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PART I

Disclosures in this Form 10-K contain certain forward-looking statements, including, without limitation,
statements concerning the Company's operations, economic performance and financial condition. These
forward-looking statements are made pursuant to the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. The words "believe," "expect,” "anticipate" and other similar expressions generally identify
forward-looking statements. Readers are cautioned not to place undue reliance on these forward-looking statements,
which speak only as of their dates. These forward-looking statements are based largely on the Company's current
expectations and are subject to a number of risks and uncertainties, including, without limitation, changes in external
market factors, changes in the Company's business or growth strategy or an inability to execute its strategy due to
changes in its industry or the economy generally, the emergence of new or growing competitors, various other
competitive factors and other risks and uncertainties indicated from time to time in the Company's filings with the
Securities and Exchange Commission. Actual results could differ materially from the results referred to in the
forward-looking statements. In light of these risks and uncertainties, there can be no assurance that the results
referred to in the forward-looking statements contained in this Form 10-K will in fact occur. The Company makes no
commitment to revise or update any forward looking statements in order to reflect events or circumstances after the
date any such statement is made.

ITEM 1. BUSINESS

Track Data Corporation (the “Company”) is a Delaware corporation that was formed in 1981. The Company
maintains offices in the U.S. and Europe, with executive offices located at 95 Rockwell Place, Brooklyn, New York
11217. Its telephone number is 212-943-4555 or 718-522-7373.

The Company is a financial services company that provides real-time financial market data, fundamental
research, charting and analytical services to institutional and individual investors through dedicated
telecommunication lines and the Internet. The Company also disseminates news and third-party database information
from more than 100 sources worldwide. The Company owns Track Data Securities Corp. ("TDSC"), a registered
securities broker-dealer and member of the National Association of Securities Dealers, Inc. The Company provides a
proprietary, fully integrated Internet-based online trading and market data system, proTrack, for the professional
institutional traders, and myTrack and myTrack Pro, for the individual trader. The Company also operates Track ECN,
an electronic communications network that enables traders to display and match limit orders for stocks.

Background

Since its inception in 1981, the Company has been providing real-time financial market data to institutional
customers through the operation of its own proprietary ticker plant. In 1998, the Company began to offer financial
market data to individuals through the Internet. Later, through its wholly owned broker-dealer subsidiary, TDSC, the
Company combined an online trading application with its market data in its myTrack service. In 2002, trading for
institutional customers was introduced with proTrack. Further, the Company commenced operations of its Track ECN.
The Company has recently introduced a new low priced trading application, myTrack Pro, engineered for the
hyperactive traders, with a particular focus on options traders. The Company now offers trading and market data
services to all members of the financial trading community. The offerings include trading in stocks, options, e-mini
futures and foreign currency. Trading in foreign stocks is expected to be added in 2006.

Segments

The Company’s operations are classified in three business segments: (1) Internet-based online trading, market
data services and ECN services to the institutional professional investment community, (2) online trading and market
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data services to the non-professional individual investor community, and (3) arbitrage trading. See Notes C and E of
Notes to Consolidated Financial Statements.
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A. ONLINE TRADING, MARKET DATA SERVICES AND ECN SERVICES TO THE INSTITUTIONAL
PROFESSIONAL INVESTMENT COMMUNITY

MarkeTrack

MarkeTrack provides domestic and international market information, dynamically updating quotelines, options
and futures displays, real-time spreadsheets, tick-by-tick updating graphics, news services and third-party databases,
user-defined screen layouts, access to back-office order and execution services, and over 20 years of graphical price
history. It allows users to calculate theoretical values of options and determine the most beneficial investment strategy
through calculating returns on alternative investments, including options and futures. Service charges range between
$250 and $600 per month per user. MarkeTrack currently serves approximately 1,300 customers in trading and
institutional investment management positions. Customers include floor traders, block traders, market makers, OTC
traders, options specialists, head traders, arbitrageurs and hedge fund managers.

proTrack Online Trading

The Company offers proTrack as a direct access state-of-the-art trading system for the professional market.
Among many trading features offered by proTrack are point and click equities and options trading, direct access to
market makers and ECNs, hot keys, smart order routing, reserve book, quick modification of existing orders, multiple
order types and a wide variety of market data and news. proTrack offers trading through the Company's wholly-owned
broker-dealer subsidiary, TDSC, clearing through Penson Financial Services, Inc., and is also available for use by
other broker dealers under a service bureau arrangement. Pricing is dependent on trading volume, market data services
required and necessary clearing costs.

