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Information Required of Brokers and Dealers !
FORM X-17A-5 Pursuant to Section 17 of the Securities Exchange Act of 1934 ‘ 823787

PART II and Rule 17a-5 Thereunder
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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER:

First Options of Chicago,Inc.

o~

Official Use @nly™

RN

x.

o
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Chicago IL 60605 NV
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NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
William R Brennan (312) 362-3809
{Area Code -- Telephone No.)
B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*
{Name - if individual, state last, first, middle name)
PricewaterhouseCoopers LLP
One North Wacker Drive Chicago IL 60606
(ADDRESS) Number and Street City Zip Code
State
CHECK ONE:
X | Certified Public Accountant ¢
Public Accountant /P R@@ESSED
‘ Accountant not resident in United States or any of its possessions. : {FEB ﬁ 3 2@@3
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statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).
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OATH OR AFFIRMATION

,William Breng@dar (or affirm) that, to the best of my knowledge and belief the accompanying financial statements
and supporting schedules pertaining to the firm of _Janaury 27 as 2003 are true and correct. |
further swear (or affirm) that neither the company nor any partner, proprietor, principal officer or director has any
proprietary interest in any account classified solely as that of a customer.
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Notary Public

This report ** contains (check all applicable boxes):

(a)  Facing Page

(b)  Statement of Financial Condition

(c) Statement of Income

(d) Statement of Cash Flows

{e)  Statement of Changes in Stockholder’s Equity of Partners' or Sole Proprietor's
Capital

(f)  Statement of Changes in Liabilities Subordinated to Claims of Creditors

(g) Computation of Net Capital

(h)  Computation for Determination of Reserve Requirement Pursuant to Rule 15¢3-3

(i)  Information Relating to the Possession or Control Requirements Under Rule

15¢3-3

(j)) A Reconciliation, including appropriate explanation, of the computation of Net

Capital Under Rule 15¢3-1 and the Computation for Determination of the Reserve Requirements
Under Exhibit A Rule 15¢3-3

Schedule of Segregation Requirements and Funds in Segregation Pursuant to
Commodity Exchange Act
(k) A Reconciliation between the audited and unaudited Statements of Financial
Condition with respect to methods of consolidation
)] An QOath or Affirmation

(m) A Copy of the SIPC Supplemental Report

(n) A Report describing any material inadequacies found to exist or found to have
existed since the date of the previous audit

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3)
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Name of Organization: First Options of Chicago, Inc.
Address: One Financial Place
440 South LaSalle Street
Chicago, IL 60605

Date: January 27, 2003

BOARD OF DIRECTORS

NEW YORK STOCK EXCHANGE, INC.

C/O DATA CONTROL SECTION, 22™ FLOOR
20 BROAD STREET

NEW YORK, NEW YORK 10005

GENTLEMEN:

WE, THE UNDERSIGNED, member of allied members of First Options of
Chicago, Inc. have caused an examination of our financial statements to be
made in accordance with generally accepted auditing standards and prescribed
regulations.

We hereby certify that, to the best of our knowledge and belief, the
accompanying financial statements for the period ended November 29, 2002,
represent the true and correct financial position, result of operations and changes

in financial position of our organization, and will be made available to those
members and allied members whose signatures do not appear below.

PETER T. LAWLER _//X;?C“/{ —

WILLIAM R. BRENNAN LJ//&% j'/k,

STATE OF ILLINOIS

SS

COUNTY OF COOK

Sworn to before me this 27th

NOTARY PUBLIC, STATE OF ILLINOIS
'2 MY COMM [SSION EXPIRES 1U-25-2008
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PricewaterhouseCoopers LLP
One North Wacker

Chicago IL 60606

Telephone (312) 298 2000

Report of Independent Accountants

To the Board of Directors and Shareholders of
First Options of Chicago, Inc.

