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OATH OR AFFIRMATION

, Rodger O. Riney , swear (or affirm) that, to the best of

ay knowledge and belief the accompanymg financial statement and supporting schedules pertammg to the firm of
Scottrade, Inc. - , s

f qE_p_teln_pr -ml ' , 20 q:q - a-;e true and correct. 1 further swear (or affirm) that

either the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
|
lassified solely as that of a customer, except as follows:

i

[

classified as customers' relate to securities accounts af
T | ' -

| ylﬁ"““"'%d‘{ Riney

11 ‘ | President
\ Title

Notary Public

his report ** contains (check all applicable boxes): 8t Louts County, Stats armw
(a) Facing Page. . My Commission Expires 5/5/2010

(b) Statement of Financial Condmon Y- Number 08433850

(¢) Statement of Income (Loss),

(d) Statement of Changes in Financial Condition.
(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

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

(g) Computation of Net Capital.i

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

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

() A Reconciliation, including aippropriate 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.

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

(I} An OQath or Affirmation. R

{m) A copy of the SIPC Supp\emental Report

(n) Areport descnbm gany matenal inadequacies found to exist or found to have existed since the date of the prewous audit.
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* For conditions of confidential tr_eafment of certain portions of this filing, see section 240.17a-5(e)(3).
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Deloitte & Touche LLP
Suite 300

100 South 4th Street

St. Louis, MO 63102-1821
UsA

‘ Tel: +1 314 342 1829
| I www.deloitte.com
N

INDEPENDENT AUDlTORS’ R‘EPORT

i
Deloitte
. |

To the Board of DlTCCtOI'S and Stockholders of
Scottrade, Inc.: | ‘

We have audited the acc’ompanymg balance sheet of Scottrade, Inc. (the “Company™) as of September 30,
2006. This financial staterrfent is the responsibility of the Company’s management. Our responsibility is
to express an opinion on ' this fmaqcxal statement based on our audit.

]
We conducted our audit’in accordance with auditing standards generally accepted in the United States of
America. Those standards requ;re ‘that we plan and perform the audit to obtain reasonable assurance about
whether the financial statement is'free of material misstatement. An audit includes consideration of
internal control over ﬁnanmal reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for therurpose of expressing an opinion on the effectiveness of the Company’s
internal control over ﬁnancxal reportmg Accordingly, we express no such opinion. An audit also includes
examining, on a test basns 'evndence supportmg the armounts and disclosures in the financial statement,
assessing the accountmg prmc:p]es used and significant estimates made by management, as well as
evaluating the overall ﬁnanmal statement presentation. We believe that our audit provides a reasonable

basis for our opinion. l !

In our opinion, such baliance sheet presents fairly, in all material respects, the financial position of
Scottrade, Inc. at September 30, 2006 in conformity with accounting principles generally accepted in the

United States of Amenca !

Dalpitir = %W e

November 27, 2006 |

Member of
Deloitte Touche Tohmatsu




SCOTTRADE, INC

Bl

BALANCE SHEET |
AS OF SEPTEMBER 30; 2006

"
ASSETS . i
Cash and cash equxvalents

Cash and securities segregated under federal and other regulations
Receivables from brokers and dealers and clearing organizations

Receivables from customers, net of allowance for doubtful accounts of $2,2 14 673

Deposits with clearing orgamzatlons

Property and capltallzed software at cost, net of allowance for accumulated
; depreciation and amortizatlon of $35,732,363

Other assets

TOTAL

i

, \
LIABILITIES AND STIC)(?KHO!.DERS’ EQUITY

LIABILITIES: o |

Payables to brokers and dealers and clearing organizations

Payables to customers| !

