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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: Blackwatch Brokerage Inc. OFFICIAL USE ONLY
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AFFIRMATION

We, Dennis E. McVeigh and Angelo Bulone, affirm that, to the best of our knowledge and belief, the accompanying
financial statements and supplementary schedules pertaining to Blackwatch Brokerage Inc. for the year ended December 31,
2009 are true and correct. We further affirm, that neither the Company nor any officer or director has any proprietary
interest in any account classified solely as that of a customer.
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KPMG LLP Telephone +1 617 988 1000
99 High Street Fax +1 617 507 8321
Boston, MA 02110-2371 Internet www.us.kpmg.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Blackwatch Brokerage Inc.:

We have audited the accompanying statement of financial condition of Blackwatch Brokerage Inc. (the “Company”)
(a wholly-owned subsidiary of The Macgregor Group, Inc.) as of December 31, 2009, that you are filing pursuant to
Rule 17a-5 under the Securities Exchange Act of 1934. This financial statement is the responsibility of the
Company’s management. Our responsibility is to express an opinion on this financial statement 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 internal control
over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effzctiveness 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 disclosures in that statement of financial condition, assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall statement 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 Blackwatch Brokerage Inc. as of December 31, 2009, in conformity with U.S. generally
accepted accounting principles.

KPMG: LCP

February 26, 2010

Boston Office

KPMG LLP is a Delaware limited liability partnership, the U.S.
member firm of KPMG International Cooperative, a Swiss entity.
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BLACKWATCH BROKERAGE INC.
(A wholly-owned subsidiary of The Macgregor Group, Inc.)

Statement of Financial Condition
December 31, 2009

Assets

Cash and cash equivalents $
Receivables from broker-dealers

Securities owned, at fair value

Due from affiliates

Deferred taxes, net

Other assets

Total assets . $

Liabilities and Stockholder’s Equity
Liabilities:
Accounts payable and accrued expenses $

Due to Parent and affiliate
Income taxes payable

Total liabilities
Commitments and contingencies
Stockholder’s equity:
Common stock, $0.01 par value; 3,000 shares authorized;
1,000 shares issued and outstanding
Additional paid-in capital
Retained earnings

Total stockholder’s equity

Total liabilities and stockholder’s equity $

See accompanying notes to Statement of Financial Condition

2

2,482,558
2,329,054
5,946
353,661
84,213
2,156

5,257,588

63,140
798,993

219,427

1,081,560

10
1,364,931

2,811,087
4,176,028

5,257,588
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BLACKWATCH BROKERAGE INC,
(A wholly-owned subsidliary of The Macgregor Group, Inc.)

Notes to Statement of Financial Condition
December 31, 2009

Organization and Basis of Presentation

Blackwatch Brokerage Inc. (“the Compeny”) is a broker-dealer registered with the Securities and
Exchange Commission (“SEC”) and is a member of the Financial Industry Regulatory Authority,
Inc. (“FINRA”). The Company is a wholly-owned subsidiary of The Macgregor Group, Inc.
(the “Parent™), a provider of trade order raanagement technology for the financial community, which
in turn, is ultimately owned by Investment Technology Group, Inc. (“ITG”).

The statement of financial condition and accompanying notes are prepared in accordance with
accounting principles generally accepted in the United States of America (“U.S. GAAP”).

The Company is engaged in a single line of business as a securities broker and generates transaction
fee revenue through revenue sharing agreements with alternative trading systems, electronic
communications networks and other broker-dealers (collectively, the “clients™).

The Company, in connection with its activities as a broker-dealer, does not hold funds or securities
for clients, and accordingly the Company is exempt from SEC Rule 15¢3-3 (“Rule”) pursuant to
provision (k)(2)(ii) of such Rule.

The Company has evaluated subsequent events through February 26, 2010, the date the financial
statements were issued. There are no material items requiring disclosure.

Summary of Significant Accounting Policies

On June 30, 2009, the Financial Accounting Standards Board (“FASB”) issued an accounting
standard establishing the newly created FASB Accounting Standards Codification (“ASC” or “FASB
Codification”) as the source of authoritative accounting principles under U.S. GAAP. The FASB
Codification is a major restructuring of accounting and reporting standards designed to simplify user
access to all authoritative U.S. GAAP by providing the authoritative literature in a topically
organized structure. The FASB Codification became effective for interim and annual periods ending
after September 15, 2009. References to pre-codification standards may continue to be used when
there is no codification reference.

