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OATH OR AFFIRMATION

I, Larry Mish, affirm that, to the best of my knowledge and belief, the accompanying financial statements and
Supplemental information pertaining to the firm of Allston Trading, LLC, as of December 31, 2004 are true and
correct. 1 further affirm that neither the Company nor any member, proprietor, principal officer, or director has any
proprietary interest in any account classified solely as that of a customer.

Notary Public, State of Illinois
My Commission Expires June 25, 2007
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This report contains (check all applicable boxes):
(x] (a) FacingPage
[x] (b) Statement of Financial Condition
[ 1 (c) Statement of Income
[ 1 (d) Statement of Changes in Member’s Equity
['1 (e) Statement of Cash Flows ‘
[ 1 (© Statement of Changes in Subordinated Borrowings
Supplemental Information:
{1 (g) Computation of Net Capital
[ 1 (h) Computation for Determination of Reserve Requirements pursuant
to Rule 15¢3-3
[ 1 (i) Information Relating to the Possession or Control under Requirement under Rule 15¢3-3
[ 1 ) 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 pursuant to Rule 15¢3-3
['1] (k) AReconciliation between the audited and unaudited Statements
of Financial Condition with respect to methods of consolidation
[x] () An Oath or Affirmation
[ 1 (m) Independent Auditors’ Supplemental Report on Internal Control
[ ] (n) A reportdescribing any material inadequacies found to exist or found to

have existed since the date of the previous audit.
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SCHULTZ & CHEZ, L.L.P.

Certified Public Accountants

141 West Jackson Boulevard, Suite 2900
Chicago, Illinois 60604

Main: (312) 332-1912

Fax: (312) 332-3635

INDEPENDENT AUDITOR’S REPORT

To the Members of
ALLSTON TRADING, LLC
Chicago, Illinois

We have audited the accompanying statement of financial condition of ALLSTON TRADING, LLC, as of December
31,2004. This financial statement is the responsibility of the Company's management. Our responsibility is to express

an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement. Axi‘.éudit 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 financial statement referred to above presents fairly, in all material respects, the financial position

of ALLSTON TRADING, LLC, as of December 31, 2004, in conformity with accounting principles generally

S% f C%,..J

accepted in the United States of America.

Chicago, Illinois
January 31, 2005




ALLSTON TRADING, LLC

(An lllinois Limited Liability Company)
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

ASSETS
Cash in bank $ 57,251
Receivables from broker/dealers 1,615,722
Receivables from electronic communication networks 3,080,011
Deposits with clearing brokers 783,247
Other receivables 671,267
Equipment, software, furniture and leasehold improvements, net
of accumulated depreciation and amortization of $420,017 2,446,661
Exchange membership, at cost (market value $1,340,000) 451,400
Other assets 419,704
TOTAL ASSETS b 9.525.263

LIABILITIES AND MEMBERS' EQUITY

LIABILITIES

Accounts payable and accrued expenses b 1,036,445

Payable to broker/dealer 37.076
Total Liabilities 1,073,521

Members' Equity 8,451.742
TOTAL LIABILITIES AND MEMBERS' EQUITY 3 9,525,263

See accompanying notes.
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ALLSTON TRADING, LLC
(An Illinois Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

NATURE OF BUSINESS

ALLSTON TRADING, LLC (the Company) engages in trading strategies primarily involving equities and
equity derivative instruments on a proprietary basis. The company is a registered broker/dealer with the
Securities and Exchange Commission (SEC). The Company also provides software consulting services to
other trading firms. :

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

Generally accepted accounting principles require management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Firm Trading/Futures and Securities Transactions

Futures and securities transactions are recorded on the trade date. Unrealized gains and losses on open
futures contracts and securities positions are reflected in Firm trading in the Statement of Income. Also
included in Firm Trading Revenue are volume-based incentive fees eamed from electronic-communications
networks.

Equipment, Furniture, Software and Leasehold Improvements
Equipment, furniture, software and leasehold improvements are recorded at cost and are depreciated over
their estimated useful lives using the straight-line method.

Fair Value of Financial Instruments

Financial instruments recorded at fair value on the Company's statement of financial condition include
securities owned and securities sold, not yet purchased. Other financial instruments are recorded by the
Company at contract amounts and include receivables from and payables to clearing broker. Financial
instruments carried at contract amounts, which approximate fair value, either have short-term maturities, are
repriced frequently, or bear market interest rates and, accordingly, are carried at amounts approximating fair
value.

Comprehensive Income
The Company has not presented a Statement of Comprehensive Income because it does not have any items
of “other comprehensive income”.

