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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: INET ATS, Inc. OFFICIAL USE ONLY
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3 Times Square

{No. and Street)
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(City) (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
John Fay (212).310-9500

(Area Code ~ Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

PriceWaterhouse Coopers L.LP
(Name ~ if individual, state last, first. middle name)

1177 Avenue of the Americas, New York, NY 10036
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‘ ‘ OATH OR AFFIRMATION

I John Fay , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

INET ATS, Inc. , as
of December 31 ,20 03 , are true and correct. | further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified soiely as that of a customer, except as follows:

LINDA M. CIRAGO y)ﬂ}r\"]ﬂ l")/

Notary Public, State of New York
~ 7 No.01Cl4526914 Hignature

Qualitied in Suffolk Cou
Commxssaon Exptres 2/28/2n(t)y / CFO

()Zﬁ/ww@« C\/wa(d h

Notary Public

This report ** contains (check all applicable boxes):

X (a) Facing Page.

® (b) Statement of Financial Condition.

& (c) Statement of Income (Loss).

B (d) Statement of Changes in Financial Condition.

& (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

X (g) Computation of Net Capital.

R (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

R (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

0 (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

3 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

O (1) An Oath or Affirmation.

3 (m) A copy of the SIPC Supplemental Report.

{0 (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

=

(o) Independent auditors report on internal accounting control.
**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PRICEWATERHOUSE(QOPERS

PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036
Telephone (646) 471 4000
Facsimile (813) 286 6000

Report of Independent Auditors

To the Board of Directors
and Stockholder of
INET ATS, Inc. (formerly The Island ECN, Inc.)

In our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of INET ATS, Inc. (the “Company”), at December 31, 2003 in
conformity with accounting principles generally accepted in the United States of America. This
financial statement is the responsibility of the Company’s management; our responsibility is to express
an opinion on this financial statement based on our audit. We conducted our audit of this statement in
accordance with auditing standards generally accepted in the United States of America which require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statement
is free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statement, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

Q&WLL’D

February 12, 2004



INET ATS, Inc.
(formerly The Island ECN, inc.)

(a wholly owned subsidiary of Instinet Group Inc.)

Statement of Financial Condition
December 31, 2003

Assets
Cash and cash equivalents

Receivable from broker-dealers and clearing organizations

(net of allowances of $22,430,953)
Deferred tax asset
Receivable from affiliates
Investments, at fair value
Other assets

Total assets

Liabilities and Stockholder’s Equity
Payable to affiliates

Accounts payable and accrued liabilities
Payable to broker-dealers

Accrued restructuring costs

Other liabilities

Total liabilities
Stockholder’s equity

Common stock, $0.01 par value; 1,000 shares authorized,

100 shares issued and outstanding
Additional paid-in capital
Retained eamings

Total stockholder’s equity

Total liabilities and stockholder’s equity

$ 55,367,984

101,488,755
9,620,000
2,949,436

996,860
216,969

$ 170,640,004

$ 18,327,090
8,029,385
7,736,195
4,209,571
4,125,610

42,427,851

1
100,212,217
27,999,935

128,212,153

§ 170,640,004

The accompanying notes are an integral part of this financial statement.
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INET ATS, Inc.

(formerly The Island ECN, Inc.)

(a wholly owned subsidiary of instinet Group inc.)
Notes to Statement of Financial Condition
December 31, 2003

1. Nature of Business

The INET ATS (“INET” or the “Company”), formerly The Island ECN, is a wholly-owned
subsidiary of INET Holding Company (“IHC” or the “Parent”) formertly Island Holding Company,
which is a wholly owned subsidiary of Instinet Group Inc. (“1GI”) which is ultimately indirectly
majority owned by Reuters Group PLC (“Reuters”). The Company is an electronic market place,
offering order display and matching services in both NASDAQ-listed and exchange listed
securities.

In December 2003, IGI reorganized its corporate structure and as a result Instinet Corporation, an
affiliate, was converted into a limited liability company and renamed Instinet LLC. Also as part of
the reorganization, the Company received a non-cash capital contribution of broker-dealers
receivable of $56,1635,297 and paid a non-cash dividend of property and equipment of $1,459,673
at book value.

The Company is a registered broker-dealer with the Securities and Exchange Commission (“SEC”)
and a member of the National Association of Securities Dealers, Inc. (“NASD”) and the Cincinnati
Stock Exchange.

2, Summary of Significant Accounting Policies

Accounting Estimates

The preparation of the Company’s financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements and reported amounts of revenue and expenses during the
reporting period. Management believes that the estimates utilized in the preparation of the financial
statements are prudent and reasonable. Actual results could differ from these estimates.

Cash and Cash Equivalents
The Company considers all highly liquid investments with original maturities of three months or
less to be cash equivalents.

