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OATH OR AFFIRMATION

I, T L\ Omag S A - S QUn O(WS , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Cegvrnet pawv{; L. , as
of D 2 C 2 m lo e v 2! ,20_0Y , 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:

TG L7

Signature

CFoO

W/‘W

Notary Public KATHRINE G. COLETTA
This report ** contains (check all a 1cab1e boxes): NOTARY PUBLIC OF NEW JERSEY
(a) Facing Page. My Commission Expires Oct. 17, -
& (b) Statement of Financial Condition. 2007

?c) Statement of Income (Loss).
) Statement of Changes in Financial Condition.
(e¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
g/(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O () 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.
O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
IQ/[) An Oath or Affirmation.
[J (m) A copy of the SIPC Supplemental Report.
O (n) A reportdescribing 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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R.LMESSA

CERTIFIED PUBLIC ACCOUNTANTS

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 Partnersl'xip) as
of December 31, 2004, and the related statements of income, partner's equity and cash flows for the year
then ended. These financial statements are the responsil)ility of the Company's management. Qur

responsil)ility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generaﬂy acceptecl auditing standards. 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 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 lay management, as well as evaluating the overall financial

statement presentation. We believe that our audit provicles a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present J['airly, in all material respects, the financial
position of GARNET FUND L.P., as of December 31, 2004 and results of its operations and its cash
flow for the year then ended in conformity with generaﬂy accepted accounting principles.

Our examination was made for the purpose of forming a reasonable basis for an opinion on the basic
financial statements taken as a whole. The information contained on pages 12-13, is presented for purposes
of additional analysis and is not requirecl as part of the basic financial statements but as supplementary
information required lny Rule 17a-5 of the Securities and Exchange Commission. Such information has
been subject to the auditing proce&ures appliecl in the examination of the basic financial statements and in
our opinion, is 1r‘airly stated in all material respects in relation to the basic financial statements taken as a
iﬁ“ﬁi‘c‘h“’c’herule\s of the Securities and Exchange Commission.

(D)

whole and in co

—_—
R.L. Medga, CPAs
Woocuaury,
February 24, 2005
20 Crossways Park North, Suite 412, Woodbury, NY 11797 270 North Avenue, Suite 705, New Rochelle, NY 10801
TELEPHONE: (516) 364-4000 FACSIMILE: (516) 364-4060 TELEPHONE: (914) 654-0131 FACSIMILE: (914) 654-0132



GARNET FUND L.P.

Comparative Balance Sheet
For the Year Ended December 31,

ASSETS

Current Assets

Casl’l in Banla

Cash and Cash Equivalents at Bear Stearns
Due From Investec

Marketable Securities-(Note 2)
Non-Marketable Securities

Total Current Assets

Total Assets

LIABILITIES AND PARTNERS' CAPITAL

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

Total Current Lialjihties
Partners' Capital

TOTAL LIABILITIES AND PARTNERS'
CAPITAL

$

2004 2003
49,186 $ 46,526
1,853,261 1,981,560
45,098 10,832
2,409,177 1,060,484

15,000 15,000

$  4371,722 $ 3,114,402

$_ 4,371,722 $ 3114402
$ 174,551 $ 184,310
2,276,875 1,059,610
2,451,426 1,243,920
1,920,296 1,870,482
$ 4,371,722 $ 3114402

See accountant's report and accompanying notes

(4)



GARNET FUND L.P.

Comparative Statement of Income
For the Year Ended December 31,

NET TRADING REVENUE

Net realized and unrealized gain
on firm investments

Interest and dividends

Other income

Rebate income

Less Transactional Expenses:
Clearing charges

Dividend expense

Interest expense

Facilities & financing fees
Trader consulting fees

Total Net Trading Revenue (Loss)

EXPENSES

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

Regulatory and other fees

Filing Fees

Overhead expenses (Note 5)

Total Non-Transactional Expenses

Total Expenses

NET INCOME (LOSS)

See accountant's report and accompanying notes

2004

$ 2,544,244
13,090

781

12,192

47,565
11,447

-0-

2,071,049
158,082

$ 282,164

28,137
18,160
1,345
600
27,791

76,633

76,633

$ 205,531

(5)

IN®)
o]
o]
W

$ 474,615
19,631

2,354

18,257

61,080
24,266
10,912
338,563
39,838

$ 40,098

28,830
15,666
2,170
6,015
24,299

76,980
76,980

$ (36,882)




GARNET FUND L.P.

