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AFFIRMATION ;
|
|

1

i
E I Angelo Bulone, affirm that, to the best of my knowledge and belief, the accompanymg ﬁnanlmal statements and

supplementary schedules pertaining to AlterNet Securities, Inc. for the year. ended December 31, 2006 are true
and correct. I further affirm, that neither the Company nor any officer or director has any propnetary interest in
any account classified solely as that of a customer. i
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ALTERNET SECURITIES, INC.
{A wholly owned subsidiary of Investment Technology Group, Inc.)

Statement of Financial Condition
December 31, 2006

{With Independent Auditors’ Report Thereon)



KPMG LLP = |
345 Park Avenue ;
New York, NY 10154 |

Y
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|
INDEPENDENT AUDITORS’ REPORT;
i

Board of Directors |
AlterNet Securitics, Inc.: ;
. " {

|

We have ‘auditcd the a;companying statement of financial condition of AlterNét Securities, Inc. :(the “Company™) {(a
wholly owned subsidiary of Investment Technology Group, Inc.} as of December:31, 2006, that ym'Lx are filing pursuant
to Rule l'{a-S under the Securitiés Exchange Act of 1934, This statement of ﬁna‘pcial condition is :Ehe responsibility of
the Company’s management. Qur responsibility is to express an opinion on-this ‘Istatemem of financial condition based

on our audit. : l
- b

We conducted our audit in accordance with auditing standards generally acccﬁtcd in the United:i States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the statement
of financial condition is free of material misstatement. An audit includes consideration of internal c%ntrol over financial
reporting %15 a basis for:designing audit procedures that are appropriate in the circ:umstances, but né't for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, évidence supporting the amounts and
disclosures in the statement of financial condition, assessing the accounting pﬁﬁcip!es used and significant estimates
made by :lnanagcmcnl, afs well as evaluating the overall statement of financial condition presentalilém. We believe that
our audit [lJI‘OVidCS 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 [lrosition of AlterNet Sccurities, Inc. as of December 31, 2006, in conformity with u.s! generally accepted

accounting principles. . .
!
KPMe WP |
L
|
1 .

March 30,2007 - ° ' - ' ;

KPMG LLP. a U.S, limited lability partnership, is the U.5.
mamber firm of KPMG international, a Swiss coaperative.




Statement of Financial Condition-

December 31, 2006

Assets +
Cash and cash equwalents

Receivable from clearmg broker *
Securitieslowned, at fair value

Total assets

Liabilities and Stockholder’s Equity

Llabllltles
Accounts payable and accrued expenses
Payablc to clients .,
]ncome taxes payable to Parent
Due to affiliates

Total liabilities !
Commitments and contingencies
o

I

Stockholder s equify: 5
Common stock, $0.0 ll par value; 1,000 shares authorized,
1ssued and outstandmg
Addmonal paid-in capital
Retained earnings
Total stockholder’é equity

I .
Total liabilities and stockholder’s equity
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ALTERNET SECURITIES, INC!
. (A wholly owned subsidiary of Investtnent Technology Group, Inc.)

|
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: ‘See accompanying n_étes,_to Statement of Financial Condition.
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73,529,810
894,810

4,470,805

47,578
11,601
4,045
848,652

911,876

10
3,000,000
558,919

4,470,805

46,185

3,558,929
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. Organization and Basis of Presentation j‘ o ‘ -

|
ALTERNET SECURITIES, INC.‘
(A wholly owned subsidiary of Investment Technology !Group, Inc.)
Notes to Statement of Financial Condition
December 31, 2006 |

AlterNet Secuntles, Inc. (the “Company™) is a, broker—dealer regrstered with the- Secuntles and Exchange
Commlsswn (“SEC”) and is a member of the Natmnal ASSOClatlon of Secuntles Dealers [nc (“NASD”) The
Company isa Delaware Corporation that is a wholly owned subsrdlary of lnvestment Technology Group, Inc.
(the “Parent”). The Statement of Financial Condition and accompanymg notes are preparedlm accordance with
accounting pnncnples generally accepted in the United States of America (“U S. GAAP™).

l

Thue Company is. ;engaged in a singie line of business as a securities broker providing other broker-dealers an
opportunity to facrlltate securities transactions using ITG Inc.’s (“ITG”) POSIT® suite of products an electronic
stock crossing system which provides liquidity, confidentiality and low| transaction costsi The Company’s
COlnmlSSlon revenues are dependent principally on the continued success of ITG’s POSIT stite and the level of
interest of the Company s broker-dealer customers in ITG’s POSIT suite of, ‘products.

'I‘ho Company, m connection with its activities as a broker-dealer, does not hold funds or securities for

‘ customers Accordmgly, the Company is exempt from SEC Rule 15¢3-3 pursuant to provnslon (k)(2)(ii) of such

rule.

Summary of Siéniﬁe_ant Accounting Policies
Use of Estimates |

The preparation of the Statement of Financial Condition in accordance with U.S. GAAP requlres management to
make estimates and assumptions that affect the reported amounts of assets liabilities, revenues and expenses,
and the disclosure of contingent assets, liabilities, revenues and expenses. rlﬂlctual results could differ from those
estimates. !

