OMB APPROVAL

[T L == 2 o8

hours per response ...

0 20549
1003576 ( M
ANNUAL AUDITED REPORT SEC FILE NUMBER
 FORM X-17A-5
PART Il 8-42415

FACING PAGE
Information Required of Brokers and Dealers Pursuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT AS OF 12131109

MM/DDIYY

A. REGISTRANT IDENTIFICATION

QFFICIAL USE ONLY
NAME OF BROKER-DEALER: FIRM ID. NO.

CUTLER GROUP, L.P.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.Q. Box No.)
220 Montgomery Street, Suite 600

(No. and Street}

San Francisco California 94104
(City} (State) {Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Nader Sharabati (415) 293-3960

{Area Code - Telephone No)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report”

Ryan & Juraska, Certified Public Accountants

(Name ~ if individual, state tast, first, middie name)

141 West Jackson Boulevard, Suite 2250 Chicago lilinois 60604
(Address) {City} {State) (Zip Code)
CHECK ONE:

[X] Certified Public Accountant
[ ] Public Accountant
[ 1 Accountant not resident in United States or any of its possessions.

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant must be
supported by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).




OATH OR AFFIRMATION

I, Nader Sharabati, swear (or affirm) that, to the best of my knowiedge and belief, the accompanying

financial statement and supporting schedules pertaining to the firm of Cutler Group, L.P. as of

December 31, 2009 are true and correct. | 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:

None

ﬂé/é %Kmé q% |

Signature 7

Chief Financial Officer
Title

Subscribed and sworn to before me this

22" day of @mni , 2010

“OFFICIAL SEAL"
Philip C. Ryan
Notary Public, State of Tllinois
My Commission Expives 082042012

Phon

“Notary Public

This report** contains (check all applicable boxes)

{x] (@) Facing Page.

[x] (b) Statement of Financial Condition.

[ 1(c) Statement of Income (Loss).

[ 1(d) Statement of Cash Flows.

[ ]1(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.

[ 1() Statement of Changes in Liabilities Subordinated to Claims of General Creditors.

[x] (@ Computation of Net Capital for Brokers and Dealers pursuant to Rule 15¢3-1.

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

[x] () Information Relating to the Possession or Control Requirements for Brokers and Dealers Under
Rule 15¢3-3.

[ 1{) A Reconciiiation, 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. :

[ 1k} A Reconciliation between the audited and unaudited Statements of Financial Condition with
respect to methods of consolidation.
[(X] ) An Oath or Affirmation.

[ 1(m) A copy of the SIPC Supplemental Report.

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

[x] (0) Independent Auditors’ Report on Internal Accounting Control.

[ 1(p) Schedule of Segregation Requirements and Funds in Segregation - Customers’ Regulated
Commodity Futures Accounts Pursuant to CFTC Rule 1.10(d)2(iv).

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



RYAN & JURASKA

Certified Public Accountants
141 West Jackson Boulevard
Chicago, lllinois 60604

Tel: 312.922.0062
Fax: 312.922.0672

INDEPENDENT AUDITORS’ REPORT

To the Partners of
Cutler Group, L.P.

We have audited the accompanying statement of financial condition of Cutler Group, L.P.
(the “Partnership”) as of December 31, 2009, that you are filing pursuant to Rule 17a-5 under
the Securities Exchange Act of 1934. This financial statement is the responsibility of the
Partnership'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 statement of financial condition is 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 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 Cutler Group, L.P. as of December 31, 2009, 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
statement taken as a whole. The information contained in the supplementary schedules is
presented for purposes of additional analysis and is not a required part of the basic financial
statement, 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 our audit of the basic financial statement and, in our opinion, is fairly stated in all
material respects, in relation to the basic financial statement taken as a whole.

@d/ﬂ i/mm

Chicago, lllinois
February 18, 2010



CUTLER GROUP, L.P.
Statement of Operations
Year Ended December 31, 2009

Revenues
Trading gains
Interest and dividends
Other

Expenses
Interest and dividends
Commissions, execution and clearing fees
Exchange dues and charges
Employee compensation and benefits
Membership rental
Software licenses
Communications
Professional fees
Depreciation
Other operating expenses

Net income

See accompanying notes.

