Australia, and CIMA in the Cayman Islands. Certain regulations limit funds available for dividends to GAIN Capital Holdings, Inc. As a result, we may be unable to access funds which are generated by our operating subsidiaries when we need them. Regulatory Capital Requirements The following table illustrates the minimum regulatory capital our subsidiaries were required to maintain as of March 31, 2020 and the actual amounts of capital that were maintained on that date (amounts in millions): Minimum Regulatory Capital Excess Capital Levels Net Entity Name Requirements Maintained Capital GAIN Capital Group, LLC $ 30.9 $ 61.9 $ 31.0 GAIN Capital Securities, Inc. 0.1 0.3 0.2 GAIN Capital U.K., Ltd. 50.4 167.0 116.6 GAIN Capital Japan Co., Ltd. 1.2 9.1 7.9 GAIN Capital Australia, Pty. Ltd. 0.9 5.5 4.6 GAIN Global Markets, Inc. 0.7 3.3 2.6 GAIN Capital-Forex.com Canada, Ltd. 0.2 2.0 1.8 GAIN Capital Singapore Pte., Ltd. 3.5 6.8 3.3 Trade Facts, Ltd. 0.5 3.6 3.1 Global Asset Advisors, LLC (1) 0.0 1.8 1.8 Total $ 88.4 $ 261.3 $ 172.9 (1) The Global Asset Advisors, LLC minimum regulatory capital requirement is $45 thousand. Our futures commission merchant and forex dealer subsidiary, GAIN Capital Group, LLC ("GCGL"), is subject to the Commodity Futures Trading Commission ("CFTC") Net Capital Rule (Rule 1.17) and National Futures Association ("NFA") Financial Requirements, Sections 1 and 11. Under applicable provisions of these regulations, GCGL is required to
maintain adjusted net capital of the greater of $1.0 million or 8% of Customer and Non- Customer Risk Maintenance Margin, or $20.0 million plus 5% of all liabilities owed to retail customers exceeding $10.0 million, plus 10% of all liabilities owed to eligible contract participant counterparties acting as a dealer that are not an affiliate. Net capital represents current assets less total liabilities as defined by CFTC Rule 1.17. GCGL’s current assets primarily consist of cash and cash equivalents reported on its balance sheet as cash, receivables from brokers and trading securities, which are generally short-term U.S. government securities. GCGL’s total liabilities include payables to customers, accrued expenses, accounts payable, sales and marketing expense payable, introducing broker fees payable and other liabilities. From net capital we take certain percentage deductions or haircuts against assets held based on factors required by the Commodity Exchange Act to calculate adjusted net capital. GCGL’s net capital and adjusted net capital changes from day to day. As of March 31, 2020, GCGL had net capital of approximately $61.9 million and net capital requirements and haircut charges of $30.9 million. As of March 31, 2020, excess net capital was $31.0 million. We believe that we currently have sufficient capital to satisfy these on-going minimum net capital requirements. In accordance with CFTC regulation 1.12 and NFA Financial Requirements Section 1, a 20.0% decrease in GCGL’s net capital and a 30.0% decrease in excess net capital due to a planned equity withdrawal requires regulatory notification and/or approval. GAIN Capital Securities, Inc. (“GCSI”) is a broker-dealer registered with the SEC under the Securities Exchange Act of 1934, as amended. GCSI is a member of the Financial Industry Regulatory Authority (“FINRA”), and Securities Investor Protection Corporation (“SIPC”). Pursuant to the SEC’s Uniform Net Capital Rule 15c3-1, GCSI i

required to maintain a minimum net capital balance (as defined) of $0.1 million. GCSI must also maintain a ratio of aggregate indebtedness (as defined) to net capital of not more than 15 to 1. At March 31, 2020, GCSI maintained $0.2 million more than the minimum required regulatory capital for a total of 3.0 times the required capital. GAIN Capital U.K. Ltd. ("GCUK") is regulated by the FCA as a full scope €730k IFPRU Investment Firm. GCUK is required to maintain the greater of approximately $0.8 million (€730,000) and the Pillar 1 requirement, which is calculated as the sum of the 28



 

Table of Contents firm’s operational, credit, counterparty, concentration and market risk. At March 31, 2020, GCUK maintained $116.6 million more than the minimum required regulatory capital for a total of 3.3 times the required capital. Effective from 2016, the FCA began transitioning in additional capital requirements in the form of a capital conservation buffer and a countercyclical capital buffer as set out in Capital Requirements Directive, or CRD IV, Article 160 Transitional Provisions for Capital Buffers. The transitional period began on January 1, 2016 and ended on December 31, 2018. The minimum common equity tier 1 capital ratio requirement, from January 1, 2019 is 7%. The firm maintained a common equity tier 1 capital ratio of 26.5% as of March 31, 2020. The effect of the countercyclical buffer on the firm's existing capital requirements is negligible. GAIN Capital Japan Co., Ltd. (“GCJP”) is a registered Type I financial instruments business firm regulated by the Japan Financial Services Agency (“FSA”) in accordance with Financial Instruments and Exchange Law (Law No. 25 of 1948, as amended). GCJP is a member of the Financial Futures Association of Japan. GCJP is subject to a minimum capital adequacy ratio of 140%, which is derived by dividing Net Capital (as defined in Law No. 25) by the sum of GC Japan’s market, counterparty credit risk and operational risk. At March 31, 2020, GCJP maintained $7.9 million more than the minimum required regulatory capital for a total of 7.6 times the required capital. GAIN Capital Australia, Pty. Ltd. (“GCAU”) is regulated under the laws of Australia, including the Corporations Act 2001 (Commonwealth of Australia). GCAU holds an Australian Financial Services License that has been issued by ASIC. GCAU is required to maintain a minimum capital requirement of $0.9 million (1.0 million AUD) or 10% of average revenues. The regulatory capital held is required to be in excess of
110% of its requirements at all times. At March 31, 2020, GCAU maintained $4.6 million more than the minimum required regulatory capital for a total of 6.1 times the required capital. GAIN Global Markets, Inc. (“GGMI”) the Company’s Cayman Island subsidiary, is a registered securities arranger and market maker with the Cayman Islands Monetary Authority (“CIMA”). GGMI is required to maintain a capital level that is the greater of one quarter of relevant annual expenditure, or the financial resources requirement which is the sum of the Base Requirement, counterparty and position risk requirement, or $0.7 million. At March 31, 2020, GGMI maintained $2.6 million more than the minimum required regulatory capital for a total of 4.7 times the required capital. GAIN Capital-Forex.com Canada, Ltd. (“GCCA”) is a Dealer Member of the Investment Industry Regulatory Organization of Canada (“IIROC”) and regulated under the laws of Canada, including the Canadian Investor Protection Fund. In Canada, the securities industry is governed by provincial or territorial legislation, and there is no national regulator. Local legislation differs from province to province and territory to territory, but generally requires that forex dealing representatives register with applicable regulators and self-regulatory organizations in order to offer forex and/or CFD products to retail clients. GCCA’s principal provincial regulator is the Ontario Securities Commission ("OSC"). GCCA is required to maintain risk-adjusted capital in excess of the minimum capital requirement. At March 31, 2020, GCCA maintained $1.8 million more than the minimum required regulatory capital for a total of 10.0 times the required capital. GAIN Capital Singapore Pte., Ltd. (“GCS”) is registered by the Monetary Authority of Singapore (“MAS”) and operates as an approved holder of Capital Market Services License. GCS is subject to the requirements of MAS and pursuant to the Securities