In our opinion, the accompanying statement of financial condition and the related statements of
operations, changes in subordinated liabilities, changes in shareholders’ equity and cash flows present
fairly, in all material respects, the financial position of First Options of Chicago, Inc. (the “Company”)
at November 29, 2002, and the results of its operations and its cash flows for the fiscal year then ended
in conformity with accounting principles generally accepted in the United States of America. These
financial statements are the responsibility of the Company’s management; our responsibility is to
express an opinion on these financial statements based on our audit. We conducted our audit of these
statements 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 statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, 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.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained on pages 14 to 20 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 Exchange Act of 1934 and Regulation 1.10 under the
Commodity Exchange Act. Such information has been subjected to the auditing procedures applied in
the 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.

January 17, 2003
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First Options of Chicago, Inc.

Financial Statements and Supplementary
Schedules Pursuant to Rule 17a-5 Under the
Securities Exchange Act of 1934 and
Regulation 1.10 Under the Commodity
Exchange Act

As of and for the Fiscal Year Ended
November 29, 2002
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First Options of Chicago, Inc.

Statement of Financial Condition
November 29, 2002
(In Thousands)

ASSETS

Cash

Cash, cash equivalents and securities deposited with clearing organizations
or segregated in compliance with Federal regulations

Securities borrowed

Receivable from brokers, dealers and clearing organizations

Receivable from customers

Exchange memberships owned - at cost (market value $5,334)

Furniture, equipment and leasehold improvements at cost, less
accumulated depreciation and amortization of $14,773

Deferred income taxes

Other assets

Total assets
LIABILITIES AND SHAREHOLDERS’ EQUITY
Borrowings from affiliate
Securities loaned
Payable to brokers, dealers and clearing organizations

Payable to customers
Accrued expenses and other liabilities

Commitments and contingencies (see Note 4)
Liabilities subordinated to claims of general creditors
Shareholders’ equity

Total liabilities and shareholders’ equity

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

2-

$ 7,919

2,187,474
4,104,357
186,053
2,418,495
4,076

6,363
26,324
9,262

$ 8,950,323

$ 176,000
1,723,915
17,556
6,504,371

118,632

8,540,474

200,000

209,849

$ 8,950,323




First Options of Chicago, Inc.

Statement of Operations
For the Fiscal Year Ended November 29, 2002
(In Thousands)

Revenues:

Commissions, clearance and floor brokerage

Interest
Other

Total revenues

Expenses:

Brokerage, clearance and exchange fees
Communications

Data processing and equipment rental
Depreciation and amortization
Employee compensation and benefits

Interest

Printing, postage and office supplies
Professional fees
Rent and occupancy

Other

_ Total expenses

Income before income tax expense

Income tax expense

Net income

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

3.

$ 135,736
326,369
1,293

463,398

19,169
6,532
7,262
7,824

53,230

286,136
1,004
1,825
7,735

10,693

401,410
61,988
28,680

$ 33,308
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First Options of Chicago, Inc.

Statement of Changes in Subordinated Liabilities
For the Fiscal Year Ended November 29, 2002
(In Thousands)

Subordinated liabilities - beginning of fiscal year
Reductions in borrowings

Subordinated liabilities - end of fiscal year

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

4.

$

$

200,000

200,000




First Options of Chicago, Inc.

Statement of Changes in Shareholders’ Equity
For the Fiscal Year Ended November 29, 2002
(In Thousands)

Preferred  Additional

Common Series A Paid-In Retained
Stock Stock Capital Earnings Total
Balance, beginning of fiscal year $ 1 $ 1,030 $ 31,418 $ 186,352 § 2183801
Capital contribution from Parent - - 8,000 - 8,000
Preferred Series A stock issued - 180 - 180
Preferred Series A stock redeemed at cost - (400) - - (400)
Net income - - - 33,308 33,308
Dividends | - - - (50,040) (50,040)
Balance, end of fiscal year 3 1 3 810 $ 394183 $ 169,620 $ 209,849

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

-5-
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First Options of Chicago, Inc.

