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» ' Regulation 1.10(g) under the Commodity Exchange Act s a PUBLIC DOCUMENT.




- msszatemmt, The Gonzpany is mit réquired’ td havé, nor wére ive engaged to perform, an'aué:t ofits

.As discussed in'Noté 9; on February 17,2006, the Company” 91gned a deﬁnmve ‘agree
“by Lightspeed Haidmgs, LLC and certain members of management of the Company-

éz : k Deloitd & fouche LLP

50 ?(enmm Street.
‘San Frandsco, TA $4105-2230
USA

Iéth‘f’mw?as 4000
Fax: 1415783 4329

Swdeloitte.com,

INDEPENDENT AUDITORS" REPORT

To the Member of E*TRADE Professional Tx‘éﬂiﬂg;kﬁ(’:f

We hwe audﬁed T ammpanymg statement of ;ﬁnanmal candmon of E .
LEC( ompan “December 31, 2005, that you are filing’ pursuan ule 17a-5
Scczm Exchange Act of 1934.and Rzgulatmn ‘1.16 under the Cam&ztytﬁxchange Al 't.f’I‘hxs financial, -
‘ mﬁpﬁﬂ&“b lity of the’ ‘Company’s ranagement; Owre@nnsibzhty isto express ‘an opiniof’
on this financial statement baseé cm oufaudit.

mtemai»'conm} ‘over financial- repoﬁmg -Our auditsincluded consideration of m_icmal control over:
5 e‘pamng 5 a&am for dﬁ:ﬁzgumg audit procedures that are appmpmte in the circumstances, but
) % _n the: effecnveness of th" C‘o‘ : mal contml over:

\ ciple mgmﬁcam Estimates madelby managmﬁmg, ‘weli as eva‘fuatmg the
nvemil Linandial stahemmtsprcsmtauom Webelieve that our audxt provides a reasunab’ic ‘basis for our

: .aptmm

ment to be acquired

Tnour apzm{m, suoh statesmmt of firiancial cmzﬁman preszmts fa:riy, in all migtérial respwts ‘the financial
-posmnn of E*TRADE meessmnai ‘I‘radmg, LLC atDecember Bi 2{)05 in mfaniiity with accounting
gmnmples genmlly ar,:ccpted in the United States of America..

‘February 27, 2006

ramber of
Deloitia Touche Tohmatsu




E*TRADE PROFESSIONAL TRADING; LLC

STA‘!‘&ME&T : oemnmcm cawamon

Payable w0 bmkera ,
Accrued expense. sand: oiher i;abzlmes

Fotal liabilities

 MEMBERS EQUITY

See fiotes to statement of financial condition.-
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$ 2784
863
1,517
716

135

139

$ 6,154

$ 2336
204
434

29714

3,180 !

§ 6154




- A$ QF BEGEM&&R 31, 2095
| 1. eﬁammﬁmnsmmcmwmmmammms
W - 2 Pr ‘“‘“;;_aa ’i‘mdmg, LLC (thé “Company?}, ‘a Timited habmty company
°ker~deaiar mgls,med%thh the Secuntles and Exchange ‘ommission: {the “SEC™) and a
- (the “NAS. { ~ fthckﬁmnpany i a‘;egtstcmd introducing broker
_ : ' / socmnan (the “NF )
L
Y
|
.
-

o ay g »met}x €] accm;m for 1ts sh”am—basad‘
4o any. mmmted for its emplayee siack
P : . N
E ‘AM P ) ; . . . : ) » V
@ vestmg p«enod of the awards with ferfcmwcs récorded 4§ they
E L Under’this transition ‘method,, ‘compensation cost in 2005, inchudes’the portion of- upt:mzs and awards
; “yesting:in the. pcnod for (1) all share-based gaymems gtantcd przor 10 'bm not vested.as. of July 1, 2005;
L : based on thc grantd i ' \ : _msmns of SFAS No 123,
Co IEB(R) o Cnm;mnsaﬁm’cost\f Qns'g;aniad pncr to: }u y is recogni

