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ERNST YOUNG
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Tel 212 73 3000

Fax 212 773 6350

www.ey.co

Report of Independent Registered Public Accounting Firm

The Member and Board of Directors

TD Securities USA LLC

We have audited the accompanying statement of financial condition of TD Securities USA
LLC the Company as of October 31 2011 The statement of financial condition is the

responsibility of the Companys management Our responsibility is to express an opinion 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 Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement We were not engaged to

perform an audit of the Companys internal control over financial reporting Our audit included

consideration of internal control over financial reporting as basis for designing audit procedures

that are appropriate in the circumstances but not for the purpose of expressing an opinion on the

effectiveness of the Companys internal control over financial reporting Accordingly we express no

such opinion An audit also includes examining on test basis evidence supporting the amounts and

disclosures in the financial statements assessing the accounting principles used and significant

estimates made by management and evaluating the overall statement of financial condition

presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above present fairly in all

material respects the financial position of TD Securities USA LLC at October 31 2011 in

conformity with accounting principles generally accepted in the United States

December 15 2011

menbe finn of Ernst Young Globul Linited



TD Securities USA LLC

Statement of Financial Condition

October 312011

hi Thousands

Assets

Cash 203801

Receivable from brokers dealers and clearing organizations 238949

Receivable from affiliates 45309

Securities and other financial instruments owned at fair value 10383368

Securities purchased under agreements to resell 13238006

Securities borrowed 1388448

Interest receivable 38420

Taxes receivable 20414

Deferred tax assets net 39513

Fixed assets net of accumulated depreciation and amortization of $13107 16456

Other assets 10933

25623617

Liabilities and members equity

Liabilities

Loan payable to affiliates 6000000

Payable to brokers dealers and clearing organizations 656107

Payable to affiliates 11517

Securities sold under agreements to repurchase 14053200

Securities sold not yet purchased at fair value 3499802

Interest payable 12550

Accrued expenses and other liabilities 193333

24426509

Liabilities subordinated to claims of general creditors 1085000

Members equity 112108

Total liabilities and members equity 25623617

See accompanying notes



TD Securities USA LLC

Notes to Statement of Financial Condition

October 31 2011

Organization

TD Securities USA LLC TDSL or the Company is wholly owned subsidiary of Toronto

Dominion Holdings 11 Inc the Parent wholly owned subsidiary of Toronto Dominion

Holdings USA Inc which is wholly owned subsidiary of The Toronto-Dominion Bank the

Bank

TDSL operates as registered introducing broker-dealer in U.S debt corporate debt equity and

money market securities TDSL also acts as principal and an agent in the underwriting

distribution and private placement of debt and equity securities and other financial instruments

TDSL is registered with the Financial Industry Regulatory Authority FINRA

Penson Financial Services Inc and Merrill Lynch Professional Clearing Corp both U.S broker-

dealers act as clearing agents for the majority of TDSLs trading activities Additionally TDSL

clears certain fixed income securities through the Bank The Bank of New York and National

Financial Services LLC The Company also self clears some fixed income trades

Except as otherwise provided by the Delaware Limited Liability Company Act and by

applicable case law member of Delaware limited liability company is generally not liable for

the debts obligations or liabilities of the Company much in the same manner as the

shareholders officers and directors of corporation are generally not liable for the acts and

omissions of the corporation

Summary of Significant Accounting Policies

Basis of Presentation

The financial statements are prepared in conformity with accounting principles generally

accepted in the United States which require management to make estimates and assumptions

that affect the amounts reported in the statement of financial condition and accompanying notes

Actual results could differ from those estimates and assumptions Significant accounting

estimates include estimates for the valuation of securities and other financial instruments owned

and futures contract the realization of deferred tax assets calculation of pension and post

retirement obligations and litigation reserves



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Summary of Significant Accounting Policies continued