Electronic Communications Network

TDSC operates an Electronic Communications Network (“ECN”) that enables traders to display and match limit
orders for stocks. The ECN allows trading of Nasdaq National Market, SmallCap, Bulletin Board and exchange-listed
securities on its platform. In order to set the Track ECN apart from others, the Company has incorporated
state-of-the-art trading functionality into the ECN. This functionality is normally available only on sophisticated
front-end trading platforms.

Track ECN pays subscribers who add liquidity $.0027 per share on a monthly basis and charges $.003 per share
to market participants who take liquidity. When takers of liquidity send their orders directly to Track ECN, instead of
going through the Nasdaq facility, Track ECN pays $.0023 per share to the adder and charges a net of $.0025 to the
taker of liquidity. With a spread between rebate and charge of $.0002 to $.0003 per share, the Company needs to
handle a significant volume to achieve a material financial result. In an effort to keep costs at a minimum, Track ECN
became a self-clearing ECN in August 2005. Although TDSC has approval from NASD-R for “clearing” of its Track
ECN business, it is a limited approval for it to submit two sided trade data respecting trades which were executed by
broker-dealers on the Track ECN. TDSC submits this data to the National Securities Clearing Corporation so that the
actual trading counterparties can compare, clear and settle their trades and, except in the case of a rare error, TDSC
“drops out” of the clearing process. This effort to "self-clear” was a step to reduce costs of having a third party handle
this function.

NewsWatch Service

The Company’s NewsWatch service includes a high-speed consolidated news ticker, an NT-resident database
with full-text indexing, access to a variety of third-party databases, and multiple domestic/international exchanges. A
typical installation is approximately $300/month at the 5-user level and is scaled down with increased users at a
location.
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Marketing

The Company markets MarkeTrack to the premium end of the trading markets. Typical customers are
institutional sales people, arbitrageurs, market makers and traders.

MarkeTrack, proTrack, Track ECN, as well as the NewsWatch service, are marketed primarily through a
dedicated sales force, including 10 full-time sales persons. All services are sold directly, often as a result of on-site
presentations and service demonstrations.

In addition to its dedicated sales force, the Company maintains relationships with a number of brokerage firms
that actively sell the Company’s services to the money management side of the industry for “soft dollars.” In a soft dollar
arrangement, the brokerage firm pays the Company for services delivered to the money managers. These brokerage
firms are typically also customers of the Company.

The Company has ongoing advertising, direct mail, and public relations programs to promote product recognition
and educate potential new customers in its targeted markets. In addition, the services are exhibited at major industry
trade shows each year.

Competition

The Company competes with many other providers of electronically transmitted financial information. The
Company competes in its service offerings to varying extents through price and quality of service.

The Company offers its MarkeTrack service in a highly competitive market in which it competes with other
distributors of financial and business information, many of which have substantially greater financial resources. The
Company competes, among other things, on the basis of the quality and reliability of its data, the speed of delivery and
on the flexibility of its services. In the equity, options and futures trading segments, and the investment management
segment, the Company’s competitors include Bloomberg Financial and Reuters Group. To a lesser degree, these
Company services compete with Thomson One, a Thomson Financial Services company, and various
trading/quotation applications provided by market makers and clearing firms.

The Company's proTrack service competes primarily with the Redi System offered by Goldman Sachs, Real-Tick
offered by AT Financial and a proprietary system offered by Lava, Inc. There are also many proprietary systems that
offer one-stop trading and limited access to other destinations, as well as many other direct access trading systems.

The Track ECN competes with other ECNs that have substantially greater resources and have been operating for
a longer period of time. The Company's competitors, among others, are Archipelago, Instinet, Island and Nasdaq/Brut.
Recent acquisitions of Archipelago by the NYSE and Island by Nasdaq have created two outsized competitors far
larger than Track ECN or any other ECN or regional exchange.

The Company offers its NewsWatch service in a highly competitive market in which it competes with other
distributors of news information, many of which have substantially greater financial resources. NewsWatch competes,
among other things, on the basis of the quality and reliability of its data, the speed of delivery and on the flexibility of
its services. NewsWatch's principal competitor is NewsEdge, a subsidiary of Thomson Financial.
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B. INTERNET-BASED ONLINE TRADING, MARKET DATA SERVICES, AND OTHER SERVICES TO
THE NON-PROFESSIONAL INDIVIDUAL INVESTMENT COMMUNITY

