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Description of Business

TradcStation Sccuritics, Inc. (thc Company or TradcStation Sccuritics), formed in 1995, is a wholly-owned
subsidiary of TradcStation Group, Inc. (the Parent Company). The Company 1s hcadquartered in Plantation,
Florida, and has branch offices in Chicago, Illinois, Richardson, Texas, and New York, New York.
TradcStation Sccuritics, an online sccuritics broker-dealer and futurcs commission merchant (FCM), offers
TradeStation to the active trader and certain institutional trader markets. 7radeSration is an electronic trading
platform that enables customers to design, test and monitor their own custom trading strategies and then
automate them with electronic order placement. The trading platform currently offers streaming real-time
cquitics, cquity options and futures markct data and manual or automated clectronic order placement of
equities, options and futures trades.

In Scptember 2004, the Company commenced cquitics sclf-clcaring operations for its active trader client
base, and on March 29, 2005 commenced sclf-clcaring of its standardized cquity options tradcs for its active
trader client base. Clearing operations include the confirmation, settlement, delivery and receipt of securities
and funds and rccord-keeping functions involved in the processing of sceuritics transactions. As the clcaring
broker for its equities active trader client base, the Company maintains custody and control over the assets
m those clients’ accounts and provides the following back office functions: maintaining customer accounts;
extending credit in a margin account to the customer; settling stock transactions with the Depository Trust
& Clearing Corporation (and, for options, with the Options Clearing Corporation); settling commissions and
clcaring fecs; preparing customer trade confirmations and statements; performing designated cashicr
functions, including the delivery and receipt of funds and securities to or from the customer; possession or
control of customcr sccuritics, safcguarding customcr funds, transmitting tax accounting information to the
customer and to the applicable tax authoritics; and forwarding prospcctuscs, proxics and other sharcholder
information to customers.

Prior to Scptember 2004, all sccuritics trades were clcarcd through Bear, Stcams Sccuritics Corp (which was
acquircd by JP Morgan Chasc in 2008). The Company clcared institutional account trades through J.P.
Morgan Clcaring Corporation (JPMCC) on a fully discloscd basis. However, the Company received notice
from JPMCC in April 2015 that it was discontinuing its corrcspondent clcaring opcrations and thercfore
terminating its clearance agreement with the Company. The Company decided not to replace JPMCC with
a similar corresponding clearing firm. Accordingly, accounts previously fully disclosed to JP Morgan were
transferred to the Company (and properly segregated in accordance with Securities Exchange Commission
rules), closcd or transferred to another brokcrage firm. The Company also offers its institutional clicnts order
cxccution scrvices on a Delivery Versus Payment/Reccipt Versus Payment (DVP/RVP) basis with the orders
clcarcd and scttled by the client’s prime brokcrage firm.

On January 4, 2010, TradcStation Sccuritics convcerted its clcarancc of futurcs accounts using R.J. O’Bricn
(RJO) from a fully disclosed basis to an omnibus clearance basis. As a result of converting to omnibus
clcarancc, TradceStation Sccuritics reecived from RJO $349.0 million in futurcs customers’ funds, which
were then appropriately scgregated in accordance with Commodity Exchange Act rules. In April 2014, the
Company decided to begin an initiative to become a sclf-clearing FCM. On April 11, 2814, The Company
cntered into an agrecement with the SunGard Futures Division Systems, a division of SunGard Systems
International Inc. (SunGard) to license its GMI Financial Accounting System and related systems (GM 1) to
provide back-office support and systems. In addition, during December 2014 the Company purchased certain
CME Group and ICE Clear U S. futures clearing exchange memberships. These exchange memberships were
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recorded at a cost basis of $4.0 million. In addition, as required to purchase an ICE Clear U.S. clearing
membership, the Company purchased 3,162 shares of Intercontinental Exchange, Inc. (NYSE: ICE) common
stock in May 2014 and rccorded the initial purchasc at $594,000. The conversion to sclf-clcaring for futurcs
using GMI pursuant to the April 2014 agrecement with SunGard occurred in late January 2016, with the first
tradcs sclf-clcarcd on tradc datc Fcbruary 1, 2016. Thec Company sclf-clcars customer commodity and
financial futurcs transactions for products with clcarance at CME Group and ICE Clcar U.S. The Company
also had cntered into an agreement with Wedbush Sccuritics in Scptember 2014 to provide clearance for
commodity and financial futurcs transactions not clcarcd through CME Group or ICE Clear U S.

The Company is a member of, or registered with, and subject to the rules and requirements of, the Financial
Industry Regulatory Authority (FINRA), New York Stock Exchange (NYSE), Securities Investor Protection
Corporation, National Futures Association (NFA), the National Securities Clearing Corporation and
Depository Trust Company (together, the Depository Trust & Clearing Corporation or DTCC), Options
Clearing Corporation (OCC), NASDAQ OMX, Boston Options Exchange, Chicago Board Options
Exchange, Chicago Stock Exchange, International Securities Exchange, CME Group exchanges (CME,
CBOT, NYMEX and COMEX), and ICE Clcar U.S. The Company’s busincss is also registered with, and
subject to rules and requirements of, the Securities and Exchange Commission (SEC), Commodity Futures
Trading Commission (CFTC) and statc rcgulatory authoritics (the firm is registered to conduct its brokerage
busincss in all 50 statcs and thc District of Columbia). The DTCC and the OCC, togcther with other
organizations, such as the CME Group exchanges and ICE Clear U.S., that perform similar clearing or
depository roles for their members, arc collectively referred to in this report as “clearing organizations.”

