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See accompanying notes to unaudited condensed consolidated financial statements.
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INVESTMENT TECHNOLOGY GROUP, INC. AND SUBSIDIARIES
Condensed Consolidated Statement of Changes in Stockholders Equity (unaudited)
Three Months Ended March 31, 2006
(In thousands, except share amounts)

Common Accumulated
Additional Stock Other
Preferred Common Paid-in Retained Held in Comprehensive
Stock Stock Capital Earnings Treasury Income
$ $ 514 $ 175,600 $ 442,647 $ (162,735 ) $ 6,280
6,757 7,798
642
1,693
26,407
87
442
118
$ $ 514 $ 184,692 $ 469,054 $ (154937 ) $ 6,927

See accompanying notes to unaudited condensed consolidated financial statements.

Total
Stockholders
Equity

$ 462,306

14,555

642

1,693

26,407

87

442
118
27,054

$ 506,250

Explanation of Responses:
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INVESTMENT TECHNOLOGY GROUP, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows (unaudited)

(In thousands)

Three Months Ended

March 31, 2006 March 31, 2005
Cash flows from Operating Activities:
Net income $ 26,407 $ 13,236
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 4,696 5,017
Deferred income tax expense benefit 3,691 1,088
Provision for doubtful accounts 400 173
Stock-based compensation 1,693 270
Gain on investments held (6,827 )
Changes in operating assets and liabilities:
Cash restricted or segregated under regulations and other (5,691 ) (780
Securities owned, at fair value (1,926 ) (289
Receivables from brokers, dealers and other, net (329,457 ) (765,432
Accounts payable and accrued expenses 750 3,214
Payables to brokers, dealers and other 314,871 769,119
Securities sold, not yet purchased, at fair value 2,137 1,999
Income taxes payable 10,015 (1,808
Excess tax benefit from share based payment arrangements (1,106 )
Other, net 728 (87
Net cash provided by operating activities 20,381 25,374
Cash flows from Investing Activities:
Acquisition of subsidiaries, net of cash acquired (239,978 ) (97,549
Proceeds from sale of investments 32,358
Capital purchases (5,135 ) (833
Capitalization of software development costs (4,619 ) 2,513
Net cash used in investing activities (249,732 ) (68,537
Cash flows from Financing Activities:
Proceeds from debt incurred 200,000
Payments on debt (8,000 )
Excess tax benefit from share based payment arrangements 1,106
Common stock issued 14,091 2,445
Net cash provided by financing activities 207,197 2,445
Effect of exchange rate changes on cash and cash equivalents 409 ) 312
Net decrease in cash and cash equivalents (22,563 ) (41,030
Cash and cash equivalents - beginning of year 261,044 206,465
Cash and cash equivalents - end of period $ 238,481 $ 165,435
Supplemental cash flow information
Interest paid $ 4,098 $ 847
Income taxes paid $ 4,285 $ 7,013

See accompanying notes to unaudited condensed consolidated financial statements.

7
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INVESTMENT TECHNOLOGY GROUP, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements (unaudited)

(1) Organization and Basis of Presentation

Investment Technology Group, Inc. ( ITG orthe Company ) was formed as a Delaware corporation on July 22, 1983. Its principal subsidiaries
include: (1) ITG Inc. and AlterNet Securities, Inc. ( AlterNet ), United States ( U.S. ) broker-dealers in equity securities, (2) ITG Execution
Services Inc., a New York Stock Exchange ( NYSE ) floor broker ( ITG Execution Services ), (3) Investment Technology Group Limited ( ITG
Europe ), an institutional broker-dealer in Europe, (4) ITG Australia Limited ( ITG Australia ), an institutional broker-dealer in Australia, (5) ITG
Canada Corp. ( ITG Canada ), an institutional broker-dealer in Canada, (6) ITG Hong Kong Limited ( ITG Hong Kong ), an institutional broker
dealer in Hong Kong, (7) ITG Japan Ltd. ( ITG Japan ), an institutional broker-dealer in Japan, which commenced brokerage activities in
September 2005, (8) ITG Software Solutions, Inc., our intangible property, software development and maintenance subsidiary in the U.S. and
subsequent to January 3, 2006, (9) The Macgregor Group Inc., ( Macgregor ), a leading provider of trade order management technology for the
financial community and Blackwatch Brokerage Inc. ( Blackwatch ), a U.S. broker dealer in equity securities and (10) Plexus Group, Inc.

( Plexus ), a provider of transaction cost analysis services.

Investment Technology Group, Inc. (NYSE: ITG), is a specialized agency brokerage and technology firm that partners with clients globally to
provide innovative solutions spanning the entire investment process. A pioneer in electronic trading, ITG has a unique approach that combines
pre-trade analysis, order management, trade execution, and post-trade evaluation to provide clients with continuous improvements in trading and
cost efficiency. The firm is headquartered in New York with offices in North America, Europe and the Asia Pacific regions.

We have two reportable segments: U.S. Operations and International Operations. The U.S. Operations segment provides equity trading, trade
order management and research services to institutional investors, plan sponsors, brokers and alternative investment funds and money managers
in the U.S. The International Operations segment includes our brokerage businesses in Europe, Australia, Canada and Hong Kong and Japan
(collectively, Asia ), as well as a research and development facility in Israel.

The condensed consolidated financial statements and accompanying notes are prepared in accordance with accounting principles generally
accepted in the U.S. ( U.S. GAAP ). All material intercompany balances and transactions have been eliminated in consolidation. The condensed
consolidated financial statements reflect all adjustments, which are in the opinion of management, necessary for the fair presentation of results.
Certain reclassifications and format changes have been made to prior period amounts to conform to the current period presentation.

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenues and expenses and the disclosure of contingent assets, liabilities, revenues and expenses. Actual

results could differ from those estimates. Effective January 1, 2006, we changed our estimate of the useful life of our capitalized software (which

is amortized on a straight-line basis) from two years to three years. This change in estimate resulted from our evaluation of the life cycles of our
developed software and our conclusion that our software products consistently have a longer life than previously estimated. We believe that this
change in estimate more accurately reflects the productive life of these assets. In accordance with Statement of Financial Accounting Standards

( SFAS ) No. 154, Accounting Changes and Error Corrections , the change in life has been accounted for as a change in accounting estimate on a
prospective basis from January 1, 2006. For the three months ended March 31, 2006, this change in accounting estimate increased pre-tax

income by $0.9 million, net income by $0.6 million and diluted earnings per share by $0.01.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with U.S. GAAP have been
condensed or omitted pursuant to such rules and regulations; however, management believes that the disclosures herein are adequate to make the
information presented not misleading. This report should be read in conjunction with our consolidated financial statements and footnotes
included in our annual report on Form 10-K for the year ended December 31, 2005.

