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A. REGISTRANT IDENTIFICATION '

NAME OF BROKER - DEALER: ; .
National Investor Services Corp. ; OFFICIAL USE ONLY
| FIRM ID. NO.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.)
100 Wall Street -
(No. and Street)
New York NY e 10005
(City). (State) : : (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Lance W. Deal ! (402) 970-7178
' {Area Code - Telephone No.)

'
'

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Emst & Young I ILP 7 : L
, (Name - if individual, state last, first, middle name)
1200 Main Street Kansas City Missour} 64105
(Address) (City) (State) (Zip Code)
CHECK ONE: ‘
X| Certified Public Accountant ;
X . | PROCESSED
D Public Accountant i
D Accountant not resident in United States or any of its possessions. " DEC 2 b ZUUB
L (HOMSON
FOR OFFICIAL USE ONLY |, EINANCIAL

*Claims for exemption from the requirement that the annual repgrt be covered b, he ogition of an independent public accountant
must be supported by a statement of facts and circumstancesreKe, asthe baM exemption. See section 240.17a-5(e)(2).
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OATH OR AFFIRMATION ’

I, Lance W. Deal _swear (or affirm) that, to the best of my knowledge and belief the a{:companying financial statement and

supporting schedules pertaining to the firm of _National Investor Services Corp.
,as of_September 30, 20086, are true and correct, 1 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 follows:

5@@. A)O)Ze /2. 6ﬁ ‘FLe, ’r—,\a»c.a} S’IZIIQM@—V\‘\[S

hY
: ) GENERAL NOTARY - State of Nebraska
R i SHAWN A, WILLIAMS
. : ) o My Comm, Exp, Sept 2, 2007

Signature

]
i

Chief Financial Officer
Title

Notary Public

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

(a)
(b)
(©)
(d)
(e)
®
(g)
()
(i)
@
(k)
M

(m)
()

NOXK 0O ODRRKONRKRXX

Facing page.

Statement of Financial Condition.

Statement of Income (Loss). ,
Statement of Cash Flows.

Statement of Changes in Stockholders’ Eqmty or Partners or Sole Proprletor s Capital.

Statement of Changes in Liabilities Subordinated to Claims of Credltors

Computation of Net Capital.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

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

A Reconciliation between the audited and unaudited Statements of Fihancial Condition with respect to methods
of consolidation.
An Qath or Affirmation. !
A copy of the SIPC Supplemental Report. j
Supplemental Report on Internal Control. ;

i

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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STATEMENT OF FINANCIAL CONDITION
ais i} ’

National Investor Services Corp. (A thil]y Owned Subsidiary of
D AMERITRADE Holding Corporatlo,n) SEC File Number: 8 48696

September 30, 2006
With Report;of Independent Reg15tered Pl.lbllc Accounting Firm
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholder
National Investor Services Corp.

We ? have audlted the accompanying statement of financial condltlon of National Investor
Serv1ces Corp (the Company) as of September 30, 2006. The statement of financial condltlon IS
the reSpon51b1hty of the Company’s management Our respon31b111ty 1s to express an opnmon on
the stater'nent of financial condition based on our audit.

We condulcted our audit in accordance with auditing standards generally accepted in the United
States Those standards require that we plan and perform the audlt to obtain reasonable assurance
about whether the statement of financial condition is free of matenal misstatement. We were not
engaged to ‘perform an audit of the Company s internal control over financial reportmg Our
aud1t mcluded consideration of mternal control over financial reportmg as a basts for deSIgmng
audlt procedures that are appropriate 1n the circumstances, but not for the purpose of expressing
an oplmon on the effectiveness of the Company’s internal control over financial reportmg
Accordmgly, we express no such opmlon An audit also lncluldes examining, on a test basis,
ev1dence supportmg the amounts and disclosures in the statement of financial condltlon
assessmg the accounting principles used and significant estlmates ‘made by management, and

evaluatmg ‘the overall financial statement presentation. We beheve that our audit provides a

' reasonable basis for our opinion. ! !
i
F

I ch
, In our oplnlon the statement of ﬁnancnal condition referred to above presents fairly, in all
matenal respects the financial posmon of National Investor Semces Corp. at September 30,

: 2006 in confornnty with accounting pr1nc1ples generally accepted in the United States.

