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(In thousands, except share data)
Assets
Cash and cash equivalents
Cash and investments segregated in compliance with federal regulations
Receivables from brokers, dealers, clearing organizations and clearing agents
Receivables from brokerage customers
Property and equipment, net
Deposits with clearing organizations
Deferred tax asset, net
Other assets
Due from affiliated companies
Total assets

$

52,480
1,732,433
794,552
71,005
370
96,896
1,414
8,545
197

$

2,757,892

$

781,297
1,841,145
9,197
17,786
25,000

Liabilities and Shareholder’s equity
Liabilities:
Payables to brokers, dealers and clearing organizations
Payables to brokerage customers
Accounts payable and accrued liabilities
Due to affiliated companies
Notes payable
Total liabilities

2,674,425

Shareholder’s equity:
Common stock, $1.00 par value. Authorized 1,000 shares; 100 issued and outstanding
Additional paid-in capital
Retained earnings

—
30,334
53,133

Total shareholder’s equity

83,467

Total liabilities and shareholder’s equity

$

See accompanying notes to financial statement
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2,757,892

TRADESTATION SECURITIES, INC.
Notes to Financial Statement
September 30, 2015

(1)

Description of Business
TradeStation Securities, Inc. (the Company or TradeStation Securities), formed in 1995, is a wholly owned
subsidiary of TradeStation Group, Inc. (the Parent Company). The Company is headquartered in Plantation,
Florida, and has branch offices in Chicago, Illinois, Richardson, Texas, and New York, New York.
TradeStation Securities, an online securities broker-dealer and futures commission merchant (FCM), offers
TradeStation to the active trader and certain institutional trader markets. TradeStation is an electronic trading
platform that enables customers to design, test and monitor their own custom trading strategies and then
automate them with electronic order placement. The trading platform currently offers streaming real-time
equities, equity options and futures market data and manual or automated electronic order placement of
equities, options and futures trades. During April 2011, the Company transferred all of its forex accounts to
an affiliated entity, IBFX, Inc. (formerly known as TradeStation Forex, Inc.) and at that time ceased offering
forex services and terminated its forex brokerage business.
In September 2004, the Company commenced equities self-clearing operations for its active trader client
base, and on March 29, 2005 commenced self-clearing of its standardized equity options trades for its active
trader client base. Clearing operations include the confirmation, settlement, delivery and receipt of securities
and funds and record-keeping functions involved in the processing of securities transactions. As the clearing
broker for its equities active trader client base, the Company maintains custody and control over the assets
in those clients’ accounts and provides the following back office functions: maintaining customer accounts;
extending credit in a margin account to the customer; settling stock transactions with the Depository Trust
& Clearing Corporation (and, for options, with the Options Clearing Corporation); settling commissions and
clearing fees; preparing customer trade confirmations and statements; performing designated cashier
functions, including the delivery and receipt of funds and securities to or from the customer; possession or
control of customer securities, safeguarding customer funds, transmitting tax accounting information to the
customer and to the applicable tax authorities; and forwarding prospectuses, proxies and other shareholder
information to customers.
Prior to September 2004, all securities trades were cleared through Bear, Stearns Securities Corp (which was
acquired by JP Morgan Chase in 2008). Until July 2015, The Company cleared certain institutional account
trades through JP Morgan Clearing Corporation (clearance agent) on a fully disclosed basis. However, the
Company received notice from JP Morgan Clearing Corporation in April 2015 that it was discontinuing its
correspondent clearing operations and therefore terminated its clearance agreement with the Company. The
Company decided not to replace JP Morgan Clearing Corporation with a similar corresponding clearing firm.
Accordingly, accounts fully disclosed to JP Morgan were transferred to the Company, closed or transferred
to another brokerage firm.
On January 4, 2010, TradeStation Securities converted its clearance of futures accounts using R.J. O’Brien
(RJO) from a fully disclosed basis to an omnibus clearance basis. As a result of converting to omnibus
clearance, TradeStation Securities received from RJO $349.0 million in futures customers’ funds, which
were then appropriately segregated in accordance with Commodity Exchange Act rules. In April 2014, the
Company decided to begin an initiative to become a self-clearing FCM. On April 11, 2014, The Company
entered into an agreement with the SunGard Futures Division Systems, a division of SunGard Systems
International Inc. (SunGard) to license its GMI Financial Accounting System and related systems (GMI) to
provide back-office support and systems, and during December 2014 purchased certain CME Group futures
and ICE Clear U.S. clearing exchange memberships. These exchange memberships were recorded at a cost
2
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basis of $4.0 million. In addition, as required to purchase an ICE Clear U.S. clearing membership, the
Company purchased 3,162 shares of Intercontinental Exchange, Inc. (NYSE: ICE) common stock in May
2014 and recorded the purchase at a cost basis of $594,000. The conversion to self-clearing for futures is
expected to occur in 2016.
The Company is a member of, or registered with, and subject to the rules and requirements of, the Financial
Industry Regulatory Authority (FINRA), New York Stock Exchange (NYSE), Securities Investor Protection
Corporation, National Futures Association (NFA), the National Securities Clearing Corporation and
Depository Trust Company (together, the Depository Trust & Clearing Corporation or DTCC), Options
Clearing Corporation (OCC), NASDAQ OMX, Boston Options Exchange, Chicago Board Options
Exchange, Chicago Stock Exchange, International Securities Exchange, CME Group exchanges (CME,
CBOT, NYMEX and COMEX), and ICE Clear U.S. The Company’s business is also registered with, and
subject to rules and requirements of, the Securities and Exchange Commission (SEC), Commodity Futures
Trading Commission (CFTC) and state regulatory authorities (the firm is registered to conduct its brokerage
business in all 50 states and the District of Columbia). The DTCC and the OCC, together with other
organizations, if any, that perform similar clearing or depository roles for their members, are collectively
referred to in this report as “clearing organizations.”
During June 2011, the Parent Company was acquired by Monex Group, Inc. (Monex), headquartered in
Chiyoda-ku, Tokyo and listed on Section One of the Tokyo Stock Exchange. Monex, including its main
subsidiary Monex Inc., provides a variety of financial services to individual investors including securities
brokerage, M&A advisory, debit and equity underwriting, asset management, investment education, and
other investment banking functions. These financial statements do not reflect purchase accounting as all
purchase accounting entries were recorded by the Parent Company. As a result, the assets and liabilities were
recorded at historical cost basis in the Company’s financial statement.
(2)

