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At JPMorgan Chase were focused on doing our part to lead

the way forward during these difficult times

While we continue to face challenges in the financial systems

in the United States and around the world we maintain

fortress balance sheet and are well-positioned for the future

We are confident that we will continue to reinvest in our

businesses for the benefit of our stakeholders as we do the right

thing for our customers and for the communities we serve

AND WE ARE COMMITTED TO STAYING THE COURSE

By continuing to lend to creditworthy businesses of all sizes

including state and local governments healthcare companies

universities and not-for-profits to help them create jobs fund

medical research and improve social services and job training

By helping struggling homeowners stay in their homes by

opening additional loan-counseling centers and by offering

mortgage modifications

By promoting responsible management of personal finances

through innovative services like Chase Blueprint and more

customer-friendly practices like our new overdraft policy

By maintaining strong capital levels and always following

responsible business practices

By continuing to provide grants to thousands of not-for-profit

organizations around the world through the JPMorgan Chase

Foundation

As we move forward JPMorgan Chase remains long-term

optimist about our future and our country We have strong

platform for progress and we look forward to working with

our customers and our stakeholders to seize the opportunities

that lie ahead of us



Dear Fellow Shareholders

The past two years have been among the most extraordinary and challenging in

recent history for JPMorgan Chase the financial services industry and the global

economy We have endured once-in-a-generation economic political and social

storm the impact of which will continue to be felt for years or even decades to come

As we see signs of recovery and the debates about financial reform wage on its

easy for us to forget the fear and panic we felt year ago The market was down an

astonishing 50% from its 2008 highs to its low on March 2009 More important

as write this letter our country has lost 8.4 million jobs in what has turned out to

be more serious sustained economic crisis than most of us have ever experienced

before or may experience again

For JPMorgan Chase these past two years have been part of challenging yet

defining decade We began it as three separate companies Bank One Chase and

i.P Morgan with each facing serious strategic and competitive challenges Today our

strategic position is clear and iPMorgan Chase is leader in all of its businesses

If you had been Bank One shareholder from 2000 to year-end 2009 this represents

approximately 40% of the current company and you held on to your stock you

would have received total return on your investment of 131% Over the same time

period if you were Chase or J.P Morgan shareholder your returns would have been

12% and 70% respectively By comparison the Standard Poors 500 Index was

down 9% over the same period

Throughout this decade we made and executed on many transformative decisions

When the global financial crisis unfolded in 2008 the people of iPMorgan Chase

understood the vital role our firm needed to play and felt deep responsibility to our

many stakeholders It is this sense of responsibility that enables us to move beyond the

distractions of the moment and stay focused on what really matters taking care of our

clients helping the communities in which we operate and protecting our company

It is because of this focus even amid the daunting and ongoing challenges that

we are able to weather this economic crisis and continue to play central if some

times misunderstood role in rebuilding the U.S economy This is testimony to the

collective strength of character and commitment of our people Since those first

chaotic days in early 2008 many of our people have worked around the clock seven

days week for months on end
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HOW OUR COMPANY FARED IN 2009

