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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: OFFICIAL USE ONLY
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OATH OR AFFIRMATION

I, Chad Grosam, affirm that, to the best of my knowledge and belief, the accompanying statement of financial
condition pertaining to the firm of Group One Trading, L.P. and Subsidiaries, as of Thursday, September 30,
2004, is true and correct. I further affirm that neither the company nor any partner, proprietor, principal

officer or director has any proprietary interest in any account classified solely as that of a customer.

Sworn and subscribed to me on the
Méday of % W OW/ %/

: ‘ . Signature
/4 ﬁ s OFFCIAL SEAL : T
M% - X Fe RANCY J SIENSC Chief Financial Officer
[ NgStafy Public B nOTARY PUBLIC, STATE OF RLINOB Title
® iy Commission Explreo 3:26-2005

This report** contains (check all applicable boxes):

¥ (a) Facing Page.

¥ (b) Statement of Financial Condition.

[” (c) Statement of Income (Loss).

[T (d) Statement of Cash Flows.

[™ (e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.
I” (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

[ (g) Computation of Net Capital.

[™ (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

[T (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

[” (i) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[~ (k) A Reconciliation between the audited and unaudited Statement of Financial Condition with respect to methods of
consolidation.

¥ () An Oath or Affirmation.

I~ (m) A copy of the SIPC Supplemental Report. _

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

™ (0) Independent Auditors' Report on Internal Control.

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

Certified Public Accountants and Consultants

Independent Auditors' Report

Partners and the Audit Committee of
Group One Trading, L.P. and Subsidiaries

We have audited the accompanying consolidated statement of financial condition of Group One Trading,
L.P. and Subsidiaries (the "Company") as of September 30, 2004 that you are filing pursuant to
Rule 17a-5 of the Securities and Exchange Commission. This consolidated financial statement is the
responsibility of the Company's management. Our responsibility is to express an opinion on this
consolidated financial statement based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statement. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the consolidated statement of financial condition referred to above presents fairly, in all

material respects, the financial position of Group One Trading, L.P. and Subsidiaries as of September 30,
2004 in accordance with U.S. generally accepted accounting principles.

ORGEAB | PN Srmnn b Pl 35

Chicago, lllinois
November 5, 2004

One South Wacker Drive, Suite 800, Chicago, Illinois 60606-3392 v
312.384.6000 Fax 312.634.3410 www.amgnet.com 1




Group One Trading, L.P. and Subsidiaries
Consolidated Statement of Financial Condition
September 30, 2004

Assets
Receivable from and deposits with clearing broker $ 88,141,619
Receivable from sale of business of subsidiary 1,400,000
Securities owned
Marketable securities ($502,391,411 pledged) 503,034,133
Not readily marketable 629,167
Furniture, equipment and leasehold improvements, net of
accumulated depreciation and amortization of $7,755,450 1,413,007
Exchange membership, at cost (market value $410,000) 330,000
Other assets 394,009
Total assets $ 595,341,935
Liabilities and Partners' Capital
Liabilities
Securities sold, not yet purchased $ 549,661,032
Compensation payable 10,454,199
Accounts payable and accrued expenses 3,205,461
Payable to the General Partner 1,175,857
Minority interest 340,492
564,837,041
Subordinated borrowings 6,431,206
Partners' capital 24,073,688
Total liabilities and partners' capital $ 595,341,935
See accompanying notes. 2




Group One Trading, L.P. and Subsidiaries
Notes to the Consolidated Statement of Financial Condition
September 30, 2004

Note 1l Nature of Operations

Principles of Consolidation—The consolidated financial statements include the accounts of Group
One Trading, L.P. (a California limited partnership) ("Group One"), its wholly owned subsidiary,
Dynamex Trading, LLC (a California limited liability company) ("Dynamex") and its majority owned
subsidiary, Share King, LLC (formerly Mr. Stock, Inc.) (a California limited liability company) ("Share
King") (collectively the "Company"). All significant intercompany balances and transactions are
eliminated in consolidation.

Nature of Operations—Group One and Dynamex are broker-dealers registered with the Securities
and Exchange Commission. Group One is a market maker/specialist, buying, selling and dealing as
principal in U.S. exchange-traded securities and derivative financial instruments. Dynamex commenced
operations on January 6, 2004 and provides execution services to Group One. Upon registration of
Dynamex as a broker-dealer, management ceased the operations of Share King.