During Junc 2011, the Parent Company was acquired by Moncx Group, Inc. (Moncx), hcadquartered in
Chiyoda-ku, Tokyo and listed on Scction Onc of the Tokyo Stock Exchange. Moncx, including its main
subsidiary Moncx Inc., providces a varicty of financial scrvices to individual investors including sccuritics
brokerage, M&A advisory, debit and equity underwriting, asset management, investment education, and
other investment banking functions. The financial statement docs not reflect purchase accounting as all
purchase accounting entries were recorded by the Parent Company. As a result, the assets and liabilities were
recorded at historical cost basis in the Company’s financial statement.

Summary of Significant Accounting Policies

The following is a summary of significant accounting policics adhcred to in the preparation of the financial
statement:

(@) Use of Estimates

The preparation of the financial statement in conformity with accounting principles generally accepted
in thc United States requircs management to make certain cstimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statcment.

(h) Cash and Cash Equivalents

The Company classifics all highly liquid investments with an original maturity of threc months or lcss
to be cash cquivalents. Cash and cash cquivalents consist primarily of cash held primarily at JPMorgan
Chase Bank, N.A. or one of its banking affiliates (JPMorgan Chase). The Company maintains its cash
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and cash equivalents in financial institutions the Company considers of high credit quality. Cash
balances in these accounts may exceed the Federal Deposit Insurance Corporation insured limits. To
datc, thc Company has not cxpcricnced any losscs in such accounts.

Based upon required regulatory calculations as of the last business day of the period, cash and cash
equivalents balance may increase or decrease by the second business day subsequent to period-end.
See Cash and Investments Segregated In Compliance With Federal Regulations for details.

Cash and Investiments Segregated in Compliance with Federal Regulations

The Company is obligated by rules mandated by two of its primary regulators, the SEC and the CFTC,
to sct asidc cash or qualificd sccuritics to satisfy rcgulations promulgated to protcct customer asscts.
Cash and investments segregated in compliance with federal regulations of $1.81 billion consists of
$1.36 billion in cash and $452 million m United States Treasury securities. As of March 31, 2016,
$1.3 billion was segregated in special reserve accounts at Sumitomo Mitsui Banking Corporation, $390
million was segregated in special reserve accounts at JPMorgan Chase, $79.2 million was segregated
in spccial reserve accounts at CME Group and ICE Clcar US, collectively, and $4.0 million was
scgregated In special reserve accounts at Wedbush Sccuritics. Of the total scgregated amount of
$1.81 billion, $1.3 billion1is segregated inaccordance with Rule 15¢3-3 and $542 million 1s scgregated
in accordancc with CFTC requircments. On April 1, 2016, cash and investments scgregated in
compliance with federal regulations decreased by $7.2 million as a result of a transfer to cash and cash
cquivalents related to the 15¢3-3 calculation as of March 31, 2016.

Receivables from and Payables to Brokers, Dealers, Clearing Organizations and Clearing Agents

Receivables from brokers, dealers, clearing organizations and clearing agents consist primarily of cash
advanced for securities borrowed from broker-dealers (see Securities Borrowed and loaned). In
addition the Company accrues revenues and related receivables for payments for order flow and
sccuritics lending revenucs. Payablces to brokers, dealers and clcaring organizations include amounts
for securities loaned from broker dealers, payables to clearing organizations and payables to brokers.
Sce note 3 — Reccivables from and Payables to Brokers, Dcalcrs, Clearing Organizations and Clcaring
Agents.

Securities Borrowed and Loaned

Securities borrowed and securities loaned transactions are recorded at the amount of cash collateral
advanccd or reccived and arc reflected in receivables from brokers, dealers, clcaring organizations and
clcaring agents or payablcs to brokers, decalers and clearing organizations, respectively. Sccuritics
borrowed wransactions requirc the Company to provide the counterparty with collateral in the form of
cash. The Company receives collateral in the form of cash for securitics loancd transactions. The
related interest receivable from broker-dealers is included within receivables from broker-dealers and
clcaring organizations on thc accompanying statement of financial condition.

Receivables from and Payable to Brokerage Customers

The Company pcerforms periodic credit cvaluations and provides allowances for potential credit losscs,
as considered necessary, based upon its assessment of specifically identified unsecured receivables
and other factors. Sce notc 4 — Reccivables from Brokerage Customers.
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Payable to brokerage customers primarily consists of client cash held in brokerage accounts and is
carried at the amount of client cash on deposit. Payables to brokerage customers also include future
customers’ gains and losscs on opcen tradcs.