Overall results performance improved from

2008 but still was not great

Our revenue this year was record $100

billion up from $67 billion in 2008 The large

increase in revenue was due primarily to the

inclusion for the full
year

of Washington

Mutual WaMu and the dramatic turnaround

in revenue in our Investment Bank Profits

were $12 billion up from $6 billion in the

prior year but down from $15 billion in the

year before that While these results represent

large improvement over 2008 they still are

an inadequate return on capital return on

tangible equity of only io% Relative to our

competition our company fared extremely

well We did not suffer loss in any single

quarter over the two-year crisis we may have

been one of the few major global financial

firms to achieve this In absolute financial

terms however our results were mediocre

Maintaining our fortress balance sheet and

commenting on our dividend

During this difficult year the strategic impera

tives that have defined and distinguished

our company continued to serve us well We

maintained our focus on risk management

high-quality capital strong
loan loss reserves

honest transparent reporting
and appro

priately conservative accounting We main

tained an extremely strong Tier Common

ratio which stood at 8.8% at year-end We

also increased our loan loss reserves over the

course of the
year

from $23.2 billion to $31.6

billion an extremely strong 5.5% of total

loans outstanding Our relentless focus on our

balance sheet has always enabled us to prevail

through tough times and seize opportunities

while continuing to invest in our businesses

It served us extremely well over this period

Early in 2009 we cut our annual dividend

from $1.52 to $0.20 per
share drastic move

premised on the need to be prepared for

prolonged and potentially terrible economy

We hope to be able to increase the dividend to

an annual
range

of $0.75 to $i.oo per
share To

do so we would like to see three specific things

happen several months of actual improve

ment in U.S employment significant reduc

tion in consumer charge-offs which improves

earnings and diminishes the need for addi

tional loan loss reserves and more certainty

around the regulatory requirements for bank

capital levels Possible changes in capital and

liquidity requirements as well as some tax

proposals are creating uncertainty around our

future capital needs We hope there will be

more clarity regarding these issues soon

Many companies had to measurably dilute

their shareholders because of this crisis We

did not The only time we issued material

amount of stock was when we did it offen

sively to finance the WaMu purchase and

maintain our very high capital ratios We also

hope to be in position to resume stock buy-

backs in the near future But our first priority

is and always has been to invest our

capital to grow our businesses organically and

secondarily to make valuable acquisitions We

buy back stock only when we think it is good

value for our shareholders relative to the value

of other opportunities And if we use our stock

in an acquisition we do so because we believe

the value were getting is at least equal to the

value were giving

Increasing our efficiency

Overall we are far more efficient company

than we were five
years ago following the

PMorgan Chase-Bank One merger Since then

weve consolidated virtually all of our oper

ating platforms networks and data centers

and we have excellent technology and best

in-class financial and risk systems We also

have exceptional legal finance compliance

risk human resources and audit staff Today



the cost of this improved level of operation businesses But we must be prepared for all

and service per
dollar of revenue is signifi-

of our competitors to come roaring
back With

cantly lower than in the past To give just certain competitors
and in certain parts of the

one example our total technology and opera- world this already is happening We do not

tions and corporate
overhead costs would be take this lightly

more than billion higher today if they were

Protecting the company in uncertain times

running at the same cost per dollar of revenue

as in 2005
You read about it

every day continued global

trade imbalances higher
fiscal deficits run

Continuing to invest by governments around the world uncertain

Through the worst of the past two years we interest rate movements and potential regula

never stopped investing
This has included tory changes among other issues could go on

acquisitions foremost among them Bear for pages Rest assured we are paying very close

Stearns and Washington Mutual investments attention to the difficult issues we still face

in infrastructure including systems
and tech-

Following is recap
of our line of business

nology new products for example in Card
results In this section will focus on

Services and the addition of bankers and

describing what we as bank actually do
branches around the world These investments

which seems to be so often misunderstood
set us up for continued

organic growth
As you read these results hope you will feel

Preparing for tougher global competition as do that we have excellent franchises

The competitive landscape is rapidly changing
focused on doing great 10 for our customers

Many companies did not make it or had to even though we do make mistakes and that

be dramatically restructured We expect this we have been continuously and deliberately

