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OATH OR AFFIRMATION

I, , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial ;itategent and supporting schedules pertaining to the firm of
as

H

of 1,20 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as followss:

Signature

Title

Notary Public

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

O (a) Facing Page.

O (b) Statement of Financial Condition.

O (c) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition.

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

{J (fH Statement of Changes in Liabilities Subordinared to Claims of Creditors.

O (g) Computation of Net Capital. ‘ z

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

O (i) Information Relating to the Possession or Con-rol Requirementg Under Rule 15¢3-3.

[0 () A Reconciliation, including appropriate explan‘ation 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.

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

O () An Oath or Affirmation.

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

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

**Lor conditions of confidential treatment of certain partions of this filing, see section 240.17a-5(e)(3).
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5 Times Square www.ey.com
New York, New York 10036-6530

£ll Frns 'ﬁ'& YOUNG O Ernst & Young 11 o Phone: (212) 773-3000

Report of Independent Registered Public Accounting Firm

The Member of
B-Trajde Services LLC

We have audited the accompanying statement of financial condition of B-Trade Services
LLC (the “Company”) as of December 31, 2005. This statement of financial condition is the
responsibility of the Company’s management. Our responsibility 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 requi‘re that we plan and perform the audit to obtain
reasonable assurance about whether the statement of financial condition is free of material
misstatement. An audit includes consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, but not for the
purposé of expressing an opinion on the effectiveness of the Company’s intemal controls
over financial reporting. Accordingly, we express no such opinion. An audit includes
examimng, on a test basis, evidence su.;‘:porting the amounts and disclosures 1n 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 ﬁnancr:ial condition referred to above presents fairly, in all
material respects, the financial positioﬁ of B-Trade Services LLC at December 31, 2005, in

conformity with accounting principles émerally accepted in the United States.

M%“’o

February 15, 2006

A Member Practice of Ernst & Young Global 1




B-Tra

de Services LLC

Statement of Financial Condition

Dec

Assets

Cash and cash equivalents

Cash and securities segregated in compl
and other regulations

ember 31, 2005

ance with federal

Recetvable from brokers and dealers, net of allowance of $267,162
Fixed assets, at cost, less accumulated depreciation and

amorﬁization 0f $2,579,722
Other assets
Total assets

Liabilities and member’s equity
Liabilities:
Due to bank
Payable to Tradebook (Note 7)
Taxes payable to Parent

Deferred soft dollar and commission recapture payable
Accrued compensation and other liabilities

Total liabilities

Member’s equity
Total liabilities and member’s equity

$ 63,765,148

40,942,507
5,403,777

1,842,795
5,987,989

$ 117,942,216

$ 339,177
1,631,836
19,665,749
8,459,948
16,826,547

46,923,257

71,018,959

$ 117,942,216

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




B-Trade Services LLC

Notes to Statement of Financial Condition

De

cember 31, 2005

1. Organization and Description of Business

B-Trade Services LLC (the “Company”) is a Delaware Limited Liability Company, which is
registered with the Securities and Exchange Commission (“SEC”), and is a member of the

National Association of Securities Deal

lers, Inc. (“NASD”).

The Cﬁompany is a wholly-owned subsidiary of The Bank of New York (the “Parent”). The
Company was formed as a limited purpose broker-dealer solely to provide trade execution
and clearing services for Bloomberg Tradebook LLC (“Tradebook™), which offers a
continuous trading system to institutions and broker-dealers (the “Participants™) over the

Bloomberg Network. In addition, othe

bids and offers pursuant to the SEC o

revenue net of certain expenses with
January 31, 2008.

2. Sigﬁiﬁcant Accounting Policies

Securities Transactions

r NASD broker-dealers may access certain Participant
rder handling rules. The Company shares commission
Tradebook pursuant to an agreement, which ends on

Commissions receivable are recorded on a trade date basis.

