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OATH OR AFFIRMATION J
i !
|

1, Xristen Hager ‘uswurmrﬁﬁm)mmtomebﬁtd

I
my knowlcd:géiand belief the accompanying finanfclal statement and supportmg schEduIes pertaining to the firm of
NDX Trading; Inc. , a8

{
of September 30 l , 2006 , are true and correct. I further swear {or affirm) that

|
neither the company nor any partner, proprietor, prmctpal officer or director has ﬂ]ily proprietary interest in any account

classified solely as that of a customer, except as follows : A
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Nota?)‘rf Public CHAD THClMPiSON
NOTARY PUBLIC - MINNESOTA
MY COMMISSION EXPIRES 1:91-2010

This report ** contains (check all applicable boxes):
(3t {a) Facing Page. P OrerIre
(b) Statement of Financial Condition. ' P
{c) Statement of Income (Loss).
(d) Statcmcnt of Changes in Financial Condttlon !
(e) Statemcnt of Changes in Stockholders’ Equlty or Partners’ or Sole Propnetors Capital.

{H Slatemcnl of Changes in Liabilities Subordinated to Claims of Creditors. i

(2) Computauon of Net Capital. | |

(h) Cornputat:on for Determination of Reserve Requirements Pursuant to Rule 15c3 3.
(i) Informatton Relating to the Possession or Control Requirements Under Rule 15c3 i

M A Reconmltation including appropriate cxp]anatton of the Computation ocht Capital Under Rule 15¢3-1 and the

Computation for Determination of the Réserve Requirements Under Exhtblt A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condltlon with respect to methods of
consohdatmn

Hh An Oath or Affirmation. P

{m) A ciupy of the SIPC Supplemental chort l

(n) Areportdescribing any material madequacles found to exist or found to have cx1sted since the date of the previous audit.

! ) Cod

**For conditions of confidential treatment of cer;min portions of this filing, see section 240.174-5(e)(3).
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Independent Auditor's Report

Board of Directors
NDX Trading, Inc.
Minneapolis, Minnesota

We have audited the accompanying balance sheets of NDX Trading, Inc., as of September 30, 2006 and 2005, and
the related statements of operations, stockholders' equity, and cash flows for, the years then ended that you are filing
pursuant to rule 17a-5 under the Securities Exchange Act of 1934, These fmancual statements are the responsibility
of the Company's management. Our responsibility is to express an opinion ¢ on these financial statements based on
our audits. ;

We conducted our audits in accordance with aud:tlng standards generally ac:Jcepted in the United States. Those
standards requure that we plan and perform the audit to obtain reasonable a‘ssurance about whether the financial
statements are free of material misstatement. An audit includes examining, on\a test basis, evidence supporting the
amounts and disclosures in the financial statern]ents. An audit also includes assessung the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonab!:e basis for ocur opinion. ;
|
In our opmlon the financial statements referred to above present fairly, in alll material respects the financial position
of NDX Tradmg, Inc as of September 30, 2006 and 2005, and the results o‘f |tls operatlons and its cash flows for the
years then ended in conformity with accounting principles generally accept[edlin the United States.

' |
Qur audit was conducted for the purpose of fci)rming an opinion on the basic financial statements taken as a whole.
The |nformat|on contained in the schedules starting on page 14 are pr'esented[ for purposes of additional analysis and
are not a requured part of the basic financial statements but is supplementary information required by rule 17a-5
under the Sec:urltles Exchange Act of 1934, Such information has been subjected to the auditing procedures applied
in our audit of the basic financial statements and in our opinion, is fairly stated in all material respects in relation to

the basic fmanc;al statements taken as a whole

UJ,P&E} L.L.P

Wipfli LLP

i
H
1
)

' Odtober 27, 2006
St.| Paul; Minnesota
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- NDX Trading, Inc.

(A Wholly Owned Subsidiary of NDX Holdings Inc.)

