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CITADEL SECURITIES (EUROPE) LIMITED
Registered number 5462867
Directors’ report for the year ended 31 December 2011

The directors present therr report and audited financial statements for the year ended 31 December 2011

Principal activity

The pancipal activity of Citadel Secunties (Europe) Limited (“CSEL” or “the Company™) 18 propnetary trading in equities
and futures on a high frequency algonthmic basis across varnous European exchanges The Company alse operates a
third party execution business which charges zero commission for executing client equities orders, CSEL acts as
market maker, and aims to generate profits using algonthmic trading strategies

Business environment and competition

The pnncipal markets in which the Company operates, are highly competitive with competition from both incumbent
players and new market entrants In order to rmitigate this nsk there 1s continuous focus on the range of products
traded and the trading strategies and technology employed

Results and dividends

During the year under review, the Company earned net income from trading of $35,679,000 (2010 - $33,950,000) and
made a profit before taxation of $10,306,000 (2010 - $8,364,000) Dunng the year the Company made an interim
dividend payment of $10,000,000 (2010 - $nil) The Directors recommend the payment of a final dwvidend of
$7.500,000 for the year ended 31 December 2011 (2010 - $nil)

Key Performance Indicators {(*KPls")

2011 2010
3000 $000
Net income from trading, before swap expense 114,047 127,914
Collateral posted by swap counterparty 30,250 36,000

The key performance indicators used by the directors for an understanding of the development and performance of the
business include the trading profit and loss account, margmn requirement reports from counterparties, the calculation of
the collateral posted by the swap counterparty, and quidity reports  All of these reports are produced and reviewed on
a daily basis

Review of business

In 2011 trading volumes across European markets were reduced compared to 2010, the effects of this were partially
offset by the increased volatility in the second half of 2011 As a result the Company recorded lower gross trading
revenues relative to 2010 The balance sheet on page 8 shows a strong net asset position




CITADEL SECURITIES (EUROPE)} LIMITED
Directors’ report for the year ended 31 December 2011

Strategy and future developments

The Company’s strategy for 2012 s to implement improved technology integration across trading strategies, to
optimise internal and external costs, and to expand the third party execution business The Directors foresee
comparable levels of net trading revenue and profitability m 2012 compared to 2011

Principal risks and uncertainties

The Company has exposure to the following rnisks from its use of financial instruments market nsk, credit nsk and
hquidity nsk The Board of Directors has overali responsibility for the establishment and oversight of the Company’s
nsk management framework The Company’s nsk management policies are established to identify the nsks faced by
the Company, to set appropnate nsk hmits and controls, and to monitor nsks  Risk management policies and systems
are reviewed regularly to reflect changes in market conditions and the Company’s activites

The Company’s risk management structure seeks to minimise the potential, adverse effects of these nsks on financial
performance Market risk, including interest rate nisk and foreign exchange nisk, 1s hedged with a related entity, Citadel
Global Trading Sarl (*CGTS"), via a total return swap The nisk himits agreed within this swap are closely monitored on a
daily basis to ensure compliance Credit nisk, including settiement nisk, 1s monitored on a daily basis against imits
agreed by the Board of Directors Liquidity nsk 1s monitored daily in accordance with the hquidity nsk tolerances set by
the Board of Directors as part of the liquidity policy

Further nformation s provided in the Company's Pillar 3 disclosure document that should be read in
conunction with these financial statements and i1s available via the group website www citadelgroup com

The Company Is exposed to nisks of retaining key employees This nsk i1s addressed by human resource policies to
ensure that the Company recruits and retains staff with the appropnate skills, by offenng an attractive work place
environment and competitive remuneration packages

The Company I1s exposed to a range of Operational risks including nsks associated with the high volume of trading that
Is undertaken, these nsks are tracked on a monthly basis to ensure they are within agreed nsk tolerances with any
breaches being escalated ultimately to the Board of Directors to ensure appropnate controls are implemented

The financial markets in which the Company operates and the activibes of the Company are currently subject to a
number of potential regulatory changes including MiFID The Company is closely monitonng the proposed changes
and actively engaging m the consultation processes to ensure the Company 1s positioned to respond to the changes
that are ultimately agreed

Creditors’ payment policy
The Company's policy 1s to comply with the terms of payment agreed with suppliers Where terms are not negotiated,
the Company endeavours to adhere to the suppliers’ standard terms

Statutory accounts
The dwectors are of the opinion that the functional currency of the Company 1s US dollars and the financial statements
of the Company have been presented in US Dollars




CITADEL SECURITIES (EUROPE) LIMITED
Directors’ report for the year ended 31 December 2011

Directors

The following directors whe held office during the year and to the date of this report were
S Atkinson

R Fuller

J Graham (appointed 12 April 2012)

