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McGladrey LLP

McGladrey

Independent Auditor's Report

To the Member
DRW Investments, LLC
Chicago, llinais

Report on the Financial Statements

We have audited the accompanying financial statements of DRW Investments, LLC which comprise the
statemenits of financiai condition as of December 31, 2013 and 2012, and the related statements of
operations, changes mn member's equity and cash flows for the years then ended, and the related notes to
the financial statements

Management’s Responsibility for the Financial Statements

Management 1s responsible for the preparation and fair presentation of these financial statements In
accordance with accounting principles generally accepted in the United States of Amenica, this includes
the design, implementation, and maintenance of nternal control relevant to the preparation and far
presentation of financial statements that are free from material misstatement, whether due to fraud or
error

Auditor's Responsibility

Our responsibility 1s to express an opinion on these financial statements based on our audits We
conducted our audits in accordance with auditing standards generally accepted in the United States of
Amernca Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of matenal misstaternent

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements The procedures selected depend on the auditor's judgment, including the
assessment of the nsks of matenal misstatement of the financial statements, whether due to fraud or
error In making those rnsk assessments, the auditor considers internal controf refevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropnate n the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s intemnal control  Accordingly, we express no such opinton  An audit also includes evaluating
the appropnateness of accounting policies used and the reasonableness of significant accounting
eshimates made by management, as well as evaluating the overall presentation of the financial
statements

We believe that the audit evidence we have obtained 1s sufficient and appropnate lo provide a reasonable
basis for our audit opinion

Opinion

In our opinion, the financial statements referred to above present fairdy, In all matenal respects, the
financial position of DRW Investments, LLC as of December 31, 2013 and 2012, and the results of its
operations and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of Amenca
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Chicago, llinos
March 31, 2014
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DRW Investments, LLC

Statements of Financial Condition
Dacember 31, 2013 and 2042

FCO26Q Hy.

Sacunties owned, at far value
Denvative financtal instruments owned, at farr value
Receawvable from cleanng brokers, net
Stock and mermberships in exchanges, at cost
(fair value of $9,471,296 for 2013 and $7,143,290 for 2012)
Promissory notes receivable - affihates
Receivables from affiliates
Other assets

Total assets

Liabilitles and Member's Equity

Liabilihes
Secunties sold under agreements to repurchase
Secunhes sold, not yat purchased, at fawr value
Denvative financial instruments sold, at fair value
Payable to cleanng brokers, net
Borrowings
Promussory notes payable - affiate
Payable to affihates
Accrued expenses

Total hiabilities
Member's Eguity

Total liabilities and member's equity

5,267,128,210
2,344,522,665
970,393,630

5,928,589
64,338,420
3,575,494
2,948,075

2013 2012
Assets
Cash in bank $ 21,444828 % 940,400
Secunties purchased under agreements to resell 6,462,076,108 4,843,748,459

12,966,984,904
1,356,128,325
845,264,052

5,717,185
69,641,715
2,118,934
2,962,205

§ 15,142,356,019

%ﬁ%

$ 6,058,502,211

$ 12,609,167,336

6,542,552 129 6,074,556,250
1,928,700,436 896,408,023
290,896,091 185,550,864
44,343,266 356,652,724
66,220,711 15,000,000
56,497,876 57,151,583
11,999,778 27,016,357
14,999,712,498 19,800,403,137
142,643,521 213,103,042

$ 15,142,356,019

$ 20,113,506,179

These financial statements were approved by the directors and authonzed for 1ssue on

2 ] 3|! 2544 and are signed on therr behalf by

R Wilson Jnr
Director

See Notes to Financial Statements




DRW Investments, LLC

Statements of Operations
Years Ended December 31, 2013 and 2012

2013 2012
Revenue
Propnetary trading, net $ 253,725,667 $ 303,403,761
Interest and dividends 4,347,042 3,937,408
Other 1,041,540 7,168,126
Total revenue 259,114,249 314,509,295
Expenses
Trading expenses
Commssions, trade execution and related fees 43,567,304 40,852,893
Interest and dividends 5,795,128 5,095,746
Other trading expenses 1,257,842 1,938,025
Total trading expenses 50,620,274 47,886,664
Operating expenses
Employee compensation and benefits 44,049,832 38,912,472
Networking, data and technology costs 20,097,672 20,060,901
Administrative support services 13,405,437 11,941,396
Occupancy 1,007,335 871,734
Other operating expenses 20,654,977 37,441,617
Total operating expenses 99,215,253 109,228,120
Total expenses 149,835,527 157,114,784
Net income $ 109,278,722 $ 157,394,511

See Notes to Financial Statements




DRW Investments, LLC

Statements of Changes in Member's Equity
Years Ended December 31, 2013 and 2012

Balance, December 31, 2011
Capital contnbutions
Capital withdrawals
Net income

Balance, December 31, 2012
Capital contnbutions
Capital withdrawals

Net income

Balance, December 31, 2013

See Notes to Financial Statements

294,116,031

573,484,927
(811,892,427)
157,394,511

213,103,042

364,199,210
(543,937,453)
109,278,722

$

142,643,521




DRW Investments, LLC

Statements of Cash Flows
Years Ended December 31, 2013 and 2012

2013 2012

Cash Flows from Operating Achivities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Gain on sale of membership 1n exchange
Changes in operating assets and habilities
Secunties purchased under agreements to resell
Secunties owned
Dernvative financial instruments owned
Recevable from cleanng brokers, net
Subordinated loans receivable - affilates
Promissory notes receivable - affiliates
Receivables from affiliates
Other assets
Secunties sold under agreements to repurchase
Secunties sold, not yet purchased
Dernvative financial instruments sold
Payable to cleanng brokers, net
Payable to affiiates
Accrued expenses
Net cash provided by operating activities