Summary of Significant Accounting Policies
The following is a summary of significant accounting policies adhered to in the preparation of this financial
statement:
(a)

Use of Estimates
The preparation of this financial statement in conformity with accounting principles generally accepted
in the United States requires management to make certain 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 statement.

(b)

Cash and Cash Equivalents
The Company classifies all highly liquid investments with an original maturity of three months or less
to be cash equivalents. Cash and cash equivalents consist primarily of cash and money market funds
held primarily at JPMorgan Chase Bank, N.A. or one of its banking affiliates (JPMorgan Chase). The
Company maintains its cash and cash equivalents in financial institutions the Company considers of
high credit quality. Cash balances in these accounts may exceed the Federal Deposit Insurance
Corporation insured limits. To date, the Company has not experienced any losses in such accounts.
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Based upon required regulatory calculations as of the last business day of the period, cash and cash
equivalents balance may increase or decrease by the second business day subsequent to period-end.
See Cash and Investments Segregated In Compliance With Federal Regulations for details.
(c)

Cash and Investments Segregated in Compliance with Federal Regulations
The Company is obligated by rules mandated by two of its primary regulators, the SEC and the CFTC,
to set aside cash or qualified securities to satisfy regulations promulgated to protect customer assets.
Cash and investments segregated in compliance with federal regulations of $1.73 billion consists of
$1.38 billion in cash and $356 million in United States Treasury securities. As of September 30, 2015,
$1.22 billion was segregated in special reserve accounts at Sumitomo Mitsui Banking Corporation,
$407 million was segregated in special reserve accounts at JPMorgan Chase and $102 million was
segregated in special reserve accounts at RJO. Of the total segregated amount of $1.73 billion, $1.22
billion is segregated in accordance with Rule 15c3-3 and $509 million is segregated in accordance
with CFTC requirements. On October 1, 2015, cash and investments segregated in compliance with
federal regulations increased by $3.5 million as a result of a transfer from cash and cash equivalents
related to the 15c3-3 calculation as of September 30, 2015.

(d)

Receivables from and Payables to Brokers, Dealers, Clearing Organizations and Clearing Agents
Receivables from brokers, dealers, clearing organizations and clearing agents consist primarily of cash
advanced for securities borrowed from broker-dealers (see Securities Borrowed and Loaned). Payables
to brokers, dealers and clearing organizations include amounts for securities loaned from broker
dealers, payables to clearing organizations and payables to brokers.. See note 3 – Receivables from
and Payables to Brokers, Dealers, Clearing Organizations and Clearing Agents.

(e)

Securities Borrowed and Loaned
Securities borrowed and securities loaned transactions are recorded at the amount of cash collateral
advanced or received and are reflected in receivables from brokers, dealers, clearing organizations and
clearing agents or payables to brokers, dealers and clearing organizations, respectively. Securities
borrowed transactions require the Company to provide the counterparty with collateral in the form of
cash. The Company receives collateral in the form of cash for securities loaned transactions. The
related interest receivable from broker-dealers is included within receivables from broker-dealers and
clearing organizations on the accompanying statement of financial condition.

