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CITADEL SECURITIES LLC
AFFIRMATION

1, Patricia Stasny, affirm that, to the best of my knowledge and belief, the accompanying statement of financial
condition pertaining to the firm of Citadel Securities LLC (the “Company”), as of December 31, 2014, is true and
correct, I further 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.

By: @M & W——\ Date: é{lélz,un’b/ 20, 20!

Patricia Stasny, Global Controller of Citadel L‘@J

T TN KALEEN LANIGAN '
™Y  OFFICIAL SEAL
s H Notary Public, State of lilinois
/ My Commission Expires
August 26, 2018
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Report of Independent Registered Public Accounting Firm
To Management of Citadel Securities LLC:

In our opinion, the accompanying Statement of Financial Condition presents fairly, in all material
respects, the financial condition of Citadel Securities LLC at December 31, 2014 in conformity with
accounting principles generally accepted in the United States of America. This financial statement is
the responsibility of the Company’s management. Our responsibility is to express an opinion on the
financial statement based on our audit. We conducted our audit of the statement in accordance with
the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statement, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

February 20, 2015

PricewaterhouseCoopers LLP, One North Wacker, Chicago, IL 60606
T: (312) 298 2000, F: (312) 298 2001, www.pwe.com/us



CITADEL SECURITIES LLC

STATEMENT OF FINANCIAL CONDITION
December 31, 2014
(Expressed in U.S. dollars in thousands)

ASSETS

Assets:

Cash

Cash segregated under federal regulation

Securities borrowed

Securities owned, at fair value

Collateral held under securities loan agreements
Receivable from clearing organizations and custodians
Receivable from brokers and dealers

Receivable for order flow

Exchange memberships and trading rights (fair value $12,799) (Note 2)
Other assets

Securities purchased under agreements to resell
Dividends receivable

Receivable from affiliated customers

Total assets

LIABILITIES AND MEMBER'’S CAPITAL

Liabilities:

Securities loaned

Securities sold, not yet purchased, at fair value
Securities sold under agreements to repurchase
Payable to brokers and dealers

Payable to clearing organizations

Payable for order flow

Payable to affiliates

Exchange, clearance, and regulatory fees payable
Interest payable

Other liabilities

Dividends payable

Total liabilities

Member’s capital

Total liabilities and member’s capital

See notes to statement of financial condition.

2.

319,892
27,100
27,369,795
9,494,325
8,019,006
137,085
4,295
24,947
15,519
15,169
14,163
10,677
6,876

45,458,849

29,605,817
6,003,822
5,614,427
3,070,631

25,017
53,613
37,030
18,955
3,483
3,042
2,803

44,438,640
1,020,209

45,458,849




CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2014
(Expressed in U.S. dollars in thousands)

(1) Organization:

Citadel Securities LLC (the “Company”), a Delaware limited liability company, is registered with the
U.S. Securities and Exchange Commission (“SEC”) as a broker and dealer, is a member of the
Financial Industry Regulatory Authority, Inc. (“FINRA™) and Securities Investor Protection
Corporation. CLP Holdings Three LLC (“CLP3”), an affiliate, is the sole member of the Company.
CALC I LP (“CAL3”), an affiliate, is the manager of the Company. For the year ended December 31,
2014, the Company’s designated self-regulatory organization (“DSRO”) was the Chicago Board
Options Exchange (“CBOE”). Effective January 1, 2015, FINRA is the Company’s DSRO. The
Company is a clearing member of the Depository Trust Company, National Securities
Clearing Corporation, and Fixed Income Clearing Corporation (together, the Depository Trust &
Clearing Corporation, or “DTCC”), and is a clearing member and participant in the Options Clearing
Corporation (“OCC”) and the New York Stock Exchange stock loan programs.

The Company primarily engages in market making in U.S. options and equities on various U.S.
exchanges, trade execution, clearing and financing services, and proprietary trading.

Citadel LLC, an affiliate, provides certain administrative and investment-related services to the
Company. Northern Trust Hedge Fund Services LLC (“NTHFS”) is responsible for providing certain
administrative services to the Company. The services contract between the Company and NTHFS is
effective through May 1, 2021. Through a contractual agreement, Citadel LLC provides certain
information technology systems to NTHFS, which support the administrative services provided by
NTHEFS.

(2) Summary of Significant Accounting Policies:

The accompanying financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America (“GAAP”).

Use of Estimates

The preparation of financial statements in accordance with GAAP requires CAL3 to make estimates
and assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements. Actual results could differ
significantly from those estimates.

Cash

The Company defines cash on the statement of financial condition as cash and funds held in liquid
investments with original maturities of 90 days or less. Substantially all cash is held at major U.S.
financial institutions. :



CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(2) Summary of Significant Accounting Policies, Continued:

Cash Segregated Under Federal Regulation

Cash of $27,000 and $100 has been segregated in a special reserve bank account for the benefit of
customers under the SEC Computation for Determination of Reserve Requirements (“Rule 15¢3-3”)
and proprietary accounts of broker dealers (“PAB Account”), respectively.

Securities Owned and Securities Sold, Not Yet Purchased

The Company’s securities owned and securities sold, not yet purchased are recorded at fair value.
Securities transactions are recorded on a trade date basis. Substantially all securities owned are held at
major U.S. financial institutions which are permitted by contract or custom to sell or repledge these
securities.

Offsetting Financial Instruments

Financial assets and liabilities, as well as cash collateral received and posted, are offset by counterparty
when there exists a legally enforceable right to set off the recognized amounts and when certain other
criteria are met in accordance with applicable accounting guidance on offsetting. As a result, the net
exposure to each counterparty is reported as either an asset or liability on the statement of financial
condition, where applicable.

Foreign Currency Translation

The functional currency of the Company is the U.S. dollar. The Company may hold assets and
liabilities denominated in foreign currencies. The fair value of assets and liabilities is translated into
U.S. dollars using spot currency rates on the date of valuation as determined by CAL3. Changes in
foreign exchange rates on assets and liabilities are isolated from the fluctuations arising from changes
in the fair value of assets and liabilities held.