trend to continue in both the Uniter States investing for future growth

and Europe We and others who survived

benefited from market share gains in fact

we gained market share in virtually all of our

Net revenue Managed net revenue by line of business

bdhons Full year 2009

to millans

$iOO Retail card Services

90

Financial $20304

services

80 $32692

70
Commercial Banking

$5720

60

50 Treasury securities

40
Services

$7344

30

20

Asset Management

$7965

10
Investment

Corporate
Bank

6513

2005 2006 2007 $28i09

----.-- Pretax preprovaion profit

For di cussion of man ged xi presentation and reconciliation

to reported ne revenan see pages 58 59 of this Annual Report



Results by line of business

Great leadership amid great challenges

The Investment Bank reported net income of

$6.9 billion with an ROE of 21%

Overall results

The Investment Bank IB delivered record

performance across the board net income of

$6.9 billion on revenue of $28.1 billion These

results were led by best-ever Global Markets

revenue of $22 billion and record investment

banking fees of $7.2 billion The lB generated

return on equity of 21% on $33 billion of

allocated capital our best result in five years

We clearly benefited from higher bid-offer

spreads and
higher volumes as the industry

consolidated and vulnerable companies

were distracted In terms of market share

we achieved ranking in
every major

global capital-raising league table category

We do not however take this position for

granted and understand that maintaining

and growing our market share will undoubt

edly be tough going forward We believe

our success was due to the dedication of our

25000 employees who were working hard to

serve our clients
every day

What we do in Corporate Finance

Globally we have more than 2000 investment

bankers who serve the
corporate

finance needs

of 5000 institutions around the world More

than 1000 of these clients are sovereign govern

ments state and municipal governments inter

national
quasi-government agencies hospitals

schools and not-for-profits the others are gener

ally corporations and financial institutions

Our job is to help these clients find appropriate

financing make strategic acquisitions or divesti

tures and help manage their balance sheets and

other
exposures such as exposure to interest

rates foreign exchange or commodity prices

In 2009 among their many activities our

investment bankers

Advised on 322 mergers and acquisitions

globally more than any other bank

Loaned or syndicated loans of more than

$200 billion to 295 companies helping them

grow and create jobs

Raised $620 billion of equity or bonds in

public markets for clients around the world

Raised $178 billion for the financial industry

or nearly io% of the capital needed to

rebuild the financial system

Raised $102 billion for states municipali

ties hospitals schools and not-for-profits

to help build roads and bridges improve

social services renovate local
hospitals

and train people for employment This

financing included $19 billion to educa

tional organizations and $14 billion to

healthcare organizations

Committed to provide financing when others

were not able to do so for example

$4 billion to California

$2 billion to New Jersey and

$1 billion to Illinois

Arranged $6o billion to restructure stressed

companies and help them recover and keep

their employees at work

Invested in U.S wind farms spread across

i6 states This portfolio can produce 5843

megawatts of capacity enough energy

to power some i.6 million U.S homes We

also are leader in sourcing developing

and trading emission-reduction credits

primarily through our investments in

ClimateCare and EcoSecurities

In difficult times extending this level and

type of credit is exceedingly risky and

costly For example in 2008 and 2009 we

wrote off or reserved for approximately

$8.9 billion of credit-related losses related

to lB lending activities



2005 2006 2007 2008 2009

Investment Bank 3673 3674 3139 1175 6899

Retail Financial Services 3427 3213 2925 880 97

Card Services 1907 3206 2919 780 2225

Commercial Banking 951 1010 1134 1439 1271

Treasury Securities Services 863 1090 1397 1767 1226

Asset Management 1216 1409 1966 1357 1430

Corporate 3554 842 1885 557 3030

What we do in Sales and Trading

Trading is perhaps the least understood area

of our investment banking activities We have

6oo professionals on approximately 120

trading desks in 25 trading centers around

the world these professionals include more

than 8oo research analysts who educate

investors on nearly 4000 companies and

provide insight on 40 developed and emerging

markets The job of our sales and trading

professionals is to provide i6ooo investor

clients globally
with research expertise advice

and execution capabilities to help them buy

and sell securities and other financial instru

ments These investors range from state and

municipal pension plans to corporations and

governments We have experienced special

ists who are prepared to buy or sell large

amounts of stocks and bonds foreign curren

cies or commodities for clients and to give

them immediate cash or liquidity when they

need it something we never stopped doing

even at the most trying moments of the