Accrued distributions to stockho]ders

Note payable i
|
I

Other liabilities
Total liabilities '

STOCKHOLDERS” EQUITY
Common stock—no par value:
Class A, votmg-—authonzed 750 shares; issued 678 shares
Class B, non-votmg— authonzed 7,500,000 shares; issued 6,780,305 shares
Retained earnings
. Treasury stock—at cost:
Class A—156 shares! ‘
Class B—1,563,505 shafes

Total stockholders’ equiw

|

See notes to balance sheet.

TOTAL

3 450,623,666
8,073,357,977
92,503,832
1,589,249,473
43,029,720

50,757,787
86,994,192

$10,386,516,647

$ 17,524,716
9,789,670,483
54,977,664
18,301,077
28,271,705

9,908,745,645

37
373,373
536,900,785

(5,935)
(59,497,258)

477,771,002

$10,386,516,647
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SCOTTRADE, INC.

b
, NOTES TO BALANCE SHEET]
AS OF SEPTEMBER 30, 2006,
—
| N |
1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING
. POLICIES i

Description of Bus:lness—Estabhshed in 1980 Scottrade, Inc. (the “Company”) is a deep discount

,  registered brokerfdea]er operatmg 281 ofﬁces across the United States, with headquarters in St. Louis,
Missouri. The Company serves individual mvestors primarily through its Internet trading site. A smaller
portion of the customer trades are processeld via touch-tone-phone or through a broker. The Company
deals primarily in cqurty secuntres and related option contracts and mutual funds.

i
Basis of Financial Informatmn——-'[’he balance sheet of the Company are prepared in conformity with
accounting prmcrples generally accepted in the United States of America.

Use of Esttmates——ln prepanng the balance sheet, management makes use of estimates concerning
certain assets and liabilities and disclosure of contingent assets and liabilities at the date of the balance
sheet. Actual resu]ts could dlffer from those estimates.

The Company | mveslts in vanous securities, pnmanly U.S. government securities in order to satisfy
certain regulatory requlrements {see Note 2) U.S. government securities, in general, are exposed to
- various risks, such as mterest ‘rate and overall market volatility. Due to the level of risk associated with
U.Ss. government secuntres 1t is reasonab]y possible that changes in the values of these securities will
occur in the near term and that such changes could materrally affect the amounts reported in the balance
sheet. |
Fair Value—The Company s proprietary financial instruments and securities segregated under federal
and other regulatlons are recorded ona trade date basis and carried at fair value. Fair value is based on
quoted market or dealer prlces Customer recewables primarily consisting of floating-rate loans
collateralized by customer-owned secuntles are charged interest based on the broker call rate which is
similar to other such loans made throughout the industry. Customer payables are short-term in nature
and pay interest at a‘ﬂuctuatmg rate. The Company’s remaining financial instruments are generally
short-term in nature‘ anld their carrying values approximate fair value.

' 1 ! ! - -
Cash Equivalents—Cash equivalents consist of highly liquid investments not held for segregation or
trading purposes with a maturity of less than three months at date of purchase.
|
Securities Tmnsactwns—Secuntles borrowed are recorded at the amount of the cash collateral provided
for secirities borrowed]transactlons The adequacy of the collateral is continuously monitored and
adjusted when consrdered necessary to rrumm:ze the nisk associated with this activity. The Company

does not enter into sccm1hes loaned transactions.

Customer securities lt:ransacttons are recorded on settlement date. Receivables from and payables to
customers inclide amounts related to both cash and margin transactions. Securities owned by customers
are held as coIlateral for receivables. Such co]lateral is not reflected in the balance sheet.