Transfers of Financial Assets

In general, transfers of financial assets are accounted for as sales when the Company has relinquished
control over the transferred assets. For transfers of financial assets that are not accounted for as sales,
in which the transferor retains control of the financial assets, the financial assets remain on the
statement of financial condition and the transfer is accounted for as a collateralized financing.
Securities borrowed, securities purchased under agreements to resell (“reverse repurchase
agreements”), securities loaned and securities sold under agreements to repurchase (“repurchase
agreements”) are treated as collateralized financings (see Note 5).

Reverse repurchase and repurchase agreements are short-term in nature and are recorded at the
amounts of cash paid or received, plus accrued interest, on the statement of financial condition.

4-



CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(2) Summary of Significant Accounting Policies, Continued:

Transfers of Financial Assets, Continued

Reverse repurchase agreements and repurchase agreements with the same counterparty are reported on
a net basis when there exists a legally enforceable right to set off the recognized amounts and when
certain other criteria are met in accordance with applicable accounting guidance on offsetting.

Securities borrowing and lending transactions require cash or other financial instruments as collateral
to be deposited or taken in. Securities borrowed are recorded at the amount of cash collateral advanced
plus accrued interest receivable, as required. Securities loaned are recorded at the amount of cash and
fair value of securities collateral received plus accrued interest payable, as required.

Exchange Memberships and Trading Rights

The Company’s market making rights on various exchanges and trading rights which represent only
the right to conduct business on the exchange are accounted for as indefinite life intangible assets,
recorded at cost, which are reviewed annually for impairment. The disclosure of the fair market value
of the exchange memberships and trading rights is based on recent sales, where available. CAL3 may
review the price information received in determining the best estimate of the fair value. In addition, the
Company’s exchange memberships, which include ownership interests in clearing corporations, are
also recorded at cost or, if an other—than-temporary impairment in value has occurred, at a value that
reflects CAL3’s estimate of the impairment.

Valuation of Financial Instruments

The Company measures and reports securities owned; securities sold, not yet purchased; financial
instruments held as collateral under securities loan agreements; and derivative financial instruments
(“Financial Instruments™) at fair value, as determined by CAL3. Financial Instruments are generally
characterized by the geographies/time zone(s) of trading. The fair value is based on available
information and represents CAL3’s best estimate of fair value. The fair value determined may not
necessarily reflect the amount which might ultimately be realized in an arm’s length sale or liquidation
of the Financial Instruments and such differences may be material. All Financial Instruments are
valued at the close of business on each date of determination in the relevant time zone as determined
by CAL3. Valuations are not changed subsequent to such closing time, irrespective of whether part or
all of a group of Financial Instruments continue to trade after the close of business and prior to the next
opening of business in such time zone, except that CAL3 may value (or revalue as the case may
be) any and all Financial Instruments based on pricing or other relevant information obtained after the
close of business if CAL3 believes that doing so is necessary to better reflect fair value and is
consistent with the Company’s governing documents.

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
(i.e., the “exit price”) in an orderly transaction between knowledgeable, willing parties, at the

-5-



CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(2) Summary of Significant Accounting Policies, Continued:

Valuation of Financial Instruments, Continued

measurement date. Where available, fair value is based on observable market prices or parameters or
derived from such prices or parameters. Where observable prices or inputs are not available, valuation
models are applied. These valuation techniques involve some level of estimation and judgment by
CALZ3, the degree of which is dependent on the price transparency for the instruments or market and
the instruments’ complexity.

The accounting guidance for fair value measurements and disclosures establishes a fair value hierarchy
that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives the
highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (level 1
measurements) and the lowest priority to unobservable inputs (level 3 measurements). The three levels
of the fair value hierarchy are described below:

Basis of Fair Value Measurement

Level 1  Unadjusted quoted prices in active markets that are accessible at the measurement
date for identical, unrestricted assets or liabilities;

Level 2 Quoted prices in markets that are not considered to be active or financial
instruments for which all significant inputs are observable, either directly or
indirectly; and

Level 3  Prices or valuations that require inputs that are both significant to the fair value
measurement and unobservable.

A Financial Instrument’s level within the fair value hierarchy is based on the lowest level of any input,
individually or in the aggregate, that is significant to the fair value measurement.

If CAL3 determines that either the volume and/or level of activity for an asset or liability has
significantly decreased (from normal conditions for that asset or liability) or price quotations or
observable inputs are not associated with orderly transactions, increased analysis and management
judgment will be required to estimate fair value. Valuation techniques such as an income approach
might be appropriate to supplement or replace a market approach in those circumstances. Regardless,
however, of the valuation technique and inputs used, the objective for the fair value measurement in
those circumstances is unchanged from what it would be if markets were operating at normal activity
levels and/or transactions were orderly; that is, to determine the current exit price.

Financial Instruments are valued by CAL3 taking into consideration third party pricing sources to the

extent possible. Third party pricing sources may include one or more exchanges, organized dealer
markets, electronic trading facilities or brokers and dealers. For certain Financial Instruments,

-6-



S0 GO0 O 00800000 OOCOLOOINOGOOEOIOSGSNOSNOGEEOSOOEO®OOOSNDTS

CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(2) Summary of Significant Accounting Policies, Continued:

Valuation of Financial Instruments, Continued

indications of fair value may be quoted by a limited number of market participants. CAL3 may
arbitrate the price information received in determining the best estimate of fair value for the Financial
Instrument. Financial Instruments also may be valued on the basis of a spread or price differential, as
quoted by dealers, to other instruments.

Financial Instruments which are traded on one or more exchanges, organized dealer markets or
electronic trading facilities are generally valued at their closing price on the exchange upon which they
are principally traded. Such Financial Instruments are generally classified within level 1 of the fair
value hierarchy. Valuation adjustments may be applied to the quoted market prices to the extent that
exchange-traded Financial Instruments are infrequently traded. Exchange-traded Financial Instruments
adjusted from the observable exchange price are categorized within level 2 or level 3 of the fair value
hierarchy based on the significance of unobservable inputs to the overall valuation.