Recent Accounting Pronouncements

Effective January 1, 2003, we adopted the fair-value method prescribed by SFAS No. 123, Accounting for Stock-Based Compensation, as
amended by SFAS No. 148, Accounting for Stock-Based Compensation  Transition and Disclosure. We used the prospective adoption method,
applying the fair-value accounting method and recognizing compensation expense based on the fair value of stock based awards granted for
fiscal 2003 and future years over the related service period. Under SFAS No. 123, stock based awards granted prior to fiscal 2003 continued to
be accounted for under the intrinsic value method prescribed by Accounting Principles Board ( APB ) Opinion No. 25, Accounting for Stock
Issued to Employees. Accordingly, under SFAS No. 123 no compensation expense was recognized for stock based awards granted prior to fiscal
2003.

Explanation of Responses: 6
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On January 1, 2006 we adopted SFAS No. 123R, Share Based Payment, a revision to SFAS No. 123, using the modified prospective transition
method. Under this method of adoption, compensation expense recognized during the first quarter of 2006 includes: (i) compensation cost for all
share based awards granted prior to, but not vested as of January 1, 2003 based on the grant date fair value and (ii) an estimate of forfeitures at
grant date (rather than recognizing forfeitures as incurred).

SFAS No. 123R clarifies and expands the guidance in SFAS No. 123 in several areas, including measuring fair values and attributing
compensation cost to reporting periods. Changes to SFAS No. 123 fair value measurement and services prescribed by SFAS No. 123R include a
requirement to (i) estimate forfeitures of stock based awards at the date of grant, rather than recognizing forfeitures as incurred as permitted by
SFAS No. 123, (ii) expense awards granted to retirement eligible employees and those employees that have non-substantive non-compete
agreements immediately, as they do not require future service, and (iii) recognize compensation cost of all stock based awards based upon the
grant date fair value (including pre-2003 awards), rather than our accounting practice under SFAS No. 123 under which we recognized
compensation cost for pre-2003 stock based awards based upon their intrinsic value. (See Note 5, Stock-Based Compensation for further
discussion).

(2) Cash Restricted or Segregated

Cash restricted or segregated represents (i) funds on deposit with a bank in Asia for the purpose of securing working capital facilities arising
from our Asian clearing and settlement activities, (ii) funds from the consideration paid for Hoenig Group Inc. held in escrow for the benefit of
Hoenig stockholders, (iii) a segregated account maintained by ITG Inc. s clearing broker on behalf of its Hoenig division for the benefit of
customers under certain directed brokerage arrangements, (iv) funds relating to the securitization of letters of credit supporting Macgregor leases
and (v) funds on deposit for European trade settlement activity.

(3) Securities Owned and Sold, Not Yet Purchased
The following is a summary of securities owned and sold, not yet purchased (dollars in thousands):

Securities Sold, Not Yet

Securities Owned Purchased
March 31, December 31, March 31, December 31,
2006 2005 2006 2005
Trading securities, at fair value:
Corporate stocks $ 1,444 $ 450 $ 2,193 $ 91
Mutual funds 5,714 5,567
Available-for-sale-securities, at fair value:
Corporate stocks 3,982
Total $ 11,140 $ 6,017 $ 2,193 $ 91

Available-for-Sale Securities

At March 31, 2006 we had available-for-sale securities primarily representing common stock in the NYSE Group, Inc. (the NYX Shares ) that we
received from the distribution of consideration in connection with the merger between the New York Stock Exchange, Inc. and Archipelago
Holdings, Inc. (the NYSE Merger ). These shares were received in exchange for the two exchange membership seats that were owned by our
broker-dealer subsidiary and are subject to a three year restriction on sale which expires annually in equal one-third tranches. The securities
classified as available-for-sale securities represent one-third of the total NYX Shares received, with a sale restriction expiring on March 7, 2007.

At March 31, 2006, the fair value of available-for-sale securities was $4.0 million and the net unrealized holding gain, net of tax, of $0.4 million

is recorded as an item of accumulated other comprehensive income. There were no securities classified as available-for-sale at December 31,

2005.

(4) Investments

Investments consist of investments in limited partnerships in hedge funds investing primarily in marketable securities and equity investments
held at cost which are summarized as follows:

March 31, December31,
2006 2005
(Dollars in thousands)

Investments in limited partnerships $ 11,025 $ 10,628

Explanation of Responses: 8



Edgar Filing: Pepper David A - Form 4

Investments at cost 5,892
Total $ 16,917 $ 10,628

Investments at cost consists of that portion of the NYX Shares which may be sold in two equal parts ending on March 7,

9

Explanation of Responses:
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2008 and March 7, 2009, as described in Note 3, Securities Owned and Sold, Not Yet Purchased , above. We will periodically assess the cost
basis of the investment to determine other than temporary impairment.

(5) Stock-Based Compensation

At March 31, 2006, we had a stock option plan and employee and non-employee director benefit plans, which are described more fully in Note
17, Employee and Non Employee Director Stock and Benefit Plans , in our Annual Report on Form 10-K for the year ended December 31, 2005.

Effective January 1, 2006, we adopted SFAS No. 123R using the modified prospective transition method. Under this method of adoption,
compensation expense recognized during the first quarter of 2006 includes: (i) compensation cost for all share based awards granted prior to, but
not vested as of January 1, 2003 based on the grant date fair value and (ii) an estimate of forfeitures at grant date (rather than recognizing
forfeitures as incurred). The impact of adopting FAS No. 123R was a $0.3 million decrease in pre-tax income (which includes a minimal benefit
related to estimated forfeitures) and $0.2 million decrease in after-tax net income. The impact on both basic and diluted earnings per share was
not material.

We began to account for stock based awards in accordance with the fair value method prescribed by SFAS No. 123, Accounting for Stock-Based
Compensation, as amended by SFAS No. 148, Accounting for Stock-Based Compensation  Transition and Disclosure on January 1, 2003. We
had adopted the prospective method, applying the fair-value accounting method and recognizing compensation expense based on the fair value
of stock based awards granted for fiscal 2003 and future years over the related service period. Stock based awards granted prior to fiscal 2003
were accounted for under the intrinsic value method prescribed by APB No. 25. Accordingly, under SFAS No. 123 no compensation expense
was recognized for stock based awards granted prior to fiscal 2003.

Under SFAS No. 123 cash flows related to income tax deductions in excess of the compensation cost recognized on stock based awards
exercised during the period presented ( excess tax benefit ) are classified in operating cash in flows in the condensed consolidated statements of
cash flows. In the first quarter of 2006, we recorded an excess tax benefit of $1.1 million related to stock based compensation in cash flows from
financing activities.

