
( I) Organization: 

PALAFOX TRADING LLC 

NOTES TO STATEMENT OF FINANCIAL CONDITION 
December 31, 2016 

(Expressed in U.S. dollars in thousands) 

Palafox T rading LLC (the .. Company-). a Delaware limited liability company. is regi tered with the U.S. Securities and Exchange Commission 
<··SEC') as a broker and dealer. is a member of Lhe Financial lndusuy Regulatory Authority, Inc. ( .. FINRA-). a member of the Securities Investor 

Protection Corporation. and a clearing member of the Fi"<ed Income Clearing Corporation ("'FICC") and LCH RepoClear ( .. LCH''). 

Citadel Global Fixed Income Master Fund Ltd. ("GAL .. ) is the sole member of Lhe Company. Citadel Kensington Global Strategies Fund Ltd. 
through it holding company KGSF Offshore H oldings Ltd. c·KGOff). Citadel Wellington LLC ("CWLC). Cyprus lnvesunent Fund LLC 
( .. CYFC"), Cyprus investment Fund Ltd .. through its holding company CYFD Offshore Holding:. Ltd. ( .. CYHD.'). Citadel Global Fixed income 
Fund Ltd. , through its holding company GFID Offshore Holding Ltd. ( .. GFOH"), and Citadel Global Fixed Income Fund LLC ( .. GFXC) are the 
shareholders and ultimate beneficiaries of GFIL. 

Citadel Advisors LLC ("'CALC') i responsible for managing all investment and other activitie for the Company. CALC is a registered investment 
adviser wilh the SEC pursuant to the Investment Advisers Act of 1940. 

Citadel LLC. an affiliate of CALC. provides cenain administrative and imcsnnent-related ser.ices to the Company. Nonhem Trust Hedge Fund 
Ser.ices LLC <··1 THFS .. ) is responsible for providing cenain administrative services to the Company. The services contract between the Company 
and :-0.'THFS is effecth·e through May I. 2021. Through a contracrual agreement. Citadel LLC pro,ides certain technology development ser.ices to 
NTHFS. which support the administrative ervice provided by NTHFS. 

(2) Summary of Sign1ficant Accounting Policies: 

The accompanying financial statements have been prepared in accordance with accounting principles generally accepted in the United States of 
America ("GAAP .. ). 

Use of Estimates 

The preparation of fmancial statements in accordance with GAAP requires CALC to make estimates and assumptions that affect the reported 
amounts of asset~ and liabilities and the disclosure of contingent assets and liabilities :u the dace of the financial statements. Actual resulLc; could 
differ significantly from those estimates. 

Cash 

The Compan} defines cash on the staiement of financial condition as cash and funds held in liquid investments with original mamrities of 90 days or 
le . Substantially all cash is held at various global financial institutions. 

Foreign Currenn· Tra11slatio11 

The functional currency or the Company is the U.S. dollar. The Company may hold assets and liabilities denominated in foreign currencies. The fair 
value of assets and liabilities is translated into U.S. dollars using spot currency rates on the date of valuation. Changes in foreign exchange rates on 
assets and liabilities are isolated from the tluctuaLions arising from changes in the fair value of assets and liabilities held. 

UJ)se11111g f 11wncw1 111srnu11ems 

Financial assets and liabilities. as well as cash collateral received and posted. are offset by counterparty when there exi ts a legally enforceable right 
to set off the recognized amounts and when certain other criteria are met in accordance with applicable accounting guidance on offsetting. As a 
result. the net exposure to each counterparty is reported as either an asset or liability on the tatement of financial condition, where applicable. 

T ra1'ffers of Financial Assets 

In general, tr.lll)fcn, of financial :u.i.el'> arc accounted for as balci, \\hen the Company h:lh rclinquibhcd control over Lhc Lraru,fcrred ~IJ>. For lmllbfcn. 
of financial assets that are not accounted for as sales, in which the transferor retains conuol of Lhe financial assets, the financial assets remain on the 
stalement or financial condition and the Lransfer is accounted for as a collateralized financing. Securities purchased under agreements to resell 
("re\'erse repurchase agreements .. ) and securities sold under agreements to repurchase ("repun:base agreements") are treated as collateralized 
finandngs (see Note 5). 