Note 2 Summary of Significant Accounting Policies

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

Securities and Derivative Financial Instruments—Securities and derivative financial instrument
transactions are recorded on trade date. Exchange-traded securities and derivative financial
instruments are carried at market value. Unrealized gains and losses and dividends are reflected in net
trading gains from principal transactions. Securities not readily marketable are valued at fair value as
determined by management.

Amounts receivable and payable for securities transactions that have not reached their contractual
settlement date are recorded net on the statement of financial condition.

Furniture, Equipment and Leasehold Improvements—Furniture and equipment are depreciated
using accelerated methods over the estimated useful lives of the assets. Leasehold improvements are
being amortized on the straight-iine basis over the lesser of the estimated useful lives of the assets or
the lease term.

Exchange Membership—The exchange membership is held for operating purposes and is carried at
cost.

Payable to the General Partner—Payable to the General Partner of $1,175,857 results from a
withdrawal by the General Partner for payments to be made to former employees of Group One that
are members of the General Partner.

Compensation—Group One recognizes compensation expense for partnership units awarded to
employees for services performed in the current year at the estimated fair value at the date of the
award. Unvested units forfeited are recognized as a reduction of compensation expense in the year
forfeited. \

Income Taxes—Group One, Dynamex, and Share King are taxed as partnerships under the provisions
of the Internal Revenue Code and, accordingly, are not subject to federal income taxes. Instead, the
partners are liable for the federal income taxes on their respective shares of taxable income.




Group One Trading, L.P. and Subsidiaries
Notes to the Consolidated Statement of Financial Condition
September 30, 2004

Note 3 Fair Value of Financial Instruments

All of the Company's assets and liabilities, except for furniture, equipment, and leasehold improvements
and the exchange membership, are considered financial instruments, and are either already refiected at
fair value or are short-term or replaceable on demand. Therefore, their carrying amounts approximate
their fair values.

Note 4 Receivable from Sale of Business of Subsidiary and Related Office Space
Lease Obligation

On June 21, 2002, Share King signed an agreement to sell its retail brokerage business for cash, future
payments and the assumption of Share King's commitment under an office space operating lease (the
"Lease"). Share King received cash on September 4, 2002; however, it did not receive subsequent
monthly payments, nor did the buyer take assignment of Share King's commitment under the Lease.
Accordingly, Share King filed an arbitration claim against the buyer for its failure to perform according to
the Agreement, and the landiord terminated the Lease, making the remaining commitments of
approximately $4,000,000 at that time due and payable. After executing a subsequent agreement in
2003 (the "Settlement Agreement") and a later ruling by an arbitration panel, Share King and the buyer
entered into another agreement on September 27, 2004 whereby Share King received a single cash
payment of $1,400,000 on October 14, 2004.

In connection with the Settlement Agreement, the buyer informed Share King that it entered into a
buyout agreement with the lessor regarding the Lease for cash, the buyer's stock and a note payable.
Further, the buyer agreed to indemnify and hold Share King harmless from any liabilities under the Lease.
The buyer also informed Share King that the landlord agreed to incrementally release Share King's
$400,000 letter of credit that collateralizes the Lease as the note payable amount falls below the amount
of the letter of credit. As of November 5, 2004, the lessor has not released Share King from the
obligation.

On October 8, 2004 the buyer transferred substantially all of its customer assets to a large financial
institution for an amount up to $25,870,000. The Company reduced the office space lease obligation to
zero due to the significant improvement in the buyer's financial condition, and management's view that it
is probable the buyer will fulfill its obligations under the Lease and indemnify Share King. However, in the
event that the buyer fails to meet its obligations, Share King may be liable for any unpaid lease amounts
to the extent of Share King's equity, in which case management would liquidate Share King. Therefore,
this significant estimate could change by a material amount in the near term.




Group One Trading, L.P. and Subsidiaries
Notes to the Consolidated Statement of Financial Condition
September 30, 2004

Note 5 Securities Owned and Sold, Not Yet Purchased
Marketable securities owned and sold, not yet purchased at September 30, 2004 consist of:

Marketable
Marketable Securities
Securities Sold, Not Yet
Owned Purchased
Equity securities $ 292,146,897 $ 359,813,206
Equity options 210,244,514 189,847,826
Certificates of deposit 642,722
Total $ 503,034,133 $ 549,661,032

At September 30, 2004, marketable securities and cash on deposit with Group One's clearing broker of
$502,391,411 and $87,721,595, respectively, collateralize securities sold, not yet purchased.

The certificates of deposit collateralize bank letters of credit issued in connection with office space leases
for Group One and Share King.