M Wheeler (appointed 15 August 2011)

C Masters (resigned 15 August 2011)

Statement of directors’ responsibilities
The directors are responsible for prepanng the Directors’ Report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the directors
have elected to prepare the financial statements m accordance with United Kingdom Generally Accepted Accounting
Practice {United Kingdom Accounting Standards and applicable law) Under company law the directors must not
approve the financial statements unless they are satisfied that they give a true and fair view of the state of affairs of the
Company and of the profit or loss of the Company for that period  In prepanng these financial statements, the directors
are required to

- select suitable accounting policies and then apply them consistently,

- make judgements and accounting estimates that are reasonable and prudent,

- state whether applicable UK Accounting Standards have been followed, subject to any matenal departures
disclosed and explained in the financial statements,

- prepare the financial statements on the going concern basis unless it 1s nappropnate to presume that the
Company wil! continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's transactions and disclose with reasonable accuracy at any tme the financial posiwion of the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006 They are also responsible
for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of
fraud and other irregulariies

Directors’ statement on disclosure of information to auditors

So far as each director 1S aware, there 1s no relevant audit informatien of which the Company’s auditors are not aware
and the directors confirm that they have taken all the steps that they ought to have taken as directors in order to make
themselves aware of any relevant audit infformation and to establish that the Company’s auditors are aware of that
information




CITADEL SECURITIES (EUROPE) LIMITED
Directors’ report for the year ended 31 December 2011

Independent Auditors
The auditors, PncewaterhouseCoopers LLP, have indicated their willingness to continue in office and a resolution
concerning their reappointment will be proposed at the Annual General Meeting

By order of the Board
S Atkinson

Director
19 Apnl 2012




CITADEL SECURITIES (EUROPE) LIMITED
Independent Auditors’ report to the members of Citadel Secunties (Europe) Limited

We have audited the financial statements of Citadel Secunties (Europe) Limited for the year ended 31 December 2011 which
compnse the Profit and Loss Account, the Balance Sheet, the Cash Flow Statement, the Accounting Policies and the related
notes The financial reporting framework that has been applied in their preparation 1s applcable law and United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice)}

Respective responsibibties of directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 4 the directors are responsible for the
preparation of the finanoal statements and for being satisfied that they give a true and farr iew Our responsibility s to audit
and express an opinion on the financial statements in accordance with applicable law and Intermational Standards on Auditing
(UK and Ireland} Those standards require us tc comply with the Auditing Practices Board's Ethical Standards for Auditors

This report, including the opinions, has been prepared for and enly for the Company’s members as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not, Iin giving these opinions, accept or
assume responsibility for any other purpose or to any other person to whom this repert 1s shown or into whose hands it may
come save where expressly agreed by our prior consent in wnting

Scope of the audit of the financial statements

An audit involves obtaiming ewidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or eror This
includes an assessment of whether the accounting policies are appropnate to the Company’s crcumstances and have been
consistently applied and adequately disclosed, the reasonableness of significant accounting estimates made by the directors,
and the overall presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements

+ give a true and fairr view of the state of the Company's affairs as at 31 December 2011 and of its profit and cash flows
for the year then ended,

* have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and
+« have been prepared in accordance with the requirements of the Companies Act 2006
Opinion on other matter prescnbed by the Compames Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial statements are
prepared 1s consistent with the financial statements
Matters on which we are raquired to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you if, In

our opinion

» adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us, or

+  the financial statements are not in agreement with the accounting records and retums, or
. certain disclosures of directors’ remuneration specified by taw are not made, or

+ we have not recerved all the information and explanations we require for our audit

Che =

Carl Sizer (Senior Statutory Auditor)

For and on behalf of PncewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London, 19 Apnl 2012




CITADEL SECURITIES (EUROPE) LIMITED
Profit and loss account
For the year ended 31 December 2011

Income from trading

Fees and commissions expense
Swap expense

Net income from trading

Fees and commissions income
Administrative expenses

Operating profit

Interest receivable and similar income

Profit on ordinary activities before taxation

Tax on profit on ordinary activities

Profit on ordinary activities after taxation

All the results of the Company are denved from continuing operations

2011 2010

Note $000 $000
189,161 202,028

(75,114) (74,114)

2 (78,368) {93,964)
35679 33,950

21 155

3 (25,436) (25,794)
10,264 8.311

4 42 53
10,306 8,364

S (2,738) (2,400)
7,568 5,964

There are no recognised gains or losses for the year other than the profit disclosed above Accordingly, no statement

of total recognised gains or losses s presented

There are no matenal differences between the profit on ordinary activities before taxation for the years stated above

and therr histoncal cost equivalent, except as explained m note 1

The reconciiabion of movements in shareholder’s funds dunng the year s detatled in note 22