and Futures Act (Cap 289). Under these rules GCS is required to maintain a minimum base capital of approximately $3.5 million (5.0 million SGD) and Financial Resources in excess of 120% of the total risk requirements at all times, which is calculated as the sum of operational, counterparty, large exposure and market risk at all times. At March 31, 2020, GCS maintained $3.3 million more than the required minimum regulatory capital for a total of 1.9 times the required capital. Trade Facts, Ltd. (“Trade Facts”) is regulated by the FCA as a BIPRU Limited License Firm. Trade Facts is required to maintain the greater of a base financial resources requirement of approximately $0.1 million (€0.05 million) and a capital requirement of the higher of either credit risk plus market risk or a fixed overhead requirement. At March 31, 2020, Trade Facts maintained $3.1 million more than the minimum required regulatory capital for a total of 7.2 times the required capital. Global Asset Advisors, LLC ("GAA") is a registered Introducing Broker and is subject to the CFTC Net Capital Rule (Rule 1.17). Under applicable provisions of these rules, GAA is required to maintain adjusted net capital of less than $0.1 million. At March 31, 2020, GAA maintained $1.8 million more than the minimum required regulatory capital. Effective February 27, 2013, GAIN GTX, LLC became provisionally registered with the CFTC and NFA as a swap dealer. During 2016, GTX SEF, LLC became permanently registered with the CFTC as a swap execution facility, although it withdrew its registration with the CFTC as a swap execution facility on December 30, 2018. Certain of our other subsidiaries may be required to register, or may register voluntarily, as swap dealers and/or swap execution facilities. Swap dealers are subject to a comprehensive regulatory regime with new obligations for the swaps activities for which they are registered, including adherence to risk management
policies, supervisory procedures, trade record and real time reporting 29



 

Table of Contents requirements, as well as proposed rules for new minimum capital requirements. GAIN GTX, LLC has faced, and may continue to face, increased costs due to the registration and regulatory requirements listed above, as may any other of our subsidiaries that register as a swap dealer and/or swap execution facility. In particular, the CFTC has proposed rules that would require a swap-dealer to maintain regulatory capital of at least $20.0 million. Compliance with this or other swap-related regulatory capital requirements may require us to devote more capital to our GTX business or otherwise restructure our operations, such as by combining our GTX business with other regulated subsidiaries that must also satisfy regulatory capital requirements. 30



 

Table of Contents Convertible Senior Notes On April 1, 2015, as part of the consideration for our acquisition of City Index, we issued $60.0 million aggregate principal amount of our 4.125% Convertible Senior Notes due 2020. These notes bear interest at a fixed rate of 4.125% per year, payable semi-annually in arrears on April 1 and October 1 of each year, beginning on October 1, 2015. The notes are convertible into cash, shares of our common stock, or a combination thereof, at our election, subject to certain limitations. During the first quarter of 2020, the Company settled all remaining 2020 notes, $58.5 million in principal, for an aggregate purchase price of $58.5 million. On August 22, 2017, we issued $92.0 million aggregate principal amount of our 5.00% Convertible Senior Notes due 2022, which includes the exercise in full of the over-allotment option granted to the initial purchasers of the notes, in a private offering to qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933, as amended. The notes bear interest at a fixed rate of 5.00% per year, payable semi-annually in arrears on February 15 and August 15 of each year, beginning on February 15, 2018. The notes are convertible into cash, shares of our common stock, or a combination thereof, at our election. The notes will mature on August 15, 2022, unless earlier converted, redeemed or repurchased. We may not redeem the notes prior to August 15, 2020. An entity must separately account for the liability and equity components of convertible debt instruments whose conversion may be settled entirely or partially in cash in a manner that reflects the issuer’s economic interest cost for non-convertible debt. The liability component of the notes is initially valued at the fair value of a similar debt instrument that does not have an associated equity component. The liability is reflected in our Condensed Consolidated Balance Sheets in an amount equal to the carrying value,
which, as of March 31, 2020 and December 31, 2019, was $80.3 million and $137.2 million, respectively. The equity component of the notes is included in the additional paid-in capital section of our shareholders’ equity on our Condensed Consolidated Balance Sheets, and the value of the equity component is treated as original issue discount for purposes of accounting for the debt component. The equity component for our Convertible Senior Notes was $38.7 million as of both March 31, 2020 and December 31, 2019. This original issue discount is amortized to non-cash interest expense over the term of the notes, and, as a result, we record a greater amount of interest expense in current periods. Accordingly, we reported lower net income in our financial results than would have been recorded had we reflected only cash interest expense in our Condensed Consolidated Income Statement and Comprehensive Income/(Loss) because GAAP requires the interest expense associated with the notes to include both the current period’s amortization of the original issue discount and the notes’ cash coupon interest, which could adversely affect our reported or future financial results, the trading price of our common stock and the trading price of the notes. In addition, under certain circumstances, convertible debt instruments whose conversion may be settled entirely or partly in cash (such as our 5.00% Convertible Senior Notes due 2022) are currently accounted for using the treasury stock method. Under this method, the shares issuable upon conversion of the notes are not included in the calculation of diluted earnings per share unless the conversion value of the notes exceeds their principal amount at the end of the relevant reporting period. If the conversion value exceeds their principal amount, then, for diluted earnings per share purposes, the notes are accounted for as if the number of shares of common stock that would be necessary to settle the excess, if we elected t

settle the excess in shares, were issued. The accounting standards in the future may not continue to permit the use of the treasury stock method. If we are unable to use the treasury stock method in accounting for the shares, if any, issuable upon conversion of the notes, then our diluted earnings/(loss) per share could be adversely affected. Credit Facility On August 3, 2017, the Company entered into a Credit Agreement, dated as of August 2, 2017, for a three year U.S. $50.0 million senior secured first lien revolving credit facility that was scheduled to mature in August 2020. On January 2, 2020, the Company delivered written notice to terminate the Credit Agreement effective as of January 13, 2020 ("Termination Date"). There were no amounts outstanding under the revolving line of credit as of the Termination Date and the Company did not incur any material early termination penalties as a result of the termination. 31



 

Table of Contents Cash Flow The following table sets forth a summary of our cash flow for the three months ended March 31, 2020 and 2019 (amounts in thousands): For the Three Months Ended March 31, 2020 2019 Net cash provided by/(used in) operating activities $ 59,409 $ (22,919) Net cash used in investing activities (4,238) (5,548) Net cash used in financing activities (60,811) (6,455) Effect of exchange rate changes on cash and cash equivalents (34,127) 11,068 NET DECREASE IN CASH, CASH EQUIVALENTS, AND RESTRICTED CASH $ (39,767) $ (23,854) The primary drivers of our operating cash flows are net earnings or losses, adjustments for non-cash gains and losses, such as depreciation and amortization, as well as the normal movement of funds to and from our customers or to and from our liquidity providers. Gains and losses related to customer activities, whether realized when a position closes or marked to market while still open, have no direct impact on cash flows from operations. Cash flows related to customer activities arise from deposits and withdrawals only, which may disconnect cash flows from operational results. To some extent, the amount of net deposits made by our customers in any given period is influenced by the impact of realized and unrealized gains and losses on their balances, such that customers may be required to post additional funds to open new positions or maintain existing open positions or may choose to withdraw excess funds on open positions. Operating Activities Cash provided by operating activities was $59.4 million for the three months ended March 31, 2020, compared to cash used in operating activities of $22.9 million for the three months ended March 31, 2019. There were no specific items outside the normal course of business that impacted our cash provided by operating activities for the three months ended March 31, 2020 or cash used in operating activities for the three months ended
March 31, 2019. Investing Activities Cash used in investing activities was $4.2 million for the three months ended March 31, 2020 compared to cash used in investing activities of $5.5 million for the three months ended March 31, 2019. During the three months ended March 31, 2020, cash used in investing activities consisted of cash used for capital expenditures of $4.2 million. During the three months ended March 31, 2019, cash used in investing activities consisted of $3.1 million in cash used for capital expenditures and $2.4 million used for the purchase of a minority interest in Top Third Ag Marketing, LLC. The cash used for capital expenditures is primarily the result of our ongoing efforts to optimize our retail trading platform in a cost effective manner, which we expect to improve our customer experience. Financing Activities Cash used in financing activities was $60.8 million for the three months ended March 31, 2020 compared to cash used in financing activities of $6.5 million for the three months ended March 31, 2019. During the three months ended March 31, 2020, significant uses of cash were $58.5 million used to settle the 2020 convertible notes and $2.3 million used to pay cash dividends. During the three months ended March 31, 2019, significant uses of cash were $4.2 million to purchase treasury stock and $2.3 million used to pay cash dividends. 32