(f)

Receivables from and Payable to Brokerage Customers
The Company performs periodic credit evaluations and provides allowances for potential credit losses,
as considered necessary, based upon its assessment of specifically identified unsecured receivables
and other factors. See note 4 – Receivables from Brokerage Customers.
Payable to brokerage customers primarily consists of client cash held in brokerage accounts and is
carried at the amount of client cash on deposit. Payables to brokerage customers also include future
customers’ gains and losses on open trades.
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(g)

Property and Equipment
Property and equipment are stated at cost, less accumulated depreciation. Property and equipment are
depreciated using the straight-line method over the estimated useful lives of the assets. Maintenance
and repairs are expensed when incurred; leasehold improvements are capitalized and amortized over
the lesser of its useful life or the term of the lease. Upon the sale or retirement of assets, the cost and
accumulated depreciation or amortization are removed from the accounts, and any gain or loss is
recognized. See note 5 – Property and Equipment, Net.

(h)

Exchange Memberships
Exchange memberships are recorded at cost and are evaluated for impairment as circumstances may
warrant. (See Impairment of Long Lived Assets.) The Company’s shares of ICE common stock are
carried at fair value based on the closing stock price of ICE. As of September 30, 2015, the shares
were valued at $743,000. The Company’s exchange memberships and ICE shares are included within
other assets in the accompanying statement of financial condition.

(i)

Impairment of Long-Lived Assets
The Company evaluates long-lived assets for recoverability whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. Impairment losses are
recognized if the carrying amount exceeds the sum of the undiscounted cash flows estimated to be
generated by those assets. The amount of impairment loss is calculated as the amount by which the
carrying value exceeds fair value. No impairment occurred during the six months ended September
30, 2015.

(j)

Fair Value of Financial Instruments
The carrying amounts of cash and cash equivalents; cash and investments segregated in compliance
with federal regulations; securities owned, at fair value; deposits with clearing organizations,
receivables from brokers, dealers, clearing organizations and clearing agents; receivables from
brokerage customers; ICE common stock shares; payables to brokers, dealers and clearing
organizations; payables to brokerage customers; and notes payable approximate fair value due to their
short term nature as of September 30, 2015. See note 13 – Fair Value for further discussion on fair
value methodology.

(k)

Securities and Futures Transactions
Customer securities transactions are recorded on a settlement-date basis, with such transactions
generally settling three business days after the trade date. Securities owned by equities customers,
including those that collateralize margin loans or similar transactions, are not included in the
Company’s financial statement.
Customer futures transactions are recorded on a trade-date basis.
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(l)

Operating Leases
Rental payments, free rent, and leasehold and other incentives are recognized on a straight-line basis
over the life of a lease. Leasehold improvements are amortized over the shorter of their economic life
or the lease term. See note 14 – Commitments and Contingencies – Operating Leases.

(m)

Income Taxes
The Company accounts for income taxes in accordance with the Income Taxes Topic of the
FASB ASC (the Income Taxes Topic; formerly SFAS 109, Accounting for Income Taxes and FIN 48,
Accounting for Uncertainty in Income Taxes – an Interpretation of FASB Statement No. 109). The
Income Taxes Topic requires that deferred income tax balances be recognized based on the differences
between the financial statement and income tax bases of assets and liabilities using the enacted tax
rates. The Company recognizes the effect of income tax positions only if those positions are more
likely than not of being sustained. Recognized income tax positions are measured at the largest amount
that is greater than 50% likely of being realized. Changes in recognition or measurement are reflected
in the period in which the change in judgment occurs. It was determined that there were no material
uncertain tax positions that are not more likely than not to be sustained as of September 30, 2015.
The Company’s results are included in the consolidated federal and state income tax returns of the
Parent Company. FINRA reporting requires a broker-dealer to record any income tax expense and
liability based upon the Company’s operations on a stand-alone basis, even though the Company is
part of the consolidated income tax returns. See note 11 – Income Taxes.

(3)

Receivables from and Payables to Brokers, Dealers, Clearing Organizations and Clearing Agents
Receivables from brokers, dealers, clearing organizations and clearing agents consist of the following as of
September 30, 2015 (in thousands):

Securities borrowed from broker-dealers
Fees and commissions receivable from
clearing agents
Securities failed to deliver to
broker-dealers and other

$

792,922
1,484
146

$

794,552

Payables to brokers, dealers, and clearing organizations consist of the following as of September 30, 2015
(in thousands):
Securities loaned from broker-dealers
Payables to clearing organizations
Payables to brokers

6

$

780,880
395
22

$

781,297
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Effective April 1, 2013, the Company adopted the amended disclosure guidance about offsetting certain
assets and liabilities, which requires additional information about the Company’s securities borrowing and
securities lending transactions that are offset or subject to an enforceable master netting arrangement or
similar agreement. The Company does not offset securities borrowing and securities lending transactions
within the statement of financial condition. The Company’s securities borrowing and securities lending
transactions are transacted under master agreements that are widely used by counterparties and that may
allow for net settlements of payments in the normal course, as well as offsetting of all contracts with a given
counterparty in the event of a bankruptcy or default of one of the two parties to the transaction. The following
table presents information about these transactions to evaluate the potential effects of rights of setoff between
these recognized assets and liabilities as of September 30, 2015 (in thousands):
Gross amounts not offset in the
statement of financial condition

