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OATH OR AFFIRMATION

1, Dennis Greer , swear (or affirm) that, to the best of

my knowledge and belief, the accompanying financial statements and supporting schedules pertaining to the firm of
Spyglass Trading, L.P. ,as

of December 31 ,20__04 , are true and correct. I further swear (or 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, except as follows:

SNNNE DELo,
sé&}‘t\,.ﬁyob.gﬁ?//z/é/’/
7 L/mvw/s Aa
o /0-._ Z - 2 4 /
s { % T E Signature
Z ‘%F Oﬂgsb § Secretary/Treasurer, Chief Financial Officer
’4,// EPRES, T & Title
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Notary Public

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

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

(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.

(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¢3-3 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 Statements of Financial Condition with respect to methods of
consolidation.

() An Oath or Affirmation.
(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.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITOR’S REPORT

To the Partners
Spyglass Trading, L.P.

We have audited the accompanying statement of financial condition of Spyglass Trading, L.P. (the
Partnership) as of December 31, 2004, and the related statements of operations, changes in partners’ capital
and cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Partnership’s management.
Our responsibility is to express an opinion on these financial statements 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 statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Partnership’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. 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 statements referred to above present fairly, in all material respects, the financial
position of Spyglass Trading, L.P. as of December 31, 2004, and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America. '

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained on pages 9 and 10 is presented for purposes of additional analysis and is
not a required part of the basic financial statements, but is supplementary information required by rule
17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

Onthoar - Bl (. v Qusoecales, L. L ¢

Hunt Valley, Maryland
February 10, 2005
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SPYGLASS TRADING, L.P.
STATEMENT OF FINANCIAL CONDITION
December 31, 2004

ASSETS

Cash and cash equivalents

Commissions receivable from clearing broker

Other commissions receivable

Vanguard GNMA Fund, 55,389.897 shares
(cost — $587,939)

Calpine Corp., Senior Note, 8.25% due 8/15/2005,
Quantity - $500,000 (cost - $450,198)

Deposit with clearing broker

Property and equipment, net

Interest receivable

Other assets

Due from affiliates

Total assets
LIABILITIES
Accounts payable and accrued expenses
Commissions payable
Total liabilities
PARTNERS’ CAPITAL
General Partner
Limited Partners

Total partners’ capital

Total liabilities and partners’ capital

See accompanying notes.
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$2,485,376
136,630
251,756

578,271

505,000
100,432
146,518
15,583
22,565

1.442

$4,243,573

$ 40314

117,811

158.125

40,855
4,044.593

4.085.448

34,243,573




SPYGLASS TRADING, L.P.
STATEMENT OF OPERATIONS
For the Year Ended December 31, 2004
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See accompanying notes.
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REVENUE
Commissions from clearing brokers $5,627,856
Other commissions 515,506
Interest and dividends 80,247
Change in unrealized gain on investments 51,689
Other income 21.000
Total revenue 6.296.298

EXPENSES
Commissions 1,099,140
Exchange fees 27,274
Payroll and related expenses 1,806,543
Operating expenses 131,169
Occupancy expenses 142,503
Professional fees 152,351
Depreciation expense 56,176
Travel and entertainment 15,537
Communications and data processing 87.210
Total expenses 3.517.903
NET INCOME $2,778,395




SPYGLASS TRADING, L.P.

STATEMENT OF CHANGES IN PARTNERS’ CAPITAL
For the Year Ended December 31, 2004

General Limited
Partner Partners
Partners’ capital
December 31, 2003 $ 23,071 $ 2,283,982
Net income 27,784 2,750,611
Distributions to partners (10,000) (990.000)
Partners’ capital
December 31, 2004 $ 40,855 $ 4,044,593

See accompanying notes.
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Total

$2,307,053

2,778,395

1.000.000

$4,085.448




SPYGLASS TRADING, L.P.
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2004

Cash flows provided by operating activities

Net income $2,778,395
Adjustments to reconcile net income to net
cash provided by operating activities
Change in unrealized gain on investments (51,689)
Depreciation expense 56,176
Increase in commissions receivable from clearing broker (77,322)
Increase in other commissions receivable (251,756)
Increase in deposit with clearing broker (50,129)
Increase in interest receivable (15,583)
Decrease in other assets 29,236
Decrease in due from affiliates 238
Decrease in accounts payable and accrued expenses (21,610)
Decrease in commissions payable (178.921)
Net cash provided by operating activities 2.217.035
Cash flows used in investing activities
Purchases of property and equipment (153,825)
Purchases of investments (476.669)
Net cash used in investing activities (630.494)
Cash flows used in financing activities
Distributions to partners (1.000.000)
Net increase in cash and cash equivalents 586,541
Cash and cash equivalents
Beginning of year 1.898.835
End of year $ 2,485,376

See accompanying notes.
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Note 1.

