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OATH OR AFFIRMATION
1, Thomas DiVuolo , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
JR Morgan Alternative Asset Management, Inc. , as
of Necember 31 .20 02 , are true and correct. T 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:

A ]

Vice President- Financial Officer

NDY C, ENG Title
Notary Pubnc, State of Ncw York
Q1EN5019103
Qualmed in Kings Coung
oun

. In N
lic Commission Expxresegctyotrg, 2

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

™ (a) Facing Page.

B4 (b) Statement of Financial Condition.

B (c) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condition,

K (e) Statement of Changes in Stockholders™ Equity or Partners’ or Sole Proprietors’ Capital.

[0 (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

R (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 (5) 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.

B (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

O (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing 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).



PRICEAVATERHOUSE( COPERS

PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036
Telephone (646) 471 4000
Facsimile  (813) 286 6000

Report of Independent Accountants

To the Board of Directors and Stockholder of
J.P. Morgan Alternative Asset Management, Inc.

In our opinion, the accompanying consolidated statement of financial condition and the related
consolidated statements of income, changes in stockholder’s equity and cash flows present fairly, in all
material respects, the financial position of J.P. Morgan Alternative Asset Management, Inc., and its
subsidiary (the “Company”) (a wholly owned subsidiary of JPMorgan Chase Bank) at December 31,
2002, and the results of their operations and their cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America. These financial statements
are the responsibility of the Company’s management; our responsibility is to express an opinion on
these financial statements based on our audit. We conducted our audit of these statements in
accordance with auditing standards generally accepted in the United States of America, which 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, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

As more fully described in Note 3, the Company’s operating results and financial condition include
significant transactions with affiliates.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in Schedules I and II is presented for purposes of additional
analysis and is not a required part of the basic financial statements, 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 the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

y nionto Ao 26‘922252’22 LLFP

February 26, 2003



J.P. Morgan Alternative Asset Management, Inc.

(A wholly owned subsidiary of JPMorgan Chase Bank)
Consolidated Statement of Financial Condition
December 31, 2002

Assets
Cash and cash equivalents
Incentive fees receivable ‘
Management and consulting fees receivable
Interest receivable
Other receivable
Total assets

Liabilities and Stockholder's Equity

Liabilities

Management and consulting fees payable (including $669,424 payable to affiliate)

Accounts payable
Professional fees payable
Taxes payable to affiliate
Total liabilities

Stockholder's Equity
Common stock, $1 par value:

Authorized 1,000 shares; 500 shares issued and outstanding
Additional paid-in capital

Retained earnings

Total stockholder's equity

Total liabilities and stockholder's equity

$ 63,958,591
6,405,000
9,190,273

38,139
4,063

$ 79,596,066

$ 756,413
230,527
209,476

23,523,646

24,720,062

500
199,500

54,676,004

54,876,004

$ 79,596,066

The accompanying notes are an integral part of these consolidated financial statements.



J.P. Morgan Alternative Asset Management, Inc.
(A wholly owned subsidiary of JPMorgan Chase Bank)
Consolidated Statement of Income

For the Year Ended December 31, 2002

Revenues
Management and consulting fees
Incentive fees
Front end sales fees
Interest income
Other income

Total revenues

Expenses

Management and consulting fees (including $6,351,733 payable to affiliates)
Administrative service fees to affiliate
Professional fees

Total expenses

Income before taxes provision
Income tax provision

Net income

§ 56,799,625

6,184,216
91,394
1,769,859

159,605

65,004,699

6,438,960
33,912

1,003,434

7,476,306

57,528,393

23,755,641

$ 33,772,752

The accompanying notes are an integral part of these consolidated financial statements.



J.P. Morgan Alternative Asset Management, Inc.

(A wholly owned subsidiary of JPMorgan Chase Bank)
Consolidated Statement of Changes in Stockholder’s Equity
For the Year Ended December 31, 2002

Balance, January 1, 2002
Net income
Dividend paid ($120,000 per share)

Balance, December 31, 2002

Additional Total _
Common Paid-In Retained Stockholder's
Stock Capital Earnings Equity
$ 500 § 199,500 $80,903,252 $ 81,103,252
- - 33,772,752 33,772,752
- - (60,000,000) (60,000,000)
$ 500 $ 199,500 $54,676,004 $ 54,876,004

The accompanying notes are an integral part of these consolidated financial statements.