Cash Flows from lnvesting Activities
Proceeds from sale of membership in exchange
Purchases of stock and membership n exchanges
Net cash used 1n investing activities

Cash Flows from Financing Aclivities
Proceeds received from borrowings
Repayment of borrowangs
Proceeds receved on promissory note payable - affihate
Repayment on promissory note payable - affihate
Capital contnbutions
Capital withdrawals
Net cash used In financing activities

Effect of exchange rate transtation on cash
Net increase (decrease) in cash

Cash
Beginning of year

End of year

{Continued)

$ 109,278,722 § 157,394,511

- (215,000)
(1,618,327,649) 1,852,328,556
7,719,856,694 (3,469,709,225)
(988,394,340) 335,294,914
(125,129,578) (838,473,228)
- 4,529,350
5,303,295 (43,641,715)
(1,456,560) 532,108
14,130 242,241
(6,550,665,125) 3,756.868,632
467,995,879 (723,241,563)
1,032,292,413 (357,726,088)
105,345,227 (465,027,731)
43,640,283 65,189,055
(15,016,579) 5,085,897
184,736,812 280,330,714
. 655,000
(211,404) (1,148,900)
(211,404) (493,900)
125,308,283 1,925,200,133
(116,517,741) (1,889,647,409)
318,783,000 15,000,000
(267,562,289) (50,000,000)
312,393,137 523,949,500
(536,425,370) (804,414,747)
(164,020,980) (279.912,523)
20,504,428 (75,709)
940,400 1,016,109
$ 21,444828 § 940,400




DRW Investments, LLC

Statements of Cash Flows (Continued)
Years Ended December 31, 2013 and 2012

2013 2012
Supplemental Disclosures of Cash Flow Information
Cash payments for interest $ 5795128 % 4,229,249
Dunng the year, the Company's parent forgave certain amounts
due for expenses paid on the Company's behalf and such amounts
were treated as capital contnbutions, net of noncash capital
withdrawats of $7,512,083 for 2013 and $7,447,681 for 2012 $ 44,293,990 3 42 057,747

See Notes to Financial Statements




DRW Investments, LLC

Notes to Financial Statements

Note 1. Nature of Business and Significant Accounting Policies

DRW Invesiments, LLC (the Company)} 1s an llinois imited hability company and wholly-owned subsidiary
of DRW Holdings, LLC (DRWH) The Company engages n proprietary trading activites The Company
15 a member of several exchanges, including the Chicago Board of Trade, Chicago Mercantile Exchange,
NYSE Liffe US and Eurex

On August 31, 2006, the Company established DRW Investments, LLC (UK Branch) (the Branch), a
branch of the Company registered in Engtand and Wales The Branch is regulated by the Financial
Services Authonty of the United Kingdom {(FSA) The activities of the Branch are included with the
Company for financial presentation As of December 31, 2013 and 2012, approximately $35,810,000 and
$85,600,000, respectively, of assets and approximately $26,894,000 and $44,000,000, respectively, of
habilities were attributable te the Branch of the Company

The following 1s a summary of the Company’s sigrificant accounting policies

The Company follows Generally Accepted Accounting Principles (GAAP), as established by the Financial
Accounting Standards Board (the FASB), to ensure consistent reporting of financial conditron, results of
operations, and cash flows

Use of estimates The preparation of financial statements in conformity with GAAP requires
management to make estimates and assumpttons that affect the repcrted amounts of assets, labilities
and disclosures of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period  Actual results could differ from those
estimates

Foreign currency transactions The Company’s functional currency 1s the U S dollar, however, it
transacts business in currencies other than the U S dollar Assets and liabilites denominated in
currencies other than the U S dollar are translated into U § dollars at the rates in effect at the date of the
statement of financial condiicn  Income and expense items denominated in currencies other than the

U S dollar are transtated into U S dollars at the rates in effect during the period Gains and losses
resulting from the translation of transactions denominated in foreign currencies to US dollars are
reported In Income currently

Securities and derivatives transactions Secunties and denvatives transactions and related revenues
and expenses are recorded at farr value on the trade-date basis as if they had settled Realized gains
and losses and change in unrealized gains and losses are reflected in propnetary trading, net in the
accompanying statement of operations Related trading expenses are also recorded on a trade-date
basis as transactions occur Futures transactions are recorded in receivable from/payable to clearing
brokers in the statement of financial condition, netted by cleanng broker The remaning denvatives are
classified as denvative financial instruments in the statement of financial condition

The Company recogrizes interest paid and eamed on the accrual basis and dividend income 1s
recognrized on the ex-dividend date  The Company accounts for its secured financing activibes on an
accrual basis with related interest iIncome and expense recorded in proprietary trading revenue, net in the
consolidated statement of operations

Propnetary trading, net includes interest and dwidend income and interest and dividend expense related
to the Company’s trading activities cf approximately $268,599,000 and $293,493,000, respectively, for
the year ended December 31, 2013 and approximately $290,099,000 and $160,850,000, respectively, for
the year ended December 31, 2012




