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AFFIRMATION

1, Anthony Portelli, affirm that, to the best of my knowledge and belief, the accompanying financial
statements and supplemental schedules pertaining to NYFIX Clearing Corporation (the “Company’) for the
year ended December 31, 2004, are true and correct. I further affirm that neither the Company nor any
member, proprietor, principal officer or director has any proprietary interest in any account classified solely as

that of a customer.
4- - .
@ﬁ#ﬂ’,&ﬁ‘ - 4/25/2005

Signature U U Date

ANTHONY PORTELLI

Chief Financial Officer
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INDEPENDENT AUDITORS’ REPORT

To the Stockholder of
NYFIX Clearing Corporation
100 Wall Street, 26" Floor
New York, NY 10005

We have audited the accompanying statement of financial condition of NYFIX Clearing
Corporation (the “Company”) at December 31, 2004, that you are filing pursuant to Rule 17a-5
under the Securities Exchange Act of 1934. This statement of financial condition 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 in accordance with generally accepted auditing standards as established
by the Auditing Standards Board (United States) and in accordance with the auditing standards of
the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement. The Company is not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for expressing an opinion on the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also
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, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the

financial position of NYFIX Clearing Corporation at December 31, 2004 in conformity with
accounting principles generally accepted in the United States of America.

Dok k + Toodw ULP

April 25,2005

Member of
Deloitte Touche Tohmatsu



NYFIX CLEARING CORPORATION

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

ASSETS
CASH AND CASH EQUIVALENTS

CASH AND SECURITIES DEPOSITED WITH CLEARING ORGANIZATIONS

OR SEGREGATED UNDER FEDERAL AND OTHER REGULATIONS
(securities at fair market value of $3,290,562)

SECURITIES BORROWED

RECEIVABLES:
Brokers, dealers and clearing organizations
Customers

PROPERTY AND EQUIPMENT—Net
OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND STOCKHOLDER’ S§ EQUITY

LIABILITIES:
Securities loaned
Payables:
Brokers and dealers
Customers
Affiliates
Accounts payable and accrued expenses

Total liabilities
STOCKHOLDER'S EQUITY:
Common stock $0.001 par value—1,080,000 shares authorized, issued and
outstanding )
Paid-in capital
Retained earnings
Total stockholder’s equity

TOTAL LIABILITIES AND STOCKHOLDER’S EQUITY

See notes to statement of financial condition.

§ 5,583,537

3,490,562
136,187,300
5,580,745
547,999
13,861
6,533

§ 151,410,537

$ 136,228,300
408,953
1,794,269
1,035,752
583,915

1

40,051,189

10

10,799,990
559,348

11,359,348

5 151,410,537



NYFIX CLEARING CORPORATION

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

1. ORGANIZATION

NYFIX Clearing Corporation (the “Company”) was incorporated on February 21, 2003. The Company
is a registered broker-dealer with the Securities and Exchange Commission and is a member in the
National Association of Securities Dealers, Inc. The Company is a wholly-owned subsidiary of NYFIX,
Inc. (“NYFIX"). The Company’s primary activities are clearing equity securities transactions for its two
affiliated introducing broker-dealers, NYFIX Millennium, L.L.C. and NYFIX Transaction Services,
Inc., on a fully disclosed basis.

2. SIGNIFICANT ACCOUNTING POLICIES
Securities Transactions—Securities transactions are recorded on a settlement date basis.

Securities Lending Activities—Securities borrowed and securities loaned are recorded at the amount of
cash collateral provided for securities borrowed transactions and received for securities loaned
transactions. The Company monitors the market value of securities borrowed and loaned on a daily basis
with additional collatera] obtained or refunded as necessary.

Property and Equipment—Property and equipment are recorded at cost and are depreciated over their
estimated useful lives, which range from 2 to 7 years, on a straight-line basis.

Income Taxes—The Company is included in the consolidated federal income tax return filed by
NYFIX. Federal and state income taxes are allocated to the Company on a separate return basis. The
Company is responsible for and will reimburse NYFIX for its share of the consolidated tax liability.
The current and deferred portions of the income tax benefit included in the statement of operations are
determined in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 109,
Accounting for Income Taxes (“SFAS No. 109”).