Property and Caprtahzed .S'oftware—Property and equipment are carried at cost less accumulated
depreciation and amortrzatron land is recorded at cost. Depreciation of the building is provided using

i
i;
-
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the straight-line method over| an estimated'useful life of 30 years. Leaschold improvements are
amortized over the lesser of the life of the lease or estimated useful life of the improvement. Furniture,
fixtures and commdmcanons equipment atl'e depreciated over five years using an accelerated method.
Capitalized soﬁware costs pnmanly related to the Company s securities processing software, including
fees paid to afﬁhated entmes and third partles for services provnded to develop the software, costs
incurred to obtam the soﬁware from afﬁllated entities and third parties, and licensing fees paid to
affiliated entities and thlrd parties are amortized over five years. All other capitalized software costs are
amortized over three years. l '

Mutual Fund Fees—Mutual fund fees con51st primarily of revenues eared for providing support and
services in connectlon \with mutual fund assets under third-party management. These revenues include
fees based on the amount of chent assets under management and transaction-related fees and are

recorded on an accrual basis.
: , ‘

Principal Transacttons—As Ipart of the Company s risk management of proprietary trading, security

. positions are generallyl purchased and sold, w1thm the trading day. Accordingly, in the normal course of

operations, 1n51gmﬁ‘cant posxtlons exist at the end of a typical trading day and are included in other
assets on the balancle sheet.

Income Taxes—~Th{e Company has elected to be treated as a small business corporation in accordance
with prov151ons of subchapter S of the Intemal Revenue Code and, accordingly, is generaily not subject
to corporate income taxes. The Company’ s taxable income or losses and related taxes are the personal
responsibility of 1nd1wdual stockholders Accrued distributions to stockholders at September 30, 2006,
represent quarterly dlStl’lbullOl'lS the Company will pay to stockholders to provide for the stockholders’
personal tax hablllty reisultmg from their pomon of the Company’s taxable income.

Recent Account:ng1Standards—In March 2005 the Financial Accounting Standards Board (“FASB™)
issued FASB Staff Position FlN 46(R)-5 (“FSP FIN 46(R)-5"), which requires a reporting enterprise to
consider whether it holds 1mphc1t variable interest in variable interest entities or potential variable
interest entities when spemﬁc conditions ex15t FSP FIN 46(R)-5 is effective for the first reporting period
beginning after March 3 2005. The Company s adoption of FSP FIN 46(R)-5 did not have a material
impact on the Company s balance sheet.

In December 2004, the FASB issued Statement of Financial Accounting Standards (“SFAS”) No. 123
(revised 2004), Shar]'e-Basea' Payment (“SFAS No. 123R”), which replaced SFAS No. 123 Accounting
for Stock-Based Compensanon and superseded Accounting Principles Board Opinion No. 25,
Accounting for Stock Issued to Employees. SFAS No. 123R requxres companies to recognize
compensation cost related to share-based payment transactions in their financial statement. The cost of
share-based payment transactlons to employees will be based on the fair value of the award on the grant
date and recognize’ as expense over the requisite service or vesting period. The Company adopted the
provisions of SFAS No 123R, effective October I, 2006, using a modified perspective application. The
Company’s adoptlon ofl' SFAS No. 123R dld not have a material impact on the balance sheet.

In June 2005, the FASB 1ssued SFAS No. 154 Accounting Changes and Error Corrections — a
replacement of APB]Oplmzon No. 20 and FASB Statement No. 3 (“SFAS No. 154”), SFAS No. 154
changes the requirements for the accountmg for and reporting of a change in accounting principle. SFAS
No. 154 is effective for accountmg changes' made in fiscal years beginning after December 15, 2005.
Beginning October 1 2006 the Company will apply SFAS No. 154, as appropriate, on a prospective

basis. !
1

|
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In September 2006 the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS No. 157”).
SFAS No. 157 dcﬁnes fair value estabhshes a framework for measuring fair value in generally accepted
accounting prmclples Iand expands dlsclosures about fair value measurement. This statement applies
under other accountmg proncuncements that require or permit fair value measurements and does not
require any new fair value measurements SFAS No. 157 is effective for the fiscal years beginning after

-November 15, 2007 The adoptlon of SFAS No. 157 is not expected to have a material impact on the

Company's balance sheet. |
;

|
CASH AND SECURITIES SEGREGATED UNDER FEDERAL AND OTHER REGULATIONS .