Property and Equipment, net

Property and cquipment arc stated at cost, less accumulated depreciation. Property and equipment arc
depreciated using the straight-linc method over the cstimated uscful lives of the asscts. Maintenance
and rcpairs arc cxpenscd when incurred; Icaschold improvements arc capitalized and amortized over
the lesser of its useful life or the term of the lease. Upon the sale or retirement of assets, the cost and
accumulated depreciation or amortization arc removed from the accounts, and any gain or loss is
recognized. See note 5 — Property and Equipment, Net.

Exchange Memberships

Exchange memberships are recorded at cost and are evaluated for impairment as circumstances may
warrant. (Scc Impairment of Long Lived Assets.) The Company’s sharcs of ICE common stock arc
carricd at fair valuc bascd on the closing stock price of ICE. As of March 31, 2016, the sharcs were
valued at $744,000. The Company’s exchange memberships and ICE shares are included within other
asscts in thc accompanying statcment of financial condition.

Impairment of Long-Lived Assets

The Company cvaluates long-lived asscts, including property and cquipment, nct and cxchange
memberships, recorded at cost, for recoverability whenever events or changes in circumstances
indicatc that thc carrying amount may not be rccoverable. Impairment losscs are rccognized if the
carrying amount cxcceds the sum of the undiscounted cash flows cstimated to be gencrated by thosc
assets. The amount of impairment loss is calculated as the amount by which the carrying value exceeds
fair valuc. No impairment occurred during the ycar ended March 31, 2016.

Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents; cash and investments segregated in compliance
with federal regulations; valuc; deposits with clcaring organizations, receivables from brokers, dealers,
clcaring organizations and clcaring agents; receivables from brokcerage customers; ICE common stock
shares; payables to brokers, dealers and clearing organizations; payables to brokerage customers; and
notcs payablc approximatc fair valuc duc to their short term naturc as of March 31, 2016. Scc notc 13
—Fair Value for further discussion on fair value methodology.

Securities and Futures Transactions

Customer securities transactions are recorded on a settlement-date basis, with such transactions
generally settling three business days after the trade date. Securities owned by equities and futures
customcrs, including thosc that collatcralize margin loans or similar transactions, arc not included in
the Company’s financial statement.

Customer futures transactions are recorded on a trade-date basis.
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()  Operating Leases

Rental payments, fice rent, and lecaschold and other incentives arc recognized on a straight-linc basis
ovcr the lifc of a lcasc. Leaschold improvements arc amortized over the shorter of their uscful life or
the lease term. See note 14 — Commitments and Contingencies — Operating Leases.

(m) Income Taxes

The Company accounts for income taxes in accordance with the Income Taxes Topic of the
FASB ASC (the Income Taxcs Topic; formerly SFAS 109, Accounting for Income Taxes and FIN 48,
Accounting for Uncertainty in Incomc Taxes — an Interpretation of FASB Statement No. 109). The
Incomc Taxcs Topic requircs that deferred income tax balances be recognized based on the differences
between the financial statement and income tax bases of assets and liabilities using the enacted tax
rates. The Company recognizes the effect of income tax positions only if those positions are more
likely than not of being sustained. Recognized income tax positions are measured at the largest amount
that is greater than 50% likely of being realized. Changes in recognition or measurement are reflected
in the period in which the change in judgment occurs. It was determined that there were no material
uncertain tax positions that are not more likely than not to be sustained as of March 31, 2016.

The Company’s results arc included in the consolidated federal and statec income tax rctums of the
Parent Company. As required, the Company records any income tax expense and liability based upon
its operations on a stand-alone basis, even though the Company is part of the consolidated income tax
rcturns. Sce note 11 — Income Taxcs.

(3) Receivables from and Payables to Brokers, Dealers, Clearing Organizations and Clearing Agents

Receivables from brokers, dealers, clearing organizations and clearing agents consist of the following as of
March 31, 2016 (in thousands):

Securities borrowed from broker-dealers $ 280,839
Fees and commissions receivable from
clearing agents 1,357
Securities failed to deliver to
broker-dealers and other 57
$ 282,253

Payablcs to brokers, dcalers, and clcaring organizations consist of the following as of March 31, 2016 (in

thousands):
Sccuritics loancd to broker-dealers $ 229,993
Payables to clearing organizations 3,204
Payablcs to brokers 19
A 233,216
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The Company’s securities borrowing and securities lending transactions are transacted under master
agreements that are widely used by counterparties and that may allow for net settlements of payments in the
normal coursc, as well as offsctting of all contracts with a given counterparty in the cvent of a bankruptcy or
dcfault of onc of the two partics to the transaction. The Company docs not offsct sccuritics borrowing and
sccuritics lending transactions within the statement of financial condition The following table prescents
information about thesc transactions to cvaluatc the potential cffects of rights of sctoff between these
rccognized asscts and liabilitics as of March 31, 2016 (in thousands):

Gross amounts not offset in the
statement of financial condition

Amounts
Gross amounts presented
Gross amounts offset in the in the Collateral
of recognized statement of statement of received or
assets and financial financial pledged
liabilities condition condition (including cash) Net amount
Asscts:
Securities borrowed from
broker-dealers hy 280,839 3 280,839 § (266,459) § 14,380
Liabilitics:
Sceuritics loancd to
broker-dealers 3 229993 3 229993 § (219,9403) § 10,053

Included in sccuritics borrowed from broker-dealers is $153.6 million and included in sccuritics loancd to
broker-dcalers is $191.5 million transacted through a program with a clcaring organization, which guarantccs
the rcturn of cash to thc Company. For prescntation purposcs, these amounts presented arc bascd on the
original countcrpartics to thc Company’s mastcer sccuritics loan agrcements.

