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5 Times Square www.ey.com
New York, New York 10036-6530

Report of Independent Auditors

To the Members of
Generic Trading Associates, LLC

We have audited the accompanying statement of financial condition of Generic Trading
Associates LLC (the “Company”) as of December 31, 2002. This statement of financial
condition is the responsibility of the Company’s management. Our responsibility is to
express an opinion on this statement of financial condition based on our audit.

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

In our opinion, the statement referred to above presents fairly, in all material respects, the
financial position of Generic Trading Associates, LLC at December 31, 2002 in conformity
with accounting principles generally accepted in the United States.

Sanct ¥ MLLP

February 21, 2003

A Member Practice of Ernst & Young Global




Generic Trading Associates, LLC

Statement of Financial Condition

December 31, 2002
Assets
Cash $132,882
Total assets $132,882
Members’ capital $132,882
See accompanying notes.



Generic Trading Associates, LLC
Notes to Financial Statements

December 31, 2002

1. Organization

Generic Trading Associates, LLC (the “Company”) is a Delaware limited liability company
which commenced operations on August 21, 1995. The Company is a registered broker-
dealer under the Securities and Exchange Commission Act of 1934, and is a member of the
American Stock Exchange.

The Company’s managing member is Generic Trading Inc. Nonmanaging members (Class
“B” Members) enter into proprietary security transactions on most security exchanges with
the capital they contribute upon admittance to the Company as a Class “B” Member. The
Company’s operating agreement provides for the reallocation to the managing member a
negotiated percentage of the net income earned by the Class “B” Members. For the year
ended December 31, 2002 Generic Trading Inc. was the only member of the Company.

The Company does not carry accounts for customers or perform custodial functions related to
securities. All the security transactions of the Class “B”” Members are cleared through another
broker-dealer on a fully disclosed basis.

2. Significant Accounting Policies

The preparation of financial statements in accordance with accounting principles generally -
accepted in the United States requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Actual
results could differ from those estimates.

Purchases and sales of securities and related revenue and expenses are recorded on a trade-
date basis. Trading revenue is recorded net of clearing and execution costs.

Securities owned and securities sold, not yet purchased are valued at their quoted market
prices with the resulting unrealized gains and losses reflected in Trading, net of clearing and
execution costs, on the statement of operations and changes in members’ capital, based on the
last price on the securities exchanges on which they trade. At December 31, 2002 the
Company did not have any positions in securities owned and securities sold, not yet
purchased.

The Company considers all highly liquid investments purchased with original maturities of
three months or less to be cash equivalents.




Generic Trading Associates, LLC

Notes to Statement of Financial Condition (continued)

3. Taxes

A limited liability company is taxed as a partnership and as such is not a taxpaying entity.
Each member is individually responsible for his or her share of the Company’s income or
loss for income tax reporting purposes. Accordingly, there is no provision for federal and
state income taxes on the Company.

4. Due from Clearing Broker

The clearing and depository operations for the Company’s and its members’ securities
transactions are provided by a clearing broker pursuant to a clearance agreement.

The Company does not carry accounts for customers or perform custodial functions related to
customer security transactions. The Company introduces all their security transactions, which
are not reflected in these financial statements, to its clearing broker, which maintains the
customer accounts and clears the transactions.

For transactions in which the Company, through its clearing broker, extends credit to their
members, the Company seeks to control the risks associated with these activities by requiring
the Class “B” Members to maintain margin collateral in compliance with various regulatory
and internal guidelines. The Company and the clearing broker monitor required margin levels
daily and, pursuant to such guidelines, request additional collateral or they reduce security
positions when necessary.

The Company has agreed to indemnify the clearing broker for losses, expenses, and cost that
it may sustain from Class “B” Member accounts introduced by the Company. At December
31, 2002, there were no balances in member accounts to be indemnified by the Company to
the clearing broker.

5. Concentration of Credit Risk
The Company maintains cash in bank accounts which, at times, may exceed federally insured

limits. The Company has not experienced any losses in such accounts and believes it is not
exposed to any significant credit risk on cash.




Generic Trading Associates, LLC .

Notes to Statement of Financial Condition (continued)

6. Related Party Transactions

Administrative, office, accounting and overhead expenses to operate the Company were
borne by an affiliated company.

7. Estimated Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, “Disclosure About Fair Value of
Financial Instruments,” requires the disclosure of the fair value of financial instruments,
including assets and liabilities recognized on the statement of financial condition.
Management estimates that the aggregate net fair value of financial instruments recognized in
the statement of financial condition approximates their carrying value. At December 31,
2002, the Company’s statement of financial condition consisted of cash and members’
capital. -

8. Net Capital Requirement

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule 15¢3-
1 of the Securities and Exchange Commission (“SEC”), 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. The Rule also requires that equity capital may not be
withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to 1. At
December 31, 2002, the Company had net capital of approximately $132,883, which was
approximately $32,883 in excess of its required net capital of $100,000.

Advances, dividend payments, and other equity withdrawals by the Company are subject to
certain notification and other provisions of the Uniform Net Capital Rule 15¢3-1 of the SEC
and other regulatory bodies.

9, Guarantees

In November 2002, the Financial Accounting Standards Board issued Interpretation No. 45,
“Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others” (“FIN 45”) which provides accounting and disclosure
requirements for certain guarantees. The disclosure requirements are effective for financial
statements of interim or annual periods ending after December 15, 2002. The Interpretation’s
initial recognition and measurement provisions are applicable on a prospective basis to
guarantees issued or modified after December 31, 2002.




Generic Trading Associates, LLC

Notes to Statement of Financial Condition (continued)

9. Guarantees (continued)

As described in Note 4, the Company has agreed to indemnify the clearing broker for losses
that it may sustain from the member accounts introduced by the Company. In accordance
with applicable margin lending practices, customer balances are typically collateralized by
customer securities or supported by other types of recourse provisions.