For Financial Instruments in which there is no readily determinable available third party pricing, the
fair value determined by CAL3 represents its best estimate of fair value. In all instances, any
Financial Instrument may either be valued by CAL3 or CAL3 may consider the valuation of such
Financial Instrument provided by the person or entity, if any, who controls or manages such Financial
Instruments or who is engaged by CAL3 to value such Financial Instruments. CAL3’s assessment of
the significance of a particular input to the fair value measurement in its entirety requires judgment and
considers factors specific to the Financial Instrument.

The following describes the valuation techniques applied to the Company’s major classes of assets and
liabilities to measure fair value, including an indication of the level within the fair value hierarchy in
which each asset and liability is generally classified. Where appropriate, the description includes
details of the valuation models and the key inputs to those models.

Equity securities

Exchange-traded equity securities

Exchange-traded equity securities are valued using exchange quoted market prices and
generally categorized within level 1 of the fair value hierarchy.

Equity interests in exchanges & private equity investments

Equity interests in exchanges and private equity investments are generally valued using
multiple valuation techniques prepared by a third party valuation expert. Valuation techniques
typically used are market comparables analyses and discounted cash flow analyses. A market
comparables analysis considers key financial inputs and recent public and private transactions
and other available measures, such as comparable companies’ enterprise values (“EV”), net
revenues, and earnings before income taxes, depreciation and amortization (“EBITDA”). A
discounted cash flow analysis incorporates significant assumptions and judgments and uses key

-7-



CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(2) Summary of Significant Accounting Policies, Continued:

Valuation of Financial Instruments, Continued

Equity securities, continued

Equity interests in exchanges & private equity investments, continued

inputs such as the weighted average cost of capital for the investment, future growth rates, and
assumed inputs used to calculate terminal values, such as terminal growth rates. Other various
inputs can also be used, such as put options. Upon completion of the valuations conducted by
these techniques, a weighting is ascribed to each method. The ultimate fair value recorded for a
particular investment will generally be within a range suggested by the separate techniques.
Equity interests in exchanges and private equity investments are classified within level 3 of the
fair value hierarchy and the valuation technique and inputs to the valuation of these instruments
are included in the significant input table in Note 6.

Other non-exchange-traded equity securities

The Company’s other non-exchange-traded equity securities typically represent securities that
are actively traded in over-the-counter (“OTC”) markets. These non-exchange-traded equity
securities are generally valued using quoted OTC market quotes and are classified within
level 2 of the fair value hierarchy.

Corporate debt securities

The fair value of corporate debt securities is estimated using recently executed transactions,
market price quotations (where observable), bond spreads or credit default swap spreads obtained
from independent external parties such as vendors and brokers adjusted for any basis difference
between cash and derivative instruments, The spread data used are for the same maturity as the
bond. If spread data does not reference the issuer, then data that references a comparable issuer is
used. Corporate debt securities are categorized within level 2 of the fair value hierarchy.

Derivative assets and derivative liabilities

Exchange-traded derivative financial instruments

Exchange-traded derivative financial instruments include equity options, foreign exchange
options, options on equity futures, options on commodity futures, options on bond futures,
options on foreign exchange futures, options on Exchange Traded Funds (“ETFs”), warrants
and futures contracts. U.S. equity options and certain options on equity futures are generally
valued using the average of national best bid offer prices as reported by various exchanges
upon which those derivative financial instruments are traded. Non-U.S. equity options, foreign
exchange options, certain options on equity futures, options on commodity futures, options on
bond futures, options on foreign exchange futures, options on ETFs, warrants and futures
contracts are generally valued at the closing exchange price. These instruments are generally
classified within level 1 of the fair value hierarchy.

8-
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CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(2) Summary of Significant Accounting Policies, Continued:

Valuation of Financial Instruments, Continued

Derivative assets and derivative liabilities, continued

OTC derivative financial instruments

Foreign exchange forwards generally trade in liquid markets and are valued using market-based
inputs to models. Model inputs can generally be verified and model selection does not involve
significant management judgment. Significant inputs include foreign exchange rates and/or
foreign exchange forward points. These instruments are generally categorized within level 2 of
the fair value hierarchy.

Collateral held under securities loan agreements

Collateral held under securities loan agreements may include equity securities and corporate
debt securities. The fair value of such securities is estimated using inputs and valuation
techniques described above. Collateral held under securities loan agreements are generally
categorized within level 1 or level 2 of the fair value hierarchy.

Valuation Processes

Citadel LLC’s Valuation Committee is responsible for establishing and maintaining the Company’s
valuation framework and providing oversight of the valuation function. The Valuation Committee
approves the Company’s valuation policies, oversees NTHFS’s independent role in the valuation
process and approves the use of third-party valuation services when necessary. The Valuation
Committee’s members include, among others, Citadel LLC’s Chief Operating Officer, Global
Controller, Head of Portfolio Construction and Risk and Citadel Europe’s Chief Financial Officer.

The trading desks are responsible for valuing all of their Financial Instruments in accordance with the
valuation policies established by the Valuation Committee. The product control group within NTHEFS
(“NTHEFES Product Control”) performs a monthly detailed price verification process on substantially all
Financial Instruments. The price verification methods for Financial Instruments across all levels within
the fair value hierarchy performed by NTHFS Product Control include one or more of the following, as
applicable:

External Price Comparison

Valuations and prices are compared to pricing data obtained from third parties (including, but
not limited to, broker dealers, SuperDerivatives, Marklt, Bloomberg, and Interactive Data
Corporation). Data obtained from the various sources is compared to ensure consistency and
validity. When broker dealer quotations are used, greater priority is generally given to
executable quotations.



CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(2) Summary of Significant Accounting Policies, Continued:

Valuation Processes, Continued

Back-testing
Values realized upon trades executed by the Company or its affiliates are used to corroborate
the valuation of Financial Instruments.

