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Computation for Determination of Reserve Requirement Pursuant to Ruale 15¢3-3
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A Reconciliation, including appropriate explanatioﬁ, of the computation of Net

Capital Under Rule 15¢3-1 and the Computation for Determination of the
Reserve Requiremenis Under Exhibit A Rule 15¢3-3

Schedule of Segregation Requirements and Funds in Segregation Pursuant to
Commodity Exchange Act

- A Reconciliation between the audited and unaudited Statements of Financial

Condition with respect to methods of consolidation
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A Copy of the SIPC Supplemental Report

A Report describing any material inadequacies found to exist or found to have
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Chicago IL 60606
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Facsimile (312) 298 2001

Report of Independent Auditor

To the Board of Directors and Stockholder of
Chase Investment Services Corporation

In our opinion, the accompanying statement of financial condition presents fairly, in all material
respects, the financial position of Chase Investment Services Corporation (the “Company”) at
December 31, 2008, in conformity with accounting principles generally accepted in the United States of
America. This financial statement is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this financial statement based on our audit. We conducted
our audit of this statement in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the statement of financial condition is free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the statement
of financial condition, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall statement of financial condition presentation. We believe that
our audit provides a reasonable basis for our opinion.

o ivreinZertlerilomaina LS

February 26, 2009



Chase Investment Services Corporation
(A wholly owned subsidiary of JPMorgan Chase & Co.)
Statement of Financial Condition

December 31, 2008

(in thousands, except for share data)

Assets

Cash and cash equivalents
Cash and securities segregated under federal and other regulations
Receivable from clearing broker
Securities owned, at fair value
Receivable from affiliates, net
Other receivables

Current income tax receivable
Goodwill

Deferred tax asset, net

Other assets

Total assets

Liabilities and Stockholder's Equity
Payable to customers

Securities sold, not yet purchased, at fair value
Payable to affiliates, net

Accrued employee compensation and benefits
Accounts payable

Other liabilities

Total liabilities

Stockholder’s equity
Common stock, par value $1 per share; authorized 1,500 shares,
500 issued and outstanding
Additional paid-in capital
Retained earnings
Total stockholder's equity

Total liabilities and stockholder’s equity

$ 243,143
10,465
15,767

576
2,635
13,331
10,957
31,808
4,224
12,166

$ 345,072

$ 718
675

1,289

27,591

2,836

14,001

47,110

1
142,027
155,934

297,962
$ 345,072

The accompanying notes are an integral part of this statement of financial condition.
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Chase Investment Services Corporation
(A wholly owned subsidiary of JPMorgan Chase & Co.)

Notes to Statement of Financial Condition

December 31, 2008
{Dollars in thousands)

1. Organization

Chase Investment Services Corporation (“CISC”) is a wholly owned subsidiary of Banc One Capital
Holdings LLC ("BOCH?” or the "Parent”). BOCH is a wholly owned subsidiary of JPMorgan Chase &
Co. ("JPMorgan Chase”). CISC is a registered broker dealer pursuant to the Securities Exchange
Act of 1934 and is a member of the Financial Industry Regulatory Authority, Inc. ("FINRA"). CISC
is also a registered investment advisor under the Investment Advisers Act of 1940.

CISC’s primary business activity is the sale and distribution of various investment products on
behalf of its retail customers. CISC is a fully disclosed introducing broker for brokerage products,
which include mutual funds, equities, and fixed income securities. The clearance and custody of
customer transactions are provided by CISC’s clearing broker, National Financial Services LLC
("NFS”).

2, Significant Accounting Policies

The accounting and financial reporting policies of CISC conform tc accounting principles generally
accepted in the United States of America and prevailing industry practices.

Use of Estimates in the Preparation of Financial Statements

The preparation of the statement of financial condition 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 of disclosure of
contingent assets and liabilities. Actual results may differ from those estimates.

Cash and Cash Equivalents
Cash on hand and on deposit and highly liquid investments with an original maturity of three
months or less are considered cash and cash equivalents.

