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OATH OR AFFIRMATION

I, Robert H. Lynch, Jr., swear (or affirm) that, to the best of my knowledge and believe the accompanying
financial statement and supporting schedules pertaining to the firm of ___Aristeia Trading, LLC _,as of

December 31 , 2001 , are true and correct. 1 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:

No exceptions.

U g

Signature

Managing Member of the Manager,

Aristeia Advisors, LLC i

Notary Pubhc A
Notary P\tlc. ”dN.Yo‘
No. 01

oua .ﬁdhmc—“g‘oé

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

X (a) Facing Page.

BJ (b) Statement of Financial Condition.

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

[J (d) Statement of Cash Flows.

[J (e) Statement of Changes in Members’ Equity or Partners’ or Sole Proprietor’s Capital.
[J (O Statement of Changes in Liabilities Subordinated to Claims of Creditors.

O (@ Computation of Net Capital.

0 m Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
[J (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

[J G) 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 Statements of Financial Condition with respect to methods of
consolidation.

B (1) An Oath or Affirmation.
[J (m) A copy of the SIPC Supplemental Report.
DI (n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(¢e)(3).
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' ' BDO Seidman, LLP 330 Madison Avenue
' B D O Accountants and Consultants New York, New York 10017-5001
' ® Telephone: (212) 885-8000

Fax: (212) 697-1299

Independent Auditors’ Report

The Member of
Aristeia Trading, LLC
New York, New York

We have audited the accompanying statement of financial condition of Aristeia Trading,
LLC (a limited liability company), including the condensed schedule of investments, as
of December 31, 2001. 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 statement of financial condition is free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the statement of financial condition. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall statement of financial condition
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in
all material respects, the financial position of Aristeia Trading, LLC at December 31,

2001, in conformity with accounting principles generally accepted in the United States
of America.

//_'?BO SZ—;&LW\A,J , LC’O

January 22, 2002




Aristeia Tradin

Statement of Financial C

December 31, 2001

Assets
Investments in securities, at fair value (cost - $152,401,723) (Notes 1 and 2) $158,622,304
Due from broker (Note 2) 37,060,655
Accrued interest and dividends 657,329
Other assets 19,337
‘ $196,359,625
Liabilities and Member’s Equity
Liabilities:
Securities sold, not yet purchased, at market value (proceeds -
$130,444,176) (Notes 1 and 2) $128,884,043
Accrued expenses and other liabilities 22,000
Due to related parties (Note 4) 50,366
Total liabilities 128,956,409
Commitments and contingencies (Notes 1, 2 and 3)
Member’s equity (Notes 2 and 3) 67,403,216
$196,359,625

See accompanying summary of business and significant accounting policies
and notes to statement of financial condition.




Aristeia Tradi

Condensed Schedule of Inv

December 31, 2001

Number of
shares or % of net
~ par value assets Fair value
Investments in securities, at fair value
Preferred stock:
Aerospace 11% $ 717,642
Biotechnology:
3,630 Cephalon Inc. 2.5% 12/01/06 5.9 3,956,700
Other 39 2,599,080
Computer Software:
2,082 Affiliated Computer Services 4% 03/15/05 7.7 5,211,246
Diversified Services:
4,400 Interpublic Group 0% 12/14/21 5.5 3,734,500
3,300 Omnicom Group, Inc. 0% 2/7/31 5.1 3,403,950
Other 0.1 72,160
Drug Manufacturing: ‘
4,620 Sepracor Inc. 5.75% 11/15/06 7.4 5,042,730
Other 6.4 4,278,220
Electronics: '
6,255 Tyco International Ltd 0% 11/17/20 7.2 4,850,753
2,750 Teradyne Inc. 3.75% 10/15/06 5.6 3,752,375
Other 13.3 8,969,950
Health Products:
8,030 Medtronic Inc. 1.25% 09/15/21 12.7 8,527,860
Other 7.3 4,936,250 .
Insurance:
6,050 XL Capital Limited 0% 5/23/21 5.7 3,881,680
Other 2.0 1,311,750
Leisure: :
5,500 Cendant 3.88% 11/26/11 8.7 5,885,000
8,140 Carnival Corp. 0% 10/24/21 6.5 4,403,740
Other 3.7 2,457,263

See accompanying summary of business and significant accounting policies
and notes to statement of financial condition.




