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OATH OR AFFIRMATION

financial statements and supporting schedules pertammg 10 the ﬁrm of BNY ConvergEx

members and allied members of the New York Stock Exchange.

We, Carey Pack and Christopher Springer, affirm that, to the best of our knowledge and belief the accompanymg

of December 31st, 2006, are'true and correct. We further affirm that neither the company nor any partner, proprletor
' . principal officer or director has any propnetary interest in any account classified soley as that of a customer.

The financial statements and supplemental information of the Company are made available to all of the Company;s

pay /4

P

Execution Solutions LLC, as

Carey Pack/P’eSlderﬁ T
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uIs
ofary Public Notary Prffb’ SD AfM 'ANO :
Certff?eaw'edf % 5%0642" o York.
Commissiay 169 In fy (‘Oum
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This report™ contains (check all applicable boxes):

**For conditions of confidential treatment of certain portions of this filing, see section 240.173

NN

Christopher Springef, ChiefRnancial Okicer

%W

& (a) Facing page. P

X (b) Statement of Financial Condition.

[ (c) Statement of Income {Loss).

¥l (d) Statement of Changes in Financia! Condition. !

1 {e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital.

{1 (f) Statément of Changes in Liabilities Subordinated to Claims or Creditors.

Zl (9) Computation of Net Capital.

(1 (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

‘ T (1)) Information Relating to'the Possession or control Requirements Under Rule 15¢3- 3

O (i) AReconciliation, including appropriate explanation, of the Computation of Net Capltal Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A or Rule 15¢3-3.

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

B () An Oath or Affirmation.

1 (m) A copy of the SIPC Supplemental Report. ) :

a (n) A report describing any material inadequacies found to exist or found to have existed since the date of the prewous audit.

B (o) Supplementary Report of Independent Registered Public Accounting Firm required by SEC Rule 17a-5.

-5(e)(3).
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* December 31,2006

STATEMENT OF FINANCIAL CONDITION

BNY; ConvergEx Ex;!ecuiion Solutions LLC
(Formerly BNY Brokerage LLC and BNY Brokerage, Inc.)

(,

with Report of Independ'ent Registered Public Accounting Firm
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'BNY ConvergEx Execution Solutions LLC
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“Statement of Fmancnal Condition -

December 31, 2006
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i” ERNS T& YOUNG * Ernst & Young LLp » Phone: {212) 773-3000

5 Times Square wavwv.ey.com
New York, New York 10036-6530

Report of Independent Registered Public Accounting Firm

Member

BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage L1.C and BNY Brokerage, Inc.)

We have audited the accompanying statement of financial condmon ofi BNY ConvergEx
Execution Solutions LLC (the “Company”) (formerly BNY Brokerage LLC and BNY
Brokerage, Inc.) as of December 31, 2006. This statement of 'ﬁnancna] condition is the

responsibility of the Company’s management. Qur responsibility i is to express an opinion on

this statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain

‘reasonable assurance about whether the statement of financial condltlon is free of matenal
‘misstatement. We wer¢ not engaged to perform an audit of the Company s internal control

over financial reporting. Our audit included consideration of lnterlnal control over financial
reporting as a basis for designing audit procedures that are appropnate in'the cucmnstanc‘es
but not for the purpose of expressing an opinion on the effectr\'feness of the Company’s
internal controls over financial reporting. Accordingly, we express no such opinion. An audlt
includes examrrung, on a test basis, evidence supporting the amodnts and disclosures in the
statement of financial condition, assessing the accounting prmcrples used and significant
estimates made by management, and evaluating the overall statemenl of financial condition
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above _presents fairly, in‘all

~ material respects; the financial position of the Company at December 31, 2006, in conformlty

with accounting principles generally accepted in the United States.

m LLP

February 27, 2007

A Member Practice of Emst & Young Global 1




- Total assets

‘BNY ConvergEx Execution Solutions LLC

(Formerly BNY Brokerage LLC and BNY Brokérage Inc)

Statement of Financial Condition | ;

December 31, 2006

Assets

Cash and cash equlvalents

Cash segregated in comphance with federal regulations

Deposns with clearmg organizations .

