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OATH OR AFFIRMATION

I, Mark D. Grant, swear (or affirm) that, to the best of my knowledge and belief, the accompanying
financial statement and supporting schedules pertaining to the firm of Trading Machines LLC as of
December 31, 2010 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, except as follows:

None

Chief Financial Officer
Title

Subscribed and sworn to before me this

&?ﬂ‘ day of Fe]orumy , 2011

olera

l A

¥Notary Public

This report** contains (check all applicable boxes)
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Facing Page.

Statement of Financial Condition.

Statement of Income (Loss).

Statement of Cash Flows.

Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

Statement of Changes in Liabilities Subordinated to Claims of General Creditors.

Computation of Net Capital for Brokers and Dealers pursuant to Rule 15¢3-1.

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

Information Relating to the Possession or Control Requirements for Brokers and Dealers Under
Rule 15¢3-3.

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 of
Rule 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with
respect to methods of consolidation.

An Oath or Affirmation.

A copy of the SIPC Supplemental Report.

A report describing any material inadequacies found to exist or found to have existed since the
date of the previous audit.

Independent Auditors’ Report on Internal Accounting Control.

Schedule of Segregation Requirements and Funds in Segregation — Customers’ Regulated
Commodity Futures Accounts Pursuant to CFTC Rule 1.11(d)2(iv).

**For conditions of confidential treatment of certain portions of this filing, see Section 240.17a-5(e)(3).



RYAN & JURASKA

Certified Public Accountants
141 West Jackson Boulevard
Chicago, Hliinois 60604

Tel: 312.922.0062
Fax: 312.922.0672

INDEPENDENT AUDITORS’ REPORT

To the Member of
Trading Machines LLC

We have audited the accompanying statement of financial condition of Trading Machines LLC,
(the “Company") as of December 31, 2010, that you are filing pursuant to rule 17a-5 under the
Securities Exchange Act of 1934. This financial statement is the responsibility of the
Company's management. Our responsibility is to express an opinion on this financial
statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. 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 consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the Company's
internal control over financial reporting. Accordingly, we express no such opinion. 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
financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects,
the financial position of Trading Machines LLC as of December 31, 2010 in conformity with
generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statement taken as a whole. The information contained in the supplementary schedules is
presented for purposes of additional analysis and is not a required part of the basic financial
statement, but is supplementary information required by Rule 17a-5 under the Securities
Exchange Act of 1934. Such information has been subjected to the auditing procedures
applied in our audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects, in relation to the basic financial statement taken as a whole.

g 1 flnaater
Chicago, lllinois
February 28, 2011



TRADING MACHINES LLC
Statement of Financial Condition
December 31, 2010

Assets

Cash

Securities owned, at fair value

Receivable from brokers and dealers

Other receivables

Furniture and leasehold improvements (less accumulated
depreciation and amortization of $152,443)

Computer software developed for internal use (less
accumulated amortization of $1,254,776)

Other assets

Liabilities and Member's Equity

Liabilities:
Securities sold, not yet purchased, at fair value
Payable to affiliates
Accounts payable and accrued expenses

Liabilities subordinated to claims of general creditors

Member's equity

See accompanying notes.

316,855
15,239,309
3,571,790
354,714

242,713

1,479,412
638,850

21,843,643

12,001,562
882,061
1,446,533

14,330,156
9,000,000

(1,486,513)

21,843,643




TRADING MACHINES LLC

Notes to Statement of Financial Condition
December 31, 2010

1. Organization and Business

Trading Machines LLC (the “Company”), a Connecticut limited liability company, was
organized on October 2, 2007. The Company is a broker-dealer registered with the Securities
and Exchange Commission and is a member of the Chicago Board Options Exchange (the
“CBOE”). The Company engages primarily in the proprietary trading of exchange-traded
equity securities and equity options contracts.

2. Summary of Significant Accounting Policies

Revenue Recognition and Securities Valuation
Securities transactions and related revenue and expenses are recorded on a trade date basis

and, accordingly gains and losses are recorded on unsettled transactions.

All financial instruments are recorded in the statement of financial condition at fair value in
accordance with Accounting Standards Codification (ASC) 820 - Fair Value Measurement and
Disclosures (see Note 6).

Depreciation and Amortization
Furniture and equipment are being depreciated over the estimated useful lives of the assets

using the straight-line method. Leasehold improvements are being amortized on a straight-line
basis over the term of the associated lease.