DRW Investments, LLC

Notes to Financial Statements

Note 1. Nature of Business and Significant Accounting Policies (Continued)

Receivables from and payables to clearing brokers Receivables and payables relating to trades
pending settlement are netted in receivables from and payables to cleanng brokers in the statement of
financial condition, netled by clearing broker The Company may obtain short-term financing against its
positions

Additionally, when the requirements are met, the Company offsets certain amounts recognized for cash
collateral recewvables or payables against fair value amounts recognized for net denvative positions held
at the same clearng firm

Resale and repurchase agreements Transactions involving purchases of secunties under agreements
to resell or secunties sold under agreements to repurchase, compnsed pnmanly of U S Government
obligations, are accounted for as collateralized financings except where the Company does not have an
agreement to sell {or purchase) the same or substanhally the same secunties before matunty at a fixed or
determinable price Itis the practice of the Company to obtain possession of collateral wiath a fair value
equal to or in excess of the pnnecipal amount loaned under resale agreements Collateral 1s valued daily,
and the Company may require counterparties to deposit additional collateral or return collateral pledged
when appropnate Reverse repos and repos are carned at their contracted amounts as specified in the
respective agreements Interest on such contract amounts 15 accrued and s included in the statement of
financial condition in secunties purchased under agreements to resell and securties sold under
agreements to repurchase

At December 31, 2013 and 2012, the Company obtained approximately $6,465,253,000 and
$12,981,000,000, respectively, of secunties on such terms, all of which have been erther pledged or
otherwise transferred to others in connection with the Company’s financing activities, or to satisfy its
commitments under transactions for secunties sold, not yet purchased

Stock and memberships in exchanges The Company's stock and memberships in exchanges owned,
which represent ownership interest in exchanges and provide the rnight to conduct business on such
exchanges, are recorded at cost, or if any other-than-temporary impairment in value has occurred, at a
value that reflects management'’s estimate of the impairment Management heheves no such imparrment
in value occurred in 2013 and 2012

Gains and losses on stock and memberships in exchanges are computed based on specific identification
and included in other revenue in the statement of operations

Income taxes The Cocmpany 1s a single member hmited lrability company and 1s treated as a
disregarded entity for federal tax purposes Accordingly, it does not file any tax retumns, but its taxable
income I1s reported as part of DRWH's tax returns  DRWH s a imited habihty company whose income or
loss i1s includable in the tax returns of its members Additionally, the Branch 1s subject to taxation in its
respective junsdichion and, accordingly, files a separate retumn

For the years ended December 31, 2013 and 2012, the Branch recorded a tax provision of approximately
$1,766,000 and $9,320,000, respectively, which 1s included in other operating expenses on the statement
of operations As of December 31, 2013 and 2012, the Branch has recorded a payable of approximately
$1,766,000 and $1,3680,000, respectively, which 1s included in accrued expenses in the statement of
financial condition, and will be used to offset the remawing liability after considenng estimated payments
made dunng the years ended December 31, 2013 and 2012




DRW Investments, LLC

Notes to Financial Statements

Note 1. Nature of Business and Significant Accounting Policies (Continued)

FASB guidance requires the evaluaticn of tax positions taken or expected to be taken in the course of
preparing DRWH's tax returns to determine whether the tax positions are “more-fikely-than-not” of being
sustained “"when challenged” or “when examined” by the applicable tax authonty Tax positions not
deemed to meet the mare-likely-than-not threshold would be recorded as a tax benefit or expense and
hability in the current year  For the years ended December 31, 2013 and 2012, management has
determined that there are no material uncertain Income tax positions DRWH files income tax returns in
U S federal junsdiction, and vanous states DRWH 1s generally not subject to examination by United
States federal or state taxing authonties for tax years before 2010 The Branch I1s not subject to
examination by HM Revenue and Customs (HMRC) for tax years before 2010

Subsequent events The Company has evaluated subsequent events for potential recogrmition and/or
disclosure through the date these financial statements were 1ssued, noting none

Recently adopted accounting pronouncement In December 2011, and further amended in January
2013, the Financial Accounting Standards Board (FASB) 1ssued new gutdance requiring additional
disclosures regarding the nature of an entity’s nghts of offset and related arrangements associated with
its secunhes and denvatives financial instruments  Specifically, this new guidance requires additional
information about securties and denvatives financial instruments that are either offset or subject to an
enforceable master netting arrangement or similar agreement This new guidance s first required to be
implemented for reporting perods beginning on or after January 1, 2013 See Note 7 for these additional
disclosures

Note 2. Receivable from and Payable to Clearing Brokers

Amounts recevable from and payable to cleanng brokers at December 31, 2013 and 2012 consist of the
following

2013
Receivable Payable
Cleanng brokers $ 83579177 $ 290,826,125
Unsettled transactions 917,486,100 -
Interest receivable / payable {45,841,472) 69,966
Exchange-traded futures - open trade equity, net 15,169,825 -

$ 970393630 § 290,896,091

2012
Receivable Payable
Clearing brokers $ 49172555 3 184,931,436
Unsettled transactions 842,397,741 -
Interest recewvable / payable 17,182,899 13,678
Exchange-traded futures - open trade equity, net (63,489,143) 605,750

$ 845264052 $ 185,550,864

Payable to cleanng broker relates to the propnetary transactions cleared through such cleanng brokers,
which amounts are collateralized by secunties and denivative financial instruments owned by the
Company