Receivable frombrokers, dealers and clearing orgamzatlons

Receivable from'customers

Fixed assets, at cost, net of accumulated depreciation and
amortization of $15,056,173

Goodwill : o

Intangible assets, net of accumulated amortization of $18,254,330 .

Other assets _ :

Liabilities and members’ equity
Liabilities:
" Due to banks
. Payable to brokers dealers and clearing organizations
Payable to customers
" Deferred soft dolla.r and commission recapture payable
Loan payable to Eze LLC (Note 8)
Taxes payable to BNY
Accrued compensation and other liabilities

Commitments and contingencies (Note 1)

‘Members’ equity
Total liabilities and members’ equity

I

$ 70,210,086
108,007,461
17,614,393
62,366,026
51,404,191
22,967,561

191,377,842
44,744,386
19,497,402

$588,189,348

$ 5373720
80,361,247
42,802,178
43,250,897
10,000,000

6,918,057
51,952,501

240,658,600

347,530,748

$ 588,189,348

. M £ . N - ‘,;P H R
The accompanying notes are an integral part of this statement of financial \condition.
\ E : ' R T
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~ BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LL.C and BNY Brokerage Inc.)

Notes to Statement of Financial Condition

December 31, 2006

1. Organization and Description of Business

BNY ConvergEx Execution Solutions LLC (the “Company™) is a,wholly-owned subsidiary
of BNY ConvergEx Group LLC (*ConvergEx™). The Company is an institutional agency
brokerage firm that specializes in execution and clearance of transactlons in listed equities,
over-the-counter securities, and bonds for institutional clients, mcludmg banks investment
managers, hedge funds, plan sponsors and broker-dealers. The Company also provndes
commission management and transition management services for lts chents The Company is
a member of the New York Stock Exchange (“NYSE"), Amencan Stock Exchange, LLC
National Association of Securities Dealers, Inc. and other regional exchanges

On June 30, 2006, the Bank of New York Company, Inc. (“BNY Co ", the parent company
of the Bank of New York, (“BNY”), which was the former parent of the Company, entered
into a transaction with Eze Castle Software, Inc. (“Eze Castle™), a leadmg provider of trade
order management and related investment technologies, and GTCR Golder Rauner, LLC
(“GTCR”), a private equity firm, to form a new company, ConvergEx Holdings LLC
(“Holdings™), that combined Eze Castle with the Company and other BNY Securities Group
businesses (the “Merger”). The transaction closed October 2, 200|6 BNY Co. and GTCR
each hold a 35.4 percent ownership stake in Holdings, with the remaining ownership stake
held by Eze Castle’s investors and ConvergEx’s management team. Holdings and Eze Castle
own all of the membership interests in ConvergEx.

As a result of the Merger, the Company became a wholly-owned subsidiary of ConvergEx.
In conjunction with the Merger, the Company converted from a|corporation to a limited
liability company, and changed its name from BNY Brokerage, Inc.|to BNY Brokerage LLC,
effective September 27, 2006. .

Holdings has elected not to push down the effects of purchase price accounting to its
operating subsidiaries, including the Company. Accordingly, Itllle assets and liabilities,
including goodwill and other intangibles are recorded by the Company at their historical
amounts. '

On September 28 2006 the Company reglstered as an investment advnsor wrth the Securities
and Exchange Commission (“SEC”) under the Investment Company Act of 1940 to enhance
its transition management service offering.
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BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LI.C and BNY Brokerage Inc.)

Notes to Statement of Financial Condition (continued)

1. Organization and Description of Business (continued)

On December 22, 2006, Lynch, Jones & Ryan LLC (“LJR”), a former wholly-owned
subsidiary of the Company, merged into the Company. As a dmsnon of the Company, LIR
will continue to provide commission recapture services to mst1tut10nal clients worldwide,
including annuity funds, pension plans, endowments, foundations and mutual funds. On July
1, 2006, BNY contributed $1,604,025 of net assets to the Company, as a non-cash capital
contribution, related to adjustments to the LJR acquisition balance sheet.

Effective December 27, 2006, the Company changed its legal name from BNY Brokerage
LLC to BNY ConvergEx Execution Solutions LLC.