financial crisis Additionally we help organi

zations manage and hedge their risk through

providing range
of derivatives products

Although we run our sales and trading busi

ness to support clients it is risky business

We execute approximately million trades

and buy and sell close to $2.5 trillion of cash

and securities each day On an average day

we own for our account approximately $440

billion in securities to us this is akin to the

inventory of store We ho the securities

so we can meet client demand Our sales and

trading functions not only play critical role

in helping to maintain large liquid and well

functioning markets but they are indispens

able to institutions of all types seeking to raise

capital in the first place

As more clients chose to work with us in 2009

our sales and trading teams gained market

share We estimate that our market share

of the top 10 players in Fixed Income and

Equity Markets combined grew from approxi

mately 9% in 2008 to more than 12o in 2009

Deservedly these groups also received lot

of accolades most gratifyingly from client

based surveys

How we intend to grow

In 2010 we will continue tc focus on the

fundamentals of investment banking advising

companies and investors raising capital

making markets and executing for our clients

worldwide If we do this well we are helping

not only our clients but the global economic

recovery as well

We also are aggressively and organically

growing many parts of our business For

example the Prime Services business we

acquired from Bear Stearns which provides

mostly large investors with custody financing

Key earnings metrics

in millons except for ratio and per share data

Includes extraordinary

gains and merger costs

br more details on the

Corporate sector see

page 82

Return on tangible equity

Total net income 8483 $14444 $15365 56C5 $11728

15% 24%

Earnings per share diluted 2.35 4.00 4.33 1.35 2.26

22% 6% 10%



and trade execution largely was concentrated

in the United States We now are growing this

business in Europe and Asia Across the busi

ness we will continue to invest in enhancing

our technology spending billion this
year

on upgrades and innovations We also are

expanding our coverage in key markets

including China India and Brazil essentially

by adding investment banking and trading

professionals and providing them with the

corresponding support they need i.e credit and

systems to cover more corporate and investor

clients in these markets For example in the last

five
years

in India we have gone from covering

36 companies to i8o companies We will simply

grow with the emerging economies

Cazenove

At the end of 2009 we announced that our

U.K joint venture with Cazenove Group

Limited would become wholly owned part of

J.P Morgan Our initial investment in Cazenove

in 2005 was extremely successful among

other things it increased our U.K investment

banking market share from to 13% We

welcome all of these employees to J.P Morgan

Cazenoves long tradition of integrity and client

service sets standard for all of us

Commodities

We continue to build out our Commodities

franchise Price fluctuations in commodities

like oil gas
and electricity affect many compa

flies throughout the world We help our corpo

rate clients manage this risk by enhancing

our trading and warehousing capacity Since

2006 our Commodities business has more

than doubled its revenue from serving clients

In February 2010 we announced our agree

ment to purchase portion of RBS Sempras

commodities business for $1.7 billion This

acquisition
will

give us the ability in Europe to

trade oil gas
and electricity far more exten

sively than we can now it will enhance all of

our prior U.S capabilities and it will add

capability to warehouse metals for clients It

also will nearly double the number of corpo

rate clients we serve in Commodities to more

than 2000

Retail Financial Services reported net income

of $97 million with an ROE of 0%

Overall results

Retail Financial Services RFS continued to

be tale of two cities Retail Banking which

includes Consumer and Business Banking

earned $3.9 billion primarily by serving

customers through bank branches in 23 states

Consumer Lending lost $3.8 billion because

of continued high charge-offs in the home

lending business

In our fastest conversion ever we upgraded

i8oo Washington Mutual branches and

more than 40 million accounts to Chases

systems products and branding As result

of these conversions customers today have

full access to 5154 Chase branches across

the country from New York and Florida to

California Former WaMu customers have

received greater access to better systems and

products and we did it at greatly reduced

cost to the firm approximately $2 billion

firmwide We now have one of the most

attractive franchises in the country with

enormous opportunities to grow

What we do in Retail Banking

Last year our 6iooo people in 5154 Chase

branches in 23 states served more than 30

million U.S consumers and small businesses by

providing checking and savings accounts and

investments as well as home business auto

and student loans For our RFS professionals

2009 was year of numerous accomplishments

Retail operations teams processed 700

