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OATH OR AFFIRMATION
I, Peter J. Swiatek , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

J.P. Morgan Institutional Investments Inc. , as
of December 31 . 2004

, 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:

Signature

Vice President & Chief Financial Officer
Title

Wotary Public

This report ’/*/contains (check all applicable boxes):
&l (a) Facing Page.

Bl (b) Statement of Financial Condition.

(c) Statement of Income (Loss).

B (d) Statement of Changes in Financial Condition.

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

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

B (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

0O (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.

Kl
d
a

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

(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(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).
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PricewaterhouseCoopers LLP
1441 Brickell Avenue

Suite 1100

Miami FL 33131

Telephone (305) 375 7400
Facsimile (305) 375 6221

Report of Independent Certified Public Accountants

To the Board of Directors
and Stockholder of
J.P. Morgan Institutional Investments Inc.

In our opinion, the accompanying statements of financial condition and the related statements of

-operations, changes in stockholder’s equity, changes in liabilities subordinated to claims of general

creditors and cash flows present fairly, in all material respects, the financial position of J.P. Morgan
Institutional Investments Inc. (the “Company”) at December 31, 2004 and 2003, and the results of its
operations and its cash flows for the years 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 audits. We conducted our audits of these statements 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 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 audits provide a reasonable basis for our opinion.

As discussed in Note 7 to the financial statements, the Company has extensive transactions and
relationships 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 of 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.

gm«/ 2/ faand LL”

February 24, 2005




J.P. Morgan Institutional Investments Inc.
(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)

Statements of Financial Condition
December 31, 2004 and 2003

Assets

Cash and cash equivalents

Premises and equipment at cost, less accumulated
depreciation of $41,468 and $7,172, respectively
Receivable from affiliate

Other assets

Total assets

Liabilities

Incentive compensation payable
Current taxes payable

Payable to affiliate

Accounts payable and accrued expenses
Interest payable

Total liabilities
Subordinated borrowings

Stockholder’s equity
Common stock, (par value $1; 100 shares authorized,
issued and outstanding) :
Additional paid-in capital
Accumulated deficit

- Total stockholder’s equity

Total liabilities and stockholder’s equity

The accompanying notes are an integral part of these financial statements.
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2004 2003
$ 63,477,031 $ 56,826,916
97,276 70,356
39,541 560,617
1,317,906 ;
$ 64,931,754 $ 57,457,889
$ 10,043,297 $ 9,546,625
2,360,573 1,991,662
5,245,688 2,021,000
1,635 2,950
- 43,905
17,651,193 13,606,142
10,000,000 10,000,000
100 100
138,173,383 138,173,383
(100,892,922)  (104,321,736)
37,280,561 33,851,747
$ 64,931,754 § 57,457,889




J.P. Morgan Institutional Investments Inc.

(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)
Statements of Operations.

Years Ended December 31, 2004 and 2003

Revenues

Intercompany service fee income
Distribution fee income
Intercompany interest income

Total revenue

Expenses
Employee compensation and benefits
Depreciation
Interest expense
Intercompany service charges
Other expenses
Total expenses

Net income before income taxes

Income tax provision
Net income

The accompanying notes are an integral part of these financial statements.
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2004 2003
$ 49,280,081 § 39,293,326
536,770 568,303
692,211 423,505
50,509,062 40,285,134
30,531,741 26,613,768
34,297 5,614
214,047 138,272
6,094,164 3,472,812
7,845,426 5,642,284
44,719,675 35,872,750
5,789,387 4,412,384
2,360,573 1,991,662
§ 3428814 § 2,420,722




J.P. Morgan Institutional Investments Inc.
(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)

Statements of Changes in Stockholder’s Equity
Years Ended December 31, 2004 and 2003

Additional
Common Paid-in Accumulated
Stock Capital Deficit Total
Balance, December 31, 2002 $ 100 $151,461,475 $ (120,030,550) $ 31,431,025
Transfer to accumulated deficit - (13,288,092) 13,288,092 -
Net income - - 2,420,722 2,420,722
Balance, December 31, 2003 100 138,173,383 (104,321,736) 33,851,747
Net income - - 3,428,814 3,428,814
Balance, December 31, 2004 $ 100 $138,173,383 § (100,892,922) $ 37,280,561

The accompanying notes are an integral part of these financial statements.
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J.P. Morgan Institutional Investments Inc.