DRW Investments, LLC

Notes to Financial Statements

Note 3 Fair Value of Financial Instruments

Fair value 1s the pnce that would be recerved to sell an asset and paid to transfer a habilty in an orderly
transaction between market participants at the measurement date The Company utilizes valuation
techriques to maximize the use of observable inputs and minimize the use of unobservable inputs
Assets and habilities recorded at farr value are categonzed based upon the level of judgment associated
with the inputs used to measure their value The fair value herarchy gives the highest prionity to quoted
pnices in active markets for identical assets or habilities (Level 1) and the lowest prnonty to unobservable
inputs (Level 3) Inputs are broadiy defined as assumptions market participants would use i pnicing an
asset or hability The three levels of the far value hierarchy are described below

Level 1 Unadjusted quoted prices in active markets for identical assets or habilities that the reporting
enhity has the ability to access at the measurement date

Level 2 Inputs other than quoted prnices within Level 1 that are observable for the asset or liability,
either directly or indirectly, and fair value 1s determined through the use of models or other valuation
methodologies A significant adjustment to a Level 2 input could result in the Level 2 measurement
becoming a Level 3 measurement

Level 3 Inputs are unobservable for the asset or lability and include situations where there 1s little, if
any, market activity for the asset or habiity The inputs into the determination of fair value are based
upon the best information in the circumstances and may require significant management judgment or
estimation

In certain cases, the inputs used to measure farr value may fall into different levels of the fair value
hierarchy In such cases, an investment’s level within the fair value hierarchy 1s based on the lowest level
of input that 1s significant to the fair value measurement The Company'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 investment

The following section descrnibes the valuation techniques used by the Company to measure different
financial instruments at far value and includes the level within the fair value hierarchy in which the
financial instrument 1s categonzed

Exchange-traded funds, equity options, futures contracts, and options on futures contracts are recorded
at farr value based on quoted market prices, which are generally the exchange settlement prices These
financial instruments are classified as Level 1 1n the fair value hierarchy

U S Government secunities are generally valued using a model that incorporates market observable data
such as reported sales of similar secunties, broker quotes, yields, bids, offers, and reference data Certain
secunties are valued pnincipally using dealer quotations U S Government secunties are categonzed in
Level 1 or Level 2 of the fair value hierarchy depending on the inputs used and market activity levels for
specific secunties The Company has determined that U S Government secunties are classified as Level
11n the farr value hierarchy based on broker quotes for identical secunties with an active market

10




DRW Investments, LLC

Notes to Financial Statements

Note 3 Fair Value of Financial Instruments {Continued)

Over-the-counter (OTC) denvative contracts include forwards, swaps and swaption contracts Fair value
of these OTC denvative products 1s determined using models that take into account the terms of the
transactions and the counterparties’ creditworthiness Certain swap contracts are cleared at designated
cleanng organizations or central counterparties rather than remaining bilatera! agreements, however, the
designated cleanng organizations or central counterparties generally uthize pnoing models to pnce these
cleared swaps Generally, the inputs for models to value swaps and swaptions do not have a matenal
amount of subjectivity Pricing inputs, such as relevant interest rates and yield curves, are observed from
achively quoted markets The OTC dernivatives products valued by the Company using pncing models fall
into this category and are categonzed within Level 2 of the fair value hierarchy

Private placerments for which there 1s no ready market are recorded at fair value as determined by
management Generally, the fair value represents the amount that the Company could reasonably expect
to receive If the iInvestment was sold at the time of valuation, based on information reasonably available
at the time of valuation that the Company believes to be rehable including financial statements provided
by management of the operating company mn which the Company has invested Those estimated fair
values do not necessanly represent the amounts that may be ulimately realized due to the occurrence of
future circumstances that cannot be reasonably determined These financial instruments are classified as
Level 3 in the fair value hierarchy

Investments for which pnces are not abservable are generally pnvate investments in the equity and debt
securities of operating companies Fair value of private equity investments 1s based on Level 3 inputs
and 1s determined by reference to public market or private transactions or valuations for comparable
companies or assets in the relevant asset class when such amounts are available In the absence of a
principle market (public market), the Company determines the most advantageous market in which the
Company would sell thewr investment  Valuations of the underlying portfolio companies are completed to
compute the fair value the Company will receive upon such a sale Generally, these valuations are
denived by multiplying a key performance metnc of the investee company by the relevant valuation
mulhiple observed for comparable companies or transactions, adjusted by management for differences
between the investment and the referenced comparable Private equity investments may also be valued
at cost for a period of time after an acquisition as the best indicator of fair value

1"




DRW Investments, LLC

Notes to Financial Statements

Note 3. Fair Vatue of Financial Instruments (Continued)

The following table presents the Company's fair value hierarchy for those assets and liabilites measured
at farr value on a recurnng basis as of December 31, 2013

