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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: _ - OEFICIAL USE ONLY
Vista Research Brokerage, Inc
FIRM 1.D. NO.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) -
55 Water Street — 49" Floor
. {Ho. and Strawt) .
New York ! NY 10041
" city) (State) (2p Codé)

NAME AND TEL EPHONE NUMBER QOF PERSON TO CONTACT IN REGARD TO THIE REPORT
Stanton Green: <  212-438-4201 L

{Area Code -~ Telébhone No.}
£

-+

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contamed in thls Report‘ 1
Ernst & Young LLP - J

{Name'- of individual, stale fas!, first, middie namse) . !

5 Times Square _New York NY 10036
s | =3 PROCES&ED
CHECK Cé?ﬁ: 1
Certified Public Accountant . ‘ >
8 Publlc Accountant AP-R 1 3 200?
O Accountant not resident in United States or any of |ls possessions. THOMSON
TH
FOR OFFICIAL USE ONLY FINANCIAE

i

*Claims for exem;ﬁtion from the requirement that the annual report be covered by the opinion of an indepandent public accountant
must he supported by a statement of facts and cireumstances refied on as the basis for the exemption. See section 240.17a-5(e){2).

Potential persons who are to respond to the collection of
information contained in this form are not required to respond
unless the form displays a currently valid OMB control number, -

SEC 1410 (06-02) ' ‘ 65




P r\;

'\ e

Stanton Green

OATH OR AFFIRMATION

, swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statements and supporting schedules Jpertaining to the firm of

v

Vista Research Brokerage, Inc: ! , as

Decernber 31 20 06

, are true and correct. | further swear (or affirm) that

neither the c'ompany nor any partner, proprietor, principal officer or director has any proprietary intere_zist in any account
classified sol'ely as that of a customer, except as follows:

%5‘&\5

Signature
Q@m At .f '
, . Title ;
hﬁMM 30 l;&wﬁo LORRAINE H. LEWIS = W ;{'f.;,
Notary Public No. D:';‘g}tgg agg”c(flusalﬁ}%gtlr? %‘:ozgﬂ(‘:ounty , o N
Eertmcate filed in New York Cou J@ L by T AT
emmisslon Expires June 2, 20 ot N L
This report *7 contains (check all applicable boxes): ' t’f‘, :‘.‘ o ' "J ; ‘%&
(@) Facing Page. | SRR T
Iﬂ/(b) Statement of Financial Condition. ‘{';'*-.’:' Cel q__-»':\
(¢) Statement of Income (Loss), . -
E)/ (d) Statement of Cash Flows.
d (e) Statemem of Changes in Stockholders’ Equity or Pariners’ or Sole Proprietor's Capital,
0 Af) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(9} Cqmputanon of Net Capital.
O (h) = Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3. '
O () Information Relating to the Possession or Control Requirements Under Rule 15¢3-3. )
o gy A Reconcmatlon including appropriate explanation, of the Computation of Net Capital Under Ru[e 15¢3-1 and
the Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods
of consolidation.
J([) An Oath or Affirmation.
Om A r'opy of the SIPC Supplemental Report.
O @m A 1epon describing any material inadequacies found to exist or found to have existed since the date of the
prewous audit.
{0) Ingiependent auditor's report on internal control.
a m Sc“hedule of segregation requirements and funds in segregation - customers’ regulated commodity futures

account pursuant to Rule 171-5.

'

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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i’l ERNST& YOUNG & Ernst & Young up ' .l Phone: (212) 773-3000

5 Times Square

Www.ey.com
New York, New York|10036-6530

Report of Independent AuditorsI

To the Shareholder ’ !
of Vista Research Brokerage, Inc.

We have audited the accompanying statement of financial condition of Vista Research
Brokerage Inc. as of December 31, 2006, and the related’statements of operations,
-changes in shareholder’s equity, and cash flows for the year then ended. These financial
statements are the responsibility of the Company’s management Our respon81blllty isto
express an opinion on these financial statements based on our audit.

l
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 financial statements are freelof material .

mlsstatement We were not engaged to perform an audit of the Company’s internal

control over financial reporting. Qur audit included cons1deratlon of mterna] control over -

financial reporting as a basis for designing audit procedures lthat are appropnate in the
circumstances, but not for the purpose of expressing an oplmon on the efféctiveness of
the Chmpany s internal control over financial reporting. Accordmgly, we express no such
oplmon An audit also includes' examining, on a test ba315 evidence supportmg the
amounts and disclosures in the financial statements, assessmg the accountllng principles
used Iand significant estimates made by management, and evaluatlng the ove'rall financial
staternent presentation. We believe that our audit provides a reasonable basis for our
oplmon

In our opinion, the financial statements referred to above present fairly, m all matertal
respects the financial position of Vista Research Brokerage, Inc at Decernber 31, 2006,
and the results of its operations and its cash flows for the year then ended in conformity
with U.S. generally accepted accounting principles.