56,553,883
56,161
680,711

57,290,755

12,422,740
10,187,328
5,916,640
5,568,841
4,151,886
1,513,772
645,732
572,117
316,779
774,400

42,070,235

15,220,520




CUTLER GROUP, L.P.
(A California Limited Partnership)

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2009

1. Organization

Cutler Group, L.P. (the “Partnership”), a California limited partnership, was organized on
February 1, 1994. The Partnership is a broker-dealer registered with the Securities and
Exchange Commission and is a member of NYSE Arca, Inc. and the Chicago Board
Options Exchange (the “CBOE”). The Partnership is a market maker on the NASDAQ OMX
and the CBOE and engages primarily in the proprietary trading of exchange-traded equity
securities and equity options contracts.

The Partnership’s general partner is Trent Cutler Capital, LLC (the “General Partner”). The
General Partner conducts and manages the business of the Partnership.

2. Summary of Significant Accounting Policies

Revenue Recognition and Securities Valuation

Securities transactions and related revenue and expenses are recorded on a trade date
basis. Securities owned and securities sold, not yet purchased are recorded in the
statement of financial condition at fair value in accordance with Statement of Financial
Accounting Standards No. 157, with related unrealized profit or loss included in net trading
gain in the statement of operations.

Income Taxes
No provision has been made for federal income taxes, as the taxable income of the

partnership is included in the respective income tax returns of the partners.

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 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 these estimates.

Depreciation
Depreciation of furniture and computer equipment is computed using the straight-line

method for financial reporting and the straight line and accelerated methods for income tax
purposes.

Cash Equivalents
Cash equivalents consist of money market deposits with maturities of less than three

months.




CUTLER GROUP, L.P.
(A California Limited Partnership)

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2009

3. Partnership Agreement

Profit and Loss Allocations

All profits and losses are allocated quarterly, after allocations to the Self-Backed Traders
(see Note 6), subject to the following:

a.

“Designated Net Profits” and “General Net Profits”, as defined in the Partnership’s
Agreement of Limited Partnership, shall first be allocated to limited partners in
proportion to their respective ownership percentages as of the first day of each calendar
quarter to remove unrecouped “Designated Net Losses” and “General Net Losses”, as
defined in the Partnership’s Agreement of Limited Partnership, for such limited partners.

Class B Limited Partners, as defined in the Partnership’s Agreement of Limited
Partnership, are allocated all remaining Designated Net Profits and Designated Net
Losses in proportion to their respective Class B percentage interest. After the allocation
to the Class B Limited Partners, the remaining Designated Net Profits and Designated
Net Losses are allocated in the same manner as General Net Gains and General Net
Losses. Class B Limited Partners are allocated 1% of all remaining General Net Profits,
after the allocation for unrecouped General Net Losses, and General Net Losses in
proportion to their respective Class B interest.

After the 1% allocation to Class B Limited Partners, the General Partner will be
allocated 39.5% of remaining General Net Profits and General Net Losses. The
General Net Profits and General Net Losses remaining each calendar quarter after the
39.5% allocation to the General Partner are then allocated to the Class A Limited
Partners, as defined in the Partnership’s Agreement of Limited Partnership, and the
General Partner in proportion to their respective ownership percentages as of the first
day of such calendar quarter. The General Partner's allocation is credited to the
General Partner's capital account as of the end of each calendar quarter. However, it is
not withdrawable by the General Partner until the end of each calendar year. The
General Partner's allocation is subject to recoupment by the limited partners in a
subsequent calendar quarter within the same calendar year where there is a loss in
such subsequent calendar quarter.

4. Distributions and Withdrawals

The Partnership is not required to make distributions, but may do so at the discretion of the
General Partner. A limited partner may request a withdrawal of his or her entire capital
account, or any portion thereof, as of the end of any calendar quarter, by giving 30 days
prior written notice to the General Partner; provided that the limited partner maintained his
or her investment for a minimum one year period. The General Partner may accept
withdrawal requests of shorter notice at its discretion.



CUTLER GROUP, L.P.
(A California Limited Partnership)

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2009

5. Credit Concentration

At December 31, 2009, a significant credit concentration consisted of approximately $36.6
million, representing the market value of the Partnership’s trading accounts carried by its
clearing broker, Merrill Lynch Professional Clearing Corp. Management does not consider
any credit risk associated with this net receivable to be significant.