Balance: Sheet.s ,
September 30 2006 and 2005 ]

-

i
; Cad j Assetls I 2006 2005
Lo f |
Cash i f $' 25170 $ 48113
Deposnts W|th clearmg organization ' 41,870 40,314
Receivable from brokers and dealers clearing organization 5,741 13,982
Property and f:qument Net 30,070 48,595
Other assets » 5726 9,926
. : —
o
TOTAL ASSETS $ 108577 $ 160,930
. |
Liabilities and Stockholders' Equity I
‘ !
|
Liabilities:
Accounts payable '$, 41,993 $ 9,988
Other liabilities | 1 10536 1,298
Total liabilities | 52,529 11,286
.
D
Stockholders' equity:
Common stock; no par value ,

Authorized - 10,000 shares ‘

Issued and outstanding - 2,000 shares , | 44225 44,2725
Additional paid-in capital | ‘ 141,467 141,467
Accumulated deficit L (129,644) (36,048)

o T
Total stockholders' equity L 56,048 149 644
. ; b
) P o 1 I ) , .
TOTAL LIABIILIT[ES AND STOCKHOLDERS' EQUITY i $ 108577 % 160,930
1

|




NDX Tradihg, Inc.

(A Wholly Owned Subsidiary of NDX Holdings, Inc.)

Statements of Operations

Years Ended September 30, 2006 and 2005 -

};

| -f " 2006 12005
[ L ' ‘ a |
Revenue: | ; | I
Commissions f $ 828748 $ 1145947
Interest © | " ! 1,556 574
Other indome ] 210 -
Total revenue f | 830,514 1,146,521
Ex;ﬂeﬁses: :
Employee compensation and benefits i 180,721 211,304
Occupancy 100,776 1 52,364
Commissions and clearance fees ! 85,036 135,920
Com mﬁnications and data processing 418,736 482,046
Regulatory fees 11,398 12,969
Legal and professional fees 32,520 80,537
Marketing and promotion 2,877 4,894
Interest 142 129
Other expenses : 91,530 87,556
j
Total expenses | 923,736 1167,719
Loss before in;ome taxes oo (93,222) (21,198)
Provision for income taxes » 374 1,479
| .
i
Net loss _ K (93,596) $ (22677)
[
!
\
r
|
I
|
See accompanying notes to financial statements. 3

e N



RN bt

B s LTI, Sy
. . . DU

- —_—— 2

"SHUBWIYRYS JeIdURUY O} s8j0u Bulluedwoodse aag

8t70'9¢ $Gm9'62l) $ /9 Iyl b sTTHY T $ 000 T - o — — — ——- -~ —Q00Z-0¢-1equaideg e seoueeg_
(965°c6) (965°c6) - - $50| 1aN

79611 (8%0'9¢) L9 Ll STy GO0T ‘0t +equiadag je saoueleg
9Ll - 99L'eL - . uonnquuos jender .
(LL9'TT) (£49'TT) - - T T TUUTssoreN T T
ofefege T} $(Lze’cl) ¢ 10479 $ STThy $ 0007 £00Z ‘| 4990100 1R sadue|eg

Aynb3y [TTEY] |[eyrden unowy saieyg
[S49pjoyY 2035 peje|nwNIDYy ul-pled )20}5 uowwo)
|RUCIHIPPY

[e3e L

.

(ou) ‘sbuipjopy XN Jo Ateipisqng paumo Ajloym v)- - -

G00T PUB 00T 'O 49quis)dag papu sieaj

Ajinb3 ;s19pjoyxd03s jo sjuswaeS- -

ouj‘Buipel] XaN .



1
[
|

;
1

i '|

v [

: -if;u:‘!
. :

Vo
| o

NDX Tradmg, Inc. |

(A Wholly Owned Subsidiary of NDX Holdings, Inc.)

Statements of Cash Flows
Years Ended September 30, 2006 and 2005!

