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OATH OR AFFIRMATION

I, Matthew N. Hulsizer, affum that, to the best of my knowledge and belief, the
accompanying financial statements and supplemental information pertaining to the firm
of PEAK6 Capital Management LLC (the Company) as of December 31, 2003, are true
and correct. 1 further affirm that neither the Company nor any member, 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 (che'ck all applicable-boxes):
(x) (a) Facing Page.
(x) (b) Statement of Financial Condition
() (c) Statement of Income
( ) (d) Statement of Changes in Member’s Equity.
() (e) Statement of Cash Flows
() () Statementof Changes in Subordinated Borrowings

Supplemental Information:
()Y (® Computation of Net Capital
)y ) Computation for Determination of Reserve Requirements pursuant
‘ to Rule 15¢3-3
) @) Information Relating to the Possession or Control
_ Requirements under Rule 15¢3-3
X)) 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 pursuant to Rule 15¢3-3 , =
()& A Reconciliation between the audited and unaudited Statements
of Financial Condition with respect to methods of consolidation
x) 0 An Qath or Affirmation
() (m) Independent Auditors’ Supplementary Report on Internal Control
() () A report describing any material inadequacies found to exist or found to
have existed since the date of the previous audit.
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PEAKG6 Capital Management LLC

Statement of Financial Condition

December 31, 2003
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==-'I ERNST& YOUNG & Ernst & Young Lip & Phone: (312) 879-2000

Sears Tower www.ey.com
233 South Wacker Drive
Chicago, Hllinois 60606-6301

Report of Independent Auditors

To the Member of
PEAKS6 Capital Management LLC

We have audited the accompanying statement of financial condition of PEAK6 Capital
Management LLC as of December 31, 2003. This statement of financial condition is the .
responsibility of the Company’s management. Our responsibility is to express an opinion
on the 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 statement of financial
condition. We believe that our audit of the statement of financial condition 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 PEAK6 Capital Management LLC at
December 31, 2003, in conformity with accounting principles generally accepted in the

United States.
Sanet ¥ MLL?

February 13, 2004
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PEAKG6 Capital Management LLC

Statement of Financial Condition

December 31, 2003

Assets

Securities owned

Receivable from clearing broker

Interest and dividends receivable

Furniture, equipment, and leasehold improvements, net of
accumulated depreciation and amortization of $1,290,276

Other assets

Total assets

Liabilities and member’s equity
Liabilities:

Securities sold, not yet purchased

Interest and dividends payable

Accrued compensation

Accounts payable and other accrued liabilities
Total liabilities

Member’s equity
Total liabilities and member’s equity

See accompanying notes.
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$ 999,922,209
829,242,728
1,732,705

801,353
878,069

$1,832,577,064

$1,700,402,949
1,943,868
15,566,726
1,688,094

1,719,601,637

112,975,427

$1,832,577,064




PEAKG6 Capital Management LLC

Notes to Statement of Financial Condition

December 31, 2003

1. Organization and Nature of Business

PEAK6 Capital Management LLC (a Delaware Limited Liability Company) (the
Company), a wholly owned subsidiary of PEAK6 Investments, L.P. (the Member),
operates as a market maker in equity options, providing liquidity to participants in the
equity derivatives markets. The Company, acting as principal, buys and sells equity
securities and equity derivative financial instruments. The Company clears all
transactions through its clearing broker. The Company is registered as a broker-dealer
under the Securities Exchange Act of 1934 and is a member of the Chicago Board
Options Exchange (the Exchange). The limited liability company operating agreement
provides, among other things, that the Company shall dissolve no later than
December 31, 2037.

2. Significant Accounting Policies
Use of Estimates

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

Securities Owned and Securities Sold, Not Yet Purchased

Securities transactions are recorded on a trade-date basis. Securities owned and securities
sold, not yet purchased are carried at market value based on quoted market prices. The
resulting unrealized gains and losses are reflected in gains and losses on securities
transactions in the statement of income. Securities sold, not yet purchased represent
obligations to deliver specified securities at predetermined prices. The Company 1is
obligated to purchase the securities at a future date at then-prevailing prices that may
differ from the market values reflected in the statement of financial condition.

