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B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
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. ! OATH OR AFFIRMATION

L Louis Karcher . swear (or affirm) that, to the best of

my knowledch; and belief the accompanying financial statement and supporting schedules pertaining to the firm of
ipeline Trading Systems, LLC , as
of December 31 .20 04 | are true and correct. | further swear {or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

— JACLYN M- BOWDREN \ .,/
Notary Public, State of New York W /( /
i No, 1BO8137727 ANt

Commieson Expires bec. 8, 2009 Chief ComBASAROfficer 3nd
Financial Operations Principal
Title

S S—
U vNotary Pudlie”

This report ** contains (check all applicable boxes):
(a) Facing Page.
(b) Statement of Financial Condition.
{c) Statement of Income (Loss).
(d) Statement of Changes in¥REX¥IRPEI¥eeR< Cash Flow
(e} Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabitities Subordinated to Claims of Creditors.

L.
™
a
O
O
[
EI] (g) Computation of Net Capital.
O
O
O
X
|

{h} 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 appropriate 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 Qath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

3 (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




Grant Thornton &

ntants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Member of
Pipeline Trading Systems, LL.C

We have audited the accompanying statement of financial condition of Pipeline Trading Systems, LLC (a
wholly-owned subsidiary of e-Xchange Advantage Corporation) {the “Company”) as of December 31, 2004.
This financial statement is the responsibility of the Company’s management. Our responsibility 1s 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 of
America as established by the Auditing Standards Board of the American Institute of Certified Public
Accountants. - Those standards requite that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements ate free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate 1n the
citcumstances, but not 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, evidence supporting the amounts and disclosutes in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects, the financial

position of Pipeline Trading Systems, LLC as of December 31, 2004 in conformity with accounting
principles generally accepted in the United States of America.

j%/ﬁ' Thagty LR

New York, New York
February 14, 2005

0 Broad Street
New York, NY 10004

W www.grantthornton.com

Grant Thornton LLP -2-
US Member of Grant Thornton International



Pipeline Trading Systems, LLC
(a wholly-owned subsidiaty of e-Xchange Advantage Corporation)

STATEMENT OF FINANCIAL CONDITION

December 31, 2004

ASSETS
Cash and cash equivalents
Receivable from broker - At svhan
Commissions receivable - Devtecse
Equipment, net of accumulated depreciation of $4,190
Other

Total assets

LIABILITIES AND MEMBER’S EQUITY

Accounts payable
Accrued expenses and other

‘Total habilities
Membert’s equity

Total habilites and Member’s equity

The acconpanying notes are an inlegral part of this statement.

$5,139,480
46,500
495,358
102,352
39,435

$5.823.125

$§ 118,684
159,799

e e

278,483

—_— e

5,544,642

== =

$5.823.125




Pipeline Trading Systems, LLC
(a wholly-owned subsidiary of e-Xchange Advantage Corporation)

NOTES TO STATEMENT OF FINANCIAL CONDITION

December 31, 2004

NOTE A - ORGANIZATION

Pipeline T'rading Systems, LLC (the “Company”) is a New Yotk City based broker-dealer that is
registered with the Securities and Exchange Commission (“SEC”) and is a member of the National
Association of Securities Dealers, Inc. (“NASD”). The Company operates the Pipeline Alternative
Trading System (“ATS”), a new electronic marketplace that enables institutions and brokerage firms to
quickly and efficiently trade large blocks of NYSE and NASDAQ NMS stocks and Exchange Traded
Funds (“ETFs”). Trading on the Pipeline ATS commenced on September 9, 2004,

‘The Company generates commission revenue through securities transactions and introduces all
customers to its clearing broker pursuant to a fully disclosed clearance agreement. The Company is

therefore exempt from the requirements of SEC rule 15¢-3 under paragraph k(2)(1).

The Company is a wholly-owned subsidiaty of e-Xchange Advantage Corporation (the “Parent”).

NOTEB - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Preparation

The financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America.

Cash and Cash Equivalents

The Company considers its investments in financtal instruments with maturities of less than 90 days
when issued to be cash equivalents.