—— e e —— e —

2006 2005
Increase (decrease) in cash and cash equivalents:
Cash flows from operating activities: L
Net loss $ (93,596) $ (22,677)
Adjustments to reconcile net loss to net cash provided by
{used in) operating activities:
Depreciation 19,742 41,696
Changes in operating assets and liabilities:
Deposits with clearing organization (1,556) (575)
Net receivable from brokers and dealers 8,241 13,411
Prepaid expenses and other assets ! 4,200 29,7G7
Accounts payable and accrued[expenses | 41,244 (41,527)
| !
: |
Total adjustments | -71,871 42,802
j
Net cash provided by (used in) operatiné activities J | (21,725) 20,125
i -
|
Cash flows from investing activities: j
Capital expenditures ; | (1,218) (4.139)
Net cash. urséd in investing activities L (1,218) (4,139)
Net change'in éash and cash equivalents ﬁ (22,943) 15,986
Cash and cash equivalents at beginning ‘ 48113 32,127
i } K
Cash and cash.equivalents at end ! ! 25170 % 48113
Supplemental cash flow information: ! :
Cash paid!during the year for: j
Interest f 142 $ 129
Incorne taxes paid 374 ) 1,479
Ce ; |
]
5

NI I

| I
See accomparﬁying notes to financial statements.




NDX Trading, Inc.

(A Wholly Owned Subsidiary of NDX Holdings, Inc.)

Statements of Cash Flows (Continueg)

Years Ended September 30, 2006 and 2005 ! 4
! | ’
Noncash investing and financing activitic—%s: '
NDX Holding, Inc., contributed $73,?66 of net fixed assets to NDX Trading, Inc., in 2005. This

transaction was recorded as an equity contribution.
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NDX Trading, Inc.

(A Wholly Owned Subsidiary of NDXfHoIdings, Inc.)

Notes to Financial Statements

Note 1

——— bt e ——

i i
|

' uwnth the reserve requirement pursuant to SEC Rule 15c3 3.

Summary of Significant Accounting Policies

The financial statements ha\;e been prepared in conformity with generally accepted

accounting principles in the{United States. Significant'accounting and reporting policies

'; f ollow:
|

. |
Organization and Nature of}Business

|

f 'NDX Trading, Inc. (the "Cornpany") is registered as a broker—dealer in securities wnth the

b 'Securities and Exchange COmmlssuon under (SEC) Rule 15c3 3 (K)(2)(ii) which provides
i that all funds and securities belonglng to the Company s customers would be handled by

:a clearing broker-dealer. The Company is a wholly-owned subsidiary of NDX Holdlngs
(the "Parent"). |

: | .

- Security transactions are retorded on a trade date basis. | Commission income and
expense are recorded on a settlement date basis, genziarally the third business day
following the transaction. If materially different, comm|55|on income and expense are
recorded on a trade date basis.

‘ ‘
“Approximately 50% of the Company's customers are Ic)lce;ted in the State of Minnesota
- and the remainder are Iocaied throughout the United $t$tes.

t

Use of Estimates in Preparetion of Financial Statements :

: The preparation of the accompanying financial statements in conformity with accountlng
prmcnp!es generally accepted in the United States reqllnres management to make certain
estlmates and assumptions that directly affect the results of reported assets, Ilabllit:es
revenue, and expenses. Actual results may differ from| tllwese estimates.

! [
‘Reserve Requirement { 1

‘ |
1

: !
. The Company acts as an introducing broker and clears a‘I! transactions on a fully disclosed
basis with a clearing broker or dealer. Therefore, the Company does not have to comply

] f
| .

l‘ e 1\ ;J;




NDX Tradmg, Inc. ;

(A Wholly Owned Subsidiary of NDX Holdings Inc.)