Statement of Cash Flows
For the Fiscal Year Ended November 29, 2002
(In Thousands)

Cash flows from operating activities:
Net income _
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Deferred income taxes
(Increase) decrease in operating assets:

Cash, cash equivalents and securities deposited with
clearing organizations or segregated in compliance
with Federal regulations

Securities borrowed

Receivable from brokers, dealers and clearing organizations

Receivable from customers

Other assets

Increase (decrease) in operating liabilities:

Securities loaned

Payable to brokers, dealers and clearing organizations

Payable to customers

Accrued expenses and other liabilities

Total adjustments
Net cash provided by operating activities

Cash flows from financing activities:
Net increase in borrowings from affiliate
Capital contribution from Parent
Preferred Series A stock issued
Preferred Series A stock redeemed
Dividends paid

Net cash used in financing activities

Cash flows from investing activities:
Purchases of furniture, equipment and leasehold improvements
Purchase of exchange memberships

Net cash used in investing activities
Net decrease in cash

Cash, beginning of fiscal year

Cash, end of fiscal year

Supplemental disclosure of cash flow information:
Cash paid for interest

Cash paid for income taxes

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

-6-

$ 33,308
$ 7,824
(3,357)
(447,812)
353,074
(11,099)
53,290
(1,123)
(72,583)
(6,810)
143,881
(13,398)
1,887
35,195
7,000
8,000
180
(400)
(50,040)
(35,260)
(1,910)
(216)
(2,126)
(2,191)
10,110
$ 7,919
$ 347,602
$ 1,310




First Options of Chicago, Inc.

Notes to Financial Statements

Significant Accounting Policies:

First Options of Chicago, Inc. (the “Company™) is a registered broker-dealer and futures
commission merchant. The outstanding common stock of the Company is owned by SLK
Acquisition Co. (“SLK Acq’), which is wholly owned by SLK Holdings, Inc., a wholly owned
subsidiary of The Goldman Sachs Group, Inc. (the “Group”). The Company operates on a fiscal
year basis which ends on the last Friday of November.

Customers’ securities transactions are recorded on a settlement date basis, which is generally three
business days after trade date, with related revenues and expenses recorded on a trade date basis.
Customer-owned securities held by the Company and the net value of customers’ options on futures
positions are not reflected on the statement of financial condition. A portion of these securities have
been deposited as margin with exchange clearing organizations.

At November 29, 2002, cash, cash equivalents and securities deposited with clearing organizations
or segregated in compliance with Federal regulations includes $548,157,000 of cash and cash
equivalents, of which $97,577,000 is on deposit and $450,580,000 1s segregated.

Cash equivalents are composed of money market funds and are primarily held to satisfy deposit
requirements with exchanges and clearing organizations.

Securities owned, which consist primarily of United States government obligations, are stated at
market value, with unrealized gains and losses reflected in interest revenue.

Securities purchased under agreements to resell (“reverse repurchase agreements”™) are treated as
collateralized financing transactions and are recorded at their contracted resale amounts plus
accrued interest. It is the Company’s policy to take possession of securities with a market value
equaling the principal amount loaned plus accrued interest in order to collateralize reverse
repurchase agreements. The Company monitors the market value of collateral daily with additional
collateral obtained or refunded, as appropriate. At November 29, 2002, cash and securities
deposited with clearing organizations or segregated in compliance with Federal regulations includes
$1,639,317,000 of reverse repurchase agreements, of which $1,430,556,000 are on deposit and
$208,761,000 are segregated.

Securities borrowed and securities loaned are recorded at the amount of cash collateral advanced or
received. Securities borrowed transactions require the Company to deposit cash, letters of credit or
other collateral with the lender. With respect to securities loaned, the Company receives collateral
in the form of cash or other collateral. The amount of collateral required to be deposited for
securities borrowed or received for securities loaned is an amount generally in excess of the market
value of the applicable securities. The Company monitors the market value of securities borrowed
and loaned daily, with additional collateral obtained or refunded, as appropriate.

Depreciation of furniture and equipment is primarily recognized on a straight-line basis over the
estimated useful lives of three to seven years. Leasehold improvements are amortized on a straight-
line basis over the lesser of the economic useful lives of the improvements or the remaining terms of
respective leases.



First Options of Chicago, Inc.

Notes to Financial Statements, Continued

Intangible assets, included in other assets on the statement of financial condition, are amortized on a
straight-line basis over a five year period and represent the purchase of a customer list.