At September 30, 2006 cash| of $2,814,923,969 and United States Treasury Bills and Notes with a

market value of $5/258,434, 008 have been segregated in a special reserve bank account for the exclusive
benefit of customers pursuant to Rule 15¢3-3 under the Securities Exchange Act of 1934,

|
RECEIVABLES FROM AND PAYABLES TO BROKER AND DEALERS AND CLEARING
ORGANIZATIONS

Amounts recewable from and payable to broker and dealers and clearing organizations at September 30,
2006, consist of the followmg

|

! ' Receivable Payable
Securities bonowedﬁoaned $38,334,290 b -
Securities fa:led-to—delwer/recewe : 1,698,224 16,991,855
Receivables from/payable to clearing organizations 52,471,318 532,861

!
i l $92,503,832 $17,524,716

l
In addition to the arlnounts above the Company also maintains deposits at various clearing
organizations. At September 30 2006, the 'amounts held on deposit at clearing organizations totaled
$43,029,720, comprlseld of $35 175,000 in cash and securities with a market value of $7,854,720.

PROPERTY AND CAPITALIZED SOFTWARE

Property and capltallzed scﬁware, which is recorded at cost at September 30, 2006, consists of the
following: !

I

Land $ 3,560,659
Building and leacchold improvements 33,888,224
Communications equ1pment 29,802,380
Capitalized soﬁware 9,817,018
Furniture and ﬁxtures 9.421,869
|

i | 86,490,150
Less accumulated dcprccia‘tion and amortization 35,732,363
Total A $50,757,787




by
OTHER ASSETS AII\ID OTHER LIABILITIES

b . i
“Other assets at September 3(|), 2006, consi_st of the following:

Interest receivable on secuntles segregated under federal and other regulations $56,630,445 |
Income tax deposn' 1 13,783,910
Long-term 1nvestments 7,833,282
Other mlscellaneous assets 8,746,555
Total $86,994,192

The Company’s lorirg-term 1nvesnnents are recorded on a trade date basis and are carried at fair value
based on quoted market prlces

I I
Other liabilities at Septembe'r 30, 2006, consist of the following:

I
Accounts payable and accrued expenses $14,583,597
Accrued payroll. 'and benefits 8,977,931
Other mlscellaneous liabilities 4,710,177
i
Total | ' $28,271,705
| 2200l i
FINANCING ARRANGEMENTS

|
In order to finance a new bulldmg to serve as the main headquarters, on April 1, 2004, the Company
borrowed $19,700, 000 in the form of a note payable. The note payable bears a ﬁxed interest rate of
6.18% per annum and matures on March 1, 2024. The Company pays principal and interest in monthly
installments. The note payable is secured by the Company’s main headquarters and is a sole recourse
obligation. The schedule of pnnc:pal payments on the note payable is as follows:

2007 | ! $ 604,209
2008 | 642,625
2009 | 683,484
2010 726,941
2011 | 773,160
2012 and after « 14,870,658
Total b $18,301,077

|
| ! . '
SHORT-TERM FPNDING AND LIQUIDITY RISK

The Company ﬁnances its margm accounts primarily from equity capital and customer free credit
balances. The Company pays interest on such customer credit balances at fluctuating rates depending on
the balance in the customer s account. At September 30, 2006, the interest rates ranged from 0.50% to
4.25%. |

1

To manage short-ten‘n qumdrty risk, on December 2, 2003, the Company entered into an agreement (the
“Agreement”) with | a group of five banks for revolving credit facilities consisting of an unsecured

revolving credit facrhty and a secured revolvmg credit facility. The Agreement provides for unsecured
borrowings for a maxrmum of five days at Wthh time the unsecured facility converts over to the secured -
facility and the Company must pledge sufficient collateral to secure the borrowings. In accordance with
the terms of the Agreement and subsequent amendments, most recently executed on November 29,

|
| .
] -6-
|
|
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| .
2005, the Company can borrow up to $437,500,000 from a syndicate of 13 banks for five days before

pledgmg collateral'to secure| the borrowings.