Deferred Soft Dollar and Commissio

n Recapture Payable

When' a customer’s commission payments exceed its commitment, a liability is established

for future research and research relate
typically disbursed within the Compan

Fixed Assets

Fumiture and equipment and compute
esthnated useful lives between three

d services owed to that customer. These amounts are
y’s normal operating cycle.

r hardware are depreciated on a straight-line basis over
and fifteen years. Software costs are amortized on a

straight-line basis over the estimated useful life ranging from five to seven years. Leasehold
improvements are amortized on a straight-line basis over the life of the lease or the

improvement, whichever is shorter.




B-Trade Services LLC

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)

Software Costs
|

The Company capitalizes certain cost‘s incurred in connection with developing or obtaining

software for internal use. Qualifying i.ptemally developed software costs are capitalized and

amortized over the estimated useful hife of five years.
Cash and Cash Equivalents
The Company considers demand deposits and money market accounts to be cash and cash
equivalents. The carrying amounts of the Company’s cash and cash equivalents approximate
their fair market value due to their short-term nature.

Cash and Securities Segregated in Compliance with Federal and Other Regulations
Cash and securities segregated in compliance with federal and other regulations on the
statement of financial condition is comprised of $10,942,507 of short-term U.S. treasury bills
and $30,000,000 in cash deposited with clearing organizations. Short-term U.S. treasury bills

are recorded on a trade date basis at fair value.

Income Taxes

The Company accounts for income taxes under the liability method in accordance with
Statement of Financial Accounting Standards (“SFAS”) No. 109, “Accounting for Income
Taxes”. Under this method deferred tax assets and liabilities are recognized for the future tax
consequences attributable to the differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets
and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which the related differences are expected to be recovered or settled. To the extent it
is more likely than not that deferred tax assets will not be recognized, a valuation allowance
is esta:blished to offset their benefit.

Othef' Assets

- Prepaid purchased research of $2,275,294 is included in other assets on the statement of

financial condition. Prepaid purchased research represents amounts paid for the acquisition of
research and research related services| from independent originators and suppliers on behalf
of the Company’s customers. Such| receivables may not be evidenced by contractual
obligations.




B-Trade Services LLC

Notes to Statement of |Financial Condition (continued)

2. Significant Accounting Policies (continued)
Allowance for Doubtful Accounts

The allowance for doubtful accounts is based on the Company’s assessment of the
collectibility of receivables from brokerjs and dealers, prepaid purchased research, and other
receivables. The Company regularly considers factors such as historical experience, credit
quality, age of the accounts receivable balances, and current economic conditions that may
affect collectibility in determining the allowance for doubtful accounts.

Stock Options

The Bank of New York Company, Inc. (“BNY”) the parent company of the Parent, accounts
for stock-based employee compensatlon using the fair value method of accounting under
SFAS No. 123 “Accounting for Stock Based Compensation”, as amended by SFAS 148
“Accoqntmg for Stock Based Compensation—Transition and Disclosure”. BNY uses the
prospective method permitted under SFAS 148, which requires that options granted after
January 1, 2003 be expensed. In accordance with SFAS 123 and SFAS 148, options granted
prior to January 1, 2003 will continue to be accounted for under Accounting Principles Board
Opinion No. 25 “Accounting for Stock Issued to Employees”.

The Company’s employees participate in BNY’s stock option plans. The Company is
utilizing the prospective method and began expensing stock options granted after January 1,
2003.

Restricted Stock

The Company’s employees participate in BNY’s restricted stock program. The Company
amortizes the cost of the restricted stock granted to its employees over the vesting period
beginning in the year the restricted stock is granted.

Use of Estimates

The preparation of the statement of financial condition, in conformity with accounting
principles generally accepted in the United States, requires management to make estimates
and assumptions that affect the reported amounts in the statement of financial condition and
accompanying notes. Actual results could differ from those estimates.




B-Trade Services LLC

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)
Financial Instruments

Financial instruments recognized in the statement of financial condition approximate their
carrying value, as such financial instruments are short-term in nature, bear interest at current
market rates or are subject to repricing generally on a daily basis.