Use of Estimates

The preparation of the statement of financial condition in accordance with U.S. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, and the disclosure of contingent assets and liabilities. Actual results could differ from
those estimates. The current economic environment has increased the degree of uncertainty inherent
in those estimates and assumptions.

Cash and Cash Equivalents

The Company has defined cash and cash equivalents 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 equivalents a: December 31, 2009 is an investment in a U.S. Government
money market fund of $2,472,000.



BLACKWATCH BROKERAGE INC.
(A wholly-owned subsidiary of The Macgregor Group, Inc.)

Notes to the Statement of Financial Condition
December 31, 2009°

Fair Value of Financial Instruments

Substantially all of the Company’s financial instruments are carried at fair value or amounts
approximating fair value. Cash and cash equivalents and receivables from broker-dealers are carried
at fair value or contracted amounts which approximate fair value due to repricing characteristics.
Liabilities are carried at amounts approximating fair value.

Revenue Recognition

Receivables from broker-dealers consist of transaction fee receivables, net of an allowance for
doubtful accounts which is determined based upon management’s estimate of the collectibility of
such receivables.

Securities owned, at fair value at December 31, 2009 consists of common stock. The securities are
valued using market quotes.

Income Taxes

The Company is included in the consolidated federal, state and local income tax returns of ITG. The
Company 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 and current income taxes due to ITG are made pursuant
to a tax sharing agreement between the Company and ITG.

Income taxes are accounted for on the asset and liability method. Deferred tax assets and liabilities,
if any, are recognized for the future tax consequences attributable to differences between the
financial 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
income 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, if any, is recorded against deferred
tax assets if it is more likely than not that such assets will not be realized.

Contingent income tax liabilities are recorded when the criteria for loss recognition under ASC 740,
Income Taxes, which became effective on January 1, 2007, have been met. Specifically, ASC 740
requires that the determination of whether or not a tax position is more likely than not to be sustained
upon examination based upon the techrical merits of the position. If this recognition threshold is
met, the tax benefit is then measured based on the largest benefit that has a greater than fifty percent
likelihood of being realized upon ultimate resolution. ITG allocates tax uncertainties specific to the
Company in a manner consistent with its policy of charging or crediting amounts equal to the
Company’s separate tax liability or benefit as if the Company were filing on an individual basis. All
tax uncertainties are held by the Company until such time that the statute of limitations or the period
under audit for the jurisdiction is settled.
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BLACKWATCH BROKERAGE INC,
(A wholly-owned subsidiary of The Macgregor Group, Inc.)

Notes to the Statement of Financial Condition
December 31, 2009

Recent Accounting Pronouncements

In May 2009 the FASB issued guidance regarding the general standards of accounting for, and
disclosure of, events that occur after the balance sheet date but before the financial statements are
issued. The standard requires the disclosure of the date through which an entity has evaluated
subsequent events and whether that date represents the date the financial statements were issued or
were available to be issued. It became effective with interim and annual financial periods ending
after June 15, 2009. There are no material items requiring disclosure.

In April 2009 the FASB issued guidance amending the requirements for disclosures about fair value
of financial instruments for interim and annual reporting periods. The amendment provides
additional guidance on determining when the volume and level of activity for an asset or liability has
significantly decreased, as well as guidance on identifying circumstances when a transaction may not
be considered orderly. The guidance is effective with interim and annual reporting periods ending
after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. The
adoption of this guidance did not have a material impact on the company’s financial statements.

Fair Value Measurements

The Company adopted the accounting prascribed by ASC 820, Fair Value Measurements and
Disclosures, for financial assets and liabilities on January 1, 2008. The partial adoption of ASC 820,
as it relates to financial assets and liabilities, did not have any impact on the statement of financial
condition other than additional disclosures. During 2009, the Company adopted ASC 820 with
regards to non-financial assets and liabilities, which also did not have any impact on the results of
operations or financial position.