Computer Software Developed for Internal Use

Direct costs of materials and services incurred in developing internal-use computer software,
including payroll costs for employees directly associated with the project, were capitalized
during the application development stage. Such capitalized costs are being amortized over
their estimated useful lives. Post-development operation stage costs are expensed as
incurred.

Income Taxes
No provision has been made for federal income taxes as the taxable income or loss of the
Company is included in the respective income tax return of the sole member.

Use of Estimates

The preparation of financial statements in conformity with Generally Accepted Accounting
Principles requires management to make estimates and assumptions that affect the amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from these estimates.

Reclassifications
For the statement of cash flows certain prior year balances have been reclassified to conform
to the current year presentations.




TRADING MACHINES LLC

Notes to Statement of Financial Condition, Continued
December 31, 2010

3. Clearing Agreement

The Company has a Joint Back Office (“JBO”) clearing agreement with Goldman Sachs
Execution & Clearing, L.P. ("GSEC"). The agreement allows JBO participants to receive
favorable margin treatment as compared to the full customer margin requirements of
Regulation T. As part of this agreement, the Company has invested $10,000 in a Class C
limited partnership interest in GSEC. The Company’s investment in GSEC is reflected in other
assets in the statement of financial condition. Under the most restrictive rules of the Chicago
Board Options Exchange and GSEC, the Company is required to maintain a minimum net
liquidating equity of $1.5 million with GSEC, exclusive of its limited partnership interest.

4. Commitments and Contingencies

The Company conducts its operations in leased office facilities and annual rentals are charged
to current operations.

The minimum annual rental commitments under a non-cancelable operating lease are
approximately as follows as of December 31, 2010:

Year Ending

December 31 Amount
2011 $ 175,000
2012 175,000
2013 131,000
Total $ 481,000

At December 31, 2010, the Company was contingently liable under a bank letter of credit used
in lieu of a security deposit for the Company’s office lease. The letter of credit is collateralized
by a certificate of deposit with a fair value of $87,551. The Company was also contingently
liable under a bank letter of credit used in lieu of a security deposit for the Company’s
equipment lease. The letter of credit is collateralized by a certificate of deposit with a fair value
of $169,439.

In the normal course of business, the Company is subject to legal actions that involve claims
for monetary relief. The various claims against the Cornpany include a breach of contract with
a recruiter, a breach of employment contract and an unasserted breach of employment
contract. The Company’s legal counsel has indicated that it cannot evaluate the likelihood of
unfavorable outcomes or estimate the amount or range of potential losses therefrom. In the
opinion of management, based on the consultation with legal counsel, these actions will not
result in any material adverse effect on the financial position of the Company.

5. Related Party Transactions

At December 31, 2010, the Company had payables to affiliates totaling approximately
$882,000. These payables represent amounts paid by the affiliates for expenses paid on
behalf of the Company and for information technology and equipment leasing services
provided for the Company.



TRADING MACHINES LLC

Notes to Statement of Financial Condition, Continued
December 31,2010

Fair Value Disclosure

ASC 820, Fair Value Measurements and Disclosures requires enhanced disclosures about
investments that are measured and reported at fair value. Fair value is defined as the price
that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. ASC 820 establishes a fair value
hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs
and minimizes the use of unobservable inputs by requiring that the most observable inputs be
used when available. Observable inputs are those that market participants would use in pricing
the asset or liability based on market data obtained from sources independent of the
Company. Unobservable inputs reflect the Company’s assumptions about the inputs market
participants would use in pricing the asset or liability developed based on the best information
available in the circumstances. The fair value hierarchy prioritizes the inputs to valuation
techniques used to measure fair value into three broad levels:

Level 1 Inputs  Valuation is based on quoted prices in active markets for identical assets or
liabilities at the reporting date.

Level 2 Inputs  Valuation is based on other than quoted prices included with Level 1 that are
observable for substantially the full term of the asset or liability, either directly
or indirectly. Level 2 assets include quoted prices for similar assets or
liabilities in active markets; quoted prices for identical or similar assets or
liabilities that are not active; and inputs other than quoted prices that are
observable, such as models or other valuation methodologies.

Level 3 Inputs  Valuation is based on unobservable inputs for the valuation of the asset or
liability. Level 3 assets include investments for which there is little, if any,
market activity. These inputs require significant management judgment or
estimation.

