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                If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the
Securities Act of 1933, check the following box.    o

                If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check the
following box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering.    o

                If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering.    o

                If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering.    o

CALCULATION OF REGISTRATION FEE

Title of Each Class of Securities to be Registered
Proposed Maximum
Aggregate Offering

Price(1)
Amount of

Registration Fee(1)

Class A Common Stock, $0.01 par value per share $1,000,500,000(2) $30,715.35(3)

(1)
Estimated pursuant to Rule 457(o) under the Securities Act of 1933, as amended, solely for purposes of calculating the registration fee,
which was previously paid in connection with the initial filing of this Registration Statement.

(2)
An additional indeterminate amount of securities are being registered hereby to be offered solely for market making purposes by an
affiliate of the registrant. Pursuant to Rule 457(q) under the Securities Act, no additional filing fee is required.

(3)
Previously paid.

The registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date
until the registrant shall file a further amendment which specifically states that this Registration Statement shall thereafter become
effective in accordance with Section 8(a) of the Securities Act or until the Registration Statement shall become effective on such date as
the Securities and Exchange Commission, acting pursuant to such Section 8(a), may determine.
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EXPLANATORY NOTE

              This Registration Statement contains a prospectus relating to the initial public offering of shares of Class A common stock, par value
$0.01 per share ("common stock"), of Interactive Brokers Group, Inc. (the "Company"). This Registration Statement also contains a prospectus
relating to sales of common stock by W.R. Hambrecht + Co., LLC in connection with market making transactions. The complete prospectus
relating to the initial public offering of common stock (the "IPO Prospectus") follows immediately after this Explanatory Note. Following the
IPO Prospectus are certain pages of the prospectus relating solely to such market making transactions (together with the remainder of the
prospectus as modified as indicated below, the "Market Making Prospectus"), including an alternate front and back cover page and alternate
sections entitled "Use of Proceeds" and "Plan of Distribution." Each of such alternate pages has been marked "Alternate Page for Market Making
Prospectus." The Market Making Prospectus will not include the information in the IPO Prospectus Summary under the heading "The Offering,"
or the sections of the IPO Prospectus entitled "Risk Factors�Risks Related to the Auction Process of This Offering," "Risk Factors�Other Risks
Related to This Offering�You Will Experience Immediate and Substantial Dilution," "Dilution," "Use of Proceeds" and "Plan of Distribution."
All other sections of the IPO Prospectus are to be used in the Market Making Prospectus. A complete version of each of the IPO Prospectus and
the Market Making Prospectus will be filed with the Securities and Exchange Commission in accordance with Rule 424 under the Securities Act.
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SUBJECT TO COMPLETION, DATED APRIL 30, 2007

34,500,000 Shares of Class A Common Stock

The information in this prospectus is not complete and may be changed. We may not
sell these securities until the registration statement filed with the Securities and
Exchange Commission is effective. This prospectus is not an offer to sell these securities
and it is not soliciting an offer to buy these securities in any state where the offer or sale
is not permitted.

Interactive Brokers Group, Inc.

This is our initial public offering of Class A common stock, which we refer to as common
stock, and no public market currently exists for our shares. We are offering
34,500,000 shares of common stock. We expect that the public offering price will be
between $27.00 and $31.00 per share.

THE OFFERING PER SHARE TOTAL

Public Offering Price $ $

Placement Agency Fee $ $

Proceeds to Interactive Brokers
Group, Inc. $ $

OpenIPO® and Best Efforts Offering: The method of distribution being used by the
placement agents in this offering differs somewhat from that traditionally employed in firm
commitment underwritten public offerings. In particular, the public offering price and
allocation of shares will be determined primarily by an auction process conducted by the
placement agents and other securities dealers participating in this offering. In addition, the
placement agents are not required to sell any specific number or dollar amount of shares of
common stock but have agreed to use their best efforts to procure potential purchasers for
the shares of common stock offered pursuant to this prospectus. A more detailed description
of the OpenIPO process and the best efforts offering is included in the "Plan of
Distribution" section of this prospectus beginning on page 155.

The placement agents expect to deliver shares of common stock to purchasers on                        , 2007.
Proposed NASDAQ Global Select Market Symbol: IBKR

This offering involves substantial risk. You should purchase shares only if you can afford a complete loss of your
investment. See "Risk Factors" beginning on page 18.
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Neither the Securities Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

A Participating Dealer:

The date of this prospectus is                             , 2007
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information in this document may only be accurate as of the date of this document.
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INFORMATION ABOUT THIS PROSPECTUS

              This is the initial public offering of Class A common stock of Interactive Brokers Group, Inc., which will be the holding company for
the public's ownership in IBG LLC, as defined below. Unless the context otherwise requires, the terms:

�
"We," "us," "our" and similar terms, as well as references to "IBG" and the "Company," refer to Interactive
Brokers Group, Inc., a newly formed Delaware corporation and, as applicable, our consolidated subsidiaries
(including IBG LLC) after giving effect to the recapitalization transactions to be completed prior to the
consummation of this offering as described in this summary under the heading "Recapitalization and
Organizational Structure" and as described elsewhere in this prospectus in the section entitled "The
Recapitalization Transactions and Our Organizational Structure."

�
"IBG LLC" refers to IBG LLC (formerly known as Interactive Brokers Group LLC), a Connecticut limited
liability company that is the current holding company for our businesses and in which IBG will acquire a
controlling interest upon completion of this offering by becoming managing member.

�
"Common stock" refers to the Class A common stock of Interactive Brokers Group, Inc.

              Unless we state otherwise, the information in this prospectus gives effect to the recapitalization transactions described elsewhere in this
prospectus in the section entitled "The Recapitalization Transactions and Our Organizational Structure." Some of the statements in this summary
are forward-looking statements. For more information, see the section entitled "Forward-Looking Statements."

              Industry and market data used throughout this prospectus were obtained through our research, surveys and studies conducted by third
parties and industry and general publications. Data used throughout this prospectus regarding global equity options volume excludes volume of
the Kospi 200 Index Option Contract, which is an index of 200 stocks on the Korea Exchange.

ii
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PROSPECTUS SUMMARY

The following summary highlights information contained elsewhere in this prospectus and is qualified in its entirety by more detailed
information and consolidated financial statements included elsewhere in this prospectus. Because it is a summary, it does not contain all of the
information that you should consider before investing in our common stock. You should read this prospectus carefully, including the section
entitled "Risk Factors" and the consolidated financial statements and the related notes to those statements included elsewhere in this prospectus.

Our Business

              We are an automated global electronic market maker and broker specializing in routing orders and executing and processing trades in
securities, futures and foreign exchange instruments as a member of more than 60 electronic exchanges and trading venues around the world.
We are a holding company and, after completion of this offering, our primary assets will be our ownership of approximately 8.7% of the
membership interests of IBG LLC, the current holding company for our businesses, and our controlling interest and related contractual rights as
the sole managing member of IBG LLC. The remaining approximately 91.3% of IBG LLC membership interests after completion of this
offering will be held by IBG Holdings LLC, a holding company that will be owned by the current members of IBG LLC, including our founder,
chairman and chief executive officer, Thomas Peterffy, and his affiliates.

              Since our inception in 1977, we have focused on developing proprietary software to automate broker-dealer functions. The advent of
electronic exchanges in the last 16 years has provided us with the opportunity to integrate our software with an increasing number of exchanges
and trading venues into one automatically functioning, computerized platform that requires minimal human intervention. Our high degree of
automation enabled us to process on average 518,000 trades per day with an average of 505 employees in 2006. During 2005 and 2006, we
generated pretax income in each period at an annual rate of more than $1 million per employee. Publicly available data regarding other
companies in the securities and commodities industry indicate that this level of productivity is unparalleled for our industry. Automation has
allowed us to become one of the lowest cost providers of broker-dealer services and to increase significantly the volume of trades we handle.

              According to data compiled by the Futures Industry Association (FIA) based on data received from exchanges worldwide, in 2006, we
accounted for approximately 15.9% of exchange-listed equity options volume traded worldwide and approximately 18.7% of exchange-listed
equity options volume traded on those markets in which we actively trade. We were the number one liquidity provider on each of the three
largest U.S. options exchanges (the Chicago Board Options Exchange, the International Securities Exchange and the Philadelphia Stock
Exchange) during 2006, according to rankings provided by these exchanges. We serve sophisticated and active customers worldwide, including
institutional investors, financial advisors, brokers and individuals. Our business includes two subsidiaries registered as broker-dealers under
Section 15 of the Securities Exchange Act of 1934, namely Timber Hill LLC, our U.S. market making subsidiary, and Interactive Brokers LLC,
our U.S. electronic brokerage subsidiary.

              As a market maker, we provide continuous bid and offer quotations on approximately 357,000 securities and futures products listed on
electronic exchanges around the world. Our quotes are driven by proprietary mathematical models that assimilate market data and reevaluate our
outstanding quotes each second. Unlike firms that trade over-the-counter (OTC) derivative products, it is our business to create liquidity and
transparency on electronic exchanges. Our profits have been principally a function of transaction volume on electronic exchanges rather than
volatility or the direction of price movements.

1
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              As a direct market access broker, we serve the customers of both traditional brokers and prime brokers. We provide our customers with
an advanced order management, trade execution and portfolio management platform at a very low cost. Our customers can simultaneously
access different financial markets worldwide and trade across multiple asset classes (stocks, options, futures, foreign exchange (forex) and
bonds) denominated in ten different currencies, on one screen, from a single account based in any major currency. Our large bank and
broker-dealer customers may "white label" our trading interface (i.e., make our trading interface available to their customers without referencing
our name), or can select from among our modular functionalities, such as order routing, trade reporting or clearing, on specific products or
exchanges where they may not have up-to-date technology, in order to offer to their customers a complete global range of services and products.
Our most successful module is the dynamic IB SmartRoutingSM process, which manages orders among several stock and the six U.S. options
exchanges by providing efficient executions for customers and enables brokers to meet their best execution regulatory requirements.

              During 2006, our customers transacted an average of approximately 196,000 daily average revenue trades, which is a measurement of
revenue-generating trades and referred to as DARTs.

              Our proprietary technology is the key to our success. We built our business on the belief that a fully computerized market making
system that could integrate pricing and risk exposure information quickly and continuously would enable us to make markets profitably in many
different financial instruments simultaneously. We believe that integrating our system with electronic exchanges and market centers results in
transparency, liquidity and efficiencies of scale. Together with the IB SmartRoutingSM system and our low commissions, this reduces overall
transaction costs to our customers and, in turn, increases our transaction volume and profits. Over the past 29 years, we have developed an
integrated trading system and communications network and have positioned our company as an efficient conduit for the global flow of risk
capital across asset and product classes on electronic exchanges around the world, permitting us to have one of the lowest cost structures in the
industry. We believe that developing, maintaining and continuing to enhance our proprietary technology provides us and our customers with the
competitive advantage of being able to adapt quickly to the changing environment of our industry and to take advantage of opportunities
presented by new exchanges, products or regulatory changes before our competitors.

              Our electronic market making and brokerage businesses are complementary. Both benefit from our combined scale and volume, as well
as from our proprietary technology. Our brokerage customers benefit from the technology and market structure expertise developed in our
market making business. The expense of developing and maintaining our unique technology, clearing, settlement, banking and regulatory
structure required by any specific exchange or market center is shared by both of our businesses. This, in turn, enables us to provide lower
transaction costs to our customers than our competitors, whether they use our services as market maker, broker or both. In addition, we believe
we gain a competitive advantage by applying the software features we have developed for a specific product or market to newly-introduced
products and markets over others who may have less automated facilities in one or both of our businesses or who operate only in a subset of the
exchanges and market centers on which we operate.

              For the year ended December 31, 2006, our total revenues were approximately $1.7 billion, as compared to approximately $1.1 billion
for the year ended December 31, 2005. Our income before income taxes was approximately $761.6 million for the year ended December 31,
2006 and approximately $569.3 million for the year ended December 31, 2005. Our market making activities represented 77% of total revenues
for the year ended December 31, 2006 and 79% of total revenues for the year ended December 31, 2005. The foregoing financial information
may not be representative of our

2
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results of operations as an independent public company or indicative of our results of operations for any future period.

Our Competitive Strengths

�
Proprietary technology. We view ourselves primarily as a technology company. Since our inception in 1977, we
have focused on developing proprietary software to automate broker-dealer functions. We believe that our early
and continuous investment in technology, as well as our overall technological capabilities, provide us with a
significant advantage over our competition by enabling us to make markets profitably in financial instruments
(e.g., equity options, futures, index options and equities) worldwide with low spreads between bid and offer prices,
while at the same time providing our customers with the ability to effect trades at execution and commission costs
that are among the lowest in the industry.

�
Experienced management team. Our key employees have significant experience and expertise in the application of
technology to the financial services industry and, as significant equity owners of IBG LLC, are heavily committed
to our success. Our senior management team has an average of 17 years tenure with us.

�
Low cost structure. Our focus on automation and expense management practices enables us to operate with a low
cost structure. Our technology allows us to be one of the lowest cost providers of liquidity to the global,
exchange-listed equity and derivatives markets and global execution and clearing services for professional traders
and institutions.

�
Complementary lines of business. We leverage the combined volume from our market making and brokerage
operations and our proprietary technology in each of these operations to route orders effectively and to process
trades on exchanges around the world, resulting in consistently best executions and one of the lowest unit costs in
the industry. Our combined market making and brokerage systems offer access to exchanges and market centers
that are typically not cost feasible for brokerage-only businesses.

�
Diversified revenue base. We earn trading gains from our market making business as well as commissions and fee
income from our electronic brokerage business. We generate revenues from millions of relatively small and
diversified individual trades. In 2006, we executed approximately 130 million trades. These trades are broadly
distributed among approximately 357,000 tradable, exchange-listed products on more than 60 exchanges and
market centers in 23 countries.

�
Established business franchise. We have been in operation for nearly three decades. In 2005, Institutional Investor
ranked us the 16th largest U.S. securities firm, as measured by consolidated capital. We are members of more than
60 major exchanges and market centers around the world. Many of these memberships are franchises that are
difficult to obtain. As of December 31, 2006, we held market maker licenses on 31 exchanges in 15 countries, and
have preferential rights and obligations as designated specialists or market makers in approximately 1,100 classes
of options in the United States.

�
Real-time risk management. We operate as a market maker, not an investor. Therefore, our ability to generate
profits is generally a function of transaction volume on electronic exchanges rather than volatility or the direction
of price movements. We seek to calculate quotes a few seconds ahead of the market and execute small trades at a
tiny but favorable
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differential as a result. Our proprietary pricing model continuously evaluates and monitors the risks inherent in our
portfolio, assimilates market data and reevaluates the outstanding quotes in our entire portfolio each second. In our
electronic brokerage business, our entire credit management process is automated, including real-time margin calls
and automatic liquidation. This automated system enables us to maximize profits while minimizing losses
typically associated with manual risk management.

�
Strong financial position. We maintain a conservative capital structure with a large equity capital base, highly
liquid assets and low financial leverage. As of December 31, 2006, we had equity capital of approximately
$2.8 billion and our capital base grew organically at a CAGR of approximately 25% from December 2001 to
December 2006. As of December 31, 2006, we held $32.1 billion in total assets, approximately 99% of which
were highly liquid and readily convertible to cash, and our long-term debt-to-equity ratio was 11%.

Our Strategies

�
Capitalize on industry growth trends. We are well positioned in the financial markets as an automated global
electronic market maker and broker. Electronic trading volume in equities, listed options, futures and forex has
been growing rapidly. We expect this trend to continue due to the lower cost, the ability to execute quickly without
errors, the anonymity associated with electronic trading and the increased knowledge of investors of the
advantages of various forms of exchange-listed derivative products. Our market share in these products has also
been growing. For example, our global market share in exchange-listed options has grown from 10.6% in 2004 to
13.8% in 2005 to 15.9% in 2006. We intend to continue to use automation to drive trading volume and increase
our market share and revenues in these growing industries.

�
Drive increased trading volume through our low cost structure. We intend to increase our trading volume by
building on our leading position as a low cost provider of market making and brokerage services. Our scale,
technology and operational efficiencies provide an advantage in delivering services at a low cost. Due to our high
degree of automation, our net profit margins are generally higher than those of our competitors. We intend to
maintain or increase our market share by decreasing bid/offer spreads in the market for our customers and to
capture more order flow as we compete for market making and customer trades. We will continue to seek to refine
our systems and processes to enhance our ability to deliver our services at a low cost.

�
Expand into new markets. We intend to enter electronic markets where we are not currently operating as a market
maker or broker, including markets in new geographic locations. We will also continue to expand our market
making and brokerage services for new security types as they become available. We seek to enter new markets or
product classes in which the execution of transactions can be automated using our technology. Our entry into new
markets starts as a software development project. Once we have built the appropriate technology interface for that
business and have satisfactorily integrated it with our automated platform, we then provide access to these new
markets for our customers. We believe that our technology development skills enable us to enter new markets and
add new products more rapidly and efficiently than can our competitors.

�
Market our customer offerings to new classes of customers. We market ourselves to our customers based on our
position as a low cost provider as well as our superior execution,
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trading and account management tools. We intend to focus on obtaining new classes of customers such as
broker-dealers, hedge funds and conventional money managers, whom we believe will find our "plug and play"
systems much more efficient than maintaining their own systems. We intend to add new products, new analytical
tools, new order types and new trading features that are in demand by our customers and potential customers. For
example, new Securities and Exchange Commission (SEC) regulations that allow brokers to calculate customer
margin requirements based on a portfolio risk-based model are expected to give us an opportunity to attract large
trading accounts from hedge funds and other professional traders who currently use the services of prime brokers.
We believe that these new portfolio margining rules will decrease the importance of providing leverage to hedge
funds beyond those permitted by current U.S. rules (which we do not do) and will allow us to compete on the basis
of price, where we are a low price provider of services. We will also continue our efforts to popularize
OneChicago, an all-electronic securities futures exchange, and single stock futures (SSF) products as a vehicle to
reduce financing costs for hedge funds, thus providing another growth opportunity.

Our Challenges and Risks

              Our business is subject to challenges and risks, including those summarized below and those more fully described in "Risk Factors"
beginning on page 18. You should carefully consider the information contained in "Risk Factors" before you decide to invest in our common
stock.

�
Dependence on proprietary technology.    Our success is highly dependent on our sophisticated proprietary
technology that has taken many years to develop and has been available only to us. If our technology were to
become available to our competitors, or if our competitors adopt or develop similar or more advanced
technologies, our operating results may be adversely affected. Further, we may not be able to keep up with rapid
changes in technology, evolving industry standards and changing trading systems, practices and techniques to
remain competitive in our industry.

�
Dependence on market conditions.    Changes in the global financial markets, global economic conditions and
political events affect levels of trading volumes in ways that we may not be able to predict. A slowdown and
subsequent stagnation in trading volume in the global financial markets, or a systemic problem affecting any
financial market, could have a material adverse effect on our revenues and profitability.

�
Risks associated with computer system failures.    The success of our business depends on the efficient and
uninterrupted operations of our computer and communications hardware and software systems. Our service has
occasionally experienced system interruptions in the past due to various reasons, some of which were beyond our
control. We expect to experience occasional system interruptions from time to time in the future, which may have
an adverse effect on our business.

�
Industry regulation and litigation.    Our industry is heavily regulated, and noncompliance with applicable laws or
regulations could adversely affect our business due to resulting fines and censures, suspension or expulsion from a
certain jurisdiction or market or the revocation of licenses. Further, our industry faces substantial litigation risks,
and we may face legal liability and damage to our professional reputation if our services are not regarded as
satisfactory.
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�
Industry expansion or consolidation.    The introduction of new markets or products, including quoting options in
penny pricing, or new market structures or the elimination of existing markets by merger or otherwise may
adversely affect our margins, profitability and business.

�
Fluctuations of revenues and profitability.    Our revenues and operating results have been subject to fluctuation
based primarily on the willingness of competitors to trade more aggressively by decreasing their bid/offer spreads
and thereby assuming more risk in order to acquire market share. Variations in trading levels caused by
unpredictable market trends may cause our revenues and operating results to vary significantly from period to
period, and period to period comparisons of our revenues and operating results may not be meaningful.

�
Control by a principal stockholder.    Upon completion of this offering, Thomas Peterffy, our founder, chairman
and chief executive officer, will have approximately 91.3% of the voting power of our company and accordingly
will be able to control the outcome of substantially all matters submitted to our stockholders for approval. This
concentration in ownership may prevent transactions such as a change of control and a business combination that
could otherwise be beneficial to those who purchase the shares in this offering or result in actions that such
individuals may oppose.

�
Dependence on key employees.    Our key executives have substantial experience and have made significant
contributions to our business, and our continued success is dependent upon the retention of our key management
executives, as well as the services provided by our staff of trading system, technology and programming specialists
and a number of other key managerial, marketing, planning, financial, technical and operations personnel. The loss
of such key personnel could have a material adverse effect on our business.

Recapitalization and Organizational Structure

Overview

              We have historically conducted our business through a limited liability company structure. In order to have a Delaware corporation as
the issuer for our initial public offering, immediately prior to and immediately following the consummation of this offering, IBG LLC and its
members will consummate a series of transactions, which we collectively refer to as the "Recapitalization." We are a holding company and, after
completion of this offering, our primary assets will be our ownership of approximately 8.7% of the membership interests of IBG LLC, the
current holding company for our businesses, and our controlling interest and related contractual rights as the sole managing member of IBG
LLC. The remaining approximately 91.3% of IBG LLC membership interests after completion of this offering will be held by IBG Holdings
LLC, a holding company that will be owned by the current members of IBG LLC. All IBG LLC membership interests will be identical and have
the same rights. Thus, after completion of this offering, there will be two holding companies owning interests in IBG LLC (namely, IBG and
IBG Holdings LLC, owning approximately 8.7% and 91.3%, respectively, of the IBG LLC membership interests), thereby allowing both public
stockholders (through IBG) and existing members (through IBG Holdings LLC) to have economic interests in our businesses.

              IBG Holdings LLC will own all of our Class B common stock, which will have voting power of our company proportionate to the
extent of IBG Holdings LLC's ownership of IBG LLC-initially approximately 91.3%. Through his ownership of the voting membership interests
in IBG Holdings LLC, Thomas Peterffy will initially be able to exercise such voting power in his sole discretion.
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              Our only business following this offering will be to act as the sole managing member of IBG LLC, and, as such, we will operate and
control all of the business and affairs of IBG LLC and will be able to consolidate IBG LLC's financial results into our financial statements. IBG
Holdings LLC's ownership interests in IBG LLC will be accounted for as a minority interest in our consolidated financial results after this
offering. Net profits, net losses and distributions of IBG LLC, including with respect to all management fees, incentive income and investment
income earned by IBG LLC, will be allocated and made to its members pro rata in accordance with the respective percentages of their
membership interests in IBG LLC. Accordingly, net profits and net losses of IBG LLC will initially be allocated, and distributions by IBG LLC
will initially be made, approximately 8.7% to us and approximately 91.3% to IBG Holdings LLC. Subject to the availability of net cash flow at
the IBG LLC level, IBG LLC shall distribute to us and to IBG Holdings LLC tax distributions using a tax rate no less than the actual combined
federal, state and local income tax rates applicable to our allocable shares of taxable income and net capital gain. Assuming IBG LLC makes
distributions to its members in any given year, the determination to pay dividends, if any, to our Class A stockholders will be made by our board
of directors, and distributions to the IBG Holdings LLC members will be made in accordance with the IBG Holdings LLC Operating
Agreement, a copy of which is filed as an exhibit to the registration statement of which this prospectus forms a part. Because our board of
directors may or may not determine to pay dividends at the IBG level, our Class A stockholders may not necessarily receive dividend
distributions relating to our pro rata share of the management fees, incentive income, investment income and other income earned by IBG LLC,
even if IBG LLC makes such distributions to us.
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              The graphic below illustrates our anticipated ownership structure immediately following completion of this offering. The graphic below
does not display the subsidiaries of IBG LLC. For more information, please read the section entitled "The Recapitalization Transactions and Our
Organizational Structure" located elsewhere in this prospectus.
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Use of Proceeds

              We intend to use the net proceeds from our sale of shares of common stock in this offering to purchase membership interests in IBG
LLC from IBG Holdings LLC. IBG Holdings LLC will, in turn, use such sale proceeds to redeem, on a pro rata basis, IBG Holdings LLC
membership interests held by its members, who include 66 of our employees (including the executive officers set forth in the table below). See
"Use of Proceeds." The following is a listing of our directors and executive officers expected to receive net proceeds from this offering, together
with the percentage and dollar amount of net proceeds to be received from this offering and the amount of cash distributions received from IBG
LLC in 2006 and 2007 to date.

Name Title

% of Net
Proceeds to be

Received

Dollar
Amount of

Net Proceeds
Received

From This
Offering

2006
Distributions

2007
Distributions

(in millions)

Thomas Peterffy Chairman of the Board of Directors,
Chief Executive Officer and President 84.5784% $ 830.3 $ 139.3 $ 134.1

Earl H. Nemser Vice Chairman and Director 1.1895% $ 11.7 $ 1.9 $ 1.8
Paul J. Brody Chief Financial Officer, Treasurer,

Secretary and Director 1.2509% $ 12.3 $ 2.1 $ 2.0
Thomas A. Frank Executive Vice President and Chief

Information Officer 3.1498% $ 30.9 $ 5.2 $ 5.0
Milan Galik Senior Vice President, Software

Development and Director 1.3687% $ 13.4 $ 2.2 $ 2.1
Directors and executive
officers as a group 91.5373% $ 898.6 $ 150.7 $ 145.0
              The aggregate consideration for the purchase of membership interests in IBG LLC from IBG Holdings LLC also includes an amount
equal to 85% of the tax savings realized by us by reason of the increase in the tax basis of the assets of IBG LLC arising out of this transaction,
as described under "�Exchange and Redemption of Membership Interests" below.

              No additional IBG LLC or IBG Holdings LLC membership interests will be granted to directors or executive officers in connection
with this offering.

Voting of Common Stock and Class B Common Stock

              Each share of our common stock will entitle its holder to one vote per share. Immediately after this offering, our Class B common stock
will have approximately 91.3% of the voting power of our company, which percentage will decrease proportionately over time to the extent that
IBG Holdings LLC owns a smaller percentage of IBG LLC. While our Class B common stock will be owned by IBG Holdings LLC, will
initially be able to exercise control over all matters requiring the approval of our stockholders, including the election of our director and the
approval of significant corporate transactions.

Exchange and Redemption of Membership Interests

              In connection with the Recapitalization, the current members of IBG LLC will receive membership interests in IBG Holdings LLC. The
membership interests in IBG Holdings LLC will not be directly exchangeable for shares of our common stock. Instead, the membership interests
will become redeemable at various times over the next eight years following this offering at the option of the holder. The redemption price for
the membership interests will depend on the manner in which the payment is made to IBG Holdings LLC.

              The primary manner in which the redemption price will be paid is by selling shares of our common stock to the public and using the
gross proceeds from such sales, less underwriting discounts or
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commissions, to acquire an identical number of IBG LLC membership interests from IBG Holdings LLC. We have reserved for issuance
365.5 million shares of common stock, which is the aggregate number of shares of common stock expected to be issuable over time through
such sales, assuming no anti-dilution adjustments based on combinations or divisions of our common stock. We would then expect IBG
Holdings LLC to use the proceeds it receives from such sales to redeem an identical number of IBG Holdings LLC membership interest from the
requesting holders. The annual registration and sale of shares of our common stock to satisfy redemption requests is described in greater detail
under "Transactions with Related Persons, Promoters and Certain Control Persons�Exchange Agreement" and in our exchange agreement, a copy
of which is filed as an exhibit to the registration statement of which this prospectus forms a part. The sales of our common stock and the
application of the proceeds to acquire IBG LLC membership interests are expected to have a negligible effect on the existing holders of our
common stock, as the holders of our common stock would then own a larger portion of IBG LLC. Such transactions will have the effect of
diluting your percentage ownership in us. However, because we will acquire an increased percentage ownership in IBG LLC over time as a
result of such transactions, such transactions should not impact your effective percentage ownership of the economics of the underlying IBG
LLC business.

              In some cases, IBG LLC may redeem IBG LLC membership interests from IBG Holdings LLC using cash on hand. The primary
circumstance under which IBG LLC would use cash on hand would be if IBG LLC had, at a given point in time, a relative surplus of cash on
hand and our board of directors were to determine that using cash on hand to effect redemptions of IBG LLC membership interests would be an
optimal use of such funds in relation to alternative uses. The redemption price per membership interest would be equal to the 30-day average
closing price of our common stock. The use of IBG LLC's cash to acquire IBG LLC membership interests is expected to have a dilutive effect
on the existing holders of our common stock, as the price paid per membership interest is likely to be higher than IBG LLC's tangible book value
per membership interest. See "The Recapitalization Transactions and Our Organizational Structure�Exchange and Redemption of Membership
Interests."

              Certain of the IBG Holdings LLC membership interests are subject to forfeiture in the event that the holder terminates employment with
IBG LLC or its subsidiaries, other than as a result of death, permanent disability, approved retirement or termination without cause.

              As the result of our acquisition from IBG Holdings LLC of an IBG LLC membership interest using the proceeds of a sale of our
common stock into the public markets, we will receive not only an additional interest in IBG LLC but also, for federal income tax purposes, an
adjustment to the federal income tax basis of the assets of IBG LLC underlying such additional interest. We intend to enter into a tax receivable
agreement with IBG Holdings LLC that will provide for the payment by us to IBG Holdings LLC of 85% of the cash savings, if any, in U.S.
federal, state and local income tax or franchise tax that we actually realize as a result of these increases in tax basis and of certain other tax
benefits related to entering into the tax receivable agreement, including tax benefits attributable to payments under the tax receivable agreement.
We will retain the remaining 15% of the tax benefits actually realized. See "Transactions with Related Persons, Promoters and Certain Control
Persons�Tax Receivable Agreement."

              IBG Holdings LLC, with the consent of Thomas Peterffy and our board of directors, has the right to cause the holders of IBG Holdings
LLC membership interests to have all or a portion of their interests redeemed at any time following the first anniversary of this offering. Such
redemptions would be financed in the same manner as the scheduled redemptions described above.

Recent Developments

              We are currently in the process of finalizing our combined financial results for the quarter ended March 31, 2007, and therefore final
results are not yet available. We have provided below our preliminary expectations as to certain operating results for the quarter ended
March 31, 2007. These
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preliminary expectations are presented on a combined basis after giving pro forma effect to the Recapitalization, the consummation of our initial
public offering of shares of common stock and the application of the net proceeds from such offering to purchase IBG LLC membership
interests from IBG Holdings LLC. These preliminary expectations are based upon management estimates and are subject to quarterly review
procedures and final recommendations and adjustments. Our operating results for the quarter ended March 31, 2007 have not been reviewed or
audited by our independent registered public accounting firm. Our independent public accounting firm will be reviewing our financial statements
for the quarter ended March 31, 2007, and such review could result in changes to the preliminary expectations indicated below.

              We expect total net revenues to be between $318 million and $338 million for the quarter ended March 31, 2007, compared to total net
revenues of $1.25 billion for the year ended December 31, 2006. We expect income before income tax to be between $181 million and
$192 million for the quarter ended March 31, 2007, compared to income before income tax of $761.6 million for the year ended December 31,
2006. We expect pro forma basic and diluted earnings per share both to be between $0.29 and $0.31, respectively, for the quarter ended
March 31, 2007, compared to pro forma basic and diluted earnings per share of $1.21 and $1.21, respectively, for the year ended December 31,
2006. Unexpectedly heavy options activity in advance of certain corporate announcements adversely impacted our market making operations
during the quarter ended March 31, 2007.

              Operating results for the quarter ended March 31, 2007 are not necessarily indicative of the results to be expected in future periods.

Company Information

              IBG was incorporated in November 2006 as a Delaware corporation. Our principal executive offices are located at One Pickwick Plaza,
Greenwich, Connecticut 06830 and our telephone number at that location is (203) 618-5800. Our corporate website address is
http://www.interactivebrokers.com. The information contained on this website should not be considered part of this prospectus.

11

Edgar Filing: Interactive Brokers Group, Inc. - Form S-1/A

18



The Offering

Common stock offered 34,500,000 shares of Class A common stock

Common stock outstanding after this offering 34,703,401 shares of Class A common stock
100 shares of Class B common stock

Voting Each share of our common stock will entitle its holder to
one vote per share.

Immediately after this offering, our Class B common
stock will have approximately 91.3% of the voting
power of our company, which percentage will decrease
proportionately to the extent that IBG Holdings LLC
owns a smaller percentage of IBG LLC.

While our Class B common stock will be owned by IBG
Holdings LLC, Thomas Peterffy, through his ownership
of the voting membership interests in IBG Holdings
LLC, will be able to exercise control over all matters
requiring the approval of our stockholders, including the
election of our directors, and the approval of significant
corporate transactions. See "The Recapitalization
Transactions and Our Organizational Structure�Voting."

Use of proceeds We estimate that we will receive net proceeds from the
sale of shares of our common stock in this offering of
$981.7 million, assuming the shares are offered at
$29.00 per share, which is the midpoint of the range set
forth on the cover page of this prospectus, after
deducting the placement agency fee and commissions
payable by us. We intend to use the net proceeds to
purchase membership interests in IBG LLC from IBG
Holdings LLC. See "Use of Proceeds."

Exchange and Redemption of Membership Interests In connection with the Recapitalization, the current
members of IBG LLC will receive membership interests
in IBG Holdings LLC. These membership interests will
become redeemable at various times over the next eight
years following this offering at the option of the holder.
See "The Recapitalization Transactions and Our
Organizational Structure�Exchange and Redemption of
Membership Interests."

Proposed NASDAQ Global Select Market symbol IBKR

12

Edgar Filing: Interactive Brokers Group, Inc. - Form S-1/A

19



Dividends As a holding company for our equity interest in IBG
LLC, we will be dependent upon the ability of IBG LLC
to generate earnings and cash flows and distribute them
to us so that we may pay any dividends to our
stockholders. To the extent that we have excess cash,
any future determination relating to our dividend policy
will be made at the discretion of our board of directors.
See "Dividend Policy."

Risk Factors Investment in our common stock involves substantial
risks. You should read this prospectus carefully,
including the section entitled "Risk Factors" and the
financial statements and the related notes to those
statements included in this prospectus before investing
in our common stock.

OpenIPO Process This offering will be made through the OpenIPO
process, in which the allocation of shares and the public
offering price are primarily based on an auction in which
prospective purchasers are required to bid for the shares.
The OpenIPO process allows all qualified investors,
whether individuals or institutions, to bid for shares. All
successful bidders in the auction will pay the same price
per share.

� Bidders may submit bids through the placement
agents or participating dealers.

� Potential investors may bid any price for the shares,
including a price above or below the projected price
range on the cover of this prospectus.

� Once the auction closes, the placement agents will
determine the highest price that will sell all of the
shares offered. This is the clearing price and is the
maximum price at which the shares will be sold.
The clearing price, and therefore the actual offering
price, could be higher or lower than the projected
price range on the cover of this prospectus.

� We may choose to sell shares at the auction-set
clearing price or we may choose to sell the shares at
a lower offering price, taking into account
additional factors.

� Bidders that submit valid bids at or above the
offering price will receive, at a minimum, a
pro-rated amount of shares for which they bid.

The OpenIPO process is described in full under "Plan of
Distribution" beginning on page 155.
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              Unless we specifically state otherwise, all information in this prospectus:

�
assumes that our common stock will be sold at $29.00 per share, which is the mid-point of the range set forth on
the cover of this prospectus;

�
gives effect to the Recapitalization described more fully elsewhere in this prospectus in the section entitled "The
Recapitalization Transactions and Our Organizational Structure;"

�
assumes that we have made no purchases of IBG LLC membership interests; and

�
assumes that none of the approximately 203,401 shares of common stock issuable on the date of this offering upon
investment of accumulated earnings on IBG LLC's Return on Investment Dollar Units and pursuant to our
employee incentive plan have been issued. See "Management�Return on Investment Dollar Units" and "�Employee
Incentive Plan."
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SUMMARY HISTORICAL AND PRO FORMA CONSOLIDATED FINANCIAL DATA

              The following table sets forth the historical summary consolidated statement of income data for IBG LLC for all periods presented. The
table also presents certain pro forma consolidated financial data for IBG LLC.

              The summary historical consolidated financial data as of and for the years ended December 31, 2002, 2003, 2004, 2005 and 2006 have
been derived from IBG LLC's audited consolidated financial statements. The audited consolidated statements of financial condition as of
December 31, 2005 and 2006 and the audited consolidated statements of income for the years ended December 31, 2004, 2005, 2006 are
included elsewhere in this prospectus. The audited consolidated statements of financial condition as of December 31, 2002, 2003 and 2004 and
the audited consolidated statements of income for the years ended December 31, 2002 and 2003 are not included in this prospectus. The
historical consolidated financial position and results of operations are not necessarily indicative of the financial position or results of operations
as of any future date or for any future period.

              The historical statements of financial condition and certain other statements of financial condition data reflect members' capital as
redeemable members' interests, which is required under certain accounting guidance for public company reporting. Such guidance did not apply
historically to IBG LLC as a private company.