(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)
Statements of Changes in Liabilities

Subordinated to Claims of General Creditors

Years Ended December 31, 2004 and 2003

Balance, December 31, 2002 $ 10,000,000
Change in subordinated borrowings -
Balance, December 31, 2003 10,000,000
Change in subordinated borrowings -
Balance, December 31, 2004 : $ 10,000,000

The accompanying notes are an integral part of these financial statements.
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J.P. Morgan Institutional Investments Inc.
(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)

Statements of Cash Flows
Years Ended December 31, 2004 and 2003

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash provided by

operating activities

Depreciation

(Increase) decrease in other assets

Decrease (increase) in receivable from affiliate
Deferred income tax benefit

Increase in incentive compensation payable
Decrease in interest payable

Increase in current taxes payable

Increase in payable to affiliate

(Decrease) increase in accounts payable and accrued expenses

Total adjustments
Net cash provided by operating activities

Net cash used in investing activities
Capital expenditures, net

Net cash used in investing activities

Net increase in cash and cash equivalents

Cash and cash

equivalents

Beginning of the year

End of the year

Supplemental disclosures of cash flow information

Cash paid during the year for interest

The accompanying notes are an integral part of these financial statements.
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2004

2003

§ 3,428,814 § 2,420,722

34,297 5,614
(1,317,906) 650
521,076 (557,831)
(2,085,477) (286,677)
496,672 9,321,157
(43,905) (5,041)
368,911 2,278,339
5,310,165 1,381,191
(1,315) 2,950
3,282,518 12,140,352
6,711,332 14,561,074
(61,217) (74,412)
(61,217) (74,412)
6,650,115 14,486,662
56,826,916 42,340,254

$ 63,477,031

$ 56,826,916

b 257,952

b 143,313




J.P. Morgan Institutional Investments Inc.
(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)

Notes to Financial Statements
December 31, 2004 and 2003

1.

Organization

J.P. Morgan Institutional Investments Inc. (the “Company”)}, formerly known as J.P. Morgan
Advisors Inc:, was incorporated on May 26, 1999 under the laws of Delaware as a wholly owned
subsidiary of J.P. Morgan Securities Holding LLC. (“JPMSH”), which itself is in turn wholly
owned by JPMorgan Chase & Co. (“JPMC”). The Company is registered as a broker-dealer with
the Securities and Exchange Commission (“SEC”) and is a member of the National Association
of Securities Dealers, Inc. (‘“NASD”). The Company’s broker-dealer registration was approved
by the NASD on December 22, 1999. The Company’s name was changed effective October 31,
2002.

The Company’s primary business activity is the marketing and distribution of registered mutual
funds and other investment vehicles.

The Company does not carry customer accounts and does not otherwise hold funds or securities
for, or owe money or securities to, customers and, accordingly, is exempt from Rule 15¢3-3 of the
Securities Exchange Act of 1934 (the “Act™).

On December 18, 2003, the Board of Directors of the Company approved an equity restructuring,
and as a result, $13,288,092 was transferred from additional paid-in capital to accumulated
deficit.

Effective July 1, 2004, Bank One Corporation (“Bank One”) merged with and into JPMC (the
“merger”) pursuant to the Agreement and Plan of Merger, dated January 14, 2004. As a result of
the merger, each outstanding share of common stock of Bank One was converted in a stock-for-
stock exchange into the right to receive 1.32 shares of common stock 6f JPMC. JPMC
stockholders kept their shares, which remained outstanding and unchanged as shares of JPMC
following the merger. The results of this transaction did not have a material effect on the financial
statements of the Company.

Summary of Significant Accounting Policies

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.

For purposes of the Statement of Cash Flows, the Company has defined cash equivalents as
highly liquid investments including money market funds, with original maturities of less than
ninety days, that are not held for sale in the ordinary course of business.

The Company records all securities transactions, including fee and commission revenue and
related expenses, on a trade-date basis.

