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OATH OR AFFIRMATION

1, | THOMAS A.SAUNDERS , swear (or affirm) that, to the
best of my knowledge .and belief the accompanying financial statement and supporting schedules pertaining to the firm of

GARNET FUND L P. , as of

DECEMBER 3 1,2001 , 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:

HOELINE WL LAVIGBA. //2 ﬁ%/
NOTARY PUELIC OF NEW JERBEY

Y COMMISSION EXPIRES SEPT 7, 2005 Signature

% % % CHIEF FINANCIAL OFFICER
Z < Title

Notal{y ublig

Facing page.
/( Statement of Financial Condition.
:g) Statement of Income (Loss).
Statement of Cash Flows.
¢) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprietor’s Capital.
Statement of Changes in Liabilities Subordinated to Claims of Creditors
i,(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.
.. . A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
0 Computation or Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
&) consolidation

;/6) 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 sin the date ofpxewous audit.
,,(o) --Supplemental independent Auditors Report on Internal Accounting Control.

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

-
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“*xFor conditions of confidential treatment of certain portions of this filing see section 240.17a-5(e)(3).
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Messa & Schneider, CPAs

A Limited Liability Partnership

Robert L. Messa, CPA 333 Hempstead Avenue, Suite 203, Malverne, NY 11565
Ronald J. Schneider, CPA (516) §23-9500 ¢ (516) 593-3828 * Fax (516) 599-2123

INDEPENDENT AUDITOR’S REPORT
To the Partners of
GARNET FUND L.P.

We have audited the accompanying balance sheet of GARNET FUND L.P. (a New York
Partnership) as of December 31, 2001, and the related statements of income, partner's equity and cash
flows for the year then ended. These financial statements are the responsii)iii‘cy of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with generaiiy accepte(i auciiting standards. Those standards
require that we pian and periorm the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining on a test basi s, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principies used and signi{icant estimates made i)y management, as well as evaiua’cing the
overall financial statement presentation. We believe that our audit provicies a reasonable basis for our

opinion.

In our opinion, the financial statements referred to above present ia.iriy, in all material respects, the

financial position of GARNET FUND L.P., as of December 31, 2001 and results of its operations
and its cash flow for the year then ended in coniormi’cy with generaiiy accepteci accounting principies.

Qur examination was made for the purpose of Jr‘orming a reasonable basis for an opinion on the basic
financial statements taken as a whole. The information contained on page 10, is presenteti for purposes
of additional anaiysis and is not requireci as part of the basic financial statements but as suppiementary
information requireci loy Rule 17a-5 of the Securities and Excilange Commission. Such information has
been sui)ject to the auciiting proceciures appiieci in the examination of the basic financial statements and
in our opinion, is iairiy stated in all material respects in relation to the basic financial statements taken

as a whole and in conformity with the rules of the Securities and Exciiange Commission.

PRI

{l— el

Messa & Sciineicier, CPAs
Malverne, New York
February 18, 2002




GARNET FUND L.P.

Comparative Balance Sheet
For the Year Ended December 31,

ASSETS

Current Assets

Cash

Due from Broker Dealers
Marketable Securities-(Note 2)

Miscellaneous Receivable

Non-Marketable Securities
Total Current Assets

Total Assets

LIABILITIES AND PARTNERS' CAPITAL

Current Liabilities
Accrued Expenses (Note 9)
Securities Sold and Not Yet Purchased (Note 4)

Total Current Liabilities
Partners' Capital

TOTAL LIABILITIES AND PARTNERS'
CAPITAL

1 d .
See accountant's report and accompanying notes

$

$

2000

16,820
9,484,538
5,754,104

1,852

15,000

15,272,314

$_ 15,272,314

$

(4)

1

301,060
4,759,726

5,060,786
10,211,528

7

14

2001

$ 34,379
2,977,119
352,393

0

15,000

$_ 3,378,891

$ 3,378,891

$ 246,590
362,739

609,329
2,769,562

$ 3378801
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GARNET FUND L.P.