Use of Estimates—The preparation of the statement of financial condition in conformity with
accounting principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and contingent liabilities at the date of the financial statement. Actual results could
differ from those estimates.

Fair Value of Financial Instruments—Substantially all of the Company’s financial instruments are
carried at fair value or amounts that approximate fair value. The estimated fair value amounts of
financial instruments have been determined by the Company using available market information and
appropriate valuation methodologies. Assets including cash and cash equivalents, cash and securities
deposited with clearing organizations or segregated under Federal and other regulations, securities
borrowed and receivables are carried at cost, which approximates fair value due to their short-term
maturities. Similarly, the Company’s short-term liabilities such as securities loaned, payables and
accounts payable and accrued expenses are recorded at contracted amounts approximating fair value.



COLLATERALIZED TRANSACTIONS

At December 31, 2004, the Company has pledged securities in securities lending transactions to other
broker dealers. The fair value of the securities pledged in these transactions is $131,805,367. The
Company also receives collateral under securities borrowed, which it is allowed by contract or custom to
sell or repledge. As of December 31, 2004 the Company had no securities borrowed that are sold or
repledged. At December 31, 2004, the fair value of such collateral was $131,811,511.

REGULATORY NET CAPITAL REQUIREMENT

The Company is subject to the Uniform Net Capital Rule (Rule 15¢3-1) under the Securities and
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. At

December 31, 2004, the Company had regulatory net capital and minimum regulatory net capital
requirements of $11,345,487 and $250,000, respectively. The Company’s net capital ratio was 0.022 to
1 at December 31, 2004.

The Company performs the computations for the assets in the proprietary accounts of its introducing
brokers (commonly referred to as “PAIB”) in accordance with the customer reserve computation set
forth under SEC Rule 15¢3-3 (the Customer Reserve Formula).

INCOME TAXES

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount
of assets and liabilities for financial reporting purposes and the amount used for income tax purposes.
The tax effects of temporary differences that give rise to the deferred tax assets and deferred tax
liabilities consisted of the following at December 31, 2004:

Deferred tax assets:
- Amortization $ 1,89
Deferred tax liabilities:
Depreciation (1,533)
Unrealized gains and losses (3,650)
Total deferred tax liabilities (5,183)
Net deferred tax liabilities $ (3,287)

RELATED PARTY TRANSACTIONS

Certain operating costs and capital expenditures, including data center, office facilities and corporate
overhead, are allocated and paid by affiliates of the Company. The net unpaid balance reflected as due
from affiliates on the statement of financial condition was $1,035,752 at December 31, 2004.

The Company clears trades on a fully disclosed basis for introducing broker-dealer affiliates of the
Company. :



Employees of the Company are eligible to participate in the NYFIX 401(k) plan upon meeting certain
eligibility requirements.

PROPERTY AND EQUIPMENT

As of December 31, 2004, property and equipment is comprised of the following:

Software $ 8,440
Office computers 3,243
Office equipment 1,062
Data center equipment 6,355
Less accumulated depreciation and amortization (5,239
$ 13,861

COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Company settles customer securities transactions. This activity
may expose the Company to off-balance sheet risk arising from the potential that customers or
counterparties may fail to satisfy their obligations. In the event customers and counterparties fail to
satisfy their obligations, the Company may be required to purchase or sell financial instruments, at
unfavorable market prices, to satisfy those obligations. The Company mitigates the risk of customer
nonperformance by requiring introducing brokers to maintain cash deposits. The Company believes that
the settlement of these transactions will not have a material effect on the Company’s statement of
financial condition.

Liabilities to brokers and dealers related to unsettled transactions (i.e., securities failed-to-receive) are
recorded at the amounts for which the securittes were acquired and are paid upon receipt of the securities
from other brokers or dealers. In the case of aged securities failed-to-receive, the Company may, under
industry regulations, purchase the underlying securities in the market and seek reimbursement for any
losses from the counterparty.