The following table displays pro forma information for the first quarter of 2005 as if the provisions of SFAS No. 123R had been adopted prior to
January 1, 2006 (dollars in thousands, except per share data):

March 31,
2005
Net income, as reported $ 13,236
Add:
Stock-based compensation expense included in reported net income, net of taxes of $109 161
Deduct:
Total stock-based compensation expense determined under the fair value based method, net of taxes of
$330 (488 )
Net income, pro forma $ 12,909
Earnings per share:
Basic as reported $ 032
Basic  pro forma $ 031
Diluted as reported $ 031
Diluted pro forma $ 031

(6) Acquisitions

On January 3, 2006, we acquired 100% of Macgregor for approximately $235.9 million, including acquisition costs. The results of Macgregor s
operations have been included in the condensed consolidated financial statements since that date. The integration of the Macgregor order
management system with ITG s existing execution management systems is a fundamental part of ITG s strategy of expanding our partnership
with our clients by providing them with comprehensive solutions across the trading spectrum. The following is a summary of the allocation of
the purchase price in the Macgregor acquisition (dollars in thousands):

10
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Purchase Price
Acquisition Costs
Total purchase price

Cash

Receivables from brokers, dealers and other, net
Other intangible

Deferred taxes

Accounts payable and accrued Expenses

Other current liabilities

Other, net

Goodwill

Total purchase price

$ 228,980
6,945
$ 235925

6,918

7,990

16,900

14,583

(7,052 )
(8,584 )
4,079

201,091

$ 235925

The goodwill and intangible assets were assigned to our U.S. Operations segment and are not deductible for tax purposes. The intangible assets
have a weighted average useful life of approximately 14.25 years, as the Macgregor trade name and computer software technology have useful

lives of 12 years and customer relationships have a useful life of 18 years.

The Macgregor purchase price is subject to a working capital adjustment which will most likely be determined in the second quarter of 2006.

The following represents the summary unaudited pro forma condensed results of operations for the three months ended March 31, 2005 as if the
Macgregor acquisition had occurred at the beginning of the period presented (dollars in thousands, except per share data):

Total revenues $ 104,489
Net income 13,025

Basic earnings per share $ 031
Diluted earnings per share $ 031

The pro forma results are not necessarily indicative of what would have occurred if the Macgregor acquisition had been in effect for the periods
presented, nor are they indicative of the results that will occur in the future.

On January 3, 2006, we acquired 100% of Plexus for approximately $12.3 million, including acquisition costs. The results of Plexus operations
have been included in the condensed consolidated financial statements since that date. The combined offering of ITG s TCA services with Plexus
offerings will provide clients with the most comprehensive set of customized transaction cost reports for the measurement and analysis of the
various stages of the investment process. The acquisition allows for expansion of ITG s related investment process consulting capabilities. The
following is a summary of the allocation of the purchase price in the Plexus acquisition (dollars in thousands):

Purchase Price $ 12,000
Acquisition Costs 295

Total purchase price $ 12,295
Cash 1,824
Receivables from brokers, dealers and other, net 1,785

Other intangibles 2,636
Deferred income (2,614 )
Other, net 32

Goodwill 8,632

Total purchase price $ 12,295

The goodwill and intangible assets were assigned to our U.S. segment. The goodwill is not deductible for tax purposes. Of the $2.6 million of
acquired intangible assets, $1.1 million was assigned to the Plexus trade name and the intellectual property associated with the PAEG/L
algorithm, which have indefinite useful lives. The remaining $1.5 million was assigned to a customer related intangible which has a useful life of

Explanation of Responses: 12
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15 years.

The Macgregor and Plexus business combinations, accounted under the purchase method, were recorded using management s estimates derived
from preliminary evaluations. The actual purchase price accounting adjustments to reflect the fair value of net assets

11
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will be based on management s final evaluation; therefore, the information above is subject to change pending the final allocation of purchase

price.
(7) Goodwill and Other Intangibles

The following is a summary of goodwill and other intangibles (dollars in thousands):

Goodwill
March 31, December 31,
2006 2005
U.S. Operations $ 355,103 $ 143,519
International Operations 33,327 33,254
Total $ 388,430 $ 176,773

Other Intangibles, Net

March 31,
2006

$ 29,880
1,244
$ 31,124

December 31,
2005

$ 10,917
1,256
$ 12,173

On January 3, 2006, we recorded approximately $201.1 million of goodwill related to the acquisition of Macgregor and approximately $8.6
million related to the acquisition of Plexus (See Note 6, Acquisitions ). We also continue to record additional contingent purchase price
consideration related to the February 1, 2005 acquisition of the of the 50% interest of the POSIT Joint Venture that we did not already own.

During the quarter ended March 31, 2006, no goodwill was deemed impaired and accordingly, no write-off was required.

We recorded intangible assets of approximately $19.5 million consisting of proprietary software, customer related intangibles, and the

Macgregor and Plexus trade names as part of the Macgregor and Plexus acquisitions.

We amortize other intangibles over their respective estimated useful lives, which range from three to eighteen years. For the three months ended

March 31, 2006, we recognized intangible amortization expense of $0.6 million.

(8) Receivables From and Payables To Brokers, Dealers and Other

The following is a summary of receivables from and payables to brokers, dealers and other (dollars in thousands):

Receivables From

March 31, December 31,
2006 2005
Customers $ 767,281 $ 416,966
Clearing brokers and other 61,071 69,612
Allowance for doubtful receivables (3,051 ) (1,566
Total $ 825,301 $ 485,012

(9) Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consisted of the following (dollars in thousands):

Accrued soft dollar research payables
Accrued compensation and benefits
Deferred compensation

Trade payables

Deferred revenue

Accrued transaction processing
Accrued rent

Accrued telecom

Other accrued expenses

Total

Explanation of Responses:

Payables To
March 31,
2006
$ 472,961
277,827
)

$ 750,788

March 31,

2006

$ 25,713

25,048

22,162

15,171

11,307

6,935

2,549

2,335

17,727

$ 128,947

December 31,

2005

$ 288,752

146,389

$ 435,141

December 31,
2005

$ 23,439
28,659

21,085

10,465

3,076

5,806

2,360

1,833

12,719

$ 109,442

14
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(10) Long Term Debt
On January 3, 2006, we entered into a $225 million credit agreement fully underwritten by a syndicate of banks and other financial institutions.

The credit agreement consists of a five-year term loan in the amount of $200 million ( Term Loan ) and a five-year revolving facility in the
amount of $25 million ( Revolving Loan ). We utilized the $200 million Term Loan on January 3, 2006,

12
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to partially finance the Macgregor and Plexus acquisitions. The Revolving Loan of $25 million is available for future working capital purposes
and has not been drawn upon as of March 31, 2006. The current borrowings under the Term Loan bear interest based upon the Three-Month
London Interbank Offered Rate ( LIBOR ) plus a margin of 1.25%. We incurred $2.6 million of debt issuance costs, primarily underwriting fees,
related to the creation of the facility. The debt issuance costs are included in other assets on the accompanying consolidated statement of

financial condition and will be amortized to interest expense over the life of the loan.

At March 31, 2006, we had $192.0 million in outstanding debt under the Term Loan following a scheduled principal payment of $7.5 million as
well as a required prepayment of $0.5 million. The prepayment relates to the terms of our credit facility, which include certain restrictions on the
cash proceeds of any sale or issuance of equity, the incurrence of certain further indebtedness, and the sale or other disposition of any of our
subsidiaries or assets.

