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1. Organization and Description of Business 

Creditex Securities Corporation (the Company) is a registered broker-dealer with the U.S. 

Securities and Exchange Commission (SEC) and is a member of the Financial Industry 

Regulatory Authority (FINRA). The Company is also registered as an introducing broker with 

the U.S. Commodity Futures Trading Commission (CFTC) and is a member of the National 

Futures Association (NFA). The Company arranges transactions in fixed income and government 

securities, credit default swaps and commodities futures between institutional accounts or 

eligible contracts participants and assists in credit event auctions to process settlement of credit 

derivative trades following a corporate default.  

The Company is a wholly-owned subsidiary of CreditTrade, Inc., which is a wholly-owned 

subsidiary of Creditex Group Inc. (CGI). CGI is a wholly-owned subsidiary of Intercontinental 

Exchange, Inc. (ICE), a publicly-traded company listed on the New York Stock Exchange 

(NYSE: ICE).  

The Company does not hold funds or assets for customers. Accordingly, the Company is exempt 

from SEC Rule 15c3-3 pursuant to provision (k)(2)(ii) of such rule. 

Effective January 1, 2013, as required under The Dodd-Frank Wall Street Reform and Consumer 

Protection Act, transactions arranged by voice brokers for CFTC regulated products are required 

to be executed in an NFA registered Introducing Broker. As a result of this regulatory change, 

the Company assumed the voice assisted credit default swap index, option and tranche business 

of Creditex LLC, a wholly-owned subsidiary of CGI. 

2. Summary of Significant Accounting Policies 

Basis of Presentation – The statement of financial condition and accompanying notes are 

prepared in accordance with U.S. generally accepted accounting principles (US GAAP). 

Commission Revenue – Commission revenue is earned from the brokering of transactions 

between financial institutions and eligible contract participants.  These transactions are either 

cleared through our clearing broker, submitted to an exchange or swap execution facility for 

execution and settlement or are directly settled between the counterparties. Commission revenue 

arising from these activities is recognized when both parties to the trade, the buyer and seller, 

confirm agreement of terms, which occurs on the date the trade is executed. 
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2. Summary of Significant Accounting Policies (continued) 

Clearing Incentive Revenue – The Company receives clearing incentive payments for 

commodities transactions from both a third party and an affiliated clearinghouse for trades 

provided to the clearinghouses for clearing. Revenue is recognized by the Company at the time 

the trades are provided for clearing. 

Credit Event Auctions – The Company hosts credit event auctions, which provide a means to 

ensure a fair, efficient and transparent process for settlement of credit derivative trades following 

a corporate default. The auctions were developed with Markit Group Limited in close 

cooperation with the International Swaps and Derivatives Association (ISDA) and major credit 

derivative dealers. Credit event auction fees are earned for such services and are recognized as 

revenue when the auction is successfully completed. 

Use of Estimates – The preparation of the statement of financial condition in conformity with 

U.S. GAAP requires the Company’s management to make estimates and assumptions that affect 

the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at 

the date of the statement of financial condition. Estimates also affect the reported amounts of 

expenses during the reporting period. Actual amounts could differ from those estimates. 

Receivables – Receivables from the Company’s clearing broker represent commissions earned 

from transactions not yet received. Accounts receivable consists primarily of fees earned from 

credit event auctions that are due from ISDA, fees earned for the arranging of credit default 

swaps and commodity transactions and amounts due from a third party clearinghouse for 

incentive rebates earned. 

Management performs periodic credit evaluations of its customers’ financial condition and 

generally does not require collateral. Estimated credit losses are recorded as an allowance against 

accounts receivable and are based on management’s estimates as a result of its evaluation of the 

collectability of accounts receivable based on customer financial condition, economic 

conditions and other factors. Accounts are written off when deemed uncollectible by 

management. The Company historically has not experienced material credit losses. 

Financial Instruments – The carrying amounts of accounts receivable, other assets, accrued 

expenses, and other short-term assets and liabilities approximate their fair values based on their 

short-term nature.  



Creditex Securities Corporation 
(A Wholly-Owned Subsidiary of CreditTrade, Inc.) 