Internet-Based Online Trading and Market Data Services

The Company offers internet-based online trading and market data service through its myTrack and myTrack Pro
products. myTrack and myTrack Pro offer trading of U.S.-based stocks, options and mutual funds, as well as stock
index-based futures and foreign currency. myTrack Pro is designed for active individual investors with a special focus
on option traders. The Company has targeted active traders and believes that myTrack and myTrack Pro are well
suited to satisfy their requirements. For those traders who are the most active and engage in day trading, the
Company's myTrack Pro contains multi windows based features and enhancements that are designed to satisfy the
needs of the hyperactive trader community. Equity trades on myTrack Pro are currently offered at 1/2 penny per share;
options at $1.00 per contract; and futures at $2.30 per contract. Equity trades on myTrack are currently offered at
prices starting at $12.95 per trade, but volume trading rebates can result in trade costs as low as $8.20 per trade.
Futures are generally priced at $7.00 per contract.

myTrack provides access to comprehensive information on stocks, options, indices, and news, including bid and
ask prices, charts, research and other information for any listed or Nasdag-traded stock and many OTC-BB stocks, as
well as the ability to establish and track securities, cash, margin and buying power positions on a real-time basis.
Real-time quotes, news, charting and technical analysis are currently available in various pay packages from $19.95
per month plus exchange fees to $95.00 per month (including Nasdaq Level II) plus exchange fees. Volume trading
can result in rebates equivalent to the service plan charges.

Customers can also subscribe for myTrack Pro market data. Real-time quotes, news, charting and technical
analysis are currently available for $99 (including Nasdaq Level II) plus exchange fees. Volume trading can result in
rebates equivalent to the service plan charges.

Other Internet-Based Market Data Services

AIQ Systems

AIQ Systems develops and markets artificial intelligence (AI) based stock market analysis and charting software
for personal computers. By simulating the reasoning of top market technicians, AIQ’s “Expert Systems” delivers trading
signals and valuable market insight, as well as state-of-the-art technical charting and screening capabilities. Prices for
AIQ products vary from $39 to $79 per month.

Dial/Data Service

Dial/Data is an Internet-based service that provides historical and end-of-day pricing data for U.S., Canadian and
European exchange-traded equities and related instruments, futures, equity options, futures options, mutual funds,
bonds, government issues, money markets and indexes. Customers who subscribe to Dial/Data pay a flat monthly rate
that ranges from $15 to $85, depending on the type of data received.

Marketing

The Company markets myTrack and myTrackPro by targeting active traders through advertisements. The
Company’s marketing efforts have included advertisements in financial and various other publications that have a
demographic similar to myTrack’s and myTrackPro’s target market. The Company also promotes these services
through Internet web site and banner advertisements, direct mailings and trade shows.
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AIQ Systems markets its software products through direct mail, the Internet, print advertising and seminars.

The marketing effort for the Dial/Data service is directed towards the software vendors who offer analytic
programs for the individual investor. By agreeing to provide royalties to these vendors, the Company seeks to
encourage these vendors to make their programs compatible with the Company’s databases, and to encourage
customers to select the Company’s databases in preference to databases made available by others.

Competition

The Company’s myTrack and myTrack Pro online trading service competes with services offered by online
brokers, many of which have substantially greater resources. The Company faces direct competition from other
discount brokerage firms, many of which provide touch-tone telephone and online brokerage services but do not
maintain significant branch networks. The Company also encounters competition from established full commission
brokerage firms. In addition, the Company competes with financial institutions, mutual fund sponsors and other
organizations, some of which provide (or may in the future provide) electronic and other discount brokerage services.

The Company believes its competition consists of large and small brokerage firms, utilizing the Internet to
transact retail brokerage business. Among these competitors are E¥Trade Group, Inc., Trade Station Group, Inc.,
Charles Schwab & Co., Inc., and Ameritrade, Inc. The Company also faces competition for customers from
full-commission brokerage firms, including Morgan Stanley Dean Witter & Co., Merrill Lynch and Salomon Smith
Barney, as well as financial institutions and mutual funds.

myTrack’s market data service competes with many providers of financial information over the Internet. It
competes on quality and reliability, as well as speed and price. Principal competitors to myTrack are e-Signal, DTN,
PC Quote, AT Financial, as well as many other Internet providers of financial information.

Competitors to the Dial/Data service include Interactive Data Corp., The Dow Jones Retrieval Service,
Compuserve, Telescan and Commodity Systems, Inc. The Company competes in this market based on price, the
quality and reliability of its data, the extent and breadth of historical information, ease of access and the negotiation of
agreements with vendors that provide royalty arrangements they find attractive. Some of the Company’s competitors
provide both software and data services. The Company competes with such full service providers by attempting to
enter into agreements with vendors of superior software.

Competitors of AIQ include Equis International (MetaStock), Windows on Wall Street, and many others.
Generally, these competitors’ products can be classified as “charting” packages. They concentrate their resources on
general charting (graphical) and stock market back-testing capabilities, rather than the pre-programmed market
analysis offered by the AIQ products. AIQ’s TradingExpert Pro competes with Omega’s TradeStation and MetaStock
Professional.