Principal and interest payments on the term loan are due on a quarterly basis. The remaining scheduled principal repayments are as follows
(dollars in millions):

Year Aggregate Amount
2006 $ 22.4
2007 29.9
2008 39.9
2009 49.9
2010 49.9

$ 192.0

Interest expense on the credit facility, including amortization of debt issuance costs, totaled $3.0 million in First Quarter 2006.

Pursuant to the terms of the credit agreement, we will be required to maintain certain financial ratios and operating statistics, and will also be
subject to certain operational limitations, including limitations on our ability to incur additional indebtedness, to make certain fundamental
company changes (such as mergers, acquisitions and dispositions of assets), to make dividends and distributions on our capital stock and to
undertake certain capital expenditures. Also pursuant to the terms of the credit agreement, in March 2006 we entered into interest rate swap
agreements which effectively fixed our interest rate on one-half of the outstanding term loan amount at 5.064% (plus a 1.25% margin) for a
period of three years.

(11) Financial Instruments and Derivative Contracts
Derivative Contracts

All derivative instruments are recorded on the balance sheet at fair value in other assets or accounts payable and other accrued liabilities.
Recognition of the gain or loss that results from recording and adjusting a derivative to fair value depends on the intended purpose for entering
into the derivative contract. Gains and losses from derivatives that are not accounted for as hedges under SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities, are recognized immediately in earnings. For derivative instruments that are designated and
qualify as a fair value hedge, the gains or losses from adjusting the derivative to its fair value will be immediately recognized in earnings and, to
the extent the hedge is effective, offset the concurrent recognition of changes in the fair value of the hedged item. Gains or losses from derivative
instruments that are designated and qualify as a cash flow hedge will be recorded on the balance sheet in accumulated other comprehensive
income/(loss) until the hedged transaction is recognized in earnings; however, to the extent the hedge is deemed ineffective, the ineffective
portion of the change in fair value of the derivative will be recognized immediately in earnings. For discontinued cash flow hedges, prospective
changes in the fair value of the derivative are recognized in income. Any gain or loss in accumulated other comprehensive income at the time the
hedge is discontinued continues to be deferred until the original forecasted transaction occurs. However, if it is determined that the likelihood of
the original forecasted transaction is no longer probable, the entire related gain or loss in accumulated other comprehensive income is
immediately reclassified in to income.

During the first quarter of 2006, we entered into interest rate swaps to hedge the variability of our forecasted interest payments that we believe
are probable to occur over the next three years. The interest rate swaps were designated as the hedging instruments in a cash flow hedge.

Fair Values of Financial Instruments

We used the following methods and assumptions to estimate the fair values of certain financial instruments:
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. Long-term debt - the carrying amount of our floating rate debt approximates fair value.
. Interest rate swaps - fair value is estimated based upon forward interest rate settings and approximates the
13
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discounted net cash flow which would have been realized if the contracts had been closed at the balance
sheet date.

The following table summarizes our derivative and debt related financial instruments at March 31, 2006 and December 31, 2005 (dollars in
thousands).

Asset / (Liability)
Carrying Value Fair Value
March 31, December 31, March 31, December 31,
2006 2005 2006 2005
Long term debt $ (192,000 ) $ (192,000 )
Interest Rate Swap 190 190

(12) Earnings Per Share

The following is a reconciliation of the basic and diluted earnings per share computations (amounts in thousands, except per share amounts):

March 31, March 31,
Three Months Ended 2006 2005
Net income for basic and diluted earnings per share $ 26,407 $ 13,236
Shares of common stock and common stock equivalents:
Average common shares used in basic computation 43,001 42,010
Effect of dilutive securities 732 151
Average common shares used in diluted computation 43,733 42,161
Earnings per share:
Basic $ 0.61 $ 032
Diluted $ 060 $ 031

The following is a summary of anti-dilutive options not included in the detailed earnings per share computation (amounts in thousands):

March 31, March 31,
Three Months Ended 2006 2005

Anti-dilutive options 6 2,572

(13) Other Comprehensive Income

The components and allocated tax effects of other comprehensive income are as follows (dollars in thousands):

Before Tax Tax (Expense) After Tax
Currency translation adjustment $ 6,367 $ $ 6,367
Unrealized holding gain on securities, available-for-sale 785 (343 ) 442
Unrealized gain on hedging activities 190 (72 ) 118
Total $ 7,342 $ (415 ) $ 6,927

Unrealized holding gains on securities, available-for-sale relates to the NYX Shares we received as part of the NYSE merger on March 9, 2006.
(14) Net Capital Requirement

ITG Inc., AlterNet, ITG Execution Services and Blackwatch are subject to the Uniform Net Capital Rule (Rule 15¢3-1) under the Securities
Exchange Act of 1934, which requires the maintenance of minimum net capital. ITG Inc. has elected to use the alternative method permitted by
Rule 15¢3-1, which requires that ITG Inc. maintain minimum net capital equal to the greater of $250,000 or 2% of aggregate debit balances
arising from customer transactions. AlterNet, ITG Execution Services and Blackwatch have elected to use the basic method permitted by
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Rule 15¢3-1, which requires that they maintain minimum net capital equal to the greater of $100,000 for AlterNet and $5,000 each for ITG
Execution Services and Blackwatch, or 6 2/3 % of aggregate indebtedness.
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At March 31, 2006, ITG Inc., AlterNet, ITG Execution Services and Blackwatch had net capital of $67.4 million, $3.0 million, $1.0 million and
$3.0 million, respectively, of which $67.2 million, $2.9 million. $1.0 million and $2.9 million, respectively, was in excess of required net capital.

In addition, our Canadian, Australian, European, Hong Kong, and Japanese operations had regulatory capital in excess of the minimum
requirements applicable to each business as of March 31, 2006 of approximately $13.9 million, $4.8 million, $6.0 million, $9.8 million, and $6.4
million, respectively.

As of March 31, 2006, ITG Inc. on behalf of its Hoenig division, held a $2.9 million cash balance in a segregated bank account for the benefit of
customers under certain directed brokerage arrangements.

(15) Segment Reporting

We have two reportable segments: U.S. Operations and International Operations. The U.S. Operations segment provides equity trading services,
trade order management and research services in U.S. securities to institutional investors, brokers and alternative investment funds and money
managers. This segment now includes the results of Macgregor and Plexus following our January 3, 2006 acquisitions. The International
Operations segment includes our brokerage businesses in Australia, Canada, Europe, and Hong Kong, a start-up business in Japan and a research
facility in Israel.

The accounting policies of the reportable segments are the same as those described in the summary of significant accounting policies described
in Note 2, Summary of Significant Accounting Policies, in our annual report on Form 10-K for the year ended December 31, 2005. Intersegment
transactions that occur are based on specific criteria or approximate market prices. We allocate resources to and evaluate performance of our
reportable segments based on income before income tax expense.

