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Report of Independent Accountants

To the Partners of
DBS Partners, L.P.

In our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of DBS Partners, L.P. (the “Partnership™) at December 31, 2001 for the
year then ended in conformity with accounting principles generally accepted in the United States of
America. This financial statement is the responsibility of the Partnership’s management; our
responsibility is to express an opinion on this financial statement based on our audit. We conducted
our audit of this statement in accordance with auditing standards generally accepted in the United
States of America which require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statement is free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statement, assessing
the accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our

opinion.

Diieooledraclopus L2

February 20, 2002



DBS Partners, L.P.

Statement of Financial Condition

December 31, 2001
ASSETS
Cash $ 49,040
Financial instruments owned, at market value:
Derivative contracts 753,438,845
Equities 13,519,284
Due from affiliates 3,741,516
Investment in subsidiary 368,500
Accounts receivable 91,856
Exchange memberships, at cost (market value $2,215,000) 2,361,000
Furniture, equipment and leasehold improvements, at cost
(net of accumulated depreciation and amortization of $398,875) 220,118
Total assets $ 773,790,159
LIABILITIES AND PARTNERS’ CAPITAL
Payable to clearing broker $ 37,797,323
Financial instruments sold, not yet purchased, at market value:
Derivative contracts 708,585,658
Equities 1,754,597
Accounts payable and accrued expenses 6,348,583
754,486,161
Partners’ capital 19,303,998
Total liabilities and partners’ capital $ 773,790,159

The accompanying notes are an integral part of this financial statement.
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DBS Partners, L.P.

Notes to the Statement of Financial Condition

1. Description of Business

DBS Partners, L.P. (the “Partnership™), is a registered broker-dealer with the Securities and
Exchange Commission. The Partnership operates as a market-maker and trader on various
securities and futures exchanges.

The Partnership was formed on March 6, 1992 and commenced trading in April 1992. The
Partnership consists of one general partner (DBS Trading, Inc.) and four limited partners and will
continue operations until designated by the general partner or until December 31, 2022.

The Partnership is the sole shareholder of Delta Based Strategies Limited (“DBS Ltd.”), a foreign
subsidiary registered with the Financial Securities Authorities in the United Kingdom, which is not
consolidated herein.

2. Accounting Policies

The statement of financial condition has been prepared in accordance with accounting principles
generally accepted in the United States of America which require management to make estimates
and assumptions that affect the amounts reported in the statement of financial condition and
accompanying notes. These estimates and assumptions are based on judgment and available
information and, consequently, actual results could be materially different from these estimates.

Financial instruments owned and financial instruments sold, not yet purchased, are carried at quoted
market values.

Securities transactions and related expenses are recorded on a trade date basis, net, in the statement
of operations. The statement of financial condition reflects purchases and sales of financial
instruments on a trade date basis.

No federal income taxes are payable by the Partnership and none have been provided for in the
accompanying financial statements. The partners are required to include their respective share of
the partnership’s profits in their individual tax filings.

Exchange memberships are carried at cost. Management believes the decline in market value is
temporary and, accordingly, no impairment reserves or write-downs have been recorded.

Interest is earned on deposits with brokers, dealers and clearing organizations, and is paid on ‘
borrowings from the clearing brokers. Interest is recorded using the accrual method. Dividends are
recorded on the ex-dividend date. ’

The Partnership believes that the carrying value of its financial instruments is a reasonable estimate
of their fair value. Assets including due from affiliates and accounts receivable are carried at their
fair value and all of the Company’s liabilities are carried at amounts approximating fair value due to
their short-term nature.

Financial instruments owned and financial instruments sold, not yet purchased are carried at fair
value. Fair value for those instruments is estimated using available market quotations for traded
instruments. Market quotations for traded instruments are obtained from major securities and
futures exchanges and dealers.



DBS Partners, L.P.

Notes to the Statement of Financial Condition, Continued

3. Commitments and Contingencies

The Partnership has noncancelable operating lease agreements for its office facilities which expire
on various dates through September 30, 2005. The leases are subject to escalation clauses which are
based upon annual operating expenses and taxes of the lessor. The future minimum rental
commitments under the agreement are as follows:

Year Ended December 31,

2002 $ 281,523
2003 223,523
2004 230,240
2005 176,526

4. Related Party Transactions

Additionally, in the normal course of business, the Company loans funds to its subsidiary for the
day to day financing of trading activities. $3,432,000 was outstanding at December 31, 2001 under
such loans and is included in due from affiliates on the statement of financial condition.

For the year ended December 31, 2001, the Company paid $394,000 in guaranteed salary to an
officer of its subsidiary, who is not an employee of the Company. Such amount is not reimbursed
by the subsidiary.

5. Derivative Financial Instruments Held and Issued for Trading Purposes
and Other Financial Instruments with Off-Balance Sheet Risk

In its normal course of business, the Partnership trades financial instruments involving off-balance
sheet market risk with other securities broker-dealers, futures commission merchants and
commercial banks.

Market risk is the risk that a change in the level of one or more market factors, such as interest rates,
indices, volatilities, correlations or other factors, such as liquidity, will result in losses for a
specified position or portfolio. Financial instruments sold, not yet purchased, entail an obligation to
purchase the securities at a future date. The Partnership may incur a loss if the market value of the
financial instruments subsequently increases prior to the purchase of the securities. Futures
contracts are executed on an exchange, and cash settlement is made on a daily basis for market
movements. The settlement of the aforementioned transactions is not expected to have a material
adverse affect on the financial position of the Partnership.

As a market-maker and trader on various national financial exchanges, the Partnership is, in fact, in
the business of managing market risk. The Partnership employs hedged, market-neutral trading
strategies and thus, in management’s opinion, market risk is substantially diminished when all
financial instruments are aggregated.



DBS Partners, L.P.

Notes to the Statement of Financial Condition, Continued

Credit risk represents the loss that the Partnership would incur if a counterparty fails to perform its
contractual obligation to the Partnership. All derivative financial instruments entered into by the
Partnership are exchange-traded. The Partnership’s clearing brokers, through industry clearing
organizations, act as the counterparties of specific transactions and, therefore, bear the risk of
delivery to and from counterparties.

6. Concentrations of Credit Risk

At December 31, 2001, substantially all of the Partnership’s financial instruments owned, financial
instruments sold, not yet purchased and payable to clearing broker are amounts held by or due to its
clearing broker. At December 31, 2001, a credit concentration with the clearing broker consisted of
approximately $19 million, representing the net market value of the Partnership’s trading accounts.
The Partnership monitors the credit worthiness of the clearing broker to mitigate the Partnership’s
exposure to credit risk.

7. Regulatory Matters

The Partnership is subject to the Securities and Exchange Commission’s Uniform Net Capital Rule
(Rule 15¢3-1) which requires the maintenance of minimum net capital. The Partnership has elected
to compute net capital using the alternative method, as permitted by Rule 15¢3-1, which requires
that the Partnership maintains minimum net capital equal to the greater of $250,000 or 2% of
aggregate debits. At December 31, 2001, the Partnership had net capital and net capital
requirements of $10,616,080 and $250,000, respectively. Pursuant to the Partnership’s registration
as a securities dealer, certain of its net capital requirements are assumed by its clearing broker.
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