              The historical financial statements do not reflect what our results of operations and financial position would have been had we been a
stand-alone, public company for the periods presented. Specifically, our historical results of operations do not give effect to:

�
The Recapitalization, which is described in more detail elsewhere in this prospectus in the sections entitled "The
Recapitalization Transactions and our Organizational Structure" and "Management's Discussion and Analysis of
Financial Condition and Results of Operations."

�
U.S. corporate federal income taxes, since for all periods presented IBG LLC has operated in the United States as a
limited liability company that was treated as a partnership for U.S. federal income tax purposes. As a result, IBG
LLC has not been subject to U.S. federal income taxes on its income. Taxes related to income earned by
partnerships represent obligations of the individual partners. Outside the United States, IBG LLC historically has
operated principally through subsidiaries and has been subject to local income taxes. Income taxes shown on IBG
LLC's historical consolidated statements of income are attributable to taxes incurred by these non-U.S.
subsidiaries.

�
Minority interest expense reflecting IBG Holdings LLC's ownership of approximately 91.3% of the IBG LLC
membership interests outstanding immediately after this offering.

              The unaudited pro forma consolidated financial data set forth below as of and for the year ended December 31, 2006 are derived from
IBG LLC's historical consolidated financial statements and the unaudited pro forma consolidated financial statements included elsewhere in this
prospectus and give pro forma effect to (1) the Recapitalization and (2) the consummation of this offering and our application of the net
proceeds from this offering to purchase membership interests in IBG LLC from IBG Holdings LLC as though such transactions had occurred on
January 1, 2006. The unaudited pro forma financial data are presented for informational purposes only and should not be considered indicative
of actual results of operations that would have been achieved had the Recapitalization and this offering been consummated on the dates indicated
and do not purport to be indicative of balance sheet data or results of operations as of any future date or for any future period.
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              You should read the following summary historical and pro forma consolidated financial data in conjunction with the sections entitled
"Management's Discussion and Analysis of Financial Condition and Results of Operations," "Selected Historical Consolidated Financial Data,"
"Unaudited Pro Forma Consolidated Financial Data" and IBG LLC's historical consolidated financial statements and related notes included
elsewhere in this prospectus. See also the section entitled "The Recapitalization Transactions and our Organizational Structure" included
elsewhere in this prospectus.

Historical Data of IBG LLC for the
Year Ended December 31,

Consolidated Statement of Income Data:
IBG 2006

Pro Forma Data2002 2003 2004 2005 2006

(in millions except share and per share data)

Revenues:
Trading gains $ 472.2 $ 488.4 $ 423.2 $ 640.4 $ 805.1 $ 805.1
Commissions and execution fees 64.0 93.0 112.0 132.1 174.4 174.4
Interest revenues 55.2 59.3 79.5 273.2 672.1 672.1
Other income 7.5 10.4 7.0 53.4 85.2 85.2

Total revenues 598.9 651.1 621.7 1,099.1 1,736.8 1,736.8

Interest expense 41.6 46.1 57.7 170.0 484.4 484.4

Total net revenues 557.3 605.0 564.0 929.1 1,252.4 1,252.4

Non-interest expenses:
Execution and clearing 96.5 127.3 152.5 215.0 313.3 313.3
Employee compensation and benefits 64.7 73.5 79.1 90.2 110.1 110.1
Occupancy, depreciation and
amortization 12.6 13.7 16.4 20.4 22.7 22.7
Communications 7.8 7.5 9.0 10.4 12.6 12.6
General and administrative 29.1 18.2 17.0 23.8 32.1 32.3

Total non-interest expenses 210.7 240.2 274.0 359.8 490.8 491.0

Income before income tax 346.6 364.8 290.0 569.3 761.6 761.4
Income tax expense 21.3 19.9 19.6 33.8 27.4 48.8
Less�Minority interest � � � � � (670.8)

Net income $ 325.3 $ 344.9 $ 270.4 $ 535.5 $ 734.2 $ 41.8

Basic earnings per share $ 1.21

Diluted earnings per share $ 1.21

Weighted average common shares
outstanding:
Basic 34,500,100
Diluted 401,244,371
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December 31, 2006

Consolidated Statement of Financial
Condition Data: Actual Pro Forma

(in millions)

Cash, cash equivalents and short-term investments(1) $ 3,878.8 $ 3,878.8
Total assets(2) $ 32,080.5 $ 32,288.3
Total liabilities, excluding redeemable members' interests $ 29,278.6 $ 32,016.0
Redeemable members' interests(3)/stockholders' equity $ 2,801.9 $ 272.3

(1)
Cash, cash equivalents and short-term investments represent cash and cash equivalents, cash and securities segregated under federal
and other regulations, U.S. and foreign government obligations and securities purchased under agreements to resell.

(2)
At December 31, 2006, approximately $32.0 billion, or 99.7%, of total assets were considered to be liquid and consisted primarily of
marketable securities.

(3)
Redeemable members' interests represent member interests in IBG LLC that are entitled to share in the consolidated profits and losses
of IBG LLC. IBG LLC is a private entity owned by the members holding such member interests. As a private company, such amounts
were classified historically as members' capital. For presentation purposes, IBG LLC has applied guidance within Emerging Issues
Task Force (EITF) Topic D-98, Classification and Measurement of Redeemable Securities (EITF D-98) which requires securities or
equity interests of a company whose redemption is outside the control of the company to be classified outside of permanent capital in
the statement of financial condition. The member interests in IBG LLC can be redeemed by the members at book value at their option.
Because this redemption right is deemed to be outside the control of the company, IBG LLC has reclassified all members' capital
outside of permanent capital to redeemable members' interests in the consolidated statement of financial condition. Such
reclassification was made to comply with EITF D-98 and the requirements of Regulation S-X of the Securities Exchange Act of 1934,
as amended (Exchange Act). Redeemable members' interests include accumulated other comprehensive income.
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RISK FACTORS

Investing in our common stock involves a substantial risk. You should consider carefully the following risks and other information in
this prospectus, including our consolidated financial statements and related notes, before you decide to purchase our common stock. If any of
the following risks actually materializes, our business, financial condition and operating results could be adversely affected. As a result, the
trading price of our common stock could decline and you could lose part or all of your investment.

Risks Related to Our Company Structure

Control by Thomas Peterffy of a majority of the combined voting power of our common stock may give rise to conflicts of interests and
could discourage a change of control that other stockholders may favor, which could negatively affect our stock price, and adversely
affect stockholders in other ways.

              Upon consummation of this offering, Thomas Peterffy, our founder, chairman and chief executive officer, and his affiliates will
beneficially own approximately 85% of the economic interests and all of the voting interests in IBG Holdings LLC, which owns all of our
Class B common stock, representing approximately 91.3% of the combined voting power of all classes of our voting stock. As a result,
Mr. Peterffy will have the ability to elect all of the members of our board of directors and thereby to control our management and affairs,
including determinations with respect to acquisitions, dispositions, material expansions or contractions of our business, entry into new lines of
business, borrowings, issuances of common stock or other securities, and the declaration and payment of dividends on our common stock. In
addition, Mr. Peterffy will be able to determine the outcome of all matters requiring stockholder approval and will be able to cause or prevent a
change of control of our company or a change in the composition of our board of directors and could preclude any unsolicited acquisition of our
company. The concentration of ownership could discourage potential takeover attempts that other stockholders may favor and could deprive
stockholders of an opportunity to receive a premium for their common stock as part of a sale of our company and this may adversely affect the
market price of our common stock.

              Moreover, because of Mr. Peterffy's substantial ownership, we are eligible and intend initially to be treated as a "controlled company"
for purposes of the NASDAQ Marketplace Rules. As a result, we will not be required by NASDAQ to have a majority of independent directors
or to maintain compensation and nominating and corporate governance committees composed entirely of independent directors to continue to
list the shares of our common stock on The NASDAQ Global Select Market. We expect that our compensation committee will be comprised of
Messrs. Thomas Peterffy (who will be the chairman of the compensation committee), Earl H. Nemser (our vice chairman) and Philip D. DeFeo
(who is expected to join our board of directors as an independent director in connection with the closing of this offering). Mr. Peterffy's
membership on the compensation committee may give rise to conflicts of interests in that Mr. Peterffy will be able to influence all matters
relating to executive compensation, including his own compensation.

The historical financial information of IBG LLC contained in this prospectus may not be representative of our results as an
independent public company.

              Because IBG LLC has operated as a limited liability company that is treated as a partnership for U.S. federal income tax purposes, it
historically has paid little or no taxes on profits in the United States. As a result, IBG LLC's provision for income taxes has not reflected U.S.
corporate federal income taxes. Accordingly, IBG LLC's historical results of operations and financial position are not necessarily indicative of
the consolidated results of our operations and financial position after completion of the recapitalization transactions as described in the section
entitled "The Recapitalization Transactions and Our Organizational Structure." For additional information about past financial performance and
the basis of
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presentation of IBG LLC's historical financial statements, see "Selected Historical Consolidated Financial Data," "Management's Discussion and
Analysis of Financial Condition and Results of Operations," "Unaudited Pro Forma Consolidated Financial Data" and the IBG LLC historical
financial statements and related notes included elsewhere in this prospectus.

The pro forma financial information in this prospectus may not permit you to predict our costs of operations, and the estimates and
assumptions used in preparing our pro forma financial information may be materially different from our actual experience as a public
company.

              In preparing the pro forma financial information in this prospectus, we have made adjustments to the historical financial information of
IBG LLC based upon currently available information and upon assumptions that our management believes are reasonable in order to reflect, on a
pro forma basis, the impact of the Recapitalization. Some of these adjustments include, among other items, a deduction and charge to earnings of
estimated income taxes based on an estimated tax rate. These and other estimates and assumptions used in the calculation of the pro forma
financial information in this prospectus may be materially different from our actual experience as a public company. The pro forma financial
information in this prospectus does not purport to represent what our results of operations would actually have been had we operated as a public
company during the periods presented, nor do the pro forma data give effect to any events other than those discussed in the unaudited pro forma
financial information and related notes. See "Unaudited Pro Forma Consolidated Financial Data."

Upon consummation of this offering, we will be dependent on IBG LLC to distribute cash to us in amounts sufficient to pay our tax
liabilities and other expenses.

              We will be a holding company and, immediately after the consummation of the Recapitalization, our primary assets will be our
approximately 8.7% equity interest in IBG LLC and our controlling interest and related rights as the sole managing member of IBG LLC and, as
such, we will operate and control all of the business and affairs of IBG LLC and will be able to consolidate IBG LLC's financial results into our
financial statements. We will have no independent means of generating revenues. IBG LLC will be treated as a partnership for U.S. federal
income tax purposes and, as such, will not itself be subject to U.S. federal income tax. Instead, its taxable income will be allocated on a pro rata
basis to IBG Holdings LLC and us. Accordingly, we will incur income taxes on our proportionate share of any net taxable income of IBG LLC,
and also will incur expenses related to our operations. We intend to cause IBG LLC to distribute cash to its members in amounts at least equal to
that necessary to cover their tax liabilities, if any, with respect to the earnings of IBG LLC. To the extent we need funds to pay such taxes, or for
any other purpose, and IBG LLC is unable to provide such funds, it could have a material adverse effect on our business, financial condition or
results of operations.

We will be required to pay IBG Holdings LLC for the benefit relating to any additional tax depreciation or amortization deductions we
may claim as a result of the tax basis step-up our subsidiaries receive in connection with this offering and related transactions.

              In connection with this offering, we will purchase interests in IBG LLC from IBG Holdings LLC for cash. In addition, IBG LLC
membership interests held by IBG Holdings LLC may be sold in the future to us and financed by our issuances of shares of our common stock.
The initial purchase will, and the subsequent purchases may, result in increases in the tax basis of the tangible and intangible assets of IBG LLC
and its subsidiaries that otherwise would not have been available. Such increase will be approximately equal to the amount by which our stock
price at the time of the purchase exceeds the income tax basis of the assets of IBG LLC underlying the IBG LLC interests acquired by us. These
increases in tax basis will result in increased deductions in computing our taxable income and resulting tax savings for us generally over the
15 year period commencing with the initial purchase. We have agreed to pay 85% of these tax savings, if any, to IBG Holdings LLC as they are
realized as additional
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consideration for the IBG LLC interests that we acquire. See "Transactions with Related Persons, Promoters and Certain Control Persons�Tax
Receivable Agreement."

              At the time of the closing of this offering, the increase in the tax basis attributable to our interest in IBG LLC, assuming an initial
offering price of $29.00 per share of common stock (the midpoint of the range of initial public offering prices set forth on the cover of this
prospectus) and our purchase of 8.6% of the outstanding interests of IBG LLC, is expected to be approximately $740.1 million. The tax savings
that we would actually realize as a result of this increase in tax basis likely would be significantly less than this amount multiplied by our
effective tax rate due to a number of factors, including the allocation of a portion of the increase in tax basis to foreign or non-depreciable fixed
assets, the impact of the increase in the tax basis on our ability to use foreign tax credits and the rules relating to the amortization of intangible
assets, for example. Based on current facts and assumptions, including that subsequent purchases of IBG LLC interests will occur in fully
taxable transactions, the potential tax basis increase resulting from the purchase of the IBG LLC interests held by IBG Holdings LLC following
the closing of the offering could be as much as $8.6 billion. The tax receivable agreement will require 85% of such tax savings, if any, to be paid
to IBG Holdings LLC, with the balance to be retained by us. The actual increase in tax basis will depend, among other factors, upon the price of
shares of our common stock at the time of the purchase and the extent to which such purchases are taxable and, as a result, could differ
materially from this amount. Our ability to achieve benefits from any such increase, and the amount of the payments to be made under the tax
receivable agreement, will depend upon a number of factors, as discussed above, including the timing and amount of our future income.

              If either immediately before or immediately after any purchase or the related issuance of our stock, the IBG Holdings LLC members
own or are deemed to own, in the aggregate, more than 20% of our outstanding stock, then all or part of any increase in the tax basis of goodwill
may not be amortizable and, thus, our ability to realize the annual tax savings that otherwise would have resulted if such tax basis were
amortizable may be significantly reduced. Although the IBG Holdings LLC members are prohibited under the exchange agreement from
purchasing shares of Class A common stock, grants of our stock to employees and directors who are also members or related to members of IBG
Holdings LLC and the application of certain tax attribution rules, such as among family members and partners in a partnership, could result in
IBG Holdings LLC members being deemed for tax purposes to own shares of Class A common stock.

              If the IRS successfully challenges the tax basis increase, under certain circumstances, we could be required to make payments to IBG
Holdings LLC under the tax receivable agreement in excess of our cash tax savings.

Our senior secured revolving credit facility and our senior notes impose certain restrictions. A failure to comply with these restrictions
could lead to an event of default, resulting in an acceleration of indebtedness, which may affect our ability to finance future operations
or capital needs, or to engage in other business activities.

              As of December 31, 2006, our total indebtedness (consisting of the aggregate amounts outstanding under senior notes, senior secured
revolving credit facility and short-term borrowings) was approximately $1.6 billion. On May 19, 2006, IBG LLC entered into a $300.0 million
three-year senior secured revolving credit facility with JPMorgan Chase Bank, N.A. as administrative agent, Harris N.A. as syndication agent,
and Citibank, N.A. and HSBC Bank USA National Association as co-syndication agents. In addition, subject to restrictions in our senior secured
revolving credit facility and our senior notes, we may incur additional first-priority secured borrowings under the senior secured revolving credit
facility.
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              The operating and financial restrictions and covenants in our debt agreements, including the senior secured revolving credit facility and
our senior notes, may adversely affect our ability to finance future operations or capital needs or to engage in other business activities. Our
senior secured revolving credit facility requires us to maintain specified financial ratios and tests, including interest coverage and total leverage
ratios and maximum capital expenditures, which may require that we take action to reduce debt or to act in a manner contrary to our business
objectives. In addition, the senior secured revolving credit facility and the senior notes restrict our ability to, among other things:

�
incur additional indebtedness;

�
dispose of assets;

�
guarantee debt obligations;

�
repay indebtedness or amend debt instruments;

�
pay dividends;

�
create liens on assets;

�
make investments;

�
make acquisitions;

�
engage in mergers or consolidations; or

�
engage in certain transactions with subsidiaries and affiliates and otherwise restrict corporate activities.

              A more detailed discussion of the restrictions contained in our senior secured revolving credit facility can be found on pages 147 and
148 of this prospectus. A failure to comply with the restrictions contained in the senior secured revolving credit facility could lead to an event of
default, which could result in an acceleration of our indebtedness. Such an acceleration would constitute an event of default under our senior
notes. A failure to comply with the restrictions in our senior notes could result in an event of default under our senior notes. Our future operating
results may not be sufficient to enable compliance with the covenants in the senior secured revolving credit facility, our senior notes or other
indebtedness or to remedy any such default. In addition, in the event of an acceleration, we may not have or be able to obtain sufficient funds to
refinance our indebtedness or make any accelerated payments, including those under the senior notes. In addition, we may not be able to obtain
new financing. Even if we were able to obtain new financing, we would not be able to guarantee that the new financing would be on
commercially reasonable terms or terms that would be acceptable to us. If we default on our indebtedness, our business financial condition and
results of operation could be materially and adversely affected.

Risks Related to Our Business

Our business may be harmed by global events beyond our control, including overall slowdowns in securities trading.

              Like other brokerage and financial services firms, our business and profitability are directly affected by elements that are beyond our
control, such as economic and political conditions, broad trends in business and finance, changes in volume of securities and futures
transactions, changes in the markets
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in which such transactions occur and changes in how such transactions are processed. A weakness in equity markets, such as a slowdown
causing reduction in trading volume in U.S. or foreign securities and derivatives, has historically resulted in reduced transaction revenues and
would have a material adverse effect on our business, financial condition and results of operations.

Because our revenues and profitability depend on trading volume, they are prone to significant fluctuations and are difficult to predict.

              Our revenues are dependent on the level of trading activity on securities and derivatives exchanges in the United States and abroad. In
the past, our revenues and operating results have varied significantly from period to period due primarily to the willingness of competitors to
trade more aggressively by decreasing their bid/offer spreads and thereby assuming more risk in order to acquire market share, to movements
and trends in the underlying markets, and to fluctuations in trading levels. As a result, period to period comparisons of our revenues and
operating results may not be meaningful, and future revenues and profitability may be subject to significant fluctuations or declines.

Our reliance on our computer software could cause us great financial harm in the event of any disruption or corruption of our
computer software. We may experience technology failures while developing our software.

              We rely on our computer software to receive and properly process internal and external data. Any disruption for any reason in the
proper functioning or any corruption of our software or erroneous or corrupted data may cause us to make erroneous trades or suspend our
services and could cause us great financial harm. In order to maintain our competitive advantage, our software is under continuous development.
As we identify and enhance our software, there is risk that software failures may occur and result in service interruptions and have other
unintended consequences.

Our business could be harmed by a systemic market event.

              Some market participants could be overleveraged. In case of sudden, large price movements, such market participants may not be able
to meet their obligations to brokers who, in turn, may not be able to meet their obligations to their counterparties. As a result, the financial
system or a portion thereof could collapse, and the impact of such an event could be catastrophic to our business.

We may incur material trading losses from our market making activities.

              A substantial portion of our revenues and operating profits is derived from our trading as principal in our role as a market maker and
specialist. We may incur trading losses relating to these activities since each primarily involves the purchase or sale of securities for our own
account. In any period, we may incur trading losses in a significant number of securities for a variety of reasons including:

�
price changes in securities;

�
lack of liquidity in securities in which we have positions; and

�
the required performance of our market making and specialist obligations.

              These risks may limit or restrict our ability to either resell securities we purchased or to repurchase securities we sold. In addition, we
may experience difficulty borrowing securities to make delivery to purchasers to whom we sold short, or lenders from whom we have borrowed.
From time to time, we have large position concentrations in securities of a single issuer or issuers engaged in a specific industry or traded in a
particular market. Such a concentration could result in higher trading losses than would occur if our positions and activities were less
concentrated.
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              In our role as a market maker, we attempt to derive a profit from the difference between the prices at which we buy and sell, or sell and
buy, securities. However, competitive forces often require us to match the quotes other market makers display and to hold varying amounts of
securities in inventory. By having to maintain inventory positions, we are subjected to a high degree of risk. We cannot assure you that we will
be able to manage such risk successfully or that we will not experience significant losses from such activities, which could have a material
adverse effect on our business, financial condition and operating results.

Reduced spreads in securities pricing, levels of trading activity and trading through market makers and/or specialists could harm our
business.

              Computer-generated buy/sell programs and other technological advances and regulatory changes in the marketplace may continue to
tighten spreads on securities transactions. Tighter spreads and increased competition could make the execution of trades and market making
activities less profitable. In addition, new and enhanced alternative trading systems such as ECNs have emerged as an alternative for individual
and institutional investors, as well as broker-dealers, to avoid directing their trades through market makers, and could result in reduced revenues
derived from our market making business.

We may incur losses in our market making activities in the event of failures of our proprietary pricing model.

              The success of our market making business is substantially dependent on the accuracy of our proprietary pricing mathematical model,
which continuously evaluates and monitors the risks inherent in our portfolio, assimilates market data and reevaluates our outstanding quotes
each second. Our model is designed to automatically rebalance our positions throughout the trading day to manage risk exposures on our
positions in options, futures and the underlying securities. In the event of a flaw in our pricing model and/or a failure in the related software, our
pricing model may lead to unexpected and/or unprofitable trades, which may result in material trading losses.

The valuation of the financial instruments we hold may result in large and occasionally anomalous swings in the value of our positions
and in our earnings in any period.

              The market prices of our long and short positions are reflected on our books at closing prices which are typically the last trade price
before the official close of the primary exchange on which each such security trades. Given that we manage a globally integrated portfolio, we
may have large and substantially offsetting positions in securities that trade on different exchanges that close at different times of the trading
day. As a result, there may be large and occasionally anomalous swings in the value of our positions daily and, accordingly, in our earnings in
any period. This is especially true on the last business day of each calendar quarter.

We are exposed to losses due to lack of perfect information.

              As market makers, we provide liquidity by buying from sellers and selling to buyers. Quite often, we trade with others who have better
information than we do, and as a result, we may accumulate unfavorable positions preceding large price movements in stocks about to undergo
corporate action. Should the frequency or magnitude of these events increase, our losses will likely increase correspondingly.

Rules governing specialists and designated market makers may require us to make unprofitable trades or prevent us from making
profitable trades.

              Specialists and designated market makers are granted certain rights and have certain obligations to "make a market" in a particular
security. They agree to specific obligations to maintain a fair and
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orderly market. In acting as a specialist or designated market maker, we are subjected to a high degree of risk by having to support an orderly
market. In this role, we may at times be required to make trades that adversely affect our profitability. In addition, we may at times be unable to
trade for our own account in circumstances in which it may be to our advantage to trade, and we may be obligated to act as a principal when
buyers or sellers outnumber each other. In those instances, we may take a position counter to the market, buying or selling securities to support
an orderly market. Additionally, the rules of the markets which govern our activities as a specialist or designated market maker are subject to
change. If these rules are made more stringent, our trading revenues and profits as specialist or designated market maker could be adversely
affected.

Regulatory and legal uncertainties could harm our business.

              The securities and derivatives businesses are heavily regulated. Firms in financial service industries have been subject to an increasingly
regulated environment over recent years, and penalties and fines sought by regulatory authorities have increased accordingly. This regulatory
and enforcement environment has created uncertainty with respect to various types of transactions that historically had been entered into by
financial service firms and that were generally believed to be permissible and appropriate. Our broker-dealer subsidiaries are subject to
regulations in the United States and abroad covering all aspects of their business. Regulatory bodies include, in the United States, the SEC, the
National Association of Securities Dealers (NASD), the Board of Governors of the Federal Reserve System, the Chicago Board Options
Exchange (CBOE), the Commodity Futures Trading Commission (CFTC), National Futures Association (NFA) and the NYSE, in Switzerland,
the Federal Banking Commission, in the United Kingdom, the Financial Services Authority (FSA), in Hong Kong, the Securities and Futures
Commission (SFC), in Australia, the Australian Securities and Investment Commission (ASIC), and in Canada, the Investment Dealers
Association of Canada (IDA) and various Canadian securities commissions. Our mode of operation and profitability may be directly affected by
additional legislation; changes in rules promulgated by various domestic and foreign government agencies and self-regulatory organizations that
oversee our business; and changes in the interpretation or enforcement of existing laws and rules. Noncompliance with applicable laws or
regulations could result in sanctions being levied against us, including fines and censures, suspension or expulsion from a certain jurisdiction or
market or the revocation or limitation of licenses. Noncompliance with applicable laws or regulations could adversely affect our reputation,
prospects, revenues and earnings. In addition, changes in current laws or regulations or in governmental policies could adversely affect our
operations, revenues and earnings.

              Domestic and foreign stock exchanges, other self-regulatory organizations and state and foreign securities commissions can censure,
fine, issue cease-and-desist orders, suspend or expel a broker-dealer or any of its officers or employees. Our ability to comply with all applicable
laws and rules is largely dependent on our internal system to ensure compliance, as well as our ability to attract and retain qualified compliance
personnel. We could be subject to disciplinary or other actions in the future due to claimed noncompliance, which could have a material adverse
effect on our business, financial condition and results of operations. To continue to operate and to expand our services internationally, we may
have to comply with the regulatory controls of each country in which we conduct, or intend to conduct business, the requirements of which may
not be clearly defined. The varying compliance requirements of these different regulatory jurisdictions, which are often unclear, may limit our
ability to continue existing international operations and further expand internationally.

Our future efforts to sell shares or raise additional capital may be delayed or prohibited by regulations.

              As certain of our subsidiaries are members of the NASD, we are subject to certain regulations regarding changes in control of our
ownership. NASD Rule 1017 generally provides that NASD approval must be obtained in connection with any transaction resulting in a change
in control of a member firm. The NASD defines control as ownership of 25% or more of the firm's equity by a single entity or person
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and would include a change in control of a parent company. Interactive Brokers (U.K.) Limited is subject to similar change in control
regulations promulgated by the FSA in the United Kingdom. As a result of these regulations, our future efforts to sell shares or raise additional
capital may be delayed or prohibited. We may be subject to similar restrictions in other jurisdictions in which we operate.

We depend on our proprietary technology, and our future results may be impacted if we cannot maintain technological superiority in
our industry.

              Our success in the past has largely been attributable to our sophisticated proprietary technology that has taken many years to develop.
We have benefited from the fact that the type of proprietary technology equivalent to that which we employ has not been widely available to our
competitors. If our technology becomes more widely available to our current or future competitors for any reason, our operating results may be
adversely affected. Additionally, adoption or development of similar or more advanced technologies by our competitors may require that we
devote substantial resources to the development of more advanced technology to remain competitive. The markets in which we compete are
characterized by rapidly changing technology, evolving industry standards and changing trading systems, practices and techniques. Although we
have been at the forefront of many of these developments in the past, we may not be able to keep up with these rapid changes in the future,
develop new technology, realize a return on amounts invested in developing new technologies or remain competitive in the future.

We are subject to potential losses as a result of our clearing and execution activities.

              As a clearing member firm providing financing services to certain of our brokerage customers, we are ultimately responsible for their
financial performance in connection with various stock, options and futures transactions. Our clearing operations require a commitment of our
capital and, despite safeguards implemented by our software, involve risks of losses due to the potential failure of our customers to perform their
obligations under these transactions. If our customers default on their obligations, we remain financially liable for such obligations, and although
these obligations are collateralized, we are subject to market risk in the liquidation of customer collateral to satisfy those obligations. There can
be no assurance that our risk management procedures will be adequate. Any liability arising from clearing operations could have a material
adverse effect on our business, financial condition and/or operating results.

              As a clearing member firm of securities and commodities clearing houses in the United States and abroad, we are also exposed to
clearing member credit risk. Securities and commodities clearing houses require member firms to deposit cash and/or government securities to a
clearing fund. If a clearing member defaults in its obligations to the clearing house in an amount larger than its own margin and clearing fund
deposits, the shortfall is absorbed pro rata from the deposits of the other clearing members. Many clearing houses of which we are members also
have the authority to assess their members for additional funds if the clearing fund is depleted. A large clearing member default could result in a
substantial cost to us if we are required to pay such assessments.

The loss of our key employees would materially adversely affect our business.

              Our key executives have substantial experience and have made significant contributions to our business, and our continued success is
dependent upon the retention of our key management executives, as well as the services provided by our staff of trading system, technology and
programming specialists and a number of other key managerial, marketing, planning, financial, technical and operations personnel. The loss of
such key personnel could have a material adverse effect on our business. Growth in our business is dependent, to a large degree, on our ability to
retain and attract such employees.
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We are exposed to risks associated with our international operations.

              During 2005 and 2006, approximately 33% and 21%, respectively, of our net revenues were generated outside the United States. We are
exposed to risks and uncertainties inherent in doing business in international markets, particularly in the heavily regulated brokerage industry.
Such risks and uncertainties include political, economic and financial instability; unexpected changes in regulatory requirements, tariffs and
other trade barriers; exchange rate fluctuations; applicable currency controls; and difficulties in staffing, including reliance on newly hired local
experts, and managing foreign operations. These risks could cause a material adverse effect on our business, financial condition or results of
operations.

We do not have fully redundant systems. System failures could harm our business.

              If our systems fail to perform, we could experience unanticipated disruptions in operations, slower response times or decreased
customer service and customer satisfaction. Our ability to facilitate transactions successfully and provide high quality customer service also
depends on the efficient and uninterrupted operation of our computer and communications hardware and software systems. Our service has
experienced periodic system interruptions, which we believe will continue to occur from time to time. Our systems and operations also are
vulnerable to damage or interruption from human error, natural disasters, power loss, telecommunication failures, break-ins, sabotage, computer
viruses, intentional acts of vandalism and similar events. While we currently maintain redundant servers to provide limited service during system
disruptions, we do not have fully redundant systems, and our formal disaster recovery plan does not include restoration of all services. For
example, we have backup facilities to our disaster recovery site that enable us, in the case of complete failure of our main North America data
center, to recover and complete all pending transactions, provide customers with access to their accounts to deposit or withdraw money, transfer
positions to other brokers and manage their risk by continuing trading through the use of marketable orders. These backup services are currently
limited to U.S. markets. We do not currently have separate backup facilities dedicated to our non-U.S. operations. It is our intention to provide
for and progressively deploy backup facilities for our global facilities over time. In addition, we do not carry business interruption insurance to
compensate for losses that could occur to the extent not required. Any system failure that causes an interruption in our service or decreases the
responsiveness of our service could impair our reputation, damage our brand name and materially adversely affect our business, financial
condition and results of operations.

Failure of third-party systems on which we rely could adversely affect our business.

              We rely on certain third-party computer systems or third-party service providers, including clearing systems, exchange systems, Internet
service, communications facilities and other facilities. Any interruption in these third-party services, or deterioration in their performance, could
be disruptive to our business. If our arrangement with any third party is terminated, we may not be able to find an alternative source of systems
support on a timely basis or on commercially reasonable terms. This could have a material adverse effect on our business, financial condition
and results of operations.

We face competition in our market making activities.

              In our market making activities, we compete with other firms who act as market makers based on our ability to provide liquidity at
competitive prices and to attract order flow. Market makers range from sole proprietors with very limited resources, of which there are still a few
hundred left, to a few highly sophisticated groups which have substantially greater financial and other resources, including research and
development personnel, than we do. These larger and better capitalized competitors may be better able to respond to changes in the market
making industry, to compete for skilled professionals, to finance acquisitions, to fund internal growth and to compete for market share generally.
We may not be able to compete effectively against these firms, particularly those with greater financial resources, and our failure to do so could
materially and adversely affect our business, financial condition and results of
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operations. As in the past, we may in the future face enhanced competition, resulting in narrowing bid/offer spreads in the marketplace that may
adversely impact our financial performance. This is especially likely if others can acquire systems that enable them to predict markets or process
trades more efficiently than we can.

Our direct market access clearing and non-clearing brokerage operations face intense competition.

              With respect to our direct market access brokerage business, the market for electronic and interactive bidding, offering and trading
services in connection with equities, options and futures is relatively new, rapidly evolving and intensely competitive. We expect competition to
continue and intensify in the future. Our current and potential future competition principally comes from five categories of competitors:

�
prime brokers who, in an effort to satisfy the demands of their customers for hands-on electronic trading facilities,
universal access to markets, smart routing, better trading tools, lower commissions and financing rates, have
embarked upon building such facilities and product enhancements;

�
direct market access and online options and futures firms;

�
direct market access and online equity brokers;

�
software development firms and vendors who create global trading networks and analytical tools and make them
available to brokers; and

�
traditional brokers.

              In addition, we compete with financial institutions, mutual fund sponsors and other organizations, many of which provide online, direct
market access or other investing services. A number of brokers provide our technology and execution services to their customers, and these
brokers will become our competitors if they develop their own technology. Some of our competitors in this area have greater name recognition,
longer operating histories and significantly greater financial, technical, marketing and other resources than we have and offer a wider range of
services and financial products than we do. Some of our competitors may also have an ability to charge lower commissions. We cannot assure
you that we will be able to compete effectively or efficiently with current or future competitors. These increasing levels of competition in the
online trading industry could significantly harm this aspect of our business.

We are subject to risks relating to litigation and potential securities laws liability.

              We are exposed to substantial risks of liability under federal and state securities laws, other federal and state laws and court decisions,
as well as rules and regulations promulgated by the SEC, the CFTC, the Federal Reserve, state securities regulators, the self-regulatory
organizations (SROs) and foreign regulatory agencies. We are also subject to the risk of litigation and claims that may be without merit. We
could incur significant legal expenses in defending ourselves against and resolving lawsuits or claims. An adverse resolution of any future
lawsuits or claims against us could result in a negative perception of our company and cause the market price of our common stock to decline or
otherwise have an adverse effect on our business, financial condition and/or operating results.

Any future acquisitions may result in significant transaction expenses, integration and consolidation risks and risks associated with
entering new markets, and we may be unable to profitably operate our consolidated company.

              Although our growth strategy has not focused historically on acquisitions, we may in the future engage in evaluations of potential
acquisitions and new businesses. We may not have the financial resources necessary to consummate any acquisitions in the future or the ability
to obtain the necessary
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funds on satisfactory terms. Any future acquisitions may result in significant transaction expenses and risks associated with entering new
markets in addition to integration and consolidation risks. Because acquisitions historically have not been a core part of our growth strategy, we
have no material experience in successfully utilizing acquisitions. We may not have sufficient management, financial and other resources to
integrate any such future acquisitions or to successfully operate new businesses and we may be unable to profitably operate our expanded
company.

Internet-related issues may reduce or slow the growth in the use of our services in the future.

              Critical issues concerning the commercial use of the Internet, such as ease of access, security, privacy, reliability, cost, and quality of
service, remain unresolved and may adversely impact the growth of Internet use. If Internet usage continues to increase rapidly, the Internet
infrastructure may not be able to support the demands placed on it by this growth, and its performance and reliability may decline. The recent
growth in Internet traffic has caused frequent periods of decreased performance, outages and delays. Although our larger institutional customers
use leased data lines to communicate with us, our ability to increase the speed with which we provide services to consumers and to increase the
scope and quality of such services is limited by and dependent upon the speed and reliability of our customers' access to the Internet, which is
beyond our control. If periods of decreased performance, outages or delays on the Internet occur frequently or other critical issues concerning
the Internet are not resolved, overall Internet usage or usage of our web based products could increase more slowly or decline, which would
cause our business, results of operations and financial condition to be materially and adversely affected.

Our computer infrastructure may be vulnerable to security breaches. Any such problems could jeopardize confidential information
transmitted over the Internet, cause interruptions in our operations or cause us to have liability to third persons.

              Our computer infrastructure is potentially vulnerable to physical or electronic computer break-ins, viruses and similar disruptive
problems and security breaches. Any such problems or security breaches could cause us to have liability to one or more third parties and disrupt
our operations. A party able to circumvent our security measures could misappropriate proprietary information or customer information,
jeopardize the confidential nature of information transmitted over the Internet or cause interruptions in our operations. Concerns over the
security of Internet transactions and the privacy of users could also inhibit the growth of the Internet in general, particularly as a means of
conducting commercial transactions. To the extent that our activities involve the storage and transmission of proprietary information such as
personal financial information, security breaches could expose us to a risk of financial loss, litigation and other liabilities. Our current insurance
program may protect us against some, but not all, of such losses. Any of these events could have a material adverse effect on our business,
results of operations and financial condition.

We may not be able to protect our intellectual property rights or may be prevented from using intellectual property necessary for our
business.

              We rely primarily on trade secret, contract, copyright, patent and trademark laws to protect our proprietary technology. It is possible
that third parties may copy or otherwise obtain and use our proprietary technology without authorization or otherwise infringe on our rights. We
may also face claims of infringement that could interfere with our ability to use technology that is material to our business operations.

              In the future, we may have to rely on litigation to enforce our intellectual property rights, protect our trade secrets, determine the
validity and scope of the proprietary rights of others or defend against claims of infringement or invalidity. Any such litigation, whether
successful or unsuccessful, could result in substantial costs and the diversion of resources and the attention of management, any of which could
negatively affect our business.
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Our future success will depend on our response to the demand for new services, products and technologies.