ASC 820 applies to all financial instruments that are measured and reported on a fair value basis.
The Company includes items reported at fair value in cash and cash equivalents and securities
owned, at fair value on the Statement of Financial Condition.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. In determining fair value,
various methods are used including market, income and cost approaches. Based on these
approaches, certain assumptions that market participants would use in pricing the asset or liability
are used, including assumptions about risk and/ or the risks inherent in the inputs to the valuation
technique. These inputs can be readily observable, market-corroborated, or generally unobservable
firm inputs. Valuation techniques that are vsed maximize the use of observable inputs and minimize
the use of unobservable inputs. Based on the observability of the inputs used in the valuation
techniques, fair value measured financial instruments are categorized according to the fair value
hierarchy prescribed by ASC 820. The fair value hierarchy ranks the quality and reliability of the
information used to determine fair values. Financial assets and liabilities carried at fair value are
classified and disclosed in one of the following three categories:

th
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BLACKWATCH BROKERAGE INC.
(A wholly-owned subsidiary of The Macgregor Group, Inc.)

Notes to the Statement of Financial Condition
December 31, 2009

= Level 1: Fair value measurements using unadjusted quoted market prices in active markets
for identical, unrestricted assets or liabilities.

» Level 2: Fair value measurements using correlation with (directly or indirectly) observable
market based inputs, unobservable inputs that are corroborated by market data, or quoted
prices in markets that are not active.

= Level 3: Fair value measurements using inputs that are significant and not corroborated by
market data.

Level 1 consists of financial instruments whose value is based on quoted market prices such as
exchange-traded mutual funds and listed equities. Level 1 financial assets at December 31, 2009
consist of securities owned, at fair value of $5,946, and an investment in a U.S. Government money
market fund of $2,472,000 which is included in cash and cash equivalents. The Company does not
currently have any Level 1 liabilities.

Level 2 includes financial instruments that are valued using models or other valuation
methodologies. These models are primarily standard models that consider various assumptions
including time value, yield curve and other relevant economic measures. Substantially all of these
assumptions are observable in the marketplace, can be derived from observable data or are supported
by observable levels at which transactions are executed in the marketplace. The Company currently
does not have any Level 2 assets or liabilities.

Level 3 is comprised of financial instruments whose fair value is estimated based on internally
developed models or methodologies utilizing significant inputs that are generally less readily
observable. The Company currently does not have any Level 3 assets or liabilities.

Related Party Transactions

The Company reimburses the Parent for providing administrative and support services to the
Company. These services include, but are not limited to, office space, telephone services, computer
services, internal accounting, payroll, utilities and other miscellaneous services.

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

Income Taxes

As of December 31, 2009, the Company had a net receivable of $42,737 due from ITG related to
overpayment of income taxes, which is included in due from affiliates in the Statement of Financial
Condition.

At December 31, 2009, a net deferred tax asset consisting of deferred tax assets of $85,094 and
deferred tax liabilities of $881 were recorded on the Statement of Financial Condition. This
consisted of federal and state and local deferred tax assets of $80,778 and $4,316, respectively, and
federal and state and local deferred tax liabilities of $666 and $215, respectively.
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BLACKWATCH BROKERAGE INC.
(A wholly-owned subsidiary of The Macgregor Group, Inc.)

Notes to the Statement of Financial Condition
December 31, 2009

Tax Uncertainties

Under ACS 740, a company must recognize the tax benefit from an uncertain tax position only if it is
more likely than not that the tax position will be sustained on examination by the taxing authorities,
based on the technical merits of the position. The tax benefits recognized in the statement of
financial condition from such a position are measured based on the largest benefit that has a greater
than fifty percent likelihood of being realized upon ultimate resolution. ‘

As of December 31, 2009, the Compary does not expect that unrecognized tax benefits for tax
positions taken with respect to 2009 will significantly change within the next twelve months.

With limited exception, the Parent is no longer subject to U.S. federal, state, or local tax audits by
taxing authorities for years preceding 2005. The Internal Revenue Service (“IRS”) is currently
examining ITG’s U.S. federal income tax returns for 2006 and 2007. Certain state and local returns
are also currently under various stages of audit. We do not anticipate a significant change to the total
unrecognized tax benefit within the next twelve months.

At December 31, 2009, the Company had interest expense of $26,943, gross of related tax effects of
$11,203, accrued in the statement of financial condition related to unrecognized tax benefits.