J.P. Morgan Alternative Asset Management, Inc.
(A wholly owned subsidiary of JPMorgan Chase Bank)
Consolidated Statement of Cash Flows

For the Year Ended December 31, 2002

Cash flows from operating activities
Net income $ 33,772,752
Adjustments to reconcile net income to net cash provided by operating activities
Net (increase)/decrease in operating assets

Incentive fees receivable (4,978,219)
Management and consulting fees receivable (4,403,337)
Interest receivable 66,861
Other receivable (4,063)
Net increase/(decrease) in operating liabilities
Fees received in advance (192,470)
Management and consulting fees payable 756,413
Accounts payable (53,881)
Professional fees payable : (80,524)
Taxes payable to affiliate ' (14,637,705)
Net cash provided by operating activities 10,245,827
Cash flows from financing activities
Dividend paid (60,000,000)
Net cash used for financing activities (60,000,000)
Net decrease in cash and cash equivalents (49,754,173)
Cash and cash equivalents at beginning of year 113,712,764
Cash and cash equivalents at end of year $ 63,958,591

Supplemental disclosure
Taxes paid . $ 38,393,346

The accompanying notes are an integral part of these consolidated financial statements.



J.P. Morgan Alternative Asset Management, Inc. 6
(A wholly owned subsidiary of JPMorgan Chase Bank)
Notes to Consolidated Financial Statements

1. 'Organization

J.P. Morgan Alternative Asset Management, Inc. (the “Company™), is a wholly owned subsidiary of
JPMorgan Chase Bank (the “Bank”). The Bank is wholly owned by J.P. Morgan Chase & Co.
(“JPMC”). The Company’s principal business is to provide discretionary investment management
services primarily to certain related Funds.

The Company is a registered broker-dealer under the Securities Exchange Act of 1934 (the “Act”), a
member of the National Association of Securities Dealers, Inc., a commodity pool operator and a
commodity trading adviser registered with the Commodity Futures Trading Commission under the
Commodity Exchange Act of 1974, as amended and a member of the National Futures Association.
The Company is also registered with the Securities and Exchange Commission (the “SEC”) as an
investment advisor pursuant to the Investment Advisers Act of 1940 and is engaged as a consultant
for certain funds managed by affiliates of JPMC.

2. Summary of Significant Policies

a. Basis of preparation
The financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of financial statements in conformity
with accounting principles generally accepted in the United States of America 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 financial

* statements and the reported amounts of revenues and expenses during the reporting period.

Actual results could differ from those estimates.

b. Principles of consolidation
The consolidated financial statements include the accounts of the Company and its wholly
owned subsidiary, Chase Derivative Strategies, Inc. (“CDS”™). All significant intercompany
accounts and transactions have been eliminated in consolidation. Effective December 20, 2002
and in accordance with the resolution of the stockholder dated December 19, 2002, CDS was
dissolved.

¢. Cash and cash equivalents
The Company considers all highly liquid investments with original maturities of less than three
months to be cash equivalents. At December 31, 2002 cash and cash equivalents represents
demand deposits and a money market account (approximating $8,985,288) and investments in
U.S. Treasury Bills (approximating $54,973,303). These investments in U.S. Treasury Bills are
carried at amortized cost, adjusted for accretion of income, which approximates market value.
Accretion of income is reflected as interest income on the consolidated statement of income. At
December 31, 2002, 100% of the Company’s cash and cash equivalents were maintained, in
segregated accounts, with the Bank, an affiliate of the Company.

d. Management and consulting fees
Management and consulting fees represent fees earned by the Company in providing
discretionary investment management services. These fees are generally paid monthly and are



J.P. Morgan Alternative Asset Management, Inc. 7
(A wholly owned subsidiary of JPMorgan Chase Bank)
Notes to Consolidated Financial Statements

generally calculated as a percentage of total capital invested or committed, as applicable. These
fees are recognized as revenue on an accrual basis as earned.

e. Incentive fees
Incentive fees are either paid quarterly or once the fee has been finalized based on the annual
return achieved by the respective client in accordance with its respective offering document.
Incentive fees are recorded as revenue as earned.

f. Front-end sales fees
Front-end sales fees are generally calculated as a percentage of subscriptions payable on a
monthly basis. These fees are recognized as income once the subscription agreements have
been signed.

g. Expenses
The Company’s expenses are recorded on an accrual basis.

h. Income taxes
The Company is included in the consolidated U.S. Federal and combined New York State and
City income tax returns filed by JPMC. Under JPMC’s tax allocation policy, applicable income
taxes are generally determined on the basis of filing separate tax returns. As determined,
amounts to be paid or credited with respect to current taxes are paid to or received by JPMC.

The Company follows Statement of Financial Accounting Standards (“SFAS™) No. 109,
“Accounting for Income Taxes”, which recognizes both the current and deferred tax
consequences of all transactions recognized in the financial statements, calculated based on the
provisions of enacted tax laws, including the tax rates in effect for current and future years. Net
deferred tax assets, whose realization is dependent on taxable earnings of future years, are
recognized when a more-likely-than-not criterion is met, that is, unless a greater than 50%
probability exists that the tax benefits will actually be realized some time in the future. The
determination of whether the more-likely-than-not criterion is met is made on a JPMC
consolidated basis. The Company generally is allocated its deferred income tax expense/benefit
on a separate company basis.