The Company has a fully-disclosed clearing agreement with a broker-dealer that required the
Company to enter into a Joint Back Office (“JBO”) arrangement w1th that entity. Under the
JBO arrangement the correspondent made a nominal preferred equlty interest of $20,000 in
the Company. The preferred interest does not have any voting rights but is senior to the
common interest upon dissolution of the Company.
2. Significant Accounting Policies

Securities Transactions

Securities transactions are recorded on a trade date basis.

Collateralized Securilies Transactions

Secuntles borrowed are recorded at the amount of cash collateral advanced in connection
with the transaction. Securities borrowed transactions require the Company to deposit cash -or
other collateral’ with the lender. The initial collateral advanced has a fair value equal to'or
greater than the fair value of the securities borrowed. The CornpanyI monitors the fair value of
the securities borrowed on a regular basis and adjusts the cash collateral advanced, 'as
appropriate (Note 3 and Noté 13): e
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. BNY ConvergEx Execution Solutions L'ITC
(Formerly BNY Brokerage LL.C and BNY Brokerage, Inc.)

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)
Cash and Cash Equivalents

The Company considers demand deposits and money market accounts to be cash and cash
equivalents. The:carrying amounts of the Company’s cash and cash equivalents approx1matc:

their fair market value due to their short-term nature.

Fixed Assets

Furniture and equipment and computer hardware are depreciated on a straight-line basis ovér
estimated useful;lives between three and ten years. Purchased software costs are amortized on
a straight-line basis over five years. Leasehold improvements are amomzed on a straight-line
basis over the life of the lease or the improvement, whichever is shorter.

Internally Developed Software Costs

The Company capitalizes certain costs incurred in connection w1th| developing or obtaining
software for internal use. Qualifying internally developed software costs are capitalized in

_accordance with Statement of Position (“SOP”) 98-1, “Accounting for the Costs of Computer

Software Developed or Obtained for Internal Use”, and amortized over the estimated useful
life of the software ranging from five to seven years.

Goodwill and Intangible Assets

In accordance ' with Statement of Financial Accounting Standards (“SFAS”) No. 142,
“Goodwill and Other Intangible Assets,” goodwill is not amortiped but is reviewed for

‘impairment on at least an annual basis. The Company completed lts annual evaluation as of

March 31, 2006 and: determined no impairment charge was ireqmred Subsequent ‘ to
March 31, 2006, no events have occurred or circumstances have changed that would reduce
the fair value of goodwnll below its carrymg value

Goodwill increased by approxlmately $9. 4 mllllon due to contingency payments related to
prior acquisitions' that were required to be made during 2006 ‘primanily related - to
achievement of revenue and client retention targets. The Company; may be required to make
additional contingency payments under these acquisition agreements, but these payments are
not expected to be material.
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BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LL.C and BNY Brokerage Inc.)

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)

Goodwill and Intangible Assets (continued)

Identifiable intangible assets consist of customer lists and non- compete agreements and are
being amortlzed' on a straight-line basis over their estimated uscful lives, which are five to
eight years from the date of the original acquisition. Intangible assete increased by $1 million
as a result of a contingent payment due, but not paid at December 31, 2006, for the prior
purchase of a customer list.

Other Assets
Prepaid purchased research of $12,607,846 (net of allowance of $3 186,561) is included in

other assets on- the statement of financial condition. Prepaid purchased research represents

i
amounts paid for the acquisition of research and rcsearch-relatediserwces from independent
originators and suppliers on behalf of the customer in advance of Customer Commissions.
Such receivables may not be evidenced by contractual obligations.

Exchange memberships of $237,750 are also included in other,assets on the statement of
financial condition. Exchange memberships are valued at cost or at la lesser amount if there is

evidence of a .permanent impairment in value. At December 31, 2006, the Company’s
exchange memberships had a market value of $394,000. :

Allowance for Doubtful Accounts

' The allowance for doubtful accounts is based on the Company’s assessment of the

collectibility of receivables from brokers, dealers, and clcan'n:g organizations, prepaid
purchased research and other receivables. The Company consnders factors such as historical
experience, credit quality, age of balances, and current economi¢ conditions that may effect
collectibility in determining the allowance for doubtful accounts.

Deferred Soft Dollar and Commission Recapture Payable

When a customer’s commission payments exceed its cbm_mitm"ent; a.soft dollar liability is
established for future research and research related services ‘owed to that customer. A
commission recapture payable results when a portion of a customer’s commission payments
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BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LLC and BNY Brokerage Inc.)