T | w e qﬁ”‘@w
Chlcajgo' Illinois
November 15, 2006

0611-0785101 ,
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National Investor Services Corp. |
'! (A Wholly Owned Subsidiary of -
D AMERITRADE Holdmg Corporatlon) ‘

| Statement of Financial Condition

September 30, 2006
(In Thousands, Except Share and Per Share Amounts)

Assets

Cash and cash equivalents $ 55,473
Securities borrowed 72,285
l Recelvable from brokers, dealers, and cleanng organizations ( ; 70,482
| Recelvable from clients — net of allowan'ce for doubtful accounts of $9 231 3,492,836
| Recelvable ﬁom affiliates ' | 11,150
l [ Seountles owned ! 5,732
| Other assets ! 25,009
, l Deferred 1ncome taxes, net | 6,872
; I ; Total assets ‘ l $ 3,739,839
n !
' / Llabllltles and stockholder's equity - ;
Il l L1ab1l1t1es | ' "
B . Payable tP brokers, dealers, and cleanng organizations f $ 58,567
lll / . Payablé to clients | , | 1,541,517
' Secuntles loaned ! ; 1,708,726
| . Accounts payable and accrued liabllmes ,’ 39,165
l“ | Secuntxds sold, not yet purchased | 1,121
l Payab]e to affiliates ' , 16,123
l Total hablhtles l 3,365,219
Iy ! i v h ! !
' fl Stockholder s equity: )
0 I _ !Preferred stock, $0.01 par value, 15*000 shares authorized; 10,000 shares
g Py 1ssued and outstanding - | -
j o | Common stock, $0.01 par value, 5, 000 shares authonized; 100 shares
' P o 1ssued and outstanding , | —
| Adchtlonal paid-in capital ! 364,694
-‘ Retamed garnings ! 9,926
m I Total stockholder s equity i l 374,620
j Total; llaPllltles and stockholder’s equlty ,' $ 3.739,839

I l

i
See accqmpanymg notes. !

. '
06110785101, l
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National Investor Services Corp.
(A Wholly Owned Subsidiary of
TD AMERITRADE Holding Corporatlon) f

Notes to Staten,ient of Financial Cond}'tion
|

!

L

! ' Se;‘:tember 30, 2006
. ]

| |

1. 'Ba51s of P]resentatlon and Nature of Operations
l e l ) .
. '.

]
!
!
' 0
I
l

BaSlS of Presentation
R

Natlonal fInvestor Servmes Corp. (the Company) is a wholly jowned subsidiary of TD

AMERJTRADE Holding Corporation (formerly Ameritrade Holdmg Corporation) (the Parent).

The Company s former parent, TD Waterhouse Group, Inc., was acquired by Amentrade

.Ho]dmg Corporatlon on January 24, 2006 (see Note 4). Subsequent to the acquisition, the

Company changed its fiscal year-end frc;m October 31 to September 30.
.| : : l ,
Nature of Operatwns

|
|
The Company provides clearing and execution services to aflfﬁhated broker-dealers. The
Companyj 1s registered with the Securltles and Exchange Comm1551on (SEC) and the National
Assoclatlon of Securities Dealers, Inc (NASD) and is a member ﬁnn of the New York Stock
Exchange ,'Inc (NYSE) and various other securities exchanges jI'he Company is required to
complytw1th all applicable rules and regulatlons of the SEC, NASD NYSE, and other secuntles

exchanges 1n which it maintains membershlp

. | i
! l \ [
i

2. Signiﬁcant Accounting Policies
r

Use of Esflmates ;
i I' B
1oy

; l
! The prepafratlon of the statement of ﬁnanmal condition in conforrmty with accounting principles
generally accepted in the United States requires management tol make estimates and assumptions
that affect the reported amount of assets and llab111t1es and dlsclosure of contingent assets and

!

those estllmates
[ ca

I 1
Cash ‘and Cash Equivalents /

H I ! J
The Conipany considers temporary, fh]ghly liquid investments|with an orniginal maturity of three

months |or less to be cash equ1valents except. for amounts/ required to be segregated in
comphance with federal and other regulatlons |
|

I
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' ! . . I‘

Ve

——
—_—

1
L]
|

T




== =

[y

——————

E———
. ——— =

J
!