R ~ -amortization ‘method over the-vesting period of the options usmg ) esmnmed foxfeﬁure rate.
Rl Campmsauan cc:«st”far ognans granted on or after July L, :2005 is rezzognued ona strai ght~1me basis.over
“the vesting period using an estimated forfmmm rate.
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C‘ax}: ami’ C’asﬁ Sqmmlem, For purposes of - reporting cash flows, thc Company conmdcm all highly

liquid investments with original faturities of three months or less at the date of purchase to be cash
cquwalmts ' '
Property and. tv and; etzmpmenz primarily consist of office equipment, office

furniture and i ol 1mpmv¢mcnts Property and. Eqwgnmtm rcpnrtcd -at historical
cost, net uf~amm Jated - dﬁﬁ ation’and: amortization. Deprcmau@n and amortization are eomputed
usmg{ﬁw sﬁrmgfmhm maetﬁad;iﬁqmpmmt is deprccmied over the estimated’ useful’ lives of the assets,

( pmvaments are amortized ¢ over the lesser Gf the’ estunated economic. useful hfe of the

4 of 'cash' and cash éqmvé}ams
m a:azd payabies to Pargnt and

(m;zenmrwn Thaz Aliow far Ca«sk‘Se !emem upwz the Gcmm‘ence of
- nis and: nuiar mmments 1ssued

vsqn : ity becom&s ali

Py

FS?' (R)-4 m%effecnve fbr ﬂw Company in the ﬁrst quaxtez of 2006 with carly ad{}ptmn

e retrospecti appimaimn to pmwr permds ﬁﬁanmal sta:ements of a volum,ary_,
'mm;ﬂe unless it is impracticable. The statement requires that a change in method
, ‘amortization; or; depiﬁtxon for-long-lived; nonﬁnancml assets be accounted for as a.
timate that is eﬁmted by a chang sin accmmung principle. SFAS No."154 is.
’ rrecti ‘ ade in fiscal years beginning after Deécember.
ovisions of any existing accounting
the effective date of this statement.

'pmnouncemeizts; mciuﬁjng il'iose«thm areing %ransmm phase :

The: Company will adept SFAS No.:154; as appiicablc, begmnmg 12006,




o 2 RECEIVABLES FROM CLEARING BROKERS,

. Rwewabie& fmm cleanng brokm result fmm' the: chmpany s tradmg :mgwmes ‘on behalf of its
?‘cusmnms;and cc:mstst ‘of t,hc follow.mg atl?}mmber, ’ ;,2004\ m]t}musaﬁds)

»;,3:_ 807
56

$ 863

B i ]

9,000 dﬁﬁt’}SﬁtWﬁﬁ“ﬁ*mADE Clearing and 2 $63,000
; ; v i fhe evem»custo:mrs fail 10 settle

L

.1 3. PAYABLETOBROKERS

. . “Payable to brokers:of $204,000 represent commissions; et of cleari ‘V@xecmzon and ovethcad charges.
E i - . A - A," : ) \;. & ‘ ';' - Y 2 A 5. ’

B 4 RELATED?ARTY TRANSACTIONS.

pmcessmg,
| “on-behalf of the Company was SX,SS{) 000 wmch._Was mcordcd ‘as. pay:

] Mcnmpames on the statement of financial condition. The-Company also. toceives Mmmstraﬁve Services
: and()pmxmnﬂ Semx:ea, mcludmg managﬁmeatﬂassmmnce;md other'supportas: needed such as finance,
- a treasury, b : Y 'pllau ; and marimmg from a

£
;&

x “Pmi’m‘h”} both. aﬁ'ﬁmes of ‘the
se: T}m Company also’ coi}ects

. q “”Ileczs x:omnuss;ons and
; s from cu e Company and ger § remits ‘stich amounts o the Cormpany within-
‘thirty days. AU December 31, 20()5 “the recei ble from E“TRADE Clearing of $1,517,000 represents-
o '&w@ﬂﬁﬁ ‘collections:. : _

k At Ea:embc 532 2&3(}5 the Company- da rece ablc from. aff‘ l;ates of $716,000. In addition,” the
“oiipany-had. payals}e to-the Parent-and affiliated companies’ ‘of $2,336,000 at December 31,2003, of
‘which'$1,530,000 was payable to the Parent ang \3806 000 was payable to affiliated‘companies.
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Adoption of SFAS No. 123(R)

EMPLOYEE BENEFIT PLANS
4010k} Plan

“Effoctive July. 1,205, the Parent and the Company early adopted SFAS No. 123(R)..

Emﬂfvm ﬁfﬂé@@fﬂiaﬁﬁ{w :

ire ch},, csptmns to afﬁcm, d:rm

;puzvhase of ng@y,ass&m& shares-of the Parent’s’ common; smkrat = ;mce dﬁwnnmed by the Bomd of

ganemliy emc;sable ratably over a
ten years fmm ihe date of gram

‘equalio ihe fair matket valie of méy shares nﬁ the grant date.