Resale and Repurchase Agreements

Securities purchased under agreements to resell resale agreements and securities sold under

agreements to repurchase repurchase agreements which are treated as financing transactions

and are collateralized primarily by U.S Treasury securities are carried at their contractual

amounts plus accrued interest When specific conditions are met including the existence of

legally enforceable master netting agreement balances relating to resale and repurchase

agreements are netted by counterparty in the statement of financial condition

Securities Lending and Borrowing Activities

Securities borrowed and loaned generally collateralized by cash are treated as collateralized

financing transactions except where letters of credit or other securities are used as collateral

and are recorded at the amount of collateral advanced or received Securities borrowed

transactions require the Company to deposit cash or other collateral with the lender Securities

loaned transactions require the borrower to deposit cash or other collateral with the Company
The Company monitors the market value of securities borrowed and loaned on daily basis with

additional collateral obtained or refunded as necessary Counterparties are principally other

brokers and dealers and financial institutions

Securities and Other Financial Instruments Owned

Securities commodities and other financial instruments transactions are recorded on trade date

basis All such securities commodities and other financial instruments are carried at fair value in

the statement of financial condition Proprietary security transactions are generally based on

published market prices and are recorded on trade date basis

Fixed Assets

Fixed assets are stated at cost less accumulated depreciation and amortization Depreciation of

furniture fixtures and equipment is computed on straight-line basis over estimated useful lives

of five years Depreciation of computer equipment and software is computed on straight-line

basis over estimated useful lives of three years Amortization of leasehold improvements is

determined on straight-line basis over the lesser of the economic useful lives of the

improvements currently 15 years or the terms of the leases



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Summary of Significant Accounting Policies continued

Derivative Financial Instruments

Derivatives are financial instruments which include swaps options and futures contracts whose

value is based upon an underlying asset index or reference rate derivative contract may be

traded on an exchange or over the counter Exchange-traded derivatives are standardized and

include option and futures contracts Over-the-counter derivative contracts are individually

negotiated between contracting parties and relate specifically to swaps and forward contracts

The changes in the fair value of the derivative instruments are included in other assets or other

liabilities in the statement of financial condition

The Company enters into transactions in options and futures contracts with off-balance sheet risk

in order to meet the financing and hedging needs of its customers to reduce its own exposure to

market and interest rate risk and in connection with its normal proprietary trading activities The

Company also uses derivatives to hedge market exposure on certain compensation liabilities

Stock-Based Compensation

The Company provides Restricted Share Units RSUs which are stock-based compensation

units that vest and mature three years after the grant date to its qualified employees The

employee is paid value at maturity equal to the closing share price of the Banks share price on

the Toronto Stock Exchange at maturity date The awards are cliff vested whereby employees

are not entitled to any awards until the three-year vesting period ends RSUs are classified as

awards that call for settlement in cash RSUs are accrued for and expensed at the grant price

market value of the underlying shares at grant date over the vesting period On the balance

sheet date the RSU liability is marked to market

Translation of Foreign Currencies

Monetary assets and liabilities denominated in foreign currencies are revalued monthly at current

rates of exchange



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Summary of Significant Accounting Policies continued

Employee Benefit Plans

Defined Benefit Plans

The costs of the pension and other postretirement plans are determined on the basis of actuarial

valuations The Company measures the plan assets and benefit obligations at each fiscal year

end This process involves making certain estimates and assumptions including the discount rate

and the expected long-term rate of return on plan assets

The fair value of plan assets is based on fair values generally representing observable market

prices The projected benefit obligation is determined based on the present value of projected

benefit distributions at an assumed discount rate The accumulated benefit obligation represents

the actuarial present value of benefits attributed by the plans benefit formula to employee

service rendered prior to that date and based on current and past compensations levels

The assumed discount rate in managements judgment reflects the rates at which benefits could

be effectively settled Such discount rate is used to measure the projected and accumulated

benefit obligations and to calculate the service cost and interest cost The assumed discount rate

for each of the plans was selected in consultation with the independent actuaries using pension

discount yield curve based on the characteristics of the plan benefit obligations

The Company funds pension costs in the year accrued to the extent such costs do not exceed the

deductibility limit under the Internal Revenue Code The amount of contribution is based on the

Companys proportionate share in the pension obligation The Company funds other

postretirement benefits when incurred

Defined Contribution Plans

The Companys contribution to the defined contribution plans is predetermined by the terms of

the plan which outline how much is to be contributed for each member for each year



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Summary of Significant Accounting Policies continued

Income Taxes

Deferred tax assets or liabilities are recognized for the estimated future tax effects attributable to

temporary differences and carryforwards temporary difference is the difference between the

tax basis of an asset or liability and its reported amount in the financial statements Deferred tax

assets and liabilities are determined at currently enacted income tax rates applicable to the period

in which the deferred tax assets and liabilities are expected to be realized or settled Subsequent

changes in the tax laws or rates require adjustment to these assets and liabilities deferred tax

valuation allowance is established when in the judgment of management it is more likely than

not that all or portion of deferred tax assets will not be realized

The Company recognizes the financial statement effects of tax position when it is more likely

than not based on the technical merits that the position will be sustained upon examination