H
1
r
i
,‘.
§
[

National Investor Services Corp. | |
(A Wholly Owned Subsidiary of

TD AMERITRADE Holding Corporation)
|

Notes to Statement of Financial Condition (continued)

!
}

. 2. .'Si'gni‘fic"ant;Accr)unting Policies (continued)

f
i ! |
Secuntles Borrovs ed and Securities Loaned

! | i
Seeuntles borrowed and securities loaned transactions are recorded at the amount of” cash

collateralf advanced or received. Secuntres borrowed transactlons require the Company to
provide the counterparty with collateral i n the form of cash. The Company receives collateral in

the form of c'ash for secuntles loaned tra,nsactlons
} vy Ty
Securitie:s (?fwned and Securities Sold,' Not Yet Purchased r
o "
L [ .. . .
Securities owned and securities sold, not yet purchased are carried atJ fair value.

| D . |
+ agul (B . |

Securities Transactlons ;
I . [ l ]

|| |
CIrent securrtles transactions are recorded on a settlement- date bams, with such transactions

generally setthng three business days aﬁer the trade date. Securmes owned by clients, mcludmg
those that collaterallze margin or similar transactions, are not reﬂected in the accompanying

[
F

statement of financial condition. ! |

:Fair Valur’:_ of Financial Instrumentsl' f

]
[ '

‘The Company considers the amounts presented for financial mstruments on the statement of
ﬁnancral‘condltlon to be reasonable estlmates of fair value based on maturity dates, repricing

! characterlstrcs, and quoted market pnces, where applicable. '

; P |
L ! |
Income Taxes ,’

The Company files a consolidated U S. income tax retum w1th the Parent on a calendar year

ba515 eombmed retumns for state tax purposes where reqmreid and separate state income tax

returns .where required. The Cornpany determines income taxes on a separate entrty basis.

' Deferred! tax assets and liabilities are determlned based on the dflfference between the financial

‘ | X
' I

!
i

0
[

o )
06110785101 ' ’
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i National In’vestor Services Corp.
(A Wholly Owned Subsidiary of
TD AMERITRK\DE Holding Corporatlon)

o ' .
Notes to Statement of Financial Condition (continued)
P
|

S |
2. Significant Accounting Policies (continued)

statement ;carrymg amounts and tax bases of assets and 11ab111t1efs using enacted tax rates.
Accruals for'expected tax deficiencies that cou]d arise from separate filings of the Company are
recorded 'in |accordarice with Statement of Financial Accountmg Standards (SFAS) No. §,
Accountmg for Contingencies, when management determines that a tax deficiency is both

probable and reasonab]y estimable. ‘ -
|
.