Our audlt was conducted for the purpose of forming an opmlon on the basic financial
statements taken as a whole. The information contained in Supplemental Schedules I and
IIis presented for purposes of additional analysis and is not a required part of the basic
financial statements, but is supplementary information requlred by rule 172-5 under the
Secu’ntles Exchange Act of 1934. Such information has beeh subjected to: the audltmg
procedures applied in our audit of the basic financial statements and, in our opinion, is
falrlyli stated 1n all matenal respects in relation to the basic financial statements taken as a

whole. M M'aﬁ fp

March 27, 2007

A member firm of Ernst & Young Global Limited 1




~ December 31, 2006

Assets
Cash
Securities

Receivable from clearing broker
Deferred tax asset

Other assets

Total assets

Llabllmes and shareholder’s equity
Llablhtles
Accounts payable and accrued expenses
Due to Parent
Total llabllmcs

Shareholder S equity:
Common stock, $1.00 per value — 10,000 shares authorized,
1ssued and outstanding
Addmonal paid-in-capital
Accumulated deficit
Total shareholder s equity
Total liabilities and shareholder’s equity

See accompanying notes.

Vista Research Brokerage, Inc.

|

Statement of Financial Condition

$

143,118
1,004,044
25,684
10,305
19,337

3

1,202,488

$

66,915
190,606

I $

257,521

10,000
1,133,340
(198,373)

944,967

|

$ 1,202,488




Revenues
Commistsic'ms

Interest income
Total re\'renues

Expenses

. Employée compensation
Professional fees
Clearance fees

Cost of research

Rent

Other expenses

Total operating expenses

Loss befi‘ore taxes

Income tax benefit
Net loss

See accolvmpanying notes.

Vista Research Brokerage, Inc.

Staternent of Operations

Year Ended December 31, 2006

$ 93,000
. 52,333

145,333

$ 157,922
133,606
18,739
11,814
9,503
20,243

$ 351,827

(206,494)
(90,577)

$(115,917)




Shareholder’s equity at January 1, 2006

Net loss

Shareholder’s equity at December 31, 2006

See accompanying notes. i

Vista Research Brokerage, Inc.

Statement of Changes in Shareholder’s Equity

Year Ended December 31, 2006

$ 1,060,884
(115,917)

3 944,967



Statement of Cash Flows

Year Ended December 31, 2006

Cash flows from operating activities

Net loss| _

Deferred tax benefit

Ad_]ustments to reconcile net loss to net cash provided by

operatlmg activities:

Decrease in securities
Incrt,ase in receivable from clearing broker
Decrease in other assets
Incrt.ase in accounts payable and accrued expenses
Increase in due to Parent

Cash pmvrded by operating activities

Cash
Begmmng of year
End of year

Supplemental dlsclosures of cash flow information
Income taxes paid by The McGraw-Hill Companies, Inc.

See accompanying notes.

Vista Research Brokerage, Inc.

P T T —

$ (115917)

5,153

5,017
(16,718)
51,895
60,716

34,010

24,156

118,962

$

143,118

$

6,629 .




| Vista Research Brokerage, Inc. L

Notes to Financial Statements

December 3 1, 2006

1. Organization and Nature of Operations

Vista Research Brokerage, Inc. (the “Company ) is 2 wholly owned subsidiary of Vista
Research Inc., (the “Parent™), which is in turn owned by The [McGraw- Hrlquompames Inc,
(“McGraw-Hlll”) The Company is a Delaware corporation that was 1ncorporated on September
25, 2003 The Company is a broker-dealer registered with| the Securltles and Exchange
Comm1ssmn (“SEC”) and is also a member of the Natlonal Association of Securities Dealers,
Inc. (“NASD”)

The Parent provides research related services for the Company’s customers. The Company earns
income from commissions charged to customers for transactlons in secuntles The Company
introduces all of its customer transactions, which are not reflected in these financial statements, -
to a cleahng broker, which clears such transactions on a “fully disclosed” basis.