 

Table of Contents Off-Balance Sheet Arrangements At March 31, 2020 and December 31, 2019, we did not have any relationships with unconsolidated entities or financial partnerships, such as entities often referred to as structured finance or special purpose entities, which would have been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes. Critical Accounting Policies and Estimates There were no material changes to our critical accounting policies and estimates from those disclosed in the section “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in our Annual Report on Form 10-K for the year ended December 31, 2019. ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK Interest Rate Risk Interest rate risk arises from the possibility that changes in interest rates will impact our Condensed Consolidated Financial Statements. Our net interest revenue is directly affected by the short-term interest rates we earn from re-investing our cash and our customers’ cash. As a result, a portion of our interest income will decline if interest rates fall. Short-term interest rates are highly sensitive to factors that are beyond our control, including general economic conditions and the policies of various governmental and regulatory authorities. Our cash and cash equivalents and customer cash and cash equivalents are held in cash and cash equivalents including cash at banks, deposits at liquidity providers, in money market funds that invest in highly liquid investment grade securities including short-term U.S. treasury bills, as well as directly in U.S. treasury bills. The interest rates earned on these deposits and investments affects our interest revenue. We estimate that as of March 31, 2020, an immediate 100 basis point decrease in short-term interest rates would result in approximately $7.3 million less in annual pretax
income. Foreign Currency Risk Currency risk arises from the possibility that fluctuations in foreign exchange rates will impact the value of our earnings and assets. Entities that have assets and liabilities denominated in currencies other than the primary economic environment in which the entity operates are subject to remeasurement. The majority of our sales and related operating costs are denominated in the currency of the local country and translated into USD for consolidated reporting purposes. Although the majority of the assets and liabilities of these subsidiaries are denominated in the functional currency of the subsidiary, they may also hold assets or liabilities denominated in other currencies. As a result, our results of operations and financial position are exposed to changing currency rates. We may consider entering into hedging transactions to mitigate our exposure to foreign currency exchange rates. These hedging transactions may not be successful. Credit Risk Our trading operations require a commitment of our capital and involve risk of loss because of the potential that a customer’s losses may exceed the amount of cash in their account. While we are able to closely monitor each customer’s exposure, it does not guarantee our ability to eliminate negative customer account balances prior to an adverse currency price change or other market events, such as the extreme volatility in the Swiss franc following the SNB market event in January 2015. Changes in market conditions or unforeseen extreme market events mean that we may not be able to recover negative client equity from our customers. This could materially adversely affect our results of operations. In addition, if we cannot recover funds from our customers, we may nonetheless be required to fund positions we hold with our liquidity providers or other third parties and, in such an event, our available funds may not be sufficient to meet our obligations to these third parties, which could

materially adversely affect our business, financial condition, results of operations and cash flows. In order to help mitigate this risk, we require that each trade must be collateralized in accordance with our margin policies described below. Each customer is required to have minimum funds in their account for opening positions, which we refer to as the initial margin, and for maintaining positions, which we refer to as maintenance margin, depending on the product being traded. Margin requirements are expressed as a percentage of the customer’s total position in that product, and the customer’s total margin requirement is based on the aggregate margin requirement across all of the positions that a customer holds at any one moment in time. Each net position in a particular product is margined separately, which is generally a conservative margin policy. Our systems automatically monitor each customer’s margin requirements in real time, and we confirm that each of our customers has sufficient cash collateral in his or her account before we execute their trades. We may also adjust required customer margins (both initial and maintenance) from time to time based on our monitoring of various factors, including volatility and liquidity. If at any point in time a customer’s trading position does not comply with the applicable margin requirement, the position may be automatically 33



 

Table of Contents liquidated, partially or entirely, in accordance with our margin policies and procedures, which protect both us and the customer. Our margin and liquidation policies are set forth in our customer agreements. We are also exposed to potential credit risk relating to the counterparties with which we hedge our trades and the financial institutions with which we deposit cash. We mitigate these risks by transacting with several of the largest financial institutions in the world, with limits on our exposure to any single financial institution. In the event that our access to one or more financial institutions becomes limited, our ability to hedge may be impaired. Market Risk We are exposed to market risk in connection with our retail trading activities. Because we act as counterparty to our retail customers’ transactions, we are exposed to risk on each trade that the value of our position will decline. Accordingly, accurate and efficient management of our net exposure is a high priority, and we have developed policies addressing both our automated and manual procedures to manage our exposure. These risk-management policies and procedures are established and reviewed regularly by the Risk Committee of our Board of Directors. Our risk-management policies require quantitative analyses by instrument, as well as assessment of a range of market inputs, including trade size, dealing rate, customer margin and market liquidity. Our risk-management procedures require our team of senior traders to monitor risk exposure on a continuous basis and update senior management both informally over the course of the trading day and formally through intraday and end of day reporting. A key component of our approach to managing market risk is that we do not initiate market positions for our own account in anticipation of future movements in the relative prices of products we offer. To facilitate our risk-management activities, we maintain levels of capital in excess o
those currently required under applicable regulations. As of March 31, 2020, we maintained regulatory capital levels of $261.3 million, which represented approximately 3.0 times the capital we were required to hold under applicable regulations. Cash Liquidity Risk In normal conditions, our market making business and related services are self-financing as we generate sufficient cash flows to pay our expenses as they become due. As a result, we generally do not face the risk that we will have insufficient cash to meet our payment obligations as they arise. Our cash flows, however, are influenced by customer trading volume, currency volatility and liquidity in markets in which we have positions. These factors are directly impacted by domestic and international market and economic conditions that are beyond our control. In an effort to manage this risk, we have secured a substantial liquidity pool by establishing trading relationships with several financial institutions. These relationships provide us with sufficient access to liquidity to allow us to consistently execute significant trades in varying market conditions at the notional amounts our customers desire. We generally maintain collateral on deposit, which includes our funds and our customers’ funds, with our liquidity providers. For the three months ended March 31, 2020, collateral on deposit was $62.5 million. Our trading operations further involve the risk of losses due to the potential failure of our customers to perform their obligations under the transactions we enter into with them, which increases our exposure to cash liquidity risk. To reduce this risk, our margin policy requires that we mark our customers’ accounts to market each time the market price of a position in their portfolio changes and provides for automatic liquidation of positions, as described above. Operational Risk Our operations are subject to broad and various risks resulting from technological interruptions, failures or capacity

constraints in addition to risks involving human error or misconduct. We are heavily dependent on the capacity and reliability of the computer and communications systems supporting our operations. Our computer infrastructure is potentially vulnerable to physical or electronic computer break-ins, viruses and similar disruptive problems and security breaches. We have established robust programs to monitor our computer systems, platforms, and related technologies to promptly address issues that arise. We have established disaster recovery facilities in strategic locations to ensure that we can continue to operate with limited interruptions in the event that our primary systems are damaged. As with our technological systems, we have established policies and procedures designed to monitor and prevent both human errors, such as clerical mistakes or incorrectly placed trades, as well as human misconduct, such as unauthorized trading, fraud, or negligence. In addition, we seek to mitigate the impact of any operational issues by maintaining insurance coverage for various contingencies. ITEM 4. CONTROLS AND PROCEDURES (a) Evaluation of Disclosure Controls and Procedures The Company maintains disclosure controls and procedures that are designed to ensure that information required to be disclosed in the Company’s reports under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated 34