. . !
3. Recen_tly Issued Accounting Standards

FIN No. '48.'.
In July 2006 the Financial Accountmg Standards Board (FASB)|issued FASB Interpretation
No 48, lAccoum?mg Jor Uncertainty m Income Taxes (FIN NoJ 48). FIN No. 48 clanfies the
accountmg Ifor uncertainty in income taxes recognized in an enterpnse s financial statements in
accordance{ with FASB Statement No. 109 Accounting for Income Taxes FIN No. 48 prescnbes
a recognition threshold and measurement of a tax position taken or; expected to be taken i 1n a tax
return FINI No. 48 also provides guldance on derecognition, cla551ﬁcat10n interest and penalties,
accountlng In interim periods, dlsclosure and transition. F]N’ No 48 establishes a two-step
process for evaluation of tax posmons‘ The first step is recogmtlon, under which the enterprise
determmes whether it is more hkely than not that a tax posmon will be sustained upon
.exannnatlon including resolution of : any related appeals or 11t'1gat10n processes, based' on the
,technlcal ments of the position. The enterpnise is required to presume the position will be
exammed by the approprlate taxing authonty that has full lcnow]edge of all relevant mformatlon
The second step is measurement, under which a tax position that meets the more- 11kely-than-not
'recogrntlon threshold is measured to determine the amount of benefit to recognizeé in the
! financial statements The tax posmon' is measured at the largest amount of benefit that is greater
' than 50% hkely of being realized npon ultimate settlement. FIN'No. 48 is effective for fiscal
years begmmng after December 15! 2006. Therefore, FIN No’ 48 will be effective for the
; Cornpany s fiscal year beginning October 1, 2007. The cumulatlve effect of adopting FIN No. 48
18 requu-ed to be reported as an adjusftment to the opening balance of retained earnings (or other
' appropnate components of equity) for that fiscal year, preser‘ated separately. The Company is

| analyzmg the impact of adopting FIN No. 48.
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National Investor Services Corp. /

(A Wholly Owned Subsidiary of
TD AMERITRADE Holding Corporation)

’ b [ Notes to Statement of Financial Condition (continued)

’ ‘ |

1 ; '
} 3. ‘Recently, Issued Accounting Standar‘ds (continued) !

|"
! ' i |

SFAS No. 157 ;
|

I

l

|

I In September 2006, FASB issued SFAS No. 157, Fair Value Met‘zsurements SFAS No. 157
clanﬁes the}deﬁmtlon of fair value: and the methods used to measure fair value and expands

’ drsclosures about fair value measurements SFAS No. 157 is effectlve for fiscal years beginning

? after November 15, 2007. Therefore, SFAS No. 157 will be eﬁ'ectlve for the Company’s fiscal

,' year begmmng October 1, 2008. Adoptlon of SFAS No. 157 is not expected to have a material

l

1 impact on the Company’s statement of financial condition.

4. Business 'Combinations and Goodwill
: !

On January 24, 2006, the Parent completed the acquisition of lTD Waterhouse Group, Inc.

(TD Waterhouse) the former parent of the Company, pursuant to an Agreement of Sale and

Purchase, dated June 22, 2005, as amended with The Toronto-Domlmon Bank (TD). Upon the

completlon of the transaction, the Parent changed its name to TD AMERITRADE Holding

H J
1

f

.

|
|

.‘

!

l

!

l Corporatlon
| Lo
1 The Cotmpany recorded goodwill for {)urchase business comblnatlons to the extent the purchase
r' I price of each acquisition exceeded the fair value of the net 1dent1ﬁable assets of the acquired
. company fThe Parent intends to transfer the clearing functions performed by the Company to an
J f afﬁhated clearmg broker-dealer as part of the integration of TD Waterhouse during fiscal 2007.

; Accordmgly, no goodwill or acqulred 1ntang1b1e assets are reﬂected as a result of the acquisition

: of TD ;Waterhouse The followmg table summarizes changes in thr: Company’s goodwill:

. P ! ! .
i Goodwill

t
1

' I {In Thousands)

E '

1 L
I s .
1 $ 6,740

/ Balafice as of November 1, 2005 r

r Fa1r value adjustment due to Parent’s acquisition of l ,

! ,' TD Waterhouse | l (6,740)
$ _

; Balance as of September 30, 2006

!
!
!
Y j
0611-078510 (
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- National Investor Services Corp. |

f (A Wholly Owned Subsidiary of ’
i ! TD AMERITRADE Holding Corporatlon)

- 3 l { Notes to Statement of Financial Condition (continued)
o
[
|
o
CL b :
' S. Recei\’rable From and Payable to Brokers, Dealers, and Clearing Organizations

Amounts arecewable from and payable to brokers, dealers, and clearing organizations are

'compnsed of the following (in thousands)
!