INCOME TAXES
The Company is taxed as a partnership under the provisions of the Internal Revenue Code and, accordingly,

is not subject to federal income taxes. Instead, the Members are liable for federal income taxes on the taxable
income of the Company.
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ALLSTON TRADING, LLC
(An Illinois Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

(Continued)

DERIVATIVE FINANCIAL INSTRUMENTS

Derivative contracts are financial instruments whose value is based upon an underlying asset, index, or
reference rate or a combination of these factors. The Company enters into derivative transactions, including
futures and exchange-traded options. Options held provide the Company with the opportunity to deliver or
take delivery of specified financial instruments at a contracted price. Options written (sold) obligate the
Company to deliver or take delivery of specified financial instruments at a contracted price in the event the
holder exercises the option. These derivative financial instruments may have market risk and/or credit risk
in excess of the amounts recorded in the statement of financial condition. The Company also trades futures
contracts. Futures contracts are commitments to either purchase or sell a financial instrument or commodity
at a future date for a specified price.

Market Risk

Market risk is the potential change in an instrument's value caused by fluctuations in interest rates, equity
prices, credit spreads, volatilities, correlations, liquidity, or other risks. 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
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 utilizes various
analytical monitoring techniques to control its exposure to market risk.

Credit Risk

Credit risk arises from the possible inability of counterparties to meet the terms of their contracts. For
exchange-traded financial instruments, clearing corporations act as the counterparties of specific transactions
and, therefore, bear the risk of delivery to and from counterparties for specific positions.

Concentration of Credit Risk

The Company utilizes several clearing brokers to clear its trades. In the event these clearing brokers do not
fulfill their obligations, the Company may be exposed to risk. The Company attempts to minimize this risk
by monitoring the creditworthiness of its clearing brokers.

Guarantees

In the normal course of trading activities, the Company trades and holds certain fair-valued derivative
contracts, which may constitute guarantees under Financial Accounting Standards Board (FASB)
Interpretation No. 45, Guarantors Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others, (FIN 45). Such contracts include written option contracts that are not
settled in cash. These written option contracts obligate the Company to deliver or take delivery of specified
financial instruments at a contracted price in the event the holder exercises the option.
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ALLSTON TRADING, LLC
(An Illinois Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

(Continued)

DERIVATIVE FINANCIAL INSTRUMENTS (CONTINUED)

As of December 31, 2004, the maximum payouts for these contracts are limited to the notional amounts of
each contract. Maximum payouts do not represent the expected future cash requirements as the Company's
written options positions are typically liquidated or expire and are not exercised by the holder of the option.
In addition, maximum payout amounts, in the case of the exercise of written call options, may be offset by
the subsequent sale of the underlying financial instrument if owned by the Company. The fair values of all
written option contracts as of December 31, 2004, are included in securities and derivative contracts sold, not
yet purchased on the statement of financial condition.

NET CAPITAL REQUIREMENTS

The Company, as a registered broker-dealer with the Securities and Exchange Commission, is subject to the
net capital requirements of Rule 15¢3-1 (the Rule) of the Securities and Exchange Act of 1934. The Company
isrequired to maintain net capital equal to the greater of one-fifteenth ofaggregate indebtedness or $100,000,
as these terms are defined. At December 31, 2004, the Company had net capital of $292,377, which was
$192,377 in excess of its required net capital. At December 31, 2004, its ratio of aggregate indebtedness to
net capital was approximately 4:1.

COMMITMENTS

The Company leases office space under an operating lease that expires on April 30, 2015. The lease contains
escalation clauses providing for increased rentals based upon maintenance and tax increases. At December
31, 2004, the minimum annual rental commitments under the lease, exclusive of adjustments for operating
expenses and taxes, are as follows:

Amount
Year ending December 31

2005 § 525,688

2006 568,352

2007 590,076

2008 607,036

2009 624,372
Thereafter 3,603,124
$6,518,648

Rent expense (including adjustments for rebates, operating expenses, and taxes) for the year ended December
31, 2004, was $269,247.

The Company is required to maintain a security deposit in the form of a letter of credit in the amount of
$219,157.




ALLSTON TRADING, LLC
(An Itlinois Limited Liability Company)

NOTES TO STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2004

(Continued)

(7) EMPLOYEE BENEFIT PLAN

The Company sponsors a 401(k) profit-sharing plan (the Plan) covering all eligible employees of the
Company. The Company may make discretionary contributions to the Plan, subject to certain limitations as

set forth in the Plan agreement. For the year ended December 31, 2004, the Company elected to make
contributions totaling $375,000.