Re\'erse repurchase and repurchase agreements are short-Lenn in nature and are recorded at the amounts of cash paid or recei\'ed. plus accrued 
interest. on the statement of financial condition. Reverse repurchase agreements and repurchase agreements with Lhe same counterparry are reponed 
on a net basi '"hen lhere exists a legally enforceable right to set off Lhe recognized amounts and when cenain other criteria arc met in accordance 
with appl icable accounting guidance on offsetting_ 
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PALAFOX T RADING LLC 

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued 
December 31, 2016 

(Expressed in U.S. dollars in thousands) 

(2) Summary of Significant Accounting Policies, Continued: 

Valuation of Financial 1twnm1e111s 

The Compan} measures and rcporu. derivauvc financial instruments (°'Financtal l n~trument~") at fair value. as detenninc<l b} CALC. Financial 
In truments are generally characterized by the geographies/time 1one(s) of Lrading. The fair value is based on available information and representS 
CALC's best estimate or fair value. The fair \alue determined may not necessarily renect lhe amount which might ultimately be realized in an arm's 
length sale or liquidaLion of the Financial Instruments and such differences may be malerial. ALI Financial lnstrumen~ arc valued at the close or 
business on each date of determination in lhe relevant time zone as determined by CALC. Valuations are 001 changed ubsequent to such closing 
time. irrespective of whether pan or all of a group of Financial Instruments continue to trade after the close of business and prior to lhe next opening 
of business in uch time zone, except Lhat CALC may \'alue (or re\alue a the ca e may be) any and all Financial Jn trumems based on pricing or 
olher relevant information obtained after the close of business if CALC believes that doing so is necessary to better reflect fair value and is consistent 
wilh the Company·s go\'erning documents. 

Fair value i defined as the price that would be received to ell an asset o r paid to transfer a liability (i.e .. lhe "exit price"") in an orderly transaction 
between knowledgeable. willing panies. at the measurement date. Where available. fair value is bru;ed on observable market prices or inpuLS or 
derived from such prices or inputs. Where observable market prices or inputs are not available. valuation models are applied. These valuation 
cechniqucs in\olve some level of e timaLion and judgment by CALC. the degree of \\hich is dependent on lhe price cransparcncy for the Financial 
ln\lrumcnl\ or market and the Financial lnMrumcnt~' complexity. 

The accounting guidance for fair value measurements and disclo ures establishes a fair value hierarch} that prioritizes the inputs to \alualion 
techniques used to measure fair value. The hierarchy ghes the highest priori()• Lo unadjusLed quoted prices in active markets for identical assets or 
liabilities (level I measurements) and the lowest priority to unobservable inputs (level 3 measurements). The three levels of the fair value hierarchy 
are described below: 

Basis uf Fair Value Measurement 

Level I Unadjusted quoted prices in accivc markets that arc accessible a1 the IIICllsuremcm date for identical. unrestricted assets or 
Liabilitie : 

Level 2 Quoted prices in markets that are not considered to be active or financial instrument for which all significant inputs are 
observable, either directly or indirectly: and 

Level 3 Prices or valuations that require inputs that are both significant to the fair value measurement and unobservable. 

A Financial lostrument"s level wilhin lhe fair value hierarchy is based on lhe lowest level of any inpuL individually or in the ag,,aregate. that is 
significant to lhe fair value measurement. 

If CALC determines that either the volume and/or level of activit} for an asset or liability has significantl} decreased (from nonnal conditions for 
that asset or liability) or price quo!Mions or observable inputs are not associated with orderl} transactions. increased analysis and manage ment 
judgment will be required to estimate fair value. Regardless. however. of the valuation technique and inputs used, the objec1ive for the fair value 
measuremenl in those cin:umslances is unchanged from what it would be if markets were operating at nonnal activity levels and/or lJ"ililsactions were 
orderly: that is. to determine the current exit price. 

Financial Instruments are valued by CALC taking into consideration third party pricing sources to lhe extent possible. Third part) pricing source 
ma} include one or more exchanges. organized dealer markets. electronic Lrading facilities or broke~ and dealers. For cenain Financial In Lrumcnts. 
ind1ca11on~ of fair value muy be quoted b) J limited number o f mnrket participant'>. CALC may arbitrate the price informauon received in 
determining the best e timate of fair value for the Financial Instrument. Financial Instruments also may be valued on lhe basis of a spread or price 
differential. as quoted by dealers. to other instruments. 

