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Ernst Young LLP

Times Square

New York NY 10036-6530

Tel 212 773 3000

Fax 212 773 6350

www.ey.com

Registered Public Accounting Firm

The Member of

NASDAQ Options Services LLC

We have audited the accompanying statement of financial condition of NASDAQ Options

Services LLC the Company as of December 31 2011 This statement of financial condition

is the responsibility of the Companys management Our responsibility is 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 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 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 statement of financial condition

assessing the accounting principles used and significant estimates made by management and

evaluating the overall statement of fmancial condition presentation We believe that our audit

provides reasonable basis for our opinion

In our opinion the statement of financial condition refened to above

material respects the financial position of NASDAQ Options Services

2011 in conformity with U.S generally accepted accounting principles

February 27 2012

member firm of Ernst Young Global Limited

YOUNG

Report of

presents fairly in all

LLC at December 31



NASDAQ Options Services LLC

Statement of Financial Condition

December 31 2011

Assets

Cash 2626612

Deposits with clearing organizations 1081963

Total assets 3708575

Liabilities and members equity

Liabilities

Payables to affiliates net 264776
Accrued liabilities 142142

Accrued compensation and benefits 18210

Total liabilities 425128

Members equity 3283447

Total liabilities and members equity 3708575

See accompanying notes to the statement offinancial condition



NASDAQ Options Services LLC

Notes to Statement of Financial Condition

December31 2011

Organization and Description of the Business

NASDAQ Options Services LLC the Company is wholly owned subsidiary of Norway

Acquisition LLC Norway Acquisition which is wholly owned subsidiary of The NASDAQ
Stock Market LLC The NASDAQ Stock Market LLC is the parent company of The NASDAQ
Options Market the Exchange The Company operates as the routing broker for the Exchange
and for NASDAQ OMX PHLX Inc PHLX an affiliated entity The NASDAQ OMX Group
Inc NASDAQ OMX is holding company that operates The NASDAQ Stock Market LLC
and PHLX as its wholly owned subsidiaries The Exchange provides NASDAQ OIV1Xs market

participants with the ability to access process display and integrate orders and quotes on the

Exchange PFILX and other national options exchanges The Company is self-clearing and

maintains an account at the Options Clearing Corporation 0CC and at the National Securities

Clearing Corporation NSCC

Activily and Regulation ofNA SDAQ Options Services LLC

The Company currently operates as the Exchanges and PHILXs routing broker-dealer for

sending orders in exchange-listed options from the Exchange and PHLX to other venues for

execution in accordance with member order instructions and requirements The Company also

clears all routed trading activity in options listed on the Exchange and PHLX directly with the

0CC All routed and executed trades are sent to the 0CC by the exchange on which the trade

was executed or by the Exchange

The Company is registered as broker-dealer with the Securities and Exchange Commission

SEC and in all 50 states the District of Columbia and Puerto Rico It is also member of The

NASDAQ Stock Market NOM PHLX Financial Industry Regulatory Authority FINRA
NYSE Amex Boston Options Exchange BOX International Securities Exchange CBOE C2

Options Exchange the BATS Z-Exchange Inc NYSE ARCA and the National Futures

Association The Company is distinguished from most broker-dealers in that it is facility of the

Exchange which functions as both an exchange and Self Regulatory Organization SRO The

Company is registered as an introducing broker with the CFTC and the NFA but did not conduct

any futures related activity during 2011

The Company is subject to regulation by the SEC F1INRA NFA the SROs and the various state

securities regulators



NASDAQ Options Services LLC

Notes to Statement of Financial Condition continued

Summary of Significant Accounting Policies

Use of Estimates

The preparation of the Companys statement of financial condition in conformity with U.S

generally accepted accounting principles requires management to make estimates and

assumptions that affect the reported amounts and the disclosures of contingent amounts in the

statement of financial condition and accompanying notes Management believes that the

estimates utilized in preparing its statement of financial condition are reasonable and prudent