In addition, the Company has the right -to pursue collectlon or performance from - the
counterpartles who-do not perform under their contractual obllgatlons The C,ompany monitors
the credit standing of the clearing broker and all counterparties with which it conducts business.

2, Significant Accounting Policies

Use of Estimates

The preparation of financial statements in confoi'mity with generally accepted accounting
_pnnmples in the United States of America requires management to make estimates and
assumptlons that affect the reported amounts of assets and Ilablhtles and dlsclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expt| :nses during the reporting period. Actual results could differ from those estimates.

Receivable from Clearing Broker ‘

Receivable from clearing broker represents commissions and recelvables ﬁom the Company’s
cleanng] broker. The Company is. subject to credit risk should the clearing broker not pay the
recelvab]es from clearing broker balance reflected on the statement of ﬁnancnal condition.
However the Company does not anticipate non- performance by this counterparty The carrying
value approximates the fair value as the receivable is short-term and interest bearing.

|
'




Vista Research Brokerage, Inc.

Notes to Financial Statements (éont|inued)

2. Significant Accounting Policies (continued)

-Commissions and Clearance

|
|
f
. . ) ]' -
Commission revenues and clearance fees are recorded on a trade-date basis.
Securities

|
|
Securities consist of an investment in a money market fund value? at fair market value.
J
i

Income Taxes

The Company accounts for income taxes in accordance w1th Statement of Fmanc1al Accounting
Standards No. 109, “Accountmg for Income Taxes.” The statement requires that deferred taxes
reflect tz:ix consequences in future years of differences between! the financiat ' reportmg and tax
bases ofjassets and liabilities.

The provision for income taxes is based on earnings reported' in the ﬁn'anc”ial statemients. A
d(-:ferre,d| income tax asset or liability is determined by applying currently enacted tax laws and
. rates to the temporary differences.

3 Income Taxes

A reconcnhanon of the U.S. statutory rate to the Company s |effective tax rate for financial

repomng purposes follows: |
U.S. statutory rate : 35.0%
Effect of state and local income taxes 11.4%

Effective tax rate 46.4% .




Vista Research Brokerage, Inc.

Notes to Financial Statements (continued)

3. Income Taxes (continued)

The benefit for taxes on loss consists of the following:

Federal |
Current ($72’2i52)
Deferred 31887 -
Total federal ' ($68,365)

F
State and local ,
Current | ($23,478)
Deferred ] ‘ T 1,266
Total state and local ($221212)

Total benefit for taxes : £$901577!'

The Company s loss before taxes is included in the consohdated federal income tax return of
McGraw-Hr]I McGraw-Hill files separate state and local tax retums on behalf of the Company.

Income itax payments made or benefits received by McGraw—Hlll as part of the consolidated
federal tax return or separate state and local tax returns, are charged or credlted to the Company
through (an 1ntercompany account by McGraw-Hill when the tax liability for purposes of filing
the tax return is determined.

The deferred tax asset at December-31, 2006 of $10,305 relates to start-up costs of the Company.

4. Related Party Transactions

The Pallent and McGraw-Hill provide the Company with- cerltam .general and administrative
services, including financial, marketing, sales, payroll, accounts payable and ‘other corporate
ﬁmotlons The Parent and the Company have entered mto Expense Sharm'g Agreements by
which tlile Company reimburses the Parent for certain services provrded by the Parent, including
those prov1ded by McGraw-Hill and charged to the Parent The expense of the annual
mdependent audit in. excess of $50,000 will be fully absorbed by the Parent or by McGraw-Hill.
The Company 1s'also charged a portlon of the rent and other expenses related1 to the use of that
space occupied by the Parent and the Company ’ :




Vista Research Brokerage, Inc.

Notes to Financial Statements (contiinued)

4, Related Party Transactions (continued)

At December 31, 2006, the Parent charged expenses of $190,606 to the Company, and the
related hablhty is reflected as Due to Parent on the Statement of Financial Condition.