Trade Comparison
Analysis of external trade data is used to determine the most relevant pricing inputs and
valuations.

Third-party Valuation Experts
For certain Financial Instruments, generally classified within level 3, a third-party valuation expert
may be hired to review and express an opinion as to the fair value of a Financial Instrument.

Collateral Analyses
Margin disputes on derivatives are examined and investigated to determine the impact, if any,
on valuations.

Each month, NTHFS Product Control produces a written summary of the results of its price
verification process. The Valuation Committee meets monthly to review the summary and determine if
any adjustments are necessary. The Valuation Committee has final authority to adjust any valuation.

NTHEFS Product Control also reviews the Company’s adherence to its valuation policies through daily
net profit and loss reporting procedures with the intent to identify potential valuation or trade booking
issues on a timely basis.

Other Financial Instruments

CALS3 estimates that the aggregate carrying value of other financial instruments (including receivables
and payables) recognized on the statement of financial condition approximates fair value, as such
financial instruments are short-term in nature, bear interest at current market rates or are subject to
frequent repricing.

(3) New Accounting Pronouncements:

In May 2014, the Financial Accounting Standards Board (“FASB”) issued updated accounting guidance on
the recognition of revenue from customers arising from the transfer of goods and services and accounting
for certain contract costs. The updated guidance requires new disclosures. The accounting update is
effective for periods beginning after December 15, 2016. The Company is still evaluating the effect of the
updated guidance on the Company’s financial condition and regulatory requirements.

-10-



000000000 GOOOOPOSGIEOSGIOGIOONOGEOSIOSIOONOSNDONEOSO®O®OWNDTS

CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(3) New Accounting Pronouncements, Continued:

In June 2014, the FASB issued updated accounting guidance which requires new disclosures for all
repurchase and securities lending agreements. The updated guidance requires additional disclosures
about the collateral pledged for repurchase and securities lending agreements and the associated risks
to which the Company continues to be exposed after the transfer. The accounting update is effective
for periods beginning after December 15, 2014. Adoption is not expected to materially affect the
Company’s financial condition or regulatory requirements.

(4) Taxes:

As of May 1, 2013, the Company was disregarded for U.S. federal income tax purposes and generally
not subject to U.S. federal or state income tax directly. The Company filed partnership income tax
returns with the U.S. federal government and various state and local jurisdictions, including Illinois,
New Jersey, New York, and New York City through the period ending April 30, 2013. The Company’s
filed U.S. federal or state and local returns are no longer subject to examination by tax authorities for
years prior to 2011. At December 31, 2014, CAL3 has no knowledge of any tax returns of the
Company under examination.

In accordance with GAAP, CAL3 has reviewed the Company’s tax positions for all open tax years. For
the year ended December 31, 2014, CAL3 determined that the Company was not required to establish
a liability for uncertain tax positions.

(5) Collateralized Transactions:

The Company enters into reverse repurchase agreements, repurchase agreements and securities
borrowed and securities loaned transactions to, among other things, acquire securities to cover short
positions and settle other securities obligations and to finance the Company’s financial instruments.
The Company manages credit exposure arising from such transactions by, in appropriate
circumstances, entering into master netting agreements and collateral arrangements with
counterparties. In the event of a counterparty default (such as bankruptcy or a counterparty’s failure to
pay or perform), these agreements provide the Company the right to terminate such agreement, net the
Company’s rights and obligations under such agreement, buy-in undelivered securities and liquidate
and set off collateral against any net obligation remaining by the counterparty.

During the year ended December 31, 2014, the Company engaged in securities borrowing and lending
transactions with affiliates (see Note 7) and non-affiliates.

Securities borrowing and lending transactions are collateralized by pledging cash or securities, which
typically include equity securities and/or corporate debt securities, and are collateralized as a
percentage of the fair value of the securities borrowed or loaned. Reverse repurchase and repurchase
agreements are collateralized primarily by receiving or pledging securities, respectively. Typically, the
Company has rights of rehypothecation with respect to the securities collateral received under reverse

-11-



CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued.
December 31, 2014
(Expressed in U.S. dollars in thousands)

(5) Collateralized Transactions, Continued:

repurchase agreements and the underlying securities received under securities borrowed transactions.
As of December 31, 2014, substantially all securities received under securities borrowed transactions
have been delivered or repledged in connection with other collateralized financing agreements. The
counterparty generally has rights of rehypothecation with respect to securities collateral pledged by the
Company for securities borrowed by the Company, unless collateral is held at a tri-party custodian.

The counterparty generally has rights of rehypothecation with respect to the securities collateral
received from the Company under repurchase agreements and the securities loaned from the Company
to these counterparties. Also, the Company typically has rights of rehypothecation related to securities
collateral received from counterparties for securities loaned to those counterparties. The fair value of
the securities collateral received from counterparties is recorded as collateral held for securities loan
agreements on the statement of financial condition when the Company has such rights of
rehypothecation. As of December 31, 2014, substantially all securities collateral received from
counterparties for securities loaned has been delivered or repledged in connection with other
collateralized financing agreements.

The Company monitors the fair value of underlying securities in comparison to the related receivable
or payable and as necessary, transfers or requests additional collateral as provided under the applicable
agreement to ensure transactions are adequately collateralized.

As part of these transactions, as of December 31, 2014, the fair value of securities borrowed by the
Company was $37,223,126 (which includes accrued coupon interest of $3,224), for which cash of
$27,358,787 and securities with a fair value of $10,827,363 were pledged as collateral. The fair value
of securities loaned was $28,205,619 (which includes accrued coupon interest of $3,224), for which
cash of $21,579,338 and securities with a fair value of $8,023,205 (which includes accrued coupon
interest of $4,199), were received as collateral. Included in securities borrowed and loaned on the
statement of financial condition is $11,008 of financing interest receivable and $7,473 of financing
interest payable, respectively.