Transaction Fees

Transaction fees are generated by subscriber and non-subscriber customers on a per share basis for
the removal of liquidity from the Company’s marketplace. Liquidity is removed when a customer
buy or sell limit order matches an existing buy or sell limit order in the Company’s marketplace.
Transaction fees and clearing fees are recorded on a trade date basis.

Broker-Dealer Rebates

Broker-dealer rebates expense consists of execution fees paid to subscriber customers that initiate a
buy or sell limit order transaction and of market data rebated to subscribers. The customers are
paid on a per share basis. Rebates are recorded on a trade date basis.



INET ATS, Inc.
(formerly The Island ECN, inc.)
{a wholly owned subsidiary of Instinet Group Inc.)

Notes to Statement of Financial Condition
December 31, 2003 '

Depreciation and Amortization

Facilities and equipment, consisting primarily of computers and leasehold improvements, were
reported at historical cost, net of accumulated depreciation and amortization up until they were
transferred to an affiliate (see Note 1). Depreciation is computed using the straight-line method
over the estimated useful life of the asset, while leasehold improvements are amortized over the
lesser of the estimated useful life of the leasehold improvement or the remaining term of the lease.

3. Investments

Investments are carried at estimated fair value, generally as evidenced by quoted market prices or
by comparable substantial third party transactions. Where fair value is not readily ascertainable,
principal investments are recorded at management’s estimate of fair value. Because of the inherent
uncertainty of valuations, these estimated values may differ materially from the amounts that may
ultimately be realized upon sale or other disposition of the investments.

At December 31, 2003, the investment balance comprised of an investment of $996,860 in the
NASDAQ Stock Market, Inc., which is carried at estimated fair value as determined by
management.

4. Receivable from and Payable to Broker-Dealers and Clearing Organizations

Amounts receivable from and payable to broker-dealers and clearing organizations as of December
31, 2003, consist of the following:

Receivable Payable
Receivable/payable from/to clearing organizations $ 615,204 $ -
Fees, commissions and other receivable/payable 100,873,551 7,736,195

$ 101,488,755 § 7,736,195

5. Related Party Transactions

The Company clears all of its securities transactions through Instinet Clearing Services, Inc.
(“ICS”), an affiliate company. Pursuant to the clearing agreement, ICS can charge the Company
for losses that arise from a counterparty’s failure to fulfill its contractual obligations. As the
market risk cannot be reasonably estimated, the Company is unable to determine the risk of loss as
a result of a counterparty’s failure. For the year ended December 31, 2003 the Company has not
been charged with any losses as a result of a counterparty’s failure.

Substantially all employees of the Company participate in the IGI Stock Option Plan, which was
adopted in February 2000, and amended on September 2, 2000. It is the Company’s policy to grant
options for the purchase of shares of common stock at not less than market value. Options
generally vest over a four-year period and expire on the tenth anniversary of the grant date,
pursuant to the terms of the agreement. IGI applies Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees” and related interpretations in accounting for its stock
options plans.



INET ATS, Inc.

{formerly The Island ECN, Inc.)

(a wholly owned subsidiary of Instinet Group Inc.)
Notes to Statement of Financial Condition
December 31, 2003

Pursuant to an operating agreement, IGI provides the Company with operational, management and
administrative personnel, facilities and other services necessary to conduct its business.

Substantially all employees of the Company participate in a defined contribution pension plan
sponsored by IGI. The IGI Retirement Plan (“401(k) Plan”) was established under Section 401(k)
of the Internal Revenue Code. Eligible employees can contribute up to 50% of their annual base
salary to the 401(k) Plan. IGI matched 25% of the employees’ pre-tax contributions for the year
ended December 31, 2003. To be eligible for the contribution, employees need to be an active
employee as of December 31, 2003 with at least 3 months of service.

The Company occupies space for which the lease is held by 1GI.
6. Commitments and Contingencies

In the normal course of business, the Company may be named as a defendant in various lawsuits
and may be involved in certain investigations and proceedings. Some of these matters may involve
claims for substantial amounts. It is the opinion of management, after consultation with counsel,
that there are no matters pending against the Company that could have a material adverse effect on
the Company’s consolidated financial condition.

7. Credit, Market and Other Risks

As a result of the Company’s relationship with ICS, the Company is exposed to substantial credit
risk from both parties to a securities transaction during the period between the transaction date and
the settlement date. This period is generally three business days in the U.S. equities markets and
can be as much as 30 days in some international markets. In addition, the Company may have
credit exposure that extends beyond the settlement date in the case of a party that does not settle in
a timely manner by failing either to make payment or to deliver securities. The Company holds the
securities that are the subject of the transactions as collateral for our customer receivables.

Adverse movements in the prices of these securities can increase our credit risk. The majority of
the Company’s transactions and, consequently, the concentration of its credit exposure are with
broker-dealers and other financial institutions, primarily located in the United States. The
Company seeks to control its credit risk through a variety of reporting and control procedures,
including establishing credit limits and enforcing credit standards based upon a review of the
counterparties’ financial condition and credit rating. The Company monitors trading activity and
collateral levels on a daily basis for compliance with regulatory and internal guidelines and obtains
additional collateral, if appropriate.