Receivables from Brokerage Customers

Receivables from brokerage customers of $65.3 million at March 31, 2016 consist primarily of margin loans
to the Company’s brokerage customers. Sccuritics owned by brokcrage customers arc held as collateral for
margin loans. Such collatcral is not reflected in the statement of financial condition. AtMarch 31, 2016, the
Company was charging a basc margin debit intcrest ratc of 8.5% per annum on debit balances in brokcrage
customcr accounts. “Margin” rcquircments detcrmince the amount of cquity required to be held in an account
for the purchase of equities on credit. Margin lending is subject to the margin rules of the Board of Governors
of the Federal Reserve System, the margin requirements of FINRA, limits imposed by clearing agent firms,
and the Company’s own internal policies. By permitting customers to purchase and maintain securities
positions on margin, the Company takes the risk that a market decline will reduce the value of the collateral,
sccuring its margin loan to an amount that renders some portion of thc margin loan unsccured. Under
applicable securities laws and regulations, once a margin account has been established, the Company is
obligated to require from the customer an initial margin of no lower than 50% for purchascs of sccuritics,
and then is obligated to require the customer to maintain its cquity in the account cqual to at Icast 25% of the
value of the securities in the account. However, the Company’s current internal requirement is that the
customer’s cquity not be allowed to fall below 35% of the valuc of the sccuritics in the account. If it docs
fall below 35%, the Company requires the customer to increase the account’s equity to 35% of the value of
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the securities in the account (if not, the Company will perform closing transactions to bring the customer
account above the maintenance requirement). These requirements can be, and often are, raised as the
Company dcems nccessary for certain accounts, groups of accounts, sccuritics or groups of sccuritics.
Howecver, there i1s no assurance that a customer will be willing or able to satisfy a margin call or pay
unsecurcd indcbtedness owed to the Company.

Property and Equipment, Net

Property and equipment, net, consist of the following as of March 31, 2016 (in thousands):

Estimated
useful life
in years Amount

Computers and software 3-5 $ 4,687
Fumiture and equipment 3-7 828
Leasehold improvements 5-10 442
5,957
Accumulated depreciation (5,682)
§ 275

Deposits with Clearing Organizations

As a sclf-clcaring brokcr-dcaler and FCM, the Company is subjcct to clcaring organization and other cash
deposit requirements which are, and may continue to be, large in relation to the Company’s total liquid assets,
and which may fluctuatc significantly from timc to time bascd upon the naturc and sizc of thc Company’s
active trader clients’ trading activity. As of March 31, 2016, thc Company had cash dcposits and U.S.
trcasurics with clcaring organizations totaling $35.1 million and $21.9 million, respectively, for the clearing
of stock tradcs, standardized cquity option trades and futurcs trades.

Notes Payable

On April 18, 2014, the Company entered into a credit facility agreement with Monex, Inc., a subsidiary of
Moncx. The agreement permits the Company to borrow up to $50,000,000 from Moncx, Inc., for general
opcrational nceds bearing an interest rate that will be agreed upon by both partics on the drawdown datc and
a maturity datc not to cxcced three months from the funding datc. The rencwed agreement entered into on
April 1, 2015 cxpired on March 31, 2016. Thc agrcement was renecwed through March 31, 2017 with
idcntical tcrms. On Scptember 8, 2015, the Company reccived a drawdown of $10,000,000, from Moncx,
Inc. under the credit facility agreement increasing the outstanding balance to $25,000,000. On February 12,
2016, $5,000,000 was repaid, reducing the outstanding balance to $20,000,000. During the ycar ended March
31,2016, the interest rate charged to the Company on its credit facility drawdowns and rollovers ranged from
0.9% to 1.4%. Accrued interest payable is included in accounts payable and accrued labilities in the
accompanying statement of financial condition.
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Related Party Transactions

Thc Company has a License and Support Agreement (the Agreement) with TradeStation Technologics, Inc.,
a wholly owncd subsidiary of thc Parcnt Company. The terms of thec Agreement require the Company to pay
for the licensing of the TradeStation platform plus promotion, support, and other services. The Company is
charged a monthly licensing fee for cach customer using TradeStation, which totaled $28.3 million for the
year ended March 31, 2016 and is reflected in data costs in the statement of income. The Agreement also
requires the Company to pay monthly fees for administrative services which totaled $3.5 million for the year
ended March 31, 2016. The administrative services are included in other expenses in the accompanying
statemcnt of income.