“The fair” vaiua of each: eptma ward is’ mtxmated on ths date of gmnt tising a ~Black-Scholes-Merton

n pricing: ‘mode that uses the &9&umptmns noted'in the table below. Expccwd wolatility is based on-
mbination” of mgwﬁeal mlaﬁhty af Lhe: Pamﬁts szoczk A mpheﬂ vglanﬁty af pnbhcly traded

'l”,f& ?the pmm Dx% d&nd jeld is zero as the, Paiem has.
) ” epéed Dacember 31, 2005 thc

The we)ghted»a%ragt fmr values: of options granted- were: $4.89 for 2005 Intrinsic value of options.
vexemlsed were: $32 GOOfar 2&05
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A SUMmMary. of “option acumy durmg 2005 is presented below. This activityincludes options for both the
2005 and. 29% Plans.

o oo el Ageralid Ininsic
Shaes cighted:  Avemge -Vl

: ﬁu»m)

808 $ 5%
RIS & 1

“THe total faix value of shisres ?estedwasm‘w for 2005.

6.. ercarrmwmmmm

g8, pay cash dmdends or
yment would result i in nzi:-

e.ex;nm on-various dazes thmugh 21309

] Minimum ﬁ:m&:c teawZ wmnutmcm under. nomcawlabla operanng Ieases are: set ‘forth as follows (m
- ‘thousands):

Y&ar Endmg
I}ecember Si

2006 | $- 398
2007 _ 272
2008 . 236
2009 - ' 29

Total ' $ 935
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"The(l‘ampany

’Fhe ledses for office space cnntam rentiescalation: pmvzsmns base&m increases m certznn costs incurred
by the lessor.

The Company has beeri threatened wnh, 6r named ‘as a defendant in, /Jawsuits, arbitrations and
adrinistrative ¢laims, Such matters that are reporte T s the SEC, NASD or the NFA'
by cl;ssausf ed ciistomers or.others aré; mv&szzgawd by ‘soch mgulam ‘and may, if pursued, result in
formal afb;tmuaa claims being filed agaui “the- Cﬁmpany by wsm;;ms and/er disciptinary action being
taken agmnst the Company by rg ' “ i

p:my is also ‘subject to penodlc
'mphnaxy acimns Unfavombie

In Jurie 2002 the Parent. zwqmred ;fmm Market}{’i’ Hcidmgs ne. (fczrmeﬁy Kknown as Trax:iescape
'Coquatmn} (“Marker}{’r”) certain entities ‘referred: to as’ Tradescape Securities, LLC, Tradescape
i - misSe uritie; 'LLCF Numemus dxsputes have arisen among the pmes

hémk Cczgomtmn, a’ilegmg t@m the defendams acted
qgrtam aom:m m:gaymenzs and. clmmmg damag&s of

with- fmnﬂnién{ financial ﬁtatemenis of the c‘mndmnn klbf%Momm&tm S&umtes ciunng the due d:hgenee
»g prmess “The C@mpany amcnded its mmplmm 18 Oetoher 2004 to add addm«;mi defeadants In Janvary
; ] ; - agains tMm:ketXT and‘ mhers seekmg compensatary

hankmpmy coun in iimesa Chap‘wt‘ 7:ban
October 2005;- MarketXT answered
g temlmm;s, mcluﬂmg some.-of the-clai

to the versazy prcmeeﬁimg con pﬁn ; _
‘against.it by’ ‘MarketXT and Omax‘Aman {:are thhaut mcm and intends’ bath 1o: wgomusly defend. aiL
such claims and to ﬁﬁiy pursue: itscown clgims as. ﬁmcnbed above.:

claimants seek substannﬁl damage
‘will be. Substantially all' legal 2 G- 3
)‘Cpmpany have been filed befme or relate _o',a; penod pﬂ@f to Ium: 3, 2062, the. ddte me Parem acqmred,
‘ETPH. Management believes. substaritially all claims- agam,st the Campany and ETPH are covered by
:mdemficmnns and ai:hzr warranﬁe& : ted o the Parem dmmg the acqumxuun of E’I’PH Settlements-

T X at behcve that th&y have stmng defenses to, and’ whereA
iap@mpnate:, wx]l wgnmusly contest a e actions. Unfavorable putcomes, in such matters, may’
result in a material impact.on the C‘empany ¢ financial position. An unfavorable outcome in any matter’

/m:;aiso a defeadam mmhe:r ::mi ‘agf;ons«ansmg fmm the nonmﬂ course of busmes& In ~




