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Report of Independent Registered Public Accounting Firm

The Board of Directors

GDK Inc

We have audited the accompanying statement of financial condition of GDK Inc the

Company as of December 31 2012 and the related notes to the statement of financial

condition

Managements Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of the statement of financial

condition in conformity with U.S generally accepted accounting principles this includes the

design implementation and maintenance of internal control relevant to the preparation and fair

presentation of statement of financial condition that is free from material misstatement whether

due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on the statement of financial condition based on our

audit We conducted our audit in accordance with auditing standards generally accepted in the

United States 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 involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statement The procedures selected depend on the auditors judgment

including the assessment of the risks of material misstatementof the fmancial statement whether

due to fraud or error In making those risk assessments the auditor considers internal control

relevant to the Companys preparation and fair presentation of the statement of financial

condition in order to design audit procedures that are appropriate in the circumstances but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we express no such opinion An audit also includes evaluating the appropriateness

of accounting policies used and the reasonableness of significant accounting estimates made by

management as well as evaluating the overall presentation of the statement of financial

condition

We believe that the audit evidence we have obtained is sufficient and appropriate to provide

basis for our audit opinion

member firm of Ernst Younq Global Limited



II

Opinion
In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of GDK Inc at December 31 2012 in conformity with U.S generally

accepted accounting principles

444Qt

February 27 2013

member firm of Ernst Young Global Limited



GDK INC

Assets

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2012

In thousands of U.S dollars except share amounts

Cash and cash equivalents

Due from brokers net

Securities owned at market or fair value cost of $2580640
Dividends receivable net of withholding tax of $246
Other assets

Total assets

Liabffities and Shareholders equity

Securities sold not yet purchased at market or fair value

proceeds of $2562121
Interest and dividends payable

Management fees payable

Floor brokerage fee payable

Accrued expenses and other liabilities

Total liabilities

Shareholders equity $.10 par value 150000 common shares authorized

3706.20 Class shares and 637.87 Class shares issued and outstanding

Total liabifities and Shareholders equity

The accompanying notes are an integral part of this statement offinancial condition

596

1494025

2632104

1865

92

4128682

2628036

6303

1238

450

107

2636134

1492548

4128682



GDK INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2012

Organization

GDK Inc the Company broker-dealer registered with the Securities and Exchange

Commission SEC of the United States and member of the Chicago Stock Exchange
commenced operations in July 1989 The Company British Virgin Islands corporation

maintains its principal office in Bermuda and primarily trades equities that are listed on U.S

exchanges exclusively for its own account

The Company is wholly owned by A.R.T International Holdings BVI Ltd British Virgin

Islands business company A.R.T Holdings A.R.T Holdings is controlled by its directors

who have delegated authority over the investment and trading activities of A.R.T Holdings to its

trading advisor A.R.T Advisors LLC Delaware U.S.A limited liability company A.R.T
Advisors Effective January 2012 Caxton Alternative Management L.P Delaware U.S.A

limited partnership CAM replaced Caxton Associates L.P Caxton in the administrative

and accounting services agreement and CAM directly or indirectly through Caxton provides

A.R.T Advisors with office space and accounting administrative and other facilities and

services including daily back-office processing support

As of October 2012 the Company terminated its administration agreement with International

Fund Services Ireland Limited Effective October 2012 the Company retained the services of

Citco Fund Services Cayman Islands Limited the Administrator as the administrator share

registrar and transfer agent

Significant Accounting Policies

Basis of Presentation

This statement of financial condition has been prepared in accordance with accounting principles

generally accepted in the United States of America U.S GAAP and are expressed in U.S
dollars Preparation of the statement of financial condition in accordance with U.S GAAP
requires management to make estimates and assumptions that could affect the amounts reported

in the statement of financial condition and accompanying notes Management believes that the

estimates used in preparing this statement of financial condition are reasonable Actual results

could differ from these estimates



GDK INC

NOTES TO STATEMENT OF FINANCIAL CONDITION CONTINUED

DECEMBER 31 2012

Significant Accounting Policies continued

Cash Equivalents

Cash equivalents may include money market accounts overnight funds time deposits

commercial paper and U.S treasury bills with maturity of months or less at the time of

purchase which are carried at cost plus accrued interest which approximates fair value At