Recelvable
Secuntles failed to deliver | $ 15,222
Cleanng organizations : 38,811
Other broker-dealer receivables | 16,449
Total - i $ 70,482
Payable 5
Secuntles failed to receive ; $ 14,156
Other broker-dealer payables j 44,411
Total : $ 58,567
N

. ’ ! |
' ‘ 6. Sechrit'ies Owned and Securities ‘JSold Not Yet Purchased

||
\:’

At Septetnber 30, 2006, securities owned represent 1nvestrnents in equlty securities. Securities
‘ owned mcIude an investment with a fair value of $4.5 m11110n’ which is subject to a transfer

restnctlon that expires ratably over a ' three- -year period ending in March 2009.

| ! l
Sécurities sold, not yet purchased { represent obligations of ithe Cornpany to deliver specified

fsecurmes and thereby create a liability to purchase the secuntles in the market at prevailing
; pnces 'These transactions may result in a risk that the Company s ultimate liability to satlsfy its
~ob11gatlon for securities sold, not’yet purchased, may exceed the amount recogmzed in the
! accornpanymg statement of financml condition. The balance at ISeptember 30, 2006, is primarily

comf)néed of marketable equity SCC}UHUCS |

7. D"efe'rred Income Taxes
,‘ k‘
i Deferred tax assets and liabilities ,are determined based on the difference between the financial
" statement carrying amounts and tax bases of assets and 11ab111t1es using enacted tax rates. The
pnnmpal temporary differences arise from bad debts and certanll accrued habilities.

|

'
a !
0611'-073§]0] ' ’ 7
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E National Investor Services Corp. | |
(A Whol]y Owned Subsidiary of ||
TD AMERITRADE Holding Corporation ) ll

! 1
| I

i Notes to Statement of F1nanc1al Condition (contmued)

'

|
»
o
o
!

7. Deferred Income Taxes (continued) |

r}'

1
Deferred il income taxes consist of the fo]lowmg as of September 30, 2006 (in thousands):

: B ;
: Vi
Deferreditax assets ' ' $ 8,076
; Deferredltax liabilities : (1,204)
' § 6 872? '

‘ Net deferred tax assets ’

The Company did not record a valuatlori allowance against its deferred tax assets at November 1,
2005 or Septernber 30, 2006. , !

8. Exxt Llabllltles j

[ ,
The Company has recorded exit 11ab111t1es associated with the( Parent’s acquisition of the

Company slformer parent described in Note 4, which are mcluded in accounts payable and
accmed habxlltles in the statement of ﬁnanc1al condition. These ex1t liabilities consist pnnmpally
of severance pay and other termmatlon benefits and contract termmatlon costs. The fo]lowmg 1S

a summlaryI of the activity in the Company $ acquisition exit liabilities:

EJlmployee Clearing and! Professional
Compensation Execution | Services Total
' (In Thousands)

f
|

.

" Ba!ang’:;e, November 1,2005  § - 3 - $ - ¥ -

i - Exit costs recorded 2,394 8,850 / 1,222 12,466
(474) - - (474)

Pald i :
Balance September 30,2006 $ 1,920 $ 8,850/ {$ 1,222 $ 11,992

F
The remalmng exit liabilities are expl;cted to be paid during ﬁsc:lalj2007.
i




_— =

—— -
—————
_——
——————

-—“
——
—————
—————

. —_—
————

———— e
T L

f

; National Investor Services Corp.
(A Wholly Owned Subsidiary of
'TD AMERITRADE Holding Corporatun’l) :
4

Notes to Statement of Financial Condition (continued)

)