: B M 2y o }ﬁs&mw Y
g_,; ihat zs ‘ot covered - by mmmncc ceukd have a mtﬁnal adverse: effect -on our business, financial
mnémm, results-of operations and cash flows. .In- &ddman, even:if the ultimiate outcomes are resolved
: in-our favor; the defense of such. litigation could-entail considerabl 08 and the diversion of the efforts
" of management, ¢ithier of whwh conld havea material ddverse eff st on our results of operitions.
- 8, FINANCIAL INSTRUMENIS WITH  OFF-BALANCESHEET RISK AND
L coummnﬂﬁs OF CREDIT RISK
Invthe normél urse of bysmess, securities transactions of ¢
po ' Wt}m: 3 A’ efring: ema_mmyof: e
i ol
P k ‘E‘%}}E Cflmng for losses on ihese ehhganms
} | Securit id pirg hﬁmi represent” nbhgatmm of the Company w‘dehver specified securities at
1oL in thc market atpmvmhng
Gl
o : 12606 ~ iha ‘Company sigried 4 definitive: “agreement: to be acquired- by ”L;ghtspaed
! Cof maﬁagement of tix‘ Company: The mmple;ﬁon of this sale is.
b : ’:isu‘tuectmivamus wguiamry-apgmmis fm: a change of. awnersth‘ :
L
L 5 i . .
Lo « S Bk R
Lo : .
ot
.
L
.
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i
N




Deloitte & Touthe LIP
S0 Fr émont Street

" . " Gan Francisco, CA B4105-2230
usa:

é | - Tet +1815783 4000

| N Fax: +1415 783 4329

(] Fébriviry 27, 2006 o “ynvadeloittecom

b ~*‘E”TRADE'meesswﬁﬂi Trading, LLC:

135 E. 57" St

,f{ ( mpany”) for zhe year ended Dace‘ '
. ' 2606} WE consxd:red its internal controlin a;rder
» expressingan- opxman onthe: fmancx;al ,smemtg anﬁ not to pmwaﬂe assuraﬁw ora :he Cempany $ mtemal
“control.

iy Also, 8 m;mzedgby_;aule 17a~§{g)fl ¥ uném the Semnm Exchiinge :Ag: of 1934 and Régulation 1.16 undér

- amodity Exc ‘and pmcednm (mcludmg tests af
G ' mqmwd y Rx;}c 172-13 08 m a:empiymg quir
i Section 8.0f Regalanoﬁ T of the Board of Governors ‘f the Federal Reserve System, because the Company
% § f . dnes nﬂt cartysecumzes w:ccmnts for wstz}mm:or;pm‘f T c:;stochal fﬂnctwas relatmg to customcx secuntxes
' }Cempany does not carry cust
2 L Japcounis:
I
i . The mmmgemem of the: Companj' is res;xms:bte for e:szahhshmg and mmmmnmg m::emal controland'the
LI jp:acilws anﬂ pwaeduxes mfened to m me mdmg paragraph; In fn!ﬁﬁmg this resgénsxbxhty ‘estimates and:
p o j by i et thgsjexpecseé benef 1s and: mlawd costs of mtemal co:nirol
Lo "“Comﬁnssmns”) abov&mmuamd otz]wmes “Twoof: ﬁbjwnves ‘of mnal mnm& a.nd the pmcnaes and
‘ -procedures are to provide management with: reasonabie ‘but not absolute, assurance that assets for which the
. : Campan has tespoaszbﬂzty are safeguardaf against loss from unauthorized acquxsmon, use; or-disposition,
(. : W ”th?managemem $ amixosnzfm‘ n and r:cordzd properly to
co) pract:cﬁa and gmcedures Tisted in the mccdm' v paragtapm

Member of
Deloitte Touche Tohmatsu
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internal crmtroi oF of sueh pracnms and pmctdms 1o ﬁ&m pmods are subjact 16 the nsk that they may-
become: maﬂequate because of changes i conditions or that the: dagrw of compliance-with the practices or
procedures:may’ deteriorate;.

Our mnmdemum of the Cﬂmpany s m,

Inshmte 0 ?.C&mf ed Pubhc Accomatmzts. A
of one or'more af ﬂ; 5 tﬁ:mal ;

mtcniai mmﬁ*nl and its opemtmn that we consider 1o ba:: matenal weéﬁzesses aé‘deﬁned above.

“We undwstandﬁx::tpmchces mdpmcc&m t}’m awmaplzshihﬁobjcciwes refen'ed to in the second




