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RYAN & JURASKA
CERTIFIED PUBLIC ACCOUNTANTS
SUITE 3520
141 WEST JACKSON BOULEVARD
CHICAGQO, ILLINOIS 60604
TEL: (312)922-0062
FAX: (312)922-0672

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Member of Byrd Trading, L.L.C.:

We have audited the accompanying statement of financial condition of Byrd Trading, L.L.C., as
of December 31, 2001, and the related statements of operations, changes in member’s equity and
cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on the financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Byrd Trading, L.L.C. as of December 31, 2001, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in the supplementary schedules is presented for
purposes of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities and Exchange Act of
1934. Such information has been subjected to the auditing procedures applied in our audit of the
basic financial statements and, in our opinion, is fairly stated in all material respects, in relation
to the basic financial statements taken as a whole.

Chicago, Illinois
February 8, 2002



BYRD TRADING, L.L.C.
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2001
ASSETS

Receivables from broker/dealer $ 349,606,024

Securities owned, at market
Long stocks 54,421,105
Long options 52,880,423
Securities owned, not readily marketable 10,000
Total assets $ 456,917,552

LIABILITIES AND MEMBER'S EQUITY

Liabilities:
Securities sold, not yet purchased, at market
Short stocks $ 148,264,207
Short options 302,013,144
450,277,351
Member’s equity 6,640,201
Total liabilities and member's equity $ 456,917,552

The accompanying notes are an integral part of these financial statements.




BYRD TRADING, L.L.C.
STATEMENT OF OPERATIONS

For the year ended December 31, 2001

Revenues:

Trading gains
Interest and dividends
Other income

Expenses:

Employee compensation and benefits
Interest and dividends

Commissions, brokerage and regulatory fees
Office expenses

Professional fees

Net Income

$ 8,046,599
11,585,960
9,282
19,641,841

2,988,560
645,556
6,174,979
101,169
78,168
9,988,432

9,653,409

The accompanying notes are an integral part of these financial statements.



BYRD TRADING, L.L.C.
STATEMENT OF CHANGES IN MEMBER’S EQUITY

For the year ended December 31, 2001

Balance at
December 31, 2000 $10,705,755
Shareholder
Withdrawals (13,718,963)
Net Income 9,653,409
Balance at
December 31, 2001 $6,640,201

The accompanying notes are an integral part of these financial statements.



BYRD TRADING, L.L.C.
STATEMENT OF CASH FLOWS

For the year ended December 31, 2001

Operating activities:
Net profit $ 9,653,409
Adjustments to reconcile net income to net cash provided by
operating activities:

Decrease in receivable from brokers and dealers 483,205,018
Increase in marketable securities (40,527,398)
Decrease in securities sold not yet purchased (438,612,066)

Net cash flows from operating activities 13,718,963

Financing activities:

Member’s distributions (13,718,963)

Net cash flows from financing activities (13,718,963)
Net decrease in cash 0
Cash at the beginning of the year 0
Cash at the end of the year $ 0

The accompanying notes are an integral part of these financial statements.



BYRD TRADING, L.L.C.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Organization

Byrd Trading, L.L.C. (the Company), was organized in the State of Illinois as a limited
liability company on February 16, 1998. The Company is a registered securities broker-
dealer with the Securities Exchange Commission (SEC) and is a member of the Chicago
Board Options Exchange. The Company engages in the proprietary trading of exchange-
traded equity securities, equity options and index options.

Revenue Recognition

Securities transactions and related income and expenses are recorded on the settlement
date basis. Generally Accepted Accounting Principles normally require an entity to
record security transactions on a trade date basis, however, the majority of brokers and
dealers record most securities transactions on the settlement date rather than the trade
date. The difference between trade date and settlement date is not material to the
Company’s financial position at December 31, 2001, nor material to the results of its
operations for the year then ended.

Income taxes

No provision has been made for Federal income taxes, as the taxable income of the
Company is included in the income tax returns of the member.

Accounting Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and the accompanying notes. Management
determines that the estimates utilized in preparing financial statements are reasonable and
prudent. Actual results could differ from those estimates.



BYRD TRADING, L.L.C.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

DECEMBER 31, 2001

NOTE 2 - MINIMUM CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission's Uniform Net
Capital Rule (15¢3-1), and has elected to use the basic method as permitted by this rule.
Under this rule, the Company is required to maintain “net capital” equal to § 100,000. At
December 31, 2001 the Company had net capital and net capital requirements of
$2,602,285 and $100,000, respectively.

NOTE 3 - TRADING ACTIVITIES

The Company trades in exchange traded equities and equity options contracts. The net
trading gain from these activities for the year ended December 31, 2001 was § 1,871,620.