9. "Nét bahithl
J
I
The Company 1s subject to the SEC Urnform Net Capital Rule (Rule 15c3 1 under the Secuntles
Exchange Act of 1934), which requires the maintenance of mlnlmum net capital, as deﬁned Net

cap1ta1 and the related net capital requlrement may fluctuate on a dale basis. The Company has

elected to use the alternate method perrt'ntted by Rule 15¢3-1, which requires that the Company
mamtam,mlmmum net capital of the greater of $1.5 million or 2%) of aggregate debit balances
ansmg from chent transactions, as deﬁned At September 30, 2006, the Company had net capltal
of $333 1 'nulhon which was $255 6 million in excess of the required net capltal of
$77.5 m11110n The Company’s ratio of net capital to aggregate debit items was approx1mately
8.6%. Under the alternate method, a broker—dealer may not repay s{ubordlnated borrowings, pay
cash d1v1dends, or make any unseeured advances or loans to 1ts parent or employees 1if such
payment would result in net capital of less than 5% of aggregate debit balances or less than

120% of 1ts minimum dollar capital requlrernent

I
'10 Emplo,yee Benefit Plans |

;The Parent has 401(k) and proﬁt-sha!rmg plans covering ehg::bleI employees of the Company,
under Wthh the Company’s annual proﬁt—shanng contnbutlonslare determined at the discretion
' of the Parent s Board of Directors. The Company alsc makes matchmg contributions pursuant to
! the pIan docurnents or at the dlscretlon of the Parent’s Board of Dlrectors as applicable.

The Company s employees pamclpath in the Parent’s stock optlon and incentive plans. Effective
October 1’ 2005, the Parent adopted SFAS No. 123 (revised 2004) Share-Based Payment (SFAS
No 123R) using a modified versmn|| of the prospective transmon method. Under the transition
' metho;d rl;ompensatlon cost is recogmzed on or after the requlred effecnve date for the pornon of
! outstandmg awards for which the requlslte service has not yet been rendered, based on the grant-

~ date falr,f value of those awards calculated under SFAS No. 123 for either recognition or pro
[

forma dlsclosu:es !
. f

o :

‘ s'
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National Investor Services Corp. | |
(A Wholly,Owned Subsidiary of '

- TD AMERITRADE Holding Corporation})
i . l '

I Notes to Statement of;FinanciaI Condition (c'ontinued)
. | ! '

t

i

| f

- . . f
11. Commitments and Contingencies !
o H |
Borfowing A'rrangements

The Company had access to uncommitted credit facilities with ﬁnanc;al institutions of up to
$685 million as of September 30, 2006 The financial lnstltutlons may make loans under the
credit fac1ht1es Or, in Some cases, issue letters of credit under these facﬂltles The credit facilities
may require’ ' the Company to pledge chent securities to secure oultstandmg obligations under
these facilities. The Company had access to an unsecured uncomm1tted credit facility of
$125 million as of September 30, 2006 with no borrowings outstandmg as of September 30,
2006. The Company had access to secured uncommitted credit facﬂmes of $560 million as of
September 30, 2006, with no bonowmgs outstanding under these fac111t1es as of September 30,
2006. The Company is generally requlred to pledge client securities to secure letters of credit. No
letters of credlt were outstanding as of September 30, 2006. !

; ; :
The Company s common stock has been pledged as collateral on the Parent’s senior credit
facilities. Covenants under the Parent’s senior credit facilities 11m1t the Parent’s broker-dealer
sub51dlanes including the Company, to an aggregate outstandmg principal balance of
$1 billion i m borrowings on uncommitted lines of credit, excludlng securmes lending.

Legal ‘
The nature of the Company’s busmess subjects it to lawsuits, arbltratlons claims, and other legal

proceedings. Management cannot predlct with certainty the| outcome of pending legal
proceedings. A substantial adverse judgment or other resolunon)regardmg the proceedings could

have a matenal adverse effect on the! Company’s statement of ﬁnanc:lal condition. However, in

the oplmon of management, after consultatlon with legal counsel the Company has adequate
legal defenses with respect to the legal proceedings to which it 1s a defendant or respondent, and
the outcome of these pending proceedmgs is not likely to have a material adverse effect on the
statement of financial condition of the Company. .‘

0611-0785101 ‘ . 10
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National Investor Services Corp. }
(A Whol]y Owned Subsidiary of
™D AMERITR,.ADE Holding Corporation)