 

Table of Contents and communicated to management, including our Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) as appropriate, to allow timely decisions regarding required disclosure. Management of the Company, with the participation of its CEO and CFO, evaluated the effectiveness of the Company’s disclosure controls and procedures. Based on their evaluation, as of the end of the period covered by this Quarterly Report on Form 10-Q, the Company’s CEO and CFO have concluded that the Company’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended) were effective. (b) Changes in Internal Control over Financial Reporting There have not been any changes in the Company's internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter to which this report relates that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting. 35



 

Table of Contents PART II – OTHER INFORMATION ITEM 1. LEGAL PROCEEDINGS For the three months ended March 31, 2020, we incorporate herein by reference the discussions set forth under “Legal Proceedings” in Part I, Item 3 of our Form 10-K for the year ended December 31, 2019. ITEM 1A. RISK FACTORS Our Annual Report on Form 10-K for the fiscal year ended December 31, 2019 describes the various important risk factors facing our business in Part I, Item 1A under the heading “Risk Factors.” There have been no material changes to the risk factors disclosed in that section of our Annual Report on Form 10-K, which is incorporated herein by reference. ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS (a) Unregistered Sales of Equity Securities None. (b) Purchase of Equity Securities by the Issuer None. ITEM 3. DEFAULTS UPON SENIOR SECURITIES None. ITEM 4. MINE SAFETY DISCLOSURES None. ITEM 5. OTHER INFORMATION None. 36



 

Table of Contents ITEM 6. EXHIBITS Exhibit No. Description Agreement and Plan of Merger by and among GAIN Capital Holdings, Inc., INTL FCStone Inc. and Golf Merger Sub I 2.1 Inc., dated as of February 26, 2020 (incorporated herein by reference to Exhibit 2.1 of the registrants Current Report on Form 8-K filed on February 27, 2020, No. 001-35008) Amendment No. 3 to Rights Agreement by and between GAIN Capital Holdings, Inc. and Broadridge Corporate Issuer 4.1 Solutions, Inc., dated as of February 26, 2020 (incorporated herein by reference to Exhibit 4.1 of the registrants Current Report on form 8-K filed on February 27, 2020, No. 001-35008). Certification of Chief Executive Officer pursuant to rule 13a-14(a) under the Securities Exchange Act of 1934, as 31.1 amended.* Certification of Chief Financial Officer pursuant to rule 13a-14(a) under the Securities Exchange Act of 1934, as 31.2 amended.* 32.1 Certification of Chief Executive Officer as required by section 906 of the Sarbanes-Oxley Act of 2002.* 32.2 Certification of Chief Financial Officer as required by section 906 of the Sarbanes-Oxley Act of 2002.* 101.SCH XBRL Taxonomy Extension Schema 101.CAL XBRL Taxonomy Extension Calculation 101.DEF XBRL Taxonomy Extension Definition 101.LAB XBRL Taxonomy Extension Labels 101.PRE XBRL Taxonomy Extension Presentation * Filed herewith. † Compensation related contract. 37
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Exhibit 31.1 CERTIFICATION I, Glenn H. Stevens, certify that: 1. I have reviewed this quarterly report on Form 10-Q of GAIN Capital Holdings, Inc.; 2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared; (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles; (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of
the period covered by this report based on such evaluation; and (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing equivalent functions): (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting. Date: May 13, 2020 /s/ Glenn H. Stevens Glenn H. Stevens President and Chief Executive Officer (Principal Executive Officer)



 

Exhibit 31.2 CERTIFICATION I, Nigel Rose, certify that: 1. I have reviewed this quarterly report on Form 10-Q of GAIN Capital Holdings, Inc.; 2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d- 15(f)) for the registrant and have: (a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared; (b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles; (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and 5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing equivalent functions): (a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and (b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting. Date: May 13, 2020 /s/ Nigel Rose Nigel Rose Chief Financial Officer (Principal Financial Officer)



 

Exhibit 32.1 CERTIFICATION OF CHIEF EXECUTIVE OFFICER, AS REQUIRED BY SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 I, Glenn H. Stevens, the undersigned Chief Executive Officer and President of GAIN Capital Holdings, Inc., a Delaware corporation (the “Company”) hereby certify pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 that to my knowledge: 1. The accompanying quarterly report on Form 10-Q for the fiscal quarter ended March 31, 2020 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and 2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company. Date: May 13, 2020 /s/ Glenn H. Stevens Glenn H. Stevens Chief Executive Officer and President (Principal Executive Officer) The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or as a separate disclosure document. A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.



 

Exhibit 32.2 CERTIFICATION OF CHIEF FINANCIAL OFFICER, AS REQUIRED BY SECTION 906 THE SARBANES-OXLEY ACT OF 2002 I, Nigel Rose, the undersigned Chief Financial Officer of GAIN Capital Holdings, Inc., a Delaware corporation (the “Company”) hereby certify pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 that to my knowledge: 1. The accompanying quarterly report on Form 10-Q for the fiscal quarter ended March 31, 2020 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and 2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company. Date: May 13, 2020 /s/ Nigel Rose Nigel Rose Chief Financial Officer (Principal Financial Officer) The foregoing certification is being furnished solely pursuant to 18 U.S.C. Section 1350 and is not being filed as part of the Report or as a separate disclosure document. A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request.



 



EXHIBIT 99.2

Unaudited Pro Forma Condensed Combined Financial Information

The accompanying unaudited pro forma condensed combined financial information furnished in this Exhibit 99.2 was prepared in accordance with Article 11 of Securities and
Exchange Commission (“SEC”) Regulation S-X and gives effect to the July 31, 2020 (the “GAIN acquisition date”) merger of Golf Merger Sub I Inc. (“Merger Sub”), a Delaware
corporation and wholly-owned subsidiary of StoneX Group Inc. (formerly INTL FCStone Inc. and referred to herein as (the “Company”)) , with and into GAIN Capital Holdings,
Inc., a Delaware corporation (“GAIN”), with GAIN surviving as a wholly-owned subsidiary of the Company (the “Merger”), pursuant to the Agreement and Plan of Merger, dated
as of February 26, 2020, by and among the Company, Merger Sub and GAIN (the “Merger Agreement”).

On June 11, 2020, the Company completed the issuance and sale of $350 million in aggregate principal amount of its 8.625% Senior Secured Notes due 2025 (the “Notes”). The
Notes were issued at the offering price of 98.5% of the aggregate principal amount thereof. The Notes were issued pursuant to an Indenture, dated June 11, 2020 (the “Indenture”),
by and among the Company, the guarantors party thereto from time to time and The Bank of New York Mellon, as trustee (in such capacity, the “Trustee”) and collateral agent (in
such capacity, the “Collateral Agent”). The gross proceeds from the sale of the Notes were placed into a segregated escrow account and released pursuant to the satisfaction of
certain escrow release conditions, including the consummation of the Merger on July 31, 2020. On July 31, 2020, the Company used the net proceeds from the sale of the Notes,
together with cash on hand, to (1) fund the cash merger consideration due to GAIN shareholders who did not dissent to the Merger and (2) pay certain related transaction fees and
expenses. The remaining proceeds were utilized to fund the repayment of substantially all of GAIN’s 5.00% Convertible Senior Notes due 2022 (“the “GAIN Convertible Notes”)
on September 1, 2020.

The unaudited pro forma condensed combined financial information gives effect to the Merger with acquisition accounting applied to GAIN as the accounting acquiree and the
related issuance of the Notes and use of net proceeds therefrom as described above.

The unaudited pro forma condensed combined financial information does not give effect to any cost savings, operating synergies or revenue synergies that may result from the
Merger. The unaudited pro forma condensed combined financial information also does not give effect to the repurchase of the GAIN Convertible Notes which the Company does not
believe is directly attributable to the Merger.