The Company has an expense-sharing agreement with the Parent Company, TradeStation Technologies, Inc.,
IBFX, Inc. and TradcStation Europc Limited (TSEL), a wholly owncd subsidiary of the Parent Company
authorized by the United Kingdom Financial Conduct Authority (FCA) to introduce brokerage accounts. The
expense-sharing agreement, in compliance with FINRA Notice to Member 03-63, requires the allocation
among thc partics of all costs and cxpenscs paid by any member of the group from which other partics
benefit. The Company also has a third-party introduction agreement with TSEL, which is authorized to
introduce brokerage customers in the United Kingdom and the European Union to the Company.

The Parent Company has an opcrating lcasc agreement, cxpiring in May 2022, for its corporatc hcadquarters
in Plantation, FL. The Company is allocated approximately 50% of the cost of this lease.

The Company provides consulting scrvices to an affiliate for softwarc dcvelopment projects.  The
Company’s revenue is bascd on a 15% mark-up on the salarics and benefits and other overhead cxpenscs
incurrcd by thc Company.

The Parent Company has a $20.0 million intraday ovcrdraft linc of credit with Mizuho Bank, primarily to be
uscd by thc Company to pre-fund any Treasury bill maturitics from its 1 5¢3-3 customer reserve accounts.
The Company did not utilize this linc of credit during the year ended March 31, 2016. In addition, the Parent
Company has unsccurcd lincs of credit with multiple banks totaling $120 million that may bc uscd by the
Company for liquidity pursuant to a funding agreement dated May 20, 2015.

The amount due to affiliated companies represents the net amounts payable to certain affiliates as the result
of various transactions, including amounts payable under the Agreement and the expense-sharing agreement.
These amounts are noninterest bearing, have no defined repayment terms, and are expected to be repaid using
current available cash balances or through future profits earned by the Company.

The amount due from affiliated companies represents the net amounts receivable from certain affiliates as a
result of various transactions, including amount receivable under the expense-sharing agreement. These
amounts are noninterest bearing, have no defined repayment terms, and are expected to be repaid primarily
to thc Company by its affiliatcs using thcir availablc cash balanccs.

Payables to Brokerage Customers

At March 31, 2016, payablcs to brokcrage customcrs, consisting primarily of cash balanccs in brokerage
customer accounts, totaled $1.91 billion. These funds arc the principal source of funding for margin lending.
At March 31, 2016, the Company was not paying intcrcst on cash balances in brokcrage customer accounts.

10
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Employee Benefit Plans

The Company participatcs in the Parcnt Company’s defined contribution 401(k) plan (the 401(k) Plan). All
cmployccs with at lcast threc months of continuous scrvice arc cligible to participate and may contributc up
to 60% of their compensation up to the annual limit set by the Internal Revenue Service. Employer matching
contibutions arc discrctionary, as defined in the 401(k) Plan, and arc vested 20% for cach year of service.
Matching contributions recorded under this plan were $299,000 for the year ended March 31, 2016 and are
included within employee compensation and benefits on the statement of income.

Income Taxes

As of March 31, 2016, thc Company had incomc taxcs reccivable of $29,000, included in other assets,
pertaining to state jurisdictions. In addition, as of March 3 1, 2016, the Company had income tax payable of
$5.2 million, included in accounts payable and accrued liabilities, pertaining to federal and certain state
jurisdictions. Upon the filing of the income tax returns, the majority of the Company’s income taxes
receivable and payable will be settled The Company is no longer subject to United States federal tax
examinations for periods prior to 2014 or state and local tax examinations prior to 2010.

Deferred income tax assets and liabilities are recorded when revenues and expenses are recognized in
differcnt periods for financial and incomc tax reporting purposcs. The temporary diffcrences that created
deferred income tax assets and liabilities are as follows as of March 31, 2016 (in thousands):

Dcferred income tax asscts:

Statc nct opcrating loss carry forward $ 1,382
Property and equipment, net 829
Accrued expenses and other 468
Stock-bascd compcnsation 106
2,785
Dcferred income tax liabilitics:
Difference in revenuc recognition (529)
Other (15)
A 2241

There was no valuation allowance rccorded for deferred tax asscts as of March 31, 2016. Management
considcred whether it is morc likcly than not that somc portion or all of the deferred tax asscts will not be
rcalized. The futurc bencfit of deferred tax asscts is dependent upon the gencration of future taxable income
during the periods in which these temporary differences become deductible. Management considers the
projected future taxable income, the scheduled reversal of deferred tax liabilities and tax planning strategies
in making this asscssment.

Net Capital Requirements

The Company is subject to the net capital requirements of the SEC’s Uniform Net Capital Rule
(Rule 15¢3-1), which is administered by the SEC and FINRA, and the CFTC financial requirement
(Regulation 1.17 under the Commodity Exchange Act), which is administered by the CFTC and the NFA .