The notes on pages 10 to 24 are an integral part of these financial statements




CITADEL SECURITIES (EUROPE) LIMITED
Balance sheet
As at 31 December 2011

Current assets

Debtors due within one year

Deferred taxation

Financial assets at far value through profit and loss
Reverse repurchase agreements

Cash at bank and in hand

Current habilities
Financial habilities at fair value through profit and loss

Other creditors

Net current assets

Net assets

Capital and reserves

Share capital

Profit and loss account

Total shareholder’'s funds

Note

10
11
12
13
27

14
15

20
21
22

2011 2010
$000 $000
5,703 23,692
404 340
27,041 27,650
21,077 21,012
64,095 58,417
118,320 131,111
20,591 28,294
52,570 55,226
73,161 83,520
45,159 47,591
45,159 47,591
8,000 8,000
37,159 39,591
45,159 47,591

The financial statements on pages 7 to 24 were approved by the board of directors on 19 Apnl 2012 and were signed

on its behalf by

7

S Atkinson
Director

19 April 2012

The notes on pages 10 to 24 form an integral part of these financial statements




CITADEL SECURITIES {(EUROPE) LIMITED
Cash flow statement
For the year ended 31 December 2011

Net cash inflow / (outflow) from operating activities

Returns on investments and servicing of finance

Tax paid

Financing

Increase in cash

The notes on pages 10 to 24 form an integral part of these financial statements

Note

23

24

25

26

27

2011 2010
$000 $000
24,165 (14,275)
42 57
(2,779) (895)
(15.750) 20,000
5,678 4,887




CITADEL SECURITIES (EUROPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2011

1 Accounting convention

The financial statements have been prepared on the going concern basis, under the histencal cost conventron except
as explained below, in accordance with applicable accounting standards in the United Kingdom and the requirements
of the Companies Act 2006 (‘the Act’) The Company continues to review and update its accounting policies, In
accordance with the requirements of FRS 18 “Accounting Policies” The prnincipal accounting pohcies which have been
consistently applied throughout the yvear are set out below

The format of the profit and loss account has been amended from that prescribed in the Act as, in the opinion of the
directors, the presentation adopted better reflects the nature and activites of the business of the Company

Principal accounting policies

a) Foreign currencies

Transactions in foreign currencies are translated into US Dollars at the exchange rate ruling on the date of transaction
Monetary assets and lrabilihes denominated in foreign currencies are translated into US Dollars at the rate of exchange
ruling at the balance sheet date All exchange rate differences are taken to the profit and loss account The financial
statements have been presented in US Doliars as the directors are of the opimion that this 1s the functional currency of
the Company The applicable exchange rates at 31 December 2011 are as follows

USD /GBP 155095

USD/EUR 129395

b) Recogrition and derecognition of financial assets and habilities

The Company recogrises a financial asset or hability on its balance sheet when 1t becomes a party to the contractual
provisions of the instrument Derecognition of financial assets will occur when the contractual nghts to the cash flows
from the assets expire Derecognition of financial liabilities occur when the contractual obligations to make payments
have been extinguished Measurement of financial assets and habilihes 15 based on the fair value of the instruments

¢} Financial assets and habiifies at fair value through profit and loss

Financial assets and hiabilities at fair value through profit and loss include secunties owned and secunties sold, but not
yet purchased, and denvatve positions In accordance with FRS 26, “Financial instruments recogniton and
measurement”, the initial measurement 1s made at fair value on the trade date, based on available market information
Any subsequent adjustments to farr values are taken to the profit and loss account Mid prices are used, rather than
the “bid” pnce for assets and the "offer” price for liabilities, to miror the pricing set out In the total return swap (note 2)
which negates the majonty of the market nisk in the trading book Frnancial assets and habibes at farr value through
profit and loss are valued at mid pnces using third party pneing sources, including one or more exchanges, organised
dealer markets, electronic trading faciities and broker-dealers

10




CITADEL SECURITIES (EUROPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2011

Principal accounting policies {continued)

c) Financial assets and habilities at fair value through profit and loss (continued)