5. Ol'f-balance Sheet Risk and Concentration of Credit Risk

In the norrnal course of business, the Company s customer actlvmes 1nvolve the execution,
settlement and financing-of various customer securities transactlons Pursuant to clearance
agreements the Company introduces all of the securities transactlons to-its cleanng broker on a
fully-dlsclosed basis. In accordance with these clearance agreements all of .the customers’
- money balances and security positions for these transactions arc carried on"the books of the

' clearing|broker. Under certain conditions, as defined in the clearance agreements the Company
has agreed to mdemmfy the clearing broker for losses, if any, ]whlch the clearmg broker may

sustain from carrying securities transactions introduced by the Company. These activities may -

also expose the Company to off-balance sheet risk in the event the customer or ! other brokers are
unable to fulfill their contracted obligations and ‘the Company has to purchase or sell the
f'mancml instrument underlying the contract at a loss. In accordance with mdustry practice and
regulatory requirements, the Company and the clearing broker monitor |collateral on the
securities transactions introduced by the Company.

6. Regulatory Requirements

The Company is subject to the Securities and Exchange Comnnssmn s Umform Net Capital Rule
(Rule 1.>c3 1) which requires the maintenance of minimum net cap1tal as defined. The Company
has’ elected to use the aggregate indebtedness method permltted by the rule{,‘ under which the
Company s minimum net capital requxrement is $5,000 or 51x and two ]tlurds percent of-.
aggregate ‘indebtedness, whichever is greater. At December 31 2006, the Company had net
capital, as defined, of approximately $870,000, which was $852,000 in excess of the minimum
net capltal rule requirement.
|

The Company claims exemption under the exemptive prov151ons of Rule 15¢3-3 under paragraph

(k)(2)(n) because, as an introducing broker, it clears all transactlons with and for customersona -

fully dllsclosed basis with.its clearing broker, and promptly transmtts all customer funds and
securities to the clearing broker.

|
I8 9
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; Suppleental Schedule I

Vista Research Brokerage, Inc.

i

Computation of Net Capital Under Rule 15¢3-1

of the Securities and Exchange Comrmssnon
| !
December 31, 2006 | |‘
! |
Computation of net capital i
Total shareholder’s equity i $ 944,967
* Deductions and/or charges: ;
Nonallowable assets: !
Recewablc from broker $ 25,684
Deferred tax asset 10,305
Other assets ' 19,337
Total deductlons and/or charges 55,326
- Net capltal before haircuts on securities positions 889,641
Haircuts on securities — (money market fund) 120 081
I
Net capital ' $ 869,560
: !
Compuhltlon of net capital requirement
Mlmmum net capltal requirement (greater of $5,000
or 6 2/3% of aggregate indebtedness) $ 117,166
i
Excess net capital $ 852,394

The abave computation of net capital differs from the net capital computation prevrously filed by
the Company on its Form X-17-5, Part Il as of December 31, 2006 Siled with the Securities and .
Exchange Commission and the National Association of Secuntles Dealers, Inc. on January 22,
2007 as shown in Schedule 14, |

i
r

| 10




As reported in FOCUS report (unaudited)

Income tax
Taxes payable
Accrued expenses

Net capital as reported on Schedule I

Vista Research Brokerage, Inc.

Reconciliation of the Company’s Computation

Supplemental Schedule IA

Included in Part ITIA of Form X-17A-5
December 31, 2006
1
1
Stockholder's , . _Aggregate
- Equity Net Capital Indebtedness

$ 914,678 $ 770,408|| $ 0

(5,153) ) -

35,186 35,186, -

0 68, 970 -

256 (5, 004) -

$ 944967 | $ 869,560| $ 0

The Net;Capital computation on Schedule I differs from the computanon filed by the Company

on January 22, 2007 on Form X-17A-5 due to the dbove stated aabustments

- Deferred taxes
I

11
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Suppler'ilental Schedule I1

Vista Research Brokerage, Inc.

Statement Regarding Rule 15¢3-3

December 31, 2006

The'Corlnpany is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under
~ paragraph (k)(2)(ii) of that Rule.
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i’l ERNST &YOUNG & Ernst & Young uip .:'{ Phone: {212) 773-3000

5 Times Square . WWAV.EY.Com
New York, New York 10036-6530

Supplementary Report of Independent Auditors on Internal Control
Required By SEC Rule 17a-5

To the Board of Directors and Shareholder of 1 :
Vista Research Brokerage, Inc. |

In planning and performing our audit of the financial statements of Vista Research
Brok'erage, Inc. (a wholly owned subsid:ary of Vista Research Inc.) . (the “Company”),
of and for the year ended December 31, 2006, in accordance with audmng standards
generally accepted in the United States, we considered its 1ntemal control over financial
reportmg (“internal control”) as a basis for designing our audltmg procedures for the
purpose of expressmg our opinion on the financial statements but not for the purpose of
expressmg an opinion on the effectiveness of the Cornpany s internal control.
Acco'rdmgly, we do not express an opinion on the effectiveness of the Company’s
internal control. |