Aristeia Tradin

December 31, 2001

Number of
shares or % of net
par value assets Fair value
Investments in securities, at fair value (continued)
Preferred stock (continued):
Manufacturing 4.0% $ 2,677,120
Media 7.4 4,969,078
Metals & Mining 4.7 3,192,000
Real Estate 1.7 1,158,300
Retail:
8,800 Costco Companies, Inc. 0% 08/19/17 13.3 8,980,400
6,050 Lowe's Companies 0% 10/19/21 9.0 6,068,150
Other 13.2 8,898,285
Telecommunications:
8,525 AVAYA Inc. 0% 10/31/21 6.9 4,637,600
4,400 Corning, Inc. 3.5% 11/01/08 7.4 4,966,500
Other 6.0 4,030,164
Utilities:
6,600 Calpine Corp. 4% 12/26/06 11.3 7,654,020
Total preferred stock 200.7 135,224,466
Common stock: |
Banking - 5,385
Electronics 1.8 1,240,188
Energy:
591,630 Chesapeake Energy Corp. 5.8 3,910,674
Other 0.2 175,560
Leisure 3.2 2,138,400
Retail 0.4 273,874
Telecommunications 3.2 2,121,143
Utilities 1.0 660,875
Total common stock 15.6 10,526,099

See accompanying summary of business and significant accounting policies
and notes to statement of financial condition.




Aristeia Tradin

Condensed Schedule of Inve

December 31, 2001

Number of
shares or % of net
par value assets Fair value
Investments in securities, at fair value (continued)
Preferred stock:
Computer Software 27% $ 1,855,260
Electronics:
215,006 Solectron Corp. 7.25% 11/15/04 9.1 6,159,922
Energy 0.3 197,494
Metals & Mining 0.1 48,660
Telecommunications 2.8 1,867,492
Total preferred stock 15.0 10,128,828
U.S. government obligations 4.1 2,742,911
Total investments in securities,
at fair value 235.4%  $158,622,304

See accompanying summary of business and significant accounting policies
and notes to statement of financial condition.




Aristeia Tradin

Condensed Schedule of Inv

December 31, 2001

Number of
shares or % of net
par value assets Fair value
Securities sold, not yet purchased
Common stock:
Aerospace 0.8% $ 532,620
Biotechnology 6.8 4,583,695
Computer Software:
48,715 Affiliated Computer Services 7.7 5,170,123
Other ' 2.4 1,605,286
Diversified Services 3.6 2,450,924
Drug Manufacturing:
64,658 Sepracor Inc. 5.5 3,689,385
Other 2.4 1,652,478
Electronics:
430,056 Solectron 7.2 4,851,032
Other 15.0 10,109,270
Energy:
591,630 Chesapeake Energy Corp. _ 5.8 3,910,674
Other 0.5 308,352
Health Products 7.7 5,193,989
Insurance 3.2 2,180,763
Leisure 12.2 8,240,872
Manufacturing : 1.3 878,325
Media 4.1 2,782,459
Metals & Mining 3.5 2,380,838
Real Estate 0.8 533,561
Retail:
193,930 Costco Companies, Inc. 12.8 8,606,613
Other 12.8 8,593,531

See accompanying summary of business and significant accounting policies
and notes to statement of financial condition.




Aristeia Tradi

Condensed Schedule of Inv

December 31, 2001

Number of
shares or % of net
par value assets Fair value
Securities sold, not yet purchased (continued):
Common stock (continued):
Telecommunications:
386,562 Corning, Inc 11.2% $ 3,448,133
Other 5.1 7,565,573
Utilities:
304,810 Calpine Corp. 7.6 5,117,760
Total common stock 140.0 94,386,256
Corporate bonds:
Health Products 0.7 453,200
Drug Manufacturing 1.2 791,440
Leisure 3.9 2,628,560
Retail 0.9 623,700
Telecommunications 0.6 392,650
Utilities 1.7 1,161,600
Total corporate bonds 9.0 6,051,150
Preferred stock:
Retail 0.8 542,300
Utilities 1.6 1,082,840
Total preferred stock 2.4 1,625,140
U.S. government obligations 39.8 26,821,497
Total securities sold, not yet
purchased 191.2%  $128,884,043

See accompanying summary of business and significant accounting policies
and notes to statement of financial condition.




