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OATH OR AFFIRMATION

We, Richard Brueckner and Dennis Wallestad, swear (or affirm) th}at, to the best of our knowledge and belief the
accompanying statement of financial condition pertaining to the firm of Pershing LLC, as of December 31, 2005, is true

and correct. We further swear (or affirm) that neither the company norjany partner, proprietor, principal officer or director
has any proprietary interest in any account classified solely as that of a customer and that the financial statements of the

l
Company are made available to all Company members and allied members of the New York Stock Exchange, Ing.

ANN ELIZABETH CRUZ

© - Notary Public of New Jersey Richard BruecRner, Chief Executive Officer
My Commission Expires Apfi-23:-2089 |
Aug b, 2009 SMestad, Chief Fin
Q«y CQ,@ !rz/al}dé /Q‘
_/Notary Publig j

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

X (a) Facing Page.

x (b} Statement of Financial Condition.

0 (o Statement of Income (Loss).

O (d) Statement of Cash Flows.

a (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

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

0O (g) Computation of Net Capital.

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

a o Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

0 ) A Reconciliation, including appropriate expianation, of the CPmputation of Net Capital Under Ruie 15¢3-1 and
the Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O &) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods
of consolidation.

x () An QOath or Affirmation.

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

O (n) A report describing any material inadequacies found to exist or found to have existed since the date of the

previous audit.

) Independent auditor’s report on internal control.

p) Schedule of segregation requirements and funds in segregation — customers’ regulated commodity futures

account pursuant to Rule 171-5.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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gi-"f!l ERNﬁ T& %/O@N@ & Ernst/& Young LLp B Phone: (212) 773-3000

5 Times Square www.ey.com
New York, New York 10036-6530

Report of Independent Registered Public Accountmg Firm

To the Member of Pershing LLC

We have audited the accompanying statement of ﬁnanc1al condition of Pershing LLC (the
“Company”), an indirect, wholly-owned subsldlary of The Bank of New York Company,
Inc., as of December 31, 2005. This statement of ﬁnanc1a1 condition is the responSbehty
of the Company’s management. Our respon31b1hty is to express an opinion on this
statement of financial condition based on our audit!

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we “plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of
material misstatement. We were not engaged to perform an audit of the Company’s
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 the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also include(‘s examining, on a test basis, evidence
supporting the amounts and disclosures in the statement of financial condition, assessing
the accounting principles used and signiﬁcant;estimates made by management, and
evaluating the overall presentation of the statement of financial condition. We believe

that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condmon referred to above presents fairly, in all

material respects, the financial position of Per{shmg LLC at December 31, 2005,
conformity with accounting principles generally accepted in the United States.

M% LLr

February 17, 2006

A Member Practice of Ernst & Young Global




Pershing LLC

(An indirect wholly-owned subsidiary of The Be{mk of New York Company, Inc.)

Statement of Financial C{ondition
December 31, 2005

(Dollars in millions)

Assets
Cash and cash equivalents 3 590
Cash and securities segregated for regulatory purposes 1,169
Collateralized financing agreements:

Securities purchased under agreements to resell 573

Securities borrowed 1,195
Receivables:

Customers 6,547

Brokers, dealers and clearing organizations 1,802
Other assets 325
Total assets $ 12,201
Liabilities and Member's Equity
Liabilities
Drafts payable A 412
Collateralized financing agreements:

Securities sold under agreements to repurchase 109

Securities loaned 656
Payables:

Customers 7,707

Brokers, dealers and clearing organizations 1,389
Accounts payable and accrued expenses 479

10,752

Subordinated indebtedness 730
Total liabilities 11,482
Member's equity

Total member's equity 719
Total liabilities and member's equity $ 12,201

The accompanying notes are an integral part of this statement of financial condition.




Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Company, Inc.)

Notes to Statement of Financial Condition

December 31, 2005

Organization and Description of Business

Pershing LLC (the “Company™) was formed as a smgle member limited liability company in
the state of Delaware on January 17, 2003 with an indefinite life. The Company is a wholly-
owned subsidiary of Pershing Group LLC (the “Parent’ ") which is a wholly-owned subsidiary
of The Bank of New York Company, Inc. (“BNY™).

The Company is registered as a securities broker-dealer with the Securities and Exchange
Commission (“SEC”) authorized to engage in coirrespondent clearing, sales and trading,
investment banking and brokerage services. The Company is a member of the New York
Stock Exchange, Inc. (“NYSE”), American Stock [Exchange, Inc., National Association of
Securities Dealers (“NASD”), Chicago Board of Options Exchange, Inc. and other regional

exchanges.