Valuatien of the total retum swap 1s determined by the return on the total portfolio, a recharge of operating costs, and a
return on the share capital, with an adjustment for any cashflows that have occurred under the swap agreement The
amount shown as a receivable or payable {o the swap counterparty i1s stated at fair value Other financial instruments
are short term and thus therr carmying value 1s a reasonable approximation of their fair value This includes debtor,
cash and creditor balances

d) Deferred taxation

In accordance with FRS 19, “Deferred Tax”, deferred taxation s provided in full on trming differences that result in an
obligation at the balance sheet date to pay more tax, or the nght to pay less, at a future déie, at rates expected to apply
when they crystallise based on current tax rates and law Timing differences arise from the inclusion of items of income
and expenditure in taxatton computations in periods different from those in which they are included n the financial
statements Deferred tax assets are recognised to the extent that it is regarded as more likely than not that they will be
recovered Deferred tax assets and habilites are not discounted

e) Pension costs and other post retirernent benefits for seconded employees

The Company makes payments inte a group personal pension plan, operating as a defined contnbution pension
scheme, for its employees The amount charged to the profit and loss account in respect of pension costs and other
post retirement benefits 1s the contnbution payable in the year Differences between contnibutions payable in the year
and contributions actually paid are shown as either accruals or prepayments in the balance sheet

f} income from trading

Income from trading compnses net trading interest income which 1s recognised as earned, exchange fees and rebates
ansing through trading activity, foreign exchange gains or losses ansing from revaluation of assets and labilihes held
for trading purposes, and gains or losses on trading actwvity Dividends received and paid on equity secunties are
recogmsed as income on the ex-dividend date

Substantally all the Company’s securities owned and carried at fair value, are held at a major financial institution which
1s permitted by contract or custom to sell or repledge these secuntes Revenue may be earned from trading activities
in the form of interest and dividends, and is included in iIncome from trading in the profit and loss account

In accordance with FRS 26, those financial instruments held for trading purposes are marked to market and any
unrealised gains and losses are taken to the profit and loss account in the penod in which they anse

@) Fees and commussion expense
Fees and commisston expense pnncipally comprise brokerage and exchange fees associated with trading activity, and
are recognised In the profit and loss account on an accruals basis as the service 1s provided

11




CITADEL SECURITIES (EUROPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2041

Principat accounting pelhicies (continued)

h) Fees and commission income
Fees and commission income comprises advisory fees received from a third party, and 1s recognised in the profit and
loss account on an accruals basis

1) Cash and cash equivalents
For the purposes of the cash flow statement, cash and cash equivalents comprises cash on hand and demand
deposits

}) Netting arrangements

Financial assets and habilities are offset and the net amount reported In the balance sheet if and only if there 1s a
legally enforceable nght to set off the recogrused amounts and there i1s an intention to settle on a net basis or to realise
an asset and settle the habiity simultaneously

2 Transactions with related parties

Cost sharing agreement

The Company has a cost sharing agreement with Cifadel Investment Group (Europe) Ltd (*CIGE"), a wholly owned
subsidiary of Citadel LLC, for direct and allocable administrative expenses paid by CIGE Administrative expenses
totalling $9,354,000 were charged under this agreement and are included in the profit and loss account for the year
ended 31 December 2011 (2010 - $10,778,000) A balance of $1,725,000 was payable to CIGE at 31 December 2011
(2010 - $2,406,000)

Secondment of employees

During the year, the Company utiised the services of an average of 24 employees (2010 — average 27 employees)
seconded to the Company by CIGE The full costs of the secondees are included in the administrative expenses n the
profit and loss account, and are set out in note 6  All staff costs are settled by CIGE as paying agent for the Company

Total return swaps

Pursuant to a master swap agreement entered into by the Company and Citadel Global Trading Sar (“CGTS™), a
related party, CGTS receives (pays) a sum equal to 85% (100%) of all net gains (losses) on investment transactions,
interest and dividend income and expense of the Company in return for a payment based on the Company’s 1ssued
share capital multiplied by the USD one month Libor rate, plus the total of the Company's operating expenses as
defined in the swap agreement

In 2010, pursuant to a previous master swap agreement entered into by the Company and CGTS, CGTS received a
sum equal to 90 65% (100%) of all net gains (losses) on investment transactions, interest and dvidend income and
expense of the Company in return for a payment based on the Company’s issued share capital multiphed by the USD
one month Libor rate, plus the total of the Company’s operating expenses marked up by 15%

12




CITADEL SECURITIES (EURQPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2011

2 Transactions with related parties (continued)

Total return swaps (continued)

For the year ended 31 December 2011, the net settlement resulted in an expense of $78,368,000 (2010 -
$93,964,000) which 15 mcluded on the face of the profit and loss account The amount payable to CGTS under the
swap agreement at 31 December 2011 was $4,827,000 (2010 - $179,000) and 1s inciuded in other creditors (note 15)
The terms of the swap agreement prescnbe that CGTS deposits collateral with the Company to cover the greater of (a)
the aggregate of the Company’s exchange margin requirements with counterparties, (b) the Company’s intra-day
stress test nsk mit, and {c) 12% of the Company's gross lotal portfolio of investment assets including margmn
accounts The value of collateral deposited by CGTS at 31 December 2011 was $30,250,000 (2010 - $36,000,000),
and s included in other creditors {note 15)