              The demand for market making services, particularly services that rely on electronic communications gateways, is characterized by:

�
rapid technological change;

�
changing customer demands;

�
the need to enhance existing services and products or introduce new services and products; and

�
evolving industry standards.

              New services, products and technologies may render our existing services, products and technologies less competitive. Our future
success will depend, in part, on our ability to respond to the demand for new services, products and technologies on a timely and cost-effective
basis and adapt to technological advancements and changing standards to address the increasingly sophisticated requirements and varied needs
of our customers and prospective customers. We cannot assure you that we will be successful in developing, introducing or marketing new
services, products and technologies. In addition, we may experience difficulties that could delay or prevent the successful development,
introduction or marketing of these services and products, and our new service and product enhancements may not achieve market acceptance.
Any failure on our part to anticipate or respond adequately to technological advancements, customer requirements or changing industry
standards, or any significant delays in the development, introduction or availability of new services, products or enhancements could have a
material adverse effect on our business, financial condition and operating results.

The expansion of our market making activities into forex-based products entails significant risk, and unforeseen events in such business
could have an adverse effect on our business, financial condition and results of operation.

              We are in the process of entering into market making for forex-based products. This includes the trading of cash in foreign currencies
with banks and exchange-listed futures, options on futures, options on cash deposits and currency-based ETFs. All of the risks that pertain to our
market making activities in equity-based products also apply to our forex-based market making. In addition, we have very little experience in the
forex markets and even though we are easing into this activity very slowly, any kind of unexpected event can occur that can result in great
financial loss.

We are subject to counterparty risk whereby defaults by parties with whom we do business can have an adverse effect on our business,
financial condition and/or operating results.

              In our electronic brokerage business, our customer margin credit exposure is to a great extent mitigated by our policy of automatically
evaluating each account throughout the trading day and closing out positions automatically for accounts that are found to be under-margined.
While this methodology is effective in most situations, it may not be effective in situations in which no liquid market exists for the relevant
securities or commodities or in which, for any reason, automatic liquidation for certain accounts has been disabled. If no liquid market exists or
automatic liquidation has been disabled, we are subject to risks inherent in extending credit, especially during periods of rapidly declining
markets. Any loss or expense incurred due to defaults by our customers in failing to repay margin loans or to maintain adequate collateral for
these loans would cause harm to our business.
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Risks Related to the Auction Process for This Offering

Potential investors should not expect to sell our shares for a profit shortly after our common stock begins trading.

              We will determine the initial public offering price for the shares sold in this offering through an auction conducted by the placement
agents. We believe that the auction process will reveal a clearing price for the shares of our common stock offered in this offering. The clearing
price is the highest price at which all of the shares offered may be sold to potential investors. Although the placement agents and we may elect to
set the initial public offering price below the auction clearing price, the public offering price may be at or near the clearing price. If there is little
to no demand for our shares at or above the initial public offering price once trading begins, the price of our shares would decline following the
initial public offering. If your objective is to make a short-term profit by selling the shares you purchase in the offering shortly after trading
begins, you should not submit a bid in the auction.

Some bids made at or above the initial public offering price may not receive an allocation of shares.

              The placement agents may require that bidders confirm their bids before the auction for the initial public offering closes. If a bidder is
requested to confirm a bid and fails to do so within a required time frame, that bid may be rejected and may not receive an allocation of shares
even if the bid is at or above the initial public offering price. Further, if the auction process leads to a pro rata reduction in allocated shares and a
rounding down of share allocations pursuant to the rules of the auction, a bidder may not receive any shares in the offering despite having bid at
or above the initial public offering price. In addition, we, in consultation with the placement agents, may determine, in our sole discretion, that
some bids that are at or above the initial public offering price are manipulative of or disruptive to the bidding process, not creditworthy, or
otherwise not in our best interest, in which case such bids may be rejected or reduced. For example, in previous transactions for other issuers in
which the auction process was used, WR Hambrecht + Co has rejected or reduced bids when WR Hambrecht + Co, in its sole discretion, deemed
the bids not creditworthy or had reason to question the bidder's intent or means to fund its bid. In the absence of other information, the placement
agents or a participating dealer may assess a bidder's creditworthiness based solely on the bidder's history with the placement agents or a
participating dealer. WR Hambrecht + Co has also rejected or reduced bids that it deemed, in its sole discretion, to be potentially manipulative or
disruptive or because the bidder had a history of alleged securities law violations. Other conditions for valid bids, including eligibility and
account funding requirements of participating dealers, may vary. As a result of these varying requirements, a bidder may have its bid rejected by
the placement agents or a participating dealer while another bidder's identical bid is accepted.

Potential investors may receive a full allocation of the shares they bid for if their bids are successful and should not bid for more shares
than they are prepared to purchase.

              If the initial public offering price is at or near the clearing price for the shares offered in this offering, the number of shares represented
by successful bids will equal or nearly equal the number of shares offered by this prospectus. Successful bidders may therefore be allocated all
or nearly all of the shares that they bid for in the auction. Therefore, we caution investors against submitting a bid that does not accurately
represent the number of shares of our common stock that they are willing and prepared to purchase.

Other Risks Related To The Offering

The disparity in the voting rights among the classes of shares may exert downward pressure on the price of our common stock.

              Shares of our common stock and Class B common stock entitle the respective holders to identical rights, except that each share of our
common stock will entitle its holder to one vote on all matters to be voted on by stockholders generally while each share of Class B common
stock will entitle
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its holder to a greater number of votes. Initially, the holders of Class B common stock, in the aggregate, will be entitled to approximately
365.5 million votes. The difference in voting rights could exert downward pressure on the price of our common stock to the extent that investors
view, or any potential future purchaser of our company views, the superior voting rights of the Class B common stock to have value.

Future sales of our common stock in the public market could lower our stock price, and any additional capital raised by us through the
sale of equity or convertible securities may dilute your ownership in us.

              The members of IBG Holdings LLC have the right to cause the redemption of their IBG Holdings LLC membership interests over time
in connection with offerings of shares of our common stock as further described in the section entitled "The Recapitalization Transactions and
Our Organizational Structure." We intend to sell additional shares of common stock in subsequent public offerings on a regular basis, including
annual offerings of our common stock to finance future purchases of IBG LLC membership interests which, in turn, will finance corresponding
redemptions of IBG Holdings LLC membership interests. These annual offerings and related transactions are anticipated to occur on or about
each of the first eight years following this offering and, depending on the timing of redemptions, possibly extend into the future in accordance
with an exchange agreement among us, IBG LLC, IBG Holdings LLC and the historical members of IBG LLC described in greater detail under
"Transactions with Related Persons, Promoters and Certain Control Persons�Exchange Agreement." We may also issue additional shares of
common stock or convertible debt securities to finance future acquisitions or business combinations. After the consummation of this offering, we
will have approximately 34.7 million outstanding shares of common stock. This number includes all the shares of our common stock we are
selling in this offering, which may be resold immediately in the public market. Assuming no anti-dilution adjustments based on combinations or
divisions of our common stock, the annual offerings referred to above could result in the issuance by us of up to an additional approximately
365.5 million shares of common stock. It is possible, however, that such shares could be issued in one or a few large transactions.

              We cannot predict the size of future issuances of our common stock or the effect, if any, that future issuances and sales of shares of our
common stock may have on the market price of our common stock. Sales of substantial amounts of our common stock (including shares issued
in connection with an acquisition), or the perception that such sales could occur, may cause the market price of our common stock to decline.

All net proceeds of this offering will go to the current members of IBG LLC, including all of our executive officers and employee
directors, rather than be used for corporate business purposes.

              We intend to use all net proceeds of this offering to purchase IBG LLC membership interests from IBG Holdings LLC, which will, in
turn, use such proceeds to redeem a portion of the IBG Holdings LLC membership interests to be held by the current members of IBG LLC.
Such redemptions will result in all net proceeds of this offering going to the current members of IBG LLC on a pro rata basis. Of this amount,
more than 91.5% will go to our employee directors and executive officers. We do not anticipate using any net proceeds for corporate business
purposes. See "Use of Proceeds."

Our internal controls over financial reporting may not be effective and our independent auditors may not be able to certify as to their
effectiveness, which could have a significant and adverse effect on our business and reputation.

              We are evaluating our internal controls over financial reporting in order to allow management to report on, and our independent
auditors to attest to, our internal controls over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act of 2002, as amended,
and rules and regulations of the SEC thereunder, which we refer to as Section 404. We are in the process of documenting and testing our internal
control procedures in order to satisfy the requirements of Section 404, which requires annual
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management assessments of the effectiveness of our internal controls over financial reporting and a report by our independent registered public
accountants addressing these assessments.

              During the course of our initial evaluation of internal controls over financial reporting, we identified a material weakness, as such term
is defined by Section 404, relating to the interpretation and application of generally accepted accounting principles. Specifically, subsequent to
the filing of our Registration Statement on Form S-1 on November 27, 2006, our management determined that there was an error in the
classification of certain securities loaned fee income, securities borrowed fee expense and foreign currency translation. These items have since
been reclassified, as reflected in the consolidated financial statements included in this prospectus. These changes did not have any impact on our
net income, our consolidated statements of financial condition or our cash and cash equivalents. The foregoing material weakness has been
remediated.

              As we continue our evaluation, we may identify additional material weaknesses that we may not be able to remediate in time to meet
the deadline imposed by the Sarbanes-Oxley Act of 2002, as amended, for compliance with the requirements of Section 404. We will be
required to comply with the requirements of Section 404 for our year ending December 31, 2008. In addition, if we fail to achieve and maintain
the adequacy of our internal controls, as such standards are modified, supplemented or amended from time to time, we may not be able to ensure
that we can conclude on an ongoing basis that we have effective internal controls over financial reporting in accordance with Section 404. We
cannot be certain as to the timing of completion of our evaluation, testing and any remediation actions or the impact of the same on our
operations. If we are not able to implement the requirements of Section 404 in a timely manner or with adequate compliance, our independent
auditors may not be able to certify as to the effectiveness of our internal control over financial reporting and we may be subject to sanctions or
investigation by regulatory authorities, such as the SEC. As a result, there could be a negative reaction in the financial markets due to a loss of
confidence in the reliability of our financial statements. In addition, we may be required to incur costs in improving our internal control system
and the hiring of additional personnel. Any such action could negatively affect our results of operations.

You will experience immediate and substantial dilution.

              The price you pay for shares of our common stock sold in this offering is substantially higher than the per share value of our net assets,
after giving effect to this offering. Assuming an initial public offering price for our common shares of $29.00 per share (the midpoint of the
initial public offering price range indicated on the cover of this prospectus), you will incur immediate dilution in net tangible book value per
share of $22.01. Dilution is the difference between the offering price per share and the net tangible book value per share of our common stock
immediately after the offering. See "Dilution."

              In addition, certain employees of IBG LLC currently hold Return on Investment Dollar Units (ROI Units) that entitle each holder
thereof to accumulated earnings on the face value of the certificate representing his or her ROI Units. In connection with this offering, ROI Units
may, at the employee's option, be cancelled and the accumulated earnings thereon invested in restricted shares of common stock in connection
with this offering, which restricted shares would then vest over time assuming continued employment with IBG LLC and compliance with
applicable covenants, thereby diluting the percentage ownership of IBG by unaffiliated public stockholders. Subsequent to this offering,
non-cash compensation of employees will consist primarily of grants of restricted shares of our common stock. Such future grants of restricted
shares would further dilute the percentage ownership of IBG LLC by unaffiliated public stockholders. See "Dilution," "Management�Return on
Investment Dollar Units" and "Management�Employee Incentive Plan."

              In addition, in the event IBG LLC uses cash on hand to acquire IBG LLC membership interests in the future, such use of cash is
expected to have a dilutive effect on the existing holders of our common stock, as the price paid per membership interest is likely to be higher
than IBG LLC's tangible book value
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per membership interest. See "The Recapitalization Transactions and Our Organizational Structure�Exchange and Redemption of Membership
Interests."

Our common stock price may fluctuate after this offering. As a result, you may not be able to resell your shares at or above the price
you paid for them.

              Prior to this offering, there has been no public market for our common stock. An active market may not develop following completion
of this offering or, if developed, may not be maintained. The initial public offering price may not be indicative of the price at which our common
stock will trade following completion of this offering. The market price of our common stock may be subject to sharp declines and volatility in
market price. The market price of our common stock may also be influenced by many factors, some of which are beyond our control, including:

�
the failure of securities analysts to cover our common stock after this offering or changes in financial estimates or
recommendations by analysts;

�
future announcements concerning us or our competitors, including the announcement of acquisitions;

�
changes in government regulations or in the status of our regulatory approvals or licensure;

�
public perceptions of risks associated with our services or operations; and

�
general market conditions and other factors that may be unrelated to our operating performance or the operating
performance of our competitors.

              As a result, you may not be able to sell shares of our common stock at prices equal to or greater than the price you paid in this offering.

There is no existing market for our common stock and we do not know if one will develop to provide you with adequate liquidity.

              There has not been a public market for our common stock. We cannot predict the extent to which investor interest in our company will
lead to the development of an active trading market on The NASDAQ Global Select Market or otherwise or how liquid that market might
become. If an active trading market does not develop, you may have difficulty selling any of our common stock that you buy.

Certain provisions in our amended and restated certificate of incorporation may prevent efforts by our stockholders to change our
direction or management.

              Provisions contained in our amended and restated certificate of incorporation could make it more difficult for a third party to acquire us,
even if doing so might be beneficial to our stockholders. For example, our amended and restated certificate of incorporation authorizes our board
of directors to determine the rights, preferences, privileges and restrictions of unissued series of preferred stock, without any vote or action by
our stockholders. We could issue a series of preferred stock that could impede the completion of a merger, tender offer or other takeover attempt.
These provisions may discourage potential acquisition proposals and may delay, deter or prevent a change of control of us, including through
transactions, and, in particular, unsolicited transactions, that some or all of our stockholders might consider to be desirable. As a result, efforts by
our stockholders to change our direction or management may be unsuccessful. See "Description of Capital Stock�Section 203 of the General
Corporation Law of the State of Delaware."

We may not pay dividends on our common stock at any time in the foreseeable future.

              As a holding company for our interest in IBG LLC, we will be dependent upon the ability of IBG LLC to generate earnings and cash
flows and distribute them to us so that we may pay any dividends to our stockholders. To the extent (if any) that we have excess cash, any
decision to declare and pay
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dividends in the future will be made at the discretion of our board of directors and will depend on, among other things, our results of operations,
financial conditions, cash requirement, contractual restrictions and other factors that our board of directors may deem relevant. We have made
no determination as to whether to pay dividends on our common stock at any time in the foreseeable future.

We will incur increased costs as a result of having publicly traded common stock.

              We will incur significant legal, accounting, reporting and other expenses as a result of having publicly traded common stock that we do
not currently incur. We also anticipate that we will incur costs associated with recently adopted corporate governance requirements, including
requirements under the Sarbanes-Oxley Act of 2002, as amended, as well as rules implemented by the SEC and The NASDAQ Global Select
Market. We expect these rules and regulations to increase our legal and financial compliance costs and to make some activities more
time-consuming and costly. We also expect these rules and regulations may make it more difficult and more expensive for us to obtain director
and officer liability insurance (if we choose in the future to obtain such insurance) and we may be required to accept reduced policy limits and
coverage or incur substantially higher costs to obtain the same or similar coverage. As a result, we may experience more difficulty attracting and
retaining qualified individuals to serve on our board of directors or as executive officers. We cannot predict or estimate the amount of additional
costs we may incur as a result of these requirements or the timing of such costs. IBG LLC will pay all the expenses we may incur in connection
with being a public company.
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FORWARD-LOOKING STATEMENTS

              This prospectus contains forward-looking statements within the meaning of the federal securities laws. Statements that are not historical
facts, including statements about our beliefs and expectations, are forward-looking statements. Forward-looking statements include statements
preceded by, followed by or that include the words "may," "could," "would," "should," "believe," "expect," "anticipate," "plan," "estimate,"
"target," "project," "intend" and similar expressions. These statements include, among others, statements regarding our expected business
outlook, anticipated financial and operating results, our business strategy and means to implement the strategy, our objectives, the amount and
timing of capital expenditures, the likelihood of our success in expanding our business, financing plans, budgets, working capital needs and
sources of liquidity.

              Forward-looking statements are only predictions and are not guarantees of performance. These statements are based on our
management's beliefs and assumptions, which in turn are based on currently available information. Important assumptions relating to the
forward-looking statements include, among others, assumptions regarding demand for our products, the expansion of product offerings
geographically or through new applications, the timing and cost of planned capital expenditures, competitive conditions and general economic
conditions. These assumptions could prove inaccurate. Forward-looking statements also involve known and unknown risks and uncertainties,
which could cause actual results that differ materially from those contained in any forward-looking statement. Many of these factors are beyond
our ability to control or predict. Such factors include, but are not limited to, the following:

�
general economic conditions in the markets where we operate;

�
increased industry competition and downward pressures on bid/offer spreads and electronic brokerage
commissions;

�
risks inherent to the electronic market making and brokerage businesses;

�
failure to protect or enforce our intellectual property rights in our proprietary technology;

�
our ability to keep up with rapid technological change;

�
system failures and disruptions;

�
non-performance of third-party vendors;

�
conflicts of interest and other risks due to our ownership and holding company structure;

�
the loss of key executives and failure to recruit and retain qualified personnel;

�
the risks associated with the expansion of our business;

�
our possible inability to integrate any businesses we acquire;

�
competitive pressures;

�
compliance with laws and regulations, including those relating to the securities industry; and

�
other factors discussed under "Risk Factors" or elsewhere in this prospectus.
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              Except as required by applicable law, including the securities laws of the United States and the rules and regulations of the SEC, we are
under no obligation to publicly update or revise any forward-looking statements after we distribute this prospectus. Potential investors should not
place undue reliance on our forward-looking statements. Before you invest in our common stock, you should be aware that the occurrence of the
events described in the "Risk Factors" section and elsewhere in this prospectus could harm our business, prospects, operating results, and
financial condition. Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee
future results or performance.
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THE RECAPITALIZATION TRANSACTIONS AND OUR ORGANIZATIONAL STRUCTURE

Overview

              We have historically conducted our business through a limited liability company structure. In order to have a Delaware corporation as
the issuer for our initial public offering, immediately prior to and immediately following the consummation of this offering, IBG LLC and its
members will consummate a series of transactions, which we collectively refer to as the "Recapitalization." We are a holding company and, after
completion of this offering, our primary assets will be our ownership of approximately 8.7% of the membership interests of IBG LLC, the
current holding company for our businesses, and our controlling interest and related contractual rights as the sole managing member of IBG
LLC. The remaining approximately 91.3% of IBG LLC membership interests after completion of this offering will be held by IBG Holdings
LLC, a holding company that will be owned by the current members of IBG LLC. All IBG LLC membership interests will be identical and have
the same rights. Thus, after completion of this offering, there will be two holding companies owning interests in IBG LLC (namely, IBG and
IBG Holdings LLC, owning approximately 8.7% and 91.3%, respectively, of the IBG LLC membership interests), thereby allowing both public
stockholders (through IBG) and existing members (through IBG Holdings LLC) to have economic interest in our businesses.

              IBG Holdings LLC will own all of our Class B common stock, which will have voting power of our company proportionate to the
extent of IBG Holdings LLC's ownership of IBG LLC�initially approximately 91.3%. Through his ownership of the voting membership interests
in IBG Holdings LLC, Thomas Peterffy will initially be able to exercise such voting power in his sole discretion.

              Our only business following this offering will be to act as the sole managing member of IBG LLC, and, as such, we will operate and
control all of the business and affairs of IBG LLC and will be able to consolidate IBG LLC's financial results into our financial statements. IBG
Holdings LLC's ownership interests in IBG LLC will be accounted for as a minority interest in our consolidated financial results after this
offering. Net profits, net losses and distributions of IBG LLC, including with respect to all management fees, incentive income and investment
income earned by IBG LLC, will be allocated and made to its members pro rata in accordance with the respective percentages of their
membership interests in IBG LLC. Accordingly, net profits and net losses of IBG LLC will initially be allocated, and distributions by IBG LLC
will initially be made, approximately 8.7% to us and approximately 91.3% to IBG Holdings LLC. Subject to the availability of net cash flow at
the IBG LLC level, IBG LLC shall distribute to us and to IBG Holdings LLC tax distributions using a tax rate no less than the actual combined
federal, state and local income tax rates applicable to our allocable shares of taxable income and net capital gain. Assuming IBG LLC makes
distributions to its members in any given year, the determination to pay dividends, if any, to our Class A stockholders will be made by our board
of directors, and distributions to the IBG Holdings LLC members will be made in accordance with the IBG Holdings LLC Operating
Agreement, a copy of which is filed as an exhibit to the registration statement of which this prospectus forms a part. Because our board of
directors may or may not determine to pay dividends at the IBG level, our Class A stockholders may not necessarily receive dividend
distributions relating to our pro rata share of the management fees, incentive income, investment income and other income earned by IBG LLC,
even if IBG LLC makes such distributions to us.

Recapitalization

              Our business is presently conducted by subsidiaries of IBG LLC, which currently is approximately 85% owned by Thomas Peterffy and
his affiliates. In November 2006, we were incorporated as a Delaware corporation. We have not engaged in any business or other activities
except in connection with its formation. The Recapitalization will result in the current members of IBG LLC becoming the sole members of IBG
Holdings LLC, and will establish us as the sole managing member of IBG LLC. The completion of the Recapitalization is a condition to this
offering.
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              As a result of the Recapitalization, immediately following this offering and the application of net proceeds from this offering:

�
IBG will be the sole managing member of IBG LLC;

�
we and IBG Holdings LLC will own approximately 8.7% and 91.3%, respectively, of the membership interests in
IBG LLC;

�
Thomas Peterffy and his affiliates will own approximately 85% of the membership interests in IBG Holdings LLC,
and management and other employees of IBG LLC will own substantially all of the remaining membership
interests;

�
outstanding shares of our Class A common stock, all of which will have been sold pursuant to this offering, will
represent more than 99.999% of our outstanding capital stock based on economic value (which, as used herein,
refers to the right to share in dividend distributions and distributions upon liquidation, dissolution or winding up);

�
outstanding shares of our Class B common stock, all of which will be owned by IBG Holdings LLC, will represent
less than 0.001% of our outstanding capital stock based on economic value;

�
outstanding shares of our Class B common stock will represent approximately 91.3% of the combined voting
power of all shares of our capital stock, which percentage will decrease proportionately to the extent that IBG
Holdings LLC owns a smaller percentage of IBG LLC; and

�
Thomas Peterffy will own all of the voting membership interests, and Mr. Peterffy and his affiliates will own a
majority of the overall membership interests, in IBG Holdings LLC and, accordingly, will beneficially own all of
the outstanding shares of our Class B common stock. As a result, Mr. Peterffy will be able to exercise control over
all matters requiring the approval of our stockholders.

              If at any time in the future Thomas Peterffy and his affiliates own less than a majority of the membership interests in IBG Holdings
LLC, then at such time all membership interests in IBG Holdings LLC will become voting membership interests. Accordingly, all members of
IBG Holdings LLC, instead of Mr. Peterffy alone, would together direct the voting of our Class B common stock, and all such members would
together exercise control over all matters requiring the approval of our stockholders.
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              The graphic below illustrates our anticipated ownership structure immediately following completion of this offering, including the
subsidiaries of IBG LLC all of which are 100% owned, except for Timber Hill LLC, which is 99.99% owned by IBG LLC and 0.01% owned by
Thomas Peterffy, our founder, chairman and chief executive officer, and Interactive Brokers LLC, which is 99.9% owned by IBG LLC and 0.1%
owned by Mr. Peterffy.
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Holding Company Structure

              We will be a holding company and, immediately after the consummation of the Recapitalization, our primary assets will be our
approximately 8.7% equity interest in IBG LLC, and our controlling interest and related rights as the sole managing member of IBG LLC. Our
only business following this offering will be to act as the sole managing member of IBG LLC, and, as such, we will operate and control all of the
business and affairs of IBG LLC and will be able to consolidate IBG LLC's financial results into our financial statements. IBG Holdings LLC's
ownership interests in IBG LLC will be accounted for as a minority interest in our consolidated financial results after this offering. Net profits,
net losses and distributions of IBG LLC will be allocated and made to its members pro rata in accordance with the respective percentages of
their equity interests in IBG LLC. Accordingly, net profits and net losses of IBG LLC will initially be allocated, and distributions by IBG LLC
will initially be made, approximately 8.7% to us and approximately 91.3% to IBG Holdings LLC.

              As the result of a federal income tax election made by IBG LLC applicable to our acquisition of IBG LLC interests, the income tax
basis of the assets of IBG LLC underlying the interests we acquire will be adjusted based upon the amount that we have paid for our IBG LLC
interests. This increase in tax basis will result in increased depreciation and other tax deductions that will be allocated solely for our benefit and
will be taken into account in reporting our taxable income. We have entered into an agreement with IBG Holdings LLC to pay IBG Holdings
LLC (for the benefit of the current members of IBG LLC) 85% of the tax savings that we actually realize as the result of this basis increase. We
will retain the remaining 15% of such tax savings. See "Transactions with Related Persons, Promoters and Certain Control Persons�Tax
Receivable Agreement."

              As a member of IBG LLC, we will incur U.S. federal, state and local income taxes on our allocable share of any net taxable income of
IBG LLC. As authorized by the amended and restated limited liability company agreement pursuant to which IBG LLC will be governed, we
intend to cause IBG LLC to continue to distribute cash on a pro rata basis to its members at least to the extent necessary to provide funds to pay
the members' tax liabilities, if any, with respect to the earnings of IBG LLC.

Voting

              Each share of our common stock will entitle its holder to one vote per share. Immediately after this offering, our Class B common stock
will have approximately 91.3% of the voting power of our company, which percentage will decrease proportionately over time to the extent that
IBG Holdings LLC owns a smaller percentage of IBG LLC. Initially, Thomas Peterffy will own all of the voting membership interests in IBG
Holdings LLC upon consummation of this offering. Accordingly, Mr. Peterffy will beneficially own all of the outstanding shares of our Class B
common stock and will be able to exercise control over all matters requiring the approval of our stockholders, including the election of our
directors and the approval of significant corporate transactions.

              If at any time in the future Thomas Peterffy and his affiliates own less than a majority of the membership interests in IBG Holdings
LLC, then at such time all membership interests in IBG Holdings LLC will become voting membership interests. Accordingly, all members of
IBG Holdings LLC, instead of Mr. Peterffy alone, would together direct the voting of the shares of our Class B common stock, and all such
members would together exercise control over all matters requiring the approval of our stockholders. However, even if Mr. Peterffy and his
affiliates cease to own a majority of the membership interests in IBG Holdings LLC, Mr. Peterffy could, depending on his level of percentage
ownership, continue to effectively control or significantly influence matters requiring the approval of our stockholders.
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Exchange and Redemption of Membership Interests

              In connection with the Recapitalization, the current members of IBG LLC will receive membership interests in IBG Holdings LLC. The
membership interests in IBG Holdings LLC will not be directly exchangeable for shares of our common stock. Instead, the membership interests
will become redeemable at various times over the next eight years following this offering at the option of the holder. The redemption price for
the membership interests will depend on the manner in which the payment is made to IBG Holdings LLC.

              On an annual basis, each holder of a membership interest may request that the liquefiable portion (determined in accordance with the
schedule set forth below) of its interest be redeemed by IBG Holdings LLC. The primary manner in which the redemption price will be paid is
by selling a similar number of shares of our common stock to the public and using the gross proceeds from such sales, less underwriting
discounts or placement agency fees, to acquire IBG LLC membership interests from IBG Holdings LLC. We have reserved for issuance
365.5 million shares of common stock, which is the aggregate number of shares of common stock expected to be issuable over time through
such sales, assuming no anti-dilution adjustments based on combinations or divisions of our common stock. We would then expect IBG
Holdings LLC to use the net proceeds it receives from such sales to redeem an identical number of IBG Holdings LLC membership interests
from the requesting holders. The annual registration and sale of shares of our common stock to satisfy redemption requests is described in
greater detail under "Transactions with Related Persons, Promoters and Certain Control Persons�Exchange Agreement" and in our exchange
agreement, a copy of which is set forth as an exhibit to the registration statement of which this prospectus forms a part. The sales of our common
stock and the application of the net proceeds to acquire IBG LLC membership interests are expected to have a negligible effect on the existing
holders of our common stock, as the holders of our common stock would then own a larger portion of IBG LLC. Such transactions will have the
effect of diluting your percentage ownership in us. However, because we will acquire an increased percentage ownership in IBG LLC over time
as a result of such transactions, such transactions will not impact your effective percentage ownership of the economics of the underlying IBG
LLC business.

              In some cases, IBG LLC may redeem IBG LLC membership interests from IBG Holdings LLC using cash on hand. The primary
circumstance under which IBG LLC would use cash on hand would be if IBG LLC had, at a given point in time, a relative surplus of cash on
hand and our board of directors were to determine that using cash on hand to effect redemptions of IBG LLC membership interests would be an
optimal use of such funds in relation to alternative uses. The redemption price per membership interest would be equal to the 30-day average
closing price of our common stock. The use of IBG LLC's cash to acquire IBG LLC membership interests is expected to have a dilutive effect
on the existing holders of our common stock, as the price paid per membership interest is likely to be higher than IBG LLC's tangible book value
per membership interest.

              In connection with this offering, the holders of the membership interests have agreed to a schedule for redemptions which would allow
the holders to liquefy their investment in IBG Holdings LLC, which is as follows (all dates are approximate and subject to the prior or
concurrent registration of the corresponding shares of common stock and sale of such shares into the public markets in order to pay the
redemption price of the membership interests, if this financing alternative is utilized):

�
8.6% of the membership interests on the date of this offering;

�
an additional 12.5% of the membership interests on each of the first seven anniversaries of this offering; and
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�
the remaining 3.9% of the membership interests on the eighth anniversary of this offering.

              Certain of the IBG Holdings LLC membership interests are subject to forfeiture in the event that the holder terminates employment with
IBG LLC or its subsidiaries, other than as a result of death, permanent disability, approved retirement or termination without cause.

              As the result of our acquisition from IBG Holdings LLC of an IBG LLC membership interest using the proceeds of a sale of our
common stock into the public markets, we will receive not only an additional interest in IBG LLC but also, for federal income tax purposes, an
adjustment to the federal income tax basis of the assets of IBG LLC underlying such additional interest. We intend to enter into a tax receivable
agreement with IBG Holdings LLC that will provide for the payment by us to IBG Holdings LLC of 85% of the cash savings, if any, in U.S.
federal, state and local income tax or franchise tax that we actually realize as a result of these increases in tax basis and of certain other tax
benefits related to entering into the tax receivable agreement, including tax benefits attributable to payments under the tax receivable agreement.
While the actual amount and timing of any payments under this agreement will vary depending upon a number of factors, including the amount
and timing of our income, we expect that, as a result of the size of the increases in the tax basis of the tangible and intangible assets of IBG LLC
and its subsidiaries, the payments that we may make to IBG Holdings LLC could be substantial. If all IBG LLC membership interests had been
acquired in a taxable transaction using the proceeds of a sale of our common stock into the public markets at the time of the closing of this
offering, the increase in the tax basis attributable to our interest in IBG LLC would have been approximately $8.6 billion, including the increase
in tax basis associated with our purchase of IBG LLC membership interests and the Recapitalization. Subject to the limitations discussed below,
this increased tax basis is expected to result in tax benefits as a result of increased depreciation or amortization deductions. We will retain 15%
of the tax benefits actually realized. As set forth in the tax receivable agreement, we will pay the remaining 85% of the realized tax benefits
relating to any applicable tax year to IBG Holdings LLC within 13 calendar days of the delivery of a tax benefit calculation by us to IBG
Holdings LLC, which delivery will take place within ten calendar days after the filing of our U.S. federal income tax return for the applicable tax
year. IBG Holdings LLC shall distribute, pursuant to its operating agreement, any tax benefit payments received by it from us within 90 days
following receipt thereof. A cash amount equal to the remainder of the tax benefits actually realized for a particular year will be paid to IBG
Holdings LLC upon the realization of the tax benefits for such year. The actual amount of tax benefits that we realize (measured by a reduction
in taxes otherwise payable by us) will depend upon multiple factors, including the tax rate applicable to us at the time. See "Transactions with
Related Persons, Promoters and Certain Control Persons�Tax Receivable Agreement."

Mandatory Redemption

              IBG Holdings LLC, with the consent of Thomas Peterffy and our board of directors, has the right to cause the holders of IBG Holdings
LLC membership interests to have all or a portion of their interests redeemed at any time following the first anniversary of this offering. Such
redemptions would be financed in the same manner as the scheduled redemptions described above.
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USE OF PROCEEDS

              The net proceeds from the sale of the 34,500,000 shares of common stock offered by us will be approximately $981.7 million, after
deducting the placement agency fee.

              The primary purposes of this offering are to:

�
diversify the ownership of IBG LLC's business;

�
raise IBG LLC's profile for competitive reasons;

�
create a public market for our common stock; and

�
facilitate future access to public markets.

              We intend to use the net proceeds of this offering to purchase membership interests in IBG LLC from IBG Holdings LLC representing
approximately 8.6% of the outstanding membership interests in IBG LLC. IBG Holdings LLC will, in turn, use such sale proceeds to redeem, on
a pro rata basis, IBG Holdings LLC membership interests held by its members, who include 66 of our employees (including the directors and
executive officers set forth in the second table below). The following table illustrates the expected application of the gross proceeds from this
offering as described above. An additional $5.5 million in estimated offering expenses will be borne by IBG LLC.

(in millions)

Gross proceeds from offering $ 1,000.5
Placement agency fee $ (18.8)

Net proceeds $ 981.7

Acquisition of membership interests in IBG LLC from IBG Holdings LLC $ 981.7
              The following is a listing of our directors and executive officers expected to receive net proceeds from this offering, together with the
percentage and dollar amount net proceeds to be received from this offering:

Name Title

% of Net
Proceeds

to be
Received Amount

(in millions)

Thomas Peterffy Chairman of the Board of Directors, Chief Executive Officer and
President 84.5784% $ 830.3

Earl H. Nemser Vice Chairman and Director 1.1895% $ 11.7

Paul J. Brody Chief Financial Officer, Treasurer, Secretary and Director 1.2509% $ 12.3

Thomas A. Frank Executive Vice President and Chief Information Officer 3.1498% $ 30.9

Milan Galik Senior Vice President, Software Development and Director 1.3687% $ 13.4

Directors and executive officers as a group 91.5373% $ 898.6
              No additional IBG LLC or IBG Holdings LLC membership interests will be granted to employees or executive officers in connection
with this offering.
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DIVIDEND POLICY

              We have made no determination as to whether to pay any dividends on our common stock in the foreseeable future. Because we may
not pay any dividends, you may need to sell your shares of common stock to realize your return on your investment, and you may not be able to
sell your shares at or above the price you paid for them.

              As a holding company for our interest in IBG LLC, our ability to pay dividends is subject to the ability of IBG LLC to provide cash to
us through distributions of amounts in excess of our expenses of operations. In accordance with the amended and restated limited liability
company agreement pursuant to which IBG LLC will be governed, we, as the managing member of IBG LLC, expect to cause IBG LLC to
make distributions to its members, including us, to the extent necessary to enable such members to pay taxes incurred with respect to their
allocable shares of taxable income of IBG LLC. Any distributions by IBG LLC in excess of such tax distributions, and the declaration and
payment of any future dividends by us, will be at the discretion of our board of directors and will depend on IBG LLC's strategic plans, financial
results and condition, contractual, legal, financial and regulatory restrictions on distributions (including the ability of IBG LLC to make
distributions under the covenants in its senior secured revolving credit facility and senior notes as described below), capital requirements,
business prospects and such other factors as our board of directors, in exercising our authority as managing member of IBG LLC, considers to be
relevant to such determination.

              IBG LLC's secured revolving credit facility restricts IBG LLC's ability to make dividend payments or similar distributions to the
members of IBG LLC in any given fiscal year unless IBG LLC, prior to, as well as subsequent to, making such dividend payments or
distributions, is in compliance with the financial covenants described under "Management's Discussion and Analysis of Financial Condition and
Results of Operations�Liquidity and Capital Resources�Principal Indebtedness�Senior Secured Revolving Credit Facility" on page 79.

              IBG LLC's senior notes contain covenants that prohibit IBG LLC from making dividend payments or similar distributions to its
members in any given fiscal year that exceed the greatest of:

�
50% of IBG LLC's consolidated income before income taxes for such fiscal year, as determined in accordance
with generally accepted accounting principles;

�
50% of IBG LLC's consolidated income before income taxes for the prior fiscal year, as determined in accordance
with generally accepted accounting principles;

�
$50 million; and

�
the sum of (a) amounts distributable in accordance with the limited liability company agreement of IBG LLC to
members of IBG to cover their tax liabilities, if any, with respect to the earnings of IBG LLC and (b) amounts, not
exceeding $50 million in any calendar year, that are distributable pursuant to the limited liability company
agreement of IBG LLC upon the death, withdrawal, or termination of employment of a member.