Summary of Significant Accounting Policies

The Company’s statement of financial condition 1s prepared in accordance with accounting
principles generally accepted in the United State“s of America which require the use of
management’s best judgment and estimates. Estlmates and assumptions that affect the
reported amounts in the statement of financial condition and accompanying notes may vary

from actual results.
Cash and Cash Equivalents

The Company defines cash and cash equivalents as highly liquid investments with original
maturities of three months or less at the time of purchase, other than those held for sale in the
ordinary course of business.

Collateralized Short-Term Financing Agreements

Securities sold under agreements to repurchase (repurchase agreements) and securities
purchased under agreements to resell (resale| agreements) are treated as financing
arrangements and are carried at their contract amount, the amount at which they will
subsequently be resold or repurchased, plus related accrued interest. Repurchase and resale
agreements are typically collateralized by cash|or government and government agency

securities and generally have terms from overnight|up to 3 months.

Securities borrowed and securities loaned are financing arrangements that are recorded at the
amount of cash collateral advanced or received. For securities borrowed, the Company
deposits cash, letters of credit or other collateral with the lender. For securities loaned, the
Company receives cash or other collateral that typically exceeds the market value of
securities loaned.




Pershing LLC

(An indirect wholly-owned subsidiary of The BaJnk of New York Company, Inc.)

Notes to Statement of Financial Condition
December 31, 2005

It is the Company’s policy to take possession of the runderlying collateral, monitor its market
value relative to the amounts due under the agreements, and, when necessary, require prompt
transfer of additional collateral or reduction in the loan balance in order to maintain
contractual margin protection. In the event of counterparty default, the financing agreement
provides the Company with the right to liquidate the [collateral held.

Receivables and Payables — Brokers, Dealers and Clearing Organizations

Receivables from brokers, dealers and clearing organizations include amounts receivable for
securities not delivered by the Company to a pum"chaser by the settlement date (“fails to
deliver”), net receivables arising from unsettled [trades and the Company’s introducing
brokers’ margin loans. Payables to brokers, dealers and clearing organizations include
amounts payable for securities not received by the }Company from a seller by the settlement
date (“fails to receive™), clearing deposits from| introducing brokers, commissions, net
payables arising from unsettled trades and amounts payable to the Company’s introducing

brokers.
Revenue Recognition

Commissions are recorded on a settlement date basis and if significant, adjustments are made
to record income earned on a trade date basis. Pr/ocessing and other fees include clearance
and custody fees, mutual fund fees, IRA fees and money fund fees and are based on activity.
Such fees are recognized on an accrual basis.

Financial Instruments

Financial instruments are recorded on the statement of financial condition on a settlement
date basis and if significant, adjustments are made to record financial instruments on a trade
date basis. Financial instruments include related accrued interest or dividends. Market value
generally is based on published market prices or other relevant factors including dealer price

quotations.
Fixed Assets

Fixed assets are recorded at cost, net of accumulated depreciation and amortization.
Depreciation is recorded on a straight-line basis }over the useful lives of the related assets,
generally 4 to 15 years. Leasehold improvements are amortized on a straight-line basis over
the lesser of the term of the lease or 20 years[. For internal-use computer software, the
Company capitalizes qualifying costs incurred during the application development stage. The
resulting asset is amortized using the strai.ght-lin‘e method over the expected life, which is
generally 5 years. All other costs incurred in connection with an internal-use software project

are expensed as incurred.




Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Company, Inc.)
Notes to Statement of Financial Condition
December 31, 2005

Exchange Memberships

The Company maintains memberships on various domestic exchanges. Exchange
memberships owned by the Company are carried at cost and included in other assets.
Assessments of the potential other than temporary impairment of carrying values are made
periodically. There were no exchange membership impairments in 2005. The Company’s
carrying value of exchange seats is $7.4 million with a related market value of approximately

$38.3 million.
Customer Transactions

Receivables from and payables to customers include amounts due on cash and margin
transactions. Securities owned by customers are held as collateral for receivables. Customer
securities transactions are recorded on a settlement date basis, which is generally three
business days after trade date. Securities owned by customers, including those that
collateralize margin or other similar transactions}, are not reflected in the statement of

financial condition.