Actual results could differ from those estimates and assumptions

Cash

The Companys cash is held by Bank of New York Mellon BONY Bankruptcy or

insolvency may cause the Companys rights with respect to the cash held by BONY to be

delayed or limited The Company monitors its risk by monitoring the credit quality of BONY
and its subsidiaries The BONY account is non-interest bearing account At December 31

2011 there were no cash equivalents

Deposits with Clearing Organizations

The deposits with clearing organizations represent funds held at 0CC for settlement of trades and

funds also held at NSCC and Depository Trust Company DTC

Securities Owned and Securities Sold Not Yet Purchased at Market Value

The Company may temporarily have positions in securities due to system interruptions The

Company provides brokers and dealers with the option to cancel the difference resulting from

position breaks due to an interruption When market value fluctuations related to these position

breaks are unfavorable to the customer the Company will assume the positions and liquidate the

positions the following trade day resulting in limited market risk to the Company Securities

owned and securities sold not yet purchased are carried at market value in other assets and

accrued liabilities respectively in the statement of financial condition There were no positions

related to securities owned and securities sold not yet purchased at December 31 2011



NASDAQ Options Services LLC

Notes to Statement of Financial Condition continued

Summary of Significant Accounting Policies continued

Income Taxes

The Companys operating results are included in the federal state and local income tax returns

filed by NASDAQ OMX The Company uses the asset and liability method to provide income

taxes on all transactions recorded in the consolidated NASDAQ OMIX financial statements

Deferred tax assets and liabilities are determined based on differences between the financial

statement carrying amounts and the tax basis of existing assets and liabilities i.e temporary

differences and are measured at the enacted rates that will be in effect when these differences

are realized If necessary valuation allowance is established to reduce deferred tax assets to the

amount that is more likely than not to be realized

In order to recognize and measure our unrecognized tax benefits management determines

whether tax position is more likely than not to be sustained upon examination including

resolution of any related appeals or litigation processes based on the technical merits of the

position Once it is determined that position meets the recognition thresholds the position is

measured to determine the amount of benefit to be recognized in the financial statements

Interest and/or penalties related to income tax matters are recognized in income tax expense

At December 31 2011 the Company has accrued no interest and/or penalties related to income

tax matters

Related-Party Transactions

Certain expenses of the Company are settled on the Companys behalf by NASDAQ OMX and

its subsidiaries These expenses are then allocated to the Company through intercompany

charges resulting in amounts due to affiliates

The Company operates as the routing broker for the Exchange and PHLX Under the Service

Agreements the Exchange and PHLX agree to pay the Company pass through costs incurred in

routing orders to external destinations for the Exchange and PHLX The Exchange also agrees to

pay for expenses including 0CC fees clearing costs exchange fees annual membership fees and

certain technology related costs

The Exchange and PHLX also each pay the Company an additional monthly fee for support

related to the Companys routing transactions and this fee is then allocated to the Company

through an intercompany receivable



NASDAQ Options Services LLC

Notes to Statement of Financial Condition continued

Related-Party Transactions continued

The Exchange agreed to provide the Company with support services including but not limited

to finance administration human resources technology and management support

At December 31 2011 the Companys net receivable with Norway Acquisition was settled in

part through non-cash capital distribution of $4295062

At December 31 2011 $264776 was net payable to affiliates primarily related to clearing

execution and exchange fees Intercompany balances are settled on periodic basis

Income Taxes

The Companys operating results are included in the federal state and local income tax returns

filed by NASDAQ OMX For income tax purposes the Company is disregarded as an entity

separate from its owner NASDAQ OMIX pursuant to U.S Income Tax Regulations Sec

301 .770l-3b1ii As single-member LLC the Company records taxes on separate

company basis as if it were separate tax payer

The Companys operating results are included in the federal state and local income tax returns

filed by NASDAQ OMX Federal income tax returns for the years 2008 and 2009 are currently

under audit by the Internal Revenue Service The review of federal income tax returns for the

years 2007 and 2010 is expected to commence in 2012 Several state tax returns are currently

under examination by the respective tax authorities for the years 2006 through 2009 and the