The fair value of derivatives represents long and short options contracts at market value.
The following table discloses the approximate fair values of derivative financial
instruments held for trading as of December 31, 2001, as well as the approximate
quarterly average fair values of derivatives held during 2001:

December 31, Average
2001 Durine 2001
Options held $ 52,000,000 $ 41,000,000
Options written $ 302,000,000 $ 406,000,000

NOTE 4 — FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK
AND CONCENTRATION OF CREDIT RISK

In the normal course of business the Company enters into transactions in derivative
financial instruments and other financial instruments with off-balance sheet risk which
include exchange-traded equity options contracts and short stocks.

Options contracts grant the purchaser, for the payment of a premium, the right to either
purchase from or sell to the writer a specified instrument under agreed terms. As a writer
of options contracts, the Company receives a premium in exchange for bearing the risk of
unfavorable changes in the price of the securities underlying the options.




BYRD TRADING, L.L.C.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

DECEMBER 31, 2001

Securities sold, not yet purchased, represent obligations of the Company to deliver
specified securities and thereby create a liability to repurchase the securities in the market
at prevailing prices. These transactions may result in off-balance sheet risk as the
Company’s ultimate obligation to satisfy its obligation for securities sold, not yet
purchased may exceed the amount recognized in the statement of financial condition.

All financial instruments with off-balance sheet risk and other derivative financial
instruments are held for trading purposes. Risk arises from the potential inability of
counter parties or exchanges to perform under the terms of the contracts (credit risk) and
from changes in the values of securities, interest rates, currency exchange rates or equity
index values (market risk).

The contractual or notional amounts related to derivative financial instruments reflect the
volume and activity and do not reflect the amounts at risk. At December 31, 2001, the
contract or notional amounts of derivative financial instruments used for trading purposes
were as follows:

Millions
Options held $ 228
Options written $ 402

In management’s opinion, the market risk is substantially diminished when all financial
instruments, including stocks owned and sold, not yet purchased, are aggregated.

At December 31, 2001, a significant credit concentration consisted of the total net equity
of the Company with the Company’s clearing broker, First Options of Chicago, Inc.
(FOC). Maragement does not consider any credit risk associated with this net receivable
to be significant.




BYRD TRADING, L.L.C.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

DECEMBER 31, 2001

NOTE 5 ~ CLEARING AGREEMENT

The Company has a Joint Back Office (JBO) clearing agreement with FOC. As part of
this agreement, the Company has invested $10,000 in the preferred shares of FOC. The
Company’s investment in FOC is reflected as securities owned not readily marketable in
the statement of financial condition. Under the rules of the Chicago Board Options
Exchange (the “CBOE”), the agreement requires that the Company maintain a minimum
net liquidating equity of 31 million with FOC, exclusive of the preferred stock
investment.



SUPPLEMENTAL SCHEDULES




. FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT
PART IIA

l BROKER OR DEALER BYRD TRADING, L.L.C. As of December 31, 2001

COMPUTATION OF NET CAPITAL

1. Total ownership equity from Statement of Financial Condition $ 6,640,201  [3480]

1 2. Deduct ownership equity not allowable for Net Capital [3490]
;I 3. Total ownership equity qualified for Net Capital $ 6,640,201  [3500}
‘ 4. Add:

A. Liabilities subordinated to claims of general creditors allowable in computation of net capital [3520]
| B. Other (deductions) or allowable credits (List) [3525]
l 5 Total capital and allowable subordinated liabilities $ 6,640,201  [3530]
¢ 6. Deductions and/or/changes

A. Total non-allowable assets from Statement of Financial Condition $36,573  [3540)
[ B. Secured demand note deficiency [3590)
l C. Commodity futures contracts and spot commodities:
L proprietary capital charges [3600]

D. Other deductions and/or charges [3610] (36,573)  [3620]
| 7. Other additions and/or allowable credits (List) [3630]
3' 8. Net capital before haircuts on securities positions $ 6,603,628  [3640]
! 9. Haircuts on securities (computed, where applicable),

pursuant to 15¢3-1 (f):

1 A. Contractual securities commitments [3660]
;I B. Subordinated securities borrowings [3670]
{ C. Trading and investment securities:
1. Exempted securities 0 [3735)
| 2. Debt securities 0 [3733)
{l 3. Options 4,001,343 [3730]
4. Other securities [3634)
D. Undue Concentration " [3650])
E. Other (list) [3736] (4,001,343)  [3740}
m 10. Net Capital $ 2,602,285  [3750]}
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT
PART IIA

BROKER OR DEALER BYRD TRADING, L.L.C..