Income Taxes

For U.S. federal, state and local income tax purposes, the Company has elected to be treated
as a separate taxable entity and as such will provide for income taxes in accordance with
SFAS No. 109 “Accounting for Income Taxes”. Deferred tax assets and liabilities are
recognized for temporary differences between the‘ financial reporting and tax bases of the
Company’s assets and liabilities using the tax rates‘ expected to be enacted when the asset or
liability is realized. Valuation allowances are established to reduce deferred tax assets to the
amount that more likely than not will be realized. Deferred tax assets and liabilities are
included on the statement of financial conditioﬂ as a component of “other assets” and

“accounts payable and accrued expenses,” respectively.
‘ \

Subordinated Indebtedness f

At December 31, 2005, the Company had a subordinated debt agreement with the Parent and
another with BNY which bear interest at a rate of LIBOR plus 120 basis points (5.51% at
December 31, 2005) and which qualify as regulatory net capital in accordance with SEC Rule
15¢3-1. Indebtedness of $480 miliion with the Parent qualifies as equity in the debt to debt
plus equity ratio and matures on March 31, 2008. Indebtedness of $250 million with BNY
matures on December 22, 2008. In accordance with SEC regulations, subordinated
indebtedness may not be repaid if net capital is less then 5% of aggregate debit items, as
defined, or if other net capital rule requirements are not met. All subordinated borrowings
have been approved by the applicable regulatory authorities for inclusion in regulatory net
capital.




Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Company, Inc.)
Notes to Statement of Financial Condition
December 31, 2005

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

At December 31, 2005, amounts receivable from and payable to brokers, dealers and clearing
organizations include (§ in millions):

Receivables: :

Securities failed to deliver ‘ 3 713
Clearing organizations 66
Broker-dealers 1,023
Total receivables $ 1,802
Payables:

Securities failed to receive $ 573
Broker-dealers | 816
Total payables $ 1,389

5. Related Party Transactions

!
The Company has entered into related party transagﬁtions with affiliates, including its Parent,
BNY and certain other affiliated companies. The Company enters into these transactions in
the normal course of business.

The Company has a $1 billion unsecured linz of credit agreement with the Parent, principally
to finance purchases of securities by customers on margin. At December 31, 2005, there
were no borrowings against the line of credit. Interest on such borrowings is based on the
federal funds effective rate plus .25% (4.34% at December 31, 2005).

The Company provides clearing services to various wholly-owned broker-dealers of the
Parent and indirect wholly-owned subsidiaries of BNY. Cash balances due to these affiliates
were approximately $80.1 million at December 31, 2005 and are included in payable to
brokers, dealers and clearing organizations.

For the year ending December 31, 2005, the Company leased furniture and fixtures and
computer and other communications equipment from an affiliate. The Company pays
royalties to The Bank of New York (the “Bank™), for use of the Company’s trade name and
customer relationships.

Included in other assets on the statement of financial condition at December 31, 2005, are
approximately $4.5 million of receivables from affiliates related to operating expenses.
Payables to affiliates of approximately $91.5 million are included in accounts payable and
accrued expenses on the statement of financial condition and relate primarily to the payable




Pershing LLC
(An indirect wholly-owned subsidiary of The Bank of New York Company, Inc.)
Notes to Statement of Financial Condition
December 31, 2005

to BNY for taxes, technology charges allocated by an affiliate, administrative support
services, and lease payments due to an affiliate for fixed assets.

Fixed Assets

Fixed assets consist of furniture and office equipment, computer equipment and software,
leasehold improvements, and communications equipment and are included in other assets on
the statement of financial condition. At December 31, 2005 fixed assets amounted to $29
million, net of accumulated depreciation of $25 million, and consisted primarily of computer
software.

Regulatory Requirements

As a registered broker-dealer the Company is subject to the Uniform Net Capital Rule under
Rule 15¢3-1 of the Securities Exchange Act of 1934. The Company has elected to use the
alternative method of computing regulatory net capital requirements provided for in Rule
15¢3-1. Under the altemative method permitted by}this rule, the required net capital may not
be less than two percent of aggregate debit balances arising from customer transactions or
$1.5 million, whichever is greater. At December |31, 2005, the Company’s regulatory net
capital of $1.1 billion was 13.23% of aggregate debit balances and in excess of the minimum
requirement by $953 million. The Company’s debt to debt plus equity ratio was 17.26%.

Pursuant to Rule 15¢3-3 of the Securities and Exchange Commission, the Company may be
required to deposit in a Special Reserve Bank Accojunt, cash or acceptable equivalents for the
exclusive benefit of customers. At December 31, 2005, the Company had $1,169 million of
cash and securities on deposit in such accounts.