11
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Under these rules, the Company calculates its net capital requirements using the “alternative method,” which
requires the maintenance of minimum net capital, as defined by the rules, equal to the highest of:
(1) $1,500,000; (11) 8.0% of domcstic and forcign domiciled customer and noncustomer (cxcluding
proprictary) risk maintcnance margin/performance bond requirements for all domestic and forcign futurcs,
options on futurcs contracts and clcarcd over-the-counter derivatives positions, cxcluding the risk margin
associated with naked long option positions; or (ii1) 2.0% of aggregatc customer debit items. At March 31,
2016, thc Company had nct capital of $66.8 million (47.18% of aggrcgatc dcbit items), which was $62.4
million in cxcess of its required nct capital of $4.4 million.

Fair Value

The Fair Value Measurements and Disclosures Topic establishes a fair value hierarchy, which requires an
cntity to maximizce the usc of obscrvable inputs and minimize the usc of unobscrvablc inputs when measuring
fair valuc. In accordancc with guidancc under the Fair Valuc Mcasurcments and Disclosurces Topic, three
levels of inputs may be used to measure fair value:

Level I — Valuations bascd on quotcd prices in active markcets for identical asscts or liabilitics. The
Company’s Level | asscts consist primarily of U.S. Trcasurics which arc included under cash and
mvcstments scgregated in compliance with federal regulations and deposits with clecaring organizations. As
of March 31, 2016, thc Company’s U.S. Trcasurics had maturitics through Junc 2018. In addition, the
Company's ICE common stock shares are valued based on closing price of the stock.

Level 2 — Valuations bascd on onc or morc quotcd priccs in markets that arc not active or for which all
significant inputs arc obscrvablc, either dircctly or indircctly. The Company’s only Level 2 mecasurement
includes stock-based compcnsation awards, which arc measurcd on a rccurring basis. These awards arc
valucd at $623,000 as of March 31, 2016.

Level 3 — Valuations bascd on inputs that arc unobscrvable and significant to thc ovcrall fair valuc
mcasurcment. The Company did not hold any Level 3 asscts as of and during the ycarcnded March 31, 2016.

The following tablc summarizcs the basis used to measure the fair valuc of sccuritics on a rccurring basis in
thc Company’s statcment of financial condition as of March 31, 2016 (in thousands):

Investments scgregated in compliance

with federal regulations $ 451,603
Dcposits with clcaring organizations 21,887
ICE common stock sharcs 744

$ 474234

For the Company’s investments in U.S. Treasuries, the fair value equals the quoted market price of each
U.S. Treasury Bill. The carrying amounts of the Company’s financial assets and financial liabilities which
include cash and cash cquivalents, cash and investments segregated in compliance with federal regulations,
receivables from and payable to brokers, dealers, and clearing organizations, receivables from and payables
to brokerage customers, notes payable, and deposits with clearing organizations approximate fair value due
to their short-term nature. There were no transfers between levels during the year ended March 31, 2016.
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(14) Commitments and Contingencies

(@)

)

Operating Leases

The Company is obligated under non-cancelable operating leases for its Chicago office expiring in
Fcbruary 2027 and its New York office cxpiring in July 2016. In addition, in May 2016, thc Company
agreed to lease terms at a new location in New York with the Company committed to seven years and
thrcc months from the timce the Icasc officially begins (when the Company has access to premises).
Futurc minimum lcasc payments as of March 31, 2016, undcr all opcrating lcascs, arc as follows (in
thousands):

Year ended March 31,

2017 $ 482
2018 475
2019 488
2020 502
2021 516
Thercafter 2,801

$ 5,264

Purchase Obligations

As of March 31, 2016, thc Company had purchasc obligations of $4.2 million relatcd primarily to
advecrtising.
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Litigation and Claims

In Fcbruary 2010, thc Company and thc Parcnt Company were named as defendants in a complaint
filed in the United States District Court, Northem District of Illinois, Eastcrn Division, styled
Trading Technologies International, Inc. v. TradeStation Securities, Inc. and TradeStation Group,
Inc. (collectively referred to in this casc description as “TradeStation”). Trading Technologics
(“TT”) alleges that TradeStation infringed and continues to infiinge several patents held by TT. The
patents relate mainly to the TradeStation “Matrix” graphical user interface. TT seeks a judgment
enjoining the alleged infringement and awarding unspecified damages and costs. TradeStation
answered the complaint in August 2010 gencrally denying the allegations and asscriing a varicty of
affirmative defenses. Discovery commenced and trial was initially scheduled for July 16, 201 I, but
did not go forward at thattime sincc, on Fcbruary 3, 2011, a federal judge granted TT s motion to
consolidate 12 similar actions. Ten (10) patents have been asserted against TradeStation, and TT is
seeking to amend its complaint to add five (5) additional patents and to add TTI and IBFXI as
dcfecndants. All of the defendants in the consolidated action cxcept for TradcStation and Intcractive
Brokers Group have settled with TT. From July 2015 through approximately June 2016
TradcStation has filed or will have filed Covered Business Mcthod Petitions (“CBM Pctitions™) with
the Patent Trademark Office Trial and Appcal Board (“PTAB”) on all of the ten (10) TT patents
upon which TradcStation is being sucd, sccking to invalidate them. So far, the PTAB has instituted
revicw of five (5) patents, and a dccision is pending on the remaining five. The PTAB docs not
institutc a review unless it belicves it 1s morce likely than not that the challenged patent will be held
invalid. Although no assurances can be given, the Company belicves that review will be instituted
on all ten patents. A motion in the casc to stay all proccedings until the CBM Petitions proccss has
been completed was granted on May 9, 2016. While it is too early to predict the outcome of this
matter, the Company believes the case to be without merit and intends to defend it vigorously
through the CBM Petitions and in the federal district court case.