Financial Instruments which are traded on one or more exchanges. organized dealer markets or electronic trading facilities are generally \'alued at 
their closing price on the exchange upon which they are principall} traded. Such Financial Instruments are generally classified within level I of lhe 
fair , ·alue hierarchy. Valuation adjustments may be applied to the quoted market prices lo the extent that exchange-traded Financial Instruments are 
infrequently craded. Exchange-traded Financial Instruments adjusted from the ob ervable exchange price are cmegorized wiLhin le,·el 2 or le\·el 3 of 
Lhe fair value hierarchy based on the significance of unobservable inputs to the overall valuation. 
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PALAFOX T RADING LLC 

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued 
December 31, 2016 

(Expressed in U.S. dollars in thousands) 

(2) Summary of Significant Accounting Policies, Continued : 

Voluo1io11 of Fino11ciol /11s1rume111s. Co111i11ued 

For FlnanciaJ ln.,trumen~ in which there b no readily detenninable available third part) pricing. the fair value determined by CALC represents it.:. 
best estimate of fair value. In all instances, any Financial lnstrumem may either be valued by CALC or CALC may cons.ider the \alua1ion of such 
Financial Instrument pro,ided by lbe person or enlily, if any, who controls or manages such Financial instrument or who is engaged by CALC lo 
value such Financial ln5trumenl. CALC's assessment of the significance of a particular input to the fair value measurement in its entirety requires 
judgment and considers factors specific co the Financial Instrument. 

The following de cribes the valuation technique applied to the Company' major c lass of liabilities to measure fair value. including an indication of 
the le,el within the fair value hierarchy in which each asset and liability is generally classified. Where appropriate, the description include details of 
the valuation models and the key inputs to those models. 

Derivath'e liabilities 
Over-tlze-coumer ( "OTC") deril>ati1'efi11a11cial imtrumems 
Foreign exchange forwards generally trade in liquid marketS and are valued using market-based inputs 10 models. Model inputs can generally 
be verified and model selection doe. not involve significant management judgment. Significant inputs include foreign exchange ratl!1' and/or 
foreign exchange forward pomt~. These m~trumenb arc ('ategorized wit.Jun kwl 2 of lbc fair value hierarchy. 

Also. to be con istcnt with industry practices. the Company's valuation of OTC derivati\e financial instruments is generally based on 
discounting in local currency at the overnight index swap rate. 

Valuario11 Processes 

Citadel LLC's Valuation Committee is responsible fore tablishing and maintaining the Company· valuation framework and pro,·iding oversight of 
the valuation function. The Valuation Committee approves the Company's \'aluation policies. oversee NTHFS' independent role in the valuation 
process Mid ~proves the use of third-party valuation ~rviees when nece sary. The trading de ks ate te p0n ible for valuing all of their Vmancial 
In ·1rurnen1s in accordance with the valuation policies establi hed b} tbe Valuation Committee. NTHFS performs a monthly detailed price verification 
proce on ub tantially all Financial Instrument . As pan of l\IHFS. price verification processe . quotation are obtained from third panie 
(including, but not limited to. pricing services) and lhen compared 10 the valuation of financial lnst:ruments to ensure consistency and validity. 

Each month. :THFS produces a wrinen summary of the results of its price verification process. The Valuation Committee meets monthly to review 
the summary and determine if any adjustments are necessary. The Valuation Committee has final authority 10 adjust any valuation. 

NTHFS also reviews lbe Company's adherence to its valuation policies through daily net profit and loss reponing procedures \\ith the intenc to 
identify potential valuation issues on a timely basis. 

Other Fi11a11cial /nstmmems 

CALC estirnat~ that the aggregate carrying value of other financial instruments (including receivables and payables) recognized on the statement of 
financial condition approximates fair value. as imch financial instruments are shon-tenn in nature. bear interest at current market r.ites or are subject 
10 frequent repricing. 

The financial assets and Liabililies. including securities purchased under agreements 10 reseU. receivable from brokers, dealers. and clearing 
nrgani7.a1inns. receivahle fmm affiliare, nther :isse1s . c;ecuri1ies sold uncler agreemen~ 1n repurcha. e, payahle 10 hroke~, deal~. and clearing 
organinuion-'>. p:iyablc to affiliate~. and other hab1litie!>. are con~idered level 2. The linanc1al lli.!>et of c~h i~ con-'>idered le\ cl 1. 

(3) New Accounting Pro nouncement: 

In May 2014. the Financial Accounting Standards Board c-FASB"") issued updated accounting guidance on the recognition and clisclo ure of re\•enue 
from customers arising from the transfer of goods and services and accounting for cenain contract costs. In July 2015. the FASB rnted to defer the 
effective date of the accounting update by one year, to annual reponing periods beginning after December I 5. 2017. The Company is still evaluating 
the effecl of lhe updated guidance on lhe Company's financial condition and regulatory requirements. 
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(4) Income Taxes: 

PALAFOX T RADING LLC 

NOTES TO STATEME NT OF FINANCIAL CONDITION, Continued 
December 31, 2016 

(Expressed in U.S. dollars in thousands) 

The Company is trcaLed as a corporation for U.S. federal income iax purposes and is Lherefore subject lo U.S. federal. and certain slate and local 
corporate income tax. The Compan} files income tax returns with the U.S. federal government and various state and local jurisdictions; its tiled 
rcturru. arc open under the normal three-year suuu1e of limitations and therefore subject to examination by tax authoritil!!.. Al December 3 1. 2016. the 
Company has no knowledge of any taX returns of lhe Company under examination. 