A summary of the segment financial information is as follows (dollars in thousands):

U.S. International

Operations Operations Consolidated
Three Months Ended March 31. 2006
Total revenues $ 118,272 $ 27,970 $ 146,242
Income before income tax expense 41,259 2,854 44,113
Identifiable assets 744,603 853,839 1,598,442
Capital purchases 4,631 504 5,135
Three Months Ended March 31. 2005
Total revenues $ 69,522 $ 22,140 $ 91,662
Income before income tax expense 20,282 1,929 22,211
Identifiable assets 373,577 1,014,265 1,387,842
Capital purchases 580 253 833

Assets held by our U.S. operations increased substantially as a result of the goodwill and intangible assets that were recorded in relation to the
Macgregor and Plexus acquisitions.

(16) Subsequent Events

In April 2006, we sold our 50% interest in our Canadian joint venture with IRESS Market Technology Limited ( IRESS ) to IRESS for
CAD$9,500,000 (approximately US$8.3 million) resulting in a gain of approximately US$5.4 million on a pre-tax basis and $3.4 million on an
after-tax basis.

On April 27, 2006, the NYSE Group, Inc. filed Amendment No. 3 to its registration statement on Form S-1 in contemplation of a public offering
of 25 million shares of its common stock (subject to a 15% increase due to over-allotments). Based on the information set out in such
registration statement, ITG will sell 89,433 shares (subject to an increase of up to 15% if the full over-allotment option is exercised) of NYX
Shares if such offering occurs.

15
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with our condensed consolidated financial statements, including the notes
thereto.

Overview

We are a specialized agency brokerage and technology firm that partners with clients globally to provide innovative solutions spanning the entire
investment process. We have two reportable segments: U.S. Operations and International Operations. The U.S. Operations segment provides
equity trading, trade order management and research services to institutional investors, plan sponsors, brokers and alternative investment funds
and money managers in the U.S. while our International Operations segment includes our brokerage businesses in, Canada, Europe, Australia,
Hong Kong and Japan (the latter three of which may be collectively referred to as Asia Pacific ), as well as our research facility in Israel.

Our revenues principally consist of commissions from customers use of our trade execution services. Because commissions are earned on a
per-transaction basis, such revenues fluctuate from period to period depending on (i) the volume of securities traded through our services in the
U.S. and Canada, and (ii) the contract value of securities traded in Europe, Australia and Asia. Commission revenues are generated by orders
delivered to us from our front-end software products as well as other vendors front-ends and direct computer-to-computer links to customers.
We also generate significant recurring revenues which are largely fee or subscription based rather than transaction based and are therefore
significantly less sensitive to fluctuations in the level of trading activity. During the three months ended March 31, 2006 ( First Quarter 2006 ) we
enhanced the recurring portion of our product revenue mix to 12%, as compared with less than 3% during the first three months of 2005 ( First
Quarter 2005 ), through our acquisitions of The Macgregor Group Inc. and Plexus Group Inc.

Acquisitions of Macgregor Group Inc. and Plexus Group Inc.

On January 3, 2006, we acquired 100% of Macgregor for approximately $235.9 million, including acquisition costs. The integration of the
Macgregor order management system with [TG s existing execution management systems is a fundamental part of ITG s strategy of expanding
our partnership with our clients by providing them with comprehensive solutions across the trading spectrum. This acquisition was partially
financed with debt (as discussed in Note 10 to the condensed consolidated financial statements and in Liquidity and Capital Resources below).

On January 3, 2006, we also acquired 100% of Plexus for approximately $12.3 million, including acquisition costs. The combined offering of
ITG s TCA services with Plexus offerings will provide clients with a comprehensive set of customized transaction cost reports for the
measurement and analysis of the various stages of the investment process. The acquisition provides for the expansion of ITG s related investment
process consulting capabilities.

Executive Summary

In First Quarter 2006 our consolidated revenues increased 59% to $146.2 million, while our operating expenses grew 47% to $102.1 million as
compared to First Quarter 2005. Our reported net income for First Quarter 2006 was $26.4 million, or $0.60 per diluted share, as compared to
$13.2 million, or $0.31 per diluted share, in First Quarter 2005. Pretax margins were 30.2% of revenues in First Quarter 2006 as compared with
24.2% of revenues in First Quarter 2005.

Our reported First Quarter 2006 results reflects a gain of $6.8 million and dividend income of $1.0 million related to our ownership of two
memberships on the NYSE, which is considered non-recurring. As part of the NYSE merger each NYSE member received compensation
consisting of cash and restricted shares of NYSE Group, Inc. common stock in respect of each NYSE membership. Accordingly, our
consideration for our memberships consisted of 157,202 restricted shares of NYSE Group, Inc. common stock, and approximately $1.0 million
in cash and dividends, which was recorded as dividend income (collectively referred to as the NYSE Transaction ). The impact of the 2006
non-recurring item was a $7.8 million increase in pretax income and a $4.9 million increase in after-tax net income. Reported earnings per share
for the quarter increased $0.11 as a result of these non-recurring items.

For comparative purposes, our First Quarter 2005 results also included an unrealized loss of $0.3 million, representing the change in the carrying
value of shares of common stock that we owned in Archipelago Holdings Inc., following its August 2004 initial public offering, and a recovery
against previous investment write downs of $0.4 million. These items increased pretax income by $0.1 million and had a minimal effect on
reported earnings per share.

While there continues to be pricing pressure in the U.S. equity markets reflecting continued competition from electronic execution providers and
from traditional broker-dealers, the market environment for our U.S. Operations improved during First Quarter 2006, as our strong volume
growth more than offset the decline in commission rates. Overall market volumes were up 7% on the NYSE and 6% on Nasdaq, while ITG U.S.
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volumes were up 45%, outpacing the market. Volatility picked up slightly as measured by the VIX index (CBOE Volatility Index) after
remaining below normal levels for the last two years. Program trading as a
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percentage of NYSE-traded volume continued to rise, averaging 59%. This increase in program trading further intensified the competition for
execution-only commissions, with the remainder of order flow allocated for fundamental research commitments to full service brokers or soft
dollar obligations. In this environment, strong performances from our POSIT suite of crossing products, algorithmic trading products and direct
market access products drove our U.S. revenue growth to 46%, excluding the impact of the Macgregor and Plexus acquisitions. Including these
acquisitions, U.S. revenue grew 70%. For the third consecutive quarter consolidated revenues were in excess of $100 million and operating
margins were in excess of 25%.

ITG s U.S. revenue growth for First Quarter 2006 benefited from strong growth across our product spectrum. The 42% increase in ITG s U.S.
daily trading volumes reflects strong volume growth in the POSIT suite of crossing products, algorithmic trading products, and execution
products. Our average U.S. daily volume growth outperformed increases in daily volumes at the NYSE and Nasdaq of 5% and 4%, respectively,
over the same period. Sequentially, daily trading volumes increased 4% at NYSE and 20% at Nasdagq in First Quarter 2006 versus the fourth
quarter of 2005, while ITG s U.S. daily volumes increased 12% over the same period.