Statement of Changes in Partners' Capital
For the Period Ended December 31, 2004

Partners' Capital January 1, 2003 $ 1,870,482
Withdrawal of Capital (1585,717)
Net Income 205,531
Partners' Capital December 31, 2004 $_ 1,920,296

See accountant's report and accompanying notes

(6)




GARNET FUND L.P.

Statement of Cash Flow

For the Year Ended December 31, 2004

CASH FLOWS FROM OPERATING ACTIVITIES

Net Income from Statement of Income
Adjustments to Reconcile Net Income to Net Cash
Provided l)y Operating Activities:

Decrease in Accrued Expenses

Decrease Due from Broker Dealers

Increase in Due from Investec

Increase in Marketable Securities

Increase in Securities Sold and Not Yet Purchased
Net Cash Provided by Operations
CASH FLOWS FROM INVESTING ACTIVITIES

Distributions of Partners’ Capital

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH and CASH EQUIVALENTS at BEGINNING of PERIOD

CASH and CASH EQUIVALENTS at END of PERIOD

See accountant's report and accompanying notes

(7)

$ 205,531

(9,759)
128,298
(34,265)

(1,348,693)
1,217,265

168,377

(185,717)

2,660
_ 46,526

$ 49,186




GARNET FUND L.P.

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

Pursuant to Rule 17a-5(d)(4)
December 31, 2004

There are no differences between the Company's computation of net capital under Rule 15¢3-1 and as

shown on the schedule below.

Net Capital per Unaudited Focus report $ 1,920,296
Acljustments to Net Capital:
Non-Allowable Assets (15,000)
Net Capital before haircuts on Securities Positions $ 1,905,296
Unaudited Audited
Focus Focus
12/31/04 12/31/04
Haircut on Securities (computecl, where applicable,
Pursuant to SEC Rule 15¢3-1):
Other securities $ 612,564 $ 612,564
Undue Concentration 28,112 28112
Total Haircuts $ 640,676 $ 640,676
Minimum Net Capital — Note 6 $ 100,000 $ 100,000
Excess Net Capital 1,164,620 1,164,620
Excess Net Capital @ 1,000% 1,247,164 1,247,164
Total Aggregate Indebtedness $ 174,551 $ 174,551
Percentage of Al to Net Capital 15% 15%

Pursuant to SEC Rule 17a—5(d) (4) no differences exist between this audited computation of net capital
and the Fund’s corresponding computation as reported on the unaudited FOCUS Part II(A).

See accountant's report and accompanying notes
P panying

(8)



GARNET FUND L.P.

Notes to Financial Statements

December 31, 2004
Note 1 - GENERAL BUSINESS

The sources of revenue are income from firm investment accounts. GARNET FUND L.P. (the
”Partnership") primarily clears its brokerage activity through Bear, Stearns Securities Corp., a New York
Stock Exchange member and secondarily through Investec Bank (UK) Limited (Irish branch)
(“Investec”), a member of the London Stock Exchange and the Irish Stock Exchange. 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 Partnersl'xip includes cash on deposit 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, 2004 and 2003 are marked up to market value pursuant to NASD rules.

Certain Significant Estimates

Management uses estimates and assumptions in preparing financial statements in accordance with
generaﬂy acceptec]. accounting principles. Those estimates and assumptions affect the reportecl amounts
of assets and liabilities, the disclosures of contingent assets and liabilities, and reported 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 recognizecl 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, 2004

Note 4 - MARKETABLE SECURITIES

The partnership carries all long and short positions at market value and are accounted for using the same
methods as Investments described in Note 2.

At December 31, 2004 the following are the positions held by the Company:

Cost Market Value Unrealized Gain (Loss)
Securities owned at Market Value $2,217,016 $ 2,409,177 $ 192,161
Securities sold but not yet
Purchased $2117,527 $ 2,276,875 $(159,348)
Total Unrealized Gain at December 31, 2004 ﬁ 32,813

Note 5 - OVERHEAD EXPENSES

Overhead expenses have been charged to the Partnership in accordance with the Limited Partnership
Agreement at the rate of 0.2083% of monthly Partnership Net Asset Value.

Note 6 - MINIMUM NET CAPITAL

Asa registered broker-dealer, the Partnership is required to maintain minimum "net capital" 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 15¢3-1 of the
Securities Exchange Commission or 2) a minimum net capital of $100,000.