Securities Transactions

Proprietary securities transactions are recorded on a frade date basis. Customers’ securities
transactions are recorded on a settlement date basis, with related commission revenue recorded
on a trade date basis. Amounts receivable and payable on unsettied transactions are recorded net
in receivable from clearing broker on the accompanying statement of financial condition.

Other Assets

Other assets primarily include commission advances to sales representatives in the amount of
$7,387 for the sale of managed account products, prepaid assets and furniture, equipment and
leasehold improvements. Amounts receivable at December 31, 2008 related to managed account
product fees are included in other receivables on the accompanying statement of financial
condition. Furniture, equipment and leasehold improvements of $978 are carried at cost less
accumulated depreciation and amortization. CISC computes depreciation using the straight-line
method over the estimated useful life of the assets which is three to ten years. For leasehold
improvements, CISC uses the straight-line method over the remaining term of the leased facility or
ten years, whichever is less.



Chase Investment Services Corporation
(A wholly owned subsidiary of JPMorgan Chase & Co.)
Notes to Statement of Financial Condition

December 31, 2008
{Dollars in thousands)

Cash and Securities Segregated under Federal and Other Regulations

At December 31, 2008, CISC segregated cash of $4 and U.S. Treasury securities with a market
value of $10,461 in a special reserve bank account for the exclusive benefit of customers under
Rule 15¢3-3 of the United States Securities and Exchange Commission ("SEC").

Securities Owned and Securities Sold, not yet Purchased

CISC adopted SFAS No.157 “Fair Value Measurements” ("FAS 157") effective January 1, 2008.
FAS 157 establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active
markets for identical assets or liabilities (level 1 measurements) and the lowest priority to
unobservable inputs (level 3 measurements). The three levels of the fair value hierarchy under FAS
157 are as follows:

Level 1: Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or
liabilities in active markets.

Level 2: Inputs to the valuation methodology include quoted prices for similar assets and liabilities
in active markets, and inputs that are observable for the asset or liability, either directly or indirectly,
for substantially the full term of the financial instrument.

Level 3: Inputs to the valuation methodology are unobservable and significant to the fair value
measurement.

A financial instrument's categorization within the hierarchy is based upon the lowest level of input
that is significant to the fair value measurement.

The following table presents the investments carried on the statement of financial condition by level
within the valuation hierarchy as of December 31, 2008.

Asset at Fair Value as of December 31, 2008

Level 1 Level 2 Level 3 Total
Long positions
Government securities $ 10,461 - -3 10,461
State and municipal securities 396 - - 396
Other securities 180 - - 180
11,037 - 11,037
Short positions
State and municipal securities (543) - - (543)
Other securities (117) (15) - (132)
(660) (15) - (675)
Total $ 10,377 {15) - $ 10,362

Securities whose values are based on quoted market prices in active markets, and are therefore
classified within level 1, generally include active listed equities. Securities may be classified as
level 2 when market information becomes available, yet the investment is not traded in an active
market or the valuation is adjusted to reflect illiquidity and/or non-transferability. CISC does not
hold securities classified as Level 3.



Chase Investment Services Corporation
(A wholly owned subsidiary of JPMorgan Chase & Co.)
Notes to Statement of Financial Condition
December 31, 2008

(Dollars in thousands)

Securities owned and securities sold, not yet purchased, are recorded at fair value. Securities
owned and securities sold, not yet purchased, are valued using quoted market prices or dealer
price quotations in active markets.

Securities sold, not yet purchased, represent obligations of CISC to deliver specified securities and
thereby create a liability to purchase the security in the market at prevailing prices.

Securities owned are held by CISC'’s clearing broker. Under the terms of the clearing agreement,
NFS may rehypothecate these securities. CISC is subject to credit risk should the clearing broker
be unable to fulfill its obligations to return the securities.

5. Receivable from Clearing Broker

The receivable from clearing broker primarily represents the amounts due from NFS relating to
commission and fee revenues, net of the related clearing fees. The receivable also includes
amounts due from NFS for cash balances in firm trading and error accounts.