Notes to Financial Statements

i
|

Note 1 Summary of Significant Accounting Policies (Contmued)

Income Taxes ! ‘ |

; .
The Company is included in the consolidated federal inlco;me tax return of its Parent.
Federal and state income taxes are calculated as if the companies filed on a separate

- return basis, and the amount of current tax or beneflt calculated is either remitted or

received from the Parent. The amount of current or deferred taxes payable or refundable
is recognized as of the date |of the financial statementsJ utilizing currently enacted:tax
laws and rates. Deferred tax expenses and benefits are recognized in the financial
statements for the changes in deferred tax liabilities or lansjsets between years.

Valuation Allowance |
| »

The Company had a deferre:d tax asset of $82,438 and $45,000 at September 30, 2006
-and 2005, respectively, related to current and prior year ‘het operating loss carryforwards.
In 2006 and 2005, the deferred tax asset has been red'uc‘ed by a valuation allowance of

$82,438 and $45,000, respectively. |

Commissions

: 1
Commissions and related clearing expenses are recorded on a settlement date basis as securities
transactions are settled.

IAdvertising Costs
Advertising costs are expenlsed as incurred.
' t

|

. 'Property, Equipment, and Dilepreciation ;

: !Property plant, and equiprr'lent are valued at cost net rof accumulated depreciation.
‘Maintenance and repair costs are charged to expense as incurred. Gains or losses on
dlsp051t|on of property, plant, and equipment are reflected in operations. Deprecnatnon is

i ' l<:omputed on the straight-line method for financial reportmg purposes, based on the
! b ,estlmated useful lives of the assets.
I

i
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NDXT ding,lnc.

(A Wholly OWned Subsidiary of NDX Holdings, Inc.)

B P U

Notes to Financial Statements

Note 2 Net Capital Requirements | ;

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securltles and Exchange Act of
11 934, the Company is requured to maintain a minimum, net cap|tal as deﬁned under such .
‘provisions. Net capital- -and the related net capital ratiojmay, fluctuate on a daily bams At
:$eptember 30, 2006 and 2005, the Company had net ca||3|ta| of $20,252 and $91 I1 23,
[r:espechvely, and net capltal requlrements of $5,000 folr I:‘)oth years. The Companys ratio of

laggregate indebtedness to rlnet capital at September 30 2006 and 2005, was 2. 6 to!1 and
"1 2to 1., The SEC permits a ratio of no greater than 15 to 1.

| I
- |
: :Possession or Control R[equirements ! f

Z
0
-G
R
w

4
N

b b } | ‘ ‘
: ' 'The Company does not have any possession or controlt of customer funds or securities.
o f
: i iThere were no material madequac:es in the procedurer followed in adhering to thel
D o [exemptlve provisions of SEC Rule 15¢3-3 (k}2)(ii) by promptly transmlttmg all customer

! Pl {ifunds and securities to the cleanng broker who carrles| the customer accounts. |

by
|

|
Note 4 .'Receivable From Cleari;ng Organization ; ,
i

|

| |
Amounts receivable from clearl ng organizations are reported net of amounts due'and

consist of the following at September 30. . | |

$ 5741 .| 13982

|
| 2006 © 2005
LCommissions receivable ! ‘

'The Company clears all cus:torner transactions through another broker-dealer on a fully

'disclosed basis (Note 1). The amount receivable fromithe clearing organization is related to
. 4ithe aforementioned transactlons The Company is required to maintain a $30,000 deposit

wnth the organization to collatenze certain transactions.

i
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*dlng, Inc.

(A Wholly Owned Subsidiary of NDX Holdings, Inc.)

Notes to Financial Statements

Note 5

Note 6

i
!
|
|

Property and Equipment

Property and equipment con:sist of the following:

, 2006 2005
Office equipment .‘ $ 774491 % !773,273
Leasehold improvements - 28,034 { 28,034
Total 802,525 . 801,307
Less: Accumulated depreciation (772,455 . (r752 712)
Net property and equipment | $ 30,070 $ 48,595

| | |

Depreciation expense was $19,742 in 2006 and $41,696 in 2005. - ’
. | |

¢

‘Management Contract/ {Qelated—Party Transacti|ons

. i
P
In August 2006, the Company entered into a formal operatlng agreement with ND)(| Futures,
Inc. and NDX Capital Management Inc., affiliates of the Company Under this agrelement
the affliates are to pay the C;Zompany certain monthly rentl and operating expenses. | This
agreement is cancelable by'either of the three parties on an annual basis. ’