At December 31, 2004 the partnership had "excess net capital" in the amount of $ 1,164,620.

Partners' Capital may be restricted as to the availahility for the payment of returns of capital. Operations
may be restricted in order to maintain the required "net capital".

Should the partnership fail to maintain such capital requirements, it could be suhject to sanction or
possible suspension.

(10)




GARNET FUND L.P.

Notes to Financial Statements
December 31, 2004

Note 7 - RELATED PARTY TRANSACTIONS

The General Partner, Garnet Capita.l Management LLC, receives a montlﬂy management fee equal to
0.125% of the Net Asset Value of each Limited Partner's Book Capital Account as defined and adjusted

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

clescril:ed in Note 5.

Note 8 - SEC RULE 15C3-3 Exemption

The Company has claimed exemption from rule 15¢3-3 based on the fact that all transactions are cleared
through Bear, Stearns Securities Corp. on a fuﬂy disclosed basis. In the opinion of the management 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, 2004 to December 31, 2004..



R.L. MESSA

CERTIFIED PUBLIC ACCOUNTANTS
20 Crossways Park North,, Suite 412, Woodbury, NY 11797
TELEPHONE: (516) 364-4000 ¢+ FACSIMILE: (516) 364-4060

Report on System of Internal Accounting Control

To the Partners of
GARNET FUND L.P.

We have examined the financial statements of GARNET FUND L.P. for the year ended December

31, 2004 and have issued our report thereon. As part of our examination, we made a study and
evaluation of the Partnersiiip's system of internal accounting control (wiiicii includes the proceciures for
saieguar(iing securities) to the extent we considered necessary to evaluate the system as requireci i)y
generaﬂy accepteci auciiting standards.  The purpose of our stu(iy and evaluation, which included
oi)taining an understanding of the accounting system, was to determine the nature, timing and extent of
the auc].iting proce(iures necessary for expressing an opinion on the financial statements.

We also made a study of the practices and proceclures followed i)y the Partnership in maizing the petiodic
computations of aggregated indebtedness and net capital under Rule 17a- 3(a)(11) and the procedures for
determining compiiance with the exemptive provisions of Rule 1503(1))(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 cornpiying with the requirements for prompt payment for securities under
Section 8 of Regula’cion T of the Board of Governors of the Federal Reserve System, because the
Partnersiiip does not carry security accounts for customers or perform custodial functions reiating to

customer securities.

The management of the Partnership is responsibie for estai)iisiiing and maintaining a system of internal
accounting control and practices and proce&ures referred to in the preceding paragrapii. In i:uiiiiiing this
responsibility, estimates and judgments i)y management are required to assess the expecteci benefits and
related costs of control procedures and the practices and proceciures can be expecte(i to achieve the
Commission's above-mentioned o]ojectives. The objectives of a system and the practices and proceciures
are to provi(ie ‘management with reasonable, but not absolute, assurance that assets for which the
Partnership has responsibﬂity are saieguarded against loss from unauthorized use or ciisposition and that
transactions are executed in accordance with management's authorization and recorded properiy to
permit the preparation of financial statements in accordance with generaiiy accepte(i accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.



Because of inherent limitations in any internal accounting control procedures or the practices and
Y g P P

proceciures referred to ai)ove, errors or irregularities may nevertheless occur and not be detected. Aiso,

projection of any evaluation of them to future periocis is subject to the risk that they may become

inaclequate because of ci'ianges in conditions or that the ciegree of compiiance with them may deteriorate.

Our stu(iy and evaluation made for the limited purpose described in the first paragrapii would not
necessariiy disclose all material weaknesses in the system. Accor(iingiy, we do not express an opinion on

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

stu(iy and evaluation disclosed no condition that we believed to be a material weakness.

We understand that practices and proce(iures that accompiisii the o]:)jective referred to in the second
paragrapil of this report are considered i)y the Commission to be aciequate for its purposes in accordance
with the Securities Exciiange Act of 1934 and related reguia‘cions, and that practices and proce(iures that
do not accompiisii such objec’cives in all material respects indicate a material inaciequacy for such
purposes. Based on this un(ierstan(iing and on our s‘cu(iy, we believe that the Partnersi'iip's practices and

procedures were adequate at December 31, 2004 to meet the Commission's objectives.

This report is intended soieiy for the use of management and the Securities and Exciiange Commission

and should not be used for any other purpose.