Fair Value Measurements

The Company measures many of its assets and liabilities on fair value basis Fair value is used

on recurring basis for certain assets and liabilities in which fair value is the primary basis of

accounting Fair value is also used for financial assets and liabilities for disclosure purposes in

accordance with Accounting Standards Codification ASC 825 Financial Instruments

Depending upon the nature of the asset or liability the Company uses various valuation

techniques and assumptions when estimating the instruments fair value These valuation

techniques and assumptions are in accordance with the standards

Fair Value Hierarchy

The Company follows the accounting standard which establishes three-level hierarchy for

disclosure of fair value measurements The valuation hierarchy is based upon the transparency of

inputs to the valuation of an asset or liability as of the measurement date The three levels are

defined as follows

Level Fair value is based on quoted market prices in active markets for identical assets or

liabilities Level assets and liabilities generally include debt and equity securities and

derivative contracts that are traded in an active exchange market



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Summary of Significant Accounting Policies continued

Level Fair value is based on observable inputs other than Level prices such as quoted

market prices for similar but not identical assets or liabilities in active markets quoted

market prices for identical assets or liabilities in inactive markets and other inputs that are

observable or can be corroborated by observable market data for substantially the full term of

the assets or liabilities Level assets and liabilities include debt securities with quoted prices

that are traded less frequently than exchange-traded instruments and derivative contracts

whose value is determined using pricing model with inputs that are observable in the

market or can be derived principally from or corroborated by observable market data

Level Fair value is based on unobservable inputs that are supported by little or no market

activity and that are significant to the fair value of the assets or liabilities Financial

instruments classified within Level of the fair value hierarchy are initially valued at

transaction price which is considered the best estimate of fair value After initial

measurement the fair value of Level assets and liabilities is determined using pricing

models discounted cash flow methodologies or similar techniques as well as instruments for

which the determination of fair value requires significant management judgment or

estimation

New Accounting Policies

Recently Adopted Accounting Standard

In January 2010 the Financial Accounting Standards Board FASB issued Accounting

Standards Update ASU 2010-6 Improving Disclosures about Fair Value Measurements

This amends ASC 820 to clarify existing requirements regarding disclosures of inputs and

valuation techniques and levels of disaggregation This guidance provides users of financial

statements with additional information concerning the following significant transfers in and

out of Levels and and description of the reasons that such transfers were made and

ii additional disclosures in the reconciliation of Level activity including information on

gross basis for purchases sales issuances and settlements rather than as one net number This

disclosure requirement is effective for the Company as of October 31 2011 and did not have

material impact on the Companys statement of financial condition



TD Securities USA LLC

Notes to Statement of Financial Condition continued

New Accounting Policies continued

in April 2011 the FASB issued ASU 2011-03 Reconsideration of Effective Control for

Repurchase Agreements The amendments in this Update remove from the assessment of

effective control the criterion requiring the transferor to have the ability to repurchase or

redeem the financial assets on substantially the agreed tenus even in the event of default by the

transferee and the collateral maintenance implementation guidance related to that criterion

The adoption of these amendments in 2011 did not have material impact on the Companys
statement of financial condition

Securities and Other Financial Instruments Owned and Securities Sold

Not Yet Purchased

Securities and other financial instruments owned including those pledged to creditors or clearing

brokers and securities held in special reserve accounts for the exclusive benefit of customers and

securities sold but not yet purchased at October 31 2011 consist of the following at fair value

in thousands

U.S Government bonds

U.S Corporate and convertible bonds

U.S common and preferred shares

Commodities

Municipal bonds

Exchange traded equity options

Owned

6401887 3359652

697246 28385

504612 111765

2655565

124017

41

10383368 3499802

Securities owned pledged to creditors or clearing brokers represent proprietary positions which

have been pledged as collateral to counterparties or to clearing brokers Such collateral is

pledged on terms that permit the counterparty or clearing broker to sell or repledge the securities

to others subject to certain limitations

Sold Not Yet

Purchased



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Receivable from and Payable to Brokers Dealers and Clearing Organizations

Amounts receivable from and payable to brokers dealers and clearing organizations at