million teller transactions 3.5 billion debit

card purchases 100 million ATM deposits

close to billion checks and more than

1.3 billion statements

Investment advisors oversaw $120 billion in

assets under management to help consumers

toward their goals

We added 4.2 million mobile banking

customers and another 5.2 million new

online banking customers

Market share as measured

in total fees



We also added 2400 branch sales staff last What we do in Consumer Lending

year personal and business bankers mort

gage officers and investment representatives

to better serve our customers

In addition we are revamping our overdraft

policies to meet regulatory requirements to

make them clearer and simpler and to give

customers more control Customers now can

choose if they want overdraft services for their

debit cards and they will have real-time

ability to see their balances over the course

of the day These changes are ongoing and

complex We hope to complete them with

minimal disruption and maximum consumer

satisfaction While costly we estimate these

changes will reduce our after-tax income by

approximately $500 million annually we

believe these moves will strengthen our long-

term relationship with our customers

What we do in Small Business Banking

In 2009 our nearly 2000 business bankers

provided approximately $2.3 billion in new

loans our total outstanding loans are $17

billion and other services to help million

business owners nationwide manage their

businesses Loan origination in 2009 was

down 58% as customer demand decreased

significantly and our underwriting stan

dards became more disciplined We expect

substantial turnaround in 2010 and in fact

we already are seeing increased demand from

more qualified customers

We are renewing our efforts to get more credit

into the marketplace including adding 375

small business bankers to our current work-

force In late 2009 we committed to boosting

lending to small businesses by $4 billion

in 2010 to total of $o billion through

increased access to working capital term loans

for expansion commercial mortgages lines of

credit and business credit cards

Our Consumer Lending business includes

home and auto loans for consumers In terms

of overall results it was another difficult year

for Consumer Lending with losses of $3.8

billion driven by increased charge-offs
and

additions to loan loss reserves in our home

lending portfolios As discussed last year these

losses were the result of departures from our

traditional and well-tested underwriting

standards sharply falling home prices and the

deepening recession While there has been

some improvement in delinquencies
and home

prices in some markets we believe that signifi

cant improvement will depend largely on an

improving economy

As expected charge-offs in Home Lending

continued to rise during 2009 and we added

$5.2 billion in reserves to our portfolio We

anticipate that this portfolio will continue to

lose money for the next three years excluding

reserve changes as we work through

backlog of problem loans The losses come

not only from charge-offs but from the costs

of managing delinquencies
and foreclosures

though we were able to reduce the number

of homes that we own from 12700 in 2008

to 7400 in 2009

More positively we took leadership role in

helping American homeowners through the

most difficult housing market of generation

We added 6ooo people just to help home

owners through modification programs and

other actions to prevent foreclosure We also

opened 34 Chase Homeownership Centers

to allow struggling borrowers to talk with

loan counselors face to face and have begun

opening 17 more in early 2010 These efforts

have allowed us to begin the mortgage modifi

cation
process

for nearly 6ooooo homeowners

approximately one-third of which are modi

fications under the governments new Home

Affordable Modification Program or HAMP

The mortgage business essentially has

returned to the more disciplined underwriting

of many years ago 8o% loan-to-value ratios

and income verification In 2009 we origi

nated more than $150 billion in new home



loans much of it refinancing
that allowed

homeowners to lower their payments by

taking advantage of historically low interest

rates Most of the loans that we originate are

sold to Fannie Mae Freddie Mac or Ginnie

Mae We still underwrite jumbo loans those

with loan amounts larger than those permitted

in government programs but we have been

very
cautious The home lending business will

one day return to being good business it

certainly is critical to the
proper functioning of

Americas financial markets and we intend to

be leader in it

In 2009 we also became the largest U.S auto

lender financing more than 1.1 million auto

loans for consumers up 25% from 2008 Our

auto loans outstanding totaled $46 billion at

the end of 2009

How we intend to grow

To provide better service to our millions of

customers we plan to add 2700 personal

bankers and more than 400 investment sales

representatives in 2010 These efforts should

help us earn new customers and broaden our

relationships with
existing customers beyond

checking accounts and other basic services In

addition we expect to open at least 120 more