Gross amounts
of recognized
assets and
liabilities

Amounts
presented
in the
statement of
financial
condition

Gross amounts
offset in the
statement of
financial
condition

Collateral
received or
pledged
(including cash)

Net amount

Assets:
Deposits paid for securities
borrowed

$

792,922

—

$

792,922

$

(650,110) $

142,812

Liabilities:
Deposits received for
securities loaned

$

780,880

—

$

780,880

$

(690,553) $

90,327

Included in the gross amounts of deposits paid for securities borrowed is $650 million and included in the
amount of deposits received for securities loaned is $690 million transacted through a program with a
clearing organization, which guarantees the return of cash to the Company. For presentation purposes, these
amounts presented are based on the original counterparties to the Company’s master securities loan
agreements.
(4)

Receivables from Brokerage Customers
Receivables from brokerage customers of $71.0 million at September 30, 2015 consist primarily of margin
loans to the Company’s brokerage customers. Securities owned by brokerage customers are held as collateral
for margin loans. Such collateral is not reflected in the statement of financial condition. At September 30,
2015, the Company was charging a base margin debit interest rate of 8.5% per annum on debit balances in
brokerage customer accounts. “Margin” requirements determine the amount of equity required to be held in
an account for the purchase of equities on credit. Margin lending is subject to the margin rules of the Board
of Governors of the Federal Reserve System, the margin requirements of FINRA, limits imposed by clearing
agent firms, and the Company’s own internal policies. By permitting customers to purchase and maintain
securities positions on margin, the Company takes the risk that a market decline will reduce the value of the
collateral, securing its margin loan to an amount that renders some portion of the margin loan unsecured.
Under applicable securities laws and regulations, once a margin account has been established, the Company
7
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is obligated to require from the customer an initial margin of no lower than 50% for purchases of securities,
and then is obligated to require the customer to maintain its equity in the account equal to at least 25% of the
value of the securities in the account. However, the Company’s current internal requirement is that the
customer’s equity not be allowed to fall below 35% of the value of the securities in the account. If it does
fall below 35%, the Company requires the customer to increase the account’s equity to 35% of the value of
the securities in the account (if not, the Company will perform closing transactions to bring the customer
account above the maintenance requirement). These requirements can be, and often are, raised as the
Company deems necessary for certain accounts, groups of accounts, securities or groups of securities.
However, there is no assurance that a customer will be willing or able to satisfy a margin call or pay
unsecured indebtedness owed to the Company.
(5)

Property and Equipment, Net
Property and equipment, net, consist of the following as of September 30, 2015 (in thousands):
Estimated
useful life
in years
Computers and software
Furniture and equipment
Leasehold improvements

3–5
3–7
5 – 10

Amount
$

4,657
819
442
5,918

Accumulated depreciation

(5,548)
$

(6)

370

Deposits with Clearing Organizations
As a self-clearing broker-dealer, the Company is subject to clearing organization and other cash deposit
requirements which are, and may continue to be, large in relation to the Company’s total liquid assets, and
which may fluctuate significantly from time to time based upon the nature and size of the Company’s active
trader clients’ trading activity. As of September 30, 2015, the Company had cash deposits with clearing
organizations totaling $96.9 million for the clearing of stock trades, standardized equity option trades and
for the eventual self-clearing of futures trades, as discussed in note 1.

(7)

Notes Payable
On April 18, 2014, the Company entered into a credit facility agreement with Monex, Inc., a subsidiary of
Monex. The agreement permits the Company to borrow up to $50,000,000 from Monex, Inc., for general
operational needs bearing an interest rate that will be agreed upon by both parties on the drawdown date and
a maturity date not to exceed three months from the funding date. The agreement expired on March 31, 2015
and was renewed until March 31, 2016 with identical terms. On September 8, 2015 the Company received a
drawdown of $10,000,000, from Monex, Inc. under this agreement increasing the outstanding balance to
$25,000,000 as of September 30, 2015. During the six months ended September 30, 2015, the interest rate
charged to the Company on its credit facility drawdowns ranged from 1.0% to 1.1%. Accrued interest payable
is included in accounts payable and accrued liabilities in the accompanying statement of financial condition.
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(8)