Service agreements

Up to July 2011, the Company had an agreement with Omnium LLC ("Omnium”} under which Omnium provided
cleanng and settlement services together with the reconcitaton and control of trades to broker statements In July
2011 Omnium was sold to Nerthern Trust, and changed its name to Northern Trust Hedge Fund Services The cost of
the service provided by Ommium was $109,000 for the period up to the date of sale (year ended 31 December 2010 -
$171,000) and 1s included in the profit and loss account A balance of $nil was payable to Ommum at 31 December
2011 (2010 - $nul)

The Company also has an Administrative Services Agreement with Citadel LLC for direct and allocable administrative,
general and operating expenses Expenses of $1,277,000 {2010 - $1,330,000) charged under this agreement are
included in the profit and loss account A balance of $160,000 was payable to Citadel LLC at 31 December 2011 (2010
—$80,000)

3 Administrative expenses

2011 2010

$000 $000

Staff costs for seconded employees (note 8) 14613 13,515

Auditors’ remuneration

- audit services 257 267

- regulatory assurance services - 77

Irrecoverable VAT 1,802 1,705

Administrative expenses charged by Citadel LLC (note 2) 1,277 1,330
Hedge fund administration services

- Omnuum {note 2) 109 171

- Northem Trust Hedge fund services 83 -

Other administrative expenses charged or paid by CIGE 7,295 8,729

25,436 25,794

13



CITADEL SECURITIES (EUROPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2011

4 Interest receivable and similar income

Interest eamed on bank accounts

5 Tax on profit on ordinary activities

The tax charge 1s based on the profit for the year and compnises

Current tax

UK corporation tax on profit for the year
Adjustments 1n respect of prior periods
Total current tax

Deferred tax

Timing and other differences

Change in deferred tax rate
Adjustments in respect of prior periods
Total deferred tax

Tax on profit on ordinary activities

2011 2010
$000 $000
42 53
201 2010
$000 $000
2,830 1,892
(28) (1)
2,802 1,891
(83) 509
25 -

€ -
(64) 509
2,738 2,400

The total deferred tax asset of $404,000 as disclosed in note 11 (2010 - $340,000), anses due to the tming differences

relating to the payment of deferred bonuses

The tax assessed for the penod 15 higher than the average rate of corporation tax in the UK The differences are

explained below

Profit on ordinary actiwities before tax

Profit on crdinary activities before tax multiplied by the average
rate of corporation tax \n the UK of 26 5% (2010 — 28%)

Expenses not deductible for tax purposes
Timing differences

Foreign exchange differences
Adjustments in respect of prior periods
Current tax charge for the year

Factors that may affect future tax charges

2011 2010
$000 $000
10,306 8,364
2,731 2,342
26 19

83 (509)
(10) 40
(28) (1)
2,802 1,891

The Company's tax return

The standard rate of corporation tax in the UK changed to 24% with effect from 1 Apni 2012
for the year ended 31 December 2009 1s currently under review by HM Inspector of taxes

14




CITADEL SECURITIES (EUROPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2011

6 Staff costs
2011 2010
Staff costs are made up as follows $000 $000
Wages, salaries and bonus payments 12,863 12,016
Social secunty costs 1,371 1,140
Pension costs 318 312
Other staff costs 61 47
14,613 13,515

The monthly average number of employees during the year was 25 (2010 — 28) mcluding one director with a service
contract With the exception of ene director, all employees were seconded to CSEL by CIGE CIGE acts as paying
agent for CSEL staff costs

CIGE operates a defined contribution group personal penston plan, the cost of contnbutions for employees seconded

to CSEL was $318,000 (2010 - $312,000) The amount payable in contributions to the scheme as at 31 December
2011 was $457,000 (2010 — $9,000} ansing from bonus amounts waived n favour of pension plans

7 Directors’ remuneration

2011 2010

Total Directors' remuneration $000 $000
Emoluments 109 135
Pension benefits 9 11
118 146

2011 2010

Remuneration in respect of the highest paid director $000 $000
Emoluments 54 75
Pension benefits 5 7
59 82

These costs are included In staff costs (note 6)

8 Segmental analysis

Income from trading 15 denved solely from exchange traded equites and futures The Company trades solely in
estabhshed European markets Fees and commission income is denved solely from the advisory fees received from a
third party The Company therefore considers the business to consist solely of one segment

15




CITADEL SECURITIES (EURCPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2011

8 Dividends
2011 2010
$000 $000
Interim dividend paid $1 25 per share (2010 $nil) 10,000 -

The intentm dividend was paid in May 2011 in respect of the current financial year A final dividend of $7,500,000 1s
proposed