In accordance with GAAP. CALC has reviewed the Company's 1ax positions for al l open taX years. For the year ended December 31. 2016. CALC 
has determined that the Company was not required to establish a liabilicy for uncenain ta.~ positions. 

At December 31. 2016. the Company had income taXes payable of SI 15. which i included in other liabilities on the statement of financial condition. 

The Company has determined that. as of December 31. 2016. there are no temporary differences between the GAAP and lax bases of assets and 
liabiliLies Lhat would result in deferred income w assets or liabilities. 

(5) Collatcralizcd Transactions: 

The Company manage credit exposure arising from reverse repurchase agreements and repurchase agreemems by. in appropriate circumstances. 
«ntering into masu.•r nl"ltiJlg :1grcemeot~ ;ind eollater:1J arrangement~ with COUnterparties. 1n the event of :1 eountt'rp;l!ly default (~ueb as baol.ruptey Or 
a counterpany·s failure to pay or perform). these agreements pro,·ide the Company the right to terminate such agrecmenL net the Company·s rights 
and obligation under such agreement, buy-in undelivered securities and liquida1e and set off colla1eral agains1 any net obligation remaining by the 
counterparty. 

During the year ended December 3 1, 2016. the Company had reverse repurchase and repurchase agreements with affilia1es (Note 6) and 
non-affiliate . 

Re\erse repUJ'(;hase and repurchase agreements ate collateralized primarily by receiving or pledging ecurities. respectively. Typically, the Company 
has rights of rehypothecation wilh respect to Lhe securities collateral received under reverse repurchase agreements. As of December 31. 2016. 
subsiantially all ecuritie collateral received under reverse repurchase agreements has been deli\ered or repledged in connection with repurchase 
agreements. Also. the counterparty generally has rights of rehypolhecation with respect to the securities collateral received from the Compan) under 
repurchase agreements. 

The Company monitor; the fair value of underlying securities in comparison to the related receivable or payable, including accrued inrere t. and as 
necessary. uansfers or requests additional collateral as pro' ided under lhe applicable agreement to ensure lransactions are adequately colJateralized. 

The Company is a netting member of the Govemmenl Securities Division of FTCC, an industry clearing house for reverse repurchase and repurchase 
transactions. After every trade cleared through FICC. FICC inrerposes i1self between the Compan) and the original coun1erparty 10 1he transac1ion. 
thereby becoming the Company' counterpany. To date. the Company has cleared sub 1antially all or its reverse repurchase and repurchase 
transactions \\ ith unaffiliated counterparties through R CC on a fully djsclosed basis. 

As of December 31. 2016. as a result of entering into reverse repurchase agreements. the Company obtained collateral with a fair \'3.lue of 
$8.0'J9.817. Also. as of December 31. 2016. the Company had repurchase agreemems with collateral posted having a fair value of 58.099.817. The 
fair \alue of the collateral obtained and posted includes accrued coupon interest. The Company also pledged net cash collateral of S44,392 to GPIL 
and FTCC pledged $47345 IO the Company. The sale and purchase obligations under reverse repurchase agreemenls and repurchase agreements are 
collateralized by obligations of 1he U.S. government. to the extenr off etting agreemen1s \\ith the same counterparty have not otherwise reduced the 
Company's or counterpanies' gross exposure. 
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PALAFOX T RADING LLC 

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued 
December 31, 2016 

(Expressed in U.S. dollars in thousands) 

(5) CoIJateralized Transactions, Continued: 

Offseui11g of Cena in Collareraliz.ed Tra11sac1io11s 

The following table p~ts infom1auon about the off:.etting of lhe:.e in~truments as of December 3 1. 2016. Refer 10 Note 9 for information relating 
to offsetting of derivati,es. 