Notes to the Statement of Financial Condition (continued) 

 

 

5 

2. Summary of Significant Accounting Policies (continued) 

Off-Balance Sheet Risk and Concentration of Credit Risk – The Company’s customer 

securities transactions are introduced on a fully-disclosed basis to its clearing broker. The 

clearing broker carries all of the customer accounts and is responsible for collection and payment 

of funds and receipt and delivery of securities relative to customer transactions. These 

transactions may expose the Company to off-balance sheet risk, wherein the clearing broker may 

charge the Company for any losses it incurs in the event that customers may be unable to fulfill 

their contractual commitments and margin requirements are not sufficient to fully cover losses. 

As the right to charge the Company has no maximum amount and applies to all trades executed 

through the clearing broker, the Company believes there is no maximum amount assignable to 

this right. The Company has the right to pursue collection or performance from the 

counterparties who do not perform under their contractual obligations. The Company seeks to 

minimize this risk through procedures designed to monitor the creditworthiness of its customers 

and ensure that customer transactions are executed properly by the clearing broker which is 

subject to the credit risk of the clearing broker. The Company maintains a deposit of $250,000 

with its clearing broker as collateral against this risk. The deposit is recorded in deposit with 

clearing broker in the accompanying statement of financial condition. 

All of the Company’s credit event auction revenues and receivables are from one customer. All 

of the Company’s commodities clearing incentive revenues and receivables are from three 

entities. For the year ended December 31, 2015, approximately 29% of commission revenues 

were generated from the Company’s five largest credit and commodities customers. All cash is 

held with one depository institution. 

Prepaid Signing Bonuses – From time to time the Company provides certain employees with 

signing bonuses in connection with entering into employment agreements with the Company. 

The Company expenses these bonuses over the term of the agreements, which is typically three 

years. The unamortized portion of these bonuses totaled $45,000 at December 31, 2015, and is 

included in other assets in the accompanying statement of financial condition 

Broker Bonuses – Certain brokers earn a commission based on revenue generated by the broker. 

The commission earned is recorded at the time the related revenue is recorded by the Company. 

The accrual for such bonuses is recorded as accrued expenses in the accompanying statement of 

financial condition.  
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2. Summary of Significant Accounting Policies (continued) 

Recently Adopted and New Accounting Pronouncements – In November 2015, the FASB 

issued Accounting Standards Update, Balance Sheet Classification of Deferred Taxes, or ASU 

2015-17. ASU 2015-17 is part of the FASB’s simplification initiative aimed at reducing 

complexity in accounting standards. This new standard requires that all deferred tax assets and 

liabilities, along with any related valuation allowance, be classified as non-current on the balance 

sheet. ASU 2015-17 will be effective on a retrospective basis for annual reporting periods 

beginning after December 15, 2016, but early adoption is permitted. The Company decided to 

early adopt ASU 2015-17 on a retrospective basis for the annual period ended December 31, 

2015 and the adoption did not have a material effect on our consolidated financial statements.  

3. Commitments and Contingencies  

The Company did not have any ongoing lease commitments as of December 31, 2015 as such 

lease commitments reside with a related affiliate.  

From time to time, the Company is subject to legal proceedings and claims that arise in the 

ordinary course of business. However, the Company does not believe that the resolution of these 

matters will have a material adverse effect on the Company’s financial condition, results of 

operations, or liquidity. It is possible, however, that future results of operations for any particular 

period could be materially and adversely affected by any new developments relating to the legal 

proceedings and claims. 

4. Related Party Transactions 

The Company maintains services agreements with five affiliates- ICE, CGI, Chatham Energy 

LLC, TradeCapture OTC Corporation and ICE Futures US, referred to collectively as “the 

Agreements.”  These Agreements provide for the sharing of expenses related to administrative, 

management and brokerage services which include (but are not limited to) accounting, human 

resources, information technology and occupancy related costs. During the year ended December 

31, 2015, the Company incurred expenses of $9.2 million for services in accordance with the 

Agreements.   

At December 31, 2015, the Company owed $806,000 to ICE and its subsidiaries for such 

expenses. Payment of this related party balance by the Company is due at least annually under  
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4. Related Party Transactions (continued) 

the Agreements and no interest is charged on the balance. Payments of $13.0 million were made 

to affiliates during the year ended December 31, 2015.  