As of December 31, 2014, as a result of entering into reverse repurchase agreements, the Company
obtained collateral with a fair value of $13,970 (which includes accrued coupon interest of $76). Also
as of December 31, 2014, the Company had repurchase agreements with collateral posted having a fair
value of $6,079,106 (which includes accrued coupon interest of $3,257). The sale and purchase
obligations under reverse repurchase agreements and repurchase agreements are collateralized by
equity securities, debt securities and/or obligations of the U.S. government, to the extent offsetting
agreements with the same counterparty have not otherwise reduced the Company’s or counterparties’
gross exposure.

-12-
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CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(5) Collateralized Transactions, Continued:

The following table presents information about the offsetting of these instruments as of December 31,
2014. Refer to Note 10, for information relating to offsetting of derivatives.

Assets as of December 31, 2014

Amounts Not Offset in the Statement
of Financial Condition

Amounts Net Amounts
Offset in the Presented in Financial
Statement the Statement Instruments,
Gross of Financial of Financial Counterparty at Fair Net
Amounts ) Condition @® Condition ™ Netting @ Value @) Exposure
Assets
Securities purchased
under agreements to
resell $ 14,163 $ — 3 14,163  § — % (13,970) $ 193
Securities borrowed (4 27,369,795 — 27,369,795 (15,117,522) (11,806,519) 445,754

Liabilities as of December 31, 2014

Amounts Not Offset in the Statement
of Financial Condition

Amounts Net Amounts
Offset in the Presented in Financial
Statement the Statement Instruments,
Gross of Financial of Financial Counterparty at Fair Net
Amounts ) Condition @®) Condition ) Netting @ Value @) Exposure
Liabilities
Securities sold under
agreements to
repurchase © $ 5,614,427 $ — 3 5,614,427 $ — 3 (5,614,427) % —
Securities loaned ¥ 29,605,817 — 29,605,817 (15,117,522) (13,240,874) 1,247,421

M Amounts include all instruments, irrespective of whether there is a legally enforceable master netting arrangement in
place. The gross and net amounts in this table include financing interest receivables or payables related to these
transactions.

@ Amounts relate to master netting arrangements or similar arrangements which have been determined by the Company to
be legally enforceable in the event of default.

3 Amounts are reported on a net basis in the statement of financial condition when subject to a legally enforceable master
netting arrangement or similar arrangement and when certain other criteria are met in accordance with applicable
accounting guidance on offsetting.

@ Financial instruments not offset in the statement of financial condition represent the fair value of securities borrowed or
loaned in addition to accrued coupon interest. Note that the fair value of securities borrowed in the table only includes
securities for which cash collateral was pledged.

) Note that the fair value of the financial instruments not offset in the statement of financial condition is limited to the net
amount by counterparty reported on the statement of financial condition. This column also includes any applicable
accrued coupon interest in addition to cash collateral.

©  Securities sold or otherwise pledged as collateral for repurchase agreements include both securities owned recorded
on the statement of financial condition as well as securities received as collateral from affiliates.
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CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued

(6) Fair Value Disclosures:

December 31, 2014
(Expressed in U.S. dollars in thousands)

The following fair value hierarchy tables present information about the Company’s assets and
liabilities measured at fair value on a recurring basis based upon the lowest level of significant input to
the valuations (see Note 2 for the Company’s policies regarding the hierarchy):

Corporate debt securities ()
Equity securities: (
Common stock
Financial
Technology
Consumer
Energy & utilities
Basic materials
Industrial
Other
Non-US Government
Preferred stock
Financial
Energy & utilities
Technology
Industrial
Consumer
Basic materials
Equity interests in exchanges &
private equity investments (D
Collateral held under securities
loan agreements

Total investment assets

Derivative assets:
Options (I
Futures @
Warrants (1
Forwards @

Gross derivative assets
Netting @

Total derivative assets
Total assets at fair value

Assets at Fair Value

as of December 31, 2014
Netting and
Level 1 Level 2 Level 3 Collateral Total

$ — 3 202 $ — 3 — 3 202

2,752,291 55 — — 2,752,346

1,405,472 9 — —_ 1,405,481

636,567 15 — — 636,582

243,832 3 — — 243,835

182,760 3 — — 182,763

161,838 19 — — 161,857

10,183 1 — —_ 10,184

227 — — — 227

5,771 6 — — 5,777

867 34 — — 901

237 33 — — 270

259 — — — 259

181 1 — — 182

31 — — —_ 31

— — 147,343 — 147,343

7,552,677 466,329 — —_ 8,019,006

12,953,193 466,710 147,343 — 13,567,246

3,946,057 — — — 3,946,057

33,830 — — — 33,830

28 —_ — — 28

—_ 12 — — 12

3,979,915 12 — — 3,979,927
(1,130) (12) — (30,882) (32,024)

3,978,785 — — (30,882) 3,947,903

$16,931,978 $ 466,710 $ 147,343 $ (30,882) $17,515,149
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CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(6) Fair Value Disclosures, Continued:

Corporate debt securities ()
Equity securities: (D
Common stock
Financial
Consumer
Energy & utilities
Technology
Industrial
Basic materials
Other
Preferred stock
Financial
Energy & utilities
Industrial
Technology
Consumer
Basic materials
Securities loaned 4

Total investment liabilities

Derivative liabilities:
Options (D
Futures @
Forwards @
Warrants (D

Gross derivative liabilities
Netting

Total derivative liabilities

Total liabilities at fair
value

Liabilities at Fair Value

as of December 31, 2014
Netting and

Level 1 Level 2 Level 3 Collateral Total
$ — 3 73 $ — $ —  $ 73
973,418 — — — 973,418
591,575 1 — — 591,576
270,154 — — — 270,154
237,802 — — 237,804
163,058 159 — — 163,217
53,782 — — — 53,782
2,407 — — — 2,407
2,759 3 — — 2,762
372 — — — 372
152 — — — 152
110 — — — 110
28 — — —_ 28
19 — — — 19
7,552,677 466,329 — — 8,019,006
9,848,313 466,567 — — 10,314,880
3,707,939 — — — 3,707,939
1,194 — — — 1,194
— 34 — — 34
8 1 — — 9
3,709,141 35 — — 3,709,176
(1,130) (12) — 117,043 115,901
3,708,011 23 — 117,043 3,825,077
$ 13,556,324 $ 466,590 $ — $ 117,043 $ 14,139,957

M Amounts are included in securities owned or securities sold, not yet purchased, as applicable on the statement of

financial condition.