Assets 

Gross 
Amounts Ill 

Amounts 
Offset in the 
Statement of 

Financial 
Condition U~JI 

Assets as of December 3 1, 2016 

Net Amounts 
Presen led in the 

tatement of 
Financial 

Condition" ' 

Amounts ~ot Offset in the 
Statement of Finnnl'ial Condition 

Counlerparty 
Nellingm 

rmancial 
Instruments, at 
Fair \ ' alue 12•" 

Net 
Exposure 

Securities purch3SCd under :igreements to 
resell $ 8.142A68 S (4.480.1 83) s 3.662.285 s (3..t57532) s (204.753) s 

Liabilities 

Securitie sold under agreements 10 

repurchase s 

Gros_~ 
Amounts••• 

8.148.654 s 

Liabilities as or December 31, 2016 

Amounts 
Ollset in U1l' 
Statement of 

Financial 
Condition Pk.JI 

~et Amount~ 
Pn!SC11too in Uu.! 

Statement o f 
Financial 

Condition ' " 

(4.480.183) s 3.668.47 1 s 

\mounts Nol Ofl\et in the 
Statement or Fin11ncinl Condition 

Con nlerparty 
Netting •>• 

financial 
Instruments, at 
Fair alue 12~~· 

(3,457532) s (210.018) s 

'et 
Exposure 

92 1 

<U Amounts include all instruments. irrespecLive of"hether there is a legally enforceable master netting arrangement in place. The gross and net amounts in this table 
include financing interesl receiv:ibles and payables related to these crans:ictions. 

m Amounts relate to master netting arrangements or ~imilar arrangements which have been determined by lhe Company lo be legall) enforceable in the event of 
def au II. 

m Amounts a.re reponed on a net basis in Lhe Stalement of financial condition when subject to a legally e nforceable master nening arrangement or imilar arrangement 

and when renain other criteria are met in accordance with applkable accounting guidance on offsetting. 
1• 1 ·ore that the fair value of the financial instruments not ofTsct in the ~tatemen1 of fin:incial condition is limited to the net amount b) counterparty reported on the 

statement of linanci31 condition. The rair value or linancial iru.truments includes l>CXUritie~ purchased or i.old under the agreements. accrued coupon interest and 
cash coll:iteral. where applicable. 

Collaterali:.ed Tra11sac1io11s·Ma111ri1ies and Collateral Pledged 

The following table presents gross obligations for repu~hase agreements by remaining contractual maturity and class of collateral pledged. 

Securities sold under agreements to repurchase m 

U.S. govemmenl 5«11rities 

Financing interest pa) able 

Cros.~ omount pr~nlcd In lhe offsetting table 11bo~e 

'" Amounts presented on a gross basis. prior to netting. 

s 

0Ternight and 
Open 

2.310.758 
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s 

As or December 31. 2016 
Remaining Contractu al Maturity 

31-90 days 

5.165.066 s 670.125 s 

s 

Total 

S.145.949 

2.705 

8. 148.65-i 



PALAFOX T RADING LLC 

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued 
December 31, 2016 

(Expressed in U.S. dollars in thousands) 

(6) Transactions with Related Parties: 

Expenses 

Pursuant to nn adminji.trnti\c services ngrecmeoL Lhc Company reimburses Cilndel LLC for dirccL nnd allocable adminii.trntive. general and operating 
expenses paid by Citadel LLC. on behalf of the Company. As of December 31. 2016. the Compan) had a payable to Citadel LLC of $348. which i 
included in payable 10 affiliates on !he statement of financial condition. 

Pursuant to a services agreemenL a proponionate share of expenses incurred by KGOH. GFOH. CWLC. CYHD, GFXC and CYFC for certain 
administrative services provided by NTHFS during the period from January I. 2016 through June 30. 2016 were allocated to the Company. Effective 
Jul} I. 2016. the Company incur the NTHFS admini tration fee directly. 

Repurchase and Reverse Repurchase Agreements 

During 2016. the Company entered iolO repurchase and reverse repurchase agreements with GFIL. As of December 31. 2016. the Company had 
repurchase nnd reverse repurchnse ngreemenis with GAL with n gro comrnc1 vnlue of S4. I 74.lW4 and $3.965.1 19. respectively. These nmounis nre 
neued by $2.239.137 on the statement of financial condition. Additionally. as of December 3 1. 2016. the Company had a financing imere t payable 
of 52.059 and a financing interest receivable of $6-16 related to repurchase and reverse rcpurc:ha~e agreements with GFIL. respective!). These 
amounti. arc neucd by 50-4 on the !>latcment of financial condilion. The Company pledged ~ecuriue~ colla1cmJ wilh a fair value of S4, 132.721 , and 
received securities collateral with a fair value of $3.967.096 with regard 10 these transactions. The fair value of the collateral pledged and received 
includes accrued coupon interest. 