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)

Deferred Soft D_ollar and Commission Recapture Payable (continued)

are recorded as a liability pursuant to an agreement with that customer These funds will be
remitted back to:the customer or used to pay for future research and research related services.
These amounts are typically disbursed within the Company’s normal operating cycle of one
year.

Income Taxes

Prior to the Merger, the Company accounted for income taxes under the liability method of
SFAS 109 “Accounting for Income Taxes”. Deferred tax assets and liabilities were
recognized for ‘the future tax consequences attributable to the drfferences between the
statement of financial condition carrying amounts of existing assets and lrabllmes and their
respective tax bases. Deferred tax assets and liabilities were measured using enacted tax rates
expected to apply to taxable income in the years in which the related differences are expected
to be recovered or settled. To the extent it is more likely than not that deferred tax assets will
not be recognized, a valuation allowance was established to offset their benefit.

Stock Options

Prior to the Merger the Company’s employees participated in BNY Co’s stock option plans.
BNY Co. accounted for stock-based employee compensation usmg the fair value method of
accounting under SFAS 123 “Accounting for Stock-Based Compensatlon as amended by
SFAS 148 “Accounting for Stock-Based Compensation — Transrtron and! Disclosure”. BNY
Co. uses the prospective method permitted under SFAS 148, which requires that options
granted after January 1, 2003 be expensed. As of January 1, 2006‘ BNY Co. adopted SFAS
123(R) “Share Based Payments”™.

The Company utilized the prospective method.and expensed stock optlons granted afier
January 1, 2003. No options were granted after February 11, 2003 ]and SFAS 123(R) hadino
effect on the Company s statement of financial condition. All; optrons were vested as of
March 31, 2006. As of October 2, 2006, the Company’s employees were no longer eligible
for additional BNY Co. stock option grants.
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Financial Instruments

BNY ConvergEx Execution Solutions L;ITC
(Formerly BNY Brokerage LLC and BNY Brokerage, Inc.)

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)

Restricted Stock

Prior to the Merger, the Company’s employees participated in BNY Cois restricted stock
program. The Company amortized the cost of the restricted stock granted to its employees
over the vesting period beginning in the year the restricted stock was granted. On October 2,
2006, BNY cancelled the outstanding unvested grants and employce ehgxbllnty to participate

in the program was terminated. Employees were given $34 for each cancelled share and were

paid directly by BNY on behalf of the Company.

Use of Estimates

The prepa:atlon of the statement of financial condition, in conformlty with accounting

principles generally accepted in the United States, requires management to make estimates
and assumptions that affect the reported amounts in the statement cl)f financial condition and
the accompanying notes. Actual results could differ from those estimates.

Financial mstruments held by the Company approximate their fair value Generally financial
instruments are’ short-term in nature, bear interest at current market rates or are subject to
repricing genera}]y on a daily basis.
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2006 without any adverse financial effect.

BNY ConvergEx Execution Solutions LITC
(Formerly BNY Brokerage LLC and BNY Brokerage, Inc.)

Notes to Statement of Financial Condition (continued)

3. Receivable from and Payable to Brokers, Dealers and Clearing Organizations

At December 31, 2006, amounts receivable from and payable to brokers, dealers and clearing
organizations include:

Receivables: .
Securities borrowed $40,798,700
Securities failed to deliver 9,787,712
Broker-dealers 8,316,851
Clearing organizations 3,462,763
Total receivables ' $62,366,026
Payables:
Broker-dealers $62,225,662
Securities failed to receive , 14,926,040
Clearing organizations 3,209,545
Total payables $ 80,361,247

All material fail to deliver and fail to receive transactions settled subsequent to December 31,

4. NYSE Group Stock Exchange Transaction

As of January 1, 2006, the Company owned 5 NYSE membershlps with a cost basis and
carrying value of $£9,925,000. On March 7, 2006, the NYSE and Archipelago Holdings,
Inc. (“Archipelago”) combined their businesses and became wholly owned subsndlarles
of NYSE Group, Inc. (“NYSE Group™). As part of this transactlon the:Company became
entitled to receive $15.60 in cash and 84,699 shares of NYSE Group common stock (the
“NYX stock™) in exchange for each membership. Addlucmally,I the NYSE announced a
dividend to be paid of approximately $70,570 per membership, .which was the equnvalem
of the membership’s pro-rata portion of the NYSE’s “excess cash” as defined in the
NYSE/Archipelago merger agreement. |

On March 7, 2006, the Company received 423,495 shares of NYX stock for its 5
memberships.- The Company subsequently transferred its shares of NYX stock on
March 24, 2006 to BNY Capital Corporation, which was a “Permnted Transferee” as
defined in the Amended and Restated Certificate of Incorporatlon of NYSE Group.