6. Payable to Customers

CISC clears customer transactions through a clearing broker and as such does not carry customer
accounts on its books; however, customer payable balances may occur in the normal course of
business as a result of customer checks received by CISC which were not deposited with NFS
and/or direct settlements with customers related to trading activity.

7. Goodwill

On October 1, 2006, JPMorgan Chase completed the acquisition of The Bank of New York’s
consumer business banking and middle market banking businesses in exchange for selected
corporate trust businesses, plus a cash payment. In connection with this transaction, CISC paid
$31,808 to an affiliate for its allocated portion of the purchase price, representing goodwil.

Goodwill is not amortized but instead tested for impairment in accordance with SFAS No. 142
“Goodwill and Other Intangible Assets.” Goodwill is tested annually in November or more often if
events or circumstances indicate that there may be impairment. Goodwill was not impaired at
December 31, 2008, nor was any goodwill written off during 2008.

8. Credit Risk, Guarantees and Indemnification

CISC clears all of its securities transactions through its clearing broker on a fully disclosed basis.
Pursuant to the terms of the agreement between CISC and NFS, the clearing broker has the right
to charge CISC for losses that result from its customers’ failure to fulfill their contractual obligations.

To minimize its risk, CISC, through its clearing broker, requires its customers to, at a minimum,
meet margin requirements as specified under U.S. Treasury Regulation T. This margin
requirement is a good faith deposit from the customer related to their trading obligations. If
necessary, CISC may liquidate certain positions to satisfy the obligations of the customer.
Management believes that the margin deposits at December 31, 2008 are adequate to mitigate the
risk of material loss.



Chase Investment Services Corporation
(A wholly owned subsidiary of JPMorgan Chase & Co.)
Notes to Statement of Financial Condition

December 31, 2008
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10.

In addition, CISC has the right to pursue collection or performance from customers and other
counterparties who do not perform under their contractual obligations. CISC monitors the financial
standing of NFS and all customers and counterparties to whom it extends credit. FIN 45,
“Guarantor’'s Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others,” requires the disclosure of representations and warranties
which CISC enters into and which may provide general indemnifications to others. CISC in its
normal course of business may enter into contracts that contain such representations and
warranties. CISC’s maximum exposure under these arrangements is unknown, as this would
involve future claims that may be made against CISC that have not yet occurred. However, based
on its experience, CISC believes the risk of loss to be remote.

Related-Party Transactions

CISC enters into transactions with other JP Morgan Chase subsidiaries. The aggregate receivables
and payables related to these transactions at December 31, 2008 were $2,635 and $1,289,
respectively.

CISC deposits certain cash balances with JPMorgan Chase Bank National Association (“*JPMorgan
Chase Bank N.A."), a wholly owned subsidiary of JPMorgan Chase. At December 31, 2008, such
deposits amounted to $27,830. Cash equivalents of $215,313 are invested in various JPMorgan
Chase money market funds.

On June 22, 2007, CISC entered into a revolving subordinated loan (the "subordinated loan")
agreement with the Parent for $100,000, which matures on July 7, 2017. Based upon an
agreement approved by FINRA, the subordinated loan is available in computing regulatory net
capital. This loan may be repaid prior to maturity only if, after giving effect to such payment, CISC
meets its regulatory net capital requirements. CISC did not borrow any amounts under the
subordinated loan agreement during the year ended December 31, 2008.

Employee Compensation and Benefits

CISC’s employees participate, to the extent they meet the minimum eligibility requirements, in
various benefit plans sponsored by JPMorgan Chase. Additionally, CISC’s employees may receive
stock-based incentive compensation based on their performance and JPMorgan Chase’s
consolidated operating results.

Pension and Other Postretirement Plans

CISC’s employees are eligible to participate in the JPMorgan Chase qualified, noncontributory,
U.S. defined benefit pension plan and they may also participate in JPMorgan Chase’s defined
contribution plan. In addition, qualifying U.S. employees are provided postretirement medical
benefits through JPMorgan Chase. The medical benefits are contributory, and vary with length of
service and date of hire and provide for limits on JPMorgan’s Chase’s share of covered medical
benefits.