Related Party Transactions
The Company has a License and Support Agreement (the Agreement) with TradeStation Technologies, Inc.,
a wholly owned subsidiary of the Parent Company. The terms of the Agreement require the Company to pay
for the licensing of the TradeStation platform plus promotion, support, and other services. The Agreement
also requires the Company to pay monthly fees for administrative services.
The Company has an expense-sharing agreement with the Parent Company, TradeStation Technologies, Inc.,
IBFX, Inc. and TradeStation Europe Limited, a wholly owned subsidiary of the Parent Company authorized
by the United Kingdom Financial Conduct Authority (FCA) to introduce brokerage accounts. The
expense-sharing agreement, in compliance with FINRA Notice to Member 03-63, requires the allocation
among the parties of all costs and expenses paid by any member of the group from which other parties
benefit. The Company also has a third-party introduction agreement with TradeStation Europe Limited,
which is authorized to introduce brokerage customers in the United Kingdom and the European Union to the
Company.
The Parent Company has an operating lease agreement, expiring in May 2022, for its corporate headquarters
in Plantation, FL. The Company is allocated approximately 50% of the cost of this lease.
The Company provides consulting services to an affiliate for software development projects. The
Company’s revenue is based on a 9% mark-up on the salaries and benefits and other overhead expenses
incurred by the Company.
The Parent Company has a $20.0 million intraday overdraft line of credit with Mizuho Bank, primarily to be
used by the Company to pre-fund any Treasury bill maturities from its 15c3–3 customer reserve accounts.
The Company did not utilize this line of credit during the six months ended September 30, 2015. In addition,
the Parent Company has unsecured lines of credit with multiple banks totaling $120 million that may be used
by the Company for liquidity pursuant to a funding agreement dated May 20, 2015.
The amount due to affiliated companies represents the net amounts payable to certain affiliates as the result
of various transactions, including amounts payable under the Agreement and the expense-sharing agreement.
These amounts are noninterest bearing, have no defined repayment terms, and are expected to be repaid using
current available cash balances or through future profits earned by the Company.
The amount due from affiliated companies represents the net amounts receivable from certain affiliates as a
result of various transactions, including amount receivable under the expense-sharing agreement. These
amounts are noninterest bearing, have no defined repayment terms, and are expected to be repaid primarily
to the Company by its affiliates using their available cash balances.

(9)

Payables to Brokerage Customers
At September 30, 2015, payables to brokerage customers, consisting primarily of cash balances in brokerage
customer accounts, totaled $1.8 billion. These funds are the principal source of funding for margin lending.
At September 30, 2015, the Company was not paying interest on cash balances in brokerage customer
accounts.
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(10) Employee Benefit Plans
The Company participates in the Parent Company’s defined contribution 401(k) plan (the 401(k) Plan). All
employees with at least three months of continuous service are eligible to participate and may contribute up
to 60% of their compensation up to the annual limit set by the Internal Revenues Service. Employer matching
contributions are discretionary, as defined in the 401(k) Plan, and are vested 20% for each year of service.
(11) Income Taxes
The Parent Company, including its wholly owned subsidiaries, files consolidated federal and state income
tax returns. FINRA reporting requires a broker-dealer to record any income tax expense and liability based
upon the Company’s operations on a stand-alone basis, even though the Company is part of consolidated
income tax returns. Upon the filing of the income tax returns, the majority of the Company’s income taxes
receivable and payable will be settled with the Parent Company. As of September 30, 2015, the Company
had income taxes receivable from state jurisdictions of $27,000, included in other assets. In addition, as of
September 30, 2015, the Company had income tax payable of $2.9 million, included in accounts payable and
accrued liabilities, pertaining to federal and certain state jurisdictions. The Company is no longer subject to
United States federal tax examinations for periods prior to 2014 or state and local tax examinations prior to
2010.
Deferred income tax assets and liabilities are recorded when revenues and expenses are recognized in
different periods for financial and income tax reporting purposes. The temporary differences that created
deferred income tax assets and liabilities are as follows as of September 30, 2015 (in thousands):

Deferred income tax assets:
Accrued expenses and other
State net operating loss carry forward
Stock-based compensation
Property and equipment, net