Receivable From and Payable to Clearing Broker
Receivables and payables relating to trades pending settlement are netted in receivable
from clearing broker in the statement of financial condition. The Company may obtain

short-term financing from the clearing broker from whom it can borrow against its
proprietary inventory positions, subject to collateral maintenance requirements.

0402-0508803_Cond 3
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PEAKG6 Capital Management LLC

Notes to Statement of Financial Condition (continued)

2. Significant Accounting Policies (continued)
Fair Value of Financial Instruments

Financial instruments recorded at fair value on the Company’s statement of financial
condition include securities owned and securities sold, not yet purchased. Other financial
instruments are recorded by the Company at contract amounts and include receivables
from and payables to clearing broker. Financial instruments carried at contract amounts,
which approximate fair value, either have short-term maturities (one year or less), are
repriced frequently, or bear market interest rates and, accordingly, are carried at amounts
approximating fair value.

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements are recorded at cost. Fumniture and
equipment are depreciated on a straight-line basis over the estimated useful lives of the
assets. Leasehold improvements are amortized on a straight-line basis over the lesser of
the lease term or the estimated useful lives of the assets.

Qualifying costs of developing or obtaining internal-use software incurred during the
application development stage are capitalized and amortized over the useful life of the
developed software, generally one to three years. Costs incurred during the planning
stage and operating or maintenance stage are expensed as incurred.

Income Taxes

The Company is taxed as a partnership under the provisions of the Internal Revenue Code
and, accordingly, is not subject to federal income taxes. Instead, the Member is liable for
federal income taxes on the taxable income of the Company.

3. Securities Owned and Securities Sold, Not Yet Purchased

Securities owned and securities sold, not yet purchased at December 31, 2003, consisted
of the following:

Securities
Securities Sold, Not Yet

Owned Purchased
Equity securities $609,198,456  $1,321,902,529
Equity options 390,723,753 378,500,420

$999,922,209  $1,700,402,949

0402-0506803_Cond 4



PEAKS®6 Capital Management LL.C

Notes to Statement of Financial Condition (continued)

3. Securities Owned and Securities Sold, Not Yet Purchased (continued)

All equity securities may be pledged by the clearing broker on terms that permit the
clearing broker to sell or repledge the securities, subject to certain limitations.

4. Related Party Transactions

In July of 2003, the Company entered into a lease agreement with PEAK6 Property
Management, LLC for the use of office space at 153 W. Ohio. The rental amount paid by
the Company escalates on an annual basis every year through 2010 and is reflected in the
schedule provided in Section 8§ “Commitments.”

5. Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements at December 31 consisted of the
following:

2003

Furniture $ 271,825
Computer equipment and software 917,090
Other office equipment 64,570
Leasehold improvements 838,144
2,091,629

Less: Accumulated depreciation and amortization 1,290,276
$ 801,353

6. Subordinated Borrowings

At maturity on September 20, 2003, the Company paid in full the outstanding $5 million
subordinated borrowings extended by Goldman Sachs Credit Partners, LP. No
subordinated borrowings were outstanding at December 31, 2003.

7. Employee Benefit Plan

The Member sponsors a 401(k) profit-sharing plan (the Plan) covering all eligible
employees of the Company. The Member may elect to match employees’ contributions
and make further discretionary contributions to the Plan, subject to certain limitations as
set forth in the Plan agreement.

0402-0506803_Cond S
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PEAKG6 Capital Management LL.C

Notes to Statement of Financial Condition (continued)

8. Commitments

The Company leases two office spaces under operating leases that expire on
December 31, 2004 and December 31, 2010. These leases contain escalation clauses
providing for increased rentals based upon maintenance and tax increases. At December
31, 2003, the minimum annual rental commitments under these leases, exclusive of
adjustments for operating expenses and taxes, are as follows:

Amount

Year ending December 31
2004 $ 801,951
2005 587,350
2006 599,000
2007 611,000
2008 623,125
2009 635,550
2010 375,025
$4,233,001

The Company is required to maintain a security deposit in the form of a letter of credit in
the amount of $208,608. U.S. Treasury bills owned by the Company collateralize the
letter of credit.