During 2006, the Compa nyientered into a loan agreement with its Parent to borrow up to

. $15,000. As of September 30 2006, the loan advancds totaled $9.700. Allloan pr’oceeds

are to be paid back at the maturlty date of October 31‘ 2006 with no interest.
i

The Company terminated iti; management agreement ‘wath its Parent in June 200& As part

of the termination, certain assets and liabilities were transferred to the Company. | ! The final

transfer occurred in 2005. lThe excess assets over Inablhtles transferred was recorded asa

capital contribution by the Parent of $73,766. : é




NDX Trading, Inc. ’ - '

3
\

(A Wholly Owned Subs:dlary of NDX Holdlngs lnc )

Notes to Financial Statements

Note 7 Concentration of Credit'Risk

The Company at times maintains cash balances in a bank insured by the FederaI:Deposit

Insurance Corporation in excess of federally insured limits.
i

Note 8 Commitments and Contilngencies
|

Included in the Company's c“learing agreement with its 'ctéaring broker-dealer is an

indemnification clause. This'clause relates to instances!where the Company's customers fail
to settle security transactions. In the event this occurs,

clearing broker-dealer to the extent of any net losses on these unsettled trades. At
September 30, 2006, manaéernent of the Company had rf1ot been notified by the clearing
broker-dealer, nor were they otherwise aware, of any potlential losses relating to this
indemnification. '

Note @ Retirement Plan '

The Company sponsors a 461(k) profit sharing plan thét covers substantially all full-time
employees of the Company: Employees are allowed to make voluntary contributions to the
plan. The Company may mlake discretionary contnbuhons to the plan on an annual basis.
No retirement plan contributions were authorized for 2006 or 2005.

I
|

Note 10 Liabilities Subordinated to Claims of General Creditors
[
t .

| ) ! ;
The Company had no subordinated liabilities during 2006. Therefore, the statement of

. 1
changes in liabilities subordinated to claims of general'cr‘editors has not been presented.

I
i ‘
'

|+ 11
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NDX Tfafding, Inc.

Corn}putatio!n' o:f Net Capital Under Rulela 15¢3-1

of the Securities and Exchange Commission ,
September 30,2006 and 2005

- 2006 2005

Net capital:
Total stockholders' equity

$ - 93486 $ 1 149,644

Deductions and/or charges:

Nonallowable assets: !
Premises and equipment = 30,070 48,595

Prepaid expenses and other assets | || 43,164 9,926
i : . | : t
‘I ;
: Net capital before haircuts on securities positions i 20,252 91,123
b '
: Haircuts on securities
! ' : f
’ Net capital | I $ 20252 % 91,123
Aggregate indebtedness: ' _ |
ftems inclu._jded in statement of financial condition: =
Accounts payable and accried expenses o 52,529 11,286
' : ' i
Total aggregate indebtedness ! $ . 52,529 % 11,286

Computation of basic net capital requirement: |
Minimum net capital required, greater of: i
6.67% of aggregate indebtedness : $ 3504 % 752

g See |r'1dépeinde“,nt Auditor's Report. |

Minimum dollar requirement L 5,000 5,000
— 1 ]
Net capital requirement : 3 5000 $ 5,000
B ' | I
Excess net capital at required minimum dollar amount l $ 15252 § 86,123
‘ o ! | T
i Excess net ‘ca'F;itaI at 6.67% of aggregate in'debtedness . $ 16,748 § 90,371
i 1 N ) I JE l . I N R
Ratio: Aggregate indebtedness to net capital ( [ 26101 A2to1
. . : ! + I ‘
. [
: |
| !
5 L
|’ ‘ O o
L | . I o
g o b i ‘ |
i' ’ ! 14
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Independent Audrtor s Report on Internal