The historical consolidated financial information in the unaudited pro forma condensed combined financial information furnished in this Exhibit 99.2 has been adjusted to give
effect to pro forma events that are (1) directly attributable to the Merger, (2) factually supportable and (3) with respect to the unaudited pro forma condensed combined statements of
income, expected to have a continuing impact on the combined results of the Company and GAIN following the Merger.

The unaudited pro forma condensed combined financial information furnished in this Exhibit 99.2 has been presented for informational purposes only and is not necessarily
indicative of what the combined company’s financial position or results of operations would have been had the transactions been completed as of the dates indicated. In addition, the
unaudited pro forma condensed combined financial information does not purport to project the future financial position or operating results of the combined company.

The unaudited pro forma condensed combined financial information contains estimated adjustments based upon available information and certain assumptions that the Company
believes are reasonable under the circumstances. The assumptions underlying the pro forma adjustments are described in greater detail in the accompanying notes to the unaudited
pro forma condensed combined financial information. In many cases, these assumptions are based upon preliminary information and estimates. Differences between these
preliminary estimates and the final acquisition accounting will occur, and these differences could have a material impact on the accompanying unaudited pro forma condensed
combined financial information and the combined company’s future results of operations and financial position.



The unaudited pro forma condensed combined financial information is presented to illustrate the estimated effects of the Merger and the issuance of the Notes and use of net
proceeds therefrom as described above as follows:

• The unaudited pro forma condensed combined balance sheet as of March 31, 2020 was prepared based on:

1. The historical unaudited condensed consolidated balance sheet of the Company as of March 31, 2020; and

2. The historical unaudited condensed consolidated balance sheet of GAIN as of March 31, 2020.

• The unaudited pro forma condensed combined income statement for the year ended September 30, 2019 was prepared based on:

1. The historical audited consolidated income statement of the Company for the year ended September 30, 2019; and

2. The historical audited consolidated statement of operations of GAIN for the year ended December 31, 2019.

• The unaudited pro forma condensed combined income statement for the six months ended March 31, 2020 was derived based on:

1. The historical unaudited condensed consolidated income statement of the Company for the six months ended March 31, 2020; and

2. The historical audited consolidated statement of operations of GAIN for the year ended December 31, 2019; plus

(a) the historical unaudited condensed consolidated statement of operations of GAIN for the three months ended March 31, 2020; less

(b) the historical unaudited condensed consolidated statement of operations of GAIN for the nine months ended September 30, 2019.

As the GAIN unaudited pro forma condensed consolidated income statement information for the six months ended March 31, 2020 was derived from the historical audited
consolidated statement of operations for the year ended December 31, 2019, plus (a) the historical unaudited condensed consolidated statement of operations for the three months
ended March 31, 2020, less (b) the historical unaudited condensed consolidated statement of operations for the nine months ended September 30, 2019, GAIN’s results for the
fourth quarter of its fiscal year ended December 31, 2019 are included in the unaudited pro forma condensed combined income statement for the year ended September 30, 2019
and the unaudited pro forma condensed combined income statement for the six months ended March 31, 2020.



PRO FORMA FINANCIAL INFORMATION
Unaudited Pro Forma Condensed Combined Income Statement

For the Year Ended September 30, 2019

(Unaudited) (in millions, except share and per share amounts)

Historical Company
Year Ended

September 30, 2019
(Unaudited)  

Historical Gain After
Reclassifications Year

Ended December 31, 2019
(Unaudited)

(Note 4)  

Pro Forma
Adjustments

(Note 5)  

Pro Forma
Condensed

Combined Income
Statement

Revenues:        
Sales of physical commodities $ 31,830.3  $ —  $ —  $ 31,830.3

Principal gains, net 415.8  178.8  —  594.6

Commission and clearing fees 372.4  37.6  —  410.0

Consulting, management, and account fees 79.6  3.2  —  82.8

Interest income 198.9  16.6  —  215.5

Total revenues 32,897.0  236.2  —  33,133.2

Cost of sales of physical commodities 31,790.9  —  —  31,790.9

Operating revenues 1,106.1  236.2  —  1,342.3

Transaction-based clearing expenses 183.5  18.9  —  202.4

Introducing broker commissions 114.7  29.3  —  144.0

Interest expense 154.7  15.8  32.5 A,B 203.0

Net operating revenues 653.2  172.2  (32.5)  792.9

Compensation and other expenses:        
Compensation and benefits 393.1  78.1  —  471.2

Selling and marketing 5.2  38.4  —  43.6

Trading systems and market information 38.8  16.5  —  55.3

Occupancy and equipment rental 19.4  9.5  —  28.9

Professional fees 21.0  11.8  —  32.8

Travel and business development 16.2  2.0  —  18.2

Non-trading technology and support 20.1  12.3  —  32.4

Depreciation and amortization 14.0  25.9  (8.8) C 31.1

Communications 6.6  2.9  —  9.5

Bad debts 2.5  2.0  —  4.5

Recovery on physical coal (12.4)  —  —  (12.4)

Goodwill impairment —  28.1  —  28.1

Other 23.2  18.3  —  41.5

Total compensation and other expenses 547.7  245.8  (8.8)  784.7

Other gains 5.5  —  —  5.5

Income (loss) before tax 111.0  (73.6)  (23.7)  13.7

Income tax expense (benefit) 25.9  (12.8)  (6.7) D 6.4

Net income (loss) $ 85.1  $ (60.8)  $ (17.0)  $ 7.3

Earnings per share:        
Basic $ 4.46      $ 0.38

Diluted $ 4.39      $ 0.38

Weighted-average number of common shares outstanding:        
Basic 18,738,905      18,738,905

Diluted 19,014,395      19,014,395

See notes to the unaudited pro forma financial information.



PRO FORMA FINANCIAL INFORMATION
Unaudited Pro Forma Condensed Combined Income Statement

For the Six Months Ended March 31, 2020

(Unaudited) (in millions, except share and per share amounts)
Historical Company

(Unaudited)  

Historical Gain After
Reclassifications

(Unaudited)
(Note 4)  

Pro Forma
Adjustments

(Note 5)  

Pro Forma
Condensed

Combined Income
Statement

Revenues:        
Sales of physical commodities $ 30,994.9  $ —  $ —  $ 30,994.9

Principal gains, net 281.0  213.9  —  494.9

Commission and clearing fees 203.8  18.1  —  221.9

Consulting, management, and account fees 43.9  1.6  —  45.5

Interest income 87.7  6.3  —  94.0

Total revenues 31,611.3  239.9  —  31,851.2

Cost of sales of physical commodities 30,967.7  —  —  30,967.7

Operating revenues 643.6  239.9  —  883.5

Transaction-based clearing expenses 110.1  9.4  —  119.5

Introducing broker commissions 55.8  19.6  —  75.4

Interest expense 63.8  7.8  16.2 A, B 87.8

Net operating revenues 413.9  203.1  (16.2)  600.8

Compensation and other expenses:        
Compensation and benefits 240.7  40.1  —  280.8

Selling and marketing 5.6  14.9  —  20.5

Trading systems and market information 21.6  9.9  —  31.5

Occupancy and equipment rental 9.9  5.5  —  15.4

Professional fees 10.7  6.3  (1.8) C 15.2

Travel and business development 7.7  0.8  —  8.5

Non-trading technology and support 11.9  3.5  —  15.4

Depreciation and amortization 8.1  12.2  (3.6) D 16.7

Communications 3.1  1.4  —  4.5

Bad debts 4.4  4.8  —  9.2

Goodwill impairment —  28.1  —  28.1

Other 12.5  12.3  —  24.8

Total compensation and other expenses 336.2  139.8  (5.4)  470.6

Other gains 0.1  —  —  0.1

Income (loss) before tax 77.8  63.3  (10.8)  130.3

Income tax expense (benefit) 22.2  17.3  (2.7) E 36.8

Net income (loss) $ 55.6  $ 46.0  $ (8.1)  $ 93.5

Earnings per share:        
Basic $ 2.88      $ 4.86

Diluted $ 2.84      $ 4.78

Weighted-average number of common shares: outstanding:        
Basic 18,811,268      18,811,268

Diluted 19,132,497      19,132,497

See notes to the unaudited pro forma financial information.