Substantially all of the Company’s assets and liabilities are carried at fair value or contracted
amounts which approximate fair value. Assets which are recorded at contracted amounts
approximating fair value consist largely of short-term secured receivables. Similarly, the
Company’s short-term liabilities are recorded at contracted amounts approximating fair value.
These instruments generally have variable interest rates and short-term maturities, and, accordingly,
are not materially affected by changes in interest rates. The carrying amount of subordinated
liabilities closely approximates fair value based upon market rates of interest available to the
Company.

The financial statements are prepared in conformity 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 financial statements and accompanying notes. Actual results
could differ from these amounts.

2. Receivable From and Payable to Brokers, Dealers and Clearing Organizations:

Amounts receivable from and payable to brokers, dealers and clearing organizations at
November 29, 2002 consist of the following:

Receivable Payable
Securities failed-to-deliver/receive $106,347,000 $ 694,000
Receivable/payable with clearing brokers 35,347,000 -
Receivable/payable with clearing organizations 39,164,000 13,260,000
Other, primarily stock borrow/loan interest 5,195,000 3,602,000

$186,053,000 $ 17,556,000

3. Borrowings from Affiliate:

Under an informal agreement, the Company can request short-term borrowings from the Group to
finance customer trading activities. These borrowings are made on an agreement-to-pledge basis
and the Company specifically identifies customer owned securities with a market value
approximating from 100% to 125% of the principal amount to satisfy this pledge. Amounts
borrowed under this agreement amounted to $176,000,000 at November 29, 2002. Interest on these
borrowings is calculated at a negotiated rate, which is based on the federal funds rate, plus 40 basis
points. Total interest expense related to these borrowings for the fiscal year ending November 29,
2002 amounted to $2,514,000.

-8-



First Options of Chicago, Inc.

Notes to Financial Statements, Continued

4. Commitments and Contingencies:

The Company is obligated under various lease commitments for office space and equipment.
Certain of the leases contain renewal options and provisions for rent escalations based on increased
costs incurred by the lessor. Minimum annual rentals under these leases are as follows:

Minimum
Fiscal Year(s) Rentals
2003 $ 7,293,000
2004 7,044,000
2005 - 6,426,000
2006 6,268,000
2007 5,706,000
2008-2011 16,508,000

The Company is involved in certain claims and legal proceedings arising in the ordinary course of
business. In the opinion of management, after consultation with counsel, these proceedings will not
result in any material adverse effect on the Company’s financial position or results of operations.

The Company is a guarantor for $674,000 under bank loans made to customers to purchase
exchange memberships.

5. Subordinated Liabilities:

The Company has a $500,000,000 subordinated revolving credit agreement with the Group,
maturing October 31, 2005. The credit agreement bears interest at the three month LIBOR rate,
plus 75 basis point. At November 29, 2002, $200,000,000 was outstanding under this credit
agreement.

For the fiscal year ended November 29, 2002, total interest expense of $5,492,000 was recognized
for subordinated liabilities.

The above subordinated liabilities are included in the Company’s regulatory capital and can be
repaid only if, after giving effect to such repayment, the Company meets the applicable regulatory
capital requirements.



First Options of Chicago, Inc.

Notes to Financial Statements, Continued

6. Capital Stock:

The Company is authorized to issue 1,000 shares of $.01 par value common stock, of which 100
shares were outstanding at November 29, 2002. The only holder of the common stock, SLK Acq, is
entitled to one vote for each share held of record. Under certain circumstances, the common stock
is convertible to one share of non-voting preferred stock (Series C) of the Company for each share
of common stock held at the conversion date.

The Company is also authorized to issue 118,000 shares of $.01 par value preferred stock consisting
of 8,000 shares of Series A and 110,000 shares of Series C. At November 29, 2002, there were
outstanding 810 shares of Series A and no shares of Series C. All of the Series A shares outstanding
are owned by customers of the Company under joint back office agreements. The Series A is non-
voting and non-convertible, but upon the occurrence of certain events is redeemable by the
Company at $1,000 per share together with any accrued and unpaid dividends on the redemption
date. The Series A ranks senior to the Series C and common stock as to dividend rights and the
distribution of assets upon liquidation. Dividends on the Series A are cumulative and payable, when
due, to the stockholders of record on each April 1 at a rate of 5% per annum of the face value.