As of December 31. 2016. the Company pledged cash colla1eral to GFIL of s.l-4.392 related 10 repurchase and reverse repurchase agreements. The 
amount is included in receivable from affiliate on the tatement of financial condition. 

Additionally. in relation to repurchase and reverse repurchase transactions during the year. the Company earned and incurred charges relating to 
failed delivery of securitie . As of December 31. 2016. the Company had a receivable from GFIL of $75 and payable 10 GFIL of S26. \\hich are 
included in receivable from affiliate and payable to affiliates. respectively. on the tatcmcm of financial condition. 

The Compan} i compensated for financing services pro,idcd 10 GFCL. based on a comparable profits model in accordance with applicable transfer 
pricin~ regulations under the lotemal Revenue Code. As of December 31. 2016. lhe Company bad a receivable from GFIL of$427. which is included 
in receivable from affiliate on the statement of financial condition. 

Miscellaneous Related Pony Tra11sae1io11s 

The Company participates in a variety of operating and administrative transactions with related parties and affiJiates. Because of these relationships. 
ii is pos. ible that the tenns of these l!'3nsaction are n0t the same as those that would result from transactions among unrelated parties and such 
differences could be material. 

(7) Receivable from and Payable to Broker-s, Dealers, and Clearing Organizations: 

Amounts receivable from and payable to brokers. dealers. and clearing organizations al December 31. 2016. consist of the following: 

Securities failed to deliver/recei\e 

Net rcceh•ables/payables from/to clearing organizations 
Net rcccl\ :iblc'l/pa):ible' from/to broker' and denier. 

Net receh'llblc/payable from/lo brokers. dealers and clearing organizations 

II• Amount represents payable to GFIL foc securities failed to receive. 

-8-

Receivables 

s 30.972 

31.-189 

8.846 

s 71.307 

PaJ·ables 

s 30,980 

47.3-IS 

119 

s 78.444 



PALAFOX TRADING LLC 

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued 
December 31, 2016 

(Expressed in U.S. dollars in thousands) 

(7) Receivable from and Payable to Brokers, Dealers, and Clearing Organizations, Continued: 

At December 31. 2016. the entirety of receivables from clearing organi1,ations reflect cash depo its held at the clearing organizations made in the 
normal course of busines . 

(8) Risk Management: 

The Company is subject to various ri ks. including, but not limited 10. market risk, off-balance sheet risk, credit risk, currency risk and other risks. 

Market Risk 

Market risk is the potential for changes in the value of Financial lostrumems and the securities collateral pledged and/or received under repurchase 
and reverse repurchase agreements. Categories of market risk include. but are not limited to, exposures to equity prices. interest rates, commodity 
prices. credit prices. and currency prices. 

Markel risk i directly impacted by the volatili1y and liquidity of the markets in which the underlyint; financial instrumems are traded. The Company 
auemptS 10 manage market risk in \-arious wa)s. including through diversifying expo ures. placing limitations on position izes and hedging in 
rcla1ed securities or deri,ative financial instruments. The ability to manage market risk may be constrained by changes in liquidity conditions and fast 
change\ in the rclnti\.e price\, volatilitie~ and correlauon\ bcmccn Fin:mc1al ln\trumcnts and the in\trument~ U\ed to hedge \UCh foinancial 
lnsl!Uments. 

Oj[Bala11ce SfleeJ Risk 

The Company enters into derivative transactions which may represent off-balance sheet risk. Off-balance sheet risk exists when the maximum 
potential loss on a particular investment is greater than the value of uch inve tment. as reflected on the statement of financial condition. Off-balance 
sheet risk generally arises from the 11se of deri' ;nive ftnaoci;il instnimen1s. 

Credit Risk 

Credit risk is the risk of losses due to the failure of a counterparty Lo perform according to the tenns of a contract. Substantially all of the Company's 
credit ri k relates 10 principal transactions with GFIL. 

The Compan) seeks lo reduce its exposure to credit risk associated LO counterparty nonperf onnance by entering into mm.1er netting agreements and 
collateral arrangemen~ with coumerpanie~. ~agreement~ prm ide the Company with the abilily 10 demand collateral as v.ell as 10 liquidaie 
collateral and offset recei\ ables and payables covered under the same master agreement in the event of coumerpany default. The Company generally 
enten; into OTC derivative financial instrument transactions only with major financial in titutions. in an effon to limit OTC credit risk. Additionally. 
the Company also seeks 10 manage credit risk by. among other factors. monitoring exposures to and reviewing creditwonhiness of its coumerpanies 
and rebalancin~ financing sources as deemed appropriate. 