PRO FORMA FINANCIAL INFORMATION
Unaudited Pro Forma Condensed Combined Balance Sheet

March 31, 2020

(in millions)
Historical Company

(Unaudited)  

Historical Gain After
Reclassifications (Unaudited)

(Note 4)  

Pro Forma
Adjustments

(Note 5)  

Pro Forma
Condensed

Combined Balance
Sheet

ASSETS        
Cash and cash equivalents $ 519.5  $ 470.2  $ 103.9 A, B,C,D $ 1,093.6

Cash, securities and other assets segregated under federal and other regulations 1,176.1  496.4  —  1,672.5

Collateralized transactions:        
Securities purchased under agreements to resell 1,260.0  —  —  1,260.0

Securities borrowed 1,063.8  —  —  1,063.8
Deposits with and receivables from broker-dealers, clearing organizations, and counterparties,
net 3,359.5  164.9  —  3,524.4

Receivables from clients, net 481.1  3.4  —  484.5

Notes receivable, net 3.9  —  —  3.9

Income taxes receivable 1.5  —  —  1.5

Financial instruments owned, at fair value 2,525.7  —  —  2,525.7

Physical commodities inventory, net 255.2  —  —  255.2

Deferred income taxes, net 14.0  16.6  —  30.6

Property and equipment, net 43.0  29.1  —  72.1

Operating right of use assets 31.6  13.5  3.1 E 48.2

Goodwill and intangible assets, net 73.1  21.2  (21.2) F 73.1

Other assets 62.9  16.5  —  79.4

Total assets $ 10,870.9  $ 1,231.8  $ 85.8  $ 12,188.5

LIABILITIES AND STOCKHOLDERS’ EQUITY        
Liabilities:        
Accounts payable and other accrued liabilities $ 184.8  $ 34.9  $ 21.6 G $ 241.3

Operating lease liabilities 34.2  16.6  —  50.8

Payables to:       
Clients 4,531.5  785.2  —  5,316.7

Broker-dealers, clearing organizations and counterparties 429.2  5.9  —  435.1

Lenders under loans 275.0  —  —  275.0

Senior secured borrowings, net 184.3  —  335.4 H 519.7

Convertible senior notes —  80.3  11.7 I 92.0

Income taxes payable 10.6  11.8  —  22.4

Collateralized transactions:        
Securities sold under agreements to repurchase 2,800.3  —  —  2,800.3

Securities loaned 1,068.8  —  —  1,068.8

Financial instruments sold, not yet purchased, at fair value 703.6  —  —  703.6

Total liabilities 10,222.3  934.7  368.7  11,525.7

Commitments and contingencies        
Stockholders’ Equity:        

Preferred stock —  —  —  —

Common stock 0.2  —  —  0.2

Common stock in treasury, at cost (57.6)  (127.5)  127.5 J (57.6)

Additional paid-in capital 285.8  251.1  (251.1) J 285.8

Retained earnings 458.4  209.8  (195.6) J,K,L,M 472.6

Accumulated other comprehensive loss, net (38.2)  (36.3)  36.3 J (38.2)

Total stockholders’ equity 648.6  297.1  (282.9)  662.8

Total liabilities and stockholders’ equity $ 10,870.9  $ 1,231.8  $ 85.8  $ 12,188.5

See notes to the unaudited pro forma financial information.



NOTES TO THE UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION

1. BASIS OF PRESENTATION

The unaudited pro forma condensed combined financial information was prepared in accordance with Article 11 of Securities and Exchange Commission (“SEC”) Regulation S-X. The accompanying
unaudited pro forma condensed combined income statement for the year ended September 30, 2019 reflects the Merger and the related issuance of the Notes and the use of net proceeds therefrom as
described above, as if such transactions had occurred on October 1, 2018, combining the results of the Company for its fiscal year ended September 30, 2019 and of GAIN for its fiscal year ended
December 31, 2019. The accompanying unaudited pro forma condensed combined income statement for the six months ended March 31, 2020 reflects the Merger and the related issuance of the
Notes and the use of net proceeds therefrom as described above, as if such transactions had occurred on October 1, 2019, combining the results of the Company and GAIN for the respective periods.

The accompanying unaudited pro forma condensed combined balance sheet as of March 31, 2020 reflects the Merger and related issuance of the Notes and the use of net proceeds therefrom as
described above, as if such transactions had occurred on March 31, 2020, combining the unaudited condensed consolidated balance sheets of the Company and GAIN as of March 31, 2020.

The unaudited pro forma condensed combined financial information reflects the issuance of the Notes and the use of net proceeds therefrom as described above and also reflects the Merger under the
acquisition method of accounting in accordance with ASC 805, Business Combinations. The Company is the acquiror for financial accounting purposes. Under the acquisition method of accounting,
the purchase price is allocated to the underlying tangible and intangible assets acquired and liabilities assumed based on their respective fair values. To prepare the unaudited pro forma condensed
combined financial information, the Company adjusted GAIN’s assets and liabilities to their estimated fair values based upon a preliminary allocation. As of the date of this Form 8-K, the Company
has not completed the detailed valuations necessary to finalize the required estimated fair values of GAIN’s assets acquired and liabilities assumed and the related allocation of the purchase price.
Accordingly, the final acquisition accounting adjustments may be materially different from the unaudited pro forma adjustments.

Certain financial information of GAIN as presented in its historical consolidated and condensed consolidated financial statements has been reclassified to conform to the historical presentation of the
Company’s consolidated and condensed consolidated financial statements for the purposes of preparing the unaudited pro forma condensed combined financial information as further detailed in Note
4.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The unaudited pro forma condensed combined financial information has been compiled in a manner consistent with the accounting policies adopted by the Company, which are materially consistent
with those adopted by GAIN. As such, the unaudited pro forma condensed financial information does not reflect any adjustments to conform GAIN’s results and financial position to the Company’s
accounting policies.

3. PURCHASE PRICE ACCOUNTING AND ESTIMATED MERGER CONSIDERATION

The unaudited pro forma condensed combined balance sheet has been adjusted to reflect a preliminary allocation of the preliminary cash consideration to the fair value of GAIN’s identifiable assets
acquired and liabilities assumed. The preliminary purchase price allocation in this unaudited pro forma condensed combined financial information is based upon the terms of the Merger Agreement,
pursuant to which each share of GAIN’s common stock issued and outstanding was converted into the right to receive $6.00 in cash, without interest. Based upon GAIN’s fully diluted shares
outstanding, the total cash consideration required to be paid to GAIN’s shareholders pursuant to the Merger Agreement is $236.6 million.



Information regarding the preliminary cash consideration to be paid for the Merger is as follows (in millions, except per share amount):

Cash price per share established in Merger Agreement $ 6.00
Fully diluted shares 39.4

Total Merger consideration $ 236.6

Aggregate cash consideration paid upon the Merger
$ 215.0

Accrual for merger cash consideration 21.6

Total Merger consideration $ 236.6

Subsequent to the GAIN acquisition date, holders of 3.6 million shares of GAIN common stock outstanding at the GAIN acquisition date who did not vote to approve the merger (“Dissenting
Holders”, and the shares held by such Dissenting Holders, the “Dissenting Shares”) purportedly demanded appraisal rights pursuant to Section 262 of the Delaware General Corporation Law in the
Court of Chancery of the State of Delaware. The $21.6 million accrual for merger consideration included in the total merger consideration was based upon 3.6 million Dissenting Shares assuming a
right to receive $6.00 per share at the Gain acquisition date. Any subsequent settlement with the Dissenting Holders will be considered the settlement of a post-acquisition contingency to be included
in the Company’s post-acquisition consolidated income statements.