Advances to affiliates, repayment of borrowings, dividend payments and other equity
withdrawals are subject to certain notification and other provisions of the Rule and other
regulatory bodies.

As a clearing broker the Company has agreed to compute a reserve requirement for the
proprietary accounts of introducing broker dealers (the “PAIB Reserve Formula™). The PAIB
calculation is completed in order for each correspondent firm that uses the Company as its
clearing broker-dealer to classify its assets on deposit at the Company as allowable assets in
the correspondents’ net capital calculation. The Cq‘ompany had no reserve requirement under
the PAIB Reserve Formula, as defined, as of December 31, 2005. Accordingly, no amounts

were established in a PAIB reserve account at December 3 1, 2005.
Lease Commitments

The Company has non-cancelable leases for office space and equipment that expire on
various dates through 2016. At December 31, 2005, minimum future rentals on non-
cancelable operating leases are as follows ($ in millions): 2006, $35; 2007, $33; 2008, $27;
2009, $16; 2010, $5; and $7 for the years thereafter.
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Notes to Statement of Financial Condition
December 31, ZOOJS

Income Taxes

Deferred income taxes reflect the net tax effects |of temporary differences between the
carrying amounts of assets and liabilities for ﬁnanqial reporting purposes and the amounts
used for income tax purposes. For financial reporting purposes, deferred tax liabilities at
December 31, 2005 of approximately $3 million |are included in accounts payable and
accrued expenses on the statement of financial condition. Deferred tax liabilities relate

principally to deferred compensation, depreciation, and reserves.

Pledged Assets and Guarantees

As of December 31, 2005, the market value of secPﬁties that the Company has pledged to
counterparties was $754 million, which is related to collateralized financing agreements in
the statement of financial condition. At Dec:ember{ 31, 2005, the market value of securities
received as collateral from counterparties was $1.7 billion. The Company routinely re-
pledges, lends or resells these securities to third 1‘)arties. As of December 31, 2005, the

market value of collateral re-pledged, sold or lent was $212 million.
Obligations Under Guarantees

The Company has adopted the disclosure and recognition requirements for guarantees in
accordance with FASB Interpretation Number 45,| Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect| Guarantees of Indebtedness of Others,
whereby the Company will recognize a liability at the inception of a guarantee for obligations
it has undertaken in issuing the guarantee, including its ongoing obligation to stand ready to
perform over the term of the guarantee in the event that certain events or conditions occur.
These recognition requirements pertain to any/} new guarantees issued subsequent to

December 31, 2002 or existing guarantees that were modified after December 31, 2002,

The Company provides guarantees to securities clearinghouses and exchanges. Under the
standard membership agreement, members are required to guarantee the performance of other
members. Under the agreements, if another member becomes unable to satisfy its obligations
to the clearinghouse, other members would be required to meet shortfalls. The Company’s
liability under these arrangements is not quantifiable or limited and could exceed the cash and
securities it has posted as collateral. However, Ifnanagement believes the potential for the
Company to be required to make payments under these arrangements is remote. Accordingly,
no contingent liability is carried on the statement of financial condition for these

arrangements.

In connection with its securities clearing bus‘iness, the Company performs securities
execution, clearance and settlement services on behalf of other broker-dealer clients.
Management believes the potential for the Company to be required to make unreimbursed

payments relating to such services is rernote due to the contractual capital requirements
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Notes to Statement of Financial Condition
December 31, 2005

associated with clients’ activity and the regular reviFw of clients’ capital. Accordingly, no
contingent liability is carried on the statement of financial condition for these transactions.

Financial Instruments and Related Risks )

Customer Activities

Certain market and credit risks are inherent in the Company’s business, primarily in
facilitating customers’ trading and financing transzictlons in financial instruments. In the
normal course of business, the Company s customet activities include execution, settlement,
and financing of various customer securities, which ‘may expose the Company to off-balance

sheet risk in the event the customer is unable to fulfill its contractual obligations.

The Company § customer securities activities are transacted on either a cash or margin basis.
In margin transactions, the Company extends credit to customers, which is collateralized by
cash and/or securities in the customer’s account. )In connection with these activities, the
Company executes and clears customer transactions involving securities sold but not yet
purchased and option contracts. The Company seeks to control risks associated with its

customer activities by requiring customers to maintain margin collateral in compliance with

various regulatory, exchange and internal guideli:nes. The Company monitors required
margin levels daily and, pursuant to such guidelines, requires the customer to deposit
additional collateral or to reduce positions, when n/ecessary Such transactions may expose
the Company to significant off-balance sheet risk i m the event the margin is not sufficient to
fully cover losses which customers may incur. In ,the event the customer fails to satisfy its
obligations, the Company may be required to purchase or sell the collateral at prevailing

market prices in order to fulfill the customer’s obliglfitions.