Off-Balance Sheet Risk and Concentrations of Credit Risk

The Company is engaged in brokerage activities in which the counterparties are other brokers and
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. It is the Company’s
policy to review, as necessary, the credit standing of each counterparty.

Financial instruments that potentially subject the Company to concentrations of credit risk are
primarily cash and cash equivalents, receivables from brokers and dealers, and securities owned, at
fair value. Cash and cash equivalents and securities owned, at fair value are deposited with a major
U.S. banking institution.

Net Capital Requirement

The Company is subject to the SEC Uniform Net Capital Rule (“SEC Rule 15¢3-17), which requires
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, which requires that the Company maintain minimum net capital, as
defined, equal to the greater of $5,000 or 6%% of aggregate indebtedness.

At December 31, 2009, the Company had net capital of $3,375,078 which was $3,302,974 in excess
of required net capital of $72,104. The Company’s ratio of aggregate indebtedness to net capital was
0.32to 1.



BLACKWATCH BROKERAGE, INC.
(A wholly owned subsidiary of Investment Technology Group, Inc.)

SIPC Supplemental Report
December 31, 2009
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KPMG LLP Telephone +1 617 988 1000

99 High Street Fax +1 617 507 8321
Boston, MA 02110-2371 Internet www.us.kpmg.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors
Blackwatch Brokerage Inc.:

In accordance with Rule 17a-5(¢)(4) under the Securities Exchange Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying Transitional Assessment Reconciliation (Form
SIPC-7T) to the Securities Investor Protection Corporation (SIPC) for the period from April 1, 2009 to December
31, 2009, which were agreed to by Blackwatch Brokerage Inc. (the “Company”) and the Securities and Exchange
Commission, Financial Industry Regulatory Authority, Inc. and SIPC solely to assist you and the other specified
parties in evaluating the Company’s compliance with the applicable instructions of Form SIPC-7T. The
Company’s management is responsible for the Company’s compliance with those requirements. This agreed-
upon procedures engagement was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants. The sufficiency of these procedures is solely the
responsibility of those parties specified in this report. Consequently, we make no representation regarding the
sufficiency of the procedures described below either for the purpose for which this report has been requested or
for any other purpose. The procedures we performed and our findings are as follows:

1. Compared the listed assessment payments in Form SIPC-7T with respective cash disbursement records
entries noting no differences;

2. Compared the Total Revenue amounts of the audited Form X-17A-5 for the year ended December 31,
2009 less revenues reported on the FOCUS reports for the period from January 1, 2009 to March 31,
2009, as applicable, with the amounts reported in Form SIPC-7T for the period from April 1, 2009 to
December 31, 2009 noting no differences;

3. Compared any adjustments reported in Form SIPC-7T with supporting schedules and working papers
noting no differences; and

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the related
schedules and working papers supporting the adjustments noting no differences.

We were not engaged to, and did not conduct an examination, the objective of which would be the expression of
an opinion on compliance. Accordingly, we do not express such an opinion. Had we performed additional
procedures, other matters might have come to our attention that would have been reported to you.

This report is intended solely for the information and use of the specified parties listed above and is not intended
to be and should not be used by anyone other than these specified parties.

KPMc LLP

February 26, 2010

Boston Office

KPMG LLP is a Delaware limized liability partnership, the U.S.
member firm of KPMG International Cooperative, a Swiss entity.

Celebrating

1910-2010



SEGURITIES INVESTOR PROTECTION CORPORATION

805 15th St, N.W. Sulte 800, Washington, D.C. 20005-2215 _ S|PC"7T
202-371-8300

Transitional Assessment Reconciliation (29-REV 12/09)

SIPC-7T

{29-REV 12/09)

(Read carefully the instructions in your Working Copy belore completing this Form)

WORKING COPY

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS
1. Name of Mamber, address, Designated Examining Authority, 1934 Act reglstration no. and month in which fiscal year ends for
purposes of the audit requirement of SEC Rule 17a-6:

] I Mote: If any of the information shown on the maliing label
051968 FINRA DEC requires correction, please e-mail any corrections to
BLACKWATCH BROKERAGE INC 9*9 torm@sipe.org and so indicate on the form filed,

321 SUMMER ST

Mame and telephone number of person to contact

BOSTON, MA 02210-1725 respecting this form.