On Fcbruary 16, 2016, affiliatc TradeStation Technologics, Inc. (TTI) a wholly owned subsidiary of
the Parent Company filed a civil complaint in the United States District Court for the Southern
District of Florida against Trading Technologies, Inc. (TT) alleging infringement by TT of TTI’s
U.S. Patent 7,379,909 BI (“’909 Patent”). TTI alleges that TT has released different types of
functionalitics in its trading platforms that compcte with TTI’s products and infringe the ‘909 patent.
TTI sccks injunctive relicf and an undisclosed amount of moncy damages and royaltics. On
April 14,2016, TT filced its answer and affirmative defenscs, gencrally denying the allegations in the
complaint. TT also filed a counterclaim against thc Company, thc Parent Company, TTI and IBFX
(collectively, for this description, referred to as “TradeStation”) alleging infringement of six (6)
patents related primarily to the TradeStation “Matrix” graphical user interface. Four of these patents
are at least partially related to the patents-in-suit in the lllinois case referenced above. TT also seeks
declaratory judgment of “misuse,” “invalidity” and “non-infiingement” of the ‘909 patent. TT seeks
dismissal of TTI’s complaint, dcnial of rclicf pursuant to the 909 patent, and injunctive rclicf and
money damages for alleged infringement of the TT patents. TradeStation is currently reviewing TT’s
answecr, affirmative defenscs and counterclaims to determine how best to respond. The responsc is
duc on or before Junc 10, 2016. TT scrved its First Requests for Production of Documents and
Interrogatories on May 5, 2016.
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In June 2011, the Company was served with two federal court complaints, Deutsche BankTrust
Company Americas Law Debenture Trust Company of NY and Wilmington Trust Company v.
Watcrman Broadcasting Investment Corporation, ct al., and William A. Nicsc, ct al v. Alliance
Bemstein L.P., ct al. The plaintiffs in the Dcutsche Bank casc sought to sct aside allegedly
fraudulent transfers of approximatcly $8.3 billion from the numcrous defendants. The plaintiffs in
thc Nicsc casc arc retirces who claim to have been excluded from the Deutsche Bank casc, and who
arc sccking $109 million from thc numcrous defendants. The two cascs were consolidated. The
plaintiffs alleged that the Company’s portion of thesce alleged damages for the consolidated casc
were $266,459. On September 23, 2013, the trial judge entered an order dismissing the state law
constructive fraudulent conveyance claims asscrted by the individual creditors on the grounds that
the individual creditors lacked standing to assert the claims. With respect to the remaining
intcntional fraudulent conveyance claims, on November 21, 2013, the trial judge cntered a Master
Casc Order dirccting the partics to submit proposcd protocols to govern the Phase Two pre-answer
motion-to-dismiss phasc of the litigation along with protocols rclated to smaller sharchol der
dcfendants and conduit defendants. On April 25, 2014, the trial judge entered the Phase Two Motion
Protocol and the Conduit Protocol. On May 22, 2014, the Company filed an affidavit in response to
thc Conduit Protocol on the basis thatitis a “mcrc conduit” and should thus be dismisscd from the
case. On May 29, 2014, the plaintiffs and the Company stipulated to dismissal, without prejudice, of
the intentional fraudulent conveyance claims. On March 24, 2016, the United States Court of
Appcals for the Sccond Circuit affirmed the dismissal of the complaint. The court resolved no issucs
regarding the rights of creditors to bring state fraudulent conveyance claims not limited by
bankruptcy law, but thc Company bclicvces it is unlikely the plaintiffs can asscrt a sustainable statc
law claim following the Sccond Circuit opinion.