October 31 2011 consist of the following in thousands

Securities failed-to-deliver/receive

Receivable frornlpayable to clearing brokers

Related Party Transactions

Receivable Payable

46455 17209

192494 638898

238949 656107

These amounts arise from securities transactions executed for customers or the proprietary trades

of the Company The Company may be exposed to settlement risk associated with these

transactions in the event that its clearing agents or customers are unable to satisfy their

contracted obligations

The Company maintains demand deposit bank accounts with the Bank At October 31 2011 the

balances in these bank accounts totaled approximately $4.3 million

In the normal course of business the Company executes securities transactions on behalf of the

Bank and its affiliates As of October 31 2011 the Company has approximately

$1154.1 million in unsettled trades related to these trading activities which are included in net

payable to brokers dealers and clearing organizations

The Company acts as an agent on behalf of the Bank and its subsidiaries in connection with asset

management related to proprietary trading activities and the distribution of certain financial

instruments The Company also syndicates loans which the Bank and its subsidiaries participate

in and performs financing transactions with affiliates In connection with such asset management

and loan origination and syndication activities the Company accrued approximately

$17.7 million of commissions and fees which are reflected as receivable from affiliates in the

statement of financial condition

10



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Related Party Transactions continued

During the year the Company entered into certain repurchase and resale agreements with the

Bank At October 31 2011 the aggregate fair values of such securities sold under agreements to

repurchase and the securities purchased under agreements to resell were approximately

$1013.2 million and $442.6 million respectively The average maturity of these agreements is

approximately less than three weeks Furthermore the aggregate contract values of such

securities sold under agreements to repurchase and securities purchased under agreements to

resell including accrued interest were approximately $1017.7 million and $442.1 million

respectively

The Company has an existing $11.0 billion unsecured revolving line of credit agreement with

Toronto Dominion Holdings USA Inc of which $6.0 billion was drawn as of October 31

2011 Loans drawn under the line of credit bear interest at current money market rates

Employee Benefits

The Bank has noncontributory defined benefit pension plan the Pension Plan which covers

full-time employees of the Company and the Bank between the ages of 21 and 65 The cost of

pension benefits for eligible employees measured by length of service compensation and other

factors is currently being funded through trust the Trust established under the Pension

Plan Funding of retirement costs for the Pension Plan complies with the minimum funding

requirements specified by the Employee Retirement Income Security Act of 1974 as amended

and other statutory requirements

The Bank also provides postretirement medical dental and life insurance the Postretirement

Plan which covers full-time employees of the Company and the Bank upon reaching normal

retirement age

The Company participates in the Pension Plan and the Postretirement Plan collectively the

Plans with other Bank affiliates and amounts disclosed in this note is the Companys portion

only unless otherwise disclosed The following tables set forth the financial position of the Plans

at October 2011 Change in benefit obligations and reconciliation of funded status represent

the obligations of the Company related to the Plans

11



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Employee Benefits continued

Change in plan assets represents assets of the Plans and are for the benefit of employees of the

Company in thousands

Change in projected benefit obligation

Projected benefit obligation at beginning of year

Service cost

Interest cost

Actuarial losses/gains and plan changes

Benefits paid

Projected benefit obligation at end of year

Change in plan assets

Fair value of plan assets at beginning of year

Actual return on plan assets

Company contributions

Benefits paid

Fair value of plan assets at end of year

Year Ended October 31 2011

Pension Postretirement

Benefit Plan Benefit Plan

27740 18103

127 753

1462 913

657 2528
489 544

29497 16697

19993

1269

719

489
21492

Pension Plan assets as of October 31 2011 and the actual return on investments during fiscal

2011 were allocated among the members of the Plan in proportion to their projected benefit

obligation as of October 31 2011 In addition the Company was allocated portion of the Plans

actuarial gains losses in proportion to the expected returns and benefit payments were

allocated in proportion to the expected benefit payments

12



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Employee Benefits continued

The assumptions used to calculate fund status as of October 31 2011 are as follows

