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OATH OR AFFIRMATION

1, Michael Gomberg swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertmmng to the firm of
Bulldog Trading LLC

: as of
December 31 192002 are true and correct. I further swear (or. affirm) that neither the company

nor any partner, proprietor, pnncxpa] ofﬁcer or duector has any proprietary interest in any account classified soley as that of
a customer, except as follows:

. i
. . . #
Presiden )

Title

= RARIA-A GARCIA Y k
Nota Publuc State of New Yorl
ry No. 01GA6002602
"Qualified in Nassau County
‘Commission Expires April 17, 2008

| 2l f03
This report** contains (check all applicable boxes): -

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Eqmty or Pa:tners or Sole Propnetor s Capital.

(f) Statement of Changes in Liabilities Subordmated to Claims of Creditors.

(g) Computation of Net Capital

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

(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15c3 1 and the

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report. S
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
(o) Independent Auditor's Report on Internal Accounting Control Structure
Required by SEC Rule 17A-5

**For conditions of confidential treatment of certain porttons of this filing, see sectzon 240.17a-5(e)(3).
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JAMES G. PIROLLI

CERTIFIED PUBLIC ACCOUNTANT

TEL (215)364-8016 207 BUCK ROAD ¢ SUITE 1C
FAX (215)364-6381 HOLLAND, PENNSYLVANIA 18966

INDEPENDENT AUDITOR’S REPORT

To the Member
Bulldog Trading, LLC
Philadelphia, Pennsylvania

I have audited the accompanying statement of financial condition of Bulldog Trading, LLC (a
Pennsylvania Limited Liability Company) as of December 31, 2002, 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 and Exchange Act of 1934. These financial statements
are the responsibility of the Company's management. My responsibility is to express an opinion on
these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that I 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. I believe
that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Bulldog Trading, LLC at December 31, 2002, and the results of its operations
and cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States of America.

My audit was made for the purpose of forming an opinion on the basic financial statements taken as
a whole. The information contained in Schedules I and 1I 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 of the Securities and Exchange Commission. Such information has been
subjected to the auditing procedures applied in my audit of the basic financial statements and, in my
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a

whole. )

February 24, 2003



BULLDOG TRADING, LLC

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2002
ASSETS
Cash
Securities owned, marketable at market (Note 2)
Equities
Options

Office equipment, less accumulated depreciation of $18,396
Seat lease on Philadelphia Stock Exchange, at cost

LIABILITIES AND MEMBER’S EQUITY

Accounts payable and accrued expenses
Funds due to clearing broker
Securities sold but not purchased (Note 2)
Equities
Options
Unsecured loans payable

Total liabilities

Member’s equity

$ 1,147

481,982
207,355
7,358
25.500

$723,342

$ 6,750
103,739

123,687
222,150
95.881

552,207

The accompanying notes are an integral part of these financial statements.
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BULLDOG TRADING, LLC

STATEMENT OF OPERATIONS AND MEMBER’S EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2002

REVENUE
Revenue from trading activities
Interest income
Other income (Note 6)
Total revenue

EXPENSES
Employee compensation and benefits
Regulatory fees and exchange seat expense
Clearing and brokerage expense
Other operating expenses
Total expenses
Net income
MEMBER'’S EQUITY, beginning of year
CAPITAL CONTRIBUTIONS BY MEMBER
DISTRIBUTION TO MEMBER

MEMBER'’S EQUITY, end of year

$448,542
1,027
300,000
749.569

164,865
117,314
261,499
137,167
680,845

68,724
204,400
198,011

(300.000)

$171.135

The accompanying notes are an integral part of these financial statements.
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BULLDOG TRADING, LLC
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES

Net income
Adjustments to reconcile net income
to cash provided by operating activities:
Depreciation
(Increase) decrease in
Receivable from related entity
Securities owned
Funds held in accounts with clearing broker
Increase (decrease) in
Securities sold but not purchased
Accounts payable and accrued expenses
Funds due to clearing broker

Cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of a seat lease
Purchase of office equipment

Cash used by investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Capital contributions by member
Distributions to member
Repayment of member loans
Proceeds from secured loans payable

Cash used by financing activities

Increase in cash
Cash at beginning of year

" Cash at end of year

$ 68,724

12,436
43,250
1,388,018
1,533,746

(2,949,526)
750
103,739

201,137
(25,500)
(_9.105)
(34.605)

198,011
(300,000)
(91,706)
28.224

(165.471)

1,061
86

S__1.147

The accompanying notes are an integral part of these financial statements.
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BULLDOG TRADING , LLC
NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2002

ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization

Bulldog Trading, LLC (the "Company") was formed as a limited liability company in the
Commonwealth of Pennsylvania in March 1999 and began business operations on January 1,
2000. The Company conducts investment activities on a proprietary basis and conducts
business as a member of the Philadelphia Stock Exchange and as an off-floor trader.