Total International revenues for First Quarter 2006 increased $5.8 million or 26% versus First Quarter 2005 to $28.0 million reflecting strong
volume growth in Canada and Europe (contributing $2.6 million and $2.2 million, respectively, to overall international revenue growth),
partially offset by a $0.7 million (or 4%) loss from exchange rate fluctuation (as a result of a stronger U.S. Dollar relative to the currencies in our
International Operations).

The International Operations as a whole posted a pretax profit of $2.9 million.

Results of Operations Three Months Ended March 31, 2006 Compared to Three Months Ended March 31, 2005

U.S. Operations

Three Months Ended

March 31, March 31,
$ in thousands 2006 2005 Change % Change
Revenues
Commission $ 92,738 $ 68414 $ 24,324 36
Recurring 17,218 2,474 14,744 596
Other 8,316 (1,366 ) 9,682 709
Total revenues 118,272 69,522 48,750 70
Expenses
Compensation and employee benefits 41,114 24,482 16,632 68
Transaction processing 9,740 8,393 1,347 16
Other expenses 23,136 16,365 6,771 41
Interest expense 3,023 3,023 100
Total expenses 77,013 49,240 27,773 56
Income before income tax expense $ 41,259 $ 20,282 $ 20,977 103

Revenues from U.S. Operations of $118.3 million increased 70% compared to First Quarter 2005. Excluding revenues generated by the
Macgregor and Plexus acquisitions, revenues from U.S Operations grew 46% to $101.8 million. First Quarter 2006 revenues also included $7.8
million related to the NYSE Transaction (as discussed in Executive Summary above).

Commission revenues in First Quarter 2006 included a strong performance across our entire product spectrum, particularly from POSIT, Triton
and Radical. We benefited from strong growth in average daily share volumes (42%) as well as an additional trading day in the quarter, as noted
in the table below. Related transaction processing costs increased at a lower level than share volume benefiting from lower execution costs and
the cessation of POSIT royalty expenses (which were incurred in part of First Quarter 2005).

Three Months Ended

March 31, March 31,
U.S. Operations: Key Indicators 2006 2005 Change % Change
Total trading volume (in billions of shares) 8.4 5.8 2.6 45
Trading volume per day (in millions of shares) 1354 95.5 39.9 42
Commission revenues per trading day ($millions) $ 150 $ 112 $ 038 34
Average revenue per share ($) $ 0.0109 $ 00117 $ (0.0008 ) (7 )
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Recurring revenues of $17.2 million were driven primarily by the acquisitions of Macgregor and Plexus and include subscription based revenues
generated principally from our network connectivity services, order management systems, and our analytical products. Excluding the Macgregor
and Plexus acquisitions recurring revenues increased 6% to $2.6 million.

Other revenues, which included $7.8 million related to the NYSE Transaction (as discussed in Executive Summary above), increased $9.7
million in First Quarter 2006.

Total expenses increased $27.8 million or 56% compared to First Quarter 2005. Excluding the expenses of Macgregor and Plexus ($17.2
million), expenses from U.S Operations grew 21%.

U.S. compensation and employee benefits expense increased by $16.6 million, or 68% primarily reflecting higher headcount associated with the
Macgregor and Plexus acquisitions ($8.7 million) and higher performance based compensation and employee benefits including bonuses, profit
sharing and stock-based compensation. Also contributing to these costs was additional headcount related to new product development, sales and
support.

Interest expense reflects the cost of our borrowings to finance the acquisitions of Macgregor and Plexus, as discussed in Note 10 to the
condensed consolidated financial statements and in  Liqguidity and Capital Resources .

Other expenses increased $6.8 million or 41%, of which $5.4 million relates to the First Quarter 2006 Macgregor and Plexus acquisitions, which
were not included in First Quarter 2005 results. Also contributing to the growth in other expenses were (i) higher overall business activity,

(i1) higher marketing costs related to our marketing/branding efforts, and (iii) higher consulting fees, primarily related to systems and new
business development activities. During First Quarter 2006, we changed our estimate of the useful life of our capitalized software from two

years to three years resulting in lower software amortization expense of $0.9 million (see Note 1, Organization and Basis of Presentation , to the
condensed consolidated financial statements and Critical Accounting Policies and Estimates ), which partially offset these increases.

International Operations

Three Months Ended

March 31, March 31,
$ in thousands 2006 2005 Change % Change
Commission Revenues
Europe $ 11,702 $ 9,652 $ 2,050 21
Canada 8,152 5,287 2,865 54
Australia 2,560 2,575 1s ) (1 )
Asia 2,427 1,605 822 51
Total commission revenues 24,841 19,119 5,722 30
Recurring revenues 446 39 407 1,044
Other revenues 2,683 2,982 (299 ) (10 )
Total revenues 27,970 22,140 5,830 26
Expenses
Compensation and employee benefits 10,863 9,207 1,656 18
Transaction processing 8,103 5,891 2,212 38
Other expenses 6,150 5,113 1,037 20
Interest expense
Total expenses 25,116 20,211 4,905 24
Income before income tax expense $ 2,854 $ 1,929 $ 925 48

Commission revenues from International Operations increased $5.7 million, or 30% to $24.8 million. Exchange rate fluctuations from a
strengthened U.S. Dollar relative to the currencies in our international markets negatively impacted our results ($0.6 million). Excluding the
foreign currency impact, we grew commission revenues $6.3 million or 33%. In Europe, Australia and Hong Kong, the combined contract
values increased 38% in First Quarter 2006 over First Quarter 2005. On the whole, expense growth was contained well below the rate of revenue
growth, however we did see a significant increase in transaction processing costs in Asia reflecting the growth in third party execution and
settlement charges relating to the increased flow through Hong Kong into regional markets, as well as in Europe, which is attributable to the
higher percentage of continental European business (versus UK business, which has lower transaction costs). Compensation and employee
benefits costs reflect higher headcount to support business growth as well as higher performance related compensation such as bonuses. Other
expenses reflect higher business development, consulting and telecommunications costs.
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In Europe, we had our best quarter to date with a 22% revenue growth. Our newly introduced client site products and our portfolio trading desk

contributed strongly to growth. We have also seen considerable growth in Continental European equity executions, now contributing 43% of
execution values compared to 28% for the same quarter last year.
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In Canada, higher trending commodity prices and continued interest in the energy sector contributed to increased volumes and dollar value
traded on the resource heavy Toronto Stock Exchange ( TSX ) this quarter. Dollar value traded on the TSX was up 36% compared to the First
Quarter of 2005 while share volumes increased 32%.