3. Related Party Transactions

The operating results and financial condition of the Company includes significant transactions with
affiliates. Had the Company’s transactions occurred with non-affiliates, including transactions such
as expenses associated with the compensation of the professionals involved in the investment
management, marketing and operations of the Company, the operating results or financial condition
of the Company may differ and the differences may be material.

Certain officers and/or directors of the Company are officers and/or directors of JPMC or its
affiliates.



J.P. Morgan Alternative Asset Management, Inc. 8
(A wholly owned subsidiary of JPMorgan Chase Bank)
Notes to Consolidated Financial Statements

Management and consulting fees to affiliates
The Company has entered into profit sharing and distribution arrangements with JPMorgan Private
Bank and JPMorgan Fleming, affiliated entities. In accordance with such arrangements, the
Company will pay its affiliated entities management and consulting fees for introducing clients to the
Company. For the year ended December 31, 2002 the Company has incurred $6,351,733 in such

. management and consulting fees of which $669,424 remains payable at December 31, 2002.

Administrative service fees paid to affiliate

The Bank provides all personnel, facilities and other support services to the Company. The

Company reimburses the Bank for all such items. During the year ended December 31, 2002, a total

amount of $33,912 was paid to the Bank for certain accounting support services. Additionally,

during the year ended December 31, 2002, certain administrative services were provided by the Bank
- at no charge.

4. Income Taxes

The current income tax provision for the year ended December 31, 2002 is as follows:

Current:
Federal $ 18,778,485
State and local 4,977,156
Total provision $ 23,755,641

For the year ended December 31, 2002, the Company’s effective tax rate of approximately 41.3%
varied from the statutory federal income tax rate of 35% primarily due to state and local income
taxes. At December 31, 2002, there were no deferred tax assets or liabilities.

5. Net Capital Requirement

The Company is subject to the SEC’s Uniform Net Capital Rule 15¢3-1, which requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1. At December 31, 2002, the Company had net
capital of $29,353,241 which was $27,705,237 in excess of the required net capital of $1,648,004.
The Company’s ratio of aggregate indebtedness to net capital was .84 to 1.

The Company is exempt from certain provisions of the SEC’s Computation for Determination of
Reserve Requirements for Broker-Dealers (Rule 15¢3-3 of the Act) and, accordingly, is not required
to maintain a “Special Reserve Bank Account for the Exclusive Benefit of Customers.”



J.P. Morgan Alternative Asset Management, Inc. 9
(A wholly owned subsidiary of JPMorgan Chase Bank)
Notes to Consolidated Financial Statements

6. Concentration of Risk

Approximately 59% of the Company’s total revenues, as reflected in the Consolidated Statement of
Income, was generated from two investment management clients, subject to investrnent management
agreements. The agreements between the Company and its clients are generally subject to sixty days
termination notice.



J.P. Morgan Alternative Asset Management, Inc.
(A wholly owned subsidiary of JPMorgan Chase Bank)

Broker or Dealer: J.P. Morgan Alternative Asset Management, Inc.
as of Dec. 31, 2002
Computation of Net Capital

10

Schedule |

e

BN =

Total ownership equity from Statement of Financial Condition
Deduct: Ownership equity not allowable for Net Capital

Total ownership equity qualified for Net Capital
Add:

A. Liabilities subordinated to claims of general creditors

allowable in computation of net capital

B. Other (deductions) or allowable credits (List)

Total capital and allowable subordinated liabilities
Deductions and/or charges:
A. Total non-allowable assets from

Statement of Financial Condition (Notes 2b and 2¢)

B. Secured demand deficiency

C. Commodity futures contracts and spot commodities

proprietary capital charges
D. Other deductions and/or charges

. Other additions and/or allowable credits (List)

1. Tax on accrued income receivable
Net Capital before haircuts on securities positions

Haircuts on securities: (computed, where applicable,

pursuant to 15¢3-1 (f:)
A. Contractual securities commitments
B. Subordinated securities borrowings
1. Exempted Securities
2. Debt Securities
3. Options
4. Other Securities
C. Undue concentration
D. Other (List)

10. Net Capital

Schedule of non-allowable assets

- Cash on deposit with affiliate

Incentive fees receivable

Investment advisory and consulting fees receivable
Interest receivable

Other receivable

Total non-allowable assets

§ 24,622,763

900,000

$ 54,876,004

54,876,004

54,876,004

25,522,763

Omit Pennies

$ 9,008,427
6,405,000
9,190,273

15,000
4,063

§ 24,622,763

29,353,241

$ 29,353,241



J.P. Morgan Alternative Asset Management, Inc.
(A wholly owned subsidiary of JPMorgan Chase Bank)

Broker or Dealer: J.P. Morgan Alternative Asset Management, Inc.