——

J ' -
' Notes to Statement orf Financial Condition (continued)
' . 1

|lll ! ' '

1
b

l
I 1
11JI Comrmtments and Contingencies (continued)

b ')

Other Regu,latorv Matters

' i

The Company is in discussions with|its regulators about matters raised during regulatory

elxammatlon's or otherwrse subject to the1r inquiry. These matters could result in censures, fines,
or other sanctlons Management beheves .the outcome of any ‘resultmg actions will not be
matenal to the Company’s statement of. financial condition. However, the Company is unable to

predrct the outcome of these matters.
I

T T e . _—
—————

Income ;Tafxes ;
Py !

The Company s federal and state mcome tax returns are subject to examination by taxmg

authorities.| Because the application ofjtax laws and regulanons to many types of transactions is

subJect to varying interpretations, amounts reported in the statement of financial condition could

be changed at a later date upon ﬁnaI determinations by taxmg authorities. TD has agreed to

mdemnlfy the Company for tax obhganons if any, pertaining to’actlvmes of TD Waterhouse
pnor to‘the acquisition. |

» . i
General Contmgem:les i
l
[

In the ordmary course of business, there are various contingencies that are not reflected in the
! statement Iof financial condition. These include the Cornpany,s fchent activities involving the
executlon,.settlement and financing of various client securities transactlons These activities may

expose the Company to credit risk 1rl the event the clients are unable to fulfill their contracted

obhgatlons :

]‘.'.f].' |

. The Company’s client securities act1v1t1es are transacted on either a cash or margin basis. In

o margrrlr transactions, the Company extends credit to the client Isubject to various regulatory and

mternal ﬁmrgm requirements, collateralized by cash and secuntles in the client’s account. In
' connecnon with these activities, theCompany executes and clears client transactions involving
the sale of securities not yet purchased (“short sales™). Such rnargm-related transactions may
eXpose: tlhe Company to credit risk jin the event each client’ s assets are not sufficient to fully
cover losses which clients may mcur In the event the client fails to satisfy its obligations, the
Company has the anthority to purchase or sell financial mstrumeflts at prevailing market prices in

order to fulfill the client’s obllgatrons

[
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Notes to Statement Ofi Financial Condition (continued)
[ |

|

I _ : ;
11. Comm'it‘n;lents and Contingencies (continued)
. |

The CornpanyI seeks to mitigate the risks associated with its client activities by requiring clients
to maintain margln collateral in comphance with various regulatory and internal guidelines, The
Company monitors required margin levels throughout each tradmgfday and, pursuant to such
guidelines, re'qulres clients to deposit addmonal collatera] or to reduce positions when necessary.

The Company loans securities temporanly to other broker-dealers i in connection with its broker-
dealer business. The Company receives lcash as collateral for the securmes loaned. Increases in
securmes'pnces may cause the market ]value of the securities loaned to exceed the amount of
cash recelved as collateral. In the event the counterparty to these transactlons does not return the
loaned securmes the Company may be exposed to the misk of ! acquiring the securities at
prevallmg market prices in order to satisfy its client obligations. The .Company controls th]s risk
by requmng 'credit approvals for counterpartles by monitoring the market value of securities
loaned on a 'dally basis and by reqmrmg additional cash as collateral when necessary, and by
part1c1patmg in a risk-sharing program offered through a securities cleannghouse

The Company borrows securities temporarily from other broker-dealers in connection with its
broker-dealer business. The Company’ deposits cash as collateral[for the securities borrowed.
Deicreases In securities prices may cause the market value of the securities borrowed to fall
below the ‘amount of cash deposnted as collateral. In the event the counterparty to these
transactrons does not return the cash deposned the Company may be exposed to the risk of
sellmg the 'securities at prevailing market prices. The Company mitigates this risk by requiring
credlt appr[ovals for counterparties, by, monitoring the collateral values on a daily basis, and by
requmng collateral to be returned by the counterparties when necessary

rAs of Septernber 30, 2006, client excess margin securities of approximately $4.9 billion and '
stock borrowulgs of approximately $01 billion were avallable to the Company to utilize as
lcollateral on various borrowings or for other purposes. The Company had loaned or repledged

‘ lapproxlrnately $2.3 billion of available collateral as of September 3{0 2006.

| [ . ' e .