At December 31, 2009 a significant credit concentration consisted of cash deposited in bank
accounts that exceeded federally insured limits by approximately $3.2 million which
represents approximately 8% of the Partnership’s capital. The Company has not
experienced any losses in such accounts. Management believes the Company is not
exposed to any significant credit risk on cash.

6. Agreements and Related-Party Transactions

The Partnership has a Joint Back Office (“*JBO”) clearing agreement with Merrill Lynch
Professional Clearing Corp. (‘ML-PRQ”). The agreement allows JBO participants to receive
favorable margin treatment as compared to the full customer margin requirements of
Regulation T. As part of this agreement, the Partnership has invested $20,000 in the
preferred shares of ML-PRO. The Partnership’s investment in ML-PRO is reflected in other
assets in the statement of financial condition. Under the rules of the Financial Industry
Regulatory Authority, the agreement requires that the Partnership maintain a minimum net
liquidating equity of $1 million with ML-PRO, exclusive of its preferred stock investment.

The Partnership has entered into trading agreements with certain of its traders (the “Self-
Backed Traders”). Under these agreements, the Self-Backed Traders have agreed to
contribute capital to fund their trading activites. The Self-Backed Traders receive a
percentage of the “net revenues” (trading gains less expenses) of their respective trading
accounts, as defined in the trading agreements. Such allocations are credited to the
respective limited partner capital accounts of the Self-Backed Traders. The Self-Backed
Traders’ profit allocations are deducted from total partnership income before determining
the net profit or loss to be allocated to the partners on a pro rata basis. At December 31,
2009, the Self-Backed Traders’ capital totaled approximately $20,619,000 of the total
partnership capital of $40,153,000.

7. Derivative Financial Instruments and Off-Balance Sheet Risk

In the normal course of business the Partnership enters into transactions in derivative
financial instruments and other financial instruments with off-balance sheet risk that include
exchange-traded equity and index options and short stocks. All derivative instruments are
held for trading purposes. All positions are reported in the accompanying statement of
financial condition at market value and gains and losses from derivative financial
instruments are included in trading gains in the statement of operations.



CUTLER GROUP, L.P.
(A California Limited Partnership)

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2009

7. Derivative Financial Instruments and Off-Balance Sheet Risk, continued

Options grant the purchaser, for the payment of a premium, the right to either purchase
from or sell to the writer a specified instrument under agreed terms. As a writer of options,
the Partnership receives a premium in exchange for bearing the risk of unfavorable changes
in the price of the financial instruments underlying the options.

In the normal course of business the Partnership enters into transactions in derivative
financial instruments and other financial instruments with off-balance sheet risk that include
exchange-traded equity and index options and short stocks. All derivative instruments are
held for trading purposes. All positions are reported in the accompanying statement of
financial condition at market value and gains and losses from derivative financial
instruments are included in trading gains in the statement of operations.

Options grant the purchaser, for the payment of a premium, the right to either purchase
from or sell to the writer a specified instrument under agreed terms. As a writer of options,
the Partnership receives a premium in exchange for bearing the risk of unfavorable changes
in the price of the financial instruments underlying the options.

8. Net Capital Requirements

The Partnership is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (Rule 15(c)3-1) and various exchange rules. Under the highest requirement, the
Partnership is required to maintain "net capital" equal to the greater of $1,000,000 or 6 and
%4% of “aggregate indebtedness”, as defined.

At December 31, 2009, the Partnership had net capital and net capital requirements of
$23,743,494 and $1,000,000, respectively.

9. Fair Value Disclosure

The Partnership adopted Statement of Financial Accounting Standards No. 157 ("SFAS No.
157"), which requires, among other things, enhanced disclosures about investments that
are measured and reported at fair value. SFAS No. 157 establishes a fair value hierarchy
for inputs used in measuring fair value that maximizes the use of observable inputs and
minimizes the use of unobservable inputs by requiring that the most observable inputs be
used when available. Observable inputs are those that market participants would use in
pricing the asset or liability based on market data obtained from sources independent of the
Partnership. Unobservable inputs reflect the Partnership's assumptions about the inputs
market participants would use in pricing the asset or liability developed based on the best
information available in the circumstances. The fair value hierarchy prioritizes the inputs to
valuation techniques used to measure fair value into three broad levels:

Level 1 Inputs Quoted prices in active markets for identical assets or liabilities at the
reporting date.