              IBG LLC is taxable as a partnership and we are taxable as a corporation for U.S. federal income tax purposes. Therefore, as a member
and owner of an interest in IBG LLC, we are subject to tax on our allocable share of taxable income of IBG LLC, whether or not such income is
distributed to us. Holders of our common stock will not be taxed directly on the earnings of IBG LLC. In general, any distributions of cash or
other property that we pay to our stockholders will constitute dividends for U.S. federal income tax purposes. For more information regarding
risk factors that could materially adversely affect our actual results of operations and our ability to pay any dividends, see "Risk Factors,"
including "Risk Factors�
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We may not pay dividends on our common stock at any time in the foreseeable future." During 2005 and 2006, IBG LLC made aggregate cash
distributions to its members in the amounts of $88.5 million and $164.5 million, respectively. As set forth in the table below, such distributions
were made in five separate installments in each of 2005 and 2006. IBG LLC has historically used only its earnings to make these distributions.

Distributions from
IBG LLC

2005 2006

(in millions)

Month
January $ 7.0 $ 18.0
March/April $ 31.0 $ 68.0
June $ 25.0 $ 33.0
September $ 15.0 $ 33.0
December $ 10.5 $ 12.5

Total $ 88.5 $ 164.5
              In January and April 2007, IBG LLC made cash distributions to its current members in the amounts of $24.5 million and $134 million,
respectively. These distributions were intended to provide the members with funds to pay income taxes on their proportionate share of IBG
LLC's income.
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CAPITALIZATION

              The following table sets forth:

�
the capitalization of IBG LLC on an actual basis as of December 31, 2006; and

�
the capitalization of IBG LLC on a pro forma as adjusted basis, giving effect to (1) the Recapitalization as if it had
occurred on December 31, 2006, (2) the sale of 34,500,000 shares of our common stock in this offering and (3) our
receipt of the estimated $981.7 million in net proceeds from this offering, assuming the shares are offered at
$29.00 per share, which is the midpoint of the range set forth on the cover page of this prospectus, after deducting
the placement agency fee, and the application of those net proceeds to acquire membership interests in IBG LLC,
as described under "Use of Proceeds."

              You should read the unaudited financial information in this table together with the "Use of Proceeds," "Management's Discussion and
Analysis of Financial Condition and Results of Operations," "Description of Capital Stock" and our historical consolidated financial statements
and our unaudited pro forma consolidated financial statements, along with the notes thereto, included elsewhere in this prospectus.

As of December 31, 2006

Actual Pro Forma

(in millions)

Long-term debt:
Senior secured revolving credit facility(1) $150.0 $ 150.0
Senior notes 150.6 150.6

Total long-term debt 300.6 300.6
Minority interest � 2,555.7
Redeemable members' interest(2) 2,801.9 �
Stockholders' equity(3)

Common stock�Class A, $0.01 par value: no shares authorized, issued or outstanding, actual;
1,000,000,000 shares authorized and 34,500,000 issued and outstanding pro forma as adjusted � 0.3
Common stock�Class B, $0.01 par value: no shares authorized, issued or outstanding, actual; 100
shares issued and outstanding, pro forma as adjusted authorized � �
Paid-in capital(4) � 263.5
Accumulated other comprehensive income � 8.5

Total stockholders' equity � 272.3

Total capitalization(4) $3,102.5 $ 3,128.6

(1)
On May 19, 2006, IBG LLC entered into a $300.0 million senior secured revolving credit facility, on which facility $150.0 million has
been drawn and was outstanding as of December 31, 2006.

(2)
Redeemable members' interests represent member interests in IBG LLC that are entitled to share in the consolidated profits and losses
of IBG LLC. IBG LLC is a private entity owned by the members holding such member interests. As a private company, such amounts
were classified historically as members' capital. For presentation purposes, IBG LLC has applied guidance within EITF D-98 which
requires securities or equity interests of a company whose redemption is outside the control of the company to be classified outside of
permanent capital in the statement of financial condition. The member interests in IBG LLC can be redeemed by the members at book
value at their option. Because this redemption right is deemed to be outside the control of the company, IBG LLC has reclassified all
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members' capital outside of permanent capital to redeemable members' interests in the consolidated statement of financial condition.
Such reclassification was made to comply with
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EITF D-98 and the requirements of Regulation S-X of the Exchange Act. Redeemable members' interests include accumulated other
comprehensive income of $98.6 million.

(3)
Excludes (i) approximately 1,244,271 shares of our common stock that are to be issued over time resulting from investment of
accumulated earnings on Return on Investment Dollar Units in connection with the Recapitalization, and (ii) approximately
789,700 shares of our common stock that are to be issued over time in connection with our equity incentive plan. See "The
Recapitalization Transactions and Our Organizational Structure" and "Management�Return on Investment Dollar Units" and
"�Employee Incentive Plan."

(4)
A $1.00 increase (decrease) in the assumed initial public offering price of $29.00 per share, which is the midpoint of the range set forth
on the cover page of this prospectus, would increase (decrease) each of paid-in capital and total capitalization by $33.8 million,
assuming the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same and after deducting
the estimated placement agency fee payable by us.
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DILUTION

              Purchasers of shares of common stock in this offering will experience immediate and substantial dilution to the extent of the difference
between the pro forma net tangible book value of the common stock and the initial public offering price. Net tangible book value per share
represents the amount of our total tangible assets less our total liabilities, divided by the number of shares of our common stock outstanding.
Dilution in net tangible book value per share represents the difference between the amount per share that you pay in this offering and the net
tangible book value per share immediately after this offering. Dilution results from the fact that the initial public offering price is substantially in
excess of the net tangible book value per share effectively attributable to existing equityholders. Our net tangible book value at December 31,
2006 was approximately $2.802 billion. Our pro forma net tangible book value at December 31, 2006, after giving effect to the Recapitalization,
was $2.802 billion, or $7.00 per share of our common stock, assuming we purchased all IBG LLC membership interests held by IBG Holdings
LLC and issued 400,000,000 shares of common stock to public stockholders, as of the date of this offering.

              After giving effect to the sale of 34,500,000 shares of our common stock in this offering at an assumed initial public offering price of
$29.00 per share, the midpoint of the range set forth on the front cover of this prospectus, and after deducting the placement agency fee and
estimated offering expenses, our pro forma net tangible book value would have been $2.796 billion, or $6.99 per share, assuming we purchased
all IBG LLC membership interests held by IBG Holdings LLC and issued 400,000,000 shares of common stock to public stockholders, as of the
date of this offering. This represents an immediate decrease in pro forma net tangible book value of $0.01 per share to existing stockholders and
an immediate dilution of $22.01 per share to investors purchasing our common stock in this offering. The following table illustrates this per
share dilution:

Per Share

Initial public offering price per share $ 29.00
Pro forma net tangible book value per share at December 31, 2006 $ 7.00
Change in pro forma net tangible book value per share attributable to this offering $ (0.01)

Pro forma net tangible book value per share after this offering $ 6.99

Dilution per share to new investors $ 22.01

              The following table summarizes on a pro forma basis as of December 31, 2006, after giving effect to this offering, the total number of
shares of common stock purchased from us and the total consideration and the average price per share paid by existing equityholders and by
investors participating in this offering, assuming we purchased all IBG LLC membership interests held by IBG Holdings LLC and issued a
corresponding number of shares of our common stock to public stockholders, as of the date of this offering:

Shares Purchased Total Consideration

Average Price
Per ShareNumber Percent Amount Percent

Existing equityholders 365,500,000 91.4% $ � �%$ �
New investors 34,500,000 8.6% $ 1,000,500,000 100% 29.00

Total 400,000,000 100% $ 1,000,500,000 100%

              The number of shares of our common stock outstanding after the offering as shown above is based on the number of shares outstanding
as of December 31, 2006, and excludes (i) approximately 1,244,271 restricted shares of our common stock that are to be issued upon investment
of accumulated earnings on ROI Units in connection with the Recapitalization, and (ii) up to 9,200,000 restricted shares
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of our common stock that are issuable in the future pursuant to post offering equity incentive grants. See "The Recapitalization Transactions and
Our Organizational Structure" and "Management�Return on Investment Dollar Units" and "�Employee Incentive Plan."

              A $1.00 increase (decrease) in the assumed offering price of $29.00 per share, which is the midpoint of the range set forth on the cover
page of this prospectus, would increase (decrease) total consideration paid by new investors by $33.8 million, assuming the number of shares
offered by us, as set forth on the cover page of this prospectus and after deducting the estimated placement agency fee payable by us.

48

Edgar Filing: Interactive Brokers Group, Inc. - Form S-1/A

59



UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL DATA

              The following unaudited pro forma consolidated financial data for the year ended December 31, 2006 are derived from IBG LLC's
historical consolidated financial statements included elsewhere in this prospectus. The unaudited pro forma financial statements should be read
in conjunction with our consolidated financial statements and related notes included elsewhere in this prospectus, "Management's Discussion
and Analysis of Financial Condition and Results of Operations" and the other financial information appearing elsewhere in this prospectus.

              The unaudited pro forma consolidated statement of income for the year ended December 31, 2006, gives pro forma effect to (1) the
Recapitalization and (2) the consummation of this offering and our application of the net proceeds from this offering to purchase membership
interests in IBG LLC from IBG Holdings LLC as though such transactions had occurred on January 1, 2006, and the unaudited pro forma
consolidated statement of financial condition as of December 31, 2006 gives pro forma effect to such transactions as though they had occurred
on December 31, 2006.

              As a result of the Recapitalization, we will become the sole managing member of IBG LLC and, as such, will continue to operate and
control all of the business and affairs of IBG LLC and its subsidiaries and will be able to consolidate IBG LLC's financial results into our
financial statements. We will reflect IBG Holdings LLC's ownership interest as a minority interest in our statement of financial condition and
statement of income. Our historical results will be those of IBG LLC. As a result, our net income, after excluding IBG Holdings LLC's minority
interest, will represent approximately 8.7% of IBG LLC's net income, and similarly, outstanding shares of our common stock will represent
approximately 8.7% of the outstanding membership units of IBG LLC.

              The unaudited pro forma consolidated financial statements reflect pro forma adjustments that are described in the accompanying notes
and are based on available information and certain assumptions we believe are reasonable, but are subject to change. We have made, in our
opinion, all adjustments that are necessary to present fairly the pro forma financial data. The unaudited pro forma financial data is presented for
informational purposes only and should not be considered indicative of actual results of operations that would have been achieved had the
Recapitalization and this offering been consummated on the dates indicated and do not purport to be indicative of balance sheet data or results of
operations as of any future date or for any future period.
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Unaudited Pro Forma Consolidated Statement of Income

Year Ended December 31, 2006

Historical Adjustments Pro Forma(1)

Statement of Income Data: (in millions, except per share data)

Revenues:
Trading gains $805.1 $ � $805.1
Commissions and execution fees 174.4 � 174.4
Interest income 672.1 � 672.1
Other income 85.2 � 85.2

Total revenues 1,736.8 � 1,736.8

Interest expense 484.4 � 484.4

Total net revenues 1,252.4 � 1,252.4

Non-interest expenses:
Execution and clearing 313.3 � 313.3
Employee compensation and benefits 110.1 � 110.1
Occupancy, depreciation and amortization 22.7 � 22.7
Communications 12.6 � 12.6
General and administrative(2) 32.1 0.2 32.3

Total non-interest expenses 490.8 0.2 491.0

Income before income tax 761.6 (0.2) 761.4
Income tax expense(3)(4) 27.4 21.4 48.8
Less�Minority interest(5) � (670.8) (670.8)

Net income $734.2 $ (692.4) $41.8

Earnings per share(6):
Basic $1.21

Diluted $1.21

Weighted average common shares outstanding:
Basic 34,500,100
Diluted 401,244,371

See accompanying notes to unaudited pro forma consolidated statement of income.
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Notes to the Unaudited Pro Forma Consolidated Statement of Income

Represents
adjustments to reflect the following:

(1)
Pro forma earnings per share calculations includes (i) the restricted shares of common stock that are to be issued upon
investment of accumulated earnings on Return on Investment Dollar Units in connection with the Recapitalization, but
excludes (ii) our shares of our common stock that are issuable in the future pursuant to post offering equity incentive plan.
See "The Recapitalization Transactions and Our Organizational Structure" and "Management�Return on Investment Dollar
Units" and "�Employee Incentive Plan."

(2)
Gives effect to Delaware franchise taxes that will be payable, estimated at $0.165 million annually.

(3)
The $21.4 million income tax expense adjustments for the year ended December 31, 2006 represent the sum of the current
income tax expense adjustment for this period (referenced in this footnote 3) and the deferred income tax expense
adjustment for this period (referenced in footnote 4 below). Additional current income tax expense on our 8.6% investment
in IBG LLC would be $7.5 million for the year ended December 31, 2006. In addition to increased currently payable income
taxes, we will incur increased deferred income tax expense (see footnote 4).

(4)
Additional deferred income tax expense of $13.9 million is the result of the straight-line amortization of the deferred tax
asset of $207.8 million arising from the acquisition of the 8.6% member interest in IBG LLC (see footnote 3 above), and will
be amortized over 15 years.

(5)
Gives effect to the 91.4% interest in IBG LLC that IBG Holdings LLC will have after the Recapitalization and this offering.
The adjustments are equal to 91.4% of total net income for the year ended December 31, 2006.

(6)
Basic pro forma earnings per share are calculated based on the estimated 34.5 million shares of Class A common stock and
100 shares of Class B common stock being outstanding. Diluted earnings per share are calculated based on an assumed
purchase by us of all remaining IBG LLC membership interests held by IBG Holdings LLC and the issuance by us of a
corresponding number of shares of Class A common stock, resulting in a total of 400 million shares deemed outstanding as
of the beginning of each period, as described in the caption entitled "The Recapitalization Transactions and Our
Organizational Structure." There is no impact on earnings per share for such purchase and issuance because 100% of net
income before minority interest would be available to common stockholders as IBG

Holdings LLC would no longer hold a minority interest, and the full difference between the book and tax basis of IBG LLC's
assets would also be available for reducing income tax expense. Therefore, the net income utilized to calculate diluted
earnings per share would be $485.0 million.

In addition, diluted weighted average common shares outstanding includes 1.2 million restricted shares to be issued upon
investment of accumulated earnings on Return on Investment Dollar Units in connection with the Recapitalization.
Restricted shares to be issued in connection with the employee incentive plan have been excluded from diluted weighted
average common shares outstanding because such shares are non-dilutive.
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Unaudited Pro Forma Consolidated Statement of Financial Condition

As of December 31, 2006

Historical Adjustments(1) Pro Forma

(in millions, except per share data)

Assets
Cash and cash equivalents $ 669.3 $ $ 669.3
Cash and securities�segregated for regulatory purposes or deposited with
clearing organizations 3,111.8 � 3,111.8
Securities borrowed 10,479.2 � 10,479.2
Securities purchased under agreements to resell 97.7 � 97.7
Trading assets, at market:

Securities owned 7,485.9 � 7,485.9
Securities owned and pledged as collateral 8,331.9 � 8,331.9

15,817.8 � 15,817.8

Other receivables:
Customers 848.4 � 848.4
Brokers, dealers and clearing organizations 857.0 � 857.0
Interest 62.8 � 62.8

1,768.2 � 1,768.2
Other assets(1) 136.5 207.8 344.3

Total assets $ 32,080.5 $ 207.8 $ 32,288.3

Liabilities and Members' Capital
Liabilities
Trading liabilities�securities sold but not yet purchased, at market $ 14,785.6 $ � $ 14,785.6
Securities loaned 8,026.5 � 8,026.5
Short-term borrowings 1,296.9 � 1,296.9
Other payables:

Customers 3,914.0 � 3,914.0
Brokers, dealers and clearing organizations 743.4 � 743.4
Accounts payable, accrued expenses and other liabilities(2) 161.8 181.7 343.5
Interest 49.8 � 49.8

4,869.0 181.7 5,050.7

Senior secured credit facility 150.0 � 150.0
Senior notes payable 150.6 � 150.6
Minority interest(3)(4) � 2,555.7 2,555.7
Redeemable members' interests:
Accumulated other comprehensive income(5) 98.6 (98.6) �
Redeemable members' interests 2,703.3 (2,703.3) �

Total redeemable members' interests 2,801.9 (2,801.9) �

32,080.5 (64.5) 32,016.0

Edgar Filing: Interactive Brokers Group, Inc. - Form S-1/A

63



Historical Adjustments(1) Pro Forma

Stockholders' equity

Accumulated other comprehensive income(4) � 8.5 8.5
Common stock(6) � 0.3 0.3
Additional paid-in capital(6) � 263.5 263.5

Total stockholders' equity � 272.3 272.3

Total liabilities and stockholders' equity $ 32,080.5 $ 207.8 $ 32,288.3

See accompanying notes to unaudited pro forma consolidated statement of financial condition.
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Notes to the Unaudited Pro Forma Consolidated Statement of Financial Condition

Represents
adjustments to reflect the following:

(1)
Gives effect to a deferred tax asset of $207.8 million arising from the acquisition of the 8.6% member interest in IBG LLC
(see footnote 2 below). The deferred tax asset is to be amortized over 15 years. $176.7 million (85%) of the tax savings
realized by us will be paid to IBG Holdings LLC and is included in accounts payable, accrued expenses and other liabilities
in our pro forma consolidated statement of financial condition, with the remaining $31.1 million recorded as a permanent
increase to additional paid-in capital.

(2)
The $181.7 million adjustment to accounts payable, accrued expenses and other liabilities represents the $176.7 million of
tax savings (referenced in footnote 1 above) minus existing minority interest of $0.5 million plus the $5.5 million of
estimated offering expenses (referenced in footnote 6 below). Existing minority interest of $0.5 million at December 31,
2006 was reported in other liabilities in our historical financial statements and has been reclassified to minority interest in
our pro forma consolidated statement of financial condition.

(3)
Minority interests are comprised of:

91.4% of redeemable members' interests of $2,801.9 $ 2,560.2
Add: existing minority interests 0.5
Less: 91.4% of direct offering costs of $5.5 million to be reimbursed by
IBG LLC (footnote 6) (5.0)

$ 2,555.7

(4)
Represents 8.6% of the $98.6 million in accumulated other comprehensive income included in redeemable members'
interests in the historical financial statements.

(5)
Gives effect to the elimination of redeemable members' interest of IBG LLC.

Redeemable members' interests represent member interests in IBG LLC that are entitled to share in the consolidated profits
and losses of IBG LLC. IBG LLC is a private entity owned by the members holding such member interests. As a private
company, such amounts were classified historically as members' capital. For presentation purposes, IBG LLC has applied
guidance within EITF D-98 which requires securities or equity interests of a company whose redemption is outside the
control of the company to be classified outside of permanent capital in the statement of financial condition. The member
interests in IBG LLC can be redeemed by the members at book value at their option. Because this redemption right is
deemed to be outside the control of the company, IBG LLC has reclassified all members' capital outside of permanent
capital to redeemable members' interests in the consolidated statement of financial condition. Such reclassification was made
to comply with EITF D-98 and the requirements of Regulation S-X of the Exchange Act.
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(6)
The $263.5 million adjustment to additional paid-in capital is comprised of:

8.6% of redeemable members' interests of $2,703.3 million, which is net
of accumulated other comprehensive income of $98.6 million (footnote 4) $ 233.2
Add: additional paid in capital arising from recording of deferred tax asset
(footnote 1) 31.1
Less:
Par value of 34,500,000 shares of $0.01 per share Class A common stock (0.3)
8.6% of direct offering costs of $5.5 million to be reimbursed by IBG
LLC (0.5)

$ 263.5

        The adjustment gives effect to our issuance of 34,500,000 shares of Class A common stock, par value $0.01 per share,
in connection with the Recapitalization and this offering. All net proceeds of this offering, which would be approximately
$981.7 million, assuming an initial offering price of $29.00 per share of common stock (the midpoint of the range set forth
on the cover page of this prospectus), will be paid to existing members of IBG LLC and accordingly such net proceeds have
been accounted for as a deemed dividend applied against additional paid in capital in our unaudited pro forma consolidated
statement of financial position. An additional $5.5 million in estimated offering expenses (separate from the placement
agency fee reflected in the table below) will be borne by IBG LLC. The following is a sensitivity analysis of the range of
proceeds for different hypothetical issuance amounts of shares of our Class A common stock in this offering, assuming an
initial offering price of $29.00 per share. A range of +/-15% has been utilized. Dollar amounts except for per share price are
in millions:

Number of shares issued 29,325,000 34,500,000 39,675,000

Class A common stock, $0.01 par value $ 0.3 $ 0.3 $ 0.4
Additional paid in capital 850.1 1,000.2 1,150.2

Gross proceeds 850.4 1,000.5 1,150.6
Less: placement agency fee (15.9) (18.8) (21.6)

Net proceeds 834.5 981.7 1,129.0
Less: paid to existing members (834.5) (981.7) (1,129.0)

Net effect of proceeds on additional paid
in capital $ 0.0 $ 0.0 $ 0.0
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL DATA

              The following tables set forth selected historical consolidated financial and other data of IBG LLC as of the dates and for the periods
indicated. The selected historical consolidated financial data as of and for the years ended December 31, 2002, 2003, 2004, 2005 and 2006 have
been derived from IBG LLC's audited consolidated statements of financial condition as of December 31, 2005 and 2006 and the audited
consolidated statements of income for the years ended December 31, 2004, 2005 and 2006 which are included elsewhere in this prospectus. The
historical audited consolidated statements of financial condition as of December 31, 2002, 2003 and 2004 and the audited consolidated
statements of income for the years ended December 31, 2002 and 2003 are not included in this prospectus.

              For all periods presented, IBG LLC has operated in the United States as a limited liability company that was treated as a partnership for
U.S. federal income tax purposes. As a result, IBG LLC has not been subject to U.S. federal income taxes on its income. Upon the
consummation of this offering, we will be subject to U.S. federal and certain state and local income taxes applicable to a corporation.

              You should read the following selected historical consolidated financial and other data in conjunction with "Management's Discussion
and Analysis of Financial Condition and Results of Operations," "Unaudited Pro Forma Consolidated Financial Data" and the IBG LLC
historical consolidated financial statements and related notes included elsewhere in this prospectus.

Year Ended December 31,

2002 2003 2004 2005 2006

(in millions)

Consolidated Statement of Income Data:
Revenues:

Trading gains $ 472.2 $ 488.4 $ 423.2 $ 640.4 $ 805.1
Commissions and execution fees 64.0 93.0 112.0 132.1 174.4
Interest revenues 55.2 59.3 79.5 273.2 672.1
Other income 7.5 10.4 7.0 53.4 85.2

Total revenues 598.9 651.1 621.7 1,099.1 1,736.8
Interest expense 41.6 46.1 57.7 170.0 484.4

Total net revenues 557.3 605.0 564.0 929.1 1,252.4

Non-interest expenses:
Execution and clearing 96.5 127.3 152.5 215.0 313.3
Employee compensation and benefits 64.7 73.5 79.1 90.2 110.1
Occupancy, depreciation and amortization 12.6 13.7 16.4 20.4 22.7
Communications 7.8 7.5 9.0 10.4 12.6
General and administrative 29.1 18.2 17.0 23.8 32.1

Total non-interest expenses 210.7 240.2 274.0 359.8 490.8

Income before income tax 346.6 364.8 290.0 569.3 761.6
Income tax expense 21.3 19.9 19.6 33.8 27.4

Net income $ 325.3 $ 344.9 $ 270.4 $ 535.5 $ 734.2
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As of December 31,

2002 2003 2004 2005 2006

(in millions)

Consolidated Statement of Financial
Condition Data:

Cash, cash equivalents and short-term
investments(1) $ 966.7 $ 1,390.8 $ 1,844.5 $ 2,741.9 $ 3,878.8
Total assets(2) 7,735.9 10,811.6 15,060.4 24,292.2 32,080.5
Total liabilities, excluding redeemable
members' interests 6,476.6 9,255.1 13,261.9 22,118.0 29,278.6
Redeemable members' interests(3) 1,259.3 1,556.5 1,798.5 2,174.2 2,801.9

(1)
Cash, cash equivalents and short-term investments represent cash and cash equivalents, cash and securities segregated under federal
and other regulations, short-term investments, U.S. and foreign government obligations and securities purchased under agreements to
resell.

(2)
At December 31, 2006, approximately $32.0 billion, or 99.7%, of total assets were considered to be liquid and consisted primarily of
marketable securities.

(3)
Redeemable members' interests represent member interests in IBG LLC that are entitled to share in the consolidated profits and losses
of IBG LLC. IBG LLC is a private entity owned by the members holding such member interests. As a private company, such amounts
were classified historically as members' capital. For presentation purposes, IBG LLC has applied guidance within EITF D-98 which
requires securities or equity interests of a company whose redemption is outside the control of the company to be classified outside of
permanent capital in the statement of financial condition. The member interests in IBG LLC can be redeemed by the members at book
value at their option. Because this redemption right is deemed to be outside the control of the company, IBG LLC has reclassified all
members' capital outside of permanent capital to redeemable members' interests in the consolidated statement of financial condition.
Such reclassification was made to comply with EITF D-98 and the requirements of Regulation S-X of the Exchange Act. Redeemable
members' interests include accumulated other comprehensive income.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

              The following discussion should be read in conjunction with the "Selected Historical Consolidated Financial Data," and our
consolidated financial statements and the related notes included elsewhere in this prospectus. The following discussion contains, in addition to
historical information, forward-looking statements that include risks and uncertainties. Our actual results may differ materially from those
anticipated in these forward-looking statements as a result of certain factors, including those set forth under the heading "Risk Factors" and
elsewhere in this prospectus.

Overview

Background

              We are an automated global electronic market maker and broker specializing in routing orders and executing and processing trades in
securities, futures and foreign exchange instruments as a member of more than 60 electronic exchanges and trading venues around the world.
Since our inception in 1977, we have focused on developing proprietary software to automate broker-dealer functions. The advent of electronic
exchanges in the last 16 years has provided us with the opportunity to integrate our software with an increasing number of exchanges and trading
venues into one automatically functioning, computerized platform that requires minimal human intervention.

Overview of Recapitalization Transactions and Our Organizational Structure

              We have historically conducted our business through a limited liability company structure. In order to have a Delaware corporation as
the issuer for our initial public offering, immediately prior to and immediately following the consummation of this offering, IBG LLC and its
members will consummate a series of transactions described below, which we collectively refer to as the "Recapitalization." After completion of
the Recapitalization, our primary assets will be our ownership of approximately 8.7% of the membership interests of IBG LLC, the current
holding company for our businesses, and our controlling interest and related contractual rights as the sole managing member of IBG LLC. The
remaining approximately 91.3% of IBG LLC membership interests after completion of this offering will be held by IBG Holdings LLC, a
holding company that will be owned by the current members of IBG LLC. The IBG LLC membership interests held by IBG Holdings LLC will
be subject to purchase by us over time in connection with offerings by us of shares of our common stock, as described elsewhere in this
prospectus in the section entitled "The Recapitalization Transactions and Our Organizational Structure."

Business Segments

              The Company reports its results in two business segments, market making and electronic brokerage. These segments are analyzed
separately as we derive our revenues from these two principal business activities as well as allocate resources and assess performance.

�
Market Making. We conduct our market making business through our Timber Hill subsidiaries. As one of the
largest market makers on many of the world's leading exchanges, we provide liquidity by offering competitively
tight bid/offer spreads over a broad base of approximately 357,000 tradable, exchange-listed products. In
particular, we are a market leader in exchange-traded equity options, equity-index options and futures. As
principal, we commit our own capital and derive revenues or incur losses from the difference between the price
paid when securities are bought (or sold) and the price received when those securities are sold (or bought).
Because we provide continuous bid and offer quotations and we are continuously both buying and selling quoted
securities, we may have either a long or a short position in a particular product at a given point in time.
Historically, our profits have been
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principally a function of transaction volume on electronic exchanges rather than volatility or the direction of price
movements. Our strategy is to calculate quotes at which supply and demand for a particular security are likely to
be in balance a few seconds ahead of the market and execute small trades at tiny but favorable differentials. Our
quotes are based on our proprietary model rather than customer order flow, and we believe that this approach
provides us with a competitive advantage. As a matter of practice, we will generally not take portfolio positions in
either the broad market or the financial instruments of specific issuers in anticipation that prices will either rise or
fall. Our entire portfolio is evaluated each second and continuously rebalanced throughout the trading day, thus
minimizing the risk of our portfolio at all times. This real-time rebalancing of our portfolio, together with our
real-time proprietary risk management system, enables us to curtail risk and to be profitable in both up-market and
down-market scenarios.

�
Electronic Brokerage. We conduct our electronic brokerage business through our Interactive Brokers (IB)
subsidiaries. As an electronic broker, we execute, clear and settle trades globally for both institutional and
individual customers. Capitalizing on the technology originally developed for our market making business, IB's
systems provide our customers with the capability to monitor multiple markets around the world simultaneously
and to execute trades electronically in these markets at a low cost in multiple products and currencies from a single
trading account. Since launching this business in 1993, we have grown to approximately 80,000 institutional and
individual brokerage customers. We offer our customers access to all classes of tradable, exchange-listed products
and market centers, including stocks, bonds, options, futures and forex, traded on more than 50 exchanges and
market centers and in 16 countries around the world seamlessly. We offer our customers state-of-the-art tools,
which include a customizable trading platform, advanced analytical tools and sophisticated order types such as
guaranteed combination trades. Our customers also benefit from advanced "smart-routing" of orders for optimal
execution and among the lowest execution and commission costs in the industry.

              The following two tables present net revenues and income before income taxes for each of our business segments for the periods
indicated.

              Net revenues of each of our business segments and our total net revenues are summarized below:

Year Ended December 31,

2004 2005 2006

(in millions)

Market making $ 428.5 $ 738.5 $ 954.7
Electronic brokerage 133.2 185.3 298.4
Corporate(1) 2.3 5.3 (0.7)

Total $ 564.0 $ 929.1 $ 1,252.4

(1)
Corporate includes corporate related activities as well as inter-segment eliminations.
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              Income before income taxes of each of our business segments and our total income before income taxes are summarized below:

Year Ended December 31,

2004 2005 2006

(in millions)

Market making $ 241.1 $ 505.2 $ 662.8
Electronic brokerage 45.6 59.3 98.6
Corporate(1) 3.3 4.8 0.2

Total $ 290.0 $ 569.3 $ 761.6

(1)
Corporate includes corporate related activities as well as inter-segment eliminations.

              You can read more about our segments under the sections entitled "Business�Market Making�Timber Hill" and "Business�Electronic
Brokerage�Interactive Brokers," and in Note 17 of the IBG LLC audited consolidated financial statements included elsewhere in this prospectus.

Revenue

Trading Gains

              Our revenue base is comprised largely of trading gains generated in the normal course of market making. Trading revenues are, in
general, proportional to the trading activity in the markets. Our revenue base is highly diversified and comprised of millions of relatively small
individual trades of various financial products traded on electronic exchanges, primarily stocks, options and futures. Trading gains accounted for
approximately 68%, 58% and 46% of our total revenues for the years ended December 31, 2004, 2005 and 2006, respectively. Trading gains
also include translation gains and losses on cash and positions in foreign currency held primarily by our foreign market making subsidiaries as
well as revenues from net dividends. Market making activities require us to hold a substantial inventory of equity securities. We derive
significant revenues in the form of dividend income from these equity securities. This dividend income is largely offset by dividend expense
incurred when we make significant payments in lieu of dividends on short positions in securities in our portfolio. Dividend income and expense
arise from holding market making positions over dates on which dividends are paid to shareholders of record. When a stock pays a dividend, its
market price is generally adjusted downward to reflect the value paid to the shareholders of record, which will not be received by those who
purchase the stock after the dividend date. Hence, the apparent gains and losses due to these price changes must be taken together with the
dividends paid and received, respectively, in order to accurately reflect the results of our market making operations.

              Our trading gains are geographically diversified. In 2004, 2005 and 2006, we generated 29%, 40% and 25%, respectively, of our trading
gains from operations conducted internationally. The increase in U.S. trading gains, as a proportion of total trading gains, during the year ended
December 31, 2006, as compared to the prior year period, was primarily due to a 58% increase in U.S. trading gains, accompanied by level
trading gains and foreign currency translation losses of our European market making subsidiary.

Commissions and Execution Fees

              We earn commissions and execution fees from our cleared customers for whom we act as executing and clearing brokers and from our
institutional customers for whom we act as an executing
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broker only. During 2005, we introduced a new commission structure that allows customers to choose between an all-inclusive "bundled" rate or
an "unbundled" rate that has lower commissions for high volume customers. For "unbundled" commissions, we charge regulatory and exchange
fees, at our cost, separately from our commissions, adding transparency to our fee structure. Commissions and execution fees accounted for
18%, 12% and 10% of our total revenues for the years ended December 31, 2004, 2005 and 2006, respectively.

Interest Income and Interest Expense

              We earn interest on customer funds segregated in safekeeping accounts; on customer borrowings on margin, secured by marketable
securities these customers hold with us from our investment in government treasury securities; from borrowing securities in the general course of
our market making and brokerage activities, and on bank balances. Interest income accounted for 13%, 25% and 39% of total revenues for the
years ended December 31, 2004, 2005 and 2006, respectively. Interest income is partially offset by interest expense.

              We pay interest on cash balances customers hold with us; for cash received from lending securities in the general course of our market
making activities; and on our borrowings. Interest expense accounted for 9%, 16% and 28% of total revenues for the years ended December 31,
2004, 2005 and 2006, respectively.

              In 2005, we began to automate and integrate our securities lending system with our trading system. As a result, we have been able to
increase significantly our securities lending activity and our net interest income. Our net interest income accounted for approximately 4%, 11%
and 15% of our total net revenues for the years ended December 31, 2004, 2005 and 2006, respectively.

Other Income

              Other income consists primarily of payment for order flow income, mark-to-market gains on non-traded securities (primarily
investments in exchanges) and market data fee income. Our other income accounted for approximately 1% of our total revenues for the year
ended December 31, 2004, and 5% for each of the years ended December 31, 2005 and 2006.

Costs and Expenses

Execution and Clearing Expenses

              Our largest single expense category is execution and clearing expenses, which includes the costs of executing and clearing our market
making and electronic brokerage trades, as well as other direct expenses, including payment for order flow, regulatory fees and market data fees.
Execution fees are paid primarily to electronic exchanges and market centers on which we trade. Clearing fees are paid to clearing houses and
clearing agents. Payments for order flow are made as part of exchange-mandated programs and to otherwise attract order volume to our system.
When we execute a customer order against another customer order, no payment for order flow is received. Market data fees are fees that we
must pay to third parties to receive streaming quotes and related information.

Employee Compensation and Benefits

              Employee compensation and benefits includes salaries, bonuses, group insurance, contributions to benefit programs and other related
employee costs.
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Occupancy, Depreciation and Amortization

              Occupancy expense consists primarily of rental payments on office leases and related occupancy costs, such as utilities. Depreciation
and amortization expense results from the depreciation of fixed assets such as computing and communications hardware as well as amortization
of leasehold improvements and capitalized in-house software development.

Communications

              Communications expense consists primarily of the cost of voice and data telecommunications lines supporting our business including
connectivity to exchanges around the world.

General and Administrative

              Expenses in this category are primarily incurred for professional services, such as legal and audit work, and other operating expenses
such as exchange membership lease expenses.

              As a public company, we will be subject to the requirements of the Sarbanes-Oxley Act of 2002, which we expect will require us to
incur significant expenditures in the near term to develop systems and hire and train personnel to comply with these requirements. In addition, as
a public company, we expect to incur additional costs for external services such as legal, accounting and auditing.

Income Tax Expense

              Historically, our income tax expense consisted primarily of corporate subsidiary taxes, and our net income did not reflect cash
distributions to IBG LLC's members to pay their taxes related to their proportionate shares of our net income. Those distributions reduced IBG
LLC's members' capital. As a corporation, we will be required to pay U.S. federal, state and local income taxes on its taxable income. Our
subsidiaries will continue to be subject to income tax in the respective jurisdictions in which they operate.

Critical Accounting Policies

              The consolidated financial statements are prepared in conformity with accounting principles generally accepted in the United States. In
applying these principles, management is required to use certain assumptions and make estimates that could materially affect the reported
amounts of assets, liabilities, revenues and expenses in the consolidated financial statements. We base our estimates and judgments on historical
experience and other assumptions that we believe are reasonable under the circumstances. These assumptions, estimates and/or judgments,
however, are often subjective and our actual results may change based on changing circumstances or changes in our analyses. If actual amounts
are ultimately different from our estimates, the revisions are included in our results of operations for the period in which the actual amounts
become known. These estimates are periodically reevaluated by management. We believe the following critical accounting policies could
potentially produce materially different results if we were to change underlying assumptions, estimates and/or judgments. See Note 2 to the
consolidated financial statements included elsewhere in this prospectus for a summary of our significant accounting policies.