Cash and Cash Equlvalents

The Company. has defined cash equivalents as highly liquid. investments, with original matunnes of less than
nmety days, Wthh are part of the cash management activities of the Company. Included in cash and cash
equwalents on the Statement of Financial Condition at December 31, 2006, are money market mstruments and
cash totalmg $2, 189 867 and $1,339,943, respectively. !

Fair Value of Fi mancial Instruments

1l

Substantlally all of the Company’s financial instruments are carried at fair value or amounts approxlmatmg fair
value Cash and cash equivalents and receivable from clea.rmg broker are'carried at fair value. Liabilities are
carried at amounts approxrmatmg fair value.

Securities Transacllons

Recuvable from’ clearmg broker consists_ principally of commissions recelvable from secuirlties transactions.
Secuntles transactlons are recorded on a trade date basis. The Company clears all securities transactions through
its clearmg broker, Jeffenes & Company, Inc., on a fully dlsclosed basrs

Securities owned consrst of shares of NASDAQ Stock Market lnc w1th a fair value of $46,185.
I A -t
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ALTERNET SECURITIES, INC. | 'll
" (A wholly owned subsidia.ry" of Investment Technology Group, Inc.) :
l

Notes to Statement of Financial Condition l

December 31, 2006 ‘

[»
[}
: i
i !
I !

Income Taxes

Th:: Company is.included in the consolidated federal, state and local mcome tax returns |of the Parent. The
Company is charged or credited with an amount equal to its separate tax llablhty or benefit as if it were filing on
an individual company basis. . |

lncome taxes are accounted for on the asset and liability method. Deferren‘i tax assets and l:abllmes if any, are

recogmzed for the future tax consequences attributable to differences between the Statement of Financial
Condltlon carrymg amounts of existing assets and liabilities and their respectlve tax bases. !Deferred tax assets
and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which the
temporary dlfferences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that mcludes the enactmentldate A valuation
allowance is recorded against deferred tax assets if it is more likely than not that such assets will not be realized.

At December 31, 2006, there were no deferred taxes. l i‘
-, i |

|
| B
- l'
Amounts due for income taxes are payable to the Parent, and are included i m income taxes payable to Parent on

the Statement of Financial Condition at December 31, 2006. ; i

! ' :

(4) Related Party Transactions | i
| i

Pursua.nt to a Services Agreement with ITG, certain sccurities trading serv1ces admlmstratlve services, and the

use of certain office space in connection with the Company’s operations are prowded by ITG. !

(3) Income Taxes

|
- Pursuant to an lntangtble Property License Agreement with an afﬁllate, ITG Software Solutions, Inc.
(“lTlJSSI”) the Company paid ITGSSI license fees for the use of its technology “

The Company entered into a services agreement with ITG Global Productlon, Inc. (“lTGGPl” , in which

ITG(JP] provides serv1ces to the Company in connection with the productlon data center{and manages the

disaster recovery services contract. l |
, |

In the normal course of business, the Parent and/or ITG may receive and disburse cash }on behalf of the

Company This net. activity is reflected in due to affiliates on the aeeompanymg Statement of Financial

Condition at December 31, 2006. \ '

! i
All employees of the Company are covered by the benefit plans of the Parent or IITG‘ i

In 2006, the Company paid cash dividends of $350,000 to the Parent.

(5) Off-Balance Sheet Risk and Concentrations of Credit Risk { [
I

In the normal course of business, the Company is involved in the executlon of various mstltutlonal customer
securmes transactions. Securities transactions are subject to the credit nsk of counterparty or customer
nonperformance However, transactions are collateralized by the underlymg securities, thereby reducing the
assocmted risk to changes in the market value of the securities through settlement date. Therefore the settlement
of these transactions is not expected to have a material effect on the Company ] Statement of Financial
Condition. It is also the Company’s policy to review, as necessary, the credit worthiness of cach counterparty
and ctistomer. i

| |

4 !

t |
' | |
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‘ ALTERNET SECURITIES, I_NC.‘
; {A wholly owned subsidiary of Investment Techno.logy Group, Inc.)
' Notes to Statement of Financial Condition

December 31, 2006 |

Fmancml mstruments that potentially subject the Company to concentratlons of credlt nsk are pnmanly cash and

cash equivalents,receivable from clearing broker, and securities owned, at’ falr value, Cash and cash equwalents
i ' |

and securities owned at fair value are deposited wnh high credit quality fi nanclal mstltutlons

v b

(6) Net Capital RetF]uirement _ : ' IR

Thc Company 1s subject to the SEC Uniform Net Capital Rule (SEC Rule 15¢3- -1), which requires the
mamtcnance of mmlmum net capital and requires that the ratio of aggregate indebtedness to,net capital, both as
det‘ ned, shall not exceed 15 to 1. The Company has elected to use the basic method perrmrted by SEC Rule
15:.3 1, which requ:res that the Company maintain minimum net capltaI as defined, equal to the greater of
$100 000 or 6 %% of aggregate indebtedness.

At December 31, 2006 the Company had net capital of $3,420,204, which was $3,320,204 in excess of required net
capltal of $100,000. The Company’s ratio of aggregate mdebtedness to net capltal ratio was 0.27 to 1.

B
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