Salaries, bonuses and benefits of certain personnel of ICE and its subsidiaries directly involved 

in the operations of the Company and registered representatives of the Company were charged 

based on allocated time. Brokerage services for credit default swaps, fixed income and 

government securities are charged based on salaries, bonuses and benefits of registered 

representatives of the Company and are allocated from CGI based on an estimated percentage of 

credit revenue in relation to total revenues. Brokerage services from our commodity business are 

charged based on costs incurred by the affiliate plus a markup.  

The Company entered into a licensing agreement with ICE Credit Hub, a wholly-owned 

subsidiary of ICE, for the use of their trading platform as an alternative trading system under the 

Company’s FINRA broker dealer license for the whole loan asset class. No revenues or expenses 

were recognized during the year ended December 31, 2015 in connection with this licensing 

agreement as no activity occurred on the alternative trading system. 

5. Net Capital Requirement 

The Company is subject to the Uniform Net Capital Rule (Rule 15c3-1) under the Securities 

Exchange Act of 1934, which requires the maintenance of minimum net capital and requires that 

the ratio of aggregate indebtedness to net capital (both as defined) shall not exceed 15 to 1. The 

Company is also subject to certain notification provisions of the rule relating to the withdrawal 

of capital. The Company is subject to the basic method permitted by Rule 15c3-1, which requires 

that the Company maintain minimum net capital, as defined, equal to the greater of $5,000 or 

6⅔% of aggregate indebtedness, as defined. In addition, the Company is subject to requirements 

set forth in CFTC Regulation 1.10(j), which requires the Company to maintain Adjusted Net 

Capital, as defined, equal to or in in excess of $45,000. The Company has elected to use the 

greater of minimum net capital requirement calculations as set forth by the two regulating 

bodies, SEC and CFTC, as of the year ended December 31, 2015 of $45,000.  

At December 31, 2015, the Company had net capital of $5.3 million which was $5.2 million in 

excess of its required net capital of $103,000. The Company’s ratio of aggregate indebtedness to 

net capital was 0.29 to 1.  
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6. Income Taxes  

The Company is included in the consolidated federal income and certain state and local income 

tax returns filed by certain affiliates.  In addition, the Company is subject to income taxes on a 

separate company basis in certain states.  Income taxes are calculated as if the Company filed 

separate income tax returns and are accounted for under the liability method.  Deferred tax assets 

and liabilities are recognized for the future consequences attributable to differences between the 

financial statement carrying amounts of existing assets and liabilities and their respective tax 

bases. Unless it is more likely than not that the deferred tax asset will be realized, a valuation 

allowance is established.  

At December 31, 2015, the Company has noncurrent deferred tax assets of $268,000, which are 

comprised primarily of book-to-tax timing differences relating to deferred compensation. No 

valuation allowance has been recognized against these deferred tax assets because management 

believes it is more likely than not that these deferred tax assets will be realized. 

The difference between the statutory and effective tax rate for the period is primarily due to the 

tax effect of certain non-deductible expenses and certain state and local income taxes. 

A reconciliation of the statutory U.S. federal income tax rate to our effective income tax rate for 

the year ended December 31, 2015 is as follows.  

 
  Year Ended 

 December 31  

  2015 

    

Statutory federal income tax rate               35 % 

State and local income taxes, net of federal benefit   7                          

Other nondeductible expenses  (3)    

Total provision for income taxes    39 % 

 

The Company recognizes accrued interest and penalties related to uncertain tax positions as a 

component of income tax expense.  There were no changes to unrecognized tax positions based 

on positions in prior years and the ending balance as of December 31, 2015 is $182,000.  For the 

year ended December 31, 2015, the Company recognized interest expense of $18,000, and total 

accrued interest related to unrecognized tax positions was $68,000.  With some exception, the  
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6. Income Taxes (continued) 

 

Company is no longer subject to examination for tax years ended on or before December 31, 

2010. 

The Company has received notification of state and local tax exams for the years ended 

December 31, 2010 - 2013. As a result of this exam, the unrecognized tax positions are subject to 

change. 

 

7. Subsequent Events  

The Company has evaluated subsequent events through February 25, 2016, and determined that 

no events or transactions met the definition of a subsequent event for purposes of recognition or 

disclosure in the accompanying statement of financial condition. 