The cash balances held at various global financial in tirutions. \\ hich typically exceed government oonsored insurance coverages. also subject the 
Company 10 a concentration of credit risk. CALC auempts to mitigate the credit risk that exists with these deposits by. among other factors. 
main1aining these depo its pursuant to segregated custodial arrangements. where possible. 

Cuffency Risk 

The Company may invest directly in non-U.S. currencies. securities that are denominated in. and that receive revenues in. non-U.S. currencies. or in 
derivatives that provide exposure to non-U.S. currencies.. and as such is subject to the risk that those currencies will decline in value relati,·e to the 
U.S. dollar. or. m the c~c of hedging positioni.. Ihm the U.S. dollar will decline in value relative to the currency being hedged. Currency rate may 
nuctuate significantly over shon periods of lime for a number of reasons. including change in interest rate . intervention (or the failure 10 intervene) 
by government entities. central bank or supranational entities. or by the impo ition of currency controls or other geopolitical developments. 

Orher Risks 

Legal. tax and regulatory change could occur during the term of lhe Company that may adversely affect the Company. In addition. securities 
markets are ubject to comprehen ive tatutes. regulation and margin requirements. Regulators and elf-regulatory organization and exchanges are 
authorized to take extraordinary actions in the event of market emergencies. The effect of any future regulatory change on the Company could be 
substantial and adverse. 
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PALAFOX TRADING LLC 

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued 
December 31, 2016 

(Expressed in U.S. dollars in thousands) 

(8) Risk Management. Continued: 

Oilier Risks. Continued 

The Compan) · derivati'e agreement contain:. trigger pro' bio~ linked to the Compan) failing to maintain a predetennined level of net ~t value 
or member's capital over cenain periods. If the counterpany were to exercise iis rights under such provisions. ii could elect to cause the termination 
and net seulement of obligations under the Company" s oulSlanding bilateral transactions. As of December 31. 2016. the Company was in compliance 
with these trigger provisions. CALC auempts to manage the risks associated with these provisions as part of its overall risk management process. 

Conringencies 

In the normal course of business. the Company enters into contraets that contain provisions related to general indemnifications. The Company's 
maximum exposure under these arrangements is unknown. as any uch expo ure involves possible future claims that may be. but have not yet been. 
made against the Company. based on event. which have not yet occurred. However. based on experience. CALC believes the risk of loss from these 
arrangements to be remote. 

The Compan} provide guarantee to securities clearinghou es (FICC and LCH). Under the standard membership agreement. members are required 
to guarantee the performance of other members. Under these agreements. if another member becomes unable to satisfy its obligations to the 
clcaringhouw. other membcl'b would be required to meet shonfalls. The Company's liability under these arrangements 15 not quanufiable and could 
exceed the cash and securities it has posted as collateral. However. CALC belie"es the potential for the Company to be required LO make payments 
under these arrangements i remote. Accordingly. no contingent liability i carried on the statement of financial condition for these ammgements. 

Conunitmellls 

The Compan} enters imo forward starting repurchase and reverse repurchase agreements that seule at a future date. At December 31. 2016. the 
Company had commitments relating to its unseuJed forward staning repurchase and reverse repurchase agreements of S 1.275.861 and S 1.273.586. of 
which $15.341 and Sl.258.245 are with GFIL. re pectively. At December 31. 2016. these forward tarting repurchase and re"erse repurchase 
atreements eACh h:id a ~uleme1u dale of JMuAtY 3, 2017. 

(9) Derivath'e Financial lnstruments: 

Derivatives are financial instrnmenlS that deri'e their value from underlying asset prices. indices. reference rates. or other inputs. or a combination of 
these factors and generally represent future commitments to exchange cash flow,,. or to purchase or sell other financial instruments at "pecified future 
dates. Derivatives may be traded on an exchange or they may be privately negotiated contracts. which are usually referred to as OTC derivatives. 
OTC derivatives can be cleared and seuled through central c learing coumerparties. while others are bilateral contracts between two counterpanies 
("Bilateral OTC"). 

The Company may enter into derivative financial in trumems in the normal course of its business to manage various underlying exposures for risk 
management purposes. An example of the use of deri,·aiive financial instruments for risk management purposes is currency derivatives to manage 
potential foreign currency exchange rate risks on its assets and liabilities. The Company·s derivative financial instrument risks should not be viewed 
in isolation. but rather CALC believes they should be considered on an aggregate basis along with the Company's other investing activities. 