December 31 2012 cash and cash equivalents primarily consists of cash held at one financial

institution

Valuation of Trading Positions

Trading positions of the Company are valued at market or fair value Market value is generally

based on quoted market prices If quoted market prices are not available fair value is determined

based upon other relevant factors including dealer price quotations and pricing models Pricing

models consider the time value volatility and other economic factors of the financial

instruments The fluctuations in the fair value of trading positions resulting in changes in

unrealized profit or loss are reflected in the shareholders equity on the statement of financial

condition

Trading positions which include securities owned and securities sold not yet purchased are

accounted for on trade date basis Dividends including those on securities sold not yet

purchased are recognized on the ex-dividend date net of applicable withholding taxes Interest

income and expense are accrued as earned or incurred

Subsequent market fluctuations of securities sold not yet purchased may require purchasing the

securities at prices which differ from the values reflected on the statement of financial condition



GDK iNC

NOTES TO STATEMENT OF FINANCIAL CONDITION CONTiNUED

DECEMBER 31 2012

Significant Accounting Policies continued

Fair Value of Financial Instruments

The Company is required to disclose its assets and liabilities measured at fair value in accordance

with fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair

value Fair value is defined as the price that the Company would receive to sell an investment or

pay to transfer liability in timely transaction with an independent buyer in the principal

market or in the absence of principal market the most advantageous market for the investment

or liability There is three tier hierarchy to distinguish between inputs that reflect the

assumptions market participants would use in pricing an asset or liability developed based on

market data obtained from sources independent of the reporting entity observable inputs and

inputs that reflect the reporting entitys own assumptions about the assumptions market

participants would use in pricing an asset or liability developed based on the best information

available in the circumstances unobservable inputs and to establish classification of fair value

measurements for disclosure purposes Various inputs are used in determining the value of the

Companys investments

The inputs are summarized in the three broad levels listed below

Level Valuations are based on quoted prices unadjusted for identical assets or liabilities in

active markets The types of assets and liabilities valued based on quoted market prices in active

markets and categorized by the Company as Level within the fair value hierarchy generally

include equities listed in active markets US government and corporate securities and listed

derivatives

Level Valuations are based on other observable inputs including but not limited to

Quoted prices for similar assets or liabilities in active markets

Inputs other than quoted prices that are observable for the asset or liability e.g interest

rates and yield curves observable at commonly quoted intervals

The types of assets and liabilities that trade in markets that are considered to be active but are

not valued based on quoted market prices broker or dealer quotations in active markets or

alternative pricing sources with reasonable levels of price transparency for such assets or

liabilities include instruments such as interest rate swaps foreign exchange forwards and

options commodity forwards and options non US government and corporate securities credit

derivatives and other types of liquid derivatives Level derivatives are valued using pricing

models based on the net present value of estimated future cash flows and directly observed prices

from exchange-traded derivatives or other OTC derivative contracts



GDK INC

NOTES TO STATEMENT OF FINANCIAL CONDITION CONTINUED

DECEMBER 31 2012

Significant Accounting Policies continued

Fair Value of Financial Instruments continued

Level Valuations are based on the Companys assumptions that it believes market

participants would use in pricing the asset or liability Level inputs are based on the best

information available in the circumstances which may include indirect correlation to market

value combinations of market values the Companys proprietary data or external pricing

services Level inputs generally include information derived through extrapolation or

interpolation of observable market data and primarily consist of private investments

The fair value measurements of assets and liabilities are classified in their entirety based on the

lowest level of input that is significant to the fair value measurement The Company recognizes

transfers between levels in the fair value hierarchy at the date of the event that caused the

transfer

Commissions and Soft Dollar Arrangements

Commission expenses are recognized upon the execution of the trade

In exchange for the direction of commission dollars to certain brokers A.R.T Advisors may
generate credits or soft dollars A.R.T Advisors will have the option to use these soft dollars

generated by the Company to pay for research related products and services Section 28 of

the U.S Securities Exchange Act of 1934 as amended provides safe harbor to trading

advisors who use soft dollars generated by their advised accounts to obtain investment research

and brokerage services that provide lawful and appropriate assistance to the advisor in the

performance of investment decision-making responsibilities The Company received soft dollar