10 Debtors
201 2010
$000 $000
Amounts owed by brokers and clearers 5,258 23,379
Other debtors 445 313
5,703 23,692

Amounts owed by brokers and clearers principally represent amounts placed with the Company's prime brokers and
clearers, Memll Lynch & Co Inc (*"Merni”), Barclays Bank plc (*Barclays™ and Citbank NA (*Citibank™ At 31
December 2011 the balance owed by Mernll was $2,444 000 (2010- $3,828,000), Memll 1s Baa1 rated by Moody's
The balance owed by Barclays was $2,699,000 {2010 - $3,111,000), Barclays 1s Aad rated by Moody's The balance
owed by Citibank was $115,000 (2010 - $16,440,000), Citibank 1s A1 rated by Moody's

11 Deferred taxation

2011 2010

$000 $000
Deferred taxation 404 340
Movement in deferred tax asset
At 1 January 340 849
Charge / (credit) to profit and loss account = trming differences 83 {509}
Credit to profit and loss account — change In tax rate {(25) -
Adjustments in respect of pnor periods B -
At 31 December 404 340

The deferred tax asset arises due to timing differences relating to deferred bonuses and payments to pension plans

16




CITADEL SECURITIES (EUROPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2011

12 Financial assets at fair value through profit and loss

Equnty positions at clearing broker

All equities and derivatives positions are stated at mid market value and are classified as held for trading

13 Reverse repurchase agreements

Amounts advanced under reverse repurchase agreements

2011 2010
3000 $000
27,041 27,650
27,041 27,650

\
2011 2010
$000 $000
21,077 21,012
21,077 21,012

The related debt secunties purchased subject to an agreement with the counterparty to repurchase them are not
recognised on-balance sheet where the nsks and rewards of ownership remain with the counterparty The fair value of
secunties held as collateral at 31 December 2011 was $21,042,000 (2010 - $21,095,000) The Company s allowed to

repledge or resell the secunties held as collateral

14 Financal habilities at fair value through profit and loss

Equity positions sold but not yet purchased at cleanng broker

All equities and denvatives positions are stated at mid market value and are classified as held for trading

17

20M 2010
$000 $000
20,591 28,294
20,591 28,294




CITADEL SECURITIES (EUROPE) LIMITED
Notes to the financial statements
For the year ended 31 December 2011

15 Other creditors

2011 2010

$000 $000

Amounts owed ic brokers 3,337 2,509
Collateral owed to swap counterparty 30,250 36,000
Amounts owed to related parties 1,905 2,502
Other amounts owed to swap counterparty 4,827 179
Corporation tax payable 1,726 1,679
Accruals and deferred income 10,525 12,357
52,570 55,226

16 Collateral and netting

The Company enters into master netting agreements with counterparties whenever possible and, when appropnate,
obtains collateral Master agreements provide that, if an event of default occurs, all outstanding transactions with the
counterparty will fall due and all amounts outstanding wili be settled on a net basis

Financial assets and iabiittes are offset and the net amount reported in the balance sheet If and only If there 15 a
legally enforceable nght to set off the recognised amounts and there i1s an intention to setile on a net basis or to realise
an asset and settle the hability simultaneously

The Company holds 100% cash collateral from the swap counterparty to mitigate credit nsk Collateral received in the
form of cash 1s recorded on the balance sheet with a corresponding liability No interest 1s payable on the collateral,
and any outstanding balance 1s repayable on termination of the total return swap  Interest earned on collateral placed
with the clearing broker 1s paid back to the prowvider of the collateral by way of the swap agreements in place with that
entity

17 Dernvative financial instruments

The Company transacted in denvative financial instruments duning the year including exchange-traded futures These
are instruments whose values are based, in part, upon underlying assets, indices, or reference rates or a combination
of these factors, and generally represent future commitments to exchange cash flows, or to purchase or sell other
financial instruments at specified future dates Exchange-traded denvatives are standardised and include futures
contracts
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17 Derivative financial instruments (continued)

Derivative financial instruments are subject to vanous nsks similar to those related to the underlying financial
instruments ncluding market and credit sk Dervatives are typically also subject te certain additional nisks, such as
those resulting from leverage and significantly less hquidity, to which the underlying financiat instruments may not be
exposed The Company may use derivative financial instruments in the normal course of its business to take
speculative investment positions as well as for nsk management purposes The Company’s denvative finangial
Instrument risks should not be viewed in 1solaticn, as they should be considered on an aggregate basts along with the
Company's other investing actwvities The Company manages the nisks associated with its denvative financial
instruments along with its speculative investing activities in cash instruments as part of its overall nsk management

Fulures contracts are commitments to either purchase or sell a financial instrument at a future date for a specified
price  These contracts may, in general, be settled in cash or through delivery of the underlying instrument Futures
contracts can be closed out at the discretion of the Company However, illiquidity in the market could prevent the
timely close-out of any unfavourable positions or require the Company to hold those positions unti the delivery date,
regardless of the changes in their value or the Company’s investment strategy