9. Derivative Financial Instruments

Derivative contracts are financial instruments whose value is based upon an underlying
asset, index, or reference rate or a combination of these factors. The Company enters into
derivative transactions, including futures and exchange-traded options. Options held
provide the Company with the opportunity to deliver or take delivery of specified
financial instruments at a contracted price. Options written (sold) obligate the Company
to deliver or take delivery of specified financial instruments at a contracted price in the
event the holder exercises the option. These derivative financial instruments may have
market risk and/or credit risk in excess of the amounts recorded in the statement of
financial condition. In September of 2003, the Company began trading S&P 500 Futures
Contracts. Futures contracts are commitments to either purchase or sell a financial
instrument or commodity at a future date for a specified price.

0402-0506803, Cond 6
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PEAKG®6 Capital Management LLC

Notes to Statement of Financial Condition (continued)

9. Derivative Financial Instruments (continued)
Market Risk

Market risk is the potential change in an instrument’s value caused by fluctuations in
interest rates, equity prices, credit spreads, or other risks. Exposure to market risk is
influenced by a number of factors, including the relationships between financial
instruments and the volatility and liquidity in the markets in which the financial
instruments are traded. In many cases, the use of derivative financial instruments serves
to modify or offset market risk associated with other transactions and, accordingly, serves
to decrease the Company’s overall exposure to market risk. The Company utilizes
various analytical monitoring techniques to control its exposure to market risk.

Credit Risk

Credit risk arises from the possible inability of counterparties to meet the terms of their
contracts. The Company’s exposure to credit risk associated with counterparty
nonperformance is limited to the current cost to replace all contracts in which the
Company has a gain. For exchange-traded options, The Options Clearing Corporation
acts as the counterparty of specific transactions and, therefore, bears the risk of delivery
to and from counterparties to specific positions. For exchange-traded futures, The
Chicago Mercantile Exchange acts as the counterparty of specific transactions and,
therefore, bears the risk of delivery to and from counterparties to specific positions.

Concentration of Credit Risk

The Company clears all of its trades through one clearing broker. In the event this
clearing broker does not fulfill its obligations, the Company may be exposed to risk. The
Company attempts to minimize this risk by monitoring the creditworthiness of this
clearing broker.

Guarantees

In the normal course of trading activities, the Company trades and holds certain fair-
valued derivative contracts, which may constitute guarantees under Financial Accounting
Standards Board (FASB) Interpretation No. 45, Guarantors Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others,
(FIN 45). Such contracts include written option contracts that are not settled in cash.
These written option contracts obligate the Company to deliver or take delivery of
specified financial instruments at a contracted price in the event the holder exercises the
option.
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PEAKG6 Capital Management LL.C

Notes to Statement of Financial Condition (continued)

9. Derivative Financial Instruments (continued)

As of December 31, 2003, the maximum payouts for these contracts are limited to the
notional amounts of each contract. Maximum payouts do not represent the expected
future cash requirements as the Company’s written options positions are typically
liquidated or expire and are not exercised by the holder of the option. In addition,
maximum payout amounts, in the case of the exercise of written call options, may be
offset by the subsequent sale of the underlying financial instrument if owned by the
Company. The fair values of all written option contracts as of December 31, 2003, are
included in securities and derivative contracts sold, not yet purchased on the statement of
financial condition.

10. Net Capital Requirements

The Company, as a registered broker-dealer with the Securities and Exchange
Commission, is subject to the net capital requirements of Rule 15¢3-1 (the Rule) of the
Securities and Exchange Act of 1934. The Company is required to maintain net capital
equal to the greater of 6 2/3% of aggregate indebtedness or $100,000, as these terms are
defined. At December 31, 2003, the Company had net capital of $32,552,923, which was
$32,310,792 in excess of its required net capital. At December 31, 2003, its percentage of
aggregate indebtedness to net capital was 11.2%.

The Rule may effectively restrict advances to affiliates or capital withdrawals.
11. Subsequent Event

Subsequent to December 31, 2003, the Company announced that it will begin offering a
deferred compensation program to key employees.
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