credits of approximately $2.8 million for the year ended December 31 2012

The Company does not apply any rigid formula for selecting brokers or dealers to effect

transactions nor does it have fixed internal brokerage procedures designating specific

percentages of brokerage commissions to particular brokerage firms The Company is authorized

to incur higher prices for the purchase of securities from or accept lower prices for the sale of

securities to brokerage firms that provide it with investment and research information or to pay

higher commissions to such firms if the Company determines such prices or commissions are

reasonable in relation to the overall services provided by such brokerage firms



GDK INC

NOTES TO STATEMENT OF FINANCIAL CONDITION CONTINUED

DECEMBER 31 2012

Significant Accounting Policies continued

Income Taxes

Under GAAP the Company is required to account for uncertainty in income taxes GAAP
discusses how uncertain tax positions should be recognized measured presented and disclosed

in the financial statements It requires that tax expense be recorded in the current period for tax

positions which are deemed to not meet more-likely-than not threshold of being sustained by

the applicable tax authority No liabilities for uncertain tax positions were recorded by the

Company as of December 31 2012

The Company is not subject to U.S Federal state or local income taxes Interest dividends and

other income earned by the Company from U.S and non-U.S sources and capital gains earned

on the sale of securities of U.S and non-U.S issuers may be subject to withholding and other

taxes levied by the jurisdiction in which the income is sourced No provision is made in the

accompanying financial statements for U.S Federal state local or foreign income taxes other

than withholding taxes on certain dividends earned by the Company from U.S and non-U.S

sources

A.R.T Holdings files tax returns in the United States which include the Company In the normal

course of business the Company or A.R.T Holdings may be subject to examination by Federal

state local and foreign jurisdictions where applicable As of December 31 2012 the tax years

that remain subject to examination by the major tax jurisdictions under the statute of limitations

are from the year 2009 through the year ended December 31 2012

The Company recognizes interest and penalties if any related to unrecognized tax positions as

income tax expense in the statement of operations For the year ended December 31 2012 the

Company did not incur any interest or penalties

Due From Brokers Securities Owned Securities Sold Not Yet Purchased

At December 31 2012 the amount due from brokers securities owned and securities sold not

yet purchased were substantially held at single major financial institution Substantially all

securities owned and securities sold not yet purchased at December 31 2012 are publicly traded

U.S equities No single long or short position exceeded 10% of shareholders equity at

December 31 2012



GDK INC

NOTES TO STATEMENT OF FINANCIAL CONDITION CONTINUED

DECEMBER 31 2012

Due From Brokers Securities Owned Securities Sold Not Yet Purchased continued

The following is summary by level of the Companys financial investments carried at fair value

as of December 31 2012

In 000s Assets as of December 31 2012

Level Level Level Total

Assets

Securities owned at market or fair

value

Common stock 2632104 2632104

Total assets 2632104 2632104

In 000s Liabifities as of December 31 2012

Level Level Level Total

Liabifities

Securities sold not yet purchased at

market or fair value

Common stock 2628034 2628034

Corporate bonds

Total liabffities 2628034 2628036

For the year ended December 31 2012 there were no transfers between Level and Level nor

were there any transfers into or out of Level

At December 31 2012 due from brokers in the statement of financial condition includes the

following

Due from

In 000s brokers

Cash at brokers net 1488202

Transactions pending settlement 5823

Due from brokers net 1494025



GDK INC

NOTES TO STATEMENT OF FINANCIAL CONDITION CONTINUED

DECEMBER 31 2012

Due From Brokers Securities Owned Securities Sold Not Yet Purchased continued

Cash at the brokers in the amount of $2.6 billion related to securities sold not yet purchased is

restricted until the securities are purchased This amount is netted with $1.1 billion in margin

loans secured by securities owned on the statement of assets and liabilities Securities sold not

yet purchased are also collateralized by the Companys securities owned Interest on debit and

credit balances is paid based on the brokers institutional rate

Margin requirements at December 31 2012 of approximately $883 million were satisfied by

securities owned and cash at broker

Management Fees

Under the terms of the Trading Advisory Agreement the Company pays A.R.T Advisors

management fee the Management Fee for each month in which A.R.T Advisors provides