The Company pays interest bn borrowmgs from the unsecured revolving credit facility at an annual rate
equal to the Fed Funds Rate plus 1.50% and interest on borrowings from the secured revolvmg credit
facility at an annual rate equal to the Fed Funds Rate plus 1.00%. The facility is subjecttoa
nonrefundable quarter]y facility fee equal to 0.225% of the total unsecured revolving credit facility. In
addition to the quarter]y facility fee, additional nonrefundable fees are payable primarily based on
borrowing activity. Thc Company expenses these fees when incurred.

The Company has executed an amendment to extend the explratton date of the facility to February 28,
2007. Management beheves the facility w11] be renewed prior to the exptration date in an amount equal
to or in excess of the Current ‘borrowing lmes

In addition to the cl'edrt facﬂlty, the Cornpany maintains a separate line of credit with a bank whereby
the Company can borrow uptoa maxlmum of $50,000,000 secured by pledged customer securities. The
line is not subject to any facility fees and bears interest rates ranging from the Federal Funds rate plus
125%toaflat5% |

As of September 30 2006 the Company had sufficient financing to settle customer purchases and sales;
therefore, the Company did not borrow from their credit facility and line of credit.

The terms of the credtt famllty agreement contam certain covenants and conditions including minimum
net worth, regulatory capltal ‘and net capltal percentage requirements, limitations on distributions to
stockholders, and compensat:on limits to the principal stockholder. The Company was in compliance
with all covenants as of and dunng the year ended September 30, 2006.

The Company’s prmcrpal sources of liquidity are Company assets consisting mainly of cash and U.S.
government sccuntles held i m safekeeping on behalf of customers. These assets are financed primarily
by equity capital and customer free credit balances Changes in the securities markets volume and
volatility, and the resultmg customer borrowmg demands can greatly affect the Company’s financial
requirements. As mentloned above at September 30, 2006, the Company had both secured and
unsecured lines of credlt in the aggregate amount of $487,500,000 which could be used to satisfy
demands which exceed the Company ] equrty capital.

NET CAPITAL REQU[RENIENT
|

The Company is subj ect to the Uniform Net Capital Rule (Rule 15¢3-1) under the Securities Exchange
Act of 1934 which reqmres the mamtenance of minimum net capital of not less than 2% of aggregate
debit items arising from customer transacttons or $250,000, whichever is greater. The Rule also requires
that equity capltal may not be withdrawn or distributions paid to stockholders if the Company’s net
capital is less than 5% of such items. At September 30, 2006, the Company had net capital of
$343,161,242, ‘which was $308 185,312 in ‘excess of the minimum required.

N
|
|
|
|
]
t
|
|




10.

COMMITMENTS m CONTINGENCIES

I
The Company has: long-tem"l operating leases for computer equipment and office space, including an
office facility wh1ch 1s leased from the Company s principal stockholder (see Note 11). Minimum rental

~ commitments under all noncancelable leases, some of which contain renewal options and escalation

clauses, are as fo]lows '
{

Year ending ' |

September 30

2007 $ 26,284,695

2008 , 24,195,358

2009 ~ 18,714,264

2010 b 11,719,472

2011 L | 7,445,170

2012 and after ' 32,045,280

|

Total 1 : $120,404,239

In September 2006, the Company entered into an agreement with Sports Capital Partners, the owners of

the St. Louis Blues! for the naming rights of the downtown St. Louis arena. The minimum rental

commitments in cohne'ction with this agreement are included in the schedule above.

l
The Company also prowdes guarantees to secunttes clearing houses and exchanges under their standard
membership agreements which require members to guarantee the performance of other members, Under
these agreements, if a member becomes unable to satisfy its obligations to the clearing houses and
exchanges, all other mcmbers would be requlred to meet any shortfall. The Company’s liability under
these agreements is not quarm{' able and may exceed the cash and securities it has posted as collateral.
However, the potennal requ1rement for the, Company to make payments under these agreements is
remote. Accordmgly, no liability has been recognized for these transactions.