Comparative Statement of Income

For the Year Ended December 31,

NET TRADING REVENUE

Net realized and unrealized gain(loss)

on firm investments
Interest and dividends

Rebate income

Less Transactional Expenses:
Clearing charges

Dividend expense

Floor Lrokerage

Interest expense

Trader consulting fees (Note 9)

Total Net Trac].ing’ Revenue(Loss)

EXPENSES

Non-Transactional Expenses
Management fee - General Partner (Note 7)
Legal and Audit

Regula’cory and Other Fees

Overhead Expenses (Note 5)

Total Non-Transactional Expenses
Total Expenses

Other Income:
Refund Regulatory Fees

NET INCOME((LOSS)

See accountant's report and accompanying notes

2000

$ ( 319,780)

$ (17,093)

$__ (652,189

(%)

252,127
1,322,599

117,040
329,840

9,147
475,823
340,189

237,850
18,215
3,311
375,720
635,096

635,096

3,800

2001

$ (7977
24,541
90,420

41,024
16,761
0

- 74,813
18,800

$ 158,767

59,932
18,000

2,200
83,692

163,824

163,824

0

$ (1,257)



GARNET FUND L.P.

Statement of Chang’es in Partners' Capital

For the Period Ended December 31, 2001

Partners' Capital January 1, 2001
Contributions to Capital
Withdrawal of Capital

Net Income (Loss)

Partners' Capital December 31, 2001

See accountant's report and accompanying notes

(6)

$ 10,211,528

0
(7,440,709)
(1.257)

$__ 2,769,562



GARNET FUND L.P.

Statement of Cash Flow
For the Year Ended December 31, 2001

CASH FLOWS FROM OPERATING ACTIVITIES
Net (Loss)

Other Changes in Balance Sheet accounts:

Decrease due from Broker Dealers

Decrease in Marketable Securities

Decrease in Accrued Expenses

Decrease in Misceﬂaneous Receival)le

Decrease in Securities Sold and Not Yet Purchased
Distributions of Partners’ Capital

Net Increase (Decrease) In Cash

Cash and Cash Equivalents At Beginning of Period

Cash and Cash Equivalen’cs at End of Period

' .
See accountant's report and accompanying notes

(7)

$ (1,287)

6,507,419
5,401,711
(54,470)
1,852
(4,396,987)

(7,440,709)
17,559
16,820

$ 34,379




GARNET FUND L.P.

Reconciliation and Computation of Net Capital (Rule 15¢3-1)

Pursuant to Rule 17a-5(d)(4)
December 31, 2001

There are no differences between the Company’s computation of net capital under Rule 15¢3 -1 and that
shown on the schedule below.

Net Capital per Unaudited Focus report $ 2,769,562
Adjustments to Net Capital:
Non-Allowable Assets (15,000)
Net Capita] before haircuts on Securities Positions $ 2,765,562
Unaudited Audited
Focus Focus
12/31/01 12/31/01

Haircut on Securities (computed, where applicable,

Pursuant to SEC Rule 15¢3-1):

Other securities $ 93,()67 $ 93,667
Total Haircuts 93,667 03,667
Minimum Net Capital — Note 6 $ 100,000 $ 100,000
Excess Net Capital 2,560,895 2,560,895
Excess Net Capital @ 1,000% 2,636,235 2,636,235
To’cal Aggregate Indebtedness $ 246,591 $ 246,591
Percentage of Al to Net Capital 0.27% 9.27%

Pursuant to SEC Rule 17a -5(&)(44) no differences exist between this audited computation of net capi’cal
and the Fund’s corresponcling computation as reported on th e unaudited FOCUS Part [1(A).

U .
See accountant's report and accompanying notes

(8)




GARNET FUND L.P.

Notes to Financial Statements

December 31, 2001
Note 1 - GENERAL BUSINESS

The primary sources of revenue is income from firm investment accounts. GARNET FUND L.P. (’che
"Partnersi—iip") clears all of its i)roizerage activity tiirougii Bear, Stearns Securities Corp., a New York
Stock Exchange member. Effective November 13, 1995, the Company is a registered broker/dealer with
the National Association of Securities Dealers and a member of the Securities Investor Protection

Corporation.