Other assets comprise prepaid expenses that are stated at the amount paid, net of amortization. As
of December 31, 2004, prepaid expenses in the amount of $1,317,907 related to Central
Registration Depository fees for licenses registration for 2005.




J.P. Morgan Institutional Investments Inc.

(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)
Notes to Financial Statements

December 31, 2004 and 2003

Premises and equipment is stated at cost less accumulated depreciation. Depreciation is
computed using the straight-line method over the estimated useful lives of the related assets.

Distribution fees are recorded when earned.

The results of operations of the Company are included in the consolidated federal, New York
State and New York City tax returns filed by JPMC. Pursuant to a tax sharing arrangement,
JPMC allocates to the Company its share of the consolidated tax expense or benefit based upon
statutory rates applied to the Company’s earnings as if it were filing separate tax returns.

Deferred tax assets and liabilities are established for the expected future tax consequences of
temporary differences between the carrying amounts and tax basis of assets and liabilities using
enacted tax rates. The significant components of deferred tax assets and liabilities relate
primarily to compensation, benefits and amortization expense. An informal tax sharing
arrangement between JPMC and the Company allows for periodic advances to or from JPMC for
outstanding deferred tax assets or liabilities.

New accounting pronouncements

In May 2003, the Financial Accounting Standards Board (the “FASB”) issued Statement of
Financial Accounting Standard (“FAS”) No. 150, “Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity” (“FAS 150%). This statement provides new
rules on the accounting for certain financial instruments. that, under previous guidance, issuers
could account for as equity. Such financial instruments include mandatorily redeemable shares,
instruments that require the issuer to buy back some of its shares in exchange for cash or other
assets, or obligations that can be settled with shares, the monetary value of which is fixed. Most
of the guidance in FAS 150 is effective for financial instruments entered into or modified after
May 31, 2003. The provisions of this statement had no effect on the financial statements of the
Company.

In December 2003, the FASB issued FAS No. 132 (revised 2003), “Employers’ Disclosures about
Pensions and Postretirement Benefits.” This statement requires additional disclosures about the
assets, obligation and cash flows of defined benefit pension and postretirement plans as well as
the expense for such plans. This statement did not have a material impact on the Company’s
financial statements.

In December 2004, the FASB issued FAS 123 (revised 2004), “Share-Based Payment” (“FAS
123R”). FAS 123R addresses the accounting for certain share-based compensation arrangements,
including employee compensation, and requires such compensation cost to be recognized in the
financial statements at fair value. FAS 123R requires compensation cost related to all awards
outstanding as of the effective date, including awards issued prior to adoption of FAS 123 that
continued to be accounted for under APB 25, to be recognized in the financial statements over the
remaining service period based on the original grant date fair value at time of issuance. FAS
123R is effective for the first interim period beginning after June 15, 2005, with earlier adoption
encouraged. A detailed discussion of this new standard is available in Footnote 7 in the 2004
JPMC Annual Report. The provisions of this pronouncement are not expected to have a material
impact on the financial statements of the Company.




J.P. Morgan Institutional Investments Inc.
(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)

Notes to Financial Statements
December 31, 2004 and 2003

3.

Regulatory Requirements

The Company is subject to the SEC’s Uniform Net Capital Rule (“Rule 15¢3-1” of the Act),
which requires the maintenance of minimum net capital. The Company has elected to compute
its net capital requirement in accordance with the Alternative Method under Rule 15¢-1(a)(ii),
which requires a broker or dealer to maintain at all times net capital, as defined, at the greater of
$250,000 or 2% of aggregate debit items arising from customer transactions.

At December 31, 2004 and 2003, the Company had net capital, as defined under such rules, of
$44,561,839 and $42,129,291, respectively, and excess net capital of $44,311,839 and
$41,879,291, respectively.

Liabilities Subordinated to Claims of General Creditors

The Company has subordinated borrowing agreements with JPMSH providing for maximum
borrowings of $35 million. At December 31, 2004 and 2003, $10 million was payable under
these subordinated borrowing agreements. These borrowings have been approved by the NASD
and, therefore, qualify as capital in computing net capital under Rule 15¢3-1. The subordinated
debt obligations may only be repaid if the Company is in compliance with various terms of the
SEC’s Uniform Net Capital Rule. The borrowings are due June 30, 2010 and bear interest at a
rate based upon the London Interbank Offered Rate (“LLIBOR™) plus 60 basis points. Interest
expense incurred during the years ended December 31, 2004 and 2003 amounted to $214,047 and
$138,272, respectively.