Securities Transactions

The Company records securities transactions executed for its customers and related commissions and
expenses on a trade-date basis.

Depreciation

Office equipment is depreciated over thirty-six months using the straight-line method.




Pipeline Trading Systems, LLC
(a wholly-owned subsidiary of e-Xchange Advantage Corporation)

NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2004

NOTE B (continued)
Income Taxes

No provision for income taxes has been reflected in the accompanying financial statements since a
limited liability company is not responsible for the payment of Federal income taxes. All revenues and
expenses retain their character and pass through directly to the Member.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial. Actual results could differ from those estimates.

NOTE C - NET CAPITAL REQUIREMENT

As a registered broker-dealer, the Company is subject to Uniform Net Capital Rule 15¢3-1 of the SEC,
which requires that the Company maintain minimum net capital, as defined, of $5,000 or 12-1/2% of
aggregate indebtedness, as defined, whichever is greater. Net capital and aggregate indebtedness change
day to day, but as of December 31, 2004, the Company had net capital of $5,394,705, which was
$5,359,895 in excess of its required minimum net capital of $34,810. The Company’s ratio of aggregate
indebtedness to net capital was .05 to 1.

Proprietary accounts held at the Cleating Broker (“PAIB assets”) ate considered allowable assets in the
computation of net capital pursuant to an agreement between the Company and the Clearing Broker
which requires, among other things, that the Clearing Broker perform a computation of PAIB assets
similar to the customer reserve computation set forth in Rule 15¢3-3.

NOTE D - RELATED PARTY TRANSACTIONS

The Company has entered into a seties of administrative agreements (the “Agreements”) with the Parent
under which the Parent provides its employees and other services as may be required by the Company
for which the Company pays the Parent. Such expenses include salaries of certain personnel, office
space, legal setvices, use of the trading system and related computer equipment and technical support
setvices. Pursuant to the Administrative Agreement in place at December 31, 2004, the Company
agreed to pay the Parent approximately $300,000 per month for such expenses.
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Pipeline Trading Systems, LL.C
(a wholly-owned subsidiary of e-Xchange Advantage Corporation)

NOTES TO STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2004

NOTE D (continued)

At December 31, 2004, the Company had no amount payable to the Parent for an administrative fee.

NOTE E - COMMITMENTS AND CONTINGENCIES

Pursuant to a License Agreement (the “Agreement”) as amended July 13, 2004 entered 1nto by the
Parent and a third party, the Parent has a commitment to pay the third party royalties in connection with
the use of any information belonging to the third party in the Company’s trading system. Pursuant to
the Agreement, such royalty payments are based on the amount of the Company’s quarterly net
revenues and may be accrued until certain milestones ate reached in that regard. Obligations under the
Agreement arising from the Company’s operations are recognized at the Company level. As of
December 31, 2004, the Company has recorded a payable to the third party in the amount of
approximately $74,000.

NOTE F - TRANSACTIONS WITH CLEARING BROKER

The Company conducts business with its Clearing Broker on an agency basis on behalf of its customers
and occasionally for its own proprietary account. The Company eams commissions as an introducing
broker for the transactions of its customers. The clearing and depository operations for the Company’s
customer accounts are performed by its clearing broker pursuant to a clearance agreement.

The Company has agreed to indemnify its Clearing Broker for losses the clearing broker may sustain as a
result of the failure of the Company’s customers to satisfy their obligations in connection with their
securities transactions.

NOTE G - OFF-BALANCE-SHEET RISK, CONCENTRATION RISK AND CREDIT RISK

In the normal course of business, the Company executes with its Clearing Broker, as agent, transactions
on behalf of its customers where the risk of potental loss due to market fluctuations (market risk) or
failure of the other party to the transaction to perform (credit risk) exceeds the amounts recorded for
the transactions. Should a counterparty not fulfill its obligations in any of these transactions, the
Company may be tequired to buy or sell the securities at prevailing market prices in the future on behalf

of its customers.
1}
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