@ Included in receivable from or payable to brokers and dealers as discussed in Note 8.
®  For positions with the same counterparty that cross over the levels of the fair value hierarchy, both counterparty netting
and cash collateral netting are included in the column titled “Netting and Collateral.” For contracts with the same
counterparty, counterparty netting among positions classified within the same level is included within that level. For
further information on derivative instruments and hedging activities, see Note 10.
@ The securities loaned balance reflects only that portion of the obligation to return securities collateral received.
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CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(6) Fair Value Disclosures, Continued:

The table below provides information on the valuation techniques, significant unobservable inputs and
the sensitivity of the fair value to changes in significant unobservable inputs for each major category of
assets measured at fair value on a recurring basis with a significant level 3 balance as of December 31,
2014.

Fair Value Significant Unobservable
as of Input(s)/Sensitivity of the
December 31, Fair Value to Changes in the
2014 Valuation Technique Unobservable Inputs Inputs
Investment assets
Equity interests in exchanges
BATS Global Markets, Inc. Discounted cash Weighted average cost of
(“BATS”) $ 91,350 flows @ capital @ 10.75%

5 year net revenue compounded
annual growth rate over

projection period () 3.90%
Terminal growth rate () 3.00%
Market
comparables @ EV/LTM EBITDA multiple (O)®) 10.00x
EV/Projected 2015 EBITDA
multiple () : 9.0x
NYSE Amex Options LLC 33,093 Put option analysis®  EBITDA multiple for put dates ( 10.70x
BOX Options Exchange, LL.C 2,400 Discounted cash Weighted average cost of
flows @ capital @ 14.50%
5 year net revenue compounded
annual growth rate over
projection period () 13.00%
Terminal growth rate () 3.00%
Private equity investments
REDI Global Technologies LLC 15,500 Market
comparables @ EV/EBITDA multiple ™ 15.00x
Symphony Communication Discounted cash Weighted average cost of capital
Services Holdings, LLC 5,000 flows @ (2015-2016)@ 4.0%
Weighted average cost of capital
(2017-2019) @ 46.25%

Net revenue compounded annual

growth rate over projection

period (2015-2016) (M 0.00%
3 year net revenue compounded

annual growth rate over

projection period (2017-

2019)™ 72.80%
Terminal EBITDA exit multiple () 4.65x

@  All equity interests in exchanges and private equity investments were valued using analyses prepared by a third party
valuation expert. The valuation for BATS was derived from a straight average of the market approach and discounted
cash flow valuation techniques. All other investments were valued using a single valuation technique approach.

®  “LTM” is defined as last twelve months.
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CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(6) Fair Value Disclosures, Continued:

Sensitivity of the Fair Value to Changes in the Unobservable Inputs

(M Significant increase (decrease) in the unobservable input in isolation would result in a significantly higher (lower) fair
value.

@  Significant decrease (increase) in the unobservable input in isolation would result'in a significantly higher (lower) fair
value.

(7) Transactions with Related Parties:

Expenses

Pursuant to an administrative services agreement, the Company incurs direct and allocable
administrative, general and operating expenses, including employee compensation and benefits, paid
by Citadel LLC and its affiliates, on behalf of the Company. Payable to affiliates as of December 31,
2014 includes $36,404 due to Citadel LLC.

Pursuant to a services agreement, a proportionate share of expenses incurred by CLP3 during the
period for certain administrative services provided by NTHES are allocated to the Company. At
December 31, 2014, $626 of the Company’s expense in relation to these fees was outstanding to be
paid to CLP3 and is reflected in payable to affiliates on the statement of financial condition.

Securities Borrowed and Securities Loaned

During the year ended December 31, 2014, the Company engaged in securities borrowing and lending
transactions with Citadel Institutional Finance Company Ltd. (“CIFC”), an affiliate. The following
table presents information about the fair value of the securities borrowed by the Company from CIFC
with the related cash collateral and fair value of securities collateral pledged:

As of December 31, 2014
Fair Value of
Fair Value of Securities Collateral
Affiliate Securities Borrowed® Cash Collateral Pledged Pledged
CIFC $ 11,745,812 $ 11,844,211  $ —

M Includes accrued coupon interest of $846.
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CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(7) Transactions with Related Parties, Continued:

Securities Borrowed and Securities Loaned, Continued

The following table presents information about the fair value of the securities loaned by the Company
to CIFC with the related cash collateral and fair value of securities collateral received:

As of December 31, 2014
Fair Value of
Fair Value of Securities Collateral
Affiliate Securities Loaned ® Cash Collateral Received Received @
CIFC $ 24,700,935 $ 18,023,074 $ 8,023,205

M Includes accrued coupon interest of $2,378.
@ Includes accrued coupon interest of $4,199.

Included in securities borrowed is $9,914 of financing interest receivable from CIFC.

Clearing Activities

The Company conducted clearing activities with the following affiliates and affiliated customers:
Citadel Global Equities Master Fund Ltd. (‘GEMF”), Citadel Global Event Driven Master Fund Ltd.
(“EDMF”), Surveyor Capital Ltd. (“SURV”), Citadel Horizon S.a r.l. (“HORZ”), Citadel Quantitative
Strategies Master Fund Lid. (“QSMF”), Citadel Securities Swap Dealer LLC (“CSSD”), Citadel Equity
Fund Ltd. (“CEFL”), and Citadel Global Equities Fund S.a r.]. (“GEFS”). The following table presents
net receivables from and payables to affiliated customers for clearing activities as of December 31,
2014:

As of December 31, 2014

Receivable from  Payable to affiliated
Affiliate affiliated customers customers @
GEMF $ 1,491 $ —
SURV 80 —
HORZ 2,936 —
QSMF — 23
CSSD 6 —
CEFL 2,362 —
GEFS 1 —
Total $ 6,876 § 23

M) Included within other liabilities on the statement of financial condition.