Fair Value Measurements Using

Quoted Prices in ~ Significant Other  Significant

Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
Total {Level 1) {Level 2) {Level 3)
Assets
Secunties owned
Exchanged-traded funds 3 648,981 % 648,981 % - $ -
U S Govemmment securities 5,266,479,231 5,266,479,231 - -
Dervative financial instruments owned
Equity options 101,920,597 101,920,597 - -
Options on futures contracts 2,198,613,551 2,198 613,551 - -
Currency forwards 2,034,261 - 2,034,261 -
Swaps 32,642,704 - 32,642,704 -
Swaptions 9,311,552 - 9,311,552 -
Receivable from cleanng brokers
Futures contracts 134,658,528 134 658,528 - -
$ 7,746,309405 $ 7702320888 § 43988517 % -
Liabihties
Securities sold, not yet purchased
U S Govemment secunties $ 6542552129 $ 6,542552,129 § - $ -
Denvative financial instruments scid
Equity options 2,275,000 2,275,000 - -
Options on futures contracts 1,870,664,240 1,870,664,240 - -
Currency forwards 3,570,021 - 3,570,021
Swaps 40,650,389 - 40,650,389 -
Swaptions 11,540,786 - 11,540,786 -
Receivable from cleanng brokers
Futures contracts 119,488,704 119,488,704 -

$_8500,741,269 _$ 8534980073 § 55,761,196 -

12




DRW Investments, LLC

Notes to Financial Statements

Note 3.

Fair Value of Financial Instruments {Continued})

The following table presents the Company’s fair value hierarchy for those assets and liabilittes measured

at farr value on a recurring basis as of December 31, 2012

Fair Value Measurements Using

Quoted Pnices in~ Significant Other  Significant
Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
Total {Level 1) {Level 2} {Level 3)
Assets
Secunties owned
Exchange-traded funds $ 1,218,833 § 1,218,833 § - $ -
U S Government secunties 12,980,834,173 12,980,834,173 - -
Private placements 4,931,898 - - 4,931,898
Derivative financial instruments owned
Equity options 132,389,998 132,389,998 - -
Options on futures contracts 1,192,214,318 1,192,214,318 - -
Currency forwards 486,891 496,891
Swaps 22,576,342 - 22,576,342 -
Swaptions 8,450,776 - 8,450,776 -
Receivable from cleanng brokers, net
Futures contracts 1,148,221 1,148,221 - -
$ 14,344261,450 % 14,307,805,543 $ 31,524,009 $ 4,931,898
Liabilities
Secunties sold, not yet purchased
Exchange-traded funds $ 36,406,707 § 36,406,707 $ - $ -
US Government secunities 6,038,149,543 6,038,149,543 - -
Derivative financial tnstruments sold
Equity options 13,598,856 13,598,856 - -
Options on futures contracts 669,138,358 869,138,358 - -
Currency forwards 1,658,244 - 1,658,244 -
Swaps 11,301,933 - 11,301,933 -
Swaptions 710,632 - 710,632 -
Recewable from cleanng brokers, net
Futures contracts 64,637,264 64,637,364 - -
Payable to cleanng brokers, net
Futures contracts 605,750 605,750 - -
$ 7036207387 $ 7022536578 § 13,670,809 & -

Substantially all of the Company's assets and habiities are considered financial instruments and are
reported in the statements of financial conditton at fair value, or at carrying amounts that approximate fair

value

13




DRW Investments, LLC

Notes to Financial Statements

Note 3 Fair Value of Financial Instruments {Continued)

Financial instruments classified as Level 3 in the fair value hierarchy represent the Company’s
investments in financial instruments in which management has used at least one significant unobservable
input 1n the valuation model The following table presents a reconciiation of actiwity for the Level 3
financial instruments

Balance, December 31, 2011 $ 8,000,000

Purchases 2,009,499

Unrealized losses on tnvestments held at December 31, 2012* (5,077,601)
Balance, December 31, 2012 4,931,898

Change in unrealized loss on investment * (4,931,808}
Balance, December 31, 2013 $ -

* Included in proprietary trading, net on the statement of cperations

The Company assesses the levels of its investments at each measurement date, and transfers between
levels are recogrnized on the actual date of the event or change in circumstances that cause the transfer
in accordance with the Company's accounting policy There were no transfers among Levels 1, 2 and 3
during the year

Note 4 Borrowings

The Company entered into an agreement for a demand loan facility in the amount of $30,000,000 with a
cleanng broker which matured on February 29, 2012 and was not renewed Interest accrued at a market
rate based on the overright London Interbank Offered Rate, as defined The borrowing was secured by
the assets of the Company that were on deposit with the cleanng broker

The Company has a nsk-based margin finance demand loan facility in the amount of $130,000,000 with
an affihate of one of its clearing brokers which matured on January 31, 2013 The loan accrues interest at
a market rate based on the one-month London Interbank Offered Rate, as defined The borrowing 1s
secured by the assets of the Company that are on deposit with the related clearing broker As of
December 31, 2013 and 2012, the Company had drawn $0 and $35,552,724, respectively, on this
demand loan facility This arrangement requires the Company to satisfy certain financial reporting and
other covenants, as defined Subsequent to year-end, the term of the agreement was extended through
November 30, 2015

The Company and an affiiate share a term margin loan facility in the amount of $150,000,000 with an
affilate of another cleanng broker that accrues interest at a market rate based on the one-month London
Interbank Offered Rate, as defined The borrowing 1s secured by the assets of the Company and the
affilate that are on deposit with the related clearing broker As of December 31, 2013 and 2012, the
Company had drawn approximately $44,343,000 and $0, respectively, on this demand loan facility This
arrangement requires the Company to satisfy certain financial reporting and other covenants, as defined
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DRW Investments, LLC