CUTLER GROUP, L.P.
(A California Limited Partnership)

NOTES TO STATEMENT OF FINANCIAL CONDITION, Continued
December 31, 2009

9. Fair Value Disclosure, continued

Level 2 Inputs Other than quoted prices included with Level 1 that are observable for
substantially the full term of the asset or liability, either directly or
indirectly. Level 2 assets include quoted prices for similar assets or
liabilities in active markets; quoted prices for identical or similar assets or
liabilities that are not active; and inputs other than quoted prices that are
observable, such as models or other valuation methodologies.

Level 3 Inputs Unobservable inputs for the valuation of the asset or liability. Level 3
assets include investments for which there is little, if any, market activity.

These inputs require significant management judgment or estimation.

The following table presents the Partnership's fair value hierarchy for those assets and
liabilities measured at fair value on a recurring basis as of December 31, 2009:

Level 1
Assets Liabilities
Securities
Sold,
Securities Not Yet

Owned Purchased
Stocks $ 237,743,634 $ 213,840,728
Options 126,281,198 153,813,427

$ 364,024,832 $ 367,654,155

At December 31, 2009, the Partnership held no Level 2 or Level 3 investments.



SUPPLEMENTAL SCHEDULES



CUTLER GROUP, L.P.
Computation of Net Capital for Broker and Dealers pursuant to Rule 15¢3-1

December 31, 2009

Computation of net capital

Total partners' capital $ 40,153,000
Deduct partners' capital not allowable for net capital (13,734,936)
Total partners' capital qualified for net capital 26,418,064

Deductions and/or charges:
Nonallowable assets:

Exchange memberships, at cost $ 1,994,000

Furniture and equipment, net 216,000

Other assets 20,065 (2,230,065)
Net capital before haircuts on securities positions 24,187,999

Haircuts on securities:

Trading and investment securities:
Other securities $ 444 505 (444,505)

Net capital $ 23,743,494

Computation of basic capital requirement

Minimum net capital required (greater of $1,000,000 or 6 %%
of aggregate indebtedness) 1,000,000

Net capital in excess of net capital requirement $ 22,743,494

Computation of aggregate indebtedness
Aggregate indebtedness $ 2,600,313
Ratio of aggregate indebtedness to net capital % 10.95

There are no material differences between the above computation and the Company’s
corresponding unaudited Form FOCUS Part Il filing as of December 31, 2009.

See accompanying notes.



CUTLER GROUP, L.P.

Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3

December 31, 2009

The Company did not handle any customer cash or securities during the year ended December
31, 2009 and does not have any customer accounts.

CUTLER GROUP, L.P.
Information Relating to Possession or Control Requirements pursuant to Rule 15¢3-3

December 31, 2009

The Company did not handie any customer cash or securities during the year ended December
31, 2009 and does not have any customer accounts.



RYAN & JURASKA
Certified Public Accountants

141 West Jackson Boulevard
Chicago, lllinois 60604

Tel: 312.922.0062
Fax: 312.922.0672

INDEPENDENT AUDITORS’ REPORT
ON INTERNAL CONTROL

To the Partners of
Cutler Group, L.P.

In planning and performing our audit of the financial statements of Cutler Group, L.P. (the
“Partnership”) as of December 31, 2009, we considered its internal control structure, including
control activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statement and not to provide assurance on the
internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “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 (or aggregate debits) 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:

@) 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 an internal
control structure 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 internal control structure policies and procedures, 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 an internal control structure 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 the financial statement in accordance with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the

preceding paragraph.



R&J

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.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statement that is
more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statement will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be
material weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securities that we consider to be material weaknesses, as defined above.

We understand that 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, 2009 to meet the SEC’s

objectives.

This report is intended solely for the information and use of management, the SEC, the Financial
Industry Regulatory Authority 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.

@d/ﬂ cr‘yméa__

Chicago, lllinois
February 18, 2010



CUTLER GROUP, L.P.
(A California Limited Partnership)

STATEMENT OF FINANCIAL CONDITION
AND SUPPLEMENTARY SCHEDULES
PURSUANT TO SEC RULE 17a-5(d)

December 31, 2009
AVAILABLE FOR PUBLIC INSPECTION