The Company isa defendant m various lawsmts in some of which plaintiffs claim substantial amounts,
relating to its securities business. The Company also is involved, from time to time, in examinations and
proceedings by governmentall and self-regulatory agencies, certain of which may result in adverse
judgments, fines, oripenalttesl While results of litigation and examinations and proceedmgs by
governmental and self-regulatory agencies or the results of judgments, fines or penalties cannot be
predicted with certamty, management after consultation with counsel, belicves, based on currently
known facts, that resolition of all such matters are not expected to have a material adverse effect on the

balance sheet. l i

CREDIT RISK i

1
The Company’s customer securities actlvmes involve the execution, settlement, and financing of various
transactions onlbehalf of its customers. Customer activities are transacted'on either a cash or margin
basis and are recorded ona settlement date basis. The Company’s exposure to credit risk associated with
the nonperformiance of these customers in fulﬁllmg their contractual obllgatlons pursuant to securities
transactions can be dlrectly impacted by volatile trading markets which may impair the customers’
ability to satisfy thelr obhgatlons to the Company The Company monitors exposure to industry sectors
and individual secuntles and performs analysns on a regular basis in connection with its margin lending
activities. The Company also momtors requ1red margin levels and customers are required to deposit
additional collateral, |or Ireduce positions, when necessary.
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At September 30, 2006 customer margm securities of approximately $2,224,949,262 and stock
‘borrowings of $38, 334 ,290 were avallable to the Company to utilize as collateral on various borrowings
or for other purposes. "The Company had uullzed a portion of these available securities as collateral for
OCC margin requnrements of $86,567 285 and customer short sales of $316,835,309 at September 30,
2006. P

i

EMPLOYEE SAVINGS PLAN

|
The Company sponsors a 401(k) savings plan (the “Plan”) covering substantially all employees.
Company contnbutlons are made at the discretion of the Board of Directors.

At September 30 2006 the Company had accrued $2,009,156 of contributions for the Plan’s year
endmg December 31 2006 i

i 1
RELATED-PARTY nTRANSACTIONS

| 1
The Company’s secuntles processmg software provider is Computer Research Inc. (“CRI”). CRI is
wholly owned by pnnmpal stockholders of the Company. The Company entered into a lease agreement
in May 2004 for ofﬁce space located in Colorado The Company subsequently subleased this space to
CRI for monthly rent equal to the initial lease agreement.

In August 2003, the Company loaned CRI'$750,000 related to a purchase of software. The loan accrues
interest at an annual rate equal to the pnme rate and is paid seml-annually The first monthly interest
payment was due March 1, 2004 with prmc1pal installments commencing on April 1, 2005, with the
final installment payablc on March 1, 2008. At September 30, 2006, the Company mc]uded $356,776
relating to the note recelvable and accrued'interest in other assets.
i i .

The Company leases an ofﬁce facility in Missouri from the Company’s principal stockholder. The lease
expires December 3] 2012, and contains escalatlon clauses based upon the greater of 3% or the percent
increase in the consumer pnce index. The estlmated future minimum rental commitments under this
lease are included i m the schedule contained in Note 9 and are as follows: $1,417,142, $1,459,657,
$1,503,446, $1,548,550, $1,595,007, and $2,065,894 for 2007, 2008, 2009, 2010, 2011, and 2012 and
beyond, respectively. '

|

t
1 |

A copy of the Com;laan'y s September 30, 2006, balance sheet filed pursuant to Rule 17a-5 of the
Securities Exchange Act of 1934 is available for examination at the Chicago regional office of the
Securities and Exch|ange Commission or at our principal office at 12800 Corporate Hill Drive, St. Lous,
MO 63131. !
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