The Company’s customer financing and securities settlement activities require the Company to pledge
customer securities in support of secured financing sources such as securities loaned. In the event that
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 acquiring the securities at prevailing market
prices in order to satisfy customer obligations. The Company controls this risk by monitoring the market
value of securities pledged on a daily basis and requiring adjustments of collateral levels in the event of
excess market exposure. Additionally, the Company establishes credit limits for such activities and
monitors compliance on a daily basis. At December 31, 2004, the market value of customer securities
pledged under these secured financing transactions approximated the amounts due.

The Company may at times, because of processing errors, maintain equity securities on both a long and
short basis. Both long and short positions may result in losses or gains to the Company as market value
of securities fluctuate. Long and short positions are marked to market daily and are continuously
monitored by the Company with the intent to liquidate the positions. There were no such long or short
positions as of December 31, 2004.

The Company is engaged in various trading activities in which counterparties primarily include broker-
dealers. In the event counterparties do not fulfill their obligations, the Company may be exposed to
credit risk. The risk of default depends on the creditworthiness of the counterparty. It is the Company’s



policy to review, as necessary, the credit standing of each counterparty. The Company does not
anticipate nonperformance by the counterparties in the above situations.

The Company is 2 member of various U.S. exchanges that trade and clear securities. Associated with its
membership, the Company may be required to pay a proportionate share of the financial obligations of
another member who may default on its obligations to the exchange. While the rules governing different
exchange memberships vary, in general the Company’s guarantee obligations would arise only if the
exchange had previously exhausted its resources. In addition, any such guarantee obligation would be
apportioned among the other nondefaulting members of the exchange. Any potential contingent liability
under these membership agreements cannot be estimated. The Company has not recorded any contingent
liability in the statement of financial condition for these agreements and believes that any potential
requirement to make payments under these agreements is remote.
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April 25, 2005

NYFIX Clearing Corporation
100 Wall Street, 26™ floor
New York, New York 10005

In planning and performing our audit of the financial statements of NYFIX Clearing Corporation (the
“Company”) for the year ended December 31, 2004 (on which we issued our report dated April 25,
2005), we considered its internal control, including control activities for safeguarding securities, in
order to determine our auditing procedures for the purpose of expressing an opinion on the financial
statements and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934 we have made a
study of the practices and procedures (including tests of compliance with such practices and
procedures) followed by the Company that we considered relevant to the objectives stated in Rule 17a-
5(g): (1) in making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a)(11) and the reserve required by Rule 15¢3-3(e) (including the practices and procedures
followed by the Company in making the periodic computations for proprietary accounts of introducing
brokers (“PAIB™)); (2) in making the quarterly securities examinations, counts, verifications and
comparisons, and the recordation of differences required by Rule 17a-13; (3) in complying with the
requirements for prompt payment for securities under Section 8 of Regulation T of the Board of
Governors of the Federal Reserve System; and (4) in 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 internal control and of the practices and procedures, and to assess whether those practices and
procedures can be expected to achieve the Securities and Exchange Commission’s (the “Commission™)
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 acquisition, 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 conformity with accounting
principles generally accepted in the United States of America. Rule 17a-5(g) lists additional objectives
of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to error or fraud may occur and not be detected. Also, projections of any
evaluation of internal control or of such practices and procedures to future periods are subject to the
risk that they may become inadequate because of changes in conditions or that the degree of
compliance with the practices or procedures may deteriorate.

Member of
Detoitte Touche Yohmatsu




Our consideration of the Company’s internal control would not necessarily disclose all matters in
the Company’s 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 internal control components does not reduce
to a relatively low tevel the risk that misstatements caused by 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 the Company’s intemnal control and its
operation, including control activities 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 Commission 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, 2004 to meet the
Commmissions’ objectives.

This report is intended solely for the information and use of the board of directors, management,

the Commission, and other regulatory agencies which rely on Rule ! 7a-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.

Yours truly,

}dath v Toud LR