The following table summarizes the preliminary purchase price allocation assuming the acquisition date for the Merger was March 31, 2020 (in millions):

Cash and cash equivalents $ 470.2
Cash, securities and other assets segregated under federal and other regulations 496.4
Deposits with and receivables from broker-dealers, clearing organizations, and counterparties 164.9
Receivables from clients, net 3.4
Deferred income taxes 16.6
Property and equipment, net 29.1
Right of use assets, net 16.6
Other assets 16.5

Total tangible assets acquired $ 1,213.7

  

Accounts payable and other accrued liabilities $ 34.9
Operating lease liabilities 16.6
Payable to clients 785.2
Payable to broker-dealers, clearing organizations, and counterparties 5.9
Income taxes payable 11.8
Convertible senior notes 92.0

Total tangible liabilities assumed $ 946.4
Tangible net assets acquired 267.3
Total Merger consideration 236.6

Bargain purchase gain $ 30.7

Assuming the Merger had occurred on March 31, 2020, management has made an initial fair value estimate of the assets acquired and liabilities assumed as of that date. All purchase accounting
estimates are subject to revision upon finalizing its purchase accounting estimates; a process in which the Company has sought the assistance of a third-party valuation expert.

For the purposes of the preliminary allocation, the Company has assumed that the carrying value of GAIN’s property and equipment approximates its fair value. Additionally, the Company has
assumed that no purchase price is assigned to GAIN’s intangible assets. These assumptions could change materially upon the completion of the final valuation analysis.

The Merger included the acquisition of certain derivative financial instruments that are carried at fair value in GAIN’s historical condensed consolidated balance sheet as of March 31, 2020. For
assets and liabilities not carried at fair value in GAIN’s



historical condensed consolidated balance sheet as of March 31, 2020, with the exception of deferred income taxes, property and equipment, and right of use assets, the Company believes that due to
the short-term nature of the tangible assets acquired and liabilities assumed and GAIN’s ability to initiate the withdrawal and settlement of client related trading balances, that their carrying values
approximate their fair values. On September 1, 2020, the Company redeemed substantially all of the GAIN Convertible Notes with the proceeds from the issuance of the Notes in connection with the
transactions and, thus, the fair value of the GAIN Convertible Notes was assumed to be equivalent to the redemption value.

Based upon the excess of the net tangible assets acquired in comparison to the total Merger consideration detailed above and assuming that the final purchase price allocation results in no purchase
price being assigned to GAIN’s intangible assets and results in a fair value being assigned to GAIN’s property and equipment that approximates its carrying value, the Company would have recorded
a bargain purchase gain related to the Merger of approximately $30.7 million assuming the Merger had occurred on March 31, 2020.



4. RECLASSIFICATION ADJUSTMENTS

Certain reclassifications have been made to the historical presentation of GAIN’s consolidated financial statements to conform to the financial statement presentation of the Company. The
reclassifications result in consistency of reporting between the Company and GAIN with no impact on total assets, total liabilities, total stockholders’ equity, and net (loss) income.

Additionally, the Company has reclassified $5.2 million and $5.6 million for the year ended September 30, 2019, and the six months ended March 31, 2020, respectively, of marketing related costs to
‘Selling and marketing’ on the unaudited pro forma condensed combined income statements that were historically included within ‘Other’ expenses to conform to the financial presentation of Gain.

Reclassifications to GAIN’s condensed consolidated balance sheet as of March 31, 2020 are as follows:

(in millions) Before Reclassifications  Reclassifications  After Reclassifications

ASSETS      

Cash and cash equivalents $ 293.3  $ 176.9  $ 470.2

Cash, securities and other assets segregated under federal and other regulations —  496.4  496.4

Cash and securities held for customers 785.2  (785.2)  —

Receivables from brokers 53.0  111.9  164.9

Receivables from clients, net —  3.4  3.4

Deferred income taxes —  16.6  16.6

Property and equipment, net 29.1  —  29.1

Operating right of use assets —  13.5  13.5

Intangible assets, net 21.2  —  21.2

Other assets 50.0  (33.5)  16.5

Total assets $ 1,231.8  $ —  $ 1,231.8

LIABILITIES AND STOCKHOLDERS’ EQUITY      

Liabilities:      

Accounts payable and other accrued liabilities $ —  $ 34.9  $ 34.9

Operating lease liabilities —  16.6  16.6

Payables to clients 785.2  —  785.2

Payables to brokers 5.9  —  5.9

Accrued compensation and benefits 6.5  (6.5)  —

Accrued expense and other liabilities 45.0  (45.0)  —

Income taxes payable 11.8  —  11.8

Convertible senior notes 80.3  —  80.3

Total liabilities 934.7  —  934.7

Commitments and contingencies      

Stockholders’ Equity:      

Common stock —  —  —

Common stock in treasury, at cost (127.5)  —  (127.5)

Additional paid-in capital 251.1  —  251.1

Retained earnings 209.8  —  209.8

Accumulated other comprehensive loss, net (36.3)  —  (36.3)

Total stockholders’ equity 297.1  —  297.1

Total liabilities and stockholders’ equity $ 1,231.8  $ —  $ 1,231.8



Reclassifications to GAIN’s consolidated statement of operations for the year ended December 31, 2019, are as follows:

(in millions) Before Reclassifications  Reclassifications  After Reclassifications

Revenues:      

Retail revenue $ 177.7  $ (177.7)  $ —

Futures revenue 34.8  (34.8)  —

Other revenue 7.1  (7.1)  —

Principal gains, net —  178.8  178.8

Commission and clearing fees —  37.6  37.6

Consulting, management, and account fees —  3.2  3.2

Total non-interest revenue 219.6  —  219.6

Interest revenue 16.6  —  16.6

Interest expense 2.3  13.5  15.8

Total net interest revenue 14.3  (13.5)  0.8

Transaction-based clearing expenses —  18.9  18.9

Introducing broker commissions —  29.3  29.3

Net operating revenues 233.9  (61.7)  172.2

Compensation and other expenses:      

Employee compensation and benefits 78.1  —  78.1

Selling and marketing 38.4  —  38.4

Trading systems and market information —  16.5  16.5

Referral fees 29.3  (29.3)  —

Trading expenses 20.8  (20.8)  —

Occupancy and equipment rental —  9.5  9.5

Professional fees —  11.8  11.8

Travel and business development —  2.0  2.0

Non-trading technology and support —  12.3  12.3

General and administrative 50.6  (50.6)  —

Depreciation and amortization 17.1  8.8  25.9

Purchased intangible amortization 8.8  (8.8)  —

Communications —  2.9  2.9

Communications and technology 19.5  (19.5)  —

Bad debts 2.0  —  2.0

Restructuring expenses 1.3  (1.3)  —

Goodwill impairment 28.1  —  28.1

Other expenses —  18.3  18.3

Total compensation and other expenses 294.0  (48.2)  245.8

Operating loss (60.1)  (13.5)  (73.6)

Interest expense on long term borrowings 13.5  (13.5)  —

Loss before income tax benefit (73.6)  —  (73.6)

Income tax benefit (12.8)  —  (12.8)

Net loss $ (60.8)  $ —  $ (60.8)



Reclassifications to GAIN’s consolidated statement of operations for the six months ended March 31, 2020, are as follows:

(in millions) Before Reclassifications  Reclassifications  After Reclassifications

Revenues:      