The JPMorgan Chase domestic pension and other postretirement employee benefit (‘OPEB”) plans
are accounted for in accordance with SFAS No. 87, “Employers’ Accounting for Pensions,” SFAS
No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans
and for Termination Benefits,” SFAS No. 158, “Employer’s Accounting for Defined Benefit Pension



Chase Investment Services Corporation
(A wholly owned subsidiary of JPMorgan Chase & Co.)
Notes to Statement of Financial Condition
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11.

12.

13.

14.

and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106 and 132
(R),” and SFAS 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions.”

Consolidated disclosures about the pension and OPEB plans of JPMorgan Chase, including
funded status, components of benefit expense and weighted-average actuarial assumptions are
included in JPMorgan Chase’s 2008 Annual Report.

Employee Stock-Based Incentives

Certain key employees of CISC participate in JPMorgan Chase’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. See the 2008 Annual Report of
JPMorgan Chase & Co. for further disclosure.

Taxes

At December 31, 2008, CISC has a net deferred tax asset of $4,224. The significant component of
the deferred tax asset relates primarily to litigation expenses. CISC has concluded that it is more
likely than not that the deferred tax asset will be realized and, therefore, no valuation allowance is
required.

In addition, at December 31, 2008, CISC has an income tax receivable from JPMorgan Chase, and
state and local tax authorities of $10,957.

Fair Value

Securities owned and securities sold, not yet purchased, are carried at fair value. Management
estimates that the aggregate fair value of other financial assets and liabilities recognized on the
statement of financial condition approximates carrying value, due to their short-term nature.

Commitments and Contingencies

CISC maintains reserves for certain outstanding litigation. In accordance with SFAS No. 5
“Accounting for Contingencies,” CISC accrues for litigation-related liabilities when it is probable that
such a liability has been incurred and the amount of the loss can be reasonably estimated. While
the outcome of litigation is inherently uncertain, management believes in light of all information
known at December 31, 2008, the firm’s litigation reserves were adequate at such date.
Management reviews litigation exposures periodically, and the reserve may be increased or
decreased in the future to reflect further litigation developments. CISC believes it has meritorious
defenses to claims asserted against it and with respect to such litigation intends to continue to
defend itself vigorously, litigating or settling cases, according to management’s judgment as to
what is in the best interest of CISC. '

Financial Instruments with Off-Balance Sheet Risk

In the normal course of business, CISC’s customer activities involve the execution, settlement and
financing of various customer securities transactions. These activities may expose CISC to off-
balance sheet risk in the event the customer or other broker is unable to fulfill its contractual
obligations and CISC has to purchase or sell the financial instrument underlying the contract at a
loss.
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15.

16.

Net Capital Requirements

CISC is subject to the SEC’s Uniform Net Capital Rule (Rule 15¢3-1 under the Securities Exchange
Act of 1934); which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, as defined, shall not exceed 15 to 1. CISC is required to
maintain minimum net capital equal to the greater of $250 or 6-2/3% of aggregate indebtedness, as
defined. At December 31, 2008, CISC had net capital of $204,248, which was $201,152 in excess
of its required net capital of $3,096. CISC's ratio of aggregate indebtedness to net capital was .23
to 1 at December 31, 2008.

Subsequent Event

On September 25, 2008, JP Morgan Chase Bank, NA acquired the banking operations of
Washington Mutual Bank, NA and its indirect subsidiary, WaMu Investments, Inc., from the Federal
Deposit Insurance Corporation. At the time of the acquisition, WaMu Investments, Inc. became a
wholly owned subsidiary of JP Morgan Chase Bank, NA. On May 1, 2009, WaMu Investments, Inc.
will be merged into CISC. Since the entities are under common control, the merger will be
accounted for at historical cost pursuant to the guidance of SFAS No. 141(R) "Business
Combinations”.
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