ITG Canada s results for the quarter benefited from TSX volume increases as total revenues of $10.5 million for the quarter were up 33% from
last year, driven by a continued shift towards a higher proportion of commission revenues being generated from client site trading products,
partially offset by a decline in revenue per share and a decrease in our inter-listed arbitrage trading (included in other revenues).

In the Asia Pacific region, our business has demonstrated continuing growth in First Quarter 2006 with all of the major regional indices up from
First Quarter 2005. We had a strong start to the 2006 year in the region with the Hong Kong operation showing a substantial increase in revenue
of 56% over the same period last year. Revenue in the Australian operations are slightly ahead of last year and our Japanese operation, which
commenced brokerage activities in September 2005, is still in the start-up phase.

Overall our Asia Pacific revenues experienced a 25% increase compared with a 20% increase in expenses (23% and 14% respectively if Japan is
excluded) for First Quarter 2006 over First Quarter 2005. The majority of the revenue growth has come from the Hong Kong operations, through
an increase in the amount of agency execution, returning a higher net margin than in previous periods.

Income tax expense
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The effective tax rate was 40.1% in First Quarter 2006, compared to 40.4% in First Quarter 2005. This rate decrease reflects a larger dividend
received deduction and achievement of profitability in certain foreign jurisdictions with tax rates lower than those in the U.S. Our consolidated
effective tax rate can vary from period to period depending on, among other factors, the geographic and business mix of our earnings.

Liquidity and Capital Resources
Liquidity

Our liquidity and capital resource requirements result from our working capital needs as well as our regulatory capital needs. A substantial
portion of our assets are liquid, consisting of cash and cash equivalents or assets readily convertible into cash. We generally invest our excess
cash in money market funds and other short-term investments that mature within 90 days or less. At March 31, 2006, cash and cash equivalents
and trading securities, at fair value amounted to $245.6 million and net receivables from brokers, dealers and other due within 30 days totaled
$811.3 million. In addition, we held $12.7 million of total cash in restricted or segregated bank or clearing broker accounts at March 31, 2006. In
Asia, we maintain working capital facilities with a bank relating to our clearing and settlement activities. These facilities are in the form of
overdraft protection totaling approximately $18.9 million and are supported by $3.6 million in restricted cash deposits.

Securities owned include trading securities, at fair value (mutual fund investments, common stock and warrants) and available-for-sale
securities, at fair value. Available-for-sale securities, at fair value, include shares received as part of the NYSE transaction which have sales
restrictions (as discussed in  Critical Accounting Policies and Estimates ).

We also invest a portion of our excess cash balances in cash enhanced strategies, which we believe should generally yield higher returns without
significant effect on risk. As of March 31, 2006, we had investments in limited partnerships totaling $11.0 million, all of which were invested in
marketable securities.

Operating Activities

Cash flows provided by operating activities were $20.4 million in First Quarter 2006 as compared to $25.4 million in First Quarter 2005. The
$5.0 million decrease was primarily attributable to changes in working capital offset by significantly higher earnings.

Investing Activities

Net cash used in investing activities primarily reflects (i) our 2006 acquisitions of Macgregor and Plexus and (ii) investments in premises and
equipment and capitalizable software development projects.

Financing Activities

Net cash provided by financing activities primarily reflects the $200.0 million term loan financing used for the Macgregor and Plexus

Acquisitions (see Note 10, Long Term Debt , to the condensed consolidated financial statements and Loan Facilities below), partially offset by an
$8.0 million principal repayment. The principal repayment included a mandatory prepayment of $0.5 million related to the cash proceeds

received from the NYSE Transaction in addition to our scheduled repayment. Financing activities also reflects cash provided by common stock

issued in connection with our employee stock purchase plan, employee stock option plan, and other equity based compensation and the related

excess tax benefit of $1.1 million.
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Regulatory Capital

Under the SEC s Uniform Net Capital Rule, our brokerage subsidiaries are required to maintain at all times at least the minimum level of new
capital required under Rule 15¢3-1. At March 31, 2006, ITG Inc., AlterNet, ITG Execution Services and Blackwatch had net capital of $67.4
million, $3.0 million, $1.0 million and $3.0 million, respectively, of which $67.2 million, $2.9 million, $1.0 million and $2.9 million,
respectively, was in excess of required net capital.

In addition, our Canadian, Australian, European, Hong Kong and Japanese operations had regulatory capital in excess of the minimum
requirements applicable to each business as of December 31, 2005 of approximately $13.9 million, $4.8 million, $6.0 million, $9.8 million and
$6.4 million, respectively.

Loan Facilities

In connection with the Macgregor and Plexus Acquisitions on January 3, 2006, we entered into a credit agreement with several banks (the Credit
Agreement ) which provided a five-year term loan of $200 million ( Term Loan ) to finance a portion of the purchase price. The Credit Agreement
also provides an available $25 million revolving credit facility ( Revolving Loan ) that can be drawn upon to meet working capital needs should
they arise. As of the filing date of this Quarterly Report on Form 10-Q, we have not borrowed any funds under the Revolving Loan. The current
borrowings under the Term Loan will bear interest based on the Three-Month London Interbank Offered Rate ( LIBOR ) plus a 1.25% margin.

Our fixed charges (principal repayment and interest) on the Term Loan are projected to be approximately $42 million for 2006, however this
estimate would be affected by changes in LIBOR, mandatory prepayments and our interest rate hedging activities. We will also pay a

commitment fee of 0.30% per year on the average daily amount of the unused commitment of the Revolving Loan.

Pursuant to the terms of the Credit Agreement, we are required to maintain certain financial ratios and operating statistics, and will also be
subject to certain operational limitations, including limitations on our ability to incur additional indebtedness, to make certain fundamental
company changes (such as mergers, acquisitions and dispositions of assets), to make dividends and distributions on our capital stock and to
undertake certain capital expenditures. Pursuant to the Credit Agreement, in March 2006 we entered into interest rate swap agreements which
effectively fix our interest rate on one-half of the outstanding Term Loan principal at 5.064% (plus a 1.25% margin) for a period of three years.

The Credit Agreement also requires mandatory prepayments with the proceeds of certain offerings of capital stock, the incurrence of
indebtedness, and sales of assets. We may also voluntarily prepay borrowings without premium or penalty. Following potential events of default
by us (as specified in the Credit Agreement), the full amount of the borrowings may become immediately due.

Liquidity and Capital Resource Outlook

Historically, cash from operations has met all working capital and investment activity requirements, except for the Macgregor and Plexus
Acquisitions, which required external financing as described above. We believe that our cash flow from operations, existing cash balances and
the available Revolving Loan will be sufficient to meet our operating cash and regulatory capital needs, while also complying with the terms of
the Credit Agreement.

Subsequent Events

In April 2006, we sold our 50% interest in our Canadian joint venture with IRESS Market Technology Limited ( IRESS ) to IRESS for
CAD$9,500,000 (approximately US$8.3 million) resulting in a gain of approximately US$5.4 million on a pretax basis and $3.4 million on an
after-tax basis.