-18-

0000000000000 0600060060CGOGONOCGOOOBONGOOOE



OO 00090000 w0 O0O0OOGOOEONOEOIOSONONOOGEGEOROROIEOSES

CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(7) Transactions with Related Parties, Continued:

Executing Activities

During the year, the Company earned commissions from GEMF, SURV, HORZ, EDMF, Citadel Global
Event Driven Fund S.a r.l., GEFS, CEFL, and QSMF, all related parties, in relation to execution services
platform access and the use of trading algorithms designed to fulfill best execution requirements. As of
December 31, 2014, the Company no longer provides these services to related parties.

In addition, the Company received rebates and made payments to ECNs for providing or receiving
order flow for trades conducted on behalf of affiliated entities as well as reimbursement of regulatory
fees per the executing agreements. The Company is permitted to compensate/charge such affiliated
entities for these rebates/payments.

Miscellaneous Related Party Transactions

The Company accounts for its investment in the common stock of CMDX Holdings Ltd. (“CMDX"),
an affiliated investment in which the Company owns 29.2%, under the equity method of accounting. At
December 31, 2014, the Company’s investment in CMDX of $218 is included in other assets on the
statement of financial condition.

During the year, the Company purchased exchange membership seats of COMEX with a value of $239
from Citadel Derivatives Trading Ltd., an affiliate. The transaction was based on the fair value of
COMEX on the date of the transfer.

The Company participates in a variety of operating and administrative transactions with related parties
and affiliates. Because of these relationships, it is possible that the terms of these transactions are not
the same as those that would result from transactions among unrelated parties and such differences
could be material.

(8) Receivables from and Payables to Clearing Organizations, Custodians, Brokers, and Dealers:

Amounts receivable from and payable to clearing organizations, custodians, brokers, and dealers at
December 31, 2014, consist of the following:

Receivables Payables
Net securities failed to deliver/receive $ 498 $ 12,673
Net receivables/payables from brokers and dealers 3,797 3,057,958
Net receivables/payables from brokers and dealers $ 4,295 $ 3,070,631
Net securities failed to deliver/receive $ 51,204 —
Net receivables/payables from clearing organization and custodians 85,881 25,017
Net receivables/payables from clearing organizations and custodians $ 137,085 § 25,017
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CITADEL SECURITIES LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(8) Receivables from and Payables to Clearing Organizations, Custodians, Brokers, and Dealers,
Continued:

The Company clears certain of its proprietary transactions through clearing brokers. The net
receivables/payables from/to brokers, dealers, clearing organizations, and custodians related to the
aforementioned transactions contain cash margin balances and are collateralized by securities owned
by the Company. The clearing brokers’ internal and regulatory collateral requirements on open short
positions and securities purchased on margin require that cash and/or securities be maintained in the
Company’s accounts to satisfy such requirements.

At December 31, 2014, receivables from clearing organizations include cash deposits held at the
clearing organizations of $84,884 made in the normal course of business. Additionally, at
December 31, 2014, the Company has pledged collateral in the form of securities, which includes
securities collateral received under reverse repurchase agreements, with a fair value of $19,133 to
fulfill the Company’s clearing fund and margin obligations at clearing organizations.

(9) Risk Management:

The Company is subject to various risks, including, but not limited to, market risk, off-balance sheet
risk, credit risk, currency risk, and liquidity risk. CAL3 attempts to monitor and manage these risks on
an ongoing basis. While CAL3 generally seeks to hedge certain portfolio risks, CAL3 is not required to
and may not attempt to hedge all market or other risks in the portfolio, and it may decide to only
partially hedge certain risks.

Market Risk

Market risk is the potential for changes in the value of Financial Instruments. Categories of market risk
include, but are not limited to, exposures to equity prices, interest rates, commodity prices, credit
prices, and currency prices.

Market risk is directly impacted by the volatility and liquidity of the markets in which the underlying
financial instruments are traded. CAL3 attempts to manage market risk in various ways, including
through diversifying exposures, placing limitations on position sizes and hedging in related securities
or derivative financial instruments. The ability to manage market risk may be constrained by changes
in liquidity conditions and fast changes in the relative prices, volatilities and correlations between
Financial Instruments and the instruments used to hedge such Financial Instruments.

The Company sells various financial instruments which it does not yet own or which are consummated
by the delivery of borrowed financial instruments (“short sales”). The Company is exposed to market
risk for short sales. If the fair value of a financial instrument sold short increases, the Company’s
obligation to deliver this instrument, reflected as a liability on the statement of financial condition, is
correspondingly increased. A short sale involves the risk of an unlimited increase in the market price of
the particular investment sold short, which could result in an inability to cover the short position and
unlimited loss. There can be no assurance that securities necessary to cover a short position will be
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CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)
(9) Risk Management, Continued:

Market Risk, Continued

available for purchase. To attempt to manage this market risk, the Company may hold Financial
Instruments which can be used to hedge or settle these obligations and monitors its market exposure
daily, adjusting Financial Instruments as deemed necessary. Also, the Company’s ability to conduct
short sales on certain specified securities could be restricted due to rules enacted by regulatory
pronouncements and legislation, thus impacting CAL3’s ability to execute its investment strategies on
behalf of the Company. Possible impacts include a reduced inventory of shares available for borrowing
and increased transaction costs relating to short selling.

Off-Balance Sheet Risk

The Company enters into investment transactions which may represent off-balance sheet risk. Off-
balance sheet risk exists when the maximum potential loss on a particular investment is greater than
the value of such investment, as reflected on the statement of financial condition. Off-balance sheet
risk generally arises from the use of derivative financial instruments or short sales.