Notes to Financial Statements

Note 5. Related Party Transactions

The Company pays all direct expenses associated with its trading activities  The Company has an
agreement with DRWH whereby substantially all operating expenses, approximately $46,512,000 and
$109,228.,000, respectively, for the years ended December 31, 2013 and 2012, are pad by DRWH and
charged to the Company based on a senes of usage factors At December 31, 2013 and 2012, payable
to affiliates of approximately $33,038,000 and $56,888,000, respectively, related to these activihes The
Branch has an agreement with an affilate whereby all operating expenses, approximately $19,014,000
and $3,082,000, respectively for the years ended December 31, 2013 and 2012, are paid and charged to
the Branch on a series of usage factors At December 31, 2013 and 2012, payable to affilates of
approximately $15,558,000 and $28,216,000, respectively, related to these activities

Additionally, the Company transacts business with and incurs amounts due from and payable to other
affihates in the ordinary course of business At December 31, 2013, approximately $3,575,000 and
$4,445 000 represent receivabtes from affilates and payables to affilates, respectively, in connection with
such transactions At December 31, 2012, approximately $2,069,000 and $264,000 represent
receivables from affiliates and payables to affiliates, respectively, in connection with such transactions

The Company has an unsecured demand loan facility (Revolver) with an affilated entity The cutstanding
amount recevable under the Revolver at December 31, 2013 and 2012 1s $10,575,000 and $27,750,000,
respectively, and 1s included in premissory notes receivable — affiliates in the statement of financiat
condition The loan 1s non-interest beanng Due to the demand nature of the Revolver, carrying value
approximates fair value as of December 31, 2013 and 2012

The Company has an interest beanng unsecured prormissory note receivable from an affiliated entity
totaling approximately $53,763,000, which 1s included in promissory notes receivable — affiliates in the
statement of financial condiion The promissory note accrues interest at an annual rate of 93 percent
The promissory note matures on September 17, 2021 and its carrying value approximates fair value as of
December 31, 2013 and 2012 in connechon with this unsecured promissory note receivable, the
Company also has a promissory note payable to the same affihate with the same terms  As of

December 31, 2013 and 2012, the Company has nc amounts due to this affihate in connection with this
promissory note

The Company has non-interest bearing unsecured promissory notes payable with an affilated entity
totaling approximately $66,221,000 The promissory nctes mature on June 29, 2014 and September 17,
2021 and therr carrying values approximate fair value as of December 31, 2013 and 2012

Note 6. Risks and Guarantees

In the normal course of business, the Company enters intc transactions in financial instruments with
varying degrees of market and credit nsk These financial instruments include U S Government
obligations and denvatives such as futures contracts and options on futures contracts Trading of these
financial instruments 15 conducted pnmanly on secunties and futures exchanges throughout the United
States and Europe  Settlement of these transactions generally takes place through cleanng brokers
utiized by the Company These instruments involve elements of market and credit nsk that may exceed
the amounts reflected in the statement of financial condition

The Company's market risk 1s attnbutable to potential changes in the market value of portfolios of
financial nstruments and 1s affected by vanous factors, among them are the size and composition of
positions held, interest rates and the volatility and iquidity in the markets in which the financial
instruments are traded Theoretically, the Company's exposure 1s equal to the notional value of contracts
purchased and unhmited on such contracts sold short The Company's overall exposure to market nsk 1s
impacted by its use of hedging strategies Additionally, the Company attempts to control its exposure to
market nsk through vanous analytical measures and techniques

15




DRW Investments, LLC

Notes to Financial Statements

Note 6 Risks and Guarantees (Continued)

Purchased options on secunbies or futures contracts may provide the Company with the opportunity to
deliver or to take delvery of futures contracts at a contracted pnce Options written on futures contracts
may obhgate the Company to deliver or to take delivery of futures contracts at a contracted pnce in the
event the option 1s exercised by the holder This may result in market risk not reflected in the statement '
of financial condition to the extent that the Company 1s obligated to purchase or sell the underlying

secunties or futures contracts in the open market To mmimize these nsks, the Company may hold or sell

short the undertying instrument, which can be used to settle these transactions

Securities sold, not yet purchased represent obligations of the Company to deliver specific secunties and
thereby create a hiability to purchase these instruments in the open market at prevailing pnces These
transactions may result in market risk not reflected in the consolidated statement of financial condiien as
the Company's ultimate obligation to satisfy its obligation for trading habiities may exceed the amount
reflected in the consolidated statement of financial condition  To minimize this nsk, the Company may
hold other financial instruments which can be used to hedge or settle these obligations

Since the Company does not clear its own secunties and futures transactions, it has established accounts
with clearing brokers for this purpose This can and often does result in concentrations of credit nsk with
these firms Such nsk, however, 1s mitigated by each cleaning brokers’ obligation to comply with rules and
regulations goverming brokers in the United States and Europe

The Company maintains certain cash deposits with a financial institution  These deposits regularty
exceed the maximum insurance level provided by the Federal Deposit Insurance Corporation

In accordance with GAAP, a company I1s required to disclose informabon about its obligations under
certain guarantee arrangements Guarantees are also defined as contracts that contingently require the
guarantor to make payments to the guaranteed party based on ancther entity’s failure to perform under
an agreement as well as indirect guarantees of the indebtedness of others

The Company has provided a letter of support on behalf of an affilated entity, DRW Secunities, LLC
(DRWS), in order to enable the affihate to enter inte an Institutional Futures Client Account Agreement In
accordance with this letter of support, the Company has agreed to make payments directly to the
counterparty iIf DRWS fails to make such payments