Sionificant Accounting Policies

Cash

For purposes of the statement of cash flows, the Company includes as cash, amounts on
deposit at banks. The Company considers all highly liquid debt instruments purchased with
an original maturity of three months or less to be cash equivalents. There were no cash
equivalents at December 31, 2002.

Recognition of Revenue
Securities transactions and expenses are recorded on a trade date basis. Securities are valued
at market value.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make assumptions that affect the reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the date of the
financial statements. Estimates also affect the reported amounts of revenues and expenses
during the reported period. Actual results could differ from those estimates.

Office Equipment .
Office equipment is recorded at cost. Depreciation is computed using the straight-line
method based on an estimated life of five years. For 2002, depreciation expense amounted to
$12,436.

Income Taxes

The Company is taxed as a partnership for federal and state income tax purposes and
accordingly, no income tax expense has been recorded in the financial statements. Taxable
income of the Company is passed through to the members and reported on their individual
tax returns.



BULLDOG TRADING, LLC
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2002

@

FINANCIAL INSTRUMENTS

Derivative financial instruments used for trading purposes, including hedges of trading
instruments, are carried at market value or if market values are not available, fair value.
Market value for exchange-traded derivatives, principally futures and certain options, is
based on quoted market prices.

Derivatives used for hedging purposes include purchased options. Unrealized gains or losses
on these derivative contracts are recorded on the same basis as the underlying assets or
liabilities (that is, hedges of financial instruments that are marked-to-market are also marked-
to-market and recognized currently in the statement of income, while hedges of financial
instruments recorded at cost of anticipated transactions are deferred). Unrealized gains or
losses resulting from hedges of marked-to-market financial instruments are recorded in
trading revenues.

Fair values of options contracts are recorded in financial instruments owned or financial
instruments sold, not yet purchased.

Premiums and unrealized gains for written and purchased option contracts, are recognized
gross in the statement of financial condition.

Fair Value of Financial Instruments

The financial instruments of the Company are reported in the statement of financial condition
at market or fair values, or at carrying amounts that approximate fair values because of the
short maturity of the instruments. The following table discloses the approximate fair values
of derivative financial instruments held for trading as of December 31, 2002 as well as the
approximate average monthly fair values of the instruments during 2002:

Fair Value at Year-End Average Fair Values
Assets Liabilities Assets Liabilities
Long options $207,355 $874,437
Short options $222,150 $668,233

Financial Instruments with Off-Balance Sheet Risk

The Company enters into various transactions involving derivatives and other off-balance
sheet financial instruments. These financial instruments include exchange-traded and over
the counter options. These derivative financial instruments are used to conduct trading
activities and manage market risks and, are therefore, subject to varying degrees of market
and credit risk. Derivative transactions are entered into for trading purposes or to hedge other
positions or transactions.



BULLDOG TRADING, LLC
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2002

@
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FINANCIAL INSTRUMENTS (CONTINUED)

Financial Instruments with Off-Balance Sheet Risk (Continued)

As a writer of options, the Company receives a premium in exchange for giving the
counterparty the right to buy or sell the security at a future date at a contracted price. Market
risk is substantially dependent upon the value of the underlying financial instruments and is
affected by market forces such as volatility and changes in interest and foreign exchange
rates.

In addition, the Company has sold securities that it does not currently own and will therefore
be obligated to purchase such securities at a future date. The Company has recorded these
obligations in the financial statements at December 31, 2002, at market values of the related
securities and will incur a loss if the market value of the securities increases subsequent to
December 31, 2002,

In the normal course of business, the Company’s activities involve the execution, settlement,
and financing of various securities transactions. These activities may expose the Company to
off-balance-sheet risk in the event the other broker is unable to fulfill its contracted
obligations and the Company has to purchase or sell the financial instruments underlying the
contract at a loss.

CONCENTRATION OF CREDIT RISK

The Company is engaged in various trading activities in which counterparties primarily
include broker-dealers, banks, and other financial institutions. In the event that counterparties
do not fulfill their obligations, the Company may be exposed to risk. The risk of default
depends on the creditworthiness of the counterparty or issuer of the instrument. It is the
Company's policy to review, as necessary, the credit standing of each counterparty.

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (SEC Rule 15¢ 3-1) which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital both as defined, shall not
exceed 15 to 1. Minimum "net capital" must be at least $100,000. At December 31, 2002, the
Company had net capital of $138,276 which was $38,276 in excess of its required net capital
of $100,000. The Company’s net capital ratio was .74 to 1.