Exposure to market nsk 1s managed in accordance with nsk imits set by the Company's buying or selling instruments
or entering into offsetting posiions Market nsk 1s mitigated by the use of a total return swap, as described in note 18

18 Financial nsk management

The Company has exposure to the following nsks from its use of financial instruments market nsk, credit nsk and
iquidity nsk  This note presents information about the Company's exposure to each of these nisks, its policies and
processes for measuning and managing risk, the Company’s management of capital

The Board of Directors has overall responsibiity for the establishment and oversight of the Company's nsk
management framework The Company’s nsk management policies are established to identify the nsks faced by the
Company, to set appropriate nsk imits and centrols, and to monitor nsks  Risk management policies and systems are
reviewed regularly to reflect changes in market conditions and the Company's activities

Market risk

Market nisk 1s the potential for changes n the value of investment positions due to market changes, including interest
and currency rate movements as well as fluctuations in the prices of investment positions  Market nsk 1s directly
impacted by the volatiity and iquidity in the markets in which the related underlying financial instruments are traded
Interest rate nsk 1s the nsk of loss due to the fluctuation of interest rates

Foreign exchange nsk 15 the nsk of loss due to the fluctuation of exchange rates The valuation of the portfolio I1s
subject to foreign exchange nsk ansing from non-US Dollar positions
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18 Financial nsk management (continued)

The Company has Total Return Swap agreements with CGTS whereby the majonty of the market nsks in the trading
book, including interest rate nsk and foreign exchange nsk, are transferred to CGTS in exchange for payments as
prescnibed by these agreements

In respect of non-trading assets and habiities denomunated in foreign curencies, the Company ensures that its net
exposure 13 kept to an acceptable level by buying or selling foreign currencies at spot rates on a daily basis

Sensitivity analysis — market risk

All of the Company's investments are listed on a recognised exchange As a result of the Total Return Swap
agreements with CGTS, whereby the market nsks in the trading book are transferred to CGTS, fluctuations in market
prices at 31 December 2011 would not have a matenal impact on the operating profit of the Company

Credit risk

Credit nsk 1s the nsk of financial loss due to the fallure of a counterparty to perform according to the terms of a
contract The credit nsk associated with exchange-traded investment positions, such as exchange-traded futures, 1s
mitigated by the margin held at the relevant exchange The credit nisk associated with the swap to CGTS 1s mitigated
by the holding of 100% cash collateral from the swap counterparty, CGTS The collateral i1s calculated dally and s
based on the margin requirements of the individual exchanges on which the underlying instruments are traded, plus
the intra-day stress test nsk limit

The Company clears its futures and equity secunties transactions through a highly rated clearing broker, which also
maintains the Company’s positions These positions are recorded at fair value under securities owned In addition the
clearing broker provides the majonty of the financing for these secunties This can result In a concentration of credit
risk with the clearing broker

Exposure to credit nsk
The carrying amount of financial assets represents the maximum credit exposure The maximum exposure to credit
nsk at 31 December 2011 was as follows

2011 2010

$000 $000

Amounts owed by brokers and clearers 5,258 23,379
Amounts owed to brokers (3,337) {2.509)
Net amounts recewvable from brokers and clearers 1,921 20,870
Cash at bank and in hand 64,005 58,417
66,018 79,287

The Company has no financral assets which are past due orimpaired Cash at bank and tn hand 1s held at JP Morgan
Chase, The Bank of New York and Cittbank, JP Morgan Chase 1s rated Aal by Moody's, The Bank of New York is
rated Aaa by Moedy's, and Citibank 1s rated A1 by Moody's
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18 Financial nsk management {continued}

Liquidity nsk

Liquidity nsk 1s the nsk that the Company will not be able to meet it's obligations as they fall due The Company s
subject to Individual Liquidity Adequacy Standards under BIPRU 12 and therefore assesses the adequacy of its iquid
resources by reference to its Individual Liquidity Adequacy Assessment (“ILAA")  The [LAA includes an assessment
of the Company's comphance with the systems and controls requirements and detalled stress testing of the liquidity
posttion  The Company maintains a high quality liquidity buffer of at least $20m as part of its iquid resources The
policy for managing hquidity 1s to ensure that the Company will have sufficient iquidity to meet its liabilities when due,
without incurnng unacceptable losses or nsking damage to the Company’s reputation

Substantially all of the Company's financial liabiiies are payable on demand or in accordance with normal trade
seftlement cycles, therefore no separate disclosure of contractual matunties 1s made in these financial statements

