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AFFIRMATION

| ;
I, Angelo Bulone, affi rm that to the best of my knowledge and belief, the accompanying financial statements and
B supplementary schcdulcs pertaining to Blackwatch Brokerage, Inc. for the year ended December 31, 2006 are true
) and correct. | further affirm, that neither the Company nor any officer or director has any proprietary mterest in

Signature

any account classified solely as that of a customer.

‘ Managing Director, Controller
Title

Thosh, Foconi
N%ry (\kb]nc

:
AGALLY ROSARIO
WU TARY PUBLIC, State of New York
Reg. No. i::momss-um '
- ~ Qualified in Kings County
+ "1y Commission Expires October 3, 2000
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i Independent Auditors’ Report . o

. a
The Board of Directors )
Blackwatch Brokerage Inc.:

We have audited the accompanying statement of financial condmon of Blackwatch Brokerage Inc. (the
Company) (a wholly owned subsidiary of The Macgregor Group, Inc.) at December 31, 2006, that you are
filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. This statement jof financial

condition is the respon81b1hty of the Company’s management. Our responsibility is to express an oplmon
on the statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United 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 mternal control over financial reporting as a basis for des1gmng audit procedures that are
appropriate in the cncumstances but not for the purpose of expressing an opinion on the effectiveness of
the Company’s mternal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes exammmg, on a test basis, evidence supporting the amounts and disclosures in the
statement of ﬁnanc:al condition, assessing the accounting principles used and significant estlmates made
by management, as well as evaluating the overall statement of financial condition presentation. We believe
that our audit prowdes a reasonable basis for our opinion.

_In our opinion, the; statement of financial condition referred to above- presents fai:ly, in all material
respects, the financial position of Blackwatch Brokerage Inc. as of December 31, 2006, in confonmty with

U.S. generally accepted accountmg principles.

| ICP'V(G u:P'“

March 30, 2007

KPMG LLP. a \1.5. limited liability partnership, is the LS.
mermber firm ol KPMG Internaticnal, 8 Swiss cooperativa.
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’ BLACKWATCH BROKERAGE INC. ;
(A Wholly Owned Subsidiary of The Macgregor Group, Inc.) :

| Statement of Financial Condition
December 31, 2006 '

r .
t- L : Assets : ,

" Cash and cash equwalents _ ’ . e $ 16,233,930
Receivables from brokers and dealers (net of-allowance o ‘ - ‘ :
915,542

for doubtful accounts of $84,367) . ‘!
Securities owned, at fair value : . ) ) L 76,975
Due from affiliate ' o : v 70,442
Deferred tax asset ' ' o : b 6,516
Other assets ) _ - o, 12,178
Total assets - . $ 7,315,583
Liabilities and Stockholder’s Equity |
Liabilities: . .
Accounts payable and accrued expenses i $ 46,306
Due to Parent and affiliates - ' 1,860,500
Deferred tax Habilities] . : L 7,307
Total liabilities | | " 1,914,113
Commitments and'contingencies
Stockholder’s equity: '
Common stock, $0.01 par value; 3,000 shares authorized; o
1,000 shares issued and outstanding : .10
Additional paid-in capital : ’ '1,364,931
Retained earnings - . 7 ' 4,036,529
Total stockholder’s equity : ‘ 5,401,470

Total liabilities and stockholder’s equity- $ 7,315,583

" See accompanying notes to financial statements.
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BLACKWATCH BROKERAGE INC.
(A Wholly Owned Subsidiary of The Macgregor Group, .Inc.)
l Notes to Statement of Financial Condition
l December 31, 2006

Orgamzatlon

Blackwatch Brokerage Inc. {the Company) is a broker-dealer registered ‘with the Securities and Exchange
Commission (SEC). land is a member of the National Association of Securities Dealers, Inc. (NASD). The "
Company is a wholly owned subsidiary of The Macgregor Group, Inc. (the Parent), a pr0v1der of trade
order management technology for the financial community. On January 3, 2006, the Parent was acquired
by Investment Technology Group, Inc. (ITG Group), which is principally a specialized agency brokerage
and technology firm that partners with clients globally to provide innovative solutions spanning the entire
investment process. ITG Group combines pretrade analysis, order management, trade execution, and post-
trade evaluation to provxde clients with continuous improvements in tradmg and cost efficiency.

The statement of ﬁnancml condition ‘and accompanying notes are prepared in accordance with US.

' generally accepted accountmg prmc:ples (U.S. GAAP)

The Company is enlgaged in a single line of business as a securities broker and generates transaction
revenue through agreements with certain alternative trading systems, electronic communications networks
and other broker-dealers The Company also derived commission revenue via a soft dollar agency
brokerage business from an institutional client base who were also users of the Parent’s technology
products. On June 1, 12006, the Company’s. soft doliar agency brokerage business was combined with that
of ITG Inc., an afﬁhate company. As part of this transaction, the Company sold certain: assets and
liabilities at book value to ITG Inc. that were associated with the operation of the soft doliar agency
brokerage business. .

The Company, in connectlon with its activities as a broker-dealer, does not hold funds or securmes for
customers, and accordmgly the Company is exempt from SEC Rule 15¢3-3, pursuant to provmon (k)(2)(i1)
of such rule. i .

Sum-mary of Signifiéant Aceounting Policies
(a) Use of Est:mates .