For the period (MMDDYY) from 01/01/01 to_ 12/31/01

STATEMENT OF CHANGES IN OWNERSHIP EQUITY
(SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION)

1. Balance beginning of period $10,705,755  [4240]
A. Netincome (loss) 9,953,409 [4250]
B. Additions (includes non-conforming capital of $ 0 {4262} [4260]
C. Deductions ( includes non-conforming capital of $ 0 {4272} (13,718,963) [4270]
2. Balance, end of period (From item 1800) $ 6,640,201 [4290]

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED
TO CLAIMS OF GENERAL CREDITORS

3. Balance beginning of period 0 [4300]
A. Increases 0 [4310]
B. Decreases 0 [4320]
4. Balance, end of period (From item 3520) 0 [4330]




BYRD TRADING, L.L.C.

ADDENDUM TO
FINANCIAL AND OPERATION COMBINED UNIFORM
SINGLE REPORT PART IIA
December 31, 2001

Reconciliation Pursuant to Paragraph (d)(4) of Rule 17a-5

Following is a reconciliation and explanation for differences between the unaudited and
audited FOCUS Part IIA Report as of December 31, 2001:

Net capital per unaudited FOCUS report $ 2,602,285
Net capital per audited FOCUS report $ 2,602,285
BYRD TRADING, L.L.C.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
PURSUANT TO RULE 15¢ 3-3

December 31, 2001

The Company did not handle any customer cash or securities during the year ended
December 31, 2001 and does not have any customer accounts.

BYRD TRADING, L.L.C.

INFORMATION RELATING TO POSSESSION OR CONTROL REQUIREMENTS
UNDER RULE 15c¢ 3-3

December 31, 2001

The Company did not handle any customer cash or securities during the year ended
December 31, 2001 and does not have any customer accounts.




RYAN & JURASKA
CERTIFIED PUBLIC ACCOUNTANTS
SUITE 3520
141 WEST JACKSON BOULEVARD
CHICAGO, ILLINOIS 60604
TEL:(312)922-0062
FAX:(312)922-0672

REPORT OF INDEPENDENT AUDITORS
ON INTERNAL ACCOUNTING CONTROL STRUCTURE REQUIRED BY
SEC RULE 17a-5

To the Member of BYRD TRADING, L.L.C.

In planning and performing our audit of the financial statements of BYRD TRADING,
L.L.C. (the "Company") for the year ended December 31, 2001, we considered its internal
control structure, including procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control structure.

Also, as required by Rule 17a-5(g) (1) of the Securities and Exchange Commission, we
have made a study of the practices and procedures (including tests of compliance with
such practices and procedures) followed by the Company that we considered relevant to
the objectives stated in Rule 17a-5 (g), in making the periodic computations of aggregate
indebtedness (or aggregate debts) and net capital under Rule 17a-3(a)(11). We did not
review the practices and procedures followed by the Company (1) in making the quarterly
securities examination, counts, verifications, and comparison, and the recitation of
differences required by Rule 17a-13; (2) in complying with the requirements for prompt
payment for securities under Section § of Regulation T of the Board of Governors of the
Federal Reserve Commission; (3) in obtaining and maintaining physical possession or
control of fully paid and excess margin securities of customers as required by the Rule
15¢3-3; and (4) in making the periodic computations of the reserve required by Rule
15¢3-3 (e), because the Company does not carry security accounts for customers or
perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an
internal control structure and the practices and procedures referred to in the preceding
paragraph. In fulfilling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of internal control structure
policies and procedures and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to
achieve the Commission's above mentioned objectives. Two of the objectives of an




internal control structure and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that transactions are executed
in accordance with management's authorization and recorded properly to permit preparation of
financial statements in accordance with generally accepted accounting principles. Rule 17a-5(g)
lists additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal accounting control procedures or the practices and
procedures referred to above, errors or irregularities may occur and not be detected. Also,
projection of any evaluation of them to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness or their design and
operation may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all matters in
the internal control structure that might be material weaknesses under standards established by
the American Institute of Certified Public Accountants. A material weakness is a condition in
which the design or operation of the specific internal control structure elements does not reduce
to a relatively low level the risk that errors or irregularities in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. However, we
noted no matters involving the internal control structure, including procedures for safeguarding
securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its purposes
in accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and our study, we believe
that the Company's practices and procedures were adequate at December 31, 2001, to meet the
Commissions objectives. :

This report is intended solely for the use of management, the Securities and Exchange
Commission and other regulatory agencies which rely on Rule 17a-5(g) under the Securities
Excharge Act of 1934 and should not be used for any other purpose.

Chicago, Illinois
February §, 2002