The Company has provided a letter of support on behalf of an affiliated entity, DRW Strategies, LLC
(DRWST), in order to enable the affilate to qualify as an Eligible Contract Participant, as defined by
Section 1a{18)(A){v)(Il) of the Commodity Exchange Act (CEA) and enter into swap transactions with
certain counterparties  In accordance with this letter of support, the Company has agreed to make
payments directly to the counterparty to any swap transaction iIf DRWST fails o make such payments

The Company and DRWST have provided guarantees to cleaning firms and certain other related parties
of the cleanng firms In these arrangements, the Company and DRWST cross-guarantee each other's
indebtedness and monetary obligations as it relates to the specified clearing firms and their related
partes

As of and for the years ended December 31, 2013 and 2012, the Company has not been obligated to
fulfill its letter of support or guarantees
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Note 7

The Company's activiies may result in notional value open denvative positions that 1s not representative
of the nsk in the outstanding denvatives contracts The Cocmpany’s trading activities may involve the use
of hedging strategies to reduce directional and non-directional nsks based on models There 1s no
guarantee that the hedging strategies will achieve their desired result The Company does not consider

Dernvative Instruments and Hedging Activities

any denvative instruments to be hedging instruments, as those terms are generally understood under

GAAP

Dervative contracts are recorded on the statement of finanoat condition as assets or habilities measured

at fair value or as a component of receivables from or payables tc cleanng brokers and the related

realized and unrealized gains or losses associated with these denvatives are recorded on the statements

of operaticns

As of December 31, 2013 and 2012, and for the years then ended, the Company's denvative activities
had the following impact on the statement of financia! condition and the statement of operations

Contract Type

December 31, 2013

December 31, 2013

Gross Asset Gross Liability Gains/(Losses) on
Derivatives Denvatives Denvatives for
at Fair Value at Fair Value the Year Ended

December 31, 2013

Fixed income contracts

Futures 107,666,323 (3) % 114,184,446 (3} $ 1,191,459,563

Swaps 20411702 (1) 33,604,922 (2) (8,853,454)

Swaptions 9,311,552 (1) 11,540,786 (2) (16,991,697)

Options on futures 987,412,873 (1) 1,564,364,135 (2} (1,117,485,325)
Equity index contracts

Equity options 101,920,597 (1) 2,275,000 (2) (24,467 ,136)

Futures 260,453 (3) 85,200 (3) 534,056,749

Swaps 3,231,002 (1) 7,045,466 (2) 58,243,918

Options on futures 893,333,050 (1) 2,797,700 (2) {535,058,605)
Energy contracts

Futures 95,915 (3) 21,760 (3) 9,120,435

Options on futures 75,643,390 (1) 1,010,710 (2) {8,933,574)
Agnculture contracts

Futures 22,935,794 (3) 5,038,109 (3) 376,974,953

Ophions on futures 197,124,259 (1) 263,194,546 (2) {341,001,072)
Precious metals contracts

Futures 412,955 (3) 133,080 (3) 86,673

Options on futures 884,850 (1) 403,050 (2) 61,586
Currency contracts

Futures 3,287,089 (3) 26,099 (3) 4,553,517

Currency forwards 2,034,261 (1) 3,570,021 {2) 10,346,819

Options on futures 44215129 (1) 38,894,009 (2) 29,376

2.479,181,194 $ 2.048,189,139 $ 132,142,726

(1) - Included in Denvative financial instruments owned, at fair value on the statement of financial condition
(2) - Included in Denvative financial instruments sold, at fair value on the statement of financial condition
(3) - Included in both Recervable from cleaning broker, net and Payable to clearing broker, net

on the statement of financial condition

(4) - Included in Propnetary trading, net on the statement of operations
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Note 7 Denivative Instruments and Hedging Activities {Continued)

Gross Asset Gross Liability Gans/{Losses} on
Dervatives Denvatives Denvatives for
at Farr Value at Farr Value the Year Ended

Contract Type December 31, 2012 December 31, 2012 December 31, 2012
Fixed income contracts

Futures $ 30,224655 (3) % 95,083,423 (3) % 94,803,372

Equity options 23,519,700 (1) 9,242,662 (2) (21,971,630}

Swaps 19,900,593 (1) 2,377,319 (2) 23,280,819

Swaptions 11,126,525 (1) 3,386,381 (2) 8,827,732

Cptions on futures 369,634,210 (1) 463,691,509 (2) 454,428,472
Equity index contracts

Equity opticns 108,870,298 (1) 4,356,195 (2) 5,877,655

Futures 343,455 (3) 605,750 (3) 581,026,028

Swaps - 6,248,865 (2) 113,121,893

Options on futures 401,618,275 (1) 4,530,600 (2) {912,855,147)
Energy contracts

Futures 123,490 (3) 13,635 (3) 13,196,521

Options on futures 35,176,200 (1) 258,720 (2) 549,750
Agriculture contracts

Futures 7,056,566 (3) 3,649,263 (3) 25,257,065

Options on futures 377,835,403 (1) 399,268,939 (2) 9,173,638
Precious metals contracts

Futures - 456,115 (3) (6,051,957)

Options on futures 2,538,905 (1) 414,490 (2) (441,175)
Currency contracts

Futures 181,073 (3) 2,215,948 (3) 28,647,765

Currency forwards 496,891 (1) 1,658,244 (2) (4,072,680)

Options on futures 5,411,324 (1) 3,874,099 (2) (27,068,551)