Securities not readily marketable at September 30, 2004 consist of equity investments for which there is
no exchange or independent publicly quoted market.

Note 6 Subordinated Borrowings

Group One's borrowings subordinated to the claims of general creditors of $6,431,206 represent amounts
due to certain members of Group One's General Partner, and bear interest at varying rates, approximately
2 percent at September 30, 2004. These borrowings are due on demand, subject to certain limitations,
and are not available in computing net capital under the net capital requirements (see Note 13).




|

1

Group One Trading, L.P. and Subsidiaries
Notes to the Consolidated Statement of Financial Condition
September 30, 2004

Note 7 Partners' Capital

Group One's limited partnership agreement provides for three series of limited partnership assignees (the
"Assignees") with varying rights and privileges. The Assignees, among other things, do not have voting
or consent rights regarding partnership matters. Group One or its designee has the right to purchase,
under certain circumstances, all of the vested portion of the Assignees' units at the lesser of $10,000 per
full unit, or fair value as determined by the General Partner.

Under the terms of the partnership agreement, profits and losses are allocated based upon predetermined
percentages. The General Partner is entitled to receive approximately 98 percent of net profits and
losses, as defined, and the limited partners and Assignees receive the remaining 2 percent. Subject to
certain conditions, the holders of limited partnership units are also entitled to receive interest on their
units.

The vested portion of Assignees' units issued in connection with employee compensation in prior years is
included in Assignees' capital and the unvested portion of Assignees' units is included in the General
Partner's capital. The unvested partnership units vest over a four-year period in accordance with the
partnership agreement and may be forfeited if employment terminates. The General Partner transfers
units to Assignees as such units vest. At September 30, 2004, General Partner's capital includes unvested
balances of $14,000. Under certain circumstances, Assignees may exchange their partnership units for
units in the General Partner.

The partnership agreement provides, among other things, that Group One shall dissolve no later than
December 31, 2043.

Note 8 Employee Compensation Plans

Traders' compensation consists of a base salary and a percentage of each trader's net revenue, which
may be limited based upon the net income of the Company. This compensation, which is in the form of
cash and contingent compensation, is expensed in the year awarded. The contingent compensation,
subject to certain conditions, is fully paid within two years after the date of the award. Contingent
compensation payable to traders may be recaptured if, among other things, the trader does not achieve
certain trading results or the trader's employment terminates. Compensation payable at September 30,
2004 includes contingent compensation to traders of $2,157,736.

Compensation for other employees consists of a base salary and a discretionary bonus based on the
operating results of the Company.
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Group One Trading, L.P. and Subsidiaries
Notes to the Consolidated Statement of Financial Condition
September 30, 2004

Note 9 Commitments and Contingencies

The Company leases office space, equipment, and communications services under noncancelable
operating lease agreements that expire on various dates through July 31, 2010. At September 30, 2004,
minimum annual rental commitments that at inception had a noncancelable lease term of more than one
year, exclusive of additional payments that may be required for certain increases in operating costs, are
as follows:

2005 $ 839,770
2006 608,085
2007 552,155
2008 547,678
2009 569,585
Thereafter 418,682
$ 3,535,955

In September 2000, the Company reached a tentative settlement to settle a consolidated antitrust class
action suit brought against five national securities exchanges and various registered options traders,
including the Company. The suit alleged a conspiracy and an agreement to divide the market for the
trading of options by allocating the ability to trade one or more options to various registered options
traders on a single exchange. This negotiated settlement is still pending a final decision by the courts. At
September 30, 2004, accounts payable and accrued expenses includes the remaining balance pursuant to
the settlement agreement of approximately $1,650,000.

In January 2004, a consolidated antitrust class action suit was brought against four national securities
exchanges and various registered options traders, including the Company, alleging improper handling of
options orders and a conspiracy to fix prices in the options market. Management intends to vigorously
contest the allegations and due to the preliminary stage of this claim, is unable to predict the ultimate
outcome of this matter.

In addition, in the normal course of business the Company is subject to various litigation, regulatory, and
arbitration matters. Because these claims and matters are at a preliminary stage, management is unable
to predict their outcome. Although the effects of these claims and matters cannot be determined, the
Company's management believes that their ultimate outcome will not have a material effect on the
consolidated financial position of the Company.

Note 10 Related-Party Transactions

The General Partner owns exchange memberships that are utilized by Group One.