The preparatlon of the statement of financial condition in accordance with U.S. GAAP requires
management tol 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.
Actual results clould differ from those estimates. )

(b) Cashand Cash Equivalents

The Company has defined cash and cash equlvalents as highly liquid investments, with original
maturities of less than- ninety days, which are part of the cash management activities of the
Company. \

Included in cash and cash equnvalents at Decernber 31 2006 is $5,359,000 of -shares in a money
market fund.
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BLACKWATCH BROKERAGE INC.
(A Wholly Owned Subsidiary of The Macgregor Group, Inc.)
Notes to Statement of Financial Condition
December 31, 2006

1

[
Fair Value of Financial Instruments '

. |
Substantially !all of the Company’s financial instruments are- carried at fair value’or amounts
approximating fair value. Securities owned at fair value are marked to market based upon
independent published prices. Cash and cash equivalents and receivables from brokers and dealers
are carried at estimated fair value or contracted amounts that approximate fair value due to the short

period to matl‘lnty Srmrlarly. liabilities are carried at amounts approxrmatmg fair value.

Revenue Recogmuon

Receivables from brokers and dealers consist of transaction receivables, net of an allowance for
doubtful accounts which is determined based upon management’s estimate of the collecnblllty of
such recelvab}es

In connectioniiwith the soft dollar agency brokerage business, the Company accrued a portion of the
commissions received from the clearing brokers in anticipation of future soft dollar payments for
research costs The -average amount accrued was approximately two-thirds of the level of gross
commiissions pald on the transaction by the customers to the clearing brokers.

Securities owned at fair value at December 31, 2006 consist of common stock.
Marketable sebuﬁties owned are valued using market quotes from third parties.

I
Income Taxes

The Company is included in the consolidated federal, state and local income tax retums of ITG
Group. The Ciompany is charged or credited with an amount equal to its separate tax liability or
benefit as if it were filing on an individual company basis.

Income taxes zlare calculated and are recorded in the Company’s results based upon the application of
Statement of | Fmancml Accountmg Standards (SFAS) No. 109, Accounting for Income Taxes.
SFAS No. 109 requires the use of asset/liability method of accounting for income taxes. Deferred tax -
assets .and llabllrtles are recognized for the future tax consequences attributable to'differences

~ between the ﬁnancral statement carrying amounts of existing assets and liabilities "and their

respective tax bases Deferred tax assets and liabilities are measured using enacted tax rates expected
to apply to taxable mcome in the years in which the temporary differences 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 includes the enactment date. A valuation allowance is
recorded against deferred tax assets if it is more likely than not that such dssets will not be realized.

| _

- Recent Accoumfmg Pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48, ““Accounting for Uncertamty in Income

" Taxes” (FIN 48”) FIN 48 is an interpretation of SFAS No. 109 “Accounting for Income Taxes,”

which seeks to reduce the diversity in practice associated with certain aspects of measurement and
; - .
1 " 4
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BLACKWATCH BROKERAGE INC.

(A Wholly Owned Subsidiary of The Macgregor Group, Inc.)
| | Notes to Statement of Financial Condition

|  December 31, 2006

L

recognition in; accounting for income taxes. This interpretation provides that the tax effects from an’
uncertain tax position can be recognized in our financial statements only if the position is more likely

than not of bemg sustained on audit, based on the technical merits of the position. In addition, FIN - -

48 requires expa.nded disclosure with the respect to the uncertainty in income taxes and is effective
January 1, 2007. The Company is currently in the process of finalizing our analysis of the impact of
adopting FIN ‘48 and the Company believes it will not have a material impact on the financial
i t
Related-Party Transactions ‘
I

The Company rcimburses the Parent for providing administrative and support services to the Company.
These services inclu;de', but are not limited to, office space, telephone services, computer services, internal
accounting, payroll, lutilities, and other miscellaneous services.

The Company entered into a revenue sharing agreement with ITG Inc., in which the Coropany earns
transaction rcvenuelbasecl on the volume of shares traded via links between the Parent’s technology .
product and ITG Inc. .

Income Taxes :

Amounts due for i income taxes are payable to the Parent and are included in due to Parent and affiliates in
the statement of financial condition. As of December 31, 2006, the Company is liable to the Parent in the
amount of $1,123, 636 for income taxes.

At December 31, 2006 a federal deferred tax asset and a state and local deferred tax liability of $6,516 and
$7.,307, reSpecuvcly,| were recorded on the statement of financial condition.

Concentrations of Credit Risk

The Company is engaged in various brokerage activities in which the counterparties are other broker-

dealers. In the event’ -counterparties do not fulfill their obligations, the Company may be exposed to risk.
The risk of default depends on the creditworthiness of the counterparty or issuer of the instrument. It i is the

.Company's policy to irewew as necessary, the credit standing of each counterparty.

Net Capltal Requlrement

The Company is subject to the SEC Uniform Net Capital Rule (SEC Rule 15¢3-1), which requ1res the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net capital,
both as defined, shall not exceed 15 to 1. The Company has elected to use the basic method permitted by
SEC Rule 15¢3-1, Whlch requires that the Company maintain minimum net capital, as defined, equal to the
greater of $5,000 or 6%4% of aggregate indebtedness.

‘At December 31, 2006 the Company had net capital of $4, 494 147, which was $4,366,539 in excess of

reqmred net _capital of $127,608. The Company § ratio of aggregate indebtedness to net caplta] ratio was

o . END