Trading Advisory Services The Management Fee is payable monthly in arrears and is calculated

as of the last day of each month at rate of 1/12 of 1% of the Companys average adjusted

monthly net asset value The Management Fee will be paid out of the assets of the Company for

the activities which A.R.T Advisors conducts through the Company A.R.T Advisors may at

its sole discretion waive in whole or in part the Management Fee for certain investors The

Company incurred Management Fees of which approximately $1.2 million are payable and are

included as management fees payable in the Statement of Financial Condition at December 31
2012

partner of Caxton is also an officer and director of the Company A.R.T Advisors or an

affiliate thereof receives management fees and performance allocations from either A.R.T

Holdings or the beneficial owners thereof in connection with the activities of A.R.T Holdings

including activities conducted through the Company CAM is member of A.R.T Advisors and

receives portion of such management fees

Shareholders Equity

The Companys capital structure consists of three classes of common stock Class Class and

Class Each class has identical voting rights and share economics equally The Company is

authorized to issue 75000 Class shares 52500 Class shares and 22500 Class shares at

$.10 par value As of December 31 2012 there were 3706.20 Class shares and 637.87 Class

shares outstanding There were no Class shares outstanding during the year ended

December 31 2012

10



GDK INC

NOTES TO STATEMENT OF FINANCIAL CONDiTION CONTINUED

DECEMBER 31 2012

Shareholders Equity continued

As of December 31 2012 A.R.T Holdings owned 100% interest in the Company The

Companys net profits and net losses attributable to Class and Class shares are allocated pro

rata to the outstanding shares of the applicable class

Risk Management

Risk is an inherent part of the Companys activities The significant risks the Company faces are

market credit liquidity and operational risks among other risks While these risks can not be

eliminated the Company seeks to mitigate these risks through range of monitoring and

analytical techniques

Market risk is the risk that change in the level of one or more market factors such as market

price rates indices volatilities and correlations will result in losses for position or portfolio

The Company incurs market exposure through its trading and hedging activities throughout its

portfolio The Companys portfolio of positions and investments are monitored to assist in

maintaining appropriate levels of risk and volatility

Credit risk includes the risk that counterparty broker or an issuer of securities or other financial

instruments will be unable to meet its contractual obligations and fail to deliver pay for or

execute trade The Companys credit exposure is largely limited to professional counterparties

in the financial sector and organized exchanges or clearinghouses Credit risk will also be

incurred when the Company enters into collateralized financing transactions The Company

routinely monitors its exposure to its counterparties and considers changing broker relationships

terminating or closing trades or otherwise limiting exposure as deemed necessary

Liquidity risk relates to the ability to raise capital or liquidate an asset or repurchase security

sold short in timely manner at reasonable price A.R.T Advisors seeks to manage liquidity

risk by investing primarily in marketable securities and monitoring the Companys positions

against the reported trading volume of such securities

Operational risk is the risk of loss resulting from inadequate or failed internal processes people

and systems or from disruptions caused by external events Caxton A.R.T Advisors and the

Administrator maintain controls that include systems and procedures to record and reconcile

transactions and positions

11



GDK INC

NOTES TO STATEMENT OF FINANCIAL CONDITION CONTINUED

DECEMBER 31 2012

Net Capital Requirement

As registered broker-dealer which trades for its own account the Company is subject to the

Uniform Net Capital Rule the Rule of the SEC which requires that the Company maintain

minimum net capital as defined and requires that the ratio of aggregate indebtedness to net

capital as defined not exceed 15 to Net capital and aggregate indebtedness vary from day to

day but as of December 31 2012 the Company had net capital of approximately $802.1 million

which exceeded requirements by approximately $801.6 million and ratio of aggregate

indebtedness to net capital of 0.01 to The Company is also subject to certain notification

provisions of the Rule relating to the withdrawal of capital

The Company does not affect transactions for anyone defined as customer under SEC Rule

15c3-3 Accordingly the Company is exempt from the requirements of this Rule under Section

k2ii

The Companys clearing broker holds the assets of the Company in accordance with Proprietary

Account of Introducing Brokers/Dealers rules

Subsequent Events

Subsequent events have been evaluated up to February 27 2013 which is the date the financial

statements were available to be issued

12
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