Note 2 - SIGNIFICANT ACCOUNTING POLICES

Cash and Cash Equivalents

For the statement of cash flows, the Par’cnership includes cash on (ieposit and money market funds with
maturities less than three months to be cash.

Investments
The Partnership carries all marketable securities at market value. Cost basis of marketable securities at

December 31, 2001 and 2000 are marked up to market value pursuant to NASD rules.

Certain Sig’niﬂcant E stimates

Management uses estimates and assumptions in preparing financial statements in accordance with
generaﬂy accep’ceci accounting principles. Those estimates and assumptions affect the reported amounts
of assets and 1iai)iii’cies, the disclosures of contingent assets and liabilities, and reporteci revenue and
expenses. Actual results could vary from the estimates that were assumed in preparing the financial
statements.

Note 3 - INCOME TAXES

The Partnership prepares its income tax returns on the accrual basis of accounting. As a result of
differences in income tax law and financial statement presentation, various items of revenue and expenses
may be recognizeci in different periods for book and tax accounting purposes. Since the entity does not
pay income tax as an entity, rather the individual partners report their pro -rata share of taxable income
on their respective income tax returns, these differences do not have any effect on these financial

statements.




GARNET FUND L.P.

Notes to Financial Statements
December 31, 2001

Note 4 - SECURITIES SOLD NOT YET PURCHASED

The partnership carries all short positions at market value and are accounted for using the same methods

as Investments described in Note 2.

Note 5 - OVERHEAD EXPENSES

Overhead expenses have been ci'iarge(i to the P ar’cnersilip in accordance with the Limited Partnersiiip
Agreement at the rate of 0.2083% of monthly Partnership Net Asset Value.

Note 6 - MINIMUM NET CAPITAL

Asa regis’cereci i)ro]:aer-cieaier, the Partnership is requireci to maintain minimum "net capitai" defined as
the greater of 1) a computation, whereby "required net capital” consists of 6 -2/3% of "aggregate
indebtedness" as these terms are defined in accordance with the provisions of Rule 15c3 -1 of the
Securities Exchange Commission or 2) a minimum net capital of $100,000.

At December 31, 2001 the partnership had "excess net capitai" in the amount of $2,560,895.

Partners' Capitai may be restricted as to the avaiiai)iiity for the payment of returns of capitai. Operations
may be restricted in order to maintain the require(i "net capitai".

Should the par’cnersilip fail to maintain such capi‘cai requirements, it could be subject to sanction or
possii)ie suspension.

Note 7 - RELATED PARTY TRANSACTIONS

The General Partner, Garnet Capi’cai Management LLC, receives a mon’ci]ly management fee equai to
0.125% of the Net Asset Value of each Limited Partner's Book Capitai Account as defined and a(ijus’ceci

in the Limited Partnersilip Agreement as well as reimbursement of non -transactional expenses as

described in NOTE 5.
Note 8 - SEC RULE 15C3-3 Exemption

The Company has claimed exemption from rule 15¢3 -3 hased on the fact that all transactions are cleared
tiirougii Bear, Stearns Securities Corp. on a Jniliy disclosed basis. In the opinion of the manag ement of

GARNET FUND L.P. the conditions of the Company's exemption from Rule 15¢3 -3 were complied
with throughout the period January 1, 2001 to December 31, 2001.

(10)




GARNET FUND L.P.

Notes to Financial Statements
December 31, 2001

Note 9 — CONTINGENCIES

The Company is a defendant in a civil action I which a past consultant aﬂeges causes of action for breach
of contract as well as other causes of action in which the plaintiff is seeking approximately $198,957.00
in unpaid commissions. The plaintiff is also seeking punitive damages, interest at 10% and costs of

-li’ciga’cion Management denies having any obliga‘cion to pay any monies whatsoever. Legal counsel

believes that the Company has meritorious defenses against any claim which may be asserted against the
Company which could result in a substantial reduction in the amount owed if not completely eliminate
any lial)ility. No’cwithstancling, management has chosen to accrue the entire amount of the unpai&

commissions as accrued expenses. The expense was charg ed against income in fiscal year 2000.