3. ]Fixe(ii Assets

At Decémber 31, 2005, fixed assets were comprised of:

Computer hardware $ 3,466,948
Software 728,729
Leasehold improvements 201,524
Fumiture and equipment 25,316

‘ 4,422.517
Léss accumulated depreciation and amortization (2,579,722)
F‘ixed assets, net $ 1,842,795

Include"d in computer hardware and accumulated depreciation and amortization is $1,044,187
and $557,146, respectively, related to assets held under a capital lease arrangement. Included
in accrued compensation and other liabilities on the statement of financial condition is
$487,041, which represents remaining principal payments under the capital lease obligation.

4. Income Taxes

The Company is included in the consolidated federal and combined state and local tax returns
filed by BNY. Income taxes are provided for pursuant to a tax sharing agreement between the
Parent'and BNY. The Company is included under this tax sharing agreement. Income tax
benefits are recognized to the extent such benefits can be realized by BNY in its consolidated
and/or combined returns.

The déferred income taxes reflect the tax effects of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes. The Company has a deferred tax asset of $280,778 and a
deferred tax liability of $130,116, which are included in other assets and taxes payable to
Parent, respectively, in the statement of financial condition. The deferred tax asset is
attribu:table to deferred compensation and reserves for bad debt. The deferred tax liability is
attributable to depreciation and unrealized gains on investments.

!
i
I




N EE Tl N S B BN BN BN T B B B B B B B B e

B-Trade Services LLC

Notes to Statement of Financial Condition (continued)

S. Relafted Party Transactions

The Cdmpany has entered into a fully disclosed clearing agreement with BNY Brokerage,
Inc. (“BNYB?”), an affiliate, for the carrying of institutional customer accounts and clearance
of broker transactions.

Includéd in receivables from brokers and dealers on the statement of financial condition is
$1,236,164 due from BNYB for commisstons on unsettled trades.

BNYB\ and the Parent provide certain management, administrative and technical services to
the Company on a regular basis. In addition, the Company subleases office space from
BNYB.

The Company provides credit services to affiliates.

The Company executes trades for Westminster Research Associates (“WRA”), an affiliate,
pursuant to the terms contained in a fully disclosed clearing agreement. WRA is paid a fee
for each trade executed as part of the Company’s multi-broker payment platform.

6. Reghlatory Requirements

The Company is subject to the SEC’s Uniform Net Capital Rule (Rule 15¢3-1). The
Compr%my computes net capital under the alternative method, which requires the maintenance
of net capital, as defined, equal to the greater of $250,000 or 2% of aggregate debits arising
from customer transactions, as defined. At December 31, 2005, the Company had net capital
of $60,241,604 and its net capital requirement was $250,000. In accordance with the
requirements of SEC Rule 15¢3-3, the Company has segregated $10,942,507 in a special
bank account for the benefit of customers, which was in excess of its required deposit of
$415,314.

7. Retirement Savings Plans

All employees of the Company are eligible to participate in a retirement savings plan
sponsored by BNYB, which has two components, a defined contribution profit sharing plan
and a ;40l(k) match program. The Company is required to make annual contributions to the

plan o}n behalf of its employees.




B-Trade Services LLC

Notes to Statement of Financial Condition (continued)

8. Off-i}alance Sheet Risks

Financial Accounting Standards Board Interpretation No. 45, “Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of
Others”, provides accounting and disclosure requirements for certain guarantees.

In the normal course of business, the Company’s busmess activities involve the execution of
securities transactions for institutional customers and other broker-dealers, which are cleared
and settled by BNYB. Securtties transactions are subject to the credit risk of counterparties or
customer non-performance. Pursuant to the clearing agreement, the Company is required to
reimburse BNYB without limit for any losses incurred due to any counterparty’s failure to
satisfy' its contractual obligations. However, the transactions are collateralized by the
underlying security, thereby reducing the associated risk to changes in the market value of the
security through the settlement date. As a result of the settlement of these transactions, there
were no amounts to be indemnified to BNYB for the customer accounts at December 31,
2005.

9. Subsequent Event

On February 15, 2006, the Parent made an equity withdrawal of $9,000,000.