Weighted-Average

Assumptions

as of October 31 2011

Pension Postretirement

Benefit Plan Benefit Plan

Discountrate 5.10% 5.10%

Expected return on plan assets 7.00

Rate of compensation increase 3.50 3.50

In determining the expected long-term rate of return on plan assets the Company considers the

current level of expected returns on risk-free investments primarily government bonds the

historical level of risk premiums associated with other asset classes and the expectations of

future returns over 20-year time horizon on each asset class based on the views of leading

financial advisors and economists The expected return for each asset class is then weighted

based on the plans target asset allocation Consideration is also given to expectations of value

added by active management net of investment expenses

The Pension Plan assets are held in trust Pension Plan fiduciaries set investment policies and

strategies for the Pension Plan Long-term strategic investment objectives include preserving the

funded status of the Pension Plan and balancing risk and return The Pension Plan fiduciaries

oversee the investment allocation process which includes selecting investment managers setting

long-term strategic targets and monitoring asset allocations Pension Plan assets within the Trust

is for the entire Pension Pian and consist of the following dollars in thousands

13



TD Securities USA LLC

Mutual funds

Money market

Debt and equities

Total

The strategic target of Pension Plan asset allocations is as follows

Target Asset

Allocation

Equity securities 65%

Debt securities 35%

The following is description of the valuation methodologies used for assets measured at fair

value

Mutual Funds Valued at the net asset value NAy of shares held by the plan at year end

as reported in an active market and thus fall under Level hierarchy of fair value

measurement

The methods described above may produce fair value calculation that may not be indicative of

net realizable value or reflective of future fair values Furthermore while the Pension Plan

believes its valuation methods are appropriate and consistent with other market participants the

use of different methodologies or assumptions to determine the fair value of certain financial

instruments could result in different fair value measurement at the reporting date

Notes to Statement of Financial Condition continued

Employee Benefits continued

Fair Market

Value Percentage

53 0.2%

29995 99.8

30048 100.0%

14



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Employee Benefits continued

The expected employer contribution for the next fiscal year ending October 31 2012 total

$1.34 million The expected benefit payments of the Company are as follows in thousands

Year Ending October 31

2012 511

2013 562

2014 615

2015 713

2016 782

Next five years 5393

in March 2010 the Patient Protection and Affordable Care Act PPACA or the Act was

signed into law One of the items that the PPACA implemented was as excise tax on high cost

postretirement plans As result of PPACA as of October 31 2011 the Company has

recognized additional postretirement obligation of approximately $3.4 million

For measurement purposes in the Postretirement Plan an 8.40% annual rate of increase in the per

capita cost of health care benefits was assumed for the year 2011 2012 The rate is assumed to

decrease gradually to 5.0% for 2020 and remain at that level thereafter

Assumed health care cost trend rates have significant effect on the amounts reported for the

health care plan one-percentage point change in assumed health care cost trend rates would

have the following effects in thousands

One- One
Percentage Percentage

Point Point

increase Decrease

Effect on total of service and interest cost components for the

year ended October 31 2011 367 284
Effect on postretirement benefit obligation 2953 2367

15



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Employee Benefits continued

Effective January 2009 the Company made the decision to freeze the Pension Plan for highly

compensated employees as defined by the internal Revenue Service based on the employees

fiscal 2007 total compensation Those employees considered non-highly compensated and who

continue earning pension benefits as elected during fiscal 2006 retirement choice period will

continue to accrue benefits under the Pension Plan with minimum guaranteed per
month

payable as life annuity In place of the Pension Plan the Companys defined contribution

401k was enhanced with the benefits rights and features of the 401k plan remaining

substantially the same

The Banks contribution retirement plan 40 1k savings plan covers most of the employees of

the Company and the Bank

As discussed in Note the Company provides stock-based pay in the form of RSUs As of

October 31 2011 the outstanding number of awards granted was 0.8 million shares and the

related liability was approximately $44.4 million The amount vested and paid during the year

was approximately $1 1.0 million

Subordinated Loans

The Company owes its Parent the following amounts pursuant to subordination agreements

approved by the FINRA

Amount Maturity Rate

335000000 09/30/12 1-month LIBOR 1/8 of 1%

250000000 05/31/12 1-month LIBOR 1/8 of 1%

500000000 05/31/12 1-month LJBOR 1/8 of 1%

The loans are subordinated to claims of general creditors and are included by the Company for

purposes of computing net capital under the Securities and Exchange Commissions SEC
Uniform Net Capital Rule To the extent that such borrowings are required for the Companys
continued compliance with minimum net capital requirements they may not be repaid

Included in accrued expenses and other liabilities as of October 31 2011 is approximately

$.01 million of interest payable to the Parent for such subordinated loans

16



TD Securities USA LLC

Fair Value Measurements

The following table presents as at October 31 2011 the level within the fair value hierarchy for

each of the financial assets and liabilities accounted for at fair value on recurring basis in

thousands

Description Total Level Level Level

Securities and other financial

instruments owned

U.S Government bonds

U.S corporate and convertible

bonds

U.S common and preferred

shares

Commodities

Municipal bonds

Exchange traded equity options _______________________________________________________