BULLDOG TRADING, LLC
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED DECEMBER 31, 2002

)
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SPECIAL ACCOUNT FOR EXCLUSIVE BENEFIT OF CUSTOMERS

The Company is exempt from the provisions of Rule 15¢3-3 of the Securities and Exchange
Act of 1934 and therefore, among other things, is not required to maintain a "Special Reserve
Bank Account for the Exclusive Benefit of Customers," since it meets the requirement of

Rule 15¢3-3(k)(2)(a) and does not carry security accounts for customers or perform custodial
functions relating to customer securities.

OTHER INCOME

In 2002, the Company received a grant of $300,000 from the New York State Urban
Development Corporation to compensate the Company for losses incurred related to the
tragedy of September 11, 2001.



Schedule I

BULLDOG TRADING, LLC
COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2002

NET CAPITAL
Total members’ equity qualified for net capital $171,135
Deductions and/or charges:
Non-allowable assets:

Office equipment $ 7,359
Seat lease on Philadelphia Stock Exchange 25,500

Total nonallowable assets (32.859)
Net capital $138,276

AGGREGATE INDEBTEDNESS

Items included in statement of financial condition

Accounts payable and accrued expenses $ 6,750
Unsecured loans payable 95.881
$102.631

-9-



Schedule I (Continued)

BULLDOG TRADING, LLC
COMPUTATION OF NET CAPITAL UNDER RULE 15c¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION

DECEMBER 31, 2002

COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS

Minimum net capital required or $100,000 if greater $100,000
Excess net capital at 1500% $ 38276
Excess net capital at 1000% $128,013

Ratio: aggregate indebtedness to
net capital ‘ 14

RECONCILIATION WITH COMPANY'S COMPUTATION
(Included in Part I1A of Form X-17A-5 as of December 31, 2002)

Net capital, as reported in company's
Part IIA (Unaudited) FOCUS Report $138,276

-10-
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Schedule I1

BULLDOG TRADING, LLC
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

FOR THE YEAR ENDED DECEMBER 31, 2002

Bulldog Trading, LLC claims an exemption from Rule 15¢3-3 based on Section 15¢3-3 (k)(2)(ii)
who, as a broker or dealer who conducts business solely on a proprietary basis, does not receive or
hold customers' funds and securities. Bulldog Trading, LLC clears all of'its trading activities through
First Options of Chicago.

INFORMATION RELATING T0O POSSESSION
OR CONTROL REQUIREMENTS
UNDER RULE 15c3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION

FOR THE YEAR ENDED DECEMBER 31, 2002

Bulldog Trading, LLC claims an exemption from Rule 15¢3-3 based on Section 15¢3-3(k)(2)(ii)
who, as a broker or dealer who conducts business solely on a proprietary basis, does not receive or
hold customer funds and securities.

-11-



JAMES G. PIROLLI

CERTIF’}ED PUBLIC ACCOUNTANT

TEL (215)364-8016 207 BUCK ROAD ¢ SUITE 1C
FAX (215)364-6381 HOLLAND, PENNSYLVANIA 18966

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL

STRUCTURE REQUIRED BY SEC RULE 174-5

To the Member
Bulldog Trading, LLC
Philadelphia, PA

In planning and performing my audit of the financial statements and supplemental schedules of
Bulldog Trading, LLC for the year ended December 31, 2002, I considered its internal control,
including control activities for safeguarding securities, in order to determine my auditing procedures
for the purposes of expressing my opinion on the financial statements and not to provide assurance
on internal control.

Also, as required by rule 17-a-5(g)(1) of the Securities and Exchange Commission (SEC), I made a
study of the practices and procedures followed by the Company including tests of such practices
and procedures that I considered relevant to the objectives stated in the rule 17-a-5(g) in making the
periodic computations of aggregate indebtedness (or aggregate debits) and net capital under rule
17a-3(a)(11) and for determining compliance with exemptive provisions of rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities, I did not review the practices and procedures followed by the Company in any
of the following: ‘

1. Making quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of difference required by rule 17a-13

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

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 controls 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
SEC’s 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 conformity with generally
accepted accounting principles. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

-12-



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 them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

My 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 the
specific internal control components does not reduce to a relatively low level the risk that error 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, I noted no matters involving internal control, including control
activities for safeguarding securities, that I consider to be material weaknesses as defined above.

I understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purpose in accordance with
the Securities and 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 on my study, I believe that the Company’s practices
and procedures were adequate at December 31, 2002, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, the Philadelphia Stock Exchange, and other regulatory

agencies which rely on Rule 17-a-5(g) under the Securities Exchange Act of 1934 in their regulation
of registered brokers and dealers, and is not intended to be and should not be used by anyone other

than these specified parties.
@ G’ W"l

February 24, 2003
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