$

429
601
319
180
1,529

Deferred income tax liabilities:
Difference in revenue recognition

(115)
$

1,414

There was no valuation allowance recorded for deferred tax assets as of September 30, 2015. Management
considered whether it is more likely than not that some portion or all of the deferred tax assets will not be
realized. The future benefit of deferred tax assets is dependent upon the generation of future taxable income
during the periods in which these temporary differences become deductible. Management considers the
projected future taxable income, the scheduled reversal of deferred tax liabilities and tax planning strategies
in making this assessment.
(12) Net Capital Requirements
The Company is subject to the net capital requirements of the SEC’s Uniform Net Capital Rule
(Rule 15c3-1), which is administered by the SEC and FINRA, and the CFTC financial requirement
10
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(Regulation 1.17 under the Commodity Exchange Act), which is administered by the CFTC and the NFA.
Under these rules, the Company calculates its net capital requirements using the “alternative method,” which
requires the maintenance of minimum net capital, as defined by the rules, equal to the highest of:
(i) $1,000,000; (ii) 8.0% of domestic and foreign domiciled customer and noncustomer (excluding
proprietary) risk maintenance margin/performance bond requirements for all domestic and foreign futures,
options on futures contracts and cleared over-the-counter derivatives positions, excluding the risk margin
associated with naked long option positions; or (iii) 2.0% of aggregate customer debit items. At September
30, 2015, the Company had net capital of $66.4 million (44.81% of aggregate debit items), which was $63.2
million in excess of its required net capital of $3.2 million.
(13) Fair Value
The Fair Value Measurements and Disclosures Topic establishes a fair value hierarchy, which requires an
entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring
fair value. In accordance with guidance under the Fair Value Measurements and Disclosures Topic, three
levels of inputs may be used to measure fair value:
Level 1 – Valuations based on quoted prices in active markets for identical assets or liabilities. The
Company’s Level 1 assets consist primarily of U.S. Treasuries which are either included under cash and
investments segregated in compliance with federal regulations, and securities owned, at fair value. As of
September 30, 2015, the Company’s U.S. Treasuries had maturities through December 17, 2015. In addition,
the Company's ICE common stock shares are valued based on closing price of the stock.
Level 2 – Valuations based on one or more quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly. The Company’s only Level 2 measurement
includes stock-based compensation awards.
Level 3 – Valuations based on inputs that are unobservable and significant to the overall fair value
measurement. The Company did not hold any Level 3 assets as of and during the six months ended September
30, 2015.
The following table summarizes the basis used to measure the fair value of securities on a recurring basis in
the Company’s statement of financial condition as of September 30, 2015 (in thousands):
Investments segregated in compliance
with federal regulations
Securities owned, at fair value
ICE common stock shares

$

355,812
10
743

$

356,565

For the Company’s investments in U.S. Treasuries, the fair value equals the quoted market price of each
U.S. Treasury Bill. The carrying amounts of the Company’s financial assets and financial liabilities which
include cash and cash equivalents, cash and investments segregated in compliance with federal regulations,
securities owned, receivables from and payable to brokers, dealers, and clearing organizations, receivables
from and payables to brokerage customers, notes payable, and deposits with clearing organizations
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approximate fair value due to their short-term nature. There were no transfers between levels during the six
months ended September 30, 2015.
(14) Commitments and Contingencies
(a)

Operating Leases
The Company is obligated under non-cancelable operating leases for its Chicago office expiring in
February 2016 and its New York office expiring in July 2016. Future minimum lease payments as of
September 30, 2015 under the operating leases are $243,000 for the year ending March 31, 2016 and
$66,000 for the year ending March 31, 2017.

(b)