Valuation of Financial Instruments

              Due to the nature of our operations, substantially all of our financial instrument assets, comprised of securities owned, securities
purchased under agreements to resell, securities borrowed and receivables from brokers, dealers and clearing organizations are carried at fair
value based on quoted market prices or are assets which are short-term in nature and are reflected at amounts approximating fair value.
Similarly, all of our financial instrument liabilities that arise from securities sold but not yet
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purchased, securities sold under agreements to repurchase, securities loaned and payables to brokers, dealers and clearing organizations are
short-term in nature and are reported at quoted market prices or at amounts approximating fair value. In our case, our long and short positions
are valued at either the last consolidated trade price or the last consolidated bid/offer mid-point (where applicable) at the close of regular trading
hours, in the respective markets. Given that we manage a globally integrated market making portfolio, we have large and substantially offsetting
positions on securities that trade on different exchanges that close at different times of the trading day. As a result, there may be large and
anomalous swings in the value of our positions daily and, accordingly, in our earnings in any period. This is especially true on the last business
day of each calendar quarter, although such swings tend to come back into equilibrium on the first business day of the succeeding calendar
quarter.

Member Interests

              Selected employees are granted non-transferable fully vested member interests in IBG LLC. Such grants are accounted for pursuant to
Accounting Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees and EITF Issue No. 00-23, Issues Related to the
Accounting for Stock Compensation under APB Opinion No. 25 and FASB Interpretation No. 44. IBG LLC records a fixed dollar amount of
expense for member interest grants at the date of grant based on management's estimate of fair value, which is book value (as defined in
IBG LLC's Agreement as to Member Interest Purchase Rights). Member interests confer ownership rights in IBG LLC and entitle the holder to
proportionate rights to future allocable profits and losses of IBG LLC. Member-employees may sell their interests back to IBG LLC at any time
at book value. Member interest grants are initially accounted for as liabilities until six months elapses from the date of grant, at which time such
liabilities are reclassified to members' capital as members' contributions.

Contingencies

              Our policy is to estimate and accrue for potential losses that may arise out of litigation, regulatory proceedings and tax audits to the
extent that such losses are probable and can be estimated in accordance with Statement of Financial Accounting Standards (SFAS) No. 5,
Accounting for Contingencies. Significant judgment is required in making these estimates and our final liabilities may ultimately be materially
different. Our total liability accrued with respect to litigation and regulatory proceedings is determined on a case-by-case basis and represents an
estimate of probable losses based on, among other factors, the progress of each case, our experience with and industry experience with similar
cases and the opinions and views of internal and external legal counsel. Given the inherent difficulty of predicting the outcome of our litigation
and regulatory matters, particularly in cases or proceedings in which substantial or indeterminate damages or fines are sought, or where cases or
proceedings are in the early stages, we cannot estimate losses or ranges of losses for cases or proceedings where there is only a reasonable
possibility that a loss may be incurred. For more information on our legal and regulatory matters, see "Business�Legal Proceedings and
Regulatory Matters."

              IBG LLC has been, and we likely will be, from time to time subject to litigation and other legal proceedings. As of December 31, 2006,
certain subsidiaries of IBG LLC have been named parties to legal actions, which IBG LLC or such subsidiaries intend to defend vigorously. See
"Business�Legal Proceedings and Regulatory Matters." Although the results of legal actions cannot be predicted with certainty, it is the opinion
of management that the resolution of these actions is not expected to have a material adverse effect, if any, on IBG LLC's business or financial
condition, but may have a material impact on the results of operations for a given period. As of December 31, 2006, reserves provided for
potential losses related to litigation matters were not material. No such reserves were deemed necessary as of December 31, 2005.
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Minority Interest

              Upon consummation of the Recapitalization, we will become the sole managing member of IBG LLC and, as such, will continue to
operate and control all of the business and affairs of IBG LLC and its subsidiaries and will be able to consolidate IBG LLC's financial results
into our financial statements. In light of IBG Holdings LLC's expected approximately 91.3% ownership interest in IBG LLC, we will reflect its
ownership as a minority interest in our statement of financial condition and statement of income. Our historical results will be those of IBG
LLC, as our predecessor company. As a result, our net income, after excluding IBG Holdings LLC's minority interest, will represent
approximately 8.7% of IBG LLC's net income immediately after the offering, and similarly, outstanding shares of our common stock will
represent approximately 8.7% of the outstanding membership interests of IBG LLC immediately after the offering. For more information on the
pro forma impact of the Recapitalization, see "Unaudited Pro Forma Consolidated Financial Data."

Income Taxes

              Our business was historically operated through a limited liability company that was not subject to U.S. federal and certain state income
taxes. Prior to the completion of this offering, as a result of the Recapitalization, our business will become subject to taxes applicable to "C"
corporations. For more information on pro forma income taxes applicable to our business under "C" corporation status, see "The
Recapitalization Transactions and Our Organizational Structure."

Dilutive Effect of Issuance of New Shares of Common Stock

              When we issue new shares of common stock after this offering, including upon the issuance of common stock to finance purchases of
IBG LLC membership interests from IBG Holdings LLC, our existing common stockholders will experience dilution at the IBG level, although
we will own an increased percentage of the equity of IBG LLC upon giving effect to such common stock issuances.

              Immediately following this offering, approximately 34.7 million shares of our common stock will be outstanding, representing more
than 99.999% of our outstanding capital stock, and we will own membership interests in IBG LLC representing approximately 8.7% of the total
equity interest in IBG LLC. In accordance with our amended and restated certificate of incorporation and the amended and restated limited
liability company agreement pursuant to which IBG LLC will be governed, the net cash proceeds received by us from any future issuance of
shares of common stock will either be used to purchase IBG LLC membership interests from IBG Holdings LLC or be transferred to IBG LLC
in exchange for newly issued membership interests equal in number to such number of shares of common stock issued by us. The number of
outstanding IBG LLC membership interests owned by us will, therefore, equal the number of outstanding shares of our common stock at all
times. As a result, common stockholders will experience no material dilution with regard to their economic interest in IBG LLC as a result of the
issuance of additional shares of our common stock.

Certain Trends and Uncertainties

              We believe that our continuing operations may be favorably or unfavorably impacted by the following trends that may affect our
financial condition and results of operations.

�
Over the past several years, the effects of market structure changes, competition and market conditions have,
during certain periods, exerted downward pressure on bid/offer spreads realized by market makers.
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�
Retail broker-dealer participation in the equity markets has fluctuated over the past few years due to investor
sentiment, market conditions and a variety of other factors. Retail transaction volumes may not be sustainable and
are not predictable.

�
Broker-dealer clients continue to focus on statistics measuring the quality of equity executions (including speed of
executions and price improvement). In an effort to improve the quality of their executions as well as increase
efficiencies, market makers have increased the level of automation within their operations.

�
Due to regulatory scrutiny over the past several years relating to equity sell-side research and the continued focus
by investors on execution quality and overall transaction costs, more institutional clients allocate commissions to
broker-dealers based on the quality of executions. In the past, institutional equity commissions were primarily
allocated to broker-dealers in exchange for either research or soft dollar and commission recapture programs.

�
There has been increased scrutiny of equity and option market makers, hedge funds and soft dollar practices by the
regulatory and legislative authorities. New legislation or modifications to existing regulations and rules could
occur in the future.

�
There has been consolidation among market centers over the past year, and several regional exchanges have
entered into joint ventures with broker-dealers to create their own alternative trading systems, such as ECNs, and
compete within the OTC and listed trading venues.

�
There has been a proliferation of alternative investment entities, which has had the effect of materially increasing
competition for new investor assets.

              See "Risk Factors" on page 18 for a discussion of other risks that may affect our financial condition and results of operations.

Public Company Costs

              Following this offering, we expect that we will incur additional expenses as a result of becoming a public company for, among other
things, costs associated with self-insuring potential liabilities of our directors and officers, director fees, SEC reporting and compliance, transfer
agent fees, professional fees and similar expenses. These additional expenses will reduce our net income. These costs will be borne by IBG LLC
on behalf of IBG.

Consolidated Results of Operations

              The tables in the period comparisons below provide summaries of our revenues and expenses. The period-to-period comparisons below
of financial results are not necessarily indicative of future results.
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               The following table sets forth our consolidated results of operations for the indicated periods:

Year Ended December 31,

2004 2005 2006

(in millions)

Consolidated Statement of Income Data:

Revenues:
Trading gains $ 423.2 $ 640.4 $ 805.1
Commissions and execution fees 112.0 132.1 174.4
Interest income 79.5 273.2 672.1
Other income 7.0 53.4 85.2

Total revenues 621.7 1,099.1 1,736.8
Interest expense 57.7 170.0 484.4

Total net revenues 564.0 929.1 1,252.4

Non-interest expenses:
Execution and clearing 152.5 215.0 313.3
Employee compensation and benefits 79.1 90.2 110.1
Occupancy, depreciation and amortization 16.4 20.4 22.7
Communications 9.0 10.4 12.6
General and administrative 17.0 23.8 32.1

Total non-interest expenses 274.0 359.8 490.8

Income before income tax 290.0 569.3 761.6
Income tax expense 19.6 33.8 27.4

Net income $ 270.4 $ 535.5 $ 734.2

              The following table sets forth our consolidated results of operations as a percent of our total revenues for the indicated periods:

Year Ended December 31,

2004 2005 2006

Consolidated Statement of Income Data:

Revenues:
Trading gains 68.1% 58.3% 46.4%
Commissions and execution fees 18.0% 12.0% 10.0%
Interest income 12.8% 24.9% 38.7%
Other income 1.1% 4.8% 4.9%

Total revenues 100.0% 100.0% 100.0%
Interest expense 9.3% 15.5% 27.9%

Total net revenues 90.7% 84.5% 72.1%
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Year Ended December 31,

Non-interest expenses:
Execution and clearing 24.5% 19.5% 18.0%
Employee compensation and benefits 12.7% 8.2% 6.3%
Occupancy, depreciation and amortization 2.6% 1.9% 1.3%
Communications 1.4% 0.9% 0.8%
General and administrative 2.9% 2.2% 1.9%

Total non-interest expenses 44.1% 32.7% 28.3%

Income before income tax 46.6% 51.8% 43.8%
Income tax expense 3.1% 3.1% 1.6%

Net income 43.5% 48.7% 42.2%
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Year Ended December 31, 2006 Compared to the Year Ended December 31, 2005

Net Revenues

              Total net revenues increased $323.3 million, or 35%, to $1,252.4 million for the year ended December 31, 2006 from $929.1 million for
the year ended December 31, 2005. Trading volume is the most important driver of revenues and costs for both market making and electronic
brokerage. To some extent, our trading volume is a function of the general level of activity in the securities and futures markets worldwide. This
is especially true in products such as equity options where we hold a large market share. Based on data published by the Futures Industry
Association (FIA), global equity options volume increased 35% in 2006 from 2005. For the year ended December 31, 2006, total trades executed
by our subsidiaries increased by 34.0 million, or 35%, to 130.5 million trades from 96.5 million trades for the year ended December 31, 2005.

              Trading Gains.    Trading gains increased $164.7 million, or 26%, to $805.1 million for the year ended December 31, 2006 from
$640.4 million for the year ended December 31, 2005. The increase was primarily due to expansion in the number of securities products traded
and increased trading volumes across the markets and exchanges on which our market making units traded. During the year ended December 31,
2006, our market making operations executed 66.1 million trades compared to 54.1 million trades during the year ended December 31, 2005, an
increase of 22%. Included in trading gains are net dividends from market making activities and currency translation gains and losses. Our net
dividends for the year ended December 31, 2006 were $(39.5) million compared to $42.9 million for the year ended December 31, 2005, a 192%
decrease. For the year ended December 31, 2006, we incurred translation losses of $47.1 million on foreign currency balances held primarily by
our European subsidiaries, as compared to translation gains of $43.9 million for the year ended December 31, 2005.

              Commissions and Execution Fees.    Commissions and execution fees increased $42.3 million, or 32%, to $174.4 million for the year
ended December 31, 2006 from $132.1 million for the year ended December 31, 2005. This increase was primarily due to higher customer
trading volume on an expanded customer base, partially offset by a reduction in customer commission rates implemented in November 2005.
Total DARTs for cleared and execution-only customers increased 47% to 196,000 during the year ended December 31, 2006, compared to
133,000 during the year ended December 31, 2005. DARTS for cleared customers, a subset that refers to those customers for whom we execute
trades and also clear and carry positions, increased 41% to 157,000 during the year ended December 31, 2006 compared to 111,000 during the
year ended December 31, 2005. The number of customer accounts grew by 27% to approximately 80,000 in the year ended December 31, 2006.
Average commission per trade for cleared customers decreased by $.29, or 6%, to $4.25 for the year ended December 31, 2006 from $4.54 for
the year ended December 31, 2005, due to lower commission rates we instituted in November 2005 in order to continue to provide cost-efficient
executions to our customers. Based on 2006 volume, the reduction in commission rates would have resulted in a decrease in revenues of
approximately $11.6 million; however, we experienced a 22.3% increase in DARTs for cleared customers in the quarter following the
introduction of lower commission rates and a 41% increase in DARTs for cleared customers in the year ended December 31, 2006 from 2005.
Our execution-only customers generated $7.5 million in execution fees in the year ended December 31, 2006. In addition to the execution fees
we collect from certain execution-only customers, we receive payment for customer orders from U.S. options exchanges (see below under
"�Other Income") and our U.S. market making unit is able to execute a portion of these customer orders when it is providing the best available
price, i.e., the national best bid or offer (NBBO).

              Interest Income and Interest Expense.    Net interest income (interest income less interest expense) increased $84.5 million, or 82%, to
$187.7 million for the year ended December 31, 2006
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from $103.2 million for the year ended December 31, 2005. Growth in net interest income was primarily attributable to higher interest rates,
increases in net customer cash and margin balances and higher net interest from securities lending, resulting from the integration of our
securities lending and trading systems, which commenced during 2005. As an example, the U.S. dollar average overnight LIBOR (the London
Interbank Offered Rates, which serve as benchmark interest rates for most major currencies) for the year ended December 31, 2006 increased
52% to 5.0%, from 3.3% for the year ended December 31, 2005. Customer cash balances increased by 62%, to $3.9 billion, and customer fully
secured margin borrowings increased 94%, to $846.7 million, at December 31, 2006 from $2.4 billion and $436.0 million, respectively, at
December 31, 2005. During this period we also adopted new investment policy guidelines that enabled us to match more accurately the average
maturities on investments of customer funds to the short-term rates paid to customers. As a result, net interest earned from customers' cash
balances and fully secured margin balances increased $20.6 million, or 227%, to $29.7 million for the year ended December 31, 2006 from
$9.1 million for the year ended December 31, 2005. Securities borrowed increased by 18%, to $10.5 billion, and securities loaned increased by
31%, to $8.0 billion, at December 31, 2006 from December 31, 2005. These increases reflect the growth in stock positions held by our market
making units and the growth in short stock positions carried in customer accounts. Net interest earned from stock borrowing and lending
activities increased $70.2 million, or 82%, to $155.3 million for the year ended December 31, 2006 from $85.1 million for the year ended
December 31, 2005. During the same period, the growth in IBG LLC's capital to $2.8 billion at December 31, 2006 from $2.2 billion at
December 31, 2005, combined with higher interest rates, also contributed to the increase in interest income.

              Other Income.    Other income increased $31.8 million, or 60%, to $85.2 million for the year ended December 31, 2006 from
$53.4 million for the year ended December 31, 2005. This increase was primarily attributable to an increase of $40.2 million, to $60.2 million in
payment for order flow income, which was partially offset by a decrease of $9.2 million, to $6.5 million, in mark-to-market gains on non-trading
securities, primarily investments in exchanges. The higher payment for order flow income was driven by increased trading volume by customers
in U.S. options contracts and increased payment per contract from U.S. options exchanges that administered payment for order flow programs.
The number of options contracts executed by our customers increased by 89% in the year ended December 31, 2006 as compared to the year
ended December 31, 2005. Beginning in October 2005, the largest U.S. options exchanges by volume (the Chicago Board Options Exchange, the
International Securities Exchange and the Philadelphia Stock Exchange) began to implement new, SEC-approved payment for order flow
programs that pay $0.65 to $0.75 per qualified contract, generally into a pool that is available to pay the brokers providing the order flow. This
has resulted in increased payment for order flow income at our U.S. electronic brokerage unit. This income was partially offset by payment for
order flow expense to our customers, as described below under "�Non-Interest Expenses�Execution and Clearing." Net income from payment for
order flow was $6.0 million for the year ended December 31, 2006, versus a net loss of $13.6 million for the year ended December 31, 2005. We
believe that payment for order flow will decline with the introduction of penny pricing for options over the next year.

Non-Interest Expenses

              Non-interest expenses increased by $131.0 million, or 36%, to $490.8 million for the year ended December 31, 2006 from
$359.8 million for the year ended December 31, 2005. As a percentage of total net revenues, non-interest expenses were 39% for each of the
years ended December 31, 2006 and 2005.

              Execution and Clearing.    Execution and clearing expenses increased $98.3 million, or 46%, to $313.3 million for the year ended
December 31, 2006 from $215.0 million for the year ended December 31, 2005, primarily due to increased trading volume. These variable costs
are our largest
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expense category, representing 64% and 60% of total non-interest expenses for the year ended December 31, 2006 and 2005, respectively.
Payments for order flow, a component of execution and clearing costs, increased $20.6 million, or 61%, to $54.2 million for the year ended
December 31, 2006 from $33.6 million for the year ended December 31, 2005. The growth of payment for order flow expense in our electronic
brokerage unit was primarily a result of our aggressive marketing of the IB SmartRoutingSM system to new institutional customers, combined
with incentive payments to these customers for options orders routed through IB. This expense was offset by payment for order flow revenue
received from U.S. options exchanges, as described above under�Net Revenues�Other Income." As a percentage of total net revenues, execution
and clearing expenses were 25% and 23% for the years ended December 31, 2006 and 2005, respectively.

              Employee Compensation and Benefits.    Employee compensation and benefits expenses increased by $19.9 million, or 22%, to
$110.1 million for the year ended December 31, 2006 from $90.2 million for the year ended December 31, 2005. This increase is primarily due
to an 11% increase in the number of employees to 532 as of December 31, 2006 from 478 as of December 31, 2005, increased expenses for
bonuses and ROI Units granted to employees due to higher IBG LLC earnings. As we continue to grow, our focus on automation has allowed us
to maintain a relatively small staff of highly compensated professionals. As a percentage of total net revenues, employee compensation and
benefits expenses were 9% and 10% for the years ended December 31, 2006 and 2005, respectively.

              Occupancy, Depreciation and Amortization.    Occupancy, depreciation and amortization expenses increased $2.3 million, or 11%, to
$22.7 million for the year ended December 31, 2006 from $20.4 million for the year ended December 31, 2005 primarily due to increased office
rent expenses for additional office space. As a percentage of total net revenues, occupancy, depreciation and amortization expenses were 2% for
each of the years ended December 31, 2006 and 2005.

              Communications.    Communications expenses increased $2.2 million, or 21%, to $12.6 million for the year ended December 31, 2006
from $10.4 million for the year ended December 31, 2005. This increase was driven by additional telecommunications bandwidth required to
support increased trading volume at electronic exchanges and the expansion in the number of markets in which IBG LLC operates. As a
percentage of total net revenues, communications expenses were 1% for each of the years ended December 31, 2006 and 2005.

              General and Administrative.    General and administrative expenses increased $8.3 million, or 35%, to $32.1 million for the year ended
December 31, 2006 from $23.8 million for the year ended December 31, 2005, primarily attributable to increased legal and auditing professional
fees and increased marketing and advertising costs. As a percentage of total net revenues, general and administrative expenses were 3% for each
of the years ended December 31, 2006 and 2005.

              Income Tax Expense.    As a limited liability company, historically, most of our income has not been subject to corporate tax but,
instead, our members have been taxed on their proportionate share of the net income. Our income tax expense reflects taxes payable by certain
of our non-U.S. companies. Income tax expense decreased $6.4 million, or 19%, to $27.4 million for the year ended December 31, 2006 from
$33.8 million for the year ended December 31, 2005 primarily due to lower pre-tax earnings at one of our non-U.S. operating companies.

              Net Income.    Net income increased $198.7 million, or 37%, to $734.2 million for the year ended December 31, 2006 from
$535.5 million for the year ended December 31, 2005. Net income as a percentage of net revenues was 59% for the year ended December 31,
2006 compared to 58% for the year ended December 31, 2005.
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Year Ended December 31, 2005 Compared to Year Ended December 31, 2004

Net Revenues

              Total net revenues increased $365.1 million, or 65%, to $929.1 million for the year ended December 31, 2005 from $564.0 million for
the year ended December 31, 2004. Total trades executed by our subsidiaries increased by 23.1 million, or 31%, to 96.5 million trades for the
year ended December 31, 2005 from 73.4 million trades for the year ended December 31, 2004. While we increased our market share, we also
benefited from the general increase in trading volume globally. Based on data published by the FIA, global equity options volume increased
19% for the year ended December 31, 2005 over the prior year.

              Trading Gains.    Trading gains increased $217.2 million, or 51%, to $640.4 million for the year ended December 31, 2005 from
$423.2 million for the year ended December 31, 2004. The increase was primarily attributable to increased trading activity and withdrawal of
competitors from the business. Intense competition resulting from new market makers and other professionals entering the market and a
corresponding compression of bid/offer spreads that marked 2004 subsided in 2005. During the year ended December 31, 2005, our market
making operations executed 54.1 million trades compared to 41.5 million trades during the year ended December 31, 2004. Included in trading
gains are net dividends from market making activities and currency translation gains and losses. Our net dividends for the year ended
December 31, 2005 were $42.9 million, compared to $36.2 million for the year ended December 31, 2004, a 19% increase. During the year
ended December 31, 2005, we had translation gains of $43.9 million on foreign currency balances held primarily by our European market
making subsidiary, as compared to translation losses of $18.2 million during the year ended December 31, 2004.

              Commissions and Execution Fees.    Commissions and execution fees increased $20.1 million, or 18%, to $132.1 million for the year
ended December 31, 2005 from $112.0 million for the year ended December 31, 2004. This increase was primarily due to higher customer
trading volume on an expanded customer base. Total DARTs for cleared and execution-only customers increased 28% to 133,000 during the
year ended December 31, 2005 from 104,000 during the year ended December 31, 2004. DARTs for cleared customers, a subset that refers to
those customers for whom we execute trades and also clear and carry positions, increased 16% to 111,000 during the year ended December 31,
2005 from 95,000 during the year ended December 31, 2004. The number of customer accounts grew by 30% to approximately 63,000 in the
year ended December 31, 2005.

              Interest Income and Interest Expense.    Net interest income increased $81.4 million, or 373%, to $103.2 million for the year ended
December 31, 2005 from $21.8 million for the year ended December 31, 2004. Growth in net interest income was primarily attributable to
higher net interest from securities lending, resulting from the integration of our securities lending and trading systems, which commenced during
2005, and higher interest rates. Approximately $75.7 million of the total increase was attributable to increased securities lending activities.
Securities borrowed increased by 117%, to $8.9 billion and securities loaned increased by 85%, to $6.1 billion at December 31, 2005 from
December 31, 2004. These increases reflect the growth in stock positions held by our market making units and the growth in short stock
positions carried in customer accounts. As an example of the interest rate increases, LIBOR rates for the year ended December 31, 2005
increased 136% to 3.3%, from 1.4% for the year ended December 31, 2004. IBG LLC's capital grew from $1.8 billion to $2.2 billion during
2005, further contributing to increased interest income. Customer cash balances increased by 60%, to $2.4 billion, and customer fully secured
margin borrowings increased 62%, to $436.0 million, at December 31, 2005 from $1.5 billion and $269.2 million, respectively, at December 31,
2004. However, net interest earned from customer cash balances and fully secured margin balances decreased
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$1.6 million, or 15%, to $9.1 million for the year ended December 31, 2005 from $10.7 million for prior year. This was due in part to a
flattening of the interest rate yield curve during the period and in part to higher interest rates offered to our brokerage customers.

              Other Income.    Other income increased $46.4 million, or 666%, to $53.4 million for the year ended December 31, 2005 from
$7.0 million for the year ended December 31, 2004. This increase was primarily due to a $22.4 million increase in mark-to-market gains on
non-trading securities, primarily investments in exchanges, a $15.8 million increase in payment for order flow income and growth in market data
income from customers, which was partially offset by market data expenses to exchanges. The higher payment for order flow income was driven
by increased trading volume by customers in U.S. options contracts and increased payment per contract from U.S. options exchanges that
administered payment for order flow programs. The number of options contracts executed by our customers increased by 212% in the year
ended December 31, 2005 as compared to the year ended December 31, 2004. In October 2005, the largest U.S. options exchanges began to
implement new, SEC-approved, payment for order flow programs that pay $0.65 to $0.75 per qualified contract, generally into a pool that is
available to pay the brokers providing the order flow, which resulted in increased payment for order flow income at our U.S. electronic
brokerage unit. This income was partially offset by payment for order flow expense to our customers, as described below under "�Non-Interest
Expenses�Execution and Clearing." In our electronic brokerage unit net losses from payment for order flow were $6.3 million and $0.4 million
for the years ended December 31, 2005 and 2004, respectively.

Non-interest Expenses

              Non-interest expenses increased by $85.8 million, or 31%, to $359.8 million for the year ended December 31, 2005 from $274.0 million
for the year ended December 31, 2004. As a percentage of total net revenues, non-interest expenses were 39% and 49% for the years ended
December 31, 2005 and 2004, respectively. Non-interest expenses decreased as a percentage of total net revenues primarily due to the 65%
increase in net revenues from the prior year, more than offsetting the increases in expenses.

              Execution and Clearing.    Execution and clearing expenses increased $62.5 million, or 41%, to $215.0 million for the year ended
December 31, 2005 from $152.5 million for the year ended December 31, 2004, primarily due to increases in the number of securities products
traded and increased trading volumes across the markets and exchanges in which IBG LLC and its customers traded. Payments for order flow
increased $22.4 million, or 200%, to $33.6 million for the year ended December 31, 2005 as increasing trade volumes were directed to our U.S.
electronic brokerage unit from other brokers. As a percentage of total net revenues, execution and clearing expenses were 23% and 27% for the
years ended December 31, 2005 and 2004, respectively, and payments for order flow were 4% and 2%, respectively, for such periods. The
decrease in execution and clearing expenses as a percentage of 2005 total net revenues was primarily due to the 65% increase in net revenues,
which more than offset the increases in these expenses.

              Employee Compensation and Benefits.    Employee compensation and benefits expenses increased by $11.1 million, or 14%, to
$90.2 million for the year ended December 31, 2005 from $79.1 million for the year ended December 31, 2004. This increase was due to a 5%
increase in employees to 478 as of December 31, 2005 from 455 as of December 31, 2004 and increased expenses for bonuses and ROI Units
due to higher company earnings. As a percentage of total net revenues, employee compensation and benefits expenses were 10% and 14% for
the years ended December 31, 2005 and 2004, respectively.
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              Occupancy, Depreciation and Amortization.    Occupancy, depreciation and amortization expenses increased $4.0 million, or 24%, to
$20.4 million for the year ended December 31, 2005 from $16.4 million for the year ended December 31, 2004 primarily due to increased costs
related to computer equipment and office rent. As a percentage of total net revenues, occupancy, depreciation and amortization expenses were
2% and 3% for each of the years ended December 31, 2005 and 2004, respectively.

              Communications.    Communications expenses increased $1.4 million, or 16%, to $10.4 million for the year ended December 31, 2005
from $9.0 million for the year ended December 31, 2004, primarily due to an increase in data line costs. As a percentage of total net revenues,
communications expenses were 1% and 2% for the years ended December 31, 2005 and 2004, respectively.

              General and Administrative.    General and administrative expenses increased by $6.8 million, or 40%, to $23.8 million for the year
ended December 31, 2005 from $17.0 million for the year ended December 31, 2004 primarily due to increased advertising expenses for the
electronic brokerage business to generate greater awareness of the brand and its offerings. As a percentage of total net revenues, general and
administrative expenses were 3% for each of the years ended December 31, 2005 and 2004.

              Income Tax Expense.    As a limited liability company, historically, most of our income has not been subject to corporate tax but,
instead, our members have been taxed on their proportionate share of the net income. Our income tax expense reflects taxes payable by certain
of our non-U.S. companies. Income tax expense increased $14.2 million, or 73%, to $33.8 million for the year ended December 31, 2005 from
$19.6 million for the year ended December 31, 2004 due to increased earnings derived from certain of our non-U.S. operating companies.
Income tax expense increased from 3% to 4% of total net revenues for the year ended December 31, 2005 compared to the prior year.

              Net Income.    Net income increased $265.1 million, or 98%, to $535.5 million for the year ended December 31, 2005 from
$270.4 million for the year ended December 31, 2004. Net income as a percentage of total net revenues was 58% for the year ended
December 31, 2005 compared to 48% for the year ended December 31, 2004.

Business Segments

              The following sections discuss results of our operations by business segment, excluding a discussion of corporate income and expense.
In the following tables, revenues and expenses directly associated with each segment are included in determining pretax earnings. Due to the
integrated nature of the business segments, estimates and judgments have been made in allocating certain revenues and expense items.
Transactions between segments generally results from one subsidiary facilitating the business of another subsidiary through the use of its
existing trading memberships and clearing arrangements. In such cases, certain revenue and expense items are eliminated in order to accurately
reflect the external business conducted in each segment. Rates on transactions between segments are designed to approximate full costs. In
addition to execution and clearing expenses, which are the main cost driver for both the market making segment and the electronic brokerage
segment, each segment's operating expenses include (i) employee compensation and benefits expenses that are incurred directly in support of the
businesses, (ii) general and administrative expenses, which include directly incurred expenses for property leases, professional fees, travel and
entertainment, communications and information services, equipment, and (iii) indirect support costs (including compensation and other related
operating expenses) for administrative services provided by IBG LLC. Such administrative services include, but are not limited to, computer
software development and support, accounting, tax, legal and facilities management.
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Market Making

              The following table sets forth the results of our market making operations for the indicated periods:

Year Ended December 31,

2004 2005 2006

(in millions)

Consolidated Statement of Income Data:
Revenues:

Trading gains $ 421.1 $ 637.9 $ 807.7
Interest income 52.3 211.1 508.2
Other income 6.3 22.6 18.6

Total revenues 479.7 871.6 1,334.5
Interest expense 51.2 133.1 379.8

Total net revenues 428.5 738.5 954.7
Non-interest expenses:

Execution and clearing 113.2 151.4 198.1
Employee compensation and benefits 40.6 41.4 47.3
Occupancy, depreciation and amortization 9.3 11.0 10.6
Communications 6.1 6.0 6.6
General and administrative 18.2 23.5 29.3

Total non-interest expenses 187.4 233.3 291.9

Income before income tax 241.1 505.2 662.8
Income tax expense 18.4 32.1 24.9

Net income $ 222.7 $ 473.1 $ 637.9

Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

              Net Revenues.    Market making net revenues increased $216.2 million, or 29%, to $954.7 million for the year ended December 31,
2006 from $738.5 million for the year ended December 31, 2005. Trading gains increased $169.8 million, or 27%, from the year ended
December 31, 2005, primarily attributable to increased transaction volume in the markets in which we participate and to improvements in our
market making systems. During the year ended December 31, 2006, we executed 66.1 million trades compared to 54.1 million trades during the
year ended December 31, 2005. Trading gains also include translation gains and losses, which are incurred primarily in our European market
making operations where our trading assets and liabilities are denominated in multiple currencies. Translation gains and losses fluctuate with
exchange rates and with changes in the composition of our trading assets and liabilities. During the year ended December 31, 2006, market
making translation losses of $45.5 million were incurred as compared to translation gains of $42.1 million for the comparable prior period. Net
interest income increased $50.4 million, or 65%, primarily attributable to increased securities lending activity resulting from the continuing
integration of our securities lending system with our trading system and to higher interest rates.

              Non-interest Expenses.    Market making non-interest expenses increased $58.6 million, or 25%, to $291.9 million for the year ended
December 31, 2006 from $233.3 million for the year ended December 31, 2005. Of this increase, $46.7 million consisted of higher execution
and clearing expenses, an increase of 31% over the year ended December 31, 2005, reflecting greater trading volume in the period. Employee
compensation and benefits expenses increased $5.9 million, or 14%, over the year ended December 31, 2005 and other non-interest expenses
were relatively stable. As a percentage of total net revenues for the market making segment, non-interest expenses were 31% and 32% for the
years ended December 31, 2006 and 2005, respectively.
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              Income Before Income Taxes.    Market making income before income taxes increased $157.6 million, or 31%, to $662.8 million for
the year ended December 31, 2006 from $505.2 million for the year ended December 31, 2005. As a percentage of total net revenues for the
market making segment, income before income taxes were 69% and 68% for the years ended December 31, 2006 and December 31, 2005,
respectively.

Year Ended December 31, 2005 Compared to Year Ended December 31, 2004

              Net Revenues.    Market making net revenues increased $310 million, or 72%, to 738.5 million for the year ended December 31, 2005
from $428.5 million for the year ended December 31, 2004. Trading gains increased $216.8 million, or 51%, over 2004, primarily attributable to
increased trading activity and withdrawal of competitors from the business. Intense competition resulting from new market makers and other
professionals entering the market and a corresponding compression of bid/offer spreads that marked 2004 subsided in 2005. During the year
ended December 31, 2005, we executed 54.1 million trades compared to 41.5 million trades during the year ended December 31, 2004. Trading
gains also include translation gains and losses, which are incurred primarily in our European market making operations where our trading assets
and liabilities are denominated in multiple currencies. Translation gains and losses fluctuate with exchange rates and with changes in the
composition of our trading assets and liabilities. For the year ended December 31, 2005, foreign currency translation gains were $42.1 million as
compared to translation losses of $20.3 million for the year ended December 31, 2004. Net interest income increased $76.9 million, or 6991%,
attributable to increased securities lending activity resulting from the integration of our securities lending system with our trading system and to
higher interest rates.

              Non-interest Expenses.    Market making non-interest expenses increased $45.9 million, or 24%, to $233.3 million for the year ended
December 31, 2005 from $187.4 million for the year ended December 31, 2004. Of this increase, $38.2 million was due to higher execution and
clearing expenses, an increase of 34% from 2004. The increase in execution and clearing expenses is consistent with the 30% increase in trading
volumes. Other non-interest expenses had relatively minor increases. As a percentage of total net revenues for the market making segment,
non-interest expenses were 32% and 44% for the years ended December 31, 2005 and 2004, respectively, a decrease that is attributable to the
relatively greater increase in trading gains over these expenses.
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              Income Before Income Taxes.    Market making income before income taxes increased $264.1 million, or 110%, to $505.2 million for
the year ended December 31, 2005 from $241.1 million for the year ended December 31, 2004. As a percentage of total net revenues for the
market making segment, income before income taxes were 68% and 56% for the years ended December 31, 2005 and 2004, respectively.

Electronic Brokerage

              The following table sets forth the results of our electronic brokerage operations for the indicated periods:

Year Ended December 31,

2004 2005 2006

(in millions)

Consolidated Statement of Income Data:
Revenues:

Commissions and execution fees $ 112.0 $ 132.2 $ 174.5
Interest income 28.8 65.0 167.3
Other income 4.1 31.5 70.0

Total revenues 144.9 228.7 411.8
Interest expense 11.7 43.4 113.4

Total net revenues 133.2 185.3 298.4

Non-interest expenses:
Execution and clearing 39.3 63.6 115.4
Employee compensation and benefits 18.1 22.1 28.8
Occupancy, depreciation and amortization 3.1 4.4 5.8
Communications 2.9 4.5 6.0
General and administrative 24.2 31.4 43.8

Total non-interest expenses 87.6 126.0 199.8

Income before income tax 45.6 59.3 98.6
Income tax expense 0.8 1.2 1.7

Net income $ 44.8 $ 58.1 $ 96.9

Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

              Net Revenues.    Electronic brokerage net revenues increased $113.1 million, or 61%, to $298.4 million for the year ended
December 31, 2006 from $185.3 million for the year ended December 31, 2005 primarily due to higher commissions and execution fees and net
interest income, which increased $42.3 million, or 32%, and $32.3 million, or 150%, respectively. These increases reflect strong growth in the
number of new customer accounts and significantly higher customer trading activity combined with commensurate increases in cash and margin
debit balances. Total DARTs from cleared and execution-only customers increased 47% to 196,000 during the year ended December 31, 2006
compared to 133,000 during the year ended December 31, 2005. DARTs from cleared customers increased 41% to 157,000 during the year
ended December 31, 2006 compared to 111,000 during the year ended December 31, 2005. Total customer account equity grew by 61% to
$6.1 billion at December 31, 2006 from $3.8 billion at December 31, 2005. Commissions' growth due to volume was partially offset by the
lower U.S. stock trade commissions that we introduced in November 2005, which resulted in a 10% decrease in average commissions. The
primary component of other income was payment for order flow received through programs administered by U.S. options exchanges and it was
largely offset by payment for order flow expense.