The Company’s customer financing and secuntxes settlement activities may require the
Company to pledge customer securities as collateral in support of various secured financing
sources, such as securities loaned. Additionally, the Company pledges customer securities as
collateral to satisfy margin deposits of the Options Clearing Corporation. 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 acquiring the securities at prevailing
market prices in order to satisfy its obligation. The Company controls this risk by monitoring
the market value of securities pledged on a daily basis and by requiring adjustments of
collateral levels in the event of excess market exposures.

|
Credit Risk
As a securities broker and dealer, the Company is engaged in various securities trading and
brokerage activities servicing a diverse group of domestic and foreign corporations,
governments, and institutional and individual investors. A substantial portion of the
Company’s transactions is executed with and on ibehalf of institutional investors including
other brokers and dealers, banks, U.S. government agencies, mutual funds, hedge funds and
other financial institutions. The majority of the stock borrow/stock loan business is conducted
with a single counterparty pursuant to a fee sharing arrangement on a collateralized basis.
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Credit risk i1s the potential for loss resulting from the defauit by a counterparty of its
obligations. Exposure to credit risk is gencrated by securities and currency settlements,
contracting derivative and forward transactions with customers and dealers, and the holding
in inventory of bonds and/or loans. The Company uses various means to manage its credit
risk. The creditworthiness of all counterparties is analyzed at the outset of a credit
relationship with the Company. These counterparties are subsequently reviewed on a
periodic basis. The Company sets a maximum exposure limit for each counterparty, as well
as for groups or classes of counterparties. Furthermore, the Company enters into master
netting agreements when feasible and demands collateral from certain counterparties or for
certain types of credit transactions.

Trading Activities

The Company had financial instruments owned and sold recorded on the statement of
financial condition in other assets and accounts payable and accrued expenses as follows ($ in
millions):

Financial Financial

Instruments Instruments
Owned Sold

Corporate debt $ 22 $ 16
Equities \ 17 5
Governments 25 10
Municipals 13 -
) 77 5 31

Certain trading activities expose the Company to V?ﬁous risks. These risks are managed in
accordance with established management policies and procedures.

Market Risk
Market risk is the potential loss the Company may incur as a result of changes in the market
or fair value of a particular financial instrument. | All financial instruments are subject to
market risk. The Company’s exposure to market rlsk is determined by a number of factors,
including size, duration, composition and di versification of positions held, the absolute and
relative level of interest rates and foreign currency exchange rates, as well as market volatility
and liquidity. The Company manages market risk by setting and monttoring adherence to
risk limits. 3

Securities sold, not yet purchased, represent obligations of the Company to deliver the
specified security at the contracted price and thereby, create a liability to purchase the
security in the market at prevailing prices. Accordingly, these transactions result in off-

10
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. |
balance sheet risk, as the Company’s ultimate obligation to satisfy the sale of securities sold,
not yet purchased may exceed the amount reflected in'the statement of financial condition.

Legal Proceedings

The Company is involved in legal proceedings conceming matters arising in connection with
the conduct of the Company’s businesses. The Company believes, based on currently
available information and advice of counsel, that the results of such proceedings, in the
aggregate, will not have a material adverse effect on the Company’s statement of financial
condition. The Company intends to defend itself v1gorously against all of the claims asserted
in these matters.

An SEC investigation of the Company has focused ion possible market- timing transactions
cleared by the Company for Mutuals.com and other introducing brokers.

Fair Value Information

At December 31, 2005, substantially all of the Company’s assets and liabilities were carried
at either market or fair value, or at amounts that approximate such values. Assets and
liabilities carried at contractual amounts that approximate fair value include collateralized
short-term financing agreements, receivables, short'term borrowings, payables and accrued
liabilities, and subordinated indebtedness. The market values of such items are not materially
sensitive to shifts in market interest rates because of the limited term to matunty of these
instruments and/or their variable interest rates.

Employee Benefit Plans

The Company sponsors a 401(k) plan (the “Plan”) for its active employees. The Plan offers
the Company’s employees the opportunity to plan, i
needs. All employees are eligible to participate and make before and after tax contributions
of up to 20% of their eligible compensation. The Company makes periodic contributions to
the Plan based on the discretion of Management.

In addition the Company has participated in BNY’s stock incentive plan.

11