| | TED WEATHERSBEE 617-239-8625
2. A. General Assessment [item 2¢ from page 2 {not less than $150 minimum}} $ 28,958
B. Less payment made with SIPC-6 filed including $150 paid with 2009 SIPC-4 {exclude interest) ( 10,72 8)
10/30/09
Data Paid

C. Less prior overpayment applied { )

D. Assessment balance due or (overpayment) 18,230

E. Interast computed on late payment (see instruction E) for_______days at 20% per annum 0

F. Total assessmant balance and interest due {or overpayment carried forward) $ 18,230

G. PAID WITH THIS FORM:

Check enclosed, payabls to SIPC
Total (must be same as F above)} $ 18,230
H. Overpayment carrled forward $( }

3, Subslidiaries (S} and predecessors (P) included in this form (give name and 1934 Act registration number):

The SIPC member submitting this form and the
person by whom it is executed represent thereby

that alt information contained herein is true, correct — BLACKWATCH BROKERAGE
and comp!ate, {Name cé!‘{pm:ﬁ/oti’ ‘ners?:‘lp or other erga
| MY
T (Authored Signature)

Dated the 26 day of FEBRUARY _ 2010 . MANAGING DIRECTOR AND CONTROLLER
3 {Title)

This form and the assessment payment is due 60 days after the end of the flscal year, Retaln the Working Copy of this form
for a perlod of not less than 6 years, the latest 2 years In an casily accessibie place.

2 Dates:

E Postmarked Recelved Reviewed

&5 Calculations Documentation sem—m-o Forward Copy ————
o

c> Exceptions:

o

w

Dispositlon of exceptions:



DETERMINATION OF “SIPC NET OPERATING REVENUES”
AND GENERAL ASSESSMENT
Am;un.ts for the fiscal period
and anding DECEMBHR,, 09
. Eliminate cents

Item No.
2a. Total revenue {FOCUS Line 12/Part HA Line 9, Code 4030} . $ 11,583,308

2h. Additions:
o (1) Total revenues from the securities business of subsidiaries {except foreign subsidiaries) and
predecessors not included above,

{2) Net loss from principal transactions in securities in trading accounts.

{3) Net loss Irom principal transactions in commodities in trading accounts.

(4) Interest and dividend expense deducted in dstarmining item 2a.

i
€
o |o jo |© (@]

e {5) Net loss from management of or participation in the underwriting or distributlon of sacurities.

(6) Expenses other than advertising, printing, registration fees and lagal fess deducted in determining net
profit from management of or participation in underwriting or distribution of securities.

{7) Net loss from securities in invesiment accounts,

Total additions

o 2¢. Deductions:

{1} Revenues from the distribution of shares of a registered open end Invasiment company or unit
investment trust, from the sale of variable annuitiss, {rom the business of insurance, from Investment
advisory services rendered to registered investment companies o Insurance company separate 0
accounis, and from {ransactions in security futures products,

. {2) Revenues from commodity transactions. 0
(3) Commissions, floor brokerage and clearance paid to other SIPC mambers in connaction with 0
- securities transactions,
{4) Reimbursements for postage in connection with proxy solicitation, 0
. (5) Net gain from securities in invesiment accounts. 0
{6) 100% of commissions and markups earned from iransactions in {1} ceriificaies of deposit and
(i) Treasury bills, bankers acceptances or commercial paper that mature nine months or less 0
from issuance date,
{7) Direct expenses of printing advertising and legal faes incurred in connection with other revenue 0
related to the securities business (revenus defined by Section 16{8}(L} of the Act},
,,,,, (8) Other ravenue nof selated althar directly or indirectly to the securitiss business.
{See instruction C}:
0
{9) (I) Total interest and dividend expense {FOCUS Line 22/PART IIA Line 13,
. Cods 4075 plus lina 2b{4) above) but not in excess
of total interest and dividend income. § 0
(ii) 40% of interest earned on customers securities accounts 0
(40% of FOCUS line 5, Gode 3960). §
Enter the greater of lins {i) or {ii} 0
Total deductions 0
2d. SIPC Net Operating Revenues $ 11,583,308
2e. General Assessment @ ,0025 $ 28,958

{to page 1 but not less than
"""" ) 2 §150 minimum)