5. Fixed Assets

At December 3 T, 2006, fixed assets were comprised of:

BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LLC and BNY Brokerage Inc.)

Notes to Statement of Financial Condition (continued)

December 31, 2006

Acquisition  Accumulated  Net Book

- Value Depreciation . Value
Internally developed software $12,122,257 $ (1,790,933) $10,331,324
Computer hardware 16,971,651 (10,532,807) 6,438,844
Leasehold improvements 4975277 (1,304 629) 3,670,648
Software 3,004,803 (1,051, 138) 1,953,665
Fumiture and equipment 949,746 (376, 666) : 573,080
Total ‘ $38,023,734  $(15,056,173)  $22,967,561

6. Intangible Assets

The following table summarizes intangible assets as of December 31, 2006:

I
December 31, 2006

Customer lists
Non-compete agreement

Total

Gross Carry Accumulated Net Book
Amount Amortlzatlon Value
$61,998,716  $(17, 904; 1323) $44,094,393

1,000,000 (350, 007) 649,993
$62,998,716  $(18,254'330) $44,744,386

+

Included in computer hardware and accumulated depreciation is $2,196,907 and $1,577,705,
respectively, related to assets acquired under capital lease arrangements Included in accrued
‘compensation and other liabilities on the statement of financial condmon is $505,451 which
‘represents remaining principal payments due under capital lease obllgatlons The Company

capitalized $4,139,220 of intemally developed software costs in 2006.




BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LLC and BNY Brokerage Inc.)

Notes to Statement of Financial Condition (continued)

7. Income Taxes

Prior to the Merger the Company was included in the consohdated federal and combined
state and local tax returns filed by BNY Co. Income taxes were prov1ded for pursuant to a tax
shaning agreement between BNY and BNY Co. The Company was| included under this tax
sharing agreement. Income tax benefits were recognized to the extent such benefits could be
realized by BNY Co. inits consolidated and/or combined returns.

The deferred income taxes reflect the net tax effects of temporary differénces between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes. As of the Merger date, the net deférred tax 'liability became a
net current payable to BNY.

As of October 2, 2006, the Company is a disregarded entity forI federal, state, and local
income tax purposes. The direct owner of the Company, Convergex, is a partnership for
federal, state, and local taxes.

8. Related Party Transactions

The Company maintained a $200,000,000 committed line of credll with BNY through
September 30, 2006, which was utilized for overnight ﬁnanemg of unsettled customer
delivery versus payment and riskless principal transactions, as well as for issuance of lettérs
of credit.

The Company maintains two separate uncommitted lines of credit with BNY Co. as follows:

1) $125,000,000 secured line of credit (based on Federal Funds Rate plus 3/4%)
2) $20,000,000 unsecured line of credit (based on Federal Funds Rate plus 1/2%)

These lines are used for overnight financing of unsettled customel delivery versus payment

and riskless pnncrpal transactlons There were no amounts outstandmg as of December 31,
2006. ‘

During the year, the Company entered into a $30,000,000 uncommmed line of credit
agreement with Eze Castle Software LLC (“Eze LLC”), an afﬁllate that bears interest of 6%.
The line of credit was drawn down on October 19, 2006 to provide 'additional liquidity to the

11
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BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LLC and BNY Brokerage Inc.)

Notes to Statement of Financial Condition (continued)

8. Related Party Transactions (continued)

Company. At December 31, 2006, $10,000,000 of this line of credlt was outstanding and is
included in loan payable to Eze LLC on the statement of financial condition.

Eze LLC provides their clients with financial information exchange (FIX) connectivity
services from their order management system to the Company Included in accrued
compensation and other liabilities on the statement of financial 'condition is a payable of
$170,086 relating to these services.