On November 20, 2015, the Company was served with a FINRA arbitration styled: Julio Beaton and
Lourdes Figueroa v. TradeStation Securities, Inc., No. 15-02997. In this employment case, Mr.
Beaton and Ms. Figueroa allege several claims arising from their departure from the Company in
May 2015 (Mr. Beaton voluntarily resigned and Ms. Figucroa was discharged) including
defamation, tortious interference, breach of contract, unjust enrichment, and violation of FINRA’s
just and cquitablc principle rule. Mr. Beaton and Ms. Figucroa scck an undisclosed amount of
compensatory damages and punitive damages between $500,000 and $1 million, in total. On
January 20, 2016, thc Company filed its answer denying that Beaton and Figucroa arc cntitled to any
relief. The parties are currently conducting discovery and the final hearing is scheduled for
Dccember 2016, The Company belicves the complaint to be without merit and intends to defend it
vigorously.
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On December 3, 2015, the Company, its Parent Company and its affiliate TradeStation
Technologies, Inc. (collectively referred to in this case description as “TradeStation”) were named as
dcfendants in a casc filed in the United States District Court for the Eastern District of Texas styled:
Chart Trading Dcvelopment, LLC. v. TradeStation Group, Inc., TradcStation Sccuritics, Inc. and
TradeStation Technologics, Inc. Chart Trading Development, LLC. (“CTD?”) allcges that
TradcStation dircetly and indircctly infringed and continuc to infringe on three patents held by CTD.
The patents-in-suit rclate mainly to the TradceStation chart trading fcaturc that allows a uscr to
cxceutce trades dircctly from a graph containing a curve corresponding to a range of valucs of a
financial instrument. CTD seeks a judgment enjoining the alleged infringement and awarding
unspccificd damages and costs. On the same day CTD filed its complaint against TradcStation, CTD
also filed virtually identical complaints against, among other companies, Interactive Brokers, CQG
and Ninja Traders. On Fcbruary 8, 2016, CTD filed its Disclosurc of Asscrted Claims and
Infringement Contentions. TradeStation and the other defendants have filed CBM Petitions with the
PTAB with rcspect to the patents-in-suit. On February 23, 2016, TradceStation and the other
dcfendants filed a Motion to Stay or, Altcmnatively, Dismiss bascd in part on the filing of CBM
Petitions. On March 30, 2016, the court granted the stay motion. While itis too early to predict the
outcomc of this mattcr, TradceStation belicves this casc to be without merit and intends to defend it
vigorously.

The Company is also cngaged in routinc rcgulatory mattcrs, including a pending investigation
initiated by FINR A’s Markct Regulation Departmentrelating to the Company’s 2014 cquitics
cxamination.

(d) General Contingencies and Guarantees

In the ordinary coursc of busincss, there arc various contingencics that arc not reflected in the statement
of financial condition. These include customer activities involving the execution, settlement and
financing of various customer securities and futures transactions. These activities may expose the
Company to off-balance sheet credit risk in the event the customers are unable to fulfill their
contractual obligations.

In margin transactions, the Company may be obligated for credit extended to its customers by the
Company or its clcaring agents that is collatcralized by cash and sccuritics in the customers’ accounts.
In conncction with sccuritics activitics, the Company also cxccutes customer transactions involving
the sale of securities not yet purchased (short sales), all of which are transacted on a margin basis
subjcctto federal, sclf-regulatory organization and individual cxchange regulations and the Company’s
internal policies. Additionally, the Company may be obligated for credit extended to its customers by
its clearing agents for futures transactions that the Company borrows securities temporarily from other
broker-dealcers in conncction with its brokcr-dealer business. The Company dcposits cash as collatcral
for the securities borrowed. Decreases in securities prices may cause the market value of the securities
borrowed to fall below the amount of cash deposited as collateral. In the event the counterparty to
these transactions does not return the cash deposited, the Company may be exposed to the risk of
selling the securities at prevailing market prices. The Company seeks to manage this risk by requiring
credit approvals for countcrpartics, by monitoring the collatcral valucs on a daily basis, and by
requiring cash to be retumed as needed.
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The Company loans securities temporarily to other broker-dealers in connection with its broker-dealer
business. The Company receives cash as collateral for the secunities loaned. Increases in securities
priccs may causc the market valuc of the sccuritics loaned to cxcced the amount of cash reccived as
collatcral. In the cvent the counterparty to these transactions docs not return the loaned sccuritics, the
Company may be cxposcd to the risk of acquiring the sccuritics at prevailing market prices in order to
satisfy its clicnt obligations. The Company mitigates this risk by rcquiring credit approvals for
counterpartics, by monitoring the market value of sccuritics loaned on a daily basis and requiring
additional cash as collatcral when necessary.

The customers’ financing and securities settlement activities may require the Company and its clearing
agents to pledge customer securities as collateral in support of various secured financing sources,
which may include bank loans. In the event the counterparty is unable to meet its contractual obligation
to return customer securities pledged as collateral, the Company may be exposed to the risk of needing
to acquire the securities at prevailing market prices in order to satisfy its obligations. The Company
seeks to manage this risk by monitoring the market value of securities pledged on a daily basis. The
Company provides guarantecs to its clcaring organization and cxchanges under their standard
membership agreements, which require members to guarantee the performance of other members.
Under the agrecements, if anothecr member becomes unable to satisfy its obligations to clearing
organization or cxchangc, othcr members would be required to mect shortfalls. The Company’s
lhability under these arrangements is not quantifiable and may exceed the cash and securities it has
postcd as collatcral. However, management belicves that the possibility of the Company being required
to make payments under these arrangements is remote. Accordingly, no liability has been recorded for
these potential events.

(15) Subsequent Events

The Company has evaluated cvents and transactions occurring subscquent to March 31, 2016 as of May 27,
2016. Management belicves that no material cvents have occurred since March 31, 2016 that requirc
rccognition or disclosurc in the financial statcment.
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