74

Edgar Filing: Interactive Brokers Group, Inc. - Form S-1/A

88



Edgar Filing: Interactive Brokers Group, Inc. - Form S-1/A

89



              Non-interest Expenses.    Electronic brokerage non-interest expenses increased $73.8 million, or 59%, to $199.8 million for the year
ended December 31, 2006 from $126.0 million for the year ended December 31, 2005. Of this increase, $51.8 million reflected an 81% increase
in execution and clearing expenses from the year ended December 31, 2005. This increase was driven by higher customer trading volume and
greater payment for order flow expense incurred in order to attract volume to our system. As a percentage of total net revenues for the electronic
brokerage segment, non-interest expenses were 67% and 68% for the year ended December 31, 2006 and 2005, respectively. Electronic
brokerage non-interest expenses decreased as a percentage of total net revenues primarily due to higher growth rates of commissions and
execution fees and net interest income over expense levels required to support the increase in business activities.

              Income Before Income Taxes.    Electronic brokerage income before income taxes increased $39.3 million, or 66%, to $98.6 million
for the year ended December 31, 2006 from $59.3 million for the year ended December 31, 2005. As a percentage of total net revenues for the
electronic brokerage segment, income before income taxes were 33% and 32% for the years ended December 31, 2006 and 2005, respectively.

Year Ended December 31, 2005 Compared to Year Ended December 31, 2004

              Net Revenues.    Electronic brokerage net revenues increased $52.1 million, or 39%, to $185.3 million for the year ended December 31,
2005 from $133.2 million for the year ended December 31, 2004. Commissions and execution fees increased $20.2 million, or 18%, over the
prior year. The primary factor driving this increase was higher trading volume associated with new account openings that resulted from our
improved system offerings and our marketing efforts. Total DARTs from cleared and execution-only customers increased 28% to 133,000
during the year ended December 31, 2005 compared to 104,000 during the year ended December 31, 2004. DARTs from cleared customers
increased 17% to 111,000 during the year ended December 31, 2005 compared to 95,000 during the year ended December 31, 2004. In addition,
other income increased due to higher payment for order flow received through programs administered by U.S. options exchanges, which is
largely offset by payment for order flow expense.

              Non-interest Expenses.    Electronic brokerage non-interest expenses increased $38.4 million, or 44%, for the year ended December 31,
2005 to $126.0 million from $87.6 million for the year ended December 31, 2004. Of this increase, execution and clearing expenses increased
$24.3 million or 62% from 2004, which was directly attributable to higher customer trading volume. The remaining $14.1 million increase in
other non-interest expenses was comprised of general increases in expense levels, most notably employee compensation and benefits, which
increased $4.0 million or 22% as employees were added to support continued growth. As a percentage of total net revenues for the electronic
brokerage segment, non-interest expenses were 68% and 66% for the years ended December 31, 2005 and 2004, respectively.

              Income Before Income Taxes.    Electronic brokerage income before income taxes increased $13.7 million, or 30%, to $59.3 million
for the year ended December 31, 2005 from $45.6 million for the year ended December 31, 2004. As a percentage of total net revenues for the
electronic brokerage segment, income before income taxes were 32% and 34% for the years ended December 31, 2005 and 2004, respectively.

Liquidity and Capital Resources

              We maintain a highly liquid balance sheet. The majority of our assets consist of marketable securities inventories, which are marked to
market daily, and collateralized receivables arising from customer-related and proprietary securities transactions. Collateralized receivables
consist primarily of
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securities borrowed, receivables from clearing houses for settlement of securities transactions and, to a lesser extent, customer margin loans and
securities purchased under agreements to resell.

              Total assets increased $7.8 billion to $32.1 billion at December 31, 2006 from $24.3 billion at December 31, 2005, primarily due to
increases of $3.8 billion in trading assets and $1.6 billion in securities borrowed. These increases were driven by a controlled expansion of
securities positions held by our market making subsidiaries to facilitate increased securities lending balances and corresponding net interest
income. The $1.6 billion increase in cash and cash equivalents and cash and securities segregated for regulatory purposes or deposited with
clearing organizations was partially offset by an $1.5 billion increase in payables to customers, resulting from strong growth in our electronic
brokerage business. Funding was provided by a $2.4 billion increase in securities sold but not yet purchased and a $1.9 billion increase in
securities loaned. At December 31, 2006, total assets were $32.1 billion of which approximately $32.0 billion, or 99.7%, were considered liquid
and consisted predominantly of marketable securities.

              Daily monitoring of liquidity needs and available collateral levels is undertaken to help ensure that an appropriate liquidity cushion in
the form of unpledged collateral is maintained at all times. Our ability to quickly reduce funding needs by balance sheet contraction without
adversely affecting our core businesses and to pledge additional collateral in support of secured borrowings is continuously evaluated to
ascertain the adequacy of our capital base.

              In order to provide additional liquidity and to further increase our regulatory capital reserves, we issue senior notes and we maintain a
committed senior secured revolving credit facility from a syndicate of banks (see "�Principal Indebtedness" below). As of December 31, 2006,
borrowings under these facilities totaled $300.6 million, which represented 10% of our total capitalization. Based on our current level of
operations, we believe our cash flow from operations, available cash and available borrowings under our senior secured revolving credit facility
will be adequate to meet our future liquidity needs for at least the next twelve months.

              Historically, our consolidated equity has consisted primarily of accumulated retained earnings, which to date have been sufficient to
fund our operations and growth. Consolidated equity increased from $927.6 million at December 31, 2001 to $2.8 billion at December 31, 2006,
representing a CAGR of 25% over this five-year period.

Regulatory Capital Requirements

              The regulatory capital computations at our market making broker-dealer subsidiaries are largely driven by "haircut" charges levied on
market making securities and futures positions. Timber Hill LLC (TH LLC), our SEC-registered broker-dealer subsidiary that conducts our U.S.
market making activities, is subject to the Uniform Net Capital Rule (Rule 15c3-1) (Net Capital Rule) under the Exchange Act, which requires
the maintenance of minimum net capital. At December 31, 2006, TH LLC had net capital of $996.2 million, which was $982.7 million in excess
of required net capital.

              Interactive Brokers LLC, our SEC-registered broker-dealer subsidiary that conducts our U.S. brokerage activities, is also subject to the
Net Capital Rule. At December 31, 2006, IB had net capital of $268.9 million, which was $245.6 million in excess of required net capital.

              TH LLC and IB are also registered futures commissions merchants and are subject to, and at December 31, 2006 were in compliance
with the CFTC's minimum financial requirements.
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              Our non-U.S. market making and brokerage subsidiaries are also subject to various foreign net capital and minimum financial
requirements and were in full compliance with such regulatory capital requirements as of December 31, 2006. Our most significant international
market making subsidiary, Timber Hill Europe AG (THE), is registered to do business in Switzerland as a securities dealer and is subject to the
Swiss National Bank eligible equity requirement. At December 31, 2006, THE had eligible equity of $643.2 million, which was $437.6 million
in excess of the minimum requirement.

              Our most significant international brokerage subsidiary, Interactive Brokers (U.K.) Limited (IBUK), is subject to the U.K. FSA's
financial resources requirement. At December 31, 2006, IBUK had financial resources, as defined, of $35.8 million, which was $33.0 million in
excess of the minimum requirement.

Cash Flows

              The following table sets forth our cash flows from operating activities, investing activities for the periods indicated:

Year Ended December 31,

2004 2005 2006

(in millions)

Cash provided by (used in) operating activities $(179.8) $(110.5) $(219.3)
Cash provided by (used in) investing activities (18.4) (9.7) (50.4)
Cash provided by (used in) financing activities 79.9 374.1 504.0
Effect of exchange rate changes on cash and cash equivalents 4.4 (14.5) 26.7

Increase (decrease) in cash and cash equivalents $(113.9) $239.4 $261.0

              Cash flow from operating activities.    Our cash flows from operating activities are largely a reflection of the size and composition of
trading positions held by our market making subsidiaries and of the changes in customer cash and margin debit balances in our electronic
brokerage business. For example, larger long stock positions give rise to increases in securities loaned as we finance these holdings and larger
short stock positions give rise to increases in securities borrowed to enable delivery of shares sold short. Through our automated pricing and risk
management software, we are able to control the asset and liability mix of our positions by setting interest rates (for stocks) and discount rates
(for options) accordingly, which, in turn, influence the amount of cash that we borrow and lend. In our electronic brokerage business, as
brokerage customers deposit or borrow cash, our investments of these funds increase or decrease accordingly.

              Net cash used in operating activities for the year ended December 31, 2006 was $219.3 million. The primary components of cash used
in operating activities were an increase of $1.3 billion in cash and securities�segregated under federal and other obligations, reflecting growth in
customer cash balances, and an increase of $1.4 billion in trading assets, net of trading liabilities, reflecting normal changes in the makeup of
market making positions. Uses of cash were offset by sources of cash, which were made up primarily of an increase of $1.1 billion in payables to
customers, net of receivables from customers, reflecting growth in customer cash balances; an increase of $409.4 million in other payables, net
of other receivables, primarily to clearing organizations; and net income of $734.2 million. Net cash used in operating activities for the year
ended December 31, 2005 was $110.5 million. The primary components of cash used in operating activities were an increase of $1.9 billion in
securities borrowed, net of securities loaned, reflecting a relative increase in short stock positions held for market making; and an increase of
$704.8 million in cash and securities�segregated under federal and other obligations, reflecting investment of new customer funds. These uses of
cash were partially offset by an increase of $1.3 billion in trading liabilities, net of trading assets, which is the
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driver for increased securities borrowing activity; an increase of $720.8 million in payables to customers, net of receivables from customers,
reflecting growth in the electronic brokerage business; and net income of $535.5 million. Net cash used in operating activities for the year ended
December 31, 2004 was $179.8 million. The primary components of cash used in operating activities were an increase of $823.0 million in
trading assets, net of trading liabilities, reflecting normal changes in the makeup of market marking positions; and an increase of $362.1 million
in cash and securities�segregated under federal and other obligations, reflecting large customer cash balances. These uses of cash were partially
offset by an increase of $329.6 million in payables to customers, net of receivables from customers, and net income of $270.4 million.

              Cash flow from investing activities.    Our investing activities are primarily comprised of capitalizable in-house software development;
purchases and sales of memberships at exchanges where we trade; and, more recently, investments in exchanges where such investments will
enable us to offer better execution alternatives to our current and prospective customers or create new opportunities for ourselves as market
makers or where we can influence exchanges to provide competing products at better prices using sophisticated technology.

              Net cash used for investing activities for the year ended December 31, 2006 was $50.4 million. Investments in One Chicago, LLC
($20.0 million), W.R. Hambrecht ($10.0 million), ISE Stock Exchange, LLC ($4.25 million) and CBOE Stock Exchange, LLC ($5.0 million)
and additions to property and equipment of $12.3 million were the primary investing activities undertaken. Net cash used in investing activities
for the year ended December 31, 2005 was $9.7 million, comprised of $12.8 million in additions to property and equipment, which is partially
offset by proceeds of $3.1 million from sales of exchange investments and trading rights. Net cash used in investing activities for the year ended
December 31, 2004 was $18.4 million, comprised of additions to property and equipment of $11.4 million, purchases of exchange seats and
trading rights of $5.3 million and $1.7 million for investments made in exchanges.

              Cash flow from financing activities.    Our cash flows from financing activities are comprised of short-term borrowings, long-term
borrowings and capital transactions. Short-term borrowings from banks are part of our daily cash management in support of operating activities.
Long-term borrowings provide us with flexible sources of excess liquidity and regulatory capital and they include a committed senior secured
revolving credit facility from a syndicate of banks that was initiated in May 2006 and senior notes issued in private placements to certain
qualified customers of IBG LLC. IBG LLC uses the proceeds from the credit facility and from sales of the senior notes to provide capital to IBG
LLC's broker-dealer subsidiaries, primarily in the form of subordinated loans. Historically, our capital transactions have been comprised
primarily of distributions paid to provide members with funds to meet their income tax obligations arising from their respective percentages of
IBG LLC's income. New member interest contributions and redemptions of member interests have made up a smaller part of our capital
transactions.

              Net cash provided by financing activities for the year ended December 31, 2006 was $504.0 million, comprised of $512.5 million from
the issuance of senior notes, offset by $526.5 million in senior note redemptions; a $525.9 million increase in short-term borrowings;
$150.0 million in borrowings under our senior secured revolving credit facility, which facility was initiated in May 2006. Because the senior
notes and the revolving credit facility are both sources of regulatory capital in our broker-dealer subsidiaries, we manage the amounts borrowed
to maintain a comfortable excess of regulatory capital. During the year ended December 31, 2006 we targeted a reduction in the senior notes as
the revolving credit facility became available. These increases were offset by $164.5 million in distributions paid to members to meet income tax
obligations on IBG LLC's income and net member contributions of $6.7 million. Net cash provided by financing activities for the year ended
December 31,
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2005 was $374.1 million and included $549.0 million from the issuance of senior notes, partially offset by $493.2 million in senior notes
redemptions, and increased short-term borrowings of $403.3 million. These increases were offset by $88.5 million in distributions paid to
members during the year ended December 31, 2005 and net member contributions of $3.5 million. Net cash provided by financing activities for
the year ended December 31, 2004 was $79.9 million, comprised primarily of $335.4 million from the issuance of senior notes, partially offset
by $270.3 million in senior note redemptions, accompanied by a $87.9 million increase in short-term borrowings and net member contributions
of $7.7 million. These increases were offset by $80.8 million in distributions paid to members.

Principal Indebtedness

              IBG LLC is the borrower under a $300.0 million senior secured revolving credit facility and is the issuer of senior notes of which
$150.0 million and $150.6 million were outstanding, respectively, as of December 31, 2006.

Senior Secured Revolving Credit Facility

              On May 19, 2006, IBG LLC entered into a $300.0 million three-year senior secured revolving credit facility with JPMorgan Chase
Bank, N.A. as administrative agent, Harris N.A., as syndication agent, and Citibank, N.A. and HSBC Bank USA National Association, as
co-syndication agents. IBG LLC is the sole borrower under this credit facility, which is required to be guaranteed by IBG LLC's domestic
non-regulated subsidiaries (currently there are no such entities). The facility is secured by a first priority interest in all of the capital stock of
each entity owned directly by IBG LLC (subject to customary limitations with respect to foreign subsidiaries). The facility may be used to
finance working capital needs and general corporate purposes, including downstreaming funds to IBG LLC's regulated broker-dealer
subsidiaries as regulatory capital. This allows IBG LLC to take advantage of market opportunities when they arise, while maintaining substantial
excess regulatory capital. The financial covenants contained in this credit facility are as follows:

�
minimum net worth of $1.5 billion, with quarterly increases equal to 25% of positive consolidated income;

�
maximum total debt to capitalization ratio of 30%;

�
minimum liquidity ratio of 1.0 to 1.0; and

�
maximum total debt to net regulatory capital ratio of 35%.

Senior Notes

              IBG LLC periodically issues senior notes in private placements to certain qualified customers of IBG LLC. IBG LLC uses the proceeds
from sales of the senior notes to provide capital to IBG LLC's broker-dealer subsidiaries in the form of subordinated loans and for other general
purposes. The outstanding senior notes either have a 7% or 8% interest rate and either a 15-month or an 18-month maturity, respectively. IBG
LLC may, solely at its option, redeem the senior notes at any time on or after a specified date in the third month or the sixth month, respectively,
after the date on which the senior notes are issued and sold, at a redemption price equal to 100% of the principal amount of the senior notes to be
redeemed plus accrued interest.

              IBG LLC had $164.7 million and $150.6 million of senior notes outstanding at December 31, 2005 and 2006, respectively. In 2006,
IBG LLC redeemed $526.5 million of senior notes, which included $164.7 million of senior notes issued in 2005 and issued $512.5 million in
new senior notes.
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              The senior notes are secured, along with the senior secured revolving credit facility, by a first priority interest in all of the capital stock
of each entity owned directly by IBG LLC (subject to customary limitations with respect to foreign subsidiaries).

              The senior notes contain covenants that may limit IBG LLC's ability to:

�
incur, or permit its subsidiaries to incur, additional indebtedness;

�
create, or permit its subsidiaries to create, liens on any capital stock or equity interests of its subsidiaries;

�
declare and pay dividends or make other equity distributions; and

�
consolidate, merge or sell all or substantially all of its assets.

Capital Expenditures

              Our capital expenditures are comprised of compensation costs of our software engineering staff for development of software for
in-house use and expenditures for computer, networking and communications hardware. Both of these are reported in the property and
equipment category. Capital expenditures for property and equipment were $12.3 million and $12.8 million for the years ended December 31,
2006 and 2005, respectively. We anticipate that our 2007 gross capital expenditures will approximate $20.0 million, including planned
construction of a data center in Chicago, Illinois that will complement and back up our primary U.S. data center in Greenwich, Connecticut. We
expect our future capital expenditures to rise as we continue our focus on technology infrastructure initiatives in order to further enhance our
competitive position. We anticipate that we will fund capital expenditures with cash from operations and cash on hand. In response to changing
economic conditions, we believe we have the flexibility to modify our capital expenditures by adjusting them (either upward or downward) to
match our actual performance. If we pursue any strategic acquisitions, we may incur additional capital expenditures.

Certain Information Concerning Off-Balance Sheet Arrangements

              Our subsidiaries derive revenues from buying and selling a variety of financial instruments. Certain of these instruments, including
equity options and futures products, give rise to off-balance-sheet risk. Risk arises from changes in the value of these contracts (market risk) and
also from the potential inability of counterparties to perform under the terms of the contracts (credit risk). Our market making subsidiaries rely
upon proprietary computer systems that reevaluate our prices each second in order to minimize market risk inherent in their portfolios at any
moment. Credit risk is limited in that substantially all of the contracts entered into are settled directly at securities and commodities clearing
houses or through member firms and banks with substantial financial and operational resources. Such clearing firms and banks are subject to the
rules and regulations of the various contract markets in which they operate. Our subsidiaries' exposure is also limited in most locations by the
segregation of assets, which protects our subsidiaries in the event of a bankruptcy or other disruption of business at the clearing firm or bank.
Our subsidiaries also seek to control credit risk by following an established credit approval process prior to beginning business with a new
counterparty.

              Certain of our subsidiaries enter into securities purchased under agreements to resell transactions and securities sold under agreements
to repurchase transactions (repos) in addition to securities borrowing and lending arrangements, all of which may result in credit exposure in the
event the counterparty to a transaction is unable to fulfill its contractual obligations. In accordance with industry practice, repos are collateralized
by securities with a market value in excess of the obligation under the contract. Similarly, securities borrowed and loaned agreements are
collateralized by deposits and receipts of cash. Our subsidiaries attempt to minimize credit risk associated with these activities by monitoring
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collateral values on a daily basis and requiring additional collateral to be deposited with or returned to our subsidiaries when deemed necessary.

              Securities sold but not yet purchased represent obligations of our subsidiaries to deliver the specified securities at the contracted price
and, thereby, may create a liability to repurchase them in the market at prevailing prices. Accordingly, these transactions result in
off-balance-sheet risk as our subsidiaries' repurchase of such securities may exceed the amount reported in our consolidated statement of
financial condition. Our continuous pricing and risk management systems are designed to minimize such risk on an overall portfolio basis.

Contractual Obligations Summary

Our contractual obligations principally include obligations associated with our outstanding indebtedness and interest payments as of
December 31, 2006.

Payments Due by Year

Total 2007-2008 2009-2010 Thereafter

(in millions)

Senior notes $ 150.6 $ 150.6 $ � $ �
Interest payments on senior notes(1) 12.9 12.9 � �
Senior secured credit facility 150.0 � 150.0 �
Interest payments on senior secured credit facility(1) 30.3 17.9 12.4 �
Operating leases 44.6 13.1 11.7 19.8

Total contractual cash obligations $ 388.4 $ 194.5 $ 174.1 $ 19.8

(1)
Future principal and interest payments are calculated based on the assumption that all debt is outstanding until maturity.

              Additionally, as of December 31, 2006, we provide standby letters of credit to clearing houses totaling $8.4 million, which expire at
various dates through March 2007.

Seasonality

              Our business is subject to seasonal fluctuations, reflecting varying numbers of market participants at times during the year and varying
numbers of trading days from quarter to quarter, including declines in trading activity due to holidays. Typical seasonal trends may be
superseded by market or world events, which can have a significant impact on prices and trading volume.

Inflation

              Although we cannot accurately anticipate the effect of inflation on our operations, we believe that inflation has not had for the three
most recent years, and is not likely in the foreseeable future to have, a material impact on our results of operations.

Strategic Investments and Acquisitions

              We periodically engage in evaluations of potential strategic investments and acquisitions. In February and March 2007, IB Exchange
Corp., one of our subsidiaries, completed the purchase of a total of $19.2 million of three year senior secured promissory notes issued by W.R.
Hambrecht + Co., Inc., the parent of WR Hambrecht + Co, LLC, one of the placement agents for this offering. See "Transactions with Related
Persons, Promoters and Certain Control Persons�Investment in W.R. Hambrecht + Co., Inc." In March 2006, IBG LLC invested $20.0 million in
OneChicago LLC and $4.25 million in the newly-created ISE Stock Exchange, LLC. As of December 31, 2006, IBG LLC has invested
$5.0 million in the newly-created CBOE Stock Exchange, LLC. OneChicago LLC operates an electronic futures trading
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platform that currently trades SSF contracts. ISE Stock Exchange, LLC operates an electronic equities trading platform that was launched in
September 2006. CBOE Stock Exchange, LLC plans to operate an electronic trading platform and as of December 31, 2006 was in a
developmental stage. We intend to continue making acquisitions on an opportunistic basis generally only when the acquisition candidate will, in
our opinion, enable us to acquire either technology or customers faster than we could develop them on our own. Currently, there are no
definitive agreements with respect to any material acquisition.

Recent Accounting Pronouncements

              In May 2005, the Financial Accounting Standards Board (FASB) issued SFAS No. 154, Accounting Changes and Error Corrections,
which replaces APB Opinion No. 20 and SFAS No. 3, and changes the requirements for reporting of a change in accounting principle. SFAS
No. 154 is effective for accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005, although early
adoption is permitted for accounting changes and corrections of errors made in fiscal years beginning after the date that SFAS No. 154 was
issued. Adoption of SFAS No. 154 in the first quarter of 2006 did not have a material effect on our consolidated financial statements.

              In June 2005, the EITF reached a consensus on Issue 04-5, Determining Whether a General Partner, or the General Partners as a
Group, Controls a Limited Partnership or Similar Entity When the Limited Partners Have Certain Rights. EITF Issue 04-5 presumes that a
general partner (or managing member in the case of a limited liability company) controls a limited partnership, and should therefore consolidate
a limited partnership, unless the limited partners have the substantive ability to remove the general partner without cause based on a simple
majority vote or can otherwise dissolve the limited partnership, or unless the limited partners have substantive participating rights over decision
making. The guidance in EITF Issue 04-5 was effective immediately for all new limited partnership agreements and any limited partnership
agreements that are modified. The guidance is effective for existing partnership agreements for financial reporting periods beginning after
December 15, 2005 and may be reported as either a cumulative effect of a change in accounting principle or via retroactive restatement.
Adoption of EITF Issue 04-5 in the first quarter of 2006 did not have a material effect on our consolidated financial statements.

              On December 16, 2004, the FASB issued SFAS No. 123 (revised 2004), Share-Based Payment, a revision of SFAS No. 123,
Accounting for Stock-Based Compensation (SFAS No. 123R). In April 2005, the SEC delayed the effective date for SFAS No. 123R until the
first fiscal year beginning after June 15, 2005. As a result of the SEC ruling, we were required to adopt the provisions of SFAS No. 123R in the
first quarter of 2006. SFAS No. 123R clarifies and amends the guidance of SFAS No. 123 in several areas, including measuring fair value,
classifying an award as equity or as a liability, attributing compensation cost to service periods and accounting for forfeitures of awards. We
adopted SFAS No. 123R using the prospective method and accordingly the adoption did not have a material impact on our consolidated financial
statements.

              In February 2006, the FASB issued SFAS No. 155, "Accounting for Certain Hybrid Financial Instruments an amendment of FASB
Statements No. 133 and 140." SFAS No. 155 permits companies to elect, on a transaction-by-transaction basis, to apply a fair value
measurement to hybrid financial instruments that contain an embedded derivative that would otherwise require bifurcation under SFAS No. 133.
SFAS No. 155 is effective for financial statements issued for fiscal years beginning after September 15, 2006. Adoption of SFAS No. 155 is not
expected to have a material effect on the Group's consolidated statements of financial condition, income or cash flows.

              In June 2006, the FASB issued FASB Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes�an interpretation of
FASB Statement No. 109 (FIN No. 48), which is effective for fiscal years beginning after December 15, 2006. FIN No. 48 requires enterprises to
assess and account for the effect of uncertainty of tax positions taken or to be taken on tax returns in their financial statements.
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Adoption of FIN No. 48 is not expected to have a material effect on our consolidated financial statements.

              In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair value, establishes a
framework for measuring fair value and requires enhanced disclosures about fair value measurements. SFAS No. 157 requires companies to
disclose the fair value of its financial instruments according to a fair value hierarchy (i.e., levels 1, 2, and 3, as defined). Additionally, companies
are required to provide enhanced disclosure regarding instruments in the level 3 category, including a reconciliation of the beginning and ending
balances separately for each major category of assets and liabilities. SFAS No. 157 is effective for financial statements issued for fiscal years
beginning after November 15, 2007 and for interim periods within those fiscal years. Adoption of SFAS No. 157 is not expected to have a
material effect on our results of operations or financial position.

              In September 2006, the SEC issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial Statements (SAB No. 108). SAB No. 108 is effective for annual financial statements for
fiscal years ending after November 15, 2006, and requires registrants to assess the effects of correcting prior years' misstatements on the current
year's statement of income. The cumulative effect, if any, of initial application is to be reported as of the beginning of such fiscal year. Adoption
of SAB No. 108 for 2006 did not have a material effect on our consolidated financial statements.

              In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities, Including an
Amendment of FASB Statement No. 115." SFAS No. 159 permits entities to choose, at specified election dates, to measure many financial
instruments and certain other items at fair value that are not currently required to be measured at fair value. SFAS No. 159 is effective for
financial statements issued for an entity's first fiscal year beginning after November 15, 2007. Management is currently evaluating the impact
that adoption of SFAS No. 159 may have on our consolidated financial statements.

Quantitative and Qualitative Disclosures about Market Risk

              We are exposed to various market risks. Our exposures to market risks arise from assumptions built into our pricing models, equity
price risk, foreign currency exchange rate fluctuations related to our international operations, changes in interest rates which impact our
variable-rate debt obligations, and risks relating to the extension of margin credit to our customers.

Pricing Model Exposure

              Our strategy as a market maker is to calculate quotes a few seconds ahead of the market and execute small trades at tiny but favorable
differentials as a result. This is made possible by our proprietary pricing model, which continuously evaluates and monitors the risks inherent in
our portfolio, assimilates market data and reevaluates the outstanding quotes in our entire portfolio each second. Certain aspects of the model
rely on historical prices of securities. If the behavior of price movements of individual securities diverges substantially from what their historical
behavior would predict, we might incur trading losses. We attempt to limit such risks by diversifying our portfolio across many different options,
futures and underlying securities and avoiding concentrations of positions based on the same underlying security. Historically, our losses from
these events have been immaterial in comparison to our annual trading profits.

Foreign Currency Exposure

              As a result of our international market making activities and accumulated earnings in our foreign subsidiaries, our income and net worth
is exposed to fluctuations in foreign exchange rates. Our European operations and some of our Asian operations are conducted by our Swiss
subsidiary, THE. THE is
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regulated by the Swiss Federal Banking commission as a securities dealer and its financial statements are presented in Swiss francs.
Accordingly, THE is exposed to certain foreign exchange risks as described below:

�
THE buys and sells futures contracts and securities denominated in various currencies and carries bank balances
and borrows and lends such currencies in its regular course of business. At the end of each accounting period
THE's assets and liabilities are translated into Swiss francs for presentation in its financial statements. The
resulting gains or losses are reported as translation gain or loss in THE's income statement. When we prepare our
consolidated financial statements, THE's Swiss franc balances are translated into U.S. dollars for GAAP purposes.
THE's translation gains or losses appear as such on IBG LLC's income statement, included in trading gains.

�
THE's net worth is carried on THE's books in Swiss francs in accordance with Swiss accounting standards. At the
end of each accounting period, THE's net worth is translated at the then prevailing exchange rate into U.S. dollars
and the resulting gain or loss is reported in our statement of financial condition as "other comprehensive income,"
which is neither an income nor an expense item in our statement of income, in accordance with GAAP.

              Historically, we have taken the approach of not hedging the above exposures, based on the notion that the cost of constantly hedging
over the years would amount to more than the random impact of rate changes on our non-U.S. dollar balances. For instance, an increase in the
value of the Swiss franc would be unfavorable to the earnings of THE but would be counterbalanced to some extent by the fact that the yearly
translation gain or loss into U.S. dollars is likely to move in the opposite direction.

              In late 2005, we began to expand our market making systems to incorporate cash forex and forex options in order to hedge our currency
exposure at little or no cost. In September 2006, we began hedging our currency exposure throughout the day on a continuous basis. In
connection with the development of our currency hedging strategy, we have determined to base our net worth in GLOBALs, where a GLOBAL
is defined as consisting of 662/3 U.S. cents and 331/3 Euro cents. With the growth of our international operations, we foresee including other
currencies in our definition of the GLOBAL. As our forex market making systems continue to develop, and as more exchanges trade more
forex-based products electronically, we expect more trading volume to flow through this system and, accordingly, we expect to be able to
manage the risks in forex in the same low cost manner as we currently manage the risks of our market making in equity-based products.

Interest Rate Risk

              We had $150.0 million in variable-rate debt outstanding at December 31, 2006. These debt obligations are subject to fluctuations in
interest rates at the end of each borrowing term, which impact the amount of interest we must pay. If variable interest rates were to increase by
1.0% per annum, the annual impact to our net income from debt obligations of this amount would be a reduction of $1.5 million. Under our
senior secured revolving credit facility, we have the ability to choose borrowing tenors from overnight to twelve months, which permits us to
minimize the risk of interest rate fluctuations.

              We pay our electronic brokerage customers interest based on benchmark overnight interest rates in various currencies. We typically
invest a portion of these funds in U.S. government treasury securities with maturities of up to three months. If interest rates were to increase
rapidly and substantially, in increments that were not reflected in the yields on these treasury securities, our net interest income from customer
deposits would decrease. An unexpected increase of 0.25% would reduce our net annual interest income by approximately $1.0 million.
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              We also face substantial interest rate risk due to positions carried in our market making business to the extent that long or short stock
positions may have been established for future or forward dates on options or futures contracts and the value of such positions are impacted by
interest rates. We hedge such risks by entering into interest rate futures contracts. To the extent that these futures positions do not perfectly
hedge this interest rate risk, our trading gains may be adversely affected. The amount of such risk cannot be quantified.

Dividend Risk

              We face dividend risk in our market making business as we derive significant revenues in the form of dividend income from our
substantial inventory of equity securities, and must make significant payments in lieu of dividends on short positions in securities in our
portfolio. Projected future dividends are an important component of pricing equity options and other derivatives, and incorrect projections may
lead to trading losses. The amount of these risks cannot be quantified.

Margin Credit

              We extend margin credit to our customers, which is subject to various regulatory requirements. Margin credit is collateralized by cash
and securities in the customers' accounts. The risks associated with margin credit increase during periods of fast market movements or in cases
where collateral is concentrated and market movements occur. During such times, customers who utilize margin credit and who have
collateralized their obligations with securities may find that the securities have a rapidly depreciating value and may not be sufficient to cover
their obligations in the event of a liquidation. We are also exposed to credit risk when our customers execute transactions, such as short sales of
options and equities that can expose them to risk beyond their invested capital.

              We expect this kind of exposure to increase with growth in our overall business. Because we indemnify and hold harmless our clearing
firms from certain liabilities or claims, the use of margin credit and short sales may expose us to significant off-balance-sheet risk in the event
that collateral requirements are not sufficient to fully cover losses that customers may incur and those customers fail to satisfy their obligations.
As of December 31, 2006, we had $846.7 million in margin credit extended to our customers. The amount of risk to which we are exposed from
the margin credit we extend to our customers and from short sale transactions by our customers is unlimited and not quantifiable as the risk is
dependent upon analysis of a potential significant and undeterminable rise or fall in stock prices. Our account level margin credit requirements
meet or exceed those required by Regulation T of the Board of Governors of the Federal Reserve. As a matter of practice, we enforce real-time
margin compliance monitoring and liquidate customers' positions if their equity falls below required margin requirements.

              We have a comprehensive policy implemented in accordance with SRO standards to assess and monitor the suitability of investors to
engage in various trading activities. To mitigate our risk, we also continuously monitor customer accounts to detect excessive concentration,
large orders or positions, patterns of day trading and other activities that indicate increased risk to us.

              Our credit exposure is to a great extent mitigated by our policy of automatically evaluating each account throughout the trading day and
closing out positions automatically for accounts that are found to be under-margined. While this methodology is effective in most situations, it
may not be effective in situations where no liquid market exists for the relevant securities or commodities or where, for any reason, automatic
liquidation for certain accounts has been disabled.
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BUSINESS

Overview

              We are an automated global electronic market maker and broker specializing in routing orders and executing and processing trades in
securities, futures and foreign exchange instruments as a member of more than 60 electronic exchanges and trading venues around the world.

              Since our inception in 1977, we have focused on developing proprietary software to automate broker-dealer functions. The advent of
electronic exchanges in the last 16 years has provided us with the opportunity to integrate our software with an increasing number of exchanges
and trading venues into one automatically functioning, computerized platform that requires minimal human intervention. Our high degree of
automation enabled us to process on average 518,000 trades per day with an average of 505 employees in 2006. During 2005 and 2006, we
generated pretax income in each period at a rate of more than $1 million per employee. Publicly available data regarding other companies in the
securities and commodities industry indicate that this level of productivity is unparalleled for our industry. Automation has allowed us to
become one of the lowest cost providers of broker-dealer services and to increase significantly the volume of trades we handle.

              According to data compiled by the Futures Industry Association (FIA) based on data received from exchanges worldwide, in 2006, we
accounted for approximately 15.9% of exchange-listed equity options volume traded worldwide and approximately 18.7% of exchange-listed
equity options volume traded on those markets in which we actively trade. We were the number one liquidity provider on each of the three
largest U.S. options exchanges (the Chicago Board Options Exchange, the International Securities Exchange and the Philadelphia Stock
Exchange) during 2006, according to rankings provided by these exchanges. We serve sophisticated and active customers worldwide, including
institutional investors, financial advisors, brokers and individuals.

              As a market maker, we provide continuous bid and offer quotations on approximately 357,000 securities and futures products listed on
electronic exchanges around the world. Our quotes are driven by proprietary mathematical models that assimilate market data and reevaluate our
outstanding quotes each second. Unlike firms that trade over-the-counter (OTC) derivative products, it is our business to create liquidity and
transparency on electronic exchanges. Our profits have been principally a function of transaction volume on electronic exchanges rather than
volatility or the direction of price movements.

              As a direct market access broker, we serve the customers of both traditional brokers and prime brokers. We provide our customers with
an advanced order management, trade execution and portfolio management platform at a very low cost. Our customers can simultaneously
access different financial markets worldwide and trade across multiple asset classes (stocks, options, futures, foreign exchange (forex) and
bonds) denominated in ten different currencies, on one screen, from a single account based in any major currency. Our large bank and
broker-dealer customers may "white label" our trading interface (i.e., make our trading interface available to their customers without referencing
our name), or can select from among our modular functionalities, such as order routing, trade reporting or clearing, on specific products or
exchanges where they may not have up-to-date technology, in order to offer to their customers a complete global range of services and products.
Our most successful module is the dynamic IB SmartRoutingSM process, which manages orders among several stock and the six U.S. options
exchanges by providing efficient executions for customers and enables brokers to meet their best execution regulatory requirements.

              During 2006, our customers transacted an average of approximately 196,000 daily average revenue trades, which is a measurement of
revenue-generating trades and referred to as DARTs.
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              Our proprietary technology is the key to our success. We built our business on the belief that a fully computerized market making
system that could integrate pricing and risk exposure information quickly and continuously would enable us to make markets profitably in many
different financial instruments simultaneously. We believe that integrating our system with electronic exchanges and market centers results in
transparency, liquidity and efficiencies of scale. Together with the IB SmartRoutingSM system and our low commissions, this reduces overall
transaction costs to our customers and, in turn, increases our transaction volume and profits. Over the past 29 years, we have developed an
integrated trading system and communications network and have positioned our company as an efficient conduit for the global flow of risk
capital across asset and product classes on electronic exchanges around the world, permitting us to have one of the lowest cost structures in the
industry. We believe that developing, maintaining and continuing to enhance our proprietary technology provides us and our customers with the
competitive advantage of being able to adapt quickly to the changing environment of our industry and to take advantage of opportunities
presented by new exchanges, products or regulatory changes before our competitors.

              Our electronic market making and brokerage businesses are complementary. Both benefit from our combined scale and volume, as well
as from our proprietary technology. Our brokerage customers benefit from the technology and market structure expertise developed in our
market making business. The expense of developing and maintaining our unique technology, clearing, settlement, banking and regulatory
structure required by any specific exchange or market center is shared by both of our businesses. This, in turn, enables us to provide lower
transaction costs to our customers than our competitors, whether they use our services as market maker, broker or both. In addition, we believe
we gain a competitive advantage by applying the software features we have developed for a specific product or market to newly-introduced
products and markets over others who may have less automated facilities in one or both of our businesses or who operate only in a subset of the
exchanges and market centers on which we operate.