During the fiscal year ended November 29, 2002, the Company paid $40,000 of Series A dividends
and $50,000,000 of common stock dividends.

7. Regulatory Requirements:

As a registered broker-dealer and futures commission merchant, the Company is subject to Rule
15¢3-1 of the Securities and Exchange Commission and Rule 1.17 of the Commodity Futures
Trading Commission, which specify uniform minimum net capital requirements for their registrants.
The Company has elected to use the alternative net capital method permitted by Rule 15¢3-1. At
November 29, 2002, the Company had net capital of $201,341,000, which exceeded the requirement
of $10,192,000 by $191,149,000.

The Company computes a reserve requirement for the proprietary accounts of introducing brokers
(“PAIB”). At November 29, 2002, the Company had no PAIB deposit requirement.

-10-



First Options of Chicago, Inc.

Notes to Financial Statements, Continued

8. Related Parties:

The Company provides and utilizes clearance, execution and processing services and also engages
in financing activities with the Group and other affiliates. In addition, the Group provides payroll
and various administrative services to the Company. At November 29, 2002, the financial
statements include the following balances between the Company, the Group and other affiliates:

Securities borrowed $ 2,397,946,000
Reverse repurchase agreements 1,639,317,000
Receivable from customers 2,094,703,000
Receivable from brokers and dealers 2,664,000
Securities loaned 546,679,000
Payable to customers : 447,902,000
Payable to brokers and dealers 1,167,000
Accrued expenses and other liabilities, net 27,093,000
Borrowings from affiliate (Note 3) 176,000,000
Liabilities subordinated to claims of general creditors (Note 5) 200,000,000

Fiscal Year Ended November 29, 2002

Commissions, clearance and floor brokerage revenues $ 17,083,000
Interest revenue 198,651,000
Other revenues 60,000
Interest expense 156,503,000
Other expenses, primarily service fees incurred for data

services provided by an affiliate to the Company 10,083,000

9. Income Taxes:

The Company will file consolidated federal and state income tax returns for the fiscal year ended
November 29, 2002 with the Group. For financial statement purposes, the Company calculates its
income tax expense or benefit on a separate return basis.

-11-



First Options of Chicago, Inc.

Notes to Financial Statements, Continued

The Company’s effective tax rate differs from the statutory federal rate primarily due to state taxes.
The benefit for deferred taxes primarily results from differences in the book and tax treatment of
restricted stock units granted to the Company’s employees by the Group (see Note 12), reserves
related to certain receivables and differences in book and tax depreciation and amortization. The
current and deferred portions of the income tax expense/benefit included in the statement of
operations as determined in accordance with FASB Statement No. 109, Accounting for Income
Taxes, are as follows:

Current Deferred Total
Federal $ 25,209,000 $ (2,704,000) $ 22,505,000

State 6,828,000 (653,000) 6,175,000

$ 32,037,000 § (3,357,000) § 28,680,000

The Company has reviewed the components of its deferred tax assets and has determined that it is
more likely than not that the asset will be realized.

10. Financial Instruments with Off-Balance-Sheet Credit Risk:

diverse group of corporate, institutional and individual investors. The Company’s customer
activities involve the execution, settlement and financing of various customer securities and
commodities transactions for locals, specialists and market makers. Customer securities activities
are transacted on either a cash or margin basis and customer commodity transactions are generally
transacted on a margin basis subject to individual exchange regulations. Due to the nature of their
operations, which may include a significant level of margin lending and involve short sales and
option writing, the Company may have significant credit exposure due to the potential inability of
these customers to meet their commitments. A substantial portion of the Company’s transactions
are collateralized and are executed with and on behalf of other financial institutions. The
Company’s exposure to credit risk associated with the nonperformance of these customers in
fulfilling their contractual obligations pursuant to securities and commodities transactions can be
directly impacted by volatile trading markets which may impair the customer’s ability to satisfy
their obligations to the Company. Where deemed necessary, the Company will require the customer
to deposit additional margin collateral or reduce positions if it is believed that the customer’s
activities may be subject to above-normal market risks. In the event the customer fails to satisfy its
obligations, the Company may be required to purchase or sell financial instruments at prevailing
market prices in order to fulfill the customer’s obligations.