Description Total Level Level Level

Securities sold not yet

purchased

U.S Government bonds

U.S corporate and convertible

bonds

U.S equities sold short

Notes to Statement of Financial Condition continued

$6401887 $6401887

697246 697246

504612 504612

2655565 2655565

124017 124017

41 41

10383368 $9562105 $821263

3359652 3359652

28385 28385

111765 111765

3499802 $3471417 $28385

17



TD Securities USA LLC

Notes to Statement of Financial Condition continued

Fair Value Measurements confinued

The table below represents reconciliation for all assets and liabilities measured at fair value on

recurring basis using significant unobservable inputs Level for the period from

November 12010 to October 31 2011 in thousands

Unrealized

Total Gains or

Realized and Transfers Losses for

Unrealized In and/or Level as of

Beginning Gains Out of Ending October 31

Description Balance Sale or Losses Level3 Balance 2011

Municipal

bonds 36146 36146

In 2011 the Company sold its Level municipal bond position There were no purchases or

issuances within the level category during the year

All assets and liabilities of the Company which qualify as financial instruments under ASC 825

are carried at amounts which approximate their fair values

10 Securities Received as Collateral

In the normal course of business the Company obtains securities under resale and securities

borrowed agreements on terms that permit it to repledge or resell the securities to others At

October 31 2011 the Company obtained and had available securities with fair value of

approximately $23.9 billion on such terms substantially all of which have been either pledged or

otherwise transferred to others in connection with the Companys financing activities or to

satisfy commitments under short sales In the statement of financial condition such amounts are

reported net of approximately $9.27 billion pursuant to legally enforceable master netting

agreements

18



TD Securities USA LLC

Notes to Statement of Financial Condition continued

11 income Taxes

The Company its Parent and its affiliates file consolidated U.S federal income tax return

Pursuant to tax-sharing arrangement Toronto Dominion Holdings USA inc arranges for the

payment of U.S federal income taxes on behalf of the entire consolidated group The Company

reimburses or receives payment on current basis from Toronto Dominion Holdings USA Inc

based upon its U.S federal tax liability calculated as if it were to file separate tax return Since

TDSL is treated as disregarded entity for U.S tax purposes TDSL files combined state and

local income tax returns with its Parent as well as stand-alone returns in multiplejurisdictions

The Company recognizes the federal state and local deferred taxes associated with such

temporary differences The deferred tax asset of $39.5 million consists primarily of deferred

compensation foreign related party interest and foreign tax credit carry forwards The Company

has recorded valuation allowance of $12.8 million related to foreign tax credit carry forward

of $19.6 million for which management believes it is more-likely-than-not that the Company will

not realize this deferred tax asset The $12.8 million valuation allowance comprises $10 million

valuation allowance recorded at October 31 2010 and an additional $2.8 million valuation

allowance recorded at October 31 2011 The foreign tax credit carry forwards begin to expire in

2016

ASC 740-10 Accounting for Uncertainty in Income Taxes clarifies the accounting for income

taxes by prescribing more likely than not recognition threshold that tax position is required

to meet before being recognized in the financial statements In addition the guidance clarifies the

measurement of uncertain tax positions classification of interest and penalties and requires

additional disclosures on tax reserves

At October 31 2011 the Company had approximately $0.5 million of unrecognized tax benefits

of which $0.3 million would affect the Companys effective tax rate if recognized

reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows in

thousands

Balance at beginning of year 461

Additions based on tax positions related to current year

Reductions of tax positions of prior years

Settlements with taxing authorities

Reductions due to lapse of statute of limitation
______________

Balance at endofyear 461
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Notes to Statement of Financial Condition continued

11 income Taxes continued

At October 31 2011 the Company had accrued $554000 for interest net of tax effect

The Company operates in the U.S Canada and other tax jurisdictions and various years

ranging from 2005-2011 remain subject to examination by tax authorities The Company does

not expect significant changes in the total amount of unrecognized tax benefits to occur within

the next 12 months

12 Regulatory Requirements

As registered broker-dealer and member of the FINRA TDSL is subject to the Uniform Net

Capital Rule of the SEC and has elected to compute its net capital in accordance with the

Alternative Net Capital Requirement of this rule In accordance with such requirements the