Note 2.

SPYGLASS TRADING, L.P.
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

THE PARTNERSHIP

Spyglass Trading, L.P. (the “Partnership”) was organized on January 29, 1997 under the laws of the
state of Texas. The General Partner of the Partnership is Rainbow Trading Corporation, which
conducts and manages the business of the Partnership. The Partnership is a broker and dealer in
securities registered with and regulated by the United States (U.S.) Securities and Exchange
Commission (SEC) and is a member firm of the National Association of Securities Dealers, Inc.
(NASD). The Partnership does not hold funds or securities for customers and does not carry accounts
of or for customers, but simply places customer orders through the clearing broker. All transactions
and accounts are carried on a “fully disclosed basis” with the clearing division of a recognized
national broker/dealer who serves as the clearing broker. As such, the Partnership operates under the
(k)(2)(i1) exempt provisions of rule 15¢3-3 of the SEC. The Partnership earns other commissions on a
percentage of sales compensation received from an unaffiliated broker dealer to whom the Partnership
refers investors.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.  Method of Reporting

The Partnership’s financial statements are presented in accordance with accounting principles
generally accepted in the United States of America, which require the use of certain estimates
made by the Partnership’s management. Commission revenue from the clearing brokers and
commission expense are recognized on a trade date basis. Other commissions are recognized on
the accrual basis. The Vanguard GNMA Fund and Calpine Corp., Senior Note investments are
stated at market value at the date of the statement of financial condition. Any change in net
unrealized gain or loss from the preceding period is reported in the statement of operations.
Interest is recorded on the accrual basis. Dividends are recorded on the ex-dividend date.

B.  Cash and Cash Equivalents

Cash and cash equivalents includes cash on deposit with banks and brokers and investments in
money market mutual funds. ‘

C. Income Taxes

The Partnership is not a taxpaying entity for U.S. and applicable state income tax purposes, and
thus no income tax expense has been recorded in the financial statements. The Partnership
prepares calendar year information tax returns and reports to the partners their allocable shares
of the Partnership’s income and expenses.

D. Property and Equipment

Property and equipment are recorded at cost. Depreciation is provided for over the estimated
useful lives of the assets using the straight-line method with lives that range from 3 to 5 years.
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SPYGLASS TRADING, L.P.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2004

Note 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

E.  Partners’ Capital Allocations

The income and expenses of the Partnership are allocated to the partners in proportion to their
respective ownership percentages.

Note 3. DEPOSIT WITH CLEARING BROKER

The Partnership entered into an agreement with a clearing broker which requires a minimum restricted
cash deposit of $100,000. Due to the restricted nature of the cash deposit, it is not considered a cash
equivalent for financial statement purposes.

Note 4. PROPERTY AND EQUIPMENT

At December 31, 2004, the Partnership’s property and equipment consisted of:

Furniture and equipment $ 250,625
Leasehold improvements 67,191
317,816

Accumulated depreciation (171.298)
Property and equipment, net $ 146,518

Note 5. LEASE OBLIGATION

The Partnership leases office facilities in Dallas, Texas, under a noncancelable operating lease
which was renewed in October 2001 and expires in 2007. The future minimum lease payments
under this operating lease are as follows:

2005 $ 114,605
2006 125,024
2007 31,256

$ 270,885

Rent expense under this office lease aggregated $110,954 for the year ended December 31, 2004.
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Note 5.

Note 6.

Note 7.

Note 8.

Note 9.

Note 10.

SPYGLASS TRADING, L.P.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2004

LEASE OBLIGATION (CONTINUED)

During the period January 1, 2004 to February 29, 2004, the Partnership utilized additional office
facilities of an unaffiliated company. During this period, the Partnership paid $13,747 to this
company under a month-to-month arrangement whereby the Partnership paid a percentage of that
company’s rent, utilities and other administrative expenses. This arrangement was terminated
effective February 29, 2004.

RELATED PARTY TRANSACTIONS

The Partnership has made advances to affiliates aggregating $1,442 at December 31, 2004,

A significant portion of the Partnership’s revenue comes from trading for Limited Partnerships and
other customers affiliated with the General Partner.

CREDIT RISK

The Partnership has assets on deposit with various financial institutions. In the event of a financial
institution’s insolvency, recovery of Partnership assets on deposit may be limited to account
insurance or other protection afforded such deposits.

NET CAPITAL

Pursuant to the net capital provisions of rule 15¢3-1 of the Securities Exchange Act of 1934, the
Partnership is required to maintain both minimum net capital, as defined under such provisions, and a
ratio of aggregate indebtedness to net capital not to exceed 15 to 1. At December 31, 2004, the
Partnership has net capital of $895,880, which is $795,880 in excess of its required net capital of
$100,000. The Partnership’s ratio of aggregate indebtedness to net capital is 0.18 to 1.