Aristeia Tradi

Summary of Business and Significant Accountin

Business Aristeia Trading, LLC (“Trading”) is registered as a broker-dealer
in securities under the provisions of the Securities Exchange Act
of 1934 and is an associate member of the American Stock
Exchange, Inc. Trading operates under the exemptive provisions
of the Securities and Exchange Commission (“SEC”) Rule 15¢3-
3(k)(2)(ii). Trading is a Delaware limited liability company that is
a wholly-owned subsidiary of Aristeia Partners, L.P. (“Parent”).
Aristeia Advisors, LLC (“Manager™) is the general partner of the
Parent.

Trading participates in a joint back office arrangement with its
clearing broker and performs the majority of the Parent’s trading
activities.

Securities Transactions Securities transactions and related expenses are recorded on a
trade date basis. Securities listed on a national exchange are
valued at the last sales price on the date of valuation. Securities
not listed on a national exchange are valued at the last sales price
on the date of valuation or, if such price is not available, at the
mean of the bid and ask prices supplied by market making
broker-dealers at the close of business. Restricted securities, and
other securities for which quotations are not readily available, are
valued at fair value as determined by the Manager. The ability of
issuers of debt securities held by Trading to meet their obligations
may be affected by economic and political developments in a
specific country or region. It is possible that the estimated value
may differ significantly from the amount that might ultimately be
realized in the pear term, and the difference could be material. The
resulting unrealized gains and losses are reflected in the statement
of operations.

Dividends are recorded on the ex-dividend date and interest is
accrued in the period earned.

10




Aristeia Tradin

Summary of Business and Significant Accounting
|

Foreign Currency Investment securities and other assets and liabilities denominated
in foreign currencies are translated into US dollar amounts at the
date of valuation. Purchases and sales of investment securities and
income and expense items denominated in foreign currencies are
translated into US dollar amounts on the respective dates of
transactions.

Trading isolates that portion of the results of operations resulting
from changes in foreign exchange rates on investments from the
fluctuations arising from changes in market prices of securities
held. Such fluctuations are included in net realized gains on
securities and foreign currency transactions on the statement of
operations.

Reported net realized foreign exchange gains or losses arise from
sales of portfolio securities, sales and maturities of short-term
securities, sales of foreign currencies, currency gains or losses
realized between the trade and settlement dates on securities
transactions, and the difference between the amounts of dividends,
interest, and foreign withholding taxes recorded on Trading’s
books and the US dollar equivalent of the amounts actually
received or paid. Net unrealized foreign exchange gains and losses
arise from changes in the values of assets and liabilities, including
investments in securities at fiscal period-end, resulting from
changes in the exchange rate.

Derivative Instruments Trading’s policy is to recognize all derivatives as either assets or
liabilities in the statement of assets and liabilities and to measure
those instruments at fair value. Market values for derivatives
traded on a national exchange, principally certain options, are
based on quoted market prices. Fair values for over-the-counter
derivative financial instruments, principally options and swaps,
are based on pricing models intended to approximate the amounts
that would be paid to or received from a third party in settlement
of the contracts. Factors taken into consideration include credit
spreads, market liquidity, concentrations, and funding and
administrative costs incurred over the lives of the instruments.
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Aristeia Tradi

Summary of Business and Significant Accountin

Derivatives used for hedging purposes by Trading include swaps,
purchased and short options.

Trading utilizes option contracts and warrants in connection with
its trading activities. Option contracts provide a counterparty with
the right, but not the obligation, to purchase or sell a financial
instrument at a predetermined exercise price before or on an
established date. As writer of an option, Trading bears the risk of
an unfavorable change in the price of the security underlying the
written option. Warrants have characteristics similar to those of
options in that the buyer has the right to purchase a financial
instrument at a specific future date and price.