The following table presents the Company's fair value hierarchy for those assets and liabilities
measured at fair value on a recurring basis as of December 31, 2010:

Level 1
Assets
Securities owned
Equities $ 13,981,380
Options 1,257,929

Total securities owned $ 15,239,309

Liabilities
Securities sold, not yet
purchased
Equities $ 10,432,593
Options 1,568,969
Total securities sold, not
yet purchased $ 12,001,562

At December 31, 2010, the Company held no Level 2 or 3 investments.



TRADING MACHINES LLC

Notes to Statement of Financial Condition, Continued
December 31, 2010

’

7. Liabilities Subordinated to Claims of General Creditors

At December 31, 2010, liabilities subordinated to claims of general creditors consist of the

following:
Lender Effective Date Amount Maturity Date Interest Rate
Member 07/01/2010 $9,000,000 01/01/2014 13.500%

The subordinated borrowing is covered by an agreement approved by the CBOE and is thus
available in computing net capital under the Securities and Exchange Act. To the extent that
such borrowing is required for the Company's continued compliance with minimum net capital
requirements, it may not be repaid.

8. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15(c)3-1). Under this rule, the Company is required to maintain "net capital” equal to the
greater of $100,000 or 6 and 2/3 % of “aggregate indebtedness”, as defined.

At December 31, 2010, the Company had net capital and net capital requirements of
$4,442,138 and $155,240, respectively.

9. Subsequent Event

At December 31, 2010, the Company had negative member's equity of $1,486,513,
questioning whether the Company can continue as a going concern. As such, during January
2011 the Company has decided to discontinue operations. The Company filed to withdraw its
registration with the CBOE on January 13, 2011. The Company filed to withdraw its broker-
dealer status with the SEC on February 8, 2011. The Company is in the process of liquidating
its assets, payment of its liabilities and repayment of its subordinated loans.



SUPPLEMENTAL SCHEDULES



TRADING MACHINES LLC

Computation of Net Capital for Broker and Dealers pursuant to Rule 15¢3-1

December 31, 2010

Computation of net capital
Total member’s equity
Liabilities subordinated to claims of general creditors

Deductions and/or charges:
Nonallowable assets:
Other receivables
Furniture and leasehold improvements, net
Computer software developed for internal use, net
Other assets

Other deductions and/or charges
Net capital before haircuts on securities positions

Haircuts on securities:
Trading and investment securities:
Other securities

Net capital
Computation of basic capital requirement

Minimum net capital required (greater of $100,000 or 6 %%
of aggregate indebtedness)

Net capital in excess of net capital requirement
Computation of aggregate indebtedness
Aggregate indebtedness

Ratio of aggregate indebtedness to net capital

There are no material differences between the above computation and the Company’s

corresponding unaudited amended Form FOCUS Part Il filing as of December 31, 2010.

See accompanying notes.

$ (1,486,513)
9,000,000
354,714
242,713
1,479,412
638,850 (2,715,689)
9,691 (9,691)
4,788,107
345,969 (345,969)
$ 4,442,138
155,240
$ 4,286,898
$ 2,328,594
% 52.42



TRADING MACHINES LLC
Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3
December 31, 2010

The Company did not handle any customer cash or securities during the year ended December
31, 2010 and does not have any customer accounts.

TRADING MACHINES LLC
Information Relating to Possession or Control Requirements pursuant to Rule 15¢3-3
December 31, 2010

The Company did not handle any customer cash or securities during the year ended December
31, 2010 and does not have any customer accounts.



RYAN &. JURASKA

Certified Public Accountants
141 West Jackson Boulevard
Chicago, lilinois 60604

Tel: 312.922.0062
Fax: 312.922.0672

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL

To the Member of
Trading Machines LL.C

In planning and performing our audit of the statement of financial condition of Trading Machines LLC
(the “Company”) as of December 31, 2010, we considered its internal control structure, including
control activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statement 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”), 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 objectives stated in Rule 17a-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 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

(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 an internal control
structure 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 control structure policies and procedures, 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 an internal control structure 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 the financial statement in accordance with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the
preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above,
error 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.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statement that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statement will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first, second and
third paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities and certain regulated commodity customer and firm assets 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 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 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 December 31, 2010 to meet the SEC’s
objectives.

This report is intended solely for the information and use of management, the SEC, the Chicago
Board Options Exchange, 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.

@m / /mm

Chicago, Illinois
February 28, 2011
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