The Company seeks to control the risks associated with its customer activities by requiring
customers to maintain margin collateral in compliance with various regulatory and internal
guidelines. The Company monitors required margin levels daily and, pursuant to such guidelines,
requires the customers to deposit additional collateral or reduce positions, when necessary.
Additionally, in order to further control this risk, the Company has developed computerized risk
control systems which analyze the customers’ sensitivity to major market movements.

-12-

' As a securities broker-dealer, the Company is engaged in various brokerage activities servicing a



First Options of Chicago, Inc.

Notes to Financial Statements, Continued

11.

12.

The Company also establishes credit limits for customers engaged in commodity futures activities,
which are monitored daily. The Company’s customer financing and securities settlement activities
may require the Company to pledge customer securities as collateral in support of various secured
financing sources such as bank loans and securities loaned and to satisfy margin deposits of various
exchanges. In the event the counterparty is unable to meet its contractual obligation to return
customer securities pledged as collateral, the Company may be exposed to the risk of acquiring the
securities at prevailing market prices in order to satisfy its customer obligations. The Company
controls this risk by monitoring the market value of securities pledged daily and by requiring
adjustments of collateral levels in the event of excess market exposure. Additionally, the Company
establishes credit limits for such activities and monitors compliance daily.

Employee Benefit Plans:

Substantially all of the Company’s employees are covered by a 401(k) plan. Employees may make
contributions to the 401(k) plan on a voluntary basis, however; the Company has no contribution
obligation under the plan and has made no contributions during the year.

The Group maintains a defined benefit pension plan that covers substantially all of the Company’s
employees. This Plan provides benefit based on years of credited service and a percentage of the
employee’s eligible compensation.

Restricted Stock Units:

On October 31, 2000, the Group issued its restricted stock units to employees of the Company under
a stock incentive plan, primarily in connection with its acquisition of the Company. Delivery of the
shares of underlying common stock is conditioned by the grantee’s satisfying certain requirements
as outlined in the award agreement. The restricted stock units will vest over a period of up to five
years from the grant date, as outlined in the award agreement.

For the fiscal year ended November 29, 2002, the Company recognized $9,311,000 of compensation
expense associated with restricted stock units.

-13-



First Options of Chicago, Inc.

Computation of Net Capital Pursuant to Rule 15¢3-1
November 29, 2002
(In Thousands)

Credits:
Shareholders’ equity
Liabilities subordinated to claims of general creditors under
subordination agreements available for regulatory capital
BOTCC stock margin value increase
Discretionary liabilities (net of tax)

Total credits

Debits:
Nonallowable assets:
Exchange memberships and fixed assets
Customer receivables
Other assets
Deferred taxes

Other charges:
Additional charges for customers’ security and commodity
accounts:
Aged fail to deliver
Deductions for accounts carried under Rule 15¢3-1(c)(2)(x)
Other charges

Total debits

Net capital before haircuts on proprietary positions
Haircuts on proprietary positions

Net capital

Minimum net capital requirement

Excess net capital

$ 209,849

200,000

512

5,719

416,080
10,439
1,327
6,444
26,324
44,534
87
133,091
26,434
159,612

204,146

211,934

10,593

201,341

10,192

$ 191,149

No material differences exist between the above computation and the computation included in the

Company’s corresponding unaudited Form X-17a-5 Part II filing.

-14-



First Options of Chicago, Inc.

Computation for Determination of Reserve Requirements
For Broker-Dealers Pursuant to Rule 15¢3-3

November 29, 2002

(In Thousands)

Credit balances:
Free credit balances and other credit balances in
customers’ securities accounts $
Customers’ securities failed to receive
Market value of short securities and credits in all suspense accounts over
7 business days
Other

Total credits
Debit balances:
Aggregate debit items
Less 3% for alternative method
Total debits

Excess credits $

Cash and value of qualified securities on deposit in Reserve Bank Account $

No material differences exist between the above computation and the computation included in the
Company’s corresponding unaudited Form X-17a-5 Part II filing.