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC),
we have made a study of the practices and procedures followed by the Company
mcluldmg tests of such practices and procedures that we 'considered relevant to the
ObjeCt]VCS stated in rule 17a-5(g) in making the periodic computatlonslof aggrepate
indebtedness (or aggregate debits) and net capital under|rule 17a-3(a)(11) and for
deterhllnlng compliance with the exemptive provisions of rule 15¢3-3.| Because the
Company does not carry securities accounts for customers or Iperf'orm custodlal functions
relatmg to customer securities, we did not review the practtces and procedures followed
by the Company in any of the following: ‘
1. Making quarterly securities examinations, counts, verifications, and! comparisons
and recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8
of Federal Reserve Regulation T of the Board of Govemnors of the Fe(]ieral Reserve
System

The management of the Company is responsible for estabhshmg and mamtammg internal
control and the practices and procedures referred to in the preceding paragraph In
fulﬁllmg this responsibility, estimates and judgments by nfanagement are required to
assesls the expected benefits and related costs of controls‘ and of the practlces and
procedures referred to in the preceding paragraph, and to assess whether those practices
and procedures can be expected to achieve the SEC’s above-mentioned objectlves Two
of the objectives of intérnal control and the practices andlprocedures are to provide
management with reasonable but not absolute assurance that assets for which the
Company has responsibility are safeguarded agalnst loss from unauthonzed use or
dtsposmon and that transactions are executed in accordance with management’
autholrlzatton and recorded properly to permit the preparatton of financial statements in
conforrmty with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectlves of the practices and procedures listed in the precedlng paragraph. ’
l !
| 13
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A member firm of Ernst & Young Global Limitec‘i l
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Because of inherent limitations in internal control and the practices and procedures
referred to above, error or fraud may occur and not be detected. Also, projection of any
evaluatlon of them to future penods 18 subject to the risk that they may become
madequate because of changes in conditions or that the effectiveness of thelr design and
operanon may deteriorate. ! i
' ;

A control deficiency exists when the design or operatlon of a control does not allow
ma:'xagernent or employees, in the normal course of perforrmng their assrgned functions,
to prevent or detect misstatements on a timely basis, A significant deficiency is a control
deﬁcrency, or combination of control deficiencies, that adversely affects the entity’s
abrlrty to initiate, authorize, record, process, or report financial data reliably in
accordancc with generally accepted accounting principles such that there Is more than a
remote likelihood that a misstatement of the entity’s financial statements that is more
than inconsequential will not be prevented or detected by the entity’s mtemal control. A
matmal weakness is a significant deficiency, or combination of sxgmﬂcant deficiencies,
that results in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by the entity’s internal control.|

' ‘l
Our !consrderatlon of internal control was for the limited purpose described i in the first and
second paragraphs and would not necessarily identify all deﬁc1encres in internal control
that 'might be material weaknesses. We did not identify any deﬁc:encxes in internal
control and control activities for safeguardmg securities that we consider to be material
weaknesses as defined above. ! I

; 4
We understand that practices and procedures that aecomphsh the objecttves referred to in
the second paragraph of this report are considered by the SEC to be adequate for its
purposes in accordance with the Securities Exchange Act of 1934 and related regulations,
and that practices and procedures that do not accomplish such objectives i m all material
respelcts indicate a material inadequacy for such purposes. Based on this understandmg
and on our study, we noted the following condition that we consider to be a material
madelquacy, as defined above. This condition was considered in determunng the nature,
trmrng and extent of the procedures performed in our audit of the Company as of and for
the year ending December 31, 2006, and this report does not affect our report thereon
datedlMarch 27, 2007. We noted the Company did not have controls in place to consider
the effect of adjusting entries relating to its tax shanng agreement wrth its Parent
recorded subsequent to its initial FOCUS filing, resulting in a material understatement of
reportled net capital and excess net capital by the Company at December 31 2006. The
Company has subsequently adjusted its procedures to include a revnew of these
adjustments ‘

| “
This report is intended solely for the information and use of the Board of Directors,
management the SEC, the National Association of Securities Dealers, Inc and other
regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act of 1934
in their regulation of registered brokers and dealers, and is not intended to be and should
not bejused by anyone other than these specified parties.

March'27, 2007 EM 7M/2f""_{ END
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