The Company provides transaction clearing and management advisory services to B-Trade
Services LLC (“B-Trade™), an affiliate. Included in accrued compensation and other
liabilities on the statement of financial condition is $1,272,999 |relating to commissions
earned on unsettled trades.

The Company provides trade execution and clearing services for Westminster Research
Associates, LLC (“WRA?”), an affiliate. The Company pays a refenal fee for each trade
executed. Included in accrued compensation and other liabilities on the statement of financial
condition is a payable of $114,970 to WRA for commissions and referral fees related to such
transactions, net of receivables for expenses the Company paid on behalf of WRA.

BNY, Pershing!LLC and G-Trade Services Ltd., which are affiliates, provide trade execution
and clearing services for the Company. Included in other assets on Ithe statement of financial
condition are commissions receivable, net of associated clearing fees, of $268,284 related' to
such transactions. The Cornpany also provides trade execution servwes to Pershing LLC.

Included in receivable from brokers, dealers and clearing orgamzalmons on the statement: of
financial condition is $6,172,900 relating to securities borrowed transactions with affiliates.

The Company subleases office space to BNY and affiliates. The Company subleases office
space from BNY and affiliates.

The Company provides certain management admimstratwe and technical services to
affiliates.

12




BNY ConvergEx Execution Solutions LLC
(F ormerly BNY Brokerage LLC and BNY Brokerage Inc.)

Notes to Statement of Financial Condition (continued)

8. Related Party Transactions (continued)

The Company receives certain adm1mstrat1ve support services | from ConvergEx and
affiliates. Included in accrued compensation and other liabilities on’ the statement of financial
condition are payables of $81,382 to affiliates for miscellaneous expenses that the affiliates
paid on behalf of the Company.

‘The Company receives certain administrative support services .from BNY. Included in

accrued compensation and other liabilities on the statement of financial condition are
payables of $1,304,439, net of expenses paid by the Company on behalf of BNY, related to
employee benefits and other miscellaneous expenses that BNY paid on behalf of the
Company.

9. Subordinated Liabilities

The Company ‘maintained two separate borrowings with BNY under subordinated
agreements as follows:

1) $25,000,000 Floating rate subordinated note due 6/30/2007 (based on LIBOR plus
1.2%)

2) $75,000,000 Floating rate revolving term subordinated note due 4/30/2007 (based on
LIBOR plus 1.2%).

These bonoudnés were repaid on September 26, 2006.

On September 29, 2006 the Company entered into a new subordinated agreement with BNY
as follows: :

1) $25,000,600 Floating rate revolving term subordinated note due 9/29/2010 (based on
LIBOR plus 3.25%)

The subordmated borrowmgs are available in computmg net capltal under ithe Securities and
Exchange Commission’s Uniform Net Capltal Rule. There were ho amounts outstanding as
of December 31, 2006.

13




BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LLC and BNY Brokerage, Inc.)

Notes to Statement of Financial Condition (contmued)

10. Regulatory Requirements

The Company is subject to the SEC’s Uniform Net Capital Rule (Rule 15c3-1). The
Company computes net capital under the alternative method, which {'equlres the maintenance
of net capital, as defined, equal to the greater of $250,000 or 2% of aggregate debits arising
from customer transactions, as defined. At December 31, 2006, the Company had net capital
of $66,169,186 and its net capital requirement was $1,540, 748, lln accordance with the
requlrements of SEC Rule 15¢3-3, the Company has segregated $41, 858,935 of qualified
cash in a special bank account for the benefit of customers, w_hlch was in excess of its
required deposit-of $6,536,076.

As a clearing broker-dealer, the Company has elected to compute a reserve requirement for
Proprietary Accounts of Introducing Broker-Dealers ("PAIB") as defined. The PAIB
calculation is cornpleted to allow each correspondent firm that, uses the Company as its
clearing broker-dealer to classify its assets held by the Company, 2'13 allowable assets in the

. correspondents’ ‘net capital calculation. At December 31, 2006 the Company had $62,148, 526

of qualified cash on deposit in a Special Reserve Bank Account 'for PAIB, which was in
excess of its required deposit of $57,038,648.

11. Commitments and Contingencies

The Company 'is obllgated under non-cancelable operating leases to pay the following

minimum rentals, which will be reduced by sublease rental payments due from affiliates.