-15-

2,335
85
956
3,376

210

(6

204
3,172

8,402



First Options of Chicago, Inc.

Information Relating to Possession or Control Requirements for
Broker-Dealers Pursuant to Rule 15¢3-3
November 29, 2002

There are no items or valuations for which:

1. Instructions to reduce to possession or control had been issued as of the report date but for which
the required action had not been taken by the Company within the timeframes specified under
Rule 15¢3-3.

2. Instructions to reduce to possession or control had not been issued as of the report date, excluding

items arising from temporary lags, which result from normal business operations as permitted
under Rule 15¢3-3.

No differences exist between the above information and the information included in the Company’s
corresponding unaudited Form X-17a-5 Part II filing.

-16-



First Options of Chicago, Inc.

Statement of Segregation Requirements and Funds in Segregation for
Customers Trading on United States Commodity Exchanges
November 29, 2002

(In Thousands)

Segregation requirements:

Net ledger balances:
Cash § 610,560
Securities - at market 7,845
Net unrealized profit (loss) in open futures contracts traded on a
contract market 36,849

Exchange - traded options:
Add market value of open option contracts purchased on a

contract market 7,240,171
Deduct market value of open option contracts sold on a contract market (7,376,929)
Net equity 518,496
Add accounts liquidating to a deficit and accounts
with debit balances - gross amount 999
Less amount offset against U.S. Treasury obligations owned
by particular customers (628)
Amount required to be segregated 518,867

Funds in segregated accounts:
Deposited in segregated funds bank accounts:

Cash 2,133
Securities representing investments of
customers’ funds - at market 613,351
Securities held for particular customers or option
customers in lieu of cash - at market 1,375
Margins on deposit with clearing organizations of contract markets:
Cash 28
Securities representing investments of
customers’ funds - at market 30,789
Securities held for particular customers or option
customers in lieu of cash - at market 6,470
Net settlement from clearing organizations of
contract markets 12,435
Exchange traded options:
Value of open long options contracts 7,240,171
Value of open short options contracts (7,376,929)
Net equities with other futures commission merchants:
Net liquidating equity 12,339
Securities representing investments of customers’ funds
- at market -

Segregated funds on hand - marketable securities -

Total amount in segregation 542,162
Excess funds in segregation $ 23,295

No material differences exist between the above computation and the computation included in the
Company’s corresponding unaudited Form X-17a-5 Part II filing.
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First Options of Chicago, Inc.

Statement of Secured Amounts and Funds Held in
Separate Accounts for Foreign Futures and Foreign
Options Customers Pursuant to Regulation 30.7
November 29, 2002

(In Thousands)

I.  Check the appropriate box to identify the amount shown on line 1, below:
Secured amounts in only U.S.- domiciled customers’ accounts
Secured amounts in U.S. and foreign - domiciled customers’ accounts

X Net liquidating equities in all accounts of customers trading on foreign
boards of trade

Amount required to be set aside pursuant to law, rule or regulation of
a foreign government or a rule of a self-regulatory organization
authorized thereunder

II. Has the FCM changed the method of calculating the amount to be set aside
in separate accounts since the last financial report it filed?

Yes  If yes, explain the change below.

X No

1.  Amount to be set aside in separate Section 30.7 accounts $ 11,571
2. Total funds in separate Section 30.7 accounts 20,902
3. Excess (deficiency) - (subtract line 1 from line 2) $ 9,331

No differences exist between the above computation and the computation included in the Company’s
corresponding unaudited Form X-17a-5 Part II filing.
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First Options of Chicago, Inc.