SUBSEQUENT EVENT

On January 3, 2005, the Partnership notified the SEC and NASD of its intent to distribute
$1,100,000 on January 7, 2005 to the partners. The actual amount distributed to the partners on
January 7, 2005 was $1,025,000.

GUARANTEES

In the normal course of business, the Partnership enters into contracts and agreements that contain a
variety of representations and warranties and which provide general indemnifications. The
Partnership’s maximum exposure under these arrangements is unknown, as this would involve future
claims that may be made against the Partnership that have not yet occurred. The Partnership expects
the risk of any future obligation under these indemnifications to be remote.
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SPYGLASS TRADING, L.P.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE
SECURITIES AND EXCHANGE COMMISSION

December 31, 2004

Total partners’ capital

Deduct items not allowable for net capital purposes
Non-allowable assets

Charges for securities owned, pursuant to SEC rule 15¢3-1

Net capital

Minimum net capital required — 6 2/3% of aggregate indebtedness (Note 1, below)
Minimum regulatory dollar net capital requirement

Net capital shown above

Minimum net capital requirement

Excess net capital

Total aggregate indebtedness (total liabilities)

Percentage of aggregate indebtedness to net capital

Reconciliation with Partnership’s computation:

Net capital as reported by the Company in Part Il A of
Form X-17a-5 as of December 31, 2004 (unaudited)

Adjustment to cash and cash equivalents
Adjustment to commissions receivable from clearing broker
Adjustment to other commissions receivable
Adjustment to accounts payable and accrued expense
Adjustment to due from affiliates
[tems not allowable for net capital

Net capital shown above

Note 1 — Computation of Aggregate Indebtedness

Total aggregate indebtedness at December 31, 2004 is as follows:

Total liabilities
Less indebtedness adequately
collateralized by cash

Aggregate indebtedness

$ 4,085,448

(3,149,089)

(40.479)
$ 895880
$ 10,542

$_ 100,000
$ 895,880

100,000

$ 795,880

$§ 158,125
18 %

$ 698,634
2,595
13,843
251,756
(4,348)
4,979
(71.579)

$_895.880

$ 158,125

0
5 158,125



SPYGLASS TRADING, L.P.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
UNDER RULE 15¢3-3 AND INFORMATION RELATING TO POSSESSION OR
CONTROL REQUIREMENTS UNDER RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION
December 31, 2004

The Partnership does not file information in accordance with rule 15¢3-3, as it is a broker-dealer which
clears all transactions with and for customers on a fully disclosed basis with a clearing broker/dealer.
Therefore, Spyglass Trading, L.P. claims the (k)(2)(ii) exemption in relation to rule 15¢3-3.
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SPYGLASS TRADING, L.P.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL

To the Partners
Spyglass Trading, L.P.

In planning and performing our audit of the financial statements and supplementary information of
Spyglass Trading, L.P. (the Partnership), for the year ended December 31, 2004, we considered its internal
control in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the Partnership’s internal control nor for the purpose
of expressing an opinion on the effectiveness of the Partnership’s internal control over financial reporting.
Accordingly, we express no such opinion.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Partnership, including tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g), in making the periodic
computations of aggregate indebtedness and net capital under rule 17a-3(a)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Partnership does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Partnership in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Partnership is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls,
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Partnership has responsibility are safeguarded against
loss from unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in
conformity with accounting principles generally accepted in the United States of America. Rule 17a-5(g)
lists additional objectives of the practices and procedures listed in the preceding paragraph.

-11-



Spyglass Trading, L.P.

Because of inherent limitations in internal control or the practices and procedures referred to above, error or
fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is subject
to the risk that they may become inadequate because of changes in conditions or that the effectiveness of
their design and operation may deteriorate.

Our consideration of the Partnership’s internal control would not necessarily disclose all matters in the
Partnership’s internal control that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which the design
or operation of the specific internal control components does not reduce to a relatively low level the risk
that error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. However, we noted no matters involving the Partnership’s internal control, that
we consider to be material weaknesses as defined above.

We understand that the practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Partnership’s practices and procedures
were adequate at December 31, 2004, to meet the SEC’s objectives.

This report is intended solely for the information and use of the partners, management, the SEC, the
National Association of Securities Dealers, Inc. and other regulatory agencies that rely on rule 17a-5(g)

under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not
intended to be and should not be used by anyone other than these specified parties.

Coliun fﬁ/ﬂ%.w Cusonals, [ / ¢

Hunt Valley, Maryland
February 10, 2005
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