Our History

              Our founder, chairman and chief executive officer, Thomas Peterffy, began the business in 1977 as an individual market maker on the
American Stock Exchange. This enterprise was succeeded by our market making business, Timber Hill, which was formed in 1982, and our
brokerage business, Interactive Brokers, which was formed in 1993. Throughout our history, we have continued to create and refine innovative
technology to provide liquidity on better terms for our customers and to remain a leader in electronic market making for electronically-traded
products as illustrated by the following highlights:

�
In 1983, Timber Hill created the first handheld computers used for trading. The ability to track positions and
continually re-price options on one stock quickly gave Timber Hill market makers an advantage over their
counterparts on the AMEX, who continued to use fair value pricing sheets that were updated only once or twice a
day.

�
In 1984, Timber Hill created an integrated, computerized pricing and risk management system that allowed the
firm to centrally price and manage risk on a portfolio of equity derivatives traded in multiple locations around the
United States. Timber Hill implemented this system using touch-screen computers at the exchange floors.

�
In 1990, Timber Hill joined the first fully electronic options exchange, the Deutsche Terminbörse (DTB). By
directly connecting its market making system to the DTB's matching engine, price and trade reporting facilities,
Timber Hill demonstrated the viability of a fully automated market making system.

87

Edgar Filing: Interactive Brokers Group, Inc. - Form S-1/A

103



�
In 1993, Timber Hill market makers began using commercially available handheld computers on U.S. exchange
floors, communicating by radio with the firm's central pricing systems.

�
In 1995, Interactive Brokers created a customer workstation, through which professional customers gained access
to exchanges around the world, and executed its first public customer trade.

�
In 1999, Interactive Brokers provided a "smart routing" linkage for multiple listed equity options and began to
clear online trades for customers trading stocks and equity derivatives through our system.

�
In 2000, Timber Hill became a primary market maker on the International Securities Exchange (ISE), the first
fully electronic U.S. options exchange. By connecting our system to the ISE, just as we have done with many
European and Asian exchanges, we maintained continuous quotes for products listed on the ISE, making electronic
option trading a viable alternative to open outcry option trading in the United States.

�
In 2002, Interactive Brokers, the Bourse de Montreal and the Boston Stock Exchange together formed the Boston
Options Exchange (BOX). Interactive Brokers also launched the IB Universal AccountSM, which allowed trading
of stocks, options and futures across multiple currencies from a single account.

�
In 2004, Interactive Brokers created account structures for the financial advisors and introducing broker-dealers,
thereby allowing professionals to service their customers on the IB platform.

�
In 2005, Interactive Brokers began offering forex trading by building two internal exchanges that aggregated
electronic bids and offers from major money center banks on one platform, enabling our customers and our market
making system to execute efficient forex trades, and introduced the IB Daily Options Commentary and options
scanner statistics, furnishing professional traders with important derivatives market indicators.

�
In 2006, Interactive Brokers implemented a fully automated platform for trading of U.S. equity and index options
in penny increments. We also made an equity investment in, and began contributing our technology to,
OneChicago, LLC, the all-electronic security futures exchange offering single stock futures, and we began to
prepare our software for portfolio margining.

Trading Volume Growth

              The following table sets forth IBG LLC's growth in customer trades and market making trades since 2003:

Period
Customer

Trades

% Growth
Over

Same Period
Last Year

Market Making
Trades

% Growth
Over

Same Period
Last Year

Total
Trades

% Growth
Over

Same Period
Last Year

Average Trades
per U.S.

Trading Day

(In thousands, except percentages)

2003 25,115 32,772 57,887 230
2004 31,808 27% 41,506 27% 73,314 27% 290
2005 42,180 33% 54,044 30% 96,224 31% 382
2006 64,066 52% 66,043 22% 130,108 35% 518

88

Edgar Filing: Interactive Brokers Group, Inc. - Form S-1/A

104



Our Industry and Market Opportunity

              On most business days, trillions of dollars in securities, commodities, currencies and derivative instruments are traded around the world.
These products range from standardized financial instruments, such as common equity securities and futures contracts typically traded on
exchanges, to more complex, less standardized instruments, such as over-the-counter derivatives, that are typically traded between institutional
dealers. Buyers and sellers of exchange-traded financial instruments benefit from:

�
the price transparency, anonymity and enhanced liquidity, in the form of continuous bids and offers, provided by
liquidity facilitators, such as market makers and specialists, who participate in those markets; and

�
the financial stability of the securities and commodities clearing houses associated with these exchanges.

              The financial markets in which we function as an automated market maker and broker are large and are experiencing substantial
growth. We are focused on developing technology and applying it as a financial intermediary to increase liquidity and transparency in the
financial markets in which we operate. The graphs below illustrate the growth of global financial markets over the past six years by product
class.

(1)
Data for global equity option volume excludes volume of the Kospi 200 Index Option Contract, which is an index of 200 stocks on the
Korea Stock Exchange.
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(1)
Data for global equity volume was based on annual volume of shares traded on the ten largest exchanges worldwide ranked by total
value of shares traded. The ten exchanges are: BME Spanish Exchanges, Börsa Italiana SPA, The Deutsche Börse AG, The Euronext
Exchanges, Korea Exchange, London Stock Exchange, The NASDAQ Stock Exchange, NYSE Group, SWX Swiss Exchange and
Tokyo Stock Exchange.

Markets in Which We Participate

              We participate primarily in the following financial markets:

�
Derivatives:    Financial instruments that derive their value based on the value of an underlying asset, such as a
stock, a commodity, an interest rate, an index or a currency. Common types of derivatives include options and
futures.

�
Equity options:    Contracts giving the holder the right to buy or sell an underlying stock or equity index, at a
specified price, by a specific date.

�
Futures and options on futures:    Contracts to buy or sell a particular commodity or financial instrument at a
specified price, on a specified date in the future and options thereon.

�
Exchange Traded Funds (ETFs) and options on ETFs:    Shares that may be redeemed for a defined basket of
securities and that trade on exchanges throughout the day at prices determined by the market and options therein.

�
Foreign exchange:    Exchange of various currencies, which facilitate currency conversion and fluid markets.

�
Equities:    Securities representing equity ownership interests in publicly traded companies.
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Derivatives

              Derivatives are increasingly being used by financial institutions, hedge funds and large corporations to manage risk or take advantage of
the anticipated direction of a market, by allowing holders to manage exposure to gains or declines in the price of underlying assets without
having to buy or sell such underlying assets.

              Furthermore, the number of different derivative instruments is growing, as exchanges and other financial institutions develop new and
innovative derivative instruments to meet industry demands for sophisticated risk management and complex financial arbitrage. Novel derivative
instruments often have distinct terms and little or no trading history with which to estimate a price. Markets for new derivative instruments
therefore require market intelligence, the services of highly-skilled and well-informed market makers and reliable market data and pricing tools.

              Within the derivatives markets, our focus is on exchange-listed equity options and futures, each of which is described in greater detail
below.

Equity Options

              Equity options are traded on approximately 35 exchanges around the world. In the United States, equity options are currently traded on
the American Stock Exchange, the Chicago Board Options Exchange, the International Securities Exchange, NYSE Arca, the Boston Options
Exchange and the Philadelphia Stock Exchange. U.S. annual equity option volume increased from 781 million contracts traded in 2001 to
2.0 billion contracts traded in 2006 according to the FIA, representing a CAGR of 21.0%. Similarly, global annual equity options trading volume
has increased from 1.5 billion contracts in 2001 to 3.4 billion contracts in 2006, according to the FIA, representing a CAGR of 18.0%.

              We believe growth in the options market has increased dramatically over the last three decades largely due to the:

�
emergence of electronic trading and resulting access to real-time market data and cost effective executions;

�
substantial diminution in the cost of trading as a result of lower commissions and best execution and routing;

�
widespread use of multiple listings for each option contract;

�
proliferation of the type of options contracts including index options on equity indices;

�
growing use of sophisticated hedging techniques and the increased acceptance of derivatives as an asset class to
enable hedging; and

�
greater understanding on the part of institutions and individual investors of the uses and benefits of options.

Futures and Options on Futures

              Futures and options on futures are traded on approximately 60 exchanges around the world. In the United States, the four largest futures
exchanges are the Chicago Mercantile Exchange, the Chicago Board of Trade, the New York Mercantile Exchange and the New York Board of
Trade. Over the past six years, the U.S. and global futures and options on futures markets have grown substantially. Total U.S. volume for
futures and options on futures increased from 797 million contracts in 2001 to 2.5 billion
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contracts traded annually in 2006, according to the FIA, representing a CAGR of 26.1%. Total global volume for futures and options on futures
increased from 2.0 billion contracts in 2001 to 6.0 billion contracts traded annually in 2006, according to the FIA, representing a CAGR of
23.9%.

              We believe the growth in the futures and options on futures market is primarily due to:

�
greater access to the futures and options on futures markets through technological innovation and the relaxation of
regulatory barriers, resulting in a more liquid market;

�
substantial diminution in the cost of trading as a result of lower commissions and best execution and routing;

�
increasing awareness of the importance of risk management;

�
access to real-time market data and cost effective trading; and

�
growing awareness of the opportunities to obtain or hedge market exposure through the use of futures and options
on futures contracts at a lower cost than the cost of obtaining or hedging comparable market exposure by
purchasing or selling the underlying financial instrument or commodity.

Exchange-Traded Funds

              Like mutual funds, ETFs are comprised of various stocks and bonds. Unlike mutual funds, however, ETFs attempt to imitate a stock
market index, rather than actively add or remove stocks. ETFs can be traded during the day, they can be sold short and purchased on margin. As
a result, ETFs offer investors the diversification advantages of a mutual fund, while also possessing certain advantages of traditional stocks.
Examples of ETFs include Standard & Poor's SPDRs, Barclays iShares and Dow Jones Diamonds.

              The creation and trading of ETFs have grown dramatically in recent years. According to statistics tracked by Bloomberg L.P., average
daily trading volume of ETFs listed on U.S. exchanges increased from 101 million shares in 2001 to 398 million shares in 2006 representing a
CAGR of 31.6%. Over the same period, the number of ETFs listed on U.S. exchanges increased 235% from 113 to 379. Similarly, average daily
trading volume of ETFs listed globally increased from 116 million shares in 2001 to 576 million shares in 2006, representing a CAGR of 37.7%.
Over the same period, the number of ETFs listed globally increased 364% from 187 to 868.

              We believe the recent growth in ETFs is largely attributable to:

�
low bid/offer spreads compared to bid/offer spreads on the equivalent basket of securities;

�
the ability to trade ETFs during the trading day, unlike traditional mutual funds, which only trade at the end of the
trading day;

�
the ability to acquire an interest in a diversified portfolio of equities through the acquisition of one
exchange-traded security; and

�
relatively low expense ratios as compared to average mutual fund fees.

Foreign Exchange (Forex)

              The forex market enables individuals, businesses, banks and governments to buy and sell the currencies of different countries. There is
no single, unified forex market, largely due to the over-the-
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counter nature of currency markets; however, there are a number of interconnected marketplaces. Economic globalization has increased the
emphasis on greater geographic diversification of investments resulting in increased cross-border commercial activities. This has led to
increasing levels of cross-border trading and capital movements, which, in turn, has led to growth in the number of foreign exchange
transactions.

              The forex market is one of the largest markets in the world, in terms of cash value traded, and has a wide variety of participants
including, banks, central banks, currency speculators, corporations, governments and other financial institutions. As measured by the Bank for
International Settlements 2004 Triennial Central Bank Survey (covering foreign exchange and derivatives market activity in 2004), total average
daily foreign exchange turnover (the average daily amount of outright forwards, currency swaps and options) increased from $853 billion in
April 2001 to approximately $1.3 trillion in April 2004, a CAGR of 14.8%.

Equities

              Equity securities are traded on approximately 125 exchanges around the world, of which the ten largest exchanges, as measured by the
value of shares traded, accounted for 86% of the total value of equities traded globally in 2006. The exchange-traded equity markets have grown
during the past several years, as evidenced by the increase in trading volume and overall value of shares traded on major exchanges. For
example, The World Federation of Exchanges (WFE) reports that the total annual volume of shares traded on the ten largest exchanges grew
from 2.4 trillion shares in 2001 to 3.2 trillion shares in 2006, representing a CAGR of 6.3%. The WFE also reports that the total value of shares
traded on these ten exchanges grew from $28.8 trillion in 2002, when the WFE standardized its methodology for calculating trading value, to
$59.9 trillion in 2006, representing a CAGR of 20.1%.

              We believe the growth in the equities securities markets has been largely attributable to:

�
advances in trading and communications technology;

�
decimalization and emergence of electronic communications networks (ECNs) and other trading networks as
competition to traditional equities exchanges and the resulting decrease in execution costs;

�
proliferation of overseas markets and exchanges; and

�
general global economic expansion and growth.

              We believe that we are well-positioned to benefit from these anticipated industry growth trends. In the past decade, the electronic
market making and brokerage businesses have become synonymous with applying technology to secure the best price in electronic exchange
transactions. Given the increasing globalization and automation of the financial markets, we believe that our investment in technology for nearly
three decades and our overall technological capabilities provide us with a significant advantage over our competition. Our proprietary
technology gives us the ability to innovate quickly and to automate key aspects of our business and makes us a low cost provider of electronic
market making and brokerage services. As demonstrated by our primary role in the creation of fully automated electronic markets on the DTB in
1990 and on the ISE in 2000, we have been in the forefront of expansion into new financial products and exchanges and markets centers, and we
believe we are able to adapt to, and in some cases initiate the adoption of, trading standards in rapidly changing technological environment. For
instance, we initiated the trading of U.S. equity and index options in penny increments in 2006 through our fully automated platform. Our
combined electronic market making and brokerage systems offer access to exchanges and market centers that are typically not cost feasible for
brokerage-only business. We leverage the combined volume from our electronic market making and brokerage operations
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and proprietary technology to route orders effectively and to process trades resulting in consistently best executions and one of the lowest unit
costs in the industry.

Market Making

              Traditionally, market makers provide a critical function in securities markets by providing liquidity, in the form of continuous bids and
offers, in various types of financial instruments and facilitating rapid purchases and sales of such instruments with minimal price disturbance.
Market makers use their own capital and derive revenues from the small difference between the price paid when securities are bought and price
received when securities are sold, frequently within a few minutes. Market makers invest in computer software systems to compete with each
other to buy and sell the securities in which they make markets. It is the market makers' responsibility to make bids and offers and maintain a
fair and orderly market.

              Market makers compete for customer order flow by displaying bid and offer quotations for a guaranteed number of shares, and adjust
their bid and offer prices in response to the forces of supply and demand for each security. Market makers typically act as principal and derive
most of their revenues from the difference, or spread, between the price paid when a security is bought and the price received when that security
is sold or the price paid when bought back if a security is sold short. Buyers and sellers of equity securities, options, futures and foreign
currencies benefit from the price transparency, anonymity and enhanced liquidity provided by liquidity facilitators, such as market makers.

              With the arrival of electronic exchanges and direct market access brokers, the market making business has changed markedly. Direct
market access brokers, such as IB, charge very low commissions and offer the ability to their customers to interact with pending bids and offers
on electronic exchanges. As a result, traditional market makers have lost much of their historical time and place advantage over their
professional trader customer base. Many professional traders now successfully compete with market makers by efficiently interacting with bids
and offers or providing their own. This competition narrows bid/offer spreads, which in turn reduces transaction costs and increases transaction
volume.

              In this new electronic paradigm, market makers must transact many more trades at much lower markups and process them at very low
cost in order to remain viable. This requires sophisticated electronic market making systems that are able to update quotes, consummate trades,
keep positions and control risk on a large number of securities simultaneously. Making markets and carrying positions in a greater number of
securities increase the need for capital and have forced many smaller market making firms to sell their business to better capitalized firms. With
large-scale consolidation, market making for exchange-listed securities has become concentrated in a handful of large market making firms with
proprietary market making systems, augmented by smaller firms who use systems provided by various vendors. These systems interact with the
exchanges' systems, which are each driven by unique software developed independently by or for each exchange, and work according to
different rules unique to each particular exchange. The larger firms typically maintain simultaneous quotes for tens or even hundreds of
thousands of different securities, consummate transactions and update quotes in fractions of a second.

              The increasing availability of sophisticated best execution order routing systems increases price (bid and offer) competition among
market makers as these systems seek to execute each order at the best aggregate price. Technology and economies of scale are ever more
important considerations in the market making business. With an increasing number of smaller trades distributed among a greater number of
different instruments, risk control has become a more statistical, computationally intensive task, suitable for large computer systems.

              The introduction of new financial products over time (such as the recent rapid growth in the utilization of ETFs) and the proliferation of
new exchanges and market centers in the United States and
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throughout the world, many of which are electronic, have contributed, and are likely to continue to contribute, to the growth of the market
making industry in general and, in particular, the need for automated services that provide continuous bids and offers across many products in a
rapidly changing price environment.

Electronic Brokerage

              Brokerage firms offer execution and clearing in equity securities, options, fixed income, mutual funds and other securities to
individuals, institutions and active or professional traders. Traditional online brokerage firms cater to self-directed retail investors by providing
access to websites through which orders can be placed. Prime brokers act as settlement agent, provide custody for assets, provide financing for
leverage, and prepare daily account statements for their clients, who generally are money managers, hedge funds, market makers, arbitrageurs,
specialists and other professional investors. Direct-access trading systems allow an investor to see bid and offer quotes disseminated by market
centers and to direct orders to a specific destination to interact with a specific bid or offer using software and high-speed computer linkages to
such places as NASDAQ, various ECNs and options and futures exchanges.

              The retail electronic brokerage industry has experienced moderate growth in the past several years, as evidenced by both the increase in
the number of customer accounts and the trades executed by those customers. In the United States, the number of retail online brokerage
accounts has increased from 13.2 million in 2001 to 16.9 million in 2006, according to the publicly available filings of major U.S. online
brokers, representing a CAGR of 5.2%.

              In addition to the growth in the underlying markets, additional factors that are expected to continue to contribute to the overall growth
of the industry include:

�
the appeal of online trading to hedge funds, financial advisors and individual customers based on lower
commissions, convenience and hands-on control coupled with improved overall quality of trade execution;

�
increased customer acceptance of and confidence in electronic trading as a reliable, secure and cost-effective
medium for financial transactions;

�
the availability of financial information online, including research, real-time quotes, charts, news and company
information; and

�
the growth in the availability of high-speed Internet access by customers.

              The speed, efficiency and visibility provided by the Internet are expected to continue to drive an overall expansion of the electronic
brokerage industry. In addition, the proliferation of such tools as analytical software packages and third-party securities research is expected to
support the continued growth of the electronic brokerage industry as investors become increasingly comfortable with making their own
investment decisions and executing upon those ideas via the Internet.

              Certain of the primary factors associated with the projected growth of the market making industry, the ever-growing number of
institutions and individuals who trade electronically, the continued increase in the number and types of electronically-traded products and the
market centers in which those products are traded, are expected to continue to drive growth in the electronic brokerage industry. The rise in the
number of securities globally, along with an increasing level of interconnectivity between exchanges, should support the growth of the electronic
brokerage industry as investors seek to use the Internet to participate in these new investment opportunities.
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Our Competitive Strengths

              Proprietary technology.    We view ourselves primarily as a technology company. Since our inception in 1977, we have focused on
developing proprietary software to automate broker-dealer functions. Our proprietary technology makes us a low cost provider of market making
and brokerage services. We believe that our early and continuous investment in technology, as well as our overall technological capabilities,
provide us with a significant advantage over our competition by enabling us to make markets profitably in financial instruments (e.g., equity
options, futures, index options and equities) worldwide with low spreads between bid and offer prices, while at the same time providing our
customers with the ability to effect trades at execution and commission costs that are among the lowest in the industry. Through our automated
trading system and telecommunications network, we can continuously calculate and disseminate, in real-time, a bid and offer around the "most
probable price" for each tradable product in which our Timber Hill subsidiaries make markets. The same underlying systems and network enable
our electronic brokerage platform to provide our customers with customized capabilities to monitor multiple markets around the world instantly
and simultaneously and to execute trades electronically in these markets. Our proprietary technology also gives us the ability to innovate quickly
and to automate key aspects of our business, including order routing for best execution, real-time risk and credit management, clearing, customer
service, regulatory compliance and back-office functions. Other entrants in the automated market making business generally have arisen only
within the past ten years, whereas we have been developing our market making technology for nearly three decades. Accordingly, we believe
that our head start in developing this technology gives us a distinct advantage in time, experience and the amount of software and functionality
we have been able to develop over that time. In the last decade, the electronic market making and brokerage businesses have become
synonymous with applying technology to secure the best prices in electronic exchange transactions. We have been building our platform in
anticipation of this paradigm shift.

              Experienced management team.    Our key employees have significant experience and expertise in the application of technology to the
financial services industry and, as significant equity owners of IBG LLC, are heavily committed to our success. IBG LLC's five largest
member-owners are computer programmers, three of whom oversee software development on a full-time basis. Nearly half of IBG LLC's
members are software developers. Our senior management team has an average of 17 years tenure with us.

              Low cost structure.    Our focus on automation and expense management practices enables us to operate with a low cost structure. Our
technology allows us to be one of the lowest cost providers of liquidity to the global, exchange-listed equity and derivatives markets and global
execution and clearing services for professional traders and institutions. As a low cost provider with leading technology, we have achieved
significant organic growth in our market making and electronic brokerage businesses. Our low cost structure enables us to achieve significant
operating leverage on our scalable technology platform.

              Complementary lines of business.    We capitalize on the synergies between our market making and brokerage lines of business. Our
global market making presence and high volume enable our brokerage business to service customers competitively and provide sophisticated
investors and institutional traders with direct access to numerous electronically-traded products. We leverage the combined volume from our
market making and brokerage operations and our proprietary technology in each of these operations to route orders effectively and to process
trades on exchanges around the world, resulting in consistently best executions and one of the lowest unit costs in the industry. Our combined
market making and brokerage systems offer access to exchanges and market centers that are typically not cost feasible for brokerage-only
businesses.
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              Diversified revenue base.    We earn trading gains from our market making business as well as commissions and fee income from our
electronic brokerage business. We generate revenues from millions of relatively small and diversified individual trades. These trades are broadly
distributed geographically and among different products. In 2006, we executed approximately 130 million trades. These trades are broadly
distributed among approximately 357,000 tradable, exchange-listed products on more than 60 exchanges and market centers in 23 countries. In
the past three years, 25% to 40% of trading revenues were generated from international markets. The steady expansion of brokerage earnings has
also contributed to the diversification of our revenues. In 2006, brokerage operations contributed approximately 24% to our net revenues.

              Established business franchise.    We have been in operation for nearly three decades. In 2005, Institutional Investor ranked us the 16th
largest U.S. securities firm, as measured by consolidated capital. We are members of more than 60 major exchanges and market centers around
the world. Many of these memberships are franchises that are difficult to obtain. As of December 31, 2006, we held market maker licenses in 15
countries and 31 exchanges, and have preferential rights and obligations as designated specialists or market makers in approximately 1,100
classes of options in the United States. We operate on the world's largest and most important electronic securities and commodities exchanges,
and we accounted for 15.9% of the exchange-listed equity options volume traded worldwide and approximately 18.7% of exchange-listed equity
options volume traded on those markets on which we actively trade, in 2006, according to data compiled by the FIA based on data received from
exchanges worldwide. We believe that our proprietary technology, extensive market penetration, advanced trading and communications systems
and substantial capital and human resources together constitute a significant business franchise.

              Real-time risk management.    We operate as a market maker, not an investor. Therefore, our ability to generate profits is generally a
function of transaction volume on electronic exchanges rather than volatility or the direction of price movements. We seek to calculate quotes at
which supply and demand for a particular security are likely to be in balance a few seconds ahead of the market and execute small trades at tiny
but favorable differentials. Our proprietary pricing model continuously evaluates and monitors the risks inherent in our portfolio, assimilates
market data and reevaluates the outstanding quotes in our portfolio each second. Our model automatically rebalances our positions throughout
the trading day to manage risk exposures on our positions in options, futures and the underlying securities, and will price the increased risk that a
position may add to the overall portfolio into the bid and offer prices we post. Continuously, and in real-time, we believe our system maintains
an overall position that minimizes the risks from up or down market movements, and at a reasonable cost. The effectiveness of our risk
management is monitored closely by our management team. Our assets and liabilities are marked-to-market daily for financial reporting
purposes and re-valued continuously throughout the trading day for risk management and asset/liability management purposes. In our brokerage
business, we calculate margin requirements for each of our customers on a real-time basis across all product classes and across all currencies.
Recognizing that IB's customers are experienced investors, we expect our customers to manage their positions proactively and we provide tools
to facilitate our customers' position management. However, if a customer's equity falls below what is required to support that customer's margin
requirement, IB will automatically liquidate positions on a real-time basis to bring the customer's account into margin compliance. This is done
to protect IB, as well as the customer, from excessive losses and further contributes to our low-cost structure, by avoiding the costs associated
with bad debt. Our entire credit management process is automated, and IB does not maintain a margin department, which many traditional
brokerage firms employ. Over the past three years, we have experienced losses from bad customer accounts of approximately $1.1 million, or
less than 0.07% of total customer borrowings during that time period. In summary, our anticipated portfolio risk management system for market
making and our real-time credit management system for customer accounts enable us to maximize profits while minimizing losses typically
associated with manual risk management.
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              Strong financial position.    We maintain a conservative capital structure with a large equity capital base, highly liquid assets and low
financial leverage. As of December 31, 2006, we had equity capital of approximately $2.8 billion and our capital base grew organically at a
CAGR of approximately 25% from December 2001 to December 2006. As of December 31, 2006, we held $32.1 billion in total assets,
approximately 99% of which were highly liquid and readily convertible to cash, and our long-term debt-to-equity ratio was 11%. In May 2006,
we enhanced our financing flexibility by arranging a $300.0 million secured, three-year senior secured revolving credit facility that can also be
used as regulatory capital in our broker-dealer subsidiaries. Over the years, we have demonstrated consistent profitability in a variety of market
conditions. Our consolidated net income from 2002 to 2006 has ranged from $270.4 million to $734.2 million. Except for two years in the early
1990s when we incurred minor losses, we have been profitable every year since our inception in 1982, when Timber Hill was formed.

Our Strategies

              We plan to continue to grow our business and strengthen our market leadership position by executing the following strategies:

              Capitalize on industry growth trends.    We are well positioned in the financial markets as an automated global electronic market maker
and broker. Electronic trading volume in equities, listed options, futures and forex has been growing rapidly. We expect this trend to continue
due to the lower cost, the ability to execute quickly without errors, the anonymity associated with electronic trading and the increased knowledge
of investors of the advantages of various forms of exchange-listed derivative products. Our market share in these products has also been
growing. For example, our global market share in exchange-listed options has grown from 10.6% in 2004 to 13.8% in 2005 to 15.9% in 2006.
On markets where we actively trade, our market share has grown from 12.3% in 2004 to 16.3% in 2005 to 18.7% in 2006. On U.S. options
exchanges, our market share has grown from 12.6% in 2004 to 18.7% in 2005 to 21.4% in 2006. We intend to continue to use automation to
drive trading volume and increase our market share and revenues in these growing industries. We also intend to make selective, strategic
investments where such investments will enable us to offer better execution alternatives to our current and prospective customers or create new
opportunities for ourselves as market makers or where we can influence exchanges to provide competing products at better prices using
sophisticated technology.

              Drive increased trading volume through our low cost structure.    We intend to increase our trading volume by building on our leading
position as a low cost provider of market making and brokerage services. Our scale, technology and operational efficiencies provide an
advantage in delivering services at a low cost. Due to our high degree of automation, our net profit margins are generally higher than those of
our competitors. We intend to maintain or increase our market share by decreasing bid/offer spreads in the market for our customers and to
capture more order flow as we compete for market making and customer trades. Similarly, we seek to market ourselves to our current customers
and potential new classes of customers such as broker-dealers, hedge funds and conventional money managers based on our position as a low
cost provider of the best execution brokerage services to further drive order flow. We will continue to seek to refine our systems and processes
to enhance our ability to deliver our services at a low cost.

              Expand into new markets.    We intend to enter electronic markets where we are not currently operating as a market maker or broker,
including markets in new geographic locations. We will also continue to expand our market making and brokerage services for new security
types as they become available. Our technology will be a key enabler in achieving this goal. We generally do not engage in any business that we
cannot automate prior to entering into the business. We seek to enter new markets or
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product classes in which the execution of transactions can be automated using our technology. Many of these markets are in nascent stages from
an automation and information perspective but have the ability to utilize sophisticated technology. This gives us the opportunity to play a key
role in providing liquidity to new markets and products early in their life cycle and, in doing so, to handle a large market share. Our entry into
new markets starts as a software development project. Once we have built the appropriate technology interface for that business and have
satisfactorily integrated it with our automated platform, we then provide access to these new markets for our customers. We can then drive
trading volumes and attract new customers from the geographic areas where these new markets are located, in order that they can integrate their
local investments with a global portfolio. We believe that our technology development skills enable us to enter new markets and add new
products more rapidly and efficiently than can our competitors.

              Market our customer offerings to new classes of customers.    We market ourselves to our customers based on our position as a low cost
provider as well as our superior execution, trading and account management tools. We intend to focus on obtaining new classes of customers,
such as broker-dealers, hedge funds and conventional money managers, whom we believe will find our "plug and play" systems much more
efficient than maintaining their own systems. We intend to add new products, new analytical tools, new order types and new trading features that
are in demand by our customers and potential customers. For example, new SEC regulations that allow brokers to calculate customer margin
requirements based on a portfolio risk-based model are expected to give us an opportunity to attract large trading accounts from hedge funds and
other professional traders who currently use the services of prime brokers. We believe that these new portfolio margining rules will decrease the
importance of providing leverage to hedge funds beyond those permitted by current U.S. rules (which we do not do) and will allow us to
compete on the basis of price, where we are a low price provider of services. We will also continue our efforts to popularize OneChicago, an
all-electronic securities futures exchange, and SSF products as a vehicle to reduce financing costs for hedge funds, thus providing another
growth opportunity.

Market Making�Timber Hill

              We conduct our market making business through our Timber Hill subsidiaries. As one of the largest market makers on many of the
world's leading electronic exchanges, we provide liquidity by offering competitively tight bid/offer spreads over a broad base of approximately
357,000 tradable, exchange-listed products, including equity derivative products, equity index derivative products, equity securities and futures.
As principal, we commit our own capital and derive revenues or incur losses from the difference between the price paid when securities are
bought and the price received when those securities are sold. Because we provide continuous bid and offer quotations and we are continuously
both buying and selling quoted securities, we may have either a long or a short position in a particular product at a given point in time.
Historically, our profits have been principally a function of transaction volume on electronic exchanges rather than volatility or the direction of
price movements. Our strategy is to calculate quotes at which supply and demand for a particular security are likely to be in balance a few
seconds ahead of the market and execute small trades at tiny but favorable differentials. Our quotes are based on our proprietary model rather
than customer order flow, and we believe that this approach provides us with a competitive advantage.

              As a matter of practice, we will generally not take portfolio positions in either the broad market or the financial instruments of specific
issuers in anticipation that prices will either rise or fall. Our entire portfolio is evaluated each second and continuously rebalanced throughout the
trading day, thus minimizing the risk of our portfolio at all times. This real-time rebalancing of our portfolio, together with our real-time
proprietary risk management system, enables us to curtail risk and to be profitable in both up-market and down-market scenarios.
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              We are a market leader in exchange-traded equity options and equity-index options and futures. Together with our electronic brokerage
customers, in 2006 we accounted for approximately 15.9% of exchange-listed equity options traded worldwide and approximately 18.7% of
exchange-listed equity options volume traded on those markets in which we actively trade, according to data compiled by the FIA based on data
received from exchanges worldwide. Our ability to make markets in such a large number of exchanges and market centers simultaneously
around the world is one of our core strengths and has contributed to the large volumes in our market making business. We engage in market
making operations in North America, Europe and in the Asia/Pacific region as described below.

              North American Market Making Activities.    Our U.S. market making activities are conducted through TH LLC, an SEC-registered
securities broker-dealer that conducts market making in equity derivative products, equity index derivative products and equity securities. Since
its inception in 1982, TH LLC has grown to become one of the largest of the listed options market makers in the United States. As of
December 31, 2006, TH LLC held specialist, primary market maker, designated primary market maker or lead market maker designations in
options on approximately 1,100 underlying securities listed in the United States. TH LLC is a member at the American Stock Exchange, Boston
Options Exchange, Chicago Board Options Exchange, Chicago Mercantile Exchange, Chicago Board of Trade, International Securities
Exchange, OneChicago and Philadelphia Stock Exchange. We also conduct market making activities in Canada through our Canadian
subsidiary, Timber Hill Canada Company.

              International Market Making Activities.    Our international market making subsidiaries conduct operations in 20 countries, comprising
the major securities markets in these regions.

              We began our market making operations in Europe in 1990. In Germany and Switzerland, we have been among the largest equity
options market makers in terms of volume on Eurex, the world's largest futures and options exchange, which is jointly operated by Deutsche
Börse AG and SWX Swiss Exchange. We have also been active in trading German stocks and warrants as a member of the XETRA, the German
electronic stock trading system, and the Frankfurt and Stuttgart stock exchanges; and in Swiss stocks and warrants as a member of the Swiss
Exchange (SWX) and Virt-x, a cross-border trading platform for pan-European companies. Our other European operations are conducted on the
London Stock Exchange (LSE); the Irish Stock Exchange; the Copenhagen Stock Exchange; the Helsinki Stock Exchange; the Euronext
exchanges in Amsterdam, Paris, Brussels, Lisbon and London; EDX, formerly OM, the Swedish and Norwegian options market; the Swedish
Stock Exchange (SFB); the MEFF and Bolsa de Valencia in Spain; the IDEM and Borsa Italiana in Milan; and the ÖTOB in Vienna.

              Since 1995, we have conducted market making operations in Hong Kong. Our Hong Kong subsidiary, Timber Hill Securities Hong
Kong Ltd (THSHK), is a member of the Hong Kong Futures Exchange and the Stock Exchange of Hong Kong. Since 1997, we have conducted
operations in Australia. Our Australian subsidiary, Timber Hill Australia Pty Ltd, is a member of the Australian Stock Exchange, and routes
orders for its trading on the Sydney Futures Exchange through its affiliate, Interactive Brokers LLC. We commenced trading in Japan during the
first half of 2002 and in Korea and Singapore during 2004.

              In 2006 and 2005, our net revenues from our market making business were approximately $954.7 million and $738.5 million,
respectively, which represented approximately 76% and 79% of our total net revenues, respectively, during such periods.

Electronic Brokerage�Interactive Brokers

              We conduct our electronic brokerage business through our Interactive Brokers (IB) subsidiaries. As an electronic broker, we execute,
clear and settle trades globally for both institutional and individual
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customers. Capitalizing on the technology originally developed for our market making business, IB's systems provide our customers with the
capability to monitor multiple markets around the world simultaneously and to execute trades electronically in these markets at a low cost in
multiple products and currencies from a single trading account.

              Since launching this business in 1993, we have grown to approximately 80,000 institutional and individual brokerage customers. We
provide our customers with what we believe to be one of the most effective and efficient electronic brokerage platforms in the industry. The
following are key highlights of our electronic brokerage business:

�
Low Costs.    We provide our customers with among the lowest transaction costs in two ways. First, our customers
benefit from our advanced routing of orders designed to achieve the best available price. Second, we offer among
the lowest execution, commission and financing costs in the industry.

�
IB Universal AccountSM.    From a single point of entry in one IB Universal AccountSM, our customers are able to
trade products denominated in ten different currencies, across multiple classes of tradable, exchange-listed
products, including stocks, bonds, options, futures and forex, traded on more than 50 exchanges and market
centers and in 16 countries around the world seamlessly, a listing of which can be found at "Business�Exchanges
and Market Centers" below.

�
IB SmartRoutingSM.    Our customers benefit from our advanced routing. IB SmartRoutingSM retains control of the
customer's order, continuously searches for the best available price and, unlike most other routers, dynamically
routes and re-routes all or parts of a customer's order to achieve optimal execution and among the lowest execution
and commission costs in the industry, as described under "Business�Transaction Processing" below.

�
Flexible and Customizable System.    Our platform is designed to provide an efficient customer experience,
beginning with a highly automated account opening process and ending with a fast trade execution, with real-time
position monitoring. Our sophisticated interface provides interactive real-time views of account balances,
positions, profits or losses, buying power and "what if" scenarios to enable our customers to more easily make
informed investment decisions and trade efficiently. Our system is configured to remember the user's preferences
and is specifically designed for multi-screen systems. When away from their main workstations, customers are
able to access their accounts through our IB WebTraderSM or MobileTrader interfaces.

