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Independent Auditor's Report

To the Members of
D. E. Shaw Securities, L.L.C.:

We have audited the accompanying statement of financial condition of D. E. Shaw Securities, L.L.C. (a
Delaware Limited Liability 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 presentation of the statemeént of
financial condition. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of D. E. Shaw Securities, L.L.C. at December 31, 2002 in conformity with
accounting principles generally accepted in the United States.

Ganet + MLLP

February 20, 2003

A Member Practice of Ernst & Young Global



D. E. Shaw Securities, L.L.C.

Statement of Financial Condition
December 31, 2002

Assets

Receivable from clearing broker
Other assets

Total Assets

Liabilities and Members’ Capital

Payable to Parent
Other liabilities and accrued expenses

Total Liabilities
Commitments
Members’ Capital

Total Liabilities and Members’ Capital

The accompanying notes are an integral part of this statement.

(in thousands)

$ 1,462
15

$ 1,477

$ 41
106

147

1,330

$ 1,477




D. E. Shaw Securities, L.L.C.

Notes to Statement of Financial Condition
December 31, 2002

1. Organization

D. E. Shaw Securities, L.L.C. (the “Company”) is a Delaware limited liability
company. D. E. Shaw & Co., L.P. (the “Managing Member”) is the managing
member of the Company and held 37.6 percent of the Company’s capital at year-
end. D. E. Shaw Securities Trading, L.P. (the “Parent”) is the sole non-managing
member of the Company.

The Company is a securities broker-dealer that is currently involved in certain
private placement activities and also acts as executing broker for other companies
in the D. E. Shaw group.

2. Significant Accounting Policies

The Company’s statement of financial condition is prepared in accordance with
accounting principles generally accepted in the United States, which require
management to use its judgment in making certain estimates. Such estimates
may differ from the amounts ultimately realized due to the uncertainties inherent
in any such estimation process, and the differences may be material.

Substantially all of the Company'’s assets and liabilities are carried at either fair
value or contracted amounts, which approximate fair value.

U.S. federal and state income taxes have not been provided because the members
report their respective distributive share of the Company’s taxable income or loss
on their respective tax returns. The Company does, however, include a provision
for unincorporated business taxes, when appropriate.

3. Receivable From Clearing Brokers

Any transactions in financial instruments are cleared by a limited number of
brokers and dealers (the “Clearing Brokers”) pursuant to clearance agreements.
During 2002, all of the Company’s cash was deposited with one such Clearing
Broker for safekeeping purposes. This subjects the Company to credit risk with
respect to this Clearing Broker.

4. Related Party Transactions

The Managing Member, directly and through certain affiliates, provides
substantially all personnel, management, overhead, and other services to



D. E. Shaw Securities, L.L.C.

Notes to Statement of Financial Condition (Contmued)
December 31, 2002

4. Related Party Transactions (Continued)

the Company and the Parent. In consideration for providing these services and in
accordance with the applicable operating agreements, the Managing Member is
reimbursed by the Parent’s parent company for the effect of its bearing related
expenses as well as for certain other of its and its members’ costs resulting directly
or indirectly from its management activities. In turn, the Company may be
responsible for a portion of these costs and expenses, at the discretion of the
Parent. In connection with this arrangement, the total costs and expenses
applicable to the Company (primarily related to personnel costs and professional
fees) were charged to the Company by the Parent.

The Parent may also deposit funds with the Company from time to time in
anticipation of future funding requirements. To the extent applicable, such
deposits bear interest at rates both selected by, and believed to be commercially
reasonable by, the Managing Member. Interest on such amounts was de minimis.

Payable to Parent represents amounts due in respect to each of the above Any
such payables are due on demand.

The Company receives no compensation for the execution services it provides to
other companies in the D. E. Shaw group.

5. Net Capital Requirement

As a registered broker-dealer and member of the National Association of Securities
Dealers, Inc., the Company is subject to Rule 15c3-1 of the United States Securities
and Exchange Commission, which specifies uniform net capital requirements for
its registrants. The Company has elected the alternative net capital method
permitted by Rule 15¢3-1, which requires that it maintain minimum net capital, as
defined, equal to the greater of $250,000 or two percent of aggregate debit items
arising from customer transactions, as defined. At December 31, 2002, the
Company had net capital of approximately $1.3 million, which exceeded the
minimum requirement by approximately $1.1 million.

Proprietary balances, if any, held at the Clearing Brokers (“PAIB assets”) are
considered allowable assets for net capital purposes, pursuant to agreements
between the Company and the Clearing Brokers which require, among other things,
that the Clearing Brokers perform computations for PAIB assets and segregate
certain balances on behalf of the Company, if applicable.
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Independent Auditor's Report on
Internal Control Required by SEC Rule 17a-5

To the Members of
D. E. Shaw Securities, L.L.C.:

In planning and performing our audit of the statement of financial condition of D. E. Shaw Securities,
L.L.C. {the “Company"), for the year ended December 31, 2002, we considered its internal control,
including control activities for safeguarding securities, to determine our auditing procedures for the

purpose of expressing our opinion on the financial statements and not to provide assurance on internal
control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (“SEC”), we have made
a study of the practices and procedures followed by the Company, including tests of such practices and
procedures that we considered relevant to the criteria stated in Rule 17a-5(g) in making the periodic
computations of aggregate debits and net capital under Rule 17a-3(a)(11) and for determining
compliance with the 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, we 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 differences required by Rule 17a-13, and

3. Complying with the requirements for prompt payment for securities under Section 8 of 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 internal 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
criteria. Two of the criteria 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

A Member Practice of Ernst & Young Giobal



preparation of financial statements in accordance with accounting principles generally accepted in the
United States. Rule 17a-5(g) lists additional criteria 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,
misstatements due to error or fraud may occur and not be detected. Also, projections of any evaluation
of internal control to future periods are subject to the risk that internal control 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
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, we noted no matters involving internal control, including control activities for
safeguarding securities, and its operation that we consider to be material weaknesses as defined above.

We understand that practices and procedures that meet the criteria referred to in the second paragraph
of this report are considered by the SEC 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
meet such criteria 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 December 31, 2002, to meet the SEC's objectives.

This report is intended solely for the information and use of the Members, management, the SEC, the
National Association of Securities Dealers, Inc., and other regulatory agencies that rely on Rule 17a-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.

St ¥ LLP

February 20, 2003