Company is subject to examination for 2010

Regulatory Requirements

The Company is registered broker-dealer and accordingly is subject to the SECs Uniform Net

Capital Rule SEC Rule 15c3-1 which requires the maintenance of minimum net capital The

Company computes its net capital requirements under the alternative method provided by SEC

Rule 5c3- Consequently the Company also meets the net capital requirement for securities

brokers and dealers as specified under CFTC 1.17 subparagraph a1iiiC Advances to

affiliates dividend payments and other equity withdrawals are subject to certain notification and

other requirements of SEC Rule 5c3- and other regulatory bodies



NASDAQ Options Services LLC

Notes to Statement of Financial Condition continued

Regulatory Requirements continued

At December 31 2011 the Company had net capital of $3263447 which was $3013447 in

excess of its required minimum net capital of $250000 Under the agreements made with the

0CC the Company is required to maintain minimum level of net capital of $2000000 and

comply with other financial ratio requirements At December 31 2011 the Company was in

compliance with all such requirements

The Company claims exemption from the provisions of Rule 5c3-3 under the Securities

Exchange Act of 1934 Rule 5c3-3 pursuant to paragraph k2ii The Company self clears

all transactions and does not hold customer funds or safekeep customer securities

Commitments and Contingent Liabilities

Brokerage Activities

The Company provides guarantees to securities clearinghouses and exchanges under their

standard membership agreements which require members to guarantee the performance of other

members If member becomes unable to satisfy its obligations to the clearinghouses other

members would be required to meet its shOrtfalls To mitigate these performance risks the

exchanges and clearinghouses often require members to post collateral as well as meet certain

minimum financial standards

The Companys maximum potential liability under these arrangements cannot be quantified

However management believes that the potential for the Company to be required to make

payments under these arrangements will be unlikely Accordingly no contingent liability is

recorded in the statement of financial condition for these arrangements

General Litigation and Regulatory Matters

The Company may be subject to claims as well as reviews by self-regulatory agencies arising out

of the conduct of its business

Management is not aware of any unasserted claims or assessments that would have material

adverse effect on the financial position and the results of operations of the Company



NASDAQ Options Services LLC

Notes to Statement of Financial Condition continued

Commitments and Contingent Liabilities continued

The SEC and FIINRA adopt rules and examine broker-dealers and require strict compliance with

their rules and regulations The SEC SROs and state securities commissions may conduct

administrative proceedings which can result in censures fines the issuance of cease-and-desist

orders or the suspension or expulsion of broker-dealer its officers or employees The SEC and

state regulators may also institute proceedings against broker-dealers seeking an injunction or

other sanction The SEC and SRO rules cover many aspects of broker-dealers business

including capital structure and withdrawals sales methods trade practices among broker-dealers

use and safekeeping of customers funds and securities record-keeping the financing of

customers purchases broker-dealer and employee registration and the conduct of directors

officers and employees All broker-dealers have an SRO that is assigned by the SEC as the

broker-dealers designated examining authority or DEA The DEA is responsible for examining
broker-dealer for compliance with the SECs financial

responsibility rules FINRA is the

Companys current DEA failure to comply with the SECs request in satisfactory manner

may have adverse consequences and changing the Companys DEA may entail additjonal

regulatory costs

Risks and Uncertainties

As discussed above the Company as routing broker-dealer is exposed to clearance and settlement

risks as well as limited market risk

Fair Value of Financial Instruments

The Companys assets and liabilities are recorded at fair value or at amounts that approximate

fair value These assets and liabilities include cash deposits with clearing organizations payables

to affiliates net accrued liabilities and accrued compensation and benefits The carrying amounts

reported in the statement of financial condition for the Companys financial instruments closely

approximate their fair values due to the short-term nature of these assets and liabilities

Subsequent Events

We have evaluated our subsequent events and there are no known events that require disclosure
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