On April 27, 2006, the NYSE Group, Inc. filed Amendment No. 3 to its registration statement on Form S-1 in contemplation of a public offering
of 25 million shares of its common stock (subject to a 15% increase due to over-allotments). Based on the information set out in such
registration statement, ITG will sell 89,433 shares (subject to an increase of up to 15% if the full over-allotment option is exercised) of NYX
Shares if such offering occurs.

Off-Balance Sheet Arrangements and Aggregate Contractual Obligations

In the normal course of business, we are involved in the execution of various customer securities transactions. Securities transactions are subject
to the credit risk of counterparties or customer nonperformance. In connection with the settlement of non-U.S. securities transactions Investment
Technology Group, Inc. has provided third party financial institutions with guarantees in amounts up to a maximum of $122.9 million. In the
event that a customer of ITG s subsidiaries fails to settle a securities transaction, or if the related subsidiaries were unable to honor trades with a
customer, Investment Technology Group, Inc. would be required to perform for the amount of such securities up to the $122.9 million cap.
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However, transactions are collateralized by the underlying security, thereby reducing the associated risk to changes in the market value of the

security through settlement date. Therefore, the settlement of these transactions is not expected to have a material effect upon our financial
statements. It is also our policy to review, as
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necessary, the credit worthiness of each customer.

As of March 31, 2006, our other contractual obligations and commercial commitments consisted principally of minimum future rentals under
non-cancelable operating leases and minimum compensation under employment agreements at our Hoenig division. Except for the below, there
has been no significant change to such arrangements and obligations since December 31, 2005. For additional information, see Off-Balance
Sheet Arrangements and Aggregate Contractual Obligations in our annual report on Form 10-K for the year ended December 31, 2005.

In connection with the Macgregor and Plexus acquisitions, we assumed certain lease and sublease agreements for office space. Minimum future
rental commitments under non-cancelable operating leases related to these acquisitions are as follows (dollars in millions):

2007 2008 2009 2010 2011
$2.1 $ 2.1 $ 2.0 $ 15 $ 0.6

Critical Accounting Policies and Estimates

Except as described below, there have been no significant changes to our critical accounting policies and estimates during the three months
ended March 31, 2006, as compared to those we disclosed in Management s Discussion and Analysis of Financial Condition and Results of
Operations included in our Annual Report on Form 10-K for the year ended December 31, 2005.

Change in Accounting Estimate

Effective January 1, 2006, we changed our estimate of the useful life of our capitalized software (which is amortized on a straight-line basis)
from two years to three years. This change in estimate resulted from our evaluation of the life cycles of our developed software and our
conclusion that our software products consistently have a longer life than previously estimated. We believe that this change in estimate more
accurately reflects the productive life of these assets. In accordance with SFAS No. 154, the change in life has been accounted for as a change in
accounting estimate on a prospective basis from January 1, 2006.

As a result of the change in the estimated life of capitalized software, pretax income was $0.9 million higher, net income was $0.6 million higher
and net income per diluted share was $0.01 higher for the quarter ended March 31, 2006.

Fair Value

We owned two NYSE memberships which have been accounted for under the adjusted cost method since its inception. As part of the NYSE
transaction, ITG received in exchange for its memberships, a $1.0 million cash dividend and 157,202 shares of NYSE Group common stock.
The NYX Shares are subject to a three-year restriction on transfer which will be removed in equal one-third installments on March 7, 2007, 2008
and 2009. The carrying value of the shares on March 31, 2006 was $9.9 million of which $4.0 million is classified as available-for sale securities
and $5.9 million is classified as investments in the Condensed Consolidated Statements of Financial Condition.

During the first quarter of 2006, we entered into interest rate swaps to hedge the variability of our forecasted interest payments that we believe
are probable to occur over the next three years. The interest rate swaps were designated as the hedging instruments in a cash flow hedge. The fair
value of our interest rate swaps is estimated based upon forward interest rate settings and approximates the discounted net cash flow which
would have been realized if the contracts had been closed at the balance sheet date.

Item 3. Quantitative and Qualitative Disclosure About Market Risk

Please see our annual report filed on Form 10-K (Item 7A) for the year ended December 31, 2005. There has been no material change in this
information.

Item 4. Controls and Procedures

As of the end of the period covered in this report, an evaluation was carried out under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our
disclosure controls and procedures (as defined in Rule 13a-14(c) under the Securities Exchange Act of 1934). Based upon that evaluation, the
Chief Executive Officer and Chief Financial Officer concluded that the design and operation of these disclosure controls and procedures were
effective. No significant changes were made in our internal controls or in other factors that could significantly affect these controls subsequent to
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the date of their evaluation. We have begun incorporating Macgregor s
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operations into our system of internal controls over financial reporting. This work will continue throughout 2006.
PARTIL.- OTHER INFORMATION
Item 1. Legal Proceedings

Except as described below, we are not a party to any pending legal proceedings other than claims and lawsuits arising in the ordinary course of
business. We do not believe these proceedings will have a material adverse effect on our financial position or results of operations.

We have received letters from the National Association of Securities Dealers, Inc. as part of what we understand to be an industry investigation
relating to gifts and gratuities. In addition, we have received a subpoena from the Securities and Exchange Commission similarly seeking
information concerning gifts and entertainment involving a mutual fund company. We believe that other broker-dealers have received similar
subpoenas. These investigations are ongoing and we cannot predict their potential outcomes.

Item 1A. Risk Factors

Please see our annual report filed on Form 10-K (Item 1A) for the year ended December 31, 2005. There has been no material change in this
information.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

During 2004, our Board of Directors authorized the repurchase of five million shares of our common stock and we have two million shares
remaining for repurchase under such authorization. During the first quarter of 2006, we did not repurchase any shares of our common stock.

Item 4. Submission of Matters to a Vote of Security Holders
There were no matters submitted to a vote of security holders during the first quarter ended March 31, 2006.
Item 5. Other Information

Our Audit Committee approved all of the non-audit services performed by KPMG LLP, our independent auditors, during the period covered by
this report.
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Item 6. Exhibits
( A) EXHIBITS

3.1

3.2

31.2

32.1

SIGNATURE
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Certificate of Incorporation of the Company (incorporated by reference to Exhibit 3.1 to the Annual Report on
Form 10-K for the year ended December 31, 1999)

By-Laws of the Company (incorporated by reference to Exhibit 3.2 to the Annual Report on Form 10-K for the year
ended December 31, 1999)

Rule 13a-14(a) Certification (filed herewith)
Rule 13a-14(a) Certification (filed herewith)

Section 1350 Certification (filed herewith)

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date: May 9, 2006
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INVESTMENT TECHNOLOGY GROUP, INC.
(Registrant)

By: /s/ Howard C. Naphtali
Howard C. Naphtali
Chief Financial Officer and
Duly Authorized Signatory of Registrant
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