. The Company 1s a member of and provides guarantees to securmes clearinghouses and
lexchanges Under related agreements the Company is generallly required to guarantee the
f performance of other members. Under the agreements, if a member becomes unable to satisfy its

obhgatrons to the clearinghouse, other members would be requ1red to meet shortfalls. The
i ;, |
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C : : :
f‘ 11. Commltments and Contingencies (contmued) !
‘ Py
' ' l
Company s hablhty under these arrangements is not quantifiable and could exceed the cash and
secuntles 1t has posted as collateral. However the potential for the ,Company to be required to
nrake paymelnts under these agreements 1s remote. Accordingly, no contingent liability is carried
on the statement of financial condition for these transactions. :

12. Related-Party Transactions

Related-l’arty Loans
I .

Cerftam afssocrates of the Company and its affiliates maintain margin accounts with the Company.
The Company had margin loans to lassoc1ates of the Company and 1its affiliates totaling
$3 7 rmlllon as of September 30, 2006 These loans are madefm the ordinary course of the
Cornpany slvbusmess on terms no more favorable than those available on comparable transactions
with other ‘parties. : !

'

Clearin'g 'Agreements , 1

The Cornpany earns clearing fees from affihated broker-dea}ers and rebates a portion of
transactron fee net interest, and other revenues to the affiliates pursuant to clearing agreements.
Money Market Deposit Account (MMDA) Agreement I
H |

'As a result of the Parent’s acquisition of TD Waterhouse descnbed in Note 4, TD became an
.afﬁhate of the Parent, owning approxrmately 39.6% of the Parent,s outstanding common stock

as of September 30, 2006. Three broker-dealer sub31d1ar1es of the Parent, mcludmg TD
;AMERITRADE Inc. (TDA), Amentrade Inc., and the Company are party to a money market
r deposrt account agreement with TD Bank USA, N.A. (TD Bank USA) (formerly known as TD
! Waterhouse Bank, N.A.) and TD, pursuant to which TD Bank USA makes available to clients of

TDA money market deposit accounts as designated sweep vehmles TDA provides marketlng

and support services with respect to[the money market dep051t accou.nts and Amernrade Inc.
' and the Company act as agents for chents of TDA and as record-keepers for TD Bank USA in
' each case 'with respect to the money market deposit accounts The MMDA agreement has an
" initjal ,term of two years from January 24, 2006, and is automatlcally renewable for successive

two- yearfterms provided that followmg the first anmversary (of the agreement, the agreement

may be terrmnated by any party thereto upon one year’s prior written notice.

t
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' I! Notes to Statement of{Financial Condition (continued)

f. )
I .

[ ‘[’1‘ I ! ! !
12'I ﬁelated iarty Transactions (continued) ' ‘
Inter'lm Cash'Management Services Agreement

i [ f

I
' Pursuant to a’m Interim’ Cash Management Services Agreement, TD Bank USA provides cash

management} serv1ces ‘to clients of TDA and- the Company, untll( the earlier of the successful
conversion of cash management services to another service provider|or entry into a formal cash

man'agem;ent services agreement, ‘
I | :
Other Relat'ed-Party Transactions ;

l ! | i
Secuntles borrowed mcludes $9.7 mllhon and securities loaned 1nc1udes $292.6 million with

Amentrade 'Inc an affiliated broker-de,aler as of September 30, 2006.

I
The Company serves as a transfer agent to several mutual ﬁmds managed by an affiliated

F

investment adv1sor

- ,' ji '

Recelvables from and payables to afﬁhates resulting from the related-party transactions are

genera}ly settled in cash on a monthly basis. As of September 30l 2006, payables to affiliates
| |

1ncluded $5 2 million of income tax related balances.
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