Employee Compensation and Benefits

The Company’s employees receive annual incentive compensation based on their performance
and JPMC’s consolidated operating results. The Company’s employees participate, to the extent
they meet the minimum eligibility requirements, in various benefit plans sponsored by JPMC.

Employee stock-based awards

Certain key employees of the Company participate in JPMC’s long-term stock-based incentive
plans that provide for grants of common stock-based awards, including stock options, restricted
stock, restricted stock units, and stock appreciation rights. Stock options and stock appreciation
rights are granted with an exercise price equal to JPMC’s common stock price on the grant date
and cannot be exercised until at least one year after the grant date. In January-2004, JPMC
granted stock options to all eligible full time (75 options each) and part-time (38 options each)
Company employees under the Value Sharing Plan, a broad-based non-shareholder approved
plan. The options are exercisable over various periods and generally expire 10 years after the
grant date.

Effective January 1, 2003, JPMC adopted SFAS No. 123, “Accounting for Stock-Based
Compensation,” using the prospective transition method. SFAS 123 requires all stock-based
compensation awards, including stock options, to be accounted for at fair value. In 2004 and
2003, the Company was charged $1,845,416 and $1,492,733, respectively for its share of stock
compensation expense, which includes $351,284 and $77,156, respectively from its adoption of
FAS 123 in 2003.




J.P. Morgan Institutional Investments Inc.

(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)
Notes to Financial Statements

December 31, 2004 and 2003

Pension and postretirement benefit plans

The Company’s domestic employees participate in the JPMC qualified noncontributory domestic
defined benefit pension plan and may also participate in the domestic defined contribution plans
sponsored by JPMC. In addition, through JPMC, the Company provides postretirement medical
and life insurance benefits to qualifying employees. These benefits vary with length of service
and date of hire and provide for limits on the Company’s share of covered medical benefits. The
medical benefits are contributory, while the life insurance benefits are noncontributory. There are
no separate plans solely for the employees of the Company and therefore, pension as well as
postretirement medical and life insurance benefit expense for the Company is determined by an
intercompany charge from JPMC. In 2004 and 2003, the Company was charged $380,828 and
$387,777 for pension and postretirement benefit expense and $524,496 and $515,510 for its share
of the defined contribution plan expense, respectively. Assets of JPMC’s funded domestic defined
benefit pension plan exceeded the projected benefit obligation at December 31, 2004.

JPMC’s domestic defined benefit pension plans are accounted for in accordance with SFAS No.
87, “Employers’ Accounting for Pensions,” and SFAS No. 88, “Employers’ Accounting for
Settlements and Curtailments of Benefit Pension Plans and for Termination Benefits.” JPMC’s
postretirement medical and life insurance plans are accounted for in accordance with SFAS No.
106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions.” Disclosures of
pension benefit obligations and other postretirement benefits, including funded status, expense
components and weighted-average actuarial assumptions for JPMC on a consolidated basis, have
been included in the 2004 Annual Report of JPMC.

0. Income Taxes

The current and deferred portions of income tax provision (benefit) included in the Statements of
Operations are as follows:

For the year ended
December 31, 2004

Current Deferred Total
Federal $ 3,629,969 $ (1,702,965) § 1,927,004
State and local 816,081 (382,512) 433,569
Income tax provision $ 4,446,050 $ (2,085477) 3 2,360,573
For the year ended

December 31, 2003

Current Deferred Total
Federal $ 1,799,008 § (226,364) $ 1,572,644
State and local 479,331 (60,313) 419,018
Income tax provision $ 2278339 § (286,677) $ 1,991,662
10




J.P. Morgan Institutional Investments Inc.