Litigation and Claims
In February 2010, the Company and the Parent Company were named as defendants in a complaint
filed in the United States District Court, Northern District of Illinois, Eastern Division, styled Trading
Technologies International, Inc. v. TradeStation Securities, Inc. and TradeStation Group, Inc. In this
civil action, Trading Technologies (TT) alleges that the Company and the Parent Company infringed
and continue to infringe several patents held by TT. The patents relate mainly to the TradeStation
“Matrix” graphical user interface. TT seeks a judgment enjoining the alleged infringement and
awarding unspecified damages and costs. The Company answered the complaint in August 2010
generally denying the allegations and asserted a variety of affirmative defenses. Discovery commenced
and trial was initially scheduled for July 16, 2011, but did not go forward at that time since, on February
3, 2011, a federal judge granted TT’s motion to consolidate 12 similar actions. On May 5, 2014,
following the successful appeal by TT of an order granting summary judgment on several of the claims,
TT and the Defendants, including the Company and the Parent Company, filed the Parties’ Proposed
Schedules for Claim Construction. After a successful order of partial summary judgment in favor of
defendants was reversed by the appellate court on technical grounds, on May 20, 2014 co-defendant
TD Ameritrade filed five Covered Business Method Petitions (“TD CBM Petitions”) with the Patent
Trademark Office Trial and Appeal Board (“PTO Board”) on the main TT patents, including the
patents upon which the Company was sued, seeking to invalidate them. In December 2014, four of
five of the TD CBM Petitions were accepted for full review (acceptance for full review means that the
PTO Board believes it is more likely than not that the petitioner will prevail). On March 25, 2015,
the trial court granted defendants’ motions to stay pending conclusion of the TD CBM Petitions and
TT appealed the stay. In early July, as the Company and other defendants were preparing to file CBM
petitions on the patents not previously addressed by the TD CBM Petitions, the Company received
notice that TD Ameritrade had settled its case with TT, thus ending TT’s appeal of the stay and the
PTO Board review of the TD CBM Petitions. On July 21, 2015, the Company filed a CBM petition
with the PTO on the ‘304 patent, and the Company and the other remaining defendant (Interactive
Brokers Group-CQG has also settled its case) have since filed additional CBM petitions which cover
substantially all of the patents asserted by TT. TT moved the trial court to lift the stay, which was
granted on July 24, 2015. Pursuant to court order, the parties submitted proposed discovery and case
management schedules on August 31, 2015 and are in the process of updating discovery responses and
initial disclosures. On October 21, 2015, the court denied TT’s motion to deconsolidate the remaining
two cases at least through completion of the joint claim construction hearing. The new CBM petition
processes will, to the extent accepted for full review, proceed concurrently with the court case, unless
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another stay is granted. While it is too early to predict the outcome of this matter, the Company
believes the case to be without merit and intends to defend it vigorously.
In June 2011, the Company was served with two federal court complaints, Deutsche BankTrust
Company Americas Law Debenture Trust Company of NY and Wilmington Trust Company v.
Waterman Broadcasting Investment Corporation, et al., and William A. Niese, et al v. Alliance
Bernstein L.P., et al. The plaintiffs in the Deutsche Bank case seek to set aside allegedly fraudulent
transfers of approximately $8.3 billion from the numerous defendants. The plaintiffs in the Niese case
are retirees who claim to have been excluded from the Deutsche Bank case, and who are seeking $109
million from the numerous defendants. The two cases have been consolidated. The plaintiffs allege
that the Company’s portion of these alleged damages for the consolidated case is $266,459. On
September 23, 2013, the trial judge entered an order dismissing the state law constructive fraudulent
conveyance claims asserted by the individual creditors on the grounds that the individual creditors
lacked standing to assert the claims. With respect to the remaining intentional fraudulent conveyance
claims, on November 21, 2013, the trial judge entered a Master Case Order directing the parties to
submit proposed protocols to govern the Phase Two pre-answer motion-to-dismiss phase of the
litigation along with protocols related to smaller shareholder defendants and conduit defendants. On
April 25, 2014, the trial judge entered the Phase Two Motion Protocol and the Conduit Protocol. On
May 22, 2014, the Company filed an affidavit in response to the Conduit Protocol on the basis that it
is a “mere conduit” and should thus be dismissed from the case. On May 29, 2014, the plaintiffs and
the Company stipulated to dismissal, without prejudice, of the intentional fraudulent conveyance
claims. The Company believes the remaining aspects of the case that are presently on appeal to be
without merit and intends to continue to participate in the defense, as a minor defendant, to the extent
deemed necessary.
On July 17, 2015, Cryptopeak Solutions, LLC (“Cryptopeak”) filed a patent infringement lawsuit
against the Parent Company in the United States District Court, Eastern District of Texas, styled
Cryptopeak Solutions, LLC v. TradeStation Group, Inc. (Case No. 2:15-cv-1317) alleging that the
company has infringed and continues to directly infringe one or more claims of the U.S. Patent No.
6,202,150 by actions comprising and/or using one or more websites that operate in compliance with
the standards of Elliptic Curve Cryptography Cipher Suites for the Transport Layer Security
protocol. Cryptopeak seeks an injunction from further infringement, and/or in the alternative, an award
of running royalties from the time of judgment, damages for infringement costs and attorneys’ fees. On
the same day the complaint was filed against the Company, Cryptopeak filed 28 other similar patent
lawsuits against several large companies, including: Petco Animal Supplies, Inc., optionsXpress, Inc.,
New York Life Insurance Company, The PNC Financial Services Group, Inc., Netflix, Inc., Discover
Financial Services, Bed, Bath & Beyond, etc. The complaint was served on July 30, 2015. On October
7, 2015, the case was settled with a $25,000.00 payment to Cryptopeak. Pursuant to the terms of the
settlement under which the Parent Company did not admit liability, the Parent Company received a
non-exclusive license for the patent-in-suit. Since this lawsuit has concluded, it will not appear in
future filings.
On September 3, 2013, the IRS issued a 972CG notice to the Company seeking $1.5 million in
penalties relating to allegedly late filed Form 1099’s and missing or incorrect tax identification
numbers. Penalties can be avoided under the applicable rules if the Company can show “reasonable
cause” why the errors were made (or can demonstrate that the errors the IRS believes occurred actually
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did not occur). On October 16, 2013, the Company submitted its response letter to the IRS. Since that
time, the Company has provided additional information to the IRS and the matter remains under
review. It is too early to predict with any certainty whether all or components of the penalties sought
will be avoided in whole or in part.
On June 8, 2015, Zhijian Yang, a former TradeStation Technologies, Inc. (“TTI”) employee filed a
discrimination complaint against the Company, the Parent Company, other affiliates and current and
former employees in the United States District Court for the Southern District of Florida, styled Zhijian
Yang v. TradeStation Group, Inc. et al., (Case No. 15cv61220-Bloom/Valle) alleging discrimination
against him (and allegedly others) including alleged human rights violations. In his initial complaint,
Mr. Yang sought an undisclosed amount of damages. After he filed his initial complaint, Mr. Yang
retained counsel who, on November 17, 2015 filed his First Amended Complaint against only the
Parent Company and TTI (the Company and other affiliates and individual employees were dismissed
from the suit). The Parent Company and TTI have been served with process. The First Amended
Complaint alleges violations of the overtime and payment provisions of the Fair Labor Standards Act,
fraud in the inducement, retaliatory discharge under §448.102, Florida Statutes, and national origin
and race discrimination under Title VII. Mr. Yang seeks damages of $132,042.35. This case is another
attempt by Mr. Yang to bring cases in various forums relating to his termination in October 2012 for
performance reasons, including a Florida administrative case against affiliate TTI (a decision is
pending following trial), a Florida administrative workman’s compensation case against TTI (which
was nominally settled for $2,500), and an Equal Employment Opportunity Commission investigation
relating to TTI (which was closed with no action). The Company believes the allegations to be without
merit and intends to defend this matter vigorously.
On November 20, 2015, the Company was served with a FINRA arbitration styled: Julio Beaton and
Lourdes Figueroa v. TradeStation Securities, Inc., No. 15-02997. In this employment case, Mr. Beaton
and Ms. Figueroa allege several claims arising from their departure from the Company in May 2015
(Mr. Beaton voluntarily resigned and Ms. Figueroa was discharged) including defamation, tortious
interference, breach of contract, unjust enrichment, and violation of FINRA’s just and equitable
principle rule. Mr. Beaton and Ms. Figueroa seek an undisclosed amount of compensatory damages
and punitive damages between $500,000 and $1 million. The Company believes the allegations to be
without merit and intends to defend this matter vigorously.
The Company is also engaged in routine regulatory matters, including a pending investigation initiated
by the CFTC Division of Enforcement on May 12, 2015 against the Company and its affiliate, IBFX,
Inc. involving several issues (although it appears the investigation will soon be concluded with no
action taken against the Company).
(c)