Capital Management

The Company s regulated by the Financial Services Authonty (“FSA™), and hence 1s subject to externally imposed
capital requrements The Company menitors Tier 1 capital (share capital and audited reserves) against FSA
regulations on a regular basis The Company has the full support of its parent entity in ensunng that a regulatory
capital surplus 1s maintained at all tmes At 31 December 2011, Tier 1 capital was $37,591,000 The Company's
individual capital guidance was $21,190,000 and the Company's surplus total capital over individual capital guidance
was $16,401,000

19 Fair value of financial instruments

The Company has adopted the amendment to FRS 29 for financial instruments that are measured In the balance sheet
at farr value This requires disclosure of fair value measurements by level of the following fair value measurement
hierarchy

- Quoted pnces (unadjusted) in active markets for identical assets or habilities (level 1)

- Inputs other than quoted prices included within level 1 that are observable for the asset or ability, etther
directly (that 1s, as prices) or indirectly (that 1s, denved from prices) (level 2)

- Inputs for the asset or liabiity that are not based on observable market data (that 1s, unobservable inputs)
{level 3)

The following table presents the Company's assets and habilities that are measured at fair value at 31 December 2011

Level 1 Total
Assets $000 $000
Financial assets at fair value through profit and loss
Equity positions at clearing broker 27,041 27,650
27,041 27 650
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19 Fair value of financial instruments (continued)

Level 1 Total
Liabilities $000 $000
Financial habihbies at fair value through profit and loss
Equity positions sold but not yet purchased at cleanng broker 20,591 28,294
20,591 28,294

The fair value of financial instruments traded in active markets 1s based on quoted market prices at the balance sheet
date A market 1s regarded as active if quoted prices are readily and regularly available from an exchange, dealer,
broker, industry group, pncing service, or regulatory agency, and those prices represent actual and reguiarly occurring
market transactions on an arm's length basis The quoted market price used for financial assets held by the Company
1s the current mid price These instruments are included in level 1 Instruments included in level 1 compnse long or
short equity positions classified as financial assets or habilities at fair value through profit and loss

20 Share capital

2011 2010
$000 $000
Authorised
10,000,000 crdinary shares of $1 each (2010 — 10,000,000) 10,000 10,000
Called, allotted and fully paid
8,000,000 crdinary shares of $1 each (2010 - 8,000,000) 8,000 8,000
21 Reconciliation of movement in profit and loss account
2011 2010
$000 $000
At 1 January 39,591 33,627
Profit for the financial year 7,568 5,964
Dividends paid (note 9) {10,000} -
At 31 December 37,159 39,5691
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22 Reconcihation of movement in shareholder's funds

Opening shareholder's funds
Profit for the financial year
Dividends paid (note 9}
Closing shareholder's funds

23 Recconcihation of operating profit to net cash inflow from operating activities

Operating profit

Decrease / (increase) in debtors

Decrease / {increase) in financial assets at fair value through profit and loss
Increase In reverse repurchase agreements

{Decrease) / increase in financial habiities at fair value through profit and loss
Increase in other creditors

Net cash (outflow) / inflow from operating activities

24 Returns on investments and servicing of finance

Interest received
Net cash inflow from returns on investments and servicing of finance

25 Tax paid

UK corporation tax paid
Net cash outflow frem taxation
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2011 2010
$000 $000
47,591 41,627
7,568 5.964
(10,000) -
45,159 47,591
2011 2010
$000 $000
10,264 8,311
17,989 (8,359)
609 (23,221)
(65) (21,012)
(7.703) 22,965
3,071 7,041
24,165 (14,275)
2011 2010
$000 3000
42 57

42 57
2011 2010
$000 $000
(2.779) (895)
(2,779) (895)
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26 Financing

2011 2010
$000 $000
(Decrease) / Increase n collateral (5,750} 20,000
Didends paid (10,000} -
Net cash (outflow) / inflow from financing (15,750) 20,000

27 Analysis and reconciltation of net funds
At1 At 31
January Cashflow  December
2011 2011
$000 $000 $000
Cash and cash equivalents 58,417 5,678 64,095
28 Reconciliation of net cash flow to movement in net funds 2011
$000
Increase in cash 5,678
Increase in net funds in the year 5,678
Net funds at 1 January 2011 58,417
Net funds at 31 December 2011 64,095

29 Parent undertaking and ulbmate controlling party
The Company's iImmediate parent 1s Tactical Trading UK Holdings Ltd, a company incorporated in the Cayman Islands
The registered address for Tactical Trading UK Holdings Ltd 1s as follows

/o Maples Corporate Services Limited
PO Box 309, Ugland House

Grand Cayman

KY1-1104

Cayman Islands

The parent company does not prepare consclidated financial statements The ulimate controlling party is Kenneth
Griffin by virtue of majonty shareholdings in parent entihes of CSEL
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