MATTERS RELATED TO SEGMENTS, OTHER THAN ARBITRAGE TRADING

Securities Regulation

Track Data Securities Corp. ("TDSC") is a broker-dealer registered with the SEC and NASD and is licensed as a
broker-dealer in 50 states.

The securities industry in the United States is subject to extensive regulation under federal and state laws. In
addition, the SEC, NASD, other self regulatory organizations, such as the various stock exchanges, and other
regulatory bodies, such as state securities commissions, require strict compliance with their rules and regulations. As a
matter of public policy, regulatory bodies are charged with safeguarding the integrity of the securities and other
financial markets and with protecting the interests of clients participating in those markets, and not with protecting the
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interests of the Company’s stockholders.
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Broker-dealers are subject to regulations covering all aspects of the securities business, including sales methods,
trade practices among broker-dealers, use and safekeeping of clients' funds and securities, capital structure, record
keeping and the conduct of directors, officers and employees. Because of the number of complaints by online traders,
the SEC, NASD and other regulatory organizations may adopt more stringent regulations for online firms and their
practices. If the Company fails to comply with any laws, rules or regulations, the Company could be censured, fined,
or issued a cease-and-desist order, or TDSC and/or its officers and employees could be suspended or expelled.

Operations

Clearing and Order Processing

The Company does not hold any funds or securities owned by its clients nor execute securities transactions. The
Company clears all transactions for its clients, on a fully disclosed basis, with Penson Financial Services, Inc.
("Penson").

The Company’s agreement with Penson provides that the clearing broker process all securities transactions for the
Company’s clients for a fee. Services of the clearing broker include billing and credit control and receipt, custody and
delivery of securities. The Company has agreed to indemnify and hold the clearing broker harmless from certain
liabilities or claims, including claims arising from the transactions of its clients, which could be material in amount.
The Company’s clearing agreement may be terminated by either party, upon 45 days’ written notice. The Company
relies on the operational capacity and the ability of the clearing broker for the orderly processing of transactions.

Clients’ securities transactions are effected on either a cash or margin basis. In connection with margin
transactions, credit is extended to a client, collateralized by securities and cash in the client’s account, for a portion of
the purchase price. The client is charged for margin financing at interest rates based on the broker call rate plus an
additional amount of up to 2.50%. The broker call rate, also known as the “Call Money Rate,” is the prevailing interest
rate charged by banks on secured loans to broker-dealers.

Margin lending is subject to the margin rules of the Board of Governors of the Federal Reserve System. Margin
lending subjects the Company to the risk of a market decline that would reduce the value of collateral below the
client’s indebtedness before the collateral could be sold. Under applicable rules, in the event of a decline in the market
value of the securities in a margin account, the client is required to deposit additional securities or cash in the account.
The margin agreement allows the Company or Penson to sell securities owned by the client under certain
circumstances.

Although TDSC has approval by NASD-R for “clearing” of its Track ECN business, it is a unique and limited
approval for it to submit two sided trade data respecting trades which were executed by broker-dealers on the Track
ECN. TDSC submits this data to the National Securities Clearing Corporation so that the actual trading counterparties
can and do compare, clear and settle their trades and, except in the case of a rare error, TDSC “drops out” of the clearing
process. This effort to “self-clear” was a step to reduce costs of having a third part handle this function.

Network Infrastructure

The Company’s external network consists of a series of routers and other Internet-networking equipment, mail,
web and File Transfer Protocol (ftp) servers; these servers are connected to the Company's internal (i.e. protected)
network. This permits a moderated connection to the Company’s intranet, so that any computer that can connect to the

Internet can access authorized services.
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The Company’s technology is supported by an internal staff of programmers, developers, and operators 24 hours a
day, seven days a week. The programming staff is supplemented by a team of quality control analysts, web page
developers, technical writers, and design specialists who ensure the final product is user-friendly and dependable. In
addition to supporting the systems, the staff continually enhances software and hardware and develops new services.
Software is designed to be versatile and easily adaptable to new and emerging technologies.

Net Capital Requirements

The SEC, NASD, and various other regulatory agencies have stringent rules requiring the maintenance of
specific levels of net capital by securities brokers. These include the SEC’s uniform net capital rule, which governs
TDSC. Net capital is defined as assets minus liabilities, plus other allowable credits and qualifying subordinated
borrowings less mandatory deductions that result from excluding assets that are not readily convertible into cash and
from valuing other assets, such as a firm’s positions in securities, conservatively. Among these deductions are
adjustments in the market value of securities to reflect the possibility of a market decline prior to disposition.