General Contingencies and Guarantees
In the ordinary course of business, there are various contingencies that are not reflected in the statement
of financial condition. These include customer activities involving the execution, settlement and
financing of various customer securities and futures transactions. These activities may expose the
Company to off-balance sheet credit risk in the event the customers are unable to fulfill their
contractual obligations.
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In margin transactions, the Company may be obligated for credit extended to its customers by the
Company or its clearing agents that is collateralized by cash and securities in the customers’ accounts.
In connection with securities activities, the Company also executes customer transactions involving
the sale of securities not yet purchased (short sales), all of which are transacted on a margin basis
subject to federal, self-regulatory organization and individual exchange regulations and the Company’s
internal policies. Additionally, the Company may be obligated for credit extended to its customers by
its clearing agents for futures transactions that the Company borrows securities temporarily from other
broker-dealers in connection with its broker-dealer business. The Company deposits cash as collateral
for the securities borrowed. Decreases in securities prices may cause the market value of the securities
borrowed to fall below the amount of cash deposited as collateral. In the event the counterparty to
these transactions does not return the cash deposited, the Company may be exposed to the risk of
selling the securities at prevailing market prices. The Company seeks to manage this risk by requiring
credit approvals for counterparties, by monitoring the collateral values on a daily basis, and by
requiring cash to be returned as needed.
The Company loans securities temporarily to other broker-dealers in connection with its broker-dealer
business. The Company receives cash as collateral for the securities loaned. Increases in securities
prices may cause the market value of the securities loaned to exceed the amount of cash received as
collateral. In the event the counterparty to these transactions does not return the loaned securities, the
Company may be exposed to the risk of acquiring the securities at prevailing market prices in order to
satisfy its client obligations. The Company mitigates this risk by requiring credit approvals for
counterparties, by monitoring the market value of securities loaned on a daily basis and requiring
additional cash as collateral when necessary.
The customers’ financing and securities settlement activities may require the Company and its clearing
agents to pledge customer securities as collateral in support of various secured financing sources,
which may include bank loans. In the event the counterparty is unable to meet its contractual obligation
to return customer securities pledged as collateral, the Company may be exposed to the risk of needing
to acquire the securities at prevailing market prices in order to satisfy its obligations. The Company
seeks to manage this risk by monitoring the market value of securities pledged on a daily basis. The
Company provides guarantees to its clearing organization and exchanges under their standard
membership agreements, which require members to guarantee the performance of other members.
Under the agreements, if another member becomes unable to satisfy its obligations to clearing
organization or exchange, other members would be required to meet shortfalls. The Company’s
liability under these arrangements is not quantifiable and may exceed the cash and securities it has
posted as collateral. However, management believes that the possibility of the Company being required
to make payments under these arrangements is remote. Accordingly, no liability has been recorded for
these potential events.
(15) Subsequent Events
The Company has evaluated events and transactions occurring subsequent to September 30, 2015 as of
December 1, 2015. Management believes that no material events have occurred since September 30, 2015
that require recognition or disclosure in the financial statement.
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