Retail revenue $ 213.3  $ (213.3)  $ —

Futures revenue 16.6  (16.6)  —

Other revenue 3.7  (3.7)  —

Principal gains, net —  213.9  213.9

Commission and clearing fees —  18.1  18.1

Consulting, management, and account fees —  1.6  1.6

Total non-interest revenue 233.6  —  233.6

Interest revenue 6.3  —  6.3

Interest expense 1.0  6.8  7.8

Total net interest expense 5.3  (6.8)  (1.5)

Transaction-based clearing expenses —  9.4  9.4

Introducing broker commissions —  19.6  19.6

Net operating revenues 238.9  (35.8)  203.1

Compensation and other expenses:      

Employee compensation and benefits 40.1  —  40.1

Selling and marketing 14.9  —  14.9

Trading systems and market information —  9.9  9.9

Referral fees 19.6  (19.6)  —

Trading expenses 9.6  (9.6)  —

Occupancy and equipment rental —  5.5  5.5

Professional fees —  6.3  6.3

Travel and business development —  0.8  0.8

Non-trading technology and support —  3.5  3.5

General and administrative 26.7  (26.7)  —

Depreciation and amortization 8.6  3.6  12.2

Purchased intangible amortization 3.6  (3.6)  —

Communications —  1.4  1.4

Communications and technology 9.1  (9.1)  —

Bad debts 4.8  —  4.8

Restructuring expenses 2.7  (2.7)  —

Goodwill impairment 28.1  —  28.1

Transaction costs 1.0  (1.0)  —

Other expenses —  12.3  12.3

Total compensation and other expenses 168.8  (29.0)  139.8

Operating income 70.1  (6.8)  63.3

Interest expense on long term borrowings 6.8  (6.8)  —

Income before income tax expense 63.3  —  63.3

Income tax expense 17.3  —  17.3

Net income $ 46.0  $ —  $ 46.0

5. PRO FORMA ADJUSTMENTS

The unaudited pro forma condensed combined financial information is based upon the historical consolidated and condensed consolidated financial statements of the Company and of GAIN and
certain adjustments which the Company believes are reasonable to give effect to the Merger and the issuance of the Notes and use of the net proceeds therefrom as described above. These adjustments
are based upon currently available information and certain assumptions, and therefore, the actual adjustments will likely differ from the pro forma adjustments. In particular, such adjustments include
information based upon our preliminary allocation of the Merger consideration, which is subject to adjustment based upon the completion of our valuation analysis.



The unaudited pro forma condensed combined financial information included herein was prepared using the acquisition method of accounting for the Merger. As discussed above, the purchase price
allocation is considered preliminary at this time. However, the Company believes that the preliminary purchase price allocation and other related assumptions utilized in preparing the unaudited pro
forma condensed combined financial information provide a reasonable basis for presenting the pro forma effects of the Merger and the issuance of the Notes and use of the net proceeds therefrom as
described above. Other than those pro forma adjustments described below, the Company believes there are no adjustments, in any material respects, that need to be made to present GAIN’s financial
information in accordance with U.S. GAAP, or to align GAIN’s historical accounting policies with the Company’s.

The adjustments made in preparing the unaudited Pro Forma Condensed Combined Balance Sheet as of March 31, 2020 are as follows:

A. To record the cash proceeds from the issuance of the Notes, net of original issue discount and deferred financing costs, of $335.4 million.

B. To record the payment of the Merger cash consideration to GAIN’s non-dissenting shareholders on the acquisition date of $215.0 million.

C. To adjust for the quarterly cash dividend of $2.4 million equal to $0.06 per share of GAIN’s common stock declared by the GAIN Board of Directors subsequent to March 31, 2020.

D. To record the usage of cash of $14.1 million from the balance sheet to pay acquisition related costs of the Merger.

E. To adjust GAIN’s operating right of use assets to fair value in connection with the Company’s preliminary allocation of the Merger consideration.

F. To adjust GAIN’s intangible assets as a result of the preliminary allocation of the Merger consideration to the fair value of the net assets acquired.

G. To accrue for the Merger consideration related to the Dissenting Shares of $21.6 million.

H. To record the issuance and proceeds of the Notes in the aggregate principal amount of $350.0 million, less original issue discount of $5.3 million and deferred financing costs of $9.3 million.

I. To adjust GAIN’s Convertible Notes to fair value in connection with the Company’s preliminary allocation of the Merger consideration.

J. To record the elimination of GAIN’s equity of $297.1 million.

K. To accrue for directly attributable, factually supportable, and nonrecurring acquisition related costs related to the Merger of $14.1 million.

L. To record a bargain purchase gain upon the Merger of $30.7 million based upon the preliminary allocation of the Merger consideration.

M. To adjust for the quarterly cash dividend of $2.4 million equal to $0.06 per share of GAIN’s common stock declared by the GAIN Board of Directors subsequent to March 31, 2020.

The adjustments made in preparing the unaudited Pro Forma Condensed Combined Income Statement for the year ended September 30, 2019 are as follows:

A. To adjust for the directly attributable and recurring interest expense of $30.1 million that will be incurred by the Company as a result of the issuance of the Notes.

B. To adjust for the directly attributable, factually supportable, and recurring amortization of $2.4 million in original issue discount and deferred financing costs that were incurred by the
Company upon the issuance of the Notes.

C. To reverse the amortization expense of $8.8 million incurred on GAIN’s previously acquired intangible assets based upon the preliminary allocation of the Merger consideration to the fair
value of the net assets acquired.

D. To record the tax effects of the pro forma adjustments. The pro forma adjustments attributable to GAIN were tax effected at the applicable blended statutory tax rate of 19.8%, and the pro
forma adjustments attributable to the Company were tax effected at the applicable blended statutory tax rate of 26%. The Company’s effective tax rate may be materially different after
conclusion of final acquisition accounting, removal of non-recurring items reflected in historical amounts, analysis of the post-closing geographical mix of income, and other factors.
Adjustments to tax assets and liabilities will occur in conjunction with the finalization of the purchase accounting, and these adjustments could be material.

The adjustments made in preparing the unaudited Pro Forma Condensed Combined Income Statement for the six months ended March 31, 2020 are as follows:



A. To adjust for the directly attributable and recurring interest expense of $15.1 million that will be incurred by the Company following the issuance of the Notes.

B. To adjust for the directly attributable, factually supportable, and recurring amortization of $1.1 million in deferred financing costs that will be incurred by the Company following the issuance
of the Notes.

C. To adjust for directly attributable, factually supportable, and nonrecurring acquisition related costs related to the Merger of $1.8 million included in the results for the six months ended March
31, 2020.

D. To reverse the amortization expense of $3.6 million incurred on GAIN’s previously acquired intangible assets based upon the preliminary allocation of the Merger consideration to the fair
value of the net assets acquired.

E. To record the tax effects of the pro forma adjustments. The pro forma adjustments attributable to GAIN were tax effected at the applicable blended statutory tax rate of 28.2%, and the pro
forma adjustments attributable to the Company were tax effected at the applicable blended statutory tax rate of 26%. The Company’s effective tax rate may be materially different after
conclusion of final acquisition accounting, removal of non-recurring items reflected in historical amounts, analysis of the post-closing geographical mix of income, and other factors.
Adjustments to tax assets and liabilities will occur in conjunction with the finalization of the purchase accounting, and these adjustments could be material.

6. NONRECURRING CHARGES

As a result of the Merger, GAIN recorded a goodwill impairment charge of $28.1 million based on the agreed-upon Merger consideration of $6.00 per share in their audited consolidated statement of
operations for the year ended December 31, 2019. The goodwill impairment charge is not reflected as a pro forma adjustment on the unaudited Pro Forma Condensed Combined Income Statements
for the year ended September 30, 2019 and the six months ended March 31, 2020 as it is nonrecurring in nature.