Credit Risk

Credit risk is the risk of losses due to the failure of a counterparty to perform according to the terms of
a contract. Since the Company does not clear all of its own securities transactions, it has established
accounts with other financial institutions for this purpose. This can, and often does, result in a
concentration of credit risk with one or more of these institutions. Such risk, however, is partially
mitigated by the obligation of certain of these financial institutions to comply with rules and
regulations governing financial institutions in countries where they conduct their business activities.
These rules and regulations generally require maintenance of minimum net capital and may also
require segregation of customers’ funds and financial instruments from the holdings of the financial
institutions themselves. The Company actively reviews and attempts to manage exposures to various
financial institutions in an attempt to mitigate these risks. The Company also attempts to minimize this
credit risk by carrying minimal excess collateral above the specific collateral requirement computed
pursuant to the contractual terms between the Company and the financial institutions as applicable.

The Company is exposed to credit risk in its role as a trading counterparty to dealers and customers, as
a holder of securities and as a member of exchanges and clearing organizations. The Company’s
customer activities involve the execution settlement and financing of various transactions. Customer
activities are transacted on a delivery versus payment or cash basis. The Company’s credit exposure to
institutional customer business is mitigated by the use of industry-standard delivery versus payment
through depositories and clearing banks.

The credit risk of exchange-traded and/or centrally cleared derivatives (“cleared derivatives”), such as
exchange-traded futures, exchange-traded options and cleared OTC derivative financial instruments, is
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CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)
(9) Risk Management, Continued:

Credit Risk, Continued

reduced by the rules or regulatory requirements of the individual exchanges and clearinghouses on
which these instruments are traded and cleared. One of the requirements of the exchanges and
clearinghouses is that cleared derivatives are margined on a daily basis, which reduces the credit risk
related to such cleared derivatives.

CAL3 monitors collateral fair value on a daily basis relative to the Company’s counterparties’
exposure, and when necessary, attempts to recall any material excess collateral balances. The
Company also restricts its exposure to credit losses on derivative financial instruments held by entering
into netting arrangements with its counterparties. Under the terms of such netting arrangements, if an
event of default under such netting agreement occurs, all transactions with the relevant counterparty
governed by such netting agreement are able to be terminated and settled on a net basis. Additionally,
the Company also seeks to manage credit risk by, among other factors, monitoring exposures to and
reviewing creditworthiness of its counterparties and rebalancing financing sources as deemed
appropriate.

The Company clears a substantial portion of its equity options from its market making activities and
related equity security trades through Bank of America Merrill Lynch (“BAML”), which also
maintains the Company’s positions. These positions are recorded at fair value under securities owned
on the statement of financial condition. In addition, the clearing broker provides the majority of the
financing for these securities. This can, and often does, result in a concentration of credit risk with
BAML. Such risk, however, is partially mitigated by the obligation of BAML to comply with rules and
regulations governing broker/dealers, including the requirement to maintain a minimum amount of net
capital and may also require segregation of customers’ funds and financial instruments from the
holdings of the financial institutions themselves. The Company also actively reviews and monitors
exposures to various financial institutions in an attempt to mitigate these risks.

The cash and security account balances held at various major financial institutions, which typically
exceed government sponsored insurance coverages, also subject the Company to a concentration of
credit risk. CAL3 attempts to mitigate the credit risk that exists with these deposits by, among other
factors, maintaining those deposits pursuant to segregated custodial arrangements, where possible.

The Company may invest in convertible bonds, corporate bonds, and other credit sensitive securities.
Until such investments are sold or are paid in full at maturity, the Company is exposed to credit risk
relating to whether the issuer will meet its obligations when the securities come due.

Currency Risk

The Company may invest directly in non-U.S. currencies, securities that are denominated in, and that
receive revenues in, non-U.S. currencies, or in derivatives that provide exposure to non-U.S. currencies,
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CITADEL SECURITIES LLC
NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2014
(Expressed in U.S. dollars in thousands)

(9) Risk Management, Continued:

Currency Risk, Continued

and as such is subject to the risk that those currencies will decline in value relative to the U.S. dollar, or,
in the case of hedging positions, that the U.S. dollar will decline in value relative to the currency being
hedged. Currency rates may fluctuate significantly over short periods of time for a number of reasons,
including changes in interest rates, intervention (or the failure to intervene) by U.S. or foreign
governments, central banks or supranational entities such as the International Monetary Fund, or by the
imposition of currency controls or other political developments in the United States or abroad.

Liquidity and Leverage Risk

The Company generally invests on a highly leveraged basis, both through its financing arrangements,
including repurchase agreements, and through the degree of leverage typically embedded in the
derivative financial instruments in which it invests. The use of leverage can dramatically magnify both
gains and losses, increasing the possibility of a member’s total loss of its investment in the Company.
Leverage through margin borrowings requires collateral to be posted with prime brokers, custodians
and counterparties. Prime brokers, custodians, and counterparties, generally have authority, under their
respective agreements, over valuing the collateral posted and requiring the posting of additional
collateral. Market value movements could result in a prime broker, custodian or counterparty, under
their respective agreements, having the right to reduce the value of such collateral or to require the
posting of additional collateral even if no actual transaction in the underlying instrument has occurred,
potentially resulting in the issuance of a margin call. This could also result in the Company having to
otherwise sell assets at a time when the Company would not otherwise choose to do so. The Company
seeks to mitigate this risk by utilizing term financing arrangements as well as negotiating dispute rights
for valuation differences between the Company and its prime brokers, custodians and counterparties.

CALS3 targets to maintain a substantial pool of excess liquidity at the Company for various planned and
contingent needs including, among others, mark to market losses on investments, changes in margin
requirements as term financing facilities mature, increases in initial margin requirements by clearing
houses, and member’s capital activity.

Other Risks

Due to investments in specific industries or investments in non-U.S issuers located in a specific
country or region, the Company may be subject to elements of risk not typically associated with
investments in the U.S. Such concentrations may subject the Company to additional risks resulting
from future political or economic conditions in such country or region and the possible imposition of
adverse governmental laws or currency exchange restrictions affecting such country or region, which
could cause the securities and their markets to be less liquid and prices more volatile than thos