$ 1,384,057,563 3 998,432,157 $ 385,729,570 (4)

{1} - Included in Denvative financial Instruments owned, at fair value on the statement of financial condition
{2) - Included in Derivative financial instruments sold, at fair value on the statement of financial condition
{3} - Included in both Recevable from cleanng broker, net and Payable to cleanng broker, net

on the statement of financial condition
(4) - Inciuded 1n Proprietary trading, net on the statement of operations
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Note 7 Derivative Instruments and Hedging Activities (Continued)

The gross amounts of assets and labilities subject to netting and gross amounts offset in the statements
of financial condition as of December 31, 2013 were as follows

2013

Gross Arounts Net Amounts Gross Amounts Not Offset in the
Offset Presented Statement of Financial Condition
in the in the Cash
Gross Amounts. Stmament of Suztement of Financal Collateral
Recogmzed Financial Condution Financeal Condigon Instruments Recened Net Amount
Assats
Secunbes purchased under agreements to resell $ 6462076108 § - $ 6462076108 § (6058502211) § - $ 403 573 897
Futures contracts 134 658 528 (119 488 704) 15 169 B25 - 15 169 625
§ 659674636 § (119485,704) § 6477245933  § {6058502211) % 3 418743722
Liabilities
Secunbes sokd under agreements b repurchase $§ 60585022117 § - $ 6058502211 § (6058502211) § - 3
Futures contracts 319 488 74 (119 488 704) - -
$ 61779909156 3 (119488 704) & 6058502291 § (6058502211) % - $
— _—
2012
Gross Amounts Net Amounts Gross Amounits Not Offset in the
Offset Presented Statemnent of Fmancial Condibon
In the in tha Cash
Gross Amounts Statement of Statemnent of Financial Collateral
Recognized Financal Condition Financial Condibon Instruments Rocaved Net Amount
Assats
Secunbes puchased under agreaments to resell 3 4843748453 3§ - - 4843748459 $ (4843748455 % - $ -
Futures contracis 37 929 241 (101418,384) {63 489 143} - (63 489 153)
$ aBs167TTOD  § {101416384) § 4,780,256316  § (4843748459) § - $ {63,489 143}
Liabllities
sold under agr o repurchase $ 12609167336 3 - § 12609167336 § (4843748459 § - $ 7765418876
Futres contracts 102 024 134 {101 418,384) 605 750 - 605.750
$ 12711191470 3 (101418384) $ 12609773086 § (4843748459) 5 $ 7766024 626
——rrrr—— ]

For non-exchange traded denvatives, under standard denvatives agreements, the Company may be
required to post collateral if the Company 1s in a net hability position with the counterparty exceeding
certain amounts Additionally, counterparties may terminate denvatives contracts If the Company fails to
maintain sufficient asset coverage for its contracts or its net assets decline by stated percentages

For the years ended December 31, 2013 and 2012, the average number of exchange traded denvative

contracts bought and sold was approximately 15,753,000 and 12,817,000, respectively, contracts per
month
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Note 8 Commitments and Contingencies

The Company holds a lease for office space in connection with its operations The lease for this office
space expires in 2024 and provides for payment of base rent plus adjustments for real estate taxes and
operating expenses At December 31, 2013, future mimimum lease payments, exclusive of the
adjustments for real estate taxes and operating expenses, under the lease are as follows

Total
Commitment
December 31

2014 $ 3,510,163
2015 3,597,913
2016 3,686,983
2017 3,779,794
2018 3,873,925
Thereaftter 25,362,386

$ 43,811,164

Rent expense for the years ended December 31, 2013 and 2012, was approximately $530,000 and
$507,500, respectively The Company recognizes rent on a straight-ine basis over the term of the lease
agreement The difference between recognized rent expense and actual cash payments for rent results
in a deferred rent obligation recorded in accrued expenses in the statement of financial condition of
approximately $6,759,500 and $6,887,000 as of December 31, 2013 and 2012, respectively

On November 6, 2013, the U S Commadity Futures Trading Commission (CFTC) filed a Complant
agamst the Company and Donald R Wilsen, Jr (Wilson), alleging manipulation and attempted
manipulation in connection with certain interest rate swap futures The Company and Wilson are
contesting the claims and have moved to dismiss the Complant The Company believes that at this state
of iigation 1t 1s too early to predict the outcome of the above matters or estimate the possible foss or
range of loss, f any The CFCT i1s seeking civil monetary penalties, resttution, disgorgement, damages
and egudable relief Although the matter 1s subject to uncertainties mherent in the process and the
ultimate disposition of this matter 1s not presently determinable, management beheves that the allegation
1s without ment and the ultimate resolution of the matter will not have a significant impact to the ongoing
operations of the Company

Note 9, Indemnifications

In the normal course of its business, the Cornpany indemnifies certain service providers, such as cleanng
brokers, against specified potential losses i connection with their acting as an agent of, or providing
services to, the Company The maximum potential amount of future payments that the Company could
be required to make under these indemnifications cannot be estimated However, the Company believes
that it 1s unlikely it will have to make matenal payments under these arrangements and has not recorded
any contingent hability in the financial statements for these indemnifications

Additionally, the Company enters into contracts and agreements that contain a vanety of representations
and warmanties The Company's maximum exposure under these arangements 15 unknown, as this
would involve future claims that may be made against the Company that have not yet occurred The
Company expects the nsk of any future obligations under these representation and warranties to be
remote
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