Trading utilizes equity and credit swap contracts as economic
substitutes for investments in equity securities. Equity swap
contracts are arrangements whose valuation and resultant gain or
loss are based upon the market value fluctuations of underlying
equity securities. Trading’s equity swap contracts provide for cash
settlements at the termination date of the contract. Trading had no
open swap contracts at year-end December 31, 2001.

Income Taxes Trading is a limited liability company whose sole member,
Aristeia Partners, LP, is required to report Trading’s income (loss)
on its income tax returns. Accordingly, no income tax provision

- has been made in the accompanying financial statements.

Use of Estimates The preparation of a statement of financial condition in
conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the statement of
financial condition. Actual results could differ from those
estimates.

12




2.

Investments in
Securities and
Securities Sold,
Not Yet Purchased

Due from Broker

Notes to Statement of Financial C

Investments in securities and securities sold, not yet purchased
consist of:

Securities
Investments sold, not yet

in securities purchased
Corporate bonds $135,224,465 $ 6,051,150
Preferred stocks 10,128,828 1,625,140
Common stocks 10,526,100 94,386,256
U.S. Government obligations 2742911 26,821,497

$158,622,304 $128,884,043

Securities sold, not yet purchased obligate Trading to purchase
such securities at a future date. Trading has recorded these
obligations in the financial statements at the December 31, 2001
fair value of the related securities. Trading is subject to market
risk and will incur a loss if the fair value of these securities
increases subsequent to December 31, 2001.

Trading has a prime brokerage agreement with a brokerage firm to
carry its account as a customer. The broker has custody of
Trading’s securities and, from time to time, cash balances which
may be due from this broker.

These securities and/or cash positions serve as collateral for any
amounts due to broker as well as collateral for securities sold short
or securities purchased on margin. The securities and/or cash
positions also serve as collateral for potential defaults of Trading.

Trading is subject to credit risk if the broker is unable to repay
balances due or deliver securities in its custody.

13




Aristeia Tradin

Notes to Statement of Financial C

3. Regulatory Net Trading is subject to the provisions of the Securities and
Capital Exchange Commission Uniformn Net Capital Rule (Rule 15¢3-1)
Requirements which requires the maintenance of minimum regulatory net capital

and requires that the ratio of aggregate indebtedness to regulatory
net capital, both as defined, shall not exceed 15 to 1. At
December 31, 2001, Trading had regulatory net capital of
$25,427,024 and required regulatory net capital of $100,000.
Trading’s net capital ratio was .00 to 1.

4. Related Party Aristeia Capital, LLC, the administrative manager for the Parent,
Transactions provides certain operational services to Trading. The Parent pays
‘ certain professional fees and other expenses on Trading’s behalf.
At December 31, 2001, approximately $19,000 was due to the
Parent for such expenses.
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. ' BDO Seidman, LLP 330 Madison Avenue
B D O Accountants and Consultants New York, New York 10017-5001
® Telephone: (212) 885-8000

AT Fax: {212) 697-1299

Independent Auditors’ Report on Internal
Control Required by Securities and Exchange
Commission Rule 17a-5 for a Broker Dealer
Claiming an Exemption for SEC Rule 15¢3-3

The Member
Aristeia Trading, LLC
New York, New York

In planning and performing our audit of the financial statements and supplemental
schedules of Aristeia Trading, LLC (“Company”) for the period from January 1, 2001 to
December 31, 2001, we considered its internal control, including control activities for
safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on internal
control.

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 Company, including
tests of such practices and procedures that we considered relevant to the objectives stated in
Rule 172-5(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 Company 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 Company 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 Company 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 Company 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 accordance with accounting principles generally

15




IBDO

accepted in the United States of America. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

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 internal control would not necessarily disclose all matters in 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 internal control, including 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 Company’s practices and procedures were adequate at
December 31, 2001 to meet the SEC’s objectives.

This report is intended solely for the use of management, the SEC, the ASE and other
regulatory agencies which 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.

B‘IBO Serdoman , LR

Certified Public Accountants

New York, New York

January 22, 2002
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