Company must maintain net capital in excess of the greater of $1000000 or 2% of aggregate

debit items as defined

At October 31 2011 TDSLs net capital as defined was approximately $543.3 million which

exceeded the minimum requirement by approximately $542.3 million The percentage of net

capital to aggregate debit items was 3722%

As of October 31 2011 U.S Treasury securities with market value of approximately

$44.69 million have been segregated in special reserve bank account for the exclusive benefit

of customers in accordance with Rule 15c3-3 of the SEC

The Company has entered into appropriate proprietary accounts of introducing broker-dealers

PAIB agreements with its clearing firms and the clearing firms have not given notice to the

Company that they did not maintain adequate PAIB reserves in order for the Company to

classify its proprietary accounts held at the clearing firms as allowable assets in the Companys
net capital computations

13 Derivative instruments

The Company trades and takes proprietary positions in listed futures over the counter swaps and

options The Company uses these instruments for trading as well as for asset and liability

management The Company manages its trading positions by employing various risk mitigation

strategies These strategies include diversification of risk exposures The Company manages the

market risk associated with its trading activities on an individual product basis
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13 Derivative Instruments continued

Credit risk with respect to derivative instruments arises from the failure of counterparty to

perform according to the terms of the contract The Companys exposure to credit risk at any

point in time is represented by the fair value of the derivative contracts reported as assets The

fair value of derivative represents the amount at which the derivative could be exchanged in an

orderly transaction between market participants

As of October 31 2011 the Company had the following future contracts outstanding dollars in

thousands
Number of Contracts

Outstanding Market Value

Long Short Long Short

9439 16502 1058 1014
4296 17664 259 1328

41 13174 93 28983

4415 12752

13776 51755 1224 42049

Changes in the market value of these futures transactions are settled on daily basis

14 Off-Balance Sheet Risk and Concentration of Credit Risk

In the normal course of business the Companys activities involve execution settlement and

financing of various securities transactions for customers These activities may expose the

Company to risk in the event customers other brokers and dealers banks depositories or

clearing organizations are unable to fulfill their contractual obligations

The Company enters into off-balance sheet transactions in relation to its proprietary trading

activities to reduce its exposure to market risk Transactions include the sale and purchase of

exchange traded options and futures contracts and other agreements to exchange payments based

on gross contractual amount

Off-balance sheet contracts are valued at fair value The Company monitors its positions

continuously to reduce the risk of future loss due to changes in market value of its financial

instruments or failure of counterparties to perform

Eurodollar

Interest rates

Commodity

Equity

Total
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14 Off-Balance Sheet Risk and Concentration of Credit Risk continued

Transactions in futures contracts are conducted through regulated exchanges which have margin

requirements and are settled in cash on daily basis for the net gain or loss thereby minimizing

credit risk

The Companys financing activities require that it accept and pledge securities as collateral for

secured financing such as securities purchased under agreements to resell and securities sold

under agreements to repurchase The Company monitors the market value of such collateral held

and the market value of securities receivable from others It is the Companys policy to request

and obtain additional collateral when exposure to loss exists

in the event the counterparty is unable to meet its contractual obligation to return the securities

the Company may be exposed to off-balance sheet risk of acquiring securities at prevailing

market prices

The Company conducts business with banks and other brokers and dealers located primarily in

the New York metropolitan area and Canada on behalf of its customers and for its own account

The Companys customer base and trade counterparties are located primarily in the United States

and Canada

Securities sold not yet purchased represent obligations to purchase specified securities at

contracted price Accordingly these transactions may result in unrecorded market risk as the

Companys obligation to purchase these securities in the market may exceed the amount

recognized in the statement of financial condition

Each of the Companys clearing brokers extends credit to the Company based upon both the

market value and the profile of the securities which each of the clearing brokers holds in

custody arrangement for the Company

15 Commitments and Contingencies

The Company leases office space under non-cancelable operating leases that expire in the year

2021 with provision for renewal
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15 Commitments and Contingencies continued

Future minimum payments under the Companys leases as of October 31 2011 are as follows in

thousands

2012 10149

2013 10202

2014 10208

2015 10221

2016 10445

Thereafter 48393

Total 99618

In the normal course of its business the Company has been named defendant in number of

lawsuits and other legal proceedings After considering all relevant facts available insurance

coverage and the advice of counsel in the opinion of management such litigation will not in the

aggregate have material adverse effect on the Companys financial position
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