Statement of Secured Amounts and Funds Held in
Separate Accounts for Foreign Futures and Foreign
Options Customers Pursuant to Regulation 30.7
November 29, 2002

(in Thousands)

1. Cash in banks:
A. Banks located in the United States $ 216
B. Other banks designated by the Commission

2. Securities:
A. In safekeeping with banks located in the United States 4,400
B. In safekeeping with other banks designated by the Commission

3. Equities with registered futures commission merchants
Cash

Securities

Unrealized gain (loss) on open futures contracts
Value of long option contracts

Value of short option contracts

moOws>

4.  Amounts held by clearing organizations of foreign boards of trade

Cash

Securities

Amount due to (from) clearing organization - daily variation
Value of long option contracts

Value of short option contracts

moaOwy

5. Amounts held by members of foreign boards of trade

A. Cash 17,856
B. Securities

C. Unrealized gain (loss) on open futures contracts (1,570)
D. Value of long option contracts

E. Value of short option contracts

6. Amounts with other depositories designated by a foreign board of trade
7. Segregated funds on hand
8. Total funds in separate Section 30.7 accounts $ 20,902

No differences exist between the above computation and the computation included in the Company’s
corresponding unaudited Form X-17a-5 Part II filing.
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First Options of Chicago, Inc.

Computation of CFTC Minimum Capital Requirement
November 29, 2002
(In Thousands)

A. Amounts required to be segregated for customers
pursuant to Commodity Exchange Act and regulations

1. U.S. futures and options $ 518,867
ii. Foreign futures and options 11,571
Subtotal $ 530,438

B. Deductions for open long U.S. and foreign options in
customers’ accounts

i.  Value of long options included in line A 1,147,180
ii.  With respect to each option customer, the amount of long
values included in line B.1. which exceeds the net

liquidating equity in that option customers’ account (871,547)
Net deduction for open long customer options 275,633
Amount subject to 4% net capital factor 254,805
D. Enter 4% ofline C $ 10,192
E. Minimum CFTC net capital requirement § 10,192

No material differences exist between the above computation and the computation included in the
Company’s corresponding unaudited Form X-17a-5 Part II filing.
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PricewaterhouseCoopers LLP
One North Wacker

Chicago IL 60606

Telephone (312) 298 2000

Report of Independent Accountants on Internal Control Required
By SEC Rule 17a-5 and CFTC Regulation 1.16

To the Board of Directors of
First Options of Chicago, Inc.:

In planning and performing our audit of the financial statements and supplemental schedules of
First Options of Chicago, Inc. (the “Company”) for the fiscal year ended November 29, 2002, we
considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “SEC”)
and Regulation 1.16 of the Commodity Futures Trading Commission (the “CFTC”) (collectively,
the “Commissions”), we have made a study of the practices and procedures followed by the
Company, including tests of compliance with such practices and procedures, that we considered
relevant to the objectives stated in Rule 17a-5(g), and Regulation 1.16, in the following:

1. Making the periodic computations of aggregate debits and net capital under Rule 17a-
3(a)(11) and the reserve required by Rule 15c3-3(e);

2. Making the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13;

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Govemnors of the Federal Reserve System;

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3; '

5. Making the periodic computations of minimum financial requirements pursuant to
Regulation 1.17;

6. Making the daily computations of the segregation requirements of Section 4d(2) of the
Commodity Exchange Act and the regulations thereunder, and the segregation of funds based
upon such computations; and

7. Making the daily computations of the foreign futures and foreign options secured amount
requirements pursuant to Regulation 30.7 of the CFTC.
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The management of the Company is responsible for establishing and maintaining internal control
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 control 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 Commissions’ above-mentioned objectives. Two of the objectives of internal control
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 the preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) and
Regulation 1.16 lists additional objectives of the practices and procedures listed in the preceding
paragraph.

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

Our consideration of internal control would not necessarily disclose all matters in internal control
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 one or more of the specific internal control components does not reduce to a
relatively low level the risk that errors or fraud 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 internal control, including procedures for safeguarding customer and firm
assets, including 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 Commissions to be adequate for their
purposes in accordance with the Securities Exchange Act of 1934, the Commodity Exchange
Act, 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 on our study, we believe that the Company’s practices and procedures
were adequate at November 29, 2002 to meet the Commissions’ objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the CFTC, the New York Stock Exchange, Inc., the Chicago Mercantile Exchange Inc.
and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of
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1934 in their regulation of registered brokers and dealers, or Regulation 1.16 under the
Commodity Exchange Act, and is not intended to be and should not be used by anyone other than

these specified parties.

January 17, 2003