(11)




Messa & Schneider, CPAs

A Limited Liability Partnership

Robert L. Messa, CPA 333 Hempstead Avenue, Suite 203, Malverne, NY 11565
Ronald J. Schneider, CPA (516) 823-9500 # (516) 593-3828 ¢ Fax (516) 599-2123

Report on System of Internal Accounting Control

To ttie Partners ot
GARNET FUND L.P.

We have examined the financial statements of GARNET FUND L.P. for the year ended December
31, 2001 and have issued our report thereon. As part of our examination, we made a study and
evaluation of the Partnerstiip's system of internal accounting control (wtiicii includes the procectures for
sateguarciing securities) to the extent we considered necessary to evaluate the system as requirect i)y
generaiiy accepte(i au(iiting standards. The purpose of our stucty and evaluation, which included
oi)taining an un(ierstanciing of the accounting system, was to determine the nature, timing and extent of

the auctiting proce(iures necessary for expressing an opinion on the financial statements.

We also made a stucty of the practices and procectures followed t)y the Partnership in maieing the periociic
computations of aggregatect indebtedness and net capita.i under Rule 17a - 3()(11) and the proce(iures for
determining compliance with the exemptive provisions of Rule 15c3(h)(3). We did not review the
practices and examinations, counts, verifications and comparisons, and the recordation of differences
requireci i)y Rule 17a-13 or in compiying with the requirements for prompt payment for securities under
Section 8 of Reguiation T of the Board of Governors of the Federal Reserve System, because the
Partnerstiip does not carry security accounts for customers or pertorm custodial functions reiating to

customer securities.

The management of the Partnership is responsiloie for estainiistiing and maintaining a system of internal
accounting control and practices and proceciures referred to in the prececiing paragrapii. In tuitiﬂing this
responsii)iiity, estimates and juctgments ]ay management are requirect to assess the expected bene fits and
related costs of control proceciures and the practices and proceciures can be expecteti to achieve the
Commission's above mentioned oi)jectives. The o]ajectives of a system and the practices and proceciures
are to provicte management with reasonat)ie, but not at)soiute, assurance that assets for which the
Partnership has responsibility are sateguanieci against loss from unauthorized use or ctisposition and that
transactions are executed in accordance with management's authorization and recorded properiy to
permit the preparation of financial statements in accordance with generaily accepte(i accounting
principies. Rule 17a -5(g) lists additional oi)jectives of the practices and proce(iures listed in the preceding

paragrapti.




Because of inherent limitations in any internal accounting control proce(iures or the practices and
proceciures referred to above, errors or irregularities may nevertheless occur and not be detected. Aiso,
projection of any evaluation of them to future periocis is sui)jec’c to the risk that Jci'iey may become

ina(iequate because of ciianges in conditions or that the clegree of compiiance with them may deteriorate.

Our stuciy and evaluation made for the limited purpose described in the first paragrapi'i would not
necessariiy disclose all material weaknesses in the system. Accorclingiy, we do not express an opinion on

the system of internal accounting control of GARNET FUND L.P. ) taken as a whole. However, our

study and evaluation disclosed no condition that we believed to be a material weakness.

We understand that practices and proce(iiires that accompiisii the oi)jective referred to in the second
paragrapiq of this report are considered iay the Commission to be a(iequate for its purposes in accordance
with the Securities Exciiange Act of 1934 and related reguiation s, and that practices and proceciures that
do not accompiisii such oi)jec’cives in all material respects indicate a material ina(iequacy for such
purposes. Based on this un(ierstanciing and on our stutiy, we believe that the Partnersiiip's practices and
procedures were adequate at December 31, 2001 to meet the Commission's objectives.

This report is intended solely for the use of management and the Securities and Exchange Commission
and siioui not be used for any other purpose.

o

Messa & Sc neider, CPAs

Maiverne, NEW YOI'iQ
February 18, 2002