Contro! P.equrred by SEC Rule 17a-5

A
| o ' ‘

-, 41 -, ¥
,.‘. i .

i
i
L [ ‘r f: |£
Board of Dlrectors
NDX Tradrng, In'c
Mrnneapolrs M

nesota -, - T
i _ -
In planmng and erformrng our audit of the frnancral statements and additional schedules of NDX Trading, Inc.
("the; Company ) for the year ended September 30 2006, we considered its u"rte‘rnal control, including control
actrvrhes for safeguardrng securities, in order to determine our auditing prOCteLdu:res for the purpose of expressing
our opanaon oln the frnancral statements and not to provide assurance on internal control.

! ' I{
Also, !as requrred by rule 17a-5(g)}(1) of the Securities Exchange Commission (SEC) we have made a study of the
practrces andrprocedures followed by the Company including tests for such practrces and procedures that we
consrdered reievant to the objectives stated in rule 17a-5(g) in making the penodrc computations of aggregate
mdelbtedness and net caprta! under rule 17a-3(a)(11) and for determining comphance with the exemptive
provisions of rule 15¢3-3. Because the Company does not carry securities accounts for customers or perform
custci>d|a| functrions relating to customer securltres we did not review the pracl:tlces and procedures followed by
the Company in any of the following: ! I

1. Making quarterly securities examinations, counts, verifications, and comparisons

1
t
1
1
i
3

. \
2. Recordation of differences required by rule 17a-13
!

3. 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 ;
' i

[
The management of the Company is reSponsrble for establishing and marntarnmg internal control and the practices
and procedures.referred to in the preceding paragraph. In fulfilling this responsrbllrty, estimates and judgments by
management are required to assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices and procedures can be
expected to achleve the SEC's above-mentlone;d objectives.

- Two of the objectives of internal control and the practices and procedures areto provide management with
. reasonable but not absolute assurance that assets for which the Company has responsibility are safeguarded

. objectrves of the practices and procedures 1|sted in the preceding paragraph.

against loss from unauthorized use or dlsposmon and that transactions are exelcuted in accordance with
managements authorlzatron and recorded properly to permit the preparation of financial statements in

accordance wath accounting principles generally accepted in the United States. Rule 17a-5(g) lists additional
' !

|
o
j 15
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Because of inherent limitations in internal contral o the practices and procedun’as referred to above, error or fraud
may occur and not be detected. Also, pro;ectlo? of any evaluation of them to future penods is subject to the risk
that they may become inadequate because of changes in conditions or that tilwe |effec:twenes:‘. of their desugn and

operation may deteriorate. o . P
| o
QOur consideration of internal control would not necessarily disclose all matters |n internal control that mlght be
material weaknesses under standards established by the American Institute of Certlfned Public Accountants. A
material weakness is a condition in which the desngn or operation of the speuflcl: internal control components does
not reduce to a relatively low level the risk that error or fraud in amounts that would be material in relatlon to the
financial statements being audited may occur and not be detected within a tume‘ly period by employees i in the
normal course of performing their assigned functions. However, we noted no matters involving internal control,

including control activities for safequarding securities that we consider to belmaterlal weaknesses as defined

above. j

We understandl that practices and procedures that accomplish the objectives lreferred 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 regulattons land that practices and procedures that do not accomplish such

objectives in all material respects indicate a materlal inadequacy for such purposes Based on this understanding

and on our study, we believe that the Companys practices and procedures were adequate at September 30, 2006

and 2005, to meet the SEC's objectives. l
. P

This report is intended solely for the informatiog’w and use of the Board of Dir'ect:ors, management, the SEC, the

National Association of Securities Dealers, Inc., 'and other regulatory agencie}s tlhat rely on rule 17a-5(qg) 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.

i LLP ?

Wipfli LLP

October 27,2006
St. Paul, Minnesota i
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