At any point in time. ubject to applicable bankruptC} or similar laws affecting creditors· righLS. generally Lhe Company's credit exposure to a 
deriYative financial instrument coumerparty is limited to the Company's ne1 unrealized gains (losses) on derivative financial instrumentS plu.'> any 
collateral transferred to uch counterpany by the Compan) pursuant to credit uppon agreements, less any collateral transferred to the Company by 
such countcrparty pursuant to credit uppon agreements. These amounts are recorded on a net basis by counterparty by the Compan~ on the 
Malcment of financial condition when 1hc Company ha-. executed netting agreement\ permitting the legal right of om.ct of wch e\powrc' between 
the Company and such counterpany. Typical!}. the Company or the counterpany has rights of rehypothecation with respect to collateral pledged or 
recei\'ed under uch deri\'ative netting agreements. Initial margin pledged by the Company to the counterpany under derivative netting agreements. 
but held at a third-party custodian. is not subject to rehypothecation by the counterparty. 

Porwards are contracts that commn coumerparues to purchase or sell currencies for an agreed-upon price on an agreed future date. These instruments 
can in\'olvc markel risk and/or credit risk in excess of the amount recognized on the statement of financial condition. 
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(Expressed in U.S. dollars in thousands) 

(9) Derivative Financial Instruments, Continued: 

The following table eis forth 1he fair value and the quanerly average no1ional amouni of 1he Company·s derivative contracis b} underlying risk 
exposure as of and for the year ended December 31, 2016. respectively. The quanerly average notional arnouni provides an indication of the volume 
of the Company's dcri\;ati\ c acLivity. The table abo preM'o~ information about the offM"tting of dcrhativc in~trumcnh and relaLCd collateral nmoun~ 
(see information related to off etting of certain collateralized transactions in 'ote 5). Gro derivative concracts in the table below exclude the effect 
of netting and do not necessarily represent the Company·s actual exposure which may ultimately be reduced by netting agreements. Net derivative 
concmcts represen1 the fair value of derivative liabilities after the neuing of cash collateral and positions b} counterparty. when the legal right of 
offset exists and when cenain other criteria are met in accordance with applicable accounting guidance on off' etLing. 

Gross derh•ath-e contracts 

Bil:neral OTC 

Forwards • 

Foreign exchange contracls 

Total J!r'O)S d l.'ri•ath4.' coot.ncts tl• 

Amounts lhal hal'e been offsel in lhe statement of finanri:il condition •' t1 

NetderivatlTecontracts 

AmouJJls that ha' e not bttn offset in the statement of financial condition 1J1 

Net exposure 

Fair Value as of December 31. 2016 and lhe Quarterly 
Average otional for the Year Ended December 31. 2016 

Oerh ath e Assets Oerh atfre Liabilities 

Fair Yalue Notional Fair Value 'otional 

s 

s 

s 
s 

4.649 s 119 s 11.263 
~~~~ ~~~~ 

4.649 119 s 11,26) 

119 

s 119 

t ll Included m pa) able 10 brokers. dealers. and cleanng organ1zat1ons on the ~tatemen1 of financial condition. 
121 Amoums include all deri\acive instruments. irre pectivc of "hethcr there is a legal!) enforceable master netting arrangemem in place. 
oi Amounts relate to m3Sler netting arrangemeob and c-ollateral arrangements \"WC'b ha•e been <k-1ermined by tbe Company 10 be legall) enforteable in !be event of 

\k:(.,uh. 

''' Amounts are reponed on a net basis in !he statement of financial condition when subject to a legally enforceable master neuing arrangemenl or similar arrangement 
and when ceruin 01her cri1erin are met in accordance with applicable occounting guidance on offsening. 

(10) Regulatory Requirements: 

The Compan~ is subject to lhe ne1 capital requirements of lhe SEC Uniform 'e1 Capi1al Rule ("Rule I 5c3- I .. ) and has elec1ed 10 use lhe alternative 
method as penniued by this rule. Under the alternative method. the Company is required IO mainlain minimum nel capital. as defined in Rule I 5c3· I. 
equal 10 the greater of S250 or 2'k of aggregate debil items arising from cu 1omer transactions. Al December 31. 2016. ne1 capital was S 130.727 in 
exces._<; of the required minimum net capital. 

In 3ddition. the Company is subject lO minimum capital requirements of clearing corporations in which it is a member. which may exceed lhe 

minimum net capital requirements of the SEC. 

(11) Subsequent Events: 

The Compan} has perfonned an evaluation o( ub equent evenis through February 17, 2017. which i the da1e the t.nancial tatements were available 
to be issued. The Company is not aware of an} ubsequent events that require disclosure in the financial statements. 
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