The Company is subject to operational, technological and settlement risks. These include the risk
of potential financial loss attributable to operational factors such as untimely or inaccurate trade
execution, clearance or settlement or the inability to process large volumes or transactions. The
Company is also subject to risk of loss attributable to technological limitations or computer failures
that may constrain the Company’s ability to gather, process and communicate information
efficiently, securely and without interruption.
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INET ATS, Inc.

{formerly The Island ECN, Inc.)

(a wholly owned subsidiary of Instinet Group inc.)
Notes to Statement of Financial Condition
December 31, 2003

10.

Income Taxes

The Company, together with IGI and certain other affiliates in the U.S., files a consolidated federal
income tax return. The Company pays or recovers from IGI the taxes it has recorded, which are
calculated on a separate company basis under a tax sharing agreement with IGI. The Company
records deferred tax assets and liabilities for the difference between the tax basis of assets and
liabilities and the amounts recorded for financial reporting purposes, using current tax rates.

The temporary differences which have created deferred tax asset as of December 31, 2003 are
detailed below:

Deferred tax asset

Accruals and allowances $ 8,001,000
Depreciation and amortization 1,384,000
State tax losses carried forward 235,000
Unrealized losses on securities owned 682,000
Total deferred tax asset 10,302,000
Valuation allowance (682,000)
Deferred tax asset $ 9,620,000

Management believes that it is more likely than not that the deferred tax asset, net of the valuation
allowance, will be realized. The valuation allowance relates to the write-down of the investment in
NASDAQ for financial accounting purposes, which may not be realized in the future. The
valuation allowance also relates to a portion of the state tax losses carried forward, the full
utilization of which may not be realized.

Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, “Disclosure about Fair Value of Financial
Instruments,” requires the disclosure of the fair value of financial instruments, including assets and
liabilities recognized on the statement of financial condition. Management estimates that the
aggregate fair value of all financial instruments recognized on the statement of financial condition
approximates their carrying value. As such, financial instruments have been adjusted to reflect
their estimated fair value or are short term in nature and bear interest at current market rates.

Regulatory Requirements

The Company is a registered broker-dealer and, accordingly, is subject to the SEC’s Uniform Net
Capital Rule (“Rule 15¢3-1") under the Securities and Exchange Act of 1934, which requires the
maintenance of minimum net capital. The Company has elected to use the alternative net capital
method, permitted by Rule 15¢3-1, which requires that the Company maintain minimum net capital
equal to the greater of $1,000,000 or 2% of the aggregate debit items arising from customer
transactions.

At December 31, 2003, the Company had net capital of $28,111,987, which was $27,111,987 in
excess of its required net capital of $1,000,000.



INET ATS, Inc.

(formerly The Island ECN, inc.)

(a wholly owned subsidiary of Instinet Group Inc.)
Notes to Statement of Financial Condition
December 31, 2003

The Company is exempt from the provision of Rule 15¢3-3 under subparagraph (k)(2)(ii). All
transactions are cleared through another broker-dealer on a fully disclosed basis.

11.  Restructuring

As of December 31, 2003, the Company carried a liability of $4,209,571 associated with this
restructuring principally relating to long-term lease obligations.



PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036

Report of Independent Auditors on Internal Telephone (646) 471 4000
Accounting Control Pursuant to SEC Rule 17a-5 ' >™i'e (813)286 6000

February 12, 2004

To The Board of Directors and
Stockholder of INET ATS, Inc.

In planning and performing our audit of the financial statements and supplement schedules of INET ATS,
Inc. (the “Company”) for the year ended December 31, 2003, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing procedures for
the purpose of expressing our opinion on the financial statements and not to provide assurance on the
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “SEC”), we have.
made a study of the practices and procedures followed by the Company, including tests of compliance
with such practices and procedures, that we considered relevant to the objectives stated in Rule 17a-5(g),
in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11);

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13; and

3. Determining compliance with the exemptive provisions of Rule 15¢3-3.

Because the Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed by the Company
in any of the following:

1. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System; and

2. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3;

. The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of control
and of the practices and procedures referred to in the preceding paragraph, and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparation of financial -
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional

_objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above,
errors or fraud may occur and not be detected. Also, projection of any evaluation of internal control to
future periods is subject to the risk that controls may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of one or more of the
specific internal control components does not reduce to a relatively low level the risk that error or fraud
in amounts that would be material in relation to the financial statements being audited may occur and not
be detected within a timely period by employees in the normal course of performing their assigned
functions. However, we noted no matters involving internal control, including procedures for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company’s practices and procedures
were adequate at December 31, 2003 to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, National Association of Securities Dealers, Inc., and other regulatory agencies that rely on Rule
17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers,
and is not intended to be and should not be used by anyone other than these specified parties.
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