as of Dec. 31, 2002 ‘
Computation of Basic Net Capital Requirement

11

Schedule |

Part A

11. Minimum net capital required (6-2/3% of line 18)

12. Minimum dollar net capital requirement of reporting broker or dealer
and minimum net capital requirement of subsidiaries computed in
accordance with Note (A)

13. Net Capital requirement (greater of line 11 or 12)

14. Excess net capital (line 10 less 13)

15. Excess of net capital at 1000% (line 10 less 10% of line 18)

Computation of Aggregate Indebtedness

16. Total A.lL Liabilities from Statement of Financial Condition

17. Add:

A. Drafts for immediate credit

B. Market value of securities borrowed for which no
equivalent value is paid or credited

C. Other unrecorded amounts (List)

18. Total aggregate indebtedness

19. Percentage of aggregate indebtedness to net capital (line 18/line 10)

20. Percentage of debt to debt-equity total computed in accordance with
Rule 15¢-3-1 (d)

Computation of Alternative Capital Requirement

Part B

21. 2% of combined aggregate debit items as shown in Formula for
Reserve Requirements pursuant to Rule 15¢3-3 prepared as of the
date of the net capital computation including both brokers or dealers
and consolidated subsidiaries debits

22. Minimum dollar net capital requirement of reporting broker or dealer
and minimum net capital requirements of subsidiaries computed in
accordance with Note (A)

23. Net capital requirement (greater of line 22 or 23)

24. Excess net capital requirement (line 10 less 24)

25. Net capital in excess of:

5% of combined aggregate debit items or $120,000

1,648,

100,

1,648,

27,705,
26,881,

N/A

N/A
N/A
N/A

N/A

Note: There were no material differences between the above computation included in the Company’s

corresponding unaudited Form X-17A-5 Part [1A filing.

(A) The minimum net capital requirement should be computed by adding"the minimum dollar net capital

requirement of the reporting broker dealer and, for each subsidiary to be consolidated, the greater of:

1.  Minimum dollar net capital requirement, or

2. 6-2/3% of aggregate indebtedness or 2% of aggregate debits if alternative method is used.
(B) Do not deduct the value of securities borrowed under subordination agreements or secured demand

notes covered by subordination agreements not in satisfactory form and the market values of

004

000
004
237
234

24,720,

062

062

24,720,

84%

‘Omit Pennies



J.P. Morgan Alternative Asset Management, Inc. 12
(A wholly owned subsidiary of JPMorgan Chase Bank)

Broker or Dealer: J.P. Morgan Alternative Asset Management, Inc.

as of Dec. 31, 2002

Computation of Basic Net Capital Requirement Schedule |

memberships in exchanges contributed for use of company (contra to item 1740) and partners’
securities which were included in non-allowable assets.

(C) For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent should provide a list of material
non-allowable assets.



J.P. Morgan Alternative Asset Management, Inc. 13
(A wholly owned subsidiary of JPMorgan Chase Bank)

Broker or Dealer: J.P. Morgan Alternative Asset Management, Inc.

as of Dec. 31, 2002

Computation for Determination of Reserve Requirements -
Under Rule 15¢3-3
December 31, 2002 Schedule Il

The Company is exempt from Rule 15¢3-3 under Section (k)(2)(i) of the Securities and Exchange
Commission because it does not carry security accounts for customers or perform custodial functions
related to customer securities.
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PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York NY 10036
Telephone (646) 471 4000
Facsimile  (813) 286 6000

Report of Independent Accountants on Internal Control
Required by SEC Rule 17a-5

To the Board of Directors of
J.P. Morgan Alternative Asset Management, Inc.

In planning and performing our audit of the consolidated financial statements and
supplemental schedules of J.P. Morgan Alternative Asset Management, Inc., (the “Company”)
(a wholly owned subsidiary of JPMorgan Chase Bank) for the year ended December 31, 2002,
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
consolidated financial statements 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 Company,
including tests of compliance with such practices and procedures, that we considered relevant
to the objectives stated in Rule 17a-5(g) in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a)(11); and

2.  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 practlces and procedures
followed by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications, and comparisons, and
the recordation of differences required by Rule 17a-13;

2. 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;
and

3. Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3,



To the Board of Directors of
J.P. Morgan Alternative Asset Management, Inc.

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 control 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 generally accepted accounting principles. 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, errors or fraud may occur and not be detected. Also, projection of any evaluation of
internal control to future periods is subject to the risk that controls 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 one or more 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 internal control 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

)



To the Board of Directors of
J.P. Morgan Alternative Asset Management, Inc.

study, we believe that the Company’s practices and procedures were adequate at December 31,
2002 to meet the SEC’s objectives. '

This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the National Association of Securities Dealers, Inc., 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.

\C/WM@%M LLr

February 26, 2003
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