(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)
Notes to Financial Statements

December 31, 2004 and 2003

Reconciliation of the difference between the statutory U.S. income tax rate and the effective
income tax rate is as follows:

2004 2003
Federal statutory rate 35.0% 35.0%
State tax rate, net of federal income tax benefit ‘ 4.8% 6.1%
Meals and entertainment : 1.0% 4.0%
Effective tax rate 40.8% 45.1%

Related Parties

The Company has significant transactions with JPMC and its subsidiaries. Such transactions are
subject to substantially similar terms and conditions as those with nonrelated parties. At
December 31, 2004 and 2003, the Company had an investment in the J.P. Morgan Institutional
Prime Money Market Fund of $63,199,953 and $54,574,172, respectively, which is distributed by
JPMorgan Funds Distributor, Inc. J.P. Morgan Investment Management Inc., an affiliate of
JPMC, serves as the investment advisor. Interest income in 2004 and 2003 of $692,211 and
$423,505, respectively, relates to this investment. The cash balance of $277,078 and $2,252,744
at December 31, 2004 and 2003, respectively, was held in a non-interest bearing cash account at
JPMorgan Chase Bank, National Association, (the “Bank™), a wholly owned banking subsidiary
of IPMC. '

The Company has service level agreements (the “agreements”) with J.P. Morgan Investment
Management Inc., and J.P. Morgan Retirement Plan Services LLC., whereby the Company will
receive reimbursement for the actual expenses incurred in providing certain marketing and
administrative services plus ten percent. The Company earned income related to these

agreements in the amounts of $48,559,998 and $38,723,326, respectively during 2004 and 2003.

The Company earned $720,083 and $570,000 from a foreign affiliate for certain administrative
services provided during 2004 and 2003, respectively.

The Company engages JPMC affiliates to provide technology and communications expertise and
other services to support its corporate finance activities. The amounts paid to JPMC affiliates
were $6,094,164 and $3,472,812, respectively during 2004 and 2003 under these arrangements.

Subsequent Event
Effective January 1, 2005, a total of 93 mutual fund wholesale registered representatives were
transferred from the Company to One Group Dealer Services, Inc. as a result of the merger

between JPMC and Bank One Corporation and the subsequent merger of the two respective
mutual fund complexes.

11



J.P. Morgan Institutional Investments Inc. Schedule |
(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)
Net Capital Computation
December 31, 2004
Total ownership equity 37,280,561
Add: Subordinated liabilities 10,000,000
Total capital and allowable subordinated liabilities 47,280,561
Deductions and/or charges
Nonallowable assets 1,357,447
Property and equipment, net 97,276
Total nonallowable assets 1,454,723
Net Capital before haircut 45,825,838
Haircut on securities 1,263,999
Net Capital 44,561,839
Computation of alternative net capital requirement
2% of aggregate debit items (or $250,000, if greater) 250,000
- Excess net capital

44,311,839

The Company’s net capital under Rule 15¢3-1 filed with the unaudited December 31, 2004 FOCUS
Report is $44,550,758. The difference to the net capital disclosed in the table above equals $11,081 and

relates to adjustments to the income tax provision for the year ended December 31, 2004.




J.P. Morgan Institutional Investments inc. Schedule Il
(an indirect wholly owned subsidiary of JPMorgan Chase & Co.)

Computation for Determination of Reserve Requirements

and Information Relating to Possession or Control

Requirements for Brokers and Dealers Pursuant to

Rule 15¢3-3 of the Securities Exchange Act of 1934

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of 1934
in that the Company’s activities are limited to those set forth in the conditions for exemption appearing in
paragraph (k)(2)(ii) of that rule.
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PricewaterhouseCoopers LLP
1441 Brickell Avenue

Suite 1100

Miami FL 33131

Telephone (305) 375 7400
Facsimile (305) 375 6221

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

To the Board of Directors
and Stockholder of
J.P. Morgan Institutional Investments Inc.:

In planning and performing our audit of the financial statements and supplemental schedules of J.P.
Morgan Institutional Investments Inc. (the “Company”) for the year ended December 31, 2004, 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 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 debits 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 practices 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 Sectxon 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.

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 accounting principles generally accepted in the
United States of America. Rule 17a-5(g) lists additional obJectlves 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 1s 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, including procedures 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, 2004 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 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.

//QWWW CL/ﬂ

February 24, 2005
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