Lease Sublease Net Lease
Payments Rentals Due = Payments
Year:
2007 $ 5913,648 § 2,448,904 3 3,464,744 -
2008 5,853,078 2,469,843 3,383,235
2009 5,718,355 2, 492 419 3,225,936
2010 : 5,748,795 2, 551 S17 3,197,278
2011 . 5,819,003 2, 669 714 3,149,289
Thereafier ° 15421870 8,929,086 6,492,784

$44,474,749  $21,561,483 . $22,913,266
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BNY ConvergEx Execution Solutions LLC
(Formerly BNY Brokerage LLC and BNY Brokerage Inc.)

Notes to Statement of Financial Condition (oontinued)

11. Commitments and Contingencies (continued)
The operating leases are subject to periodic escalation charges. The Company’s operating
leases expire on.various dates between May 2008 and August 2015 Jand the subleases expire
in July 2013 and August 2015.

12. Retirement Savings Plan

All employees of the Company are eligible to participate in the retlrement savings plan of
ConvergEx, which has two components, a defined contnbuhon' proﬁt sharing plan and.a
401(k) match program The Company is required to make annual contributions to the plan on
behalf of its employees.

13. Off-Balance-Sheet Credit Risk

In the normal course of business, the Company’s customer and| correspondent clearance
activities involve the execution and settlement of various custor:ncr securities transactions.
These activities may expose the Company to off-balance-sheet risklin the event the customer
is unable to fulfill its contractual obligations. '

The Company’s customer securities activities are transacted on a delwery versus payment,
cash or margin basis. In delivery versus payment transactions, the Company is exposed to
risk of loss in the event of the customers’ or brokers’ inability. to meet the terms of their
contracts.

[n margin transactlons the Company extends credit to Customers collateralized by cash and
securities in their account. In the event the customers or brokers fail to satisfy their
obligations, the Company may be required to purchase or sell securities at prevailing market
prices in order to fulfill the obligations.

The Company’s exposure to credit risk can be directly 1mpacted by volatile securities
markets,  which may- impair the ablllty of- counterparties to satlsfy their contractual
obligations. The Company seeks to control its credit risk through|a variety of reporting and
control procedures, including establishing credit limits based upon 2 review of the customers’
financial condition and credit ratings. The Company seeks to control the risk associated with
its customer margin transactions by requiring customers to mamtaln margin collateral in
compliance with various regulatory and internal guidelines. The Ccl)mpany also monitors
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BNY ConvergEx Execution Solutions LLIC
(Formerly BNY Brokerage LLC and BNY Brokerage, Inc.)

Notes to Statement of Financial Condition (continued)

13. Off-Balance-Sheet Credit Risk (continued)

required margin levels daily and, pursuant to its guidelines, requ1r<,s customers to deposit
additional collateral, or reduce positions, when necessary.

'

In the normal course of business, the Company obtains securities under securities borrowed,
resale agreements, and custody agreements on terms which permit it to repledge or resell the
securities to others. At December 31, 2006, the Company obtained securities with a fair value
of approxlrnately $44,814,165 on such terms, for which $40,798, 700 of collateral was given
to counterparties.’ Securities with a fair value of approximately $36, 396 719 have been either
pledged or otherwise transferred to others to facilitate customer trans&ctlons

Financial Accountmg Standards Board Interpretation No. 45, “Guarantor s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of
Others”, provides accounting and disclosure requirements for certain guarantees. In the
nomal course of business, certain -activities of the Company mv'olve the execution and
clearance of customer securities transactions through clearing brokers These activities may
expose the Company to off-balance-sheet risk in the event a customer is unable to fulfill its
contractual obligation since, pursuant to the clearing agreement, the Company has agreed to

.indemnify the clearmg brokers without limit for losses that the cleanng brokers may sustain

from the clients introduced by the Company. However, the transactions are collateralized by
the underlying secunty thereby reducing the associated risk to changt':s in the market value of
the security through settlement date. As a result of the settlement of these transactions, there
were no amounts to be indemnified to clearing brokers for these customer accounts at
December 31, 2006.

ConvergEx and Eze Castle issued approximately $700 million of deb‘t in conjunction with the
Merger transaction. ConvergEx’s membership interest in the Company was pledged as
security against the debt.