As of December 31, 2005, TDSC was required to maintain minimum net capital, in accordance with SEC rules,
of approximately $1 million and had total net capital of $1,935,000, or approximately $935,000 in excess of minimum
net capital requirements.

If TDSC fails to maintain the required net capital, TDSC may be subject to suspension or revocation of
registration by the SEC and suspension or expulsion by the NASD and other regulatory bodies, which ultimately
could require TDSC's liquidation. In addition, a change in the net capital rules, the imposition of new rules, a specific
operating loss, or any unusually large charge against net capital could limit those operations of TDSC that require the
intensive use of capital and could limit its ability to expand its business.

Limited Proprietary Information

The Company relies on a combination of copyright, trademark and trade secret laws and non-disclosure
agreements to protect its proprietary technologies, ideas, know-how and other proprietary information. The Company
holds a United States trademark registration for the myTrack name. The Company has no patents or registered
copyrights. Third parties may copy or otherwise obtain and use the Company’s proprietary technologies, ideas,
know-how and other proprietary information without authorization or independently develop technologies similar or
superior to its technologies. Policing unauthorized use of its technologies and other intellectual property is difficult,
particularly because the global nature of the Internet makes it difficult to control the ultimate destination or security of
software or other data transmitted.

The financial information provided by the Company for its MarkeTrack, myTrack, proTrack, myTrack Pro,
Dial/Data and NewsWatch services can be purchased from third-party sources and is not proprietary. The Company
maintains proprietary economic and historical financial databases. The Company protects its proprietary information
with standard secrecy agreements.

MarkeTrack, NewsWatch, myTrack, myTrack Pro, proTrack and Dial/Data are registered service marks owned

by the Company. AIQ has registered trademarks for StockExpert, MarketExpert, OptionExpert and TradingExpert, as
well as Opening Bell for its newsletter.
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Research and Development

Expenditures for research and development incurred primarily to establish technological feasibility of a product
or for product enhancement were approximately $210,000, $238,000 and $242,000 for the years ended December 31,
2005, 2004 and 2003, respectively.

Employees

The Company employed approximately 150 persons on a full-time basis as of December 31, 2005. The Company
believes that its relationship with its employees is satisfactory.

C. ARBITRAGE TRADING

The Company engages in arbitrage trading activity. The Company's trading strategy consists principally of
establishing hedged positions consisting of stocks and options. The Company is subject to market risk in attempting to
establish a hedged position, as the market prices could change, precluding a profitable hedge. In these instances, any
positions that were established for this hedge would be immediately sold, usually resulting in small losses. If the
hedged positions are successfully established at the prices sought, the positions generally stay until the next option
expiration date, resulting in small gains, regardless of market value changes in these securities. While virtually all
positions are liquidated at option expiration date, certain stock positions remain. The liquidation of these positions
generally results in small profits or losses. From time to time, losses may result from certain dividends that may have
to be delivered on positions held, as well as from certain corporate restructurings and mergers that may not have been
taken into account when the positions were originally established.

In connection with the arbitrage trading activity, the Company incurs margin loans. The Company is exposed to
interest rate change market risk with respect to these margin loans. The level of trading in the arbitrage trading
account is partially dependent on the margin value of Track Data common stock pledged by its CEO, and Innodata
and Edgar Online common stock, which is used as collateral. The market value of such securities is dependent on
future market conditions for these companies over which the Company has little or no control.

ITEM 1A. RISK FACTORS

Risks Relating to Owning Our Stock

Market volatility may cause our stock price and the value of your investment to decline.

From January 1, 2004 through December 31, 2005, the price per share of our common stock has ranged from a low of
$1.95 to a high of $9.80. The market price of our common stock has been, and is likely to continue to be, highly
volatile and subject to wide fluctuations. In the past, volatility in the market price of a company’s securities has often
led to securities class action litigation. Such litigation could result in substantial costs to us and divert our attention
and resources, which could harm our business. Declines in the market price of our common stock or failure of the
market price to increase could also harm our ability to retain key employees, reduce our access to capital and
otherwise harm our business.

Broad market and industry factors may adversely affect the market price of our common stock, regardless of our
actual operating performance. Factors that could cause fluctuations in our stock price may include, among other
things:
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. actual or anticipated variations in quarterly operating results;
-conditions or trends in our industry, including trading volumes, regulatory changes or changes in the securities
marketplace;
changes in the market valuations of other companies operating in our industry;
announcements by us or our competitors of significant acquisitions, strategic partnerships or divestitures;
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