�
Interactive AnalyticsSM and IB Options AnalyticsSM.    We offer our customers state-of-the-art tools, which include
a customizable trading platform, advanced analytic tools and sophisticated order types such as guaranteed
combination trades. IB also provides real-time option analytics, an arbitrage meter (a tool that illustrates the extent
of the premium (or discount) of the lead month futures price above (or below) its fair future value with respect to
the index price) and various combinations of charts and other analytical tools.

�
White Labeling.    Our large bank and broker-dealer customers may "white label" our trading interface (i.e., make
our trading interface available to their customers without referencing our name), or can select from among our
modular functionalities, such as order routing, trade reporting or clearing, on specific products or exchanges where
they may not have up-to-date technology, in order to offer to their customers a complete global range of services
and products.
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              IB provides its customers with high-speed trade execution at low commission rates, in large part because it utilizes the backbone
technology developed for Timber Hill's market making operations. As a result of our advanced electronic brokerage platform, IB attracts
sophisticated and active investors. IB's individual customers generate more DARTs than do typical online customer accounts in the industry. As
illustrated in the following graph, from December 2002 to December 2006, the dollar amount of IB customer equity accounts grew at a CAGR
of 75%, and the number of IB customer and cleared accounts grew at a CAGR of 37%.

              For the years ended December 31, 2005 and 2006, our net revenues from our electronic brokerage business were approximately
$185.3 million and $298.3 million, respectively, which represented approximately 20% and 24% of our total net revenues, respectively, during
such periods.

Why IB is Unique

              We believe that IB is unique in the electronic brokerage industry, as it is clearly distinguishable from traditional online brokers, prime
brokers and software providers although it provides many of the same services. For that reason, we believe comparisons with companies in these
business categories are not true reflections of our performance.

Although we offer all the services of online brokers, we are not in the category of typical online brokers:

              While we offer the services that typical online brokers offer, we also offer capabilities and price points that few online brokers match.
We expect our customers to have had trading experience and to understand how financial markets work in detail. Our platform incorporates
robust features and is not designed for use by non-professionals. To illustrate our positioning, we offer the following publicly
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available numerical comparisons with a large online broker, Schwab, and a smaller one specializing in derivatives, optionsXpress.

As of and for the Year Ended December 31, 2006

IB Schwab optionsXpress

Cleared accounts (in thousands) 80 6,737 205
Cleared DARTs (in thousands) 157 267 27

Average annual trades per account 493 10 37
Average commission per cleared trade (including
exchange and regulatory fees) $ 4.25 $ 13.38 $ 18.13

Interest
Paid on deposits of more than $100,000 5.05% 4.69% 4.09%
Charged on margin loans ($100,000 to
$1,000,000) 6.30% 9.06% 7.25%

While we offer many of the services of prime brokers, IB is not in the category of typical prime brokers:

              While we have an increasing number of hedge fund customers, there are three important aspects of prime brokerage services we do not
offer at this time:

�
we do not offer introductions to potential investors;

�
we do not execute or carry positions in OTC derivatives; and

�
we do not provide special leverage to our customers�that is, we do not extend margin loans beyond what is
prescribed by regulatory bodies.

              We expect the importance of this last service to diminish with the introduction of new portfolio margining rules. Portfolio margining, as
supported by the exchanges and clearing organizations, would set margin requirements as a function of the largest statistically possible portfolio
loss within a wide range of probabilities. See "Business�Regulation�Portfolio Margining" below. We understand regulatory approval of these new
rules to be imminent.

              Unlike typical online brokers, prime brokers do not publish their commission or financing rates or other information on their business
and therefore we cannot make a direct numerical comparison as with the online brokers. Prime broker charges are typically negotiated and there
are no standard rates.

While we offer most features and facilities offered by software providers, we are not a software provider:

              Although we offer most features and facilities that third-party software providers in our business offer, we do not sell, lease or rent our
software. We find that operating and maintaining our software, under our control, requires fewer people and can be done much more efficiently.
Furthermore, as our market making operation is the largest user of our platform, we are always aware of any problems or opportunities for
improvement. We develop all of our software ourselves, which has shielded us from the problems experienced by market participants who rely
on third-party software when attempting to update their software.
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              Our platform is interfaced with most of the world's exchanges, clearing organizations and data providers, as a result of additions of
products or features or changes in rules or market structure or technology, frequently require changes in our software. Given our position as a
primary market maker for many of these exchanges, we must update our software in conformity with exchange modifications and, therefore, we
are often the first to incorporate the latest advances in exchange technology. We believe that this is a competitive advantage as our customers are
often, for some time, the only ones who can take advantage of the new products and features.

Technology

              We are a technology-focused company. We built our business on the belief that a computerized trading system that could process
pricing and integrated risk exposure information quickly would enable us to make markets profitably in many different listed financial
instruments simultaneously. Since our inception in 1977, we have focused on developing proprietary software to automate broker-dealer
functions. During that time, we have been a pioneer in developing and applying technology as a financial intermediary to increase liquidity and
transparency in the capital markets in which we operate. Over the past 29 years, we have developed an automatically functioning, computerized
platform that requires minimal human supervision. Our trading system contains unique architectural aspects that, together with our massive
trading volume in markets worldwide, impose a significant barrier to entry for firms wishing to compete in our specific businesses and permit us
to compete favorably against our competitors.

              The quotes that we provide as market makers are driven by proprietary mathematical models that assimilate market data and reevaluate
our outstanding quotes each second. Because our technology infrastructure enables us to process rapidly large volumes of pricing and risk
exposure information, we are able to make markets profitably in securities with relatively low spreads between bid and offer prices. As market
makers, we must ensure that our interfaces connect effectively and efficiently with each exchange and market center where we make markets
and that they are in complete conformity with all the applicable rules of each local venue. Utilizing up-to-date computer and telecommunications
systems, we transmit continually updated pricing information directly to exchange computer devices and receive trade and quote information for
immediate processing by our systems. As a result, we are able to maintain more effective control over our exposure to price and volatility
movements on a real-time basis than many of our competitors. This is important, not only because our system must process, clear and settle
several hundred thousand market maker trades per day with a minimal number of errors, but also because the system monitors and manages the
risk on the entire portfolio, which generally consists of several million open contracts distributed among more than 100,000 different products.
Using our system, which we believe affords an optimal interplay of decentralized trading activity and centralized risk management, we quote
markets in approximately 357,000 securities and futures products traded around the world.

              In our electronic brokerage business, our proprietary technology infrastructure enables us to provide our customers with the ability to
effect trades at among the lowest execution and commission costs in the industry. Additionally, our customers benefit from real-time systems
optimization for our market making business. Customer trades are both automatically captured and reported in real time in our system. Our
customers trade on more than 50 exchanges and market centers in 16 countries around the world. All of these exchanges are partially or fully
electronic, meaning that a customer can buy or sell a product traded on that exchange via an electronic link from his or her computer terminal
through our system to the exchange. We offer our products and services through a global communications network that is designed to provide
secure, reliable and timely access to the most current market information. We provide our customers with a variety of means to connect to our
brokerage systems, including dedicated point-to-point data lines, virtual private networks and the Internet.
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              Specifically, our customers receive worldwide direct-access connectivity through our Trader Workstation (our real-time Java-based
trading platform), our proprietary Application Program Interface (API), and/or industry standard Financial Information Exchange (FIX)
connectivity. Customers who want a professional quality trading application with a sophisticated user interface utilize our Trader Workstation.
Customers interested in developing program trading applications in MS-Excel, Java, Visual Basic or C++ utilize our API. Large institutions with
FIX infrastructure prefer to use our FIX solution for seamless integration of their existing order gathering and reporting applications.

              While many brokerages, including online brokerages, rely on manual procedures to execute many day-to-day functions, IB employs
proprietary technology to automate, or otherwise facilitate, many of the following functions:

�
account opening process;

�
order routing and best execution;

�
seamless trading across all types of securities and currencies around the world from one account;

�
order types and analytical tools offered to customers;

�
delivery of customer information, such as confirmations, customizable real-time account statements and audit
trails;

�
customer service; and

�
risk management through automated real-time credit management of all new orders and margin monitoring.

Research and Development

              One of our core strengths is our expertise in the rapid development and deployment of automated technology for the financial markets.
Our core software technology is developed internally, and we do not generally rely on outside vendors for software development or
maintenance. To achieve optimal performance from our systems, we are continuously rewriting and upgrading our software. Use of the best
available technology not only improves our performance but also helps us attract and retain talented developers. Our software development costs
are low because the employees who oversee the development of the software are the same employees who design the application and evaluate its
performance. This also enables us to add features and further refine our software rapidly.

              Our internally-developed, fully integrated trading and risk management systems are unique and transact across all product classes on
more than 60 markets and 13 currencies around the world. These systems have the flexibility to assimilate new exchanges and new product
classes without compromising transaction speed or fault tolerance. Fault tolerance, or the ability to maintain system performance despite
exchange malfunctions or hardware failures, is crucial to successful market making and ensuring best executions for brokerage customers. Our
systems are designed to detect exchange malfunctions and quickly take corrective actions by re-routing pending orders.

              Our company is technology-focused, and our management team is hands-on and technology-savvy. Most members of the management
team write detailed program specifications for new applications. The development queue is prioritized and highly disciplined. Progress on
programming
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initiatives is generally tracked on a weekly basis by a steering committee consisting of senior executives. This enables us to prioritize key
initiatives and achieve rapid results. All new business starts as a software development project. We generally do not engage in any business that
we cannot automate and incorporate into our platform prior to entering into the business.

              The rapid software development and deployment cycle is achieved by our ability to leverage a highly integrated, object oriented
development environment. The software code is modular, with each object providing a specific function and being reusable in multiple
applications. New software releases are tracked and tested with proprietary automated testing tools. We are not hindered by disparate and often
limiting legacy systems assembled through acquisitions. Virtually all of our software has been developed and maintained with a unified purpose.

              For 29 years, we have built and continuously refined our automated and integrated, real-time systems for world-wide trading, risk
management, clearing and cash management, among others. We have also assembled a proprietary connectivity network between us and
exchanges around the world. Efficiency and speed in performing prescribed functions are always crucial requirements for our systems. As a
result, our trading systems are able to assimilate market data, recalculate and distribute streaming quotes for tradable products in all product
classes each second.

Transaction Processing

              Our transaction processing is automated over the full life cycle of a trade. Our market making software generates and disseminates to
exchanges and market centers continuous bid and offer quotes on approximately 357,000 tradable, exchange-listed products. Our fully
automated smart router system searches for the best possible combination of prices available at the time a customer order is placed and
immediately seeks to execute that order electronically or send it where the order has the highest possibility of execution at the best price.

              At the moment a trade is executed, our systems capture and deliver this information back to the source, either the market making system
or via the brokerage system to the customer, in most cases within a fraction of a second. Simultaneously, the trade record is written into our
clearing system, where it flows through a chain of control accounts that allow us to reconcile trades, positions and money until the final
settlement occurs. Our integrated software tracks other important activities, such as dividends, corporate actions, options exercises, securities
lending, margining, risk management and funds receipt and disbursement.

IB SmartRoutingSM

              IB SmartRoutingSM searches for the best destination price in view of the displayed prices, sizes and accumulated statistical information
about the behavior of market centers at the time an order is placed and IB SmartRoutingSM immediately seeks to execute that order
electronically. Unlike other smart routers, IB SmartRoutingSM never relinquishes control of the order, and constantly searches for the best price.
It continuously evaluates fast-changing market conditions and dynamically re-routes all or parts of the order seeking to achieve optimal
execution. IB SmartRoutingSM represents each leg of a spread order independently and enters each leg at the best possible venue. IB
SmartRouting AutorecoverySM re-routes a customer's U.S. options order in the case of an exchange malfunction, with IB undertaking the risk of
double executions. In addition, IB SmartRoutingSM checks each new order to see if it could be executed against any of its pending orders. As the
system gains more users, this feature becomes more important for customers in a world of multiple exchanges and penny price orders because it
increases the possibility of best executions for our customers ahead of customers of other brokers.
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Clearing and Margining

              Our activities in the United States are almost entirely self-cleared. We are a full clearing member of The Options Clearing Corporation
(OCC), the Chicago Mercantile Exchange Clearing House (CMECH), The Clearing Corporation and The Depository Trust and Clearing
Corporation.

              Due to our large positions in broad-based index products, we benefit from the cross-margin system maintained by these clearing houses.
For example, if we hold a position in an OCC-cleared product and have an offsetting position in a CMECH-cleared product, the cross-margin
computation takes both positions into account, thereby reducing the overall margin requirement. The reduced margin benefit proves especially
useful during times of market stress, such as on days with large price movements when intra-day margin calls may be reduced or eliminated by
the cross-margin calculation. We are planning to make similar benefits available to customers under an SEC-approved risk-based portfolio
margin program.

              In addition, we are self-cleared in the United Kingdom, Canada, Germany, Belgium, Ireland, France, Hong Kong, the Netherlands,
Norway, Sweden and Switzerland.

Exchanges and Market Centers

              The table below summarizes the exchanges and market centers on which our operating subsidiaries conduct business as well as certain
affiliations of these subsidiaries.

Timber Hill LLC
American Stock Exchange
Bolsa Mexicana de Valores
Boston Options Exchange
CBOE Futures Exchange
Chicago Board of Trade
Chicago Board Options Exchange
Chicago Mercantile Exchange
International Securities Exchange
Mercado Mexicano de Derivados
NASDAQ Stock Market
New York Board of Trade
NYSE Arca
OneChicago
Philadelphia Stock Exchange
U.S. Futures Exchange (formerly, Eurex US)
Member, National Association
     of Securities Dealers
Member, National Futures Association

Interactive Brokers LLC
American Stock Exchange
BondDesk
Boston Options Exchange
Boston Stock Exchange
CBOE Futures Exchange
Chicago Board Options Exchange
Chicago Stock Exchange
International Securities Exchange
ISE Stock Exchange
National Stock Exchange
New York Stock Exchange
NYSE Arca
OneChicago
Philadelphia Stock Exchange
Sydney Futures Exchange
U.S. Futures Exchange (formerly, Eurex US)
Member, National Association
     of Securities Dealers
Member, National Futures Association
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              Interactive Brokers LLC also subscribes to the following ECNs: ArcaEdge, Bloomberg Tradebook and Direct Edge.

Timber Hill Europe AG Timber Hill Securities Hong Kong Limited
Austrian Futures & Options Exchange (ÖTOB)
Bolsa de Valencia
Borsa Italiana (Borsa Valori di Milano)
Copenhagen Stock Exchange
EDX London
Eurex Deutschland
Eurex Schweiz
Euronext Amsterdam
Euronext Brussels
Euronext Paris
Euronext.Liffe
Euronext Lisbon
Frankfurt Stock Exchange
Helsinki Stock Exchange
Intercontinental Exchange
Korea Exchange
London Stock Exchange
MEFF
Osaka Stock Exchange
Oslo Bors
Singapore Exchange
Stockholm Stock Exchange
Stuttgart Stock Exchange
Swiss Exchange
Tokyo Stock Exchange
Vienna Stock Exchange
Virt-X
XETRA (Deutsche Borse Group)

Hong Kong Futures Exchange (HKFE)
Stock Exchange of Hong Kong

Timber Hill Australia Pty LTD
Australian Stock Exchange

Timber Hill Canada Company
Montreal Exchange
Toronto Stock Exchange

Interactive Brokers (U.K.) Limited
Borsa Italiana (IDEM Derivatives Market)
Irish Stock Exchange
London Stock Exchange

Interactive Brokers Canada Inc.
Toronto Stock Exchange
TSX Venture

Risk Management Activities

              The core of our risk management philosophy is the utilization of our fully-integrated computer systems to perform critical,
risk-management activities on a real-time basis. In our market making business, our real-time integrated risk management system seeks to ensure
that overall IBG positions are continuously hedged at all times, curtailing risk. In our electronic brokerage business, integrated risk management
seeks to ensure that each customer's positions are continuously credit checked and brought into compliance if equity falls short of margin
requirements, curtailing bad debt losses.

Market Making

              We employ certain hedging and risk management techniques to protect us from a severe market dislocation. Our risk management
policies are developed and implemented by our chairman and our steering committee, which is comprised of senior executives of our various
companies. Our strategy is to calculate quotes a few seconds ahead of the market and execute small trades at a tiny but favorable differential as a
result. This is made possible by our proprietary pricing model, which evaluates and monitors the risks inherent in our portfolio, assimilates
market data and reevaluates the outstanding quotes in our portfolio each second. Our model automatically rebalances our positions throughout
each trading day to manage risk exposures both on our options and futures positions and the underlying
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securities, and will price the increased risk that a position would add to the overall portfolio into the bid and offer prices we post. Under risk
management policies implemented and monitored primarily through our computer systems, reports to management, including risk profiles, profit
and loss analysis and trading performance, are prepared on a real-time basis as well as daily and periodical bases. Although our market making
is completely automated, the trading process and our risk are monitored by a team of individuals who, in real-time, observe multiple dimensional
representations of various risk parameters of our consolidated positions. Our assets and liabilities are marked-to-market daily for financial
reporting purposes and re-valued continuously throughout the trading day for risk management and asset/liability management purposes. No
more than 0.5% of firm capital is at risk of loss at any one time.

              As illustrated in the table below, since 1990 we have rapidly expanded the number of financial instruments in which we make markets
and our market presence. This diversification acts as a passive form of portfolio risk management.

1990 1998 2006

Equity option classes 32 510 2,651
Equity securities 38 1,122 7,189
Equity index products 11 86 299
Equity futures � � 880
Other financial futures � � �
Exchanges and market centers 8 31 65
              We trade primarily the options on stocks (and individual stocks) where the underlying equity market capitalization is greater than
$1 billion. Throughout the trading day we produce online, real-time profit and loss, risk evaluation, activity and other management reports. Our
software assembles from external sources a balance sheet and income statements for our accounting department to reconcile the trading system
results.

              The adaptability of our portfolio risk management system and trading methods have allowed us to expand not only the number of
financial instruments traded but also across markets. For additional information on how our risk management activities may affect our business,
financial condition or results of operations, please see "Risk Factors�Risks Related to Our Business."

Electronic Brokerage

              IB calculates margin requirements for each of its customers on a real-time basis across all product classes (stocks, options, futures,
bonds and forex) and across all currencies. Recognizing that IB's customers are experienced investors, we expect our customers to manage their
positions proactively and we provide tools to facilitate our customers' position management. However, if a customer's equity falls below what is
required to support that customer's margin, IB will automatically liquidate positions on a real-time basis to bring the customer's account into
margin compliance. This is done to protect IB, as well as the customer, from excessive losses and further contributes to our low-cost structure.
The entire credit management process is completely automated, and IB does not employ a margin department.

              As a safeguard, all liquidations are displayed on custom-built liquidation monitoring screens that are part of the tool set our technical
staff uses to monitor performance of our systems at all times the markets around the world are open. In the event our systems absorb erroneous
market data from exchanges, which prompts liquidations, risk specialists on our technical staff have the capability to halt liquidations that meet
specific criteria. The liquidation halt function is highly restricted.
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              IB's customer interface includes color-coding on the account screen and pop-up warning messages to notify customers that they are
approaching their margin limits. This feature allows customers to take action, such as entering margin-reducing trades, to avoid having IB
liquidate their positions. These tools and real-time margining allow IB's customers to understand their trading risk at any moment of the day and
help IB maintain low commissions, by not having to price in the cost of credit losses.

Operational Controls

              We have automated the full cycle of controls surrounding the market making and brokerage business. Key automated controls include
the following:

�
Our technical operations section continuously monitors our network and the proper functioning of each of our
nodes (exchanges, ISPs, leased customer lines and our own data centers) around the world.

�
Our real-time credit manager software provides pre- and post-execution controls by

�
testing every customer order to ensure that the customer's account holds enough equity to support the execution of
the order, rejecting the order if equity is insufficient or directing the order to an execution destination without
delay if equity is sufficient; and

�
continuously updating a customer account's equity and margin requirements and, if the account's equity falls below
its minimum margin requirements, automatically issuing liquidating orders in a smart sequence designed to
minimize the impact on account equity.

�
Our market making system continuously evaluates approximately 357,000 securities and futures products in which
we provide bid and offer quotes and changes its bids and offers in such a way as to maintain an overall hedge and
a low-risk profile. The speed of communicating with exchanges and market centers is maximized through
continuous software and network engineering innovation, thereby allowing the firm to achieve real-time controls
over market exposure.

�
Our clearing system captures trades in real-time and performs automated reconciliation of trades and positions,
corporate action processing, customer account transfer, options exercise, securities lending and inventory
management, allowing the firm to effectively manage operational risk.

�
Our accounting system operates with automated data feeds from clearing and banking systems, allowing the firm
to produce financial statements for all parts of our business every day by noon on the day following trade date.

�
Software developed to interface with the accounting and market making systems performs daily profit and loss
reconciliations, which provide tight financial controls over market making functions.
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Customers

              We established our electronic brokerage subsidiary, IB, in 1993 to enhance the use of our global network of trading interfaces,
exchange and clearinghouse memberships and regulatory registrations assembled over the prior 16 years to serve our market making business.
We realized that electronic access to market centers worldwide through our network could easily be utilized by the very same floor traders and
trading desk professionals who, in the coming years, would be displaced by the conversion of exchanges from open outcry to electronic systems.

              We currently service approximately 80,000 cleared customer accounts. Our customers reside in approximately 140 countries around the
world. IB currently executes trades for at least two of the largest commercial banks, at least two of the largest bulge bracket investment banks
and at least two of the largest online brokers.

              The target IB customer is one that requires the latest in trading technology, derivatives expertise, and worldwide access and expects low
overall transaction costs. IB's customers are mainly comprised of "self-service" individuals, former floor traders, trading desk professionals,
electronic retail brokers, financial advisors who are comfortable with technology, banks that require global access and hedge funds.

              Our customers fall into three groups based on services provided: cleared customers, trade execution customers and wholesale
customers. With the advent of portfolio margining, we believe we will be able to persuade more of our trade execution hedge fund customers to
utilize our cleared business solution, which will benefit the hedge funds in terms of cost savings. Many prime brokers offer increased leverage
over Regulation T credit limitations and NYSE margin requirements through offshore entities and joint back office arrangements. Through
portfolio margining, IB will now be able to offer similar leverage with lower margin requirements that reflect the reduced risk of a hedged
portfolio.

�
Cleared Customers:    We provide trade execution and clearing services to our cleared customers who are
generally attracted to our low commissions, low financing rates, high interest paid and best price execution. From
small market making groups and individual market makers, our cleared customer base has expanded over the years
to include institutional and individual traders and investors, financial advisors and introducing brokers.

�
Trade Execution Customers:    We offer trade execution for customers who choose to clear with another prime
broker or a custodian bank; these customers are able to take advantage of our low commissions for trade execution
as well as our best price execution.

�
Wholesale Customers:    Our wholesale customers, which include some of the largest banks and retail electronic
brokers, are generally self-clearing. These customers count on us for our superior options and option/stock
combination trade routing and execution and our ability to assist them in satisfying their regulatory requirements to
provide best execution to their customers.

              Our non-cleared customers include the large online brokers and increasing numbers of the proprietary and customer trading units of
U.S., Canadian and European commercial banks. These customers are attracted by the IB SmartRoutingSM technology as well as our direct
access to stock, options, futures, forex and bond markets worldwide.
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               As described in greater detail above under "Business�Technology," our customers receive worldwide direct-access connectivity in one
of three ways: the Trader Workstation (our real-time Java-based trading platform), our proprietary API, and/or industry standard FIX
connectivity.

Customer Service

              IB's customer service operations are designed around an integrated technical solution that shifts the inquiry/ response process as close to
the client as possible. The emphasis on self-help/self-describe methods allows us to provide information and solutions without dependency on a
large, personnel-intensive infrastructure. IB currently employs approximately 71 customer service providers.

Website Self-Help

              The foundation of our self-help model is a comprehensive website with substantial detail about all aspects of the trading/investing
experience. While many brokerage websites provide primarily marketing and inquiry routing functions, we consider transparent, facile access to
information to be the critical differentiating factor to allow sophisticated investors to both select IB as their broker and to thereafter optimize
their trading strategies.

              We maintain on our website an extensive library of tutorials and usage guides to help new clients familiarize themselves with the
features and functions of the trading interfaces. Our fee models are standardized and fully disclosed, allowing prospective clients to understand
easily our pricing, and obviating the need for inquiries to, and negotiations with, sales personnel. We publish details of product availability,
contract parameters, interest methods, margin methods, delivery rules and other information.

Customer Education

              We have developed an online "University of IB" which provides the framework for discussion of advanced topics using web-based
seminar (webinar) technology. Clients are able to watch, listen, and ask questions online as experts discuss some of the industry's most useful
and timely issues. For highly technical topics such as developing programming interfaces to IB's proprietary application program interface, the
webinar solution offers us the ability to communicate efficiently with groups of high value clients with special requirements.

Customer Service

              For customers requiring more personalized assistance, we maintain regional call centers in North America, Europe and Asia offering
24-hour support via live chat, web-based ticket interfaces, and telephone. All communication channels are tied into a proprietarily developed
central client information management system which, in addition to traditional customer relationship management functionality, also provides
automated inquiry routing to specialist teams, notification to appropriate customer service and management personnel, and quality control
facilities, as well as data windows into the real-time brokerage system.

              IB's customer service technology permits scalable, efficient rapid response service for professional clients. Customer Service personnel
can interact directly with brokerage system functionalities such as trade/order management, risk overview, and regulatory capital compliance,
allowing us to efficiently leverage our personnel resources by providing one-touch inquiry or resolution. Approximately 80% of all inquiries are
answered and resolved on the first point of contact.

              We also apply the self-help model into inquiry processing. Where possible, inquiries are handled automatically, using straight-through
processing response engines to collect required data and process specific requests. Inquiry status and resolution is visible to clients over a secure
web interface, where they are able refine their questions as needed and configure update/notification methods to include email and text message
notifications.
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              Telephone technologies incorporate the current state-of-the-art voice over Internet protocol and call routing standards. Integration of
Internet telephony directly into the trading interface is one of several initiatives under way to improve our service.

Quality Control

              We operate an aggressive internal quality control program which offers clients the opportunity to evaluate every service interaction. The
system automatically notifies managers within seconds of detecting potentially significant issues. The quality assurance management team
responds to these issues immediately, in some cases contacting clients directly via telephone within minutes.

Sales and Marketing

              IB has traditionally relied on its superiority in technology and trading costs to sell its broker services. Our marketing and sales strategy
is based on education, as we believe that once sophisticated traders and investors fully understand the benefits of superior technology and lower
trading costs, they will choose IB as their broker. In recent years, we have increased our sales education efforts with the following:

�
A sales team dedicated to selling our IB SmartRoutingSM technology to large retail brokers.

�
The introduction of our IB Options Intelligence Report which provides built-in options markets indicators to the
public, and can be received on a real-time basis by becoming an IB customer. The Options Intelligence Report is
now being posted to third-party websites such as the CBOE and Yahoo.

�
A television and print advertising campaign which emphasizes our strengths and competitive advantages in the
options markets, including trading options in penny increments.

�
A webinar program which provides training on a multitude of technology and product related information. More
than 20 webinars are offered by IB and other trading industry partners each month.

�
The establishment of a direct mail and direct email database of prospective customers to which we send market
education materials on a periodic basis.

�
More aggressive use of Internet banners and search providers.

�
Dedicated sales teams in North America, Europe, Asia and Australia.

�
Introduction of the annual IB Collegiate Trading Olympiad, which allows college students to compete for prizes
and jobs by developing program trading applications for the IB trading platform.

�
A features poll which allows our customers to nominate new technology ideas and to vote on the nominations.

�
Enhanced interaction with the media to emphasize the superiority of IB's technology.

�
A "reference book" website that aims to provide rich offering of trade reference material directly to our customers.
This includes users guides, flash tutorials, technical guidelines, a contract database, margin rules, and other
detailed information.

              All customer acquisitions are tracked and analyzed based on profitability on a regular basis so that adjustments can quickly be made to
our marketing efforts.
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              Finally, with the advent of portfolio margining, IB sees an opportunity to further target the hedge fund market. To take advantage of this
opportunity we will continue to enhance our worldwide cross product offerings, our options tools and hedge fund administration.

Competition

Market making

              Market makers range from sole proprietors with very limited resources, of which there are still a few hundred left, to a few highly
sophisticated groups which have substantially greater financial and other resources, including programmers and other research and development
personnel, than we do. Along with the ongoing conversion of exchanges from floor-based, open outcry arenas to electronic matching systems,
Timber Hill's competitors have changed from many individuals or groups of traders to large, integrated broker-dealers. Today, Timber Hill's
major competitors are large broker-dealers, such as Goldman Sachs, Citigroup, UBS, Morgan Stanley and Merrill Lynch, and niche players such
as Citadel, LaBranche, Group One Trading, Wolverine Trading and Peak6. Most of our competitors in market making are much larger than we
are and have more captive order flow, although this is less true with respect to our narrow focus on options, futures and ETFs listed on electronic
exchanges. In order to compete successfully, we believe that we must have more sophisticated, versatile and robust software than our
competitors. This is our primary focus, as contrasted with many of our competitors. With respect to these competitors, Timber Hill maintains the
advantage of having had much longer experience with the development and usage of its proprietary electronic brokerage and market making
systems. Market conditions that are difficult for other market participants often present Timber Hill with the opportunities inherent in diminished
competition. Our advantage is our expertise and decades of single-minded focus on developing our technology. This enables us to have a unique
platform specializing strictly in electronic market making and brokerage.

Electronic brokerage

              The market for electronic brokerage services is rapidly evolving and highly competitive. IB believes that it neither fits within the
definition of a traditional broker nor a prime broker. IB's primary competitors include offerings targeted to professional traders by large retail
online brokers (such as E*TRADE's Power E*TRADE Pro business and Charles Schwab & Co., Inc.'s CyberTrader business) and the prime
brokerage and electronic brokerage arms of major investment banks and brokers (such as Goldman Sachs' RediPlus business and Morgan
Stanley's Passport business). We also encounter competition to a lesser extent from full commission brokerage firms including Merrill Lynch,
Smith Barney (a division of Citigroup), as well as other financial institutions, some of which provide online brokerage services. The electronic
brokerage businesses of many of our competitors are relatively insignificant in the totality of their firms' business. IB provides access to a global
range of products from a single IB Universal AccountSM and professional level executions and pricing, which positions it in competition with
niche direct-access providers and prime brokers. In addition, IB provides sophisticated order types and analytical tools that give a competitive
edge to its customers.

Strategic Investments

              From time to time, we seek to make targeted investments in related businesses where we can contribute our technological expertise and
extensive knowledge of financial markets structure, in the United States and abroad. Investments in the Boston Options Exchange (BOX), the
newly-created ISE Stock Exchange and CBOE Stock Exchange and the OneChicago futures exchange are examples.

              In 2002, we became a founding member of the newly-created fully electronic BOX, which was the first options exchange to introduce a
price improvement mechanism, which allows customers to receive better prices than National Best Bid and Offer by having market makers
compete for the order via an auction, and by offering better prices denominated in pennies. Since introduction of price improvement
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by BOX, other leading U.S. options exchanges adopted similar mechanisms which have not attracted as much volume so far.

              In 2006, we made an equity investment in OneChicago, LLC, an all-electronic security futures exchange. OneChicago is a leading
provider of SSFs, a low-cost alternative to trading stock. SSFs are futures whose underlying assets are an individual stock or a narrow-based
index. Because SSFs are margined like futures, they require a fraction of the funds needed to purchase stocks and allow investors to avoid
paying for margin loans. In addition, SSFs provide hedge funds and other traders and investors, large and small, with the means to drastically
reduce financing costs associated with their stock positions. As a futures broker, we can offer SSFs whereas traditional online brokers that are
not also futures brokers cannot offer SSFs. Prime brokers may offer SSFs but not as seamlessly as we can. We believe that the ability to offer
SSFs to our customers gives us an additional competitive advantage.

              In 2006, we made an investment in the newly-created, fully-electronic ISE Stock Exchange, which began to offer in September 2006 a
continuous, instantaneous, fully automated and anonymous matching platform for trading stock. In 2006, we also made an investment in CBOE
Stock Exchange, which commenced its operations in March 2007.

              In February and March 2007, IB Exchange Corp., one of our subsidiaries, completed the purchase of a total of $19.2 million of three
year senior secured promissory notes issued by W.R. Hambrecht + Co., Inc., the parent of WR Hambrecht + Co, LLC, one of the placement
agents for this offering. See "Transactions with Related Persons, Promoters and Certain Control Persons�Investment in W.R.
Hambrecht + Co., Inc."

Regulation

              Our securities and derivatives businesses are extensively regulated by U.S. federal and state regulators, foreign regulatory agencies, and
numerous exchanges and self-regulatory organizations of which our subsidiaries are members. In the current era of heightened regulation of
financial institutions, we expect to incur increasing compliance costs, along with the industry as a whole.

Overview

              As registered U.S. broker-dealers, IB and TH LLC are subject to the rules and regulations of the Exchange Act, and as members of
various exchanges, we are also subject to such exchanges' rules and requirements. Additionally, as registered futures commission merchants, IB
and TH LLC are subject to the Commodity Exchange Act and rules promulgated by the CFTC and the various commodity exchanges of which
they are members. Finally, we are subject to the requirements of various self-regulatory organizations such as the NASD and the National
Futures Association (NFA). Our foreign affiliates are similarly regulated under the laws and institutional framework of the countries in which
they operate.

              U.S. broker-dealers and futures commission merchants are subject to laws, rules and regulations that cover all aspects of the securities
and derivatives business, including:

�
sales methods;

�
trade practices;

�
use and safekeeping of customers' funds and securities;

�
capital structure;

�
record-keeping;

�
financing of customers' purchases; and
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�
conduct of directors, officers and employees.

              In addition, the businesses that we may conduct are limited by our agreements with the NASD and our oversight by the NYSE. Both of
these organizations scrutinize their members' entry into new businesses. This process is time-consuming and may not be successful. Likewise,
participation in new business lines, including trading of new products or participation on new exchanges or in new countries often requires
governmental and/or exchange approvals, which may take significant time and resources. As a result, we may be prevented from entering new
businesses that may be profitable in a timely manner, or at all.

              As certain of our subsidiaries are members of the NASD, we are subject to certain regulations regarding changes in control of our
ownership. NASD Rule 1017 generally provides that NASD approval must be obtained in connection with any transaction resulting in a change
in control of a member firm. The NASD defines control as ownership of 25% or more of the firm's equity by a single entity or person and would
include a change in control of a parent company. As a result of these regulations, our future efforts to sell shares or raise additional capital may
be delayed or prohibited by the NASD.

Net Capital Rule

              The SEC, NASD, CFTC and various other regulatory agencies within the United States have stringent rules and regulations with respect
to the maintenance of specific levels of net capital by regulated entities. Generally, a broker-dealer's capital is net worth plus qualified
subordinated debt less deductions for certain types of assets. The Net Capital Rule requires that at least a minimum part of a broker-dealer's
assets be maintained in a relatively liquid form.

              If these net capital rules are changed or expanded, or if there is an unusually large charge against our net capital, our operations that
require the intensive use of capital would be limited. A large operating loss or charge against our net capital could adversely affect our ability to
expand or even maintain these current levels of business, which could have a material adverse effect on our business and financial condition.

              The SEC, NASD and NYSE impose rules that require notification when net capital falls below certain predefined criteria. These rules
also dictate the ratio of debt-to-equity in the regulatory capital composition of a broker-dealer, and constrain the ability of a broker-dealer to
expand its business under certain circumstances. If a firm fails to maintain the required net capital, it may be subject to suspension or revocation
of registration by the applicable regulatory agency, and suspension or expulsion by these regulators could ultimately lead to the firm's
liquidation. Additionally, the Net Capital Rule and certain NASD rules impose requirements that may have the effect of prohibiting a
broker-dealer from distributing or withdrawing capital and requiring prior notice to the SEC and the NASD for certain capital withdrawals.

Supervision and Compliance

              Our Compliance Department supports and seeks to ensure proper operations of our market making and electronic brokerage businesses.
The philosophy of the Compliance Department, as of our company as a whole, is to build automated systems to try to eliminate manual steps and
errors in the compliance process and then to augment these systems with human staff who apply their judgment where needed. We have built
automated systems to handle wide-ranging compliance issues such as trade and audit trail reporting, financial operations reporting, enforcement
of short sale rules, enforcement of margin rules and pattern day trading restrictions, review of employee correspondence, archival of required
records, execution quality and order routing reports, approval and documentation of new customer accounts, and anti-money laundering and
anti-fraud surveillance. In light of our automated operations and our automated compliance systems, we have a smaller and more efficient
Compliance Department than many traditional securities firms. Nonetheless, we have increased the staffing in our Compliance
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Department over the past several years to meet the increased regulatory burdens faced by all industry participants.

              IB and Timber Hill each have a Chief Compliance Officer who reports to its General Counsel and its internal audit and compliance
committee. These Chief Compliance Officers, plus certain other senior staff members, are NASD-registered principals with supervisory
responsibility over the various aspects of our business. Staff members in the Compliance Department or in other departments of the firm are also
registered with NASD, NFA, NYSE or other regulatory organizations.

Regulation NMS
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