Group One Trading, L.P. and Subsidiaries
Notes to the Consolidated Statement of Financial Condition
September 30, 2004

Note 11 Employee Benefit Plan

Group One maintains a 401(k) profit sharing plan covering all eligible employees. The Company may
make discretionary contributions to the plan, subject to certain limitations as set forth in the plan
agreement.

Note 12 Financial Instruments with Off-Balance-Sheet Risk
Proprietary Trading Activities

In connection with its proprietary market-making and trading activities, the Company enters into
transactions in a variety of securities and derivative financial instruments, primarily exchange-traded
equity options and futures contracts. Options held provide the Company with the opportunity to
deliver or take delivery of specified financial instruments at a contracted price. Options written
obligate the Company to deliver or take delivery of specified financial instruments at a contracted price
in the event the option is exercised by the holder. Futures contracts provide for the delayed delivery.
or purchase of financial instruments at a specified future date at a specified price or yield. These
derivative financial instruments may have market risk and/or credit risk in excess of the amounts
recorded in the consolidated statement of financial condition.

Market Risk—Derivative financial instruments involve varying degrees of off-balance-sheet market
risk. Changes in the market values of the underlying financial instruments may result in changes in the
value of the derivative financial instruments in excess of the amounts reflected in the consolidated
statement of financial condition. Exposure to market risk is influenced by a number of factors,
including the relationships between financial instruments and the volatility and liquidity in the markets
in which the financial instruments are traded. In many cases, the use of derivative and other financial
instruments serves to modify or offset market risk associated with other transactions and, accordingly,
serves to decrease the Company's overall exposure to market risk. The Company attempts to manage
its exposure to market risk arising from the use of these financial instruments through various
analytical monitoring techniques.

In addition, the Company sells securities it does not currently own and will therefore be obligated to
purchase such securities at a future date. The Company has recorded these obligations in the
consolidated statement of financial condition at September 30, 2004, at market values of the related
securities and would incur a loss if the market value of the securities were to increase subsequent to
September 30, 2004.

Credit Risk—Credit risk arises from the potential inability of counterparties to perform in accordance
with the terms of the contract. The Company's exposure to credit risk associated with counterparty
nonperformance is limited to the current cost to replace all contracts in which the Company has a gain.
Exchange-traded financial instruments generally do not give rise to significant counterparty exposure
due to the cash settlement procedures for daily market movements or the margin requirements of the
individual exchanges.
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Group One Trading, L.P. and Subsidiaries
Notes to the Consolidated Statement of Financial Condition
September 30, 2004

Note 12 Financial Instruments with Off-Balance-Sheet Risk, Continued

Concentration of Credit Risk—All trades of the Company are cleared by a clearing broker. In the
event this counterparty does not fulfill its obligation, the Company may be exposed to risk. The risk of
default also depends on the creditworthiness of the counterparties to these transactions. The
Company attempts to minimize this credit risk by monitoring the creditworthiness of the clearing
broker.

Note 13 Net Capital Requirements

Group One is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
Rule 15¢3-1). Group One has elected the "alternative method" under this rule, whereby it is required to
maintain "net capital" equal to the greater of $250,000 or 2 percent of "aggregate debits," as these terms
are defined. Net capital and aggregate debits change from day to day, but as of September 30, 2004,
Group One had net capital of approximately $19,400,000 and net capital requirements of $250,000. The
net capital rule may effectively restrict the withdrawal of partners' capital.

Dynamex is also subject to the SEC Rule 15¢3-1. At September 30, 2004, Dynamex was in compliance
with this rule.

Note 14 Consolidated Subsidiaries

Group One's consolidated subsidiaries have total assets and members' equity of approximately $2,173,559
and $2,148,322.

The accounts of Group One's consolidated subsidiaries are not included in Group One's computation of net
capital as the assets of Group One's consolidated subsidiaries are not readily available for the protection
of Group One's broker-dealer and other creditors, and the liabilities of Group One's consolidated
subsidiaries are not guaranteed by Group One.

Note 15 New Accounting Pronouncement

In May 2003, the Financial Accounting Standards Board (the "FASB") issued Statement of Financial
Accounting Standards No. 150, Accounting for Certain Financial Instruments with Characteristics of Both
Liabilities and Equity ("FAS 150") that will be effective for the Company during the fiscal year ended
September 30, 2005. FAS 150 establishes standards for the classification and required disclosures of
certain financial instruments that may, under certain circumstances, require reclassification of certain
components of equity as liabilities. Management of the Company is evaluating the impact of FAS 150 on
the Company's financial statements.