branches in 2010 and to ramp up our pace
of

openings in 2011 and 2012 especially in Cali

fornia and Florida two of the fastest-growing

U.S markets which were introduced to us

through the WaMu acquisition

Card Services reported net loss of

$2.2 billion

Overall results

By all measures 2009 was terrible
year

for our credit card business The economic

environment drove charge-off rates to all-

time highs Card Services lost $2.2 billion

compared with last years profit of $780

million While dont want to diminish the

negative overall results there were some posi

tives We were able to grow market share in

terms of accounts and customer spending

and our credit loss performance 8.5% on

Chase cards while poor was better than our

competitors performance

What we do in Card Services

Our 23000 Card Services employees around

the world provide financial flexibility and

convenience to customers who in 2009 used

Chase credit cards to meet more than $328

billion of their spending needs With more

than
145

million cards in circulation held by

approximately 50 million customers with

$163.4 billion in loan outstandings Chase is

among the largest U.S card issuers with

wide
variety of general purpose credit cards

for individual consumers and small businesses

We also issue cards with number of partner

organizations such as the American Associa

tion of Retired Persons AARP Continental

Airlines Marriott Southwest Airlines United

Airlines and Walt Disney

How we dealt with new regulation

In 2009 in addition to the terrible environ

ment the U.S credit card business faced

fairly dramatic changes because of new

law enacted by Congress in May The new

law restricts issuers ability to change rates

and prohibits certain practices that were not

considered consumer-friendly These changes

alone are expected to reduce our after-tax

income by approximately $oo million to

$750 million but this could possibly change

as both consumers and competitors change

their behavior

10



If yoa would like to review any

of our new products go to

our website www.chase.com

We believe that many but not all of the

changes made were completely appropriate

In fact we had voluntarily eliminated certain

of the targeted practices like double-cycle

billing which resulted in greater interest

charges for customers who revolve balance

for the first time 2007 and universal default

pricing
in which creditors consider credit

histories with other lenders in setting rates

2008 However because the new law makes

it harder to raise rates on customers who have

become far riskier and because all payments

now must go toward reducing users highest-

rate balances vs lower-rate balances we and

other competitors have had to make some

fairly drastic changes in the business

We have substantially reduced
very

low

introductory or promotional balance

transfers This change alone reduced our

outstanding balances by $20 billion

In the future we no longer will be offering

credit cards to approximately 15% of the

customers to whom we currently offer them

This is mostly because we deem them too

risky in light of new regulations restricting

our ability to make adjustments over time as

the clients risk profile changes

We reduced limits on credit lines and we

canceled credit cards for customers who

had not done business with us over an

extended period

In fact the industry as whole redLuced limits

from peak of $4.7 trillion to $3.3 trillion

While we believe this was proper
action to

protect both consumers and card issuers doing

so in the midst of recession did reduce

source of liquidity for some people Ultimately

however the change may make the card busi

ness more stable and better business

How we intend to grow

Aggressive product innovation is fundamental

to the development of the credit card business

Even through the recent tumultuous times

we never stopped investing in new products

and services to meet our customers needs In

2009 Chase launched more products at one

time than any other issuer New products and

services included two Chase-branded card

programs rewards platform and new

feature to help better manage spending and

borrowing Here are some of the highlights

The Chase SapphireM card was developed

from the ground up to address the needs of

affluent consumers with premium rewards

and exceptional service

InkoM from Chase is suite of business

cards offering
flexible payment options and

resources for small business owners

Our new Ultimate RewardsM program offers

countless redemption options through

single website www.ultimaterewards.com

BlueprintsM is an industry-first set of features

to improve the way Chase customers manage

their spending and borrowing with tools to

help consumers take charge of their finances

pay down balances and manage spending

These new products and programs would

be considered major innovations at any time

but the fact that we launched them in one of

the worst-ever U.S consumer environments is

especially noteworthy By delivering conven

ience customization and
great service we will

build stronger customer relationships Even

as the credit card business has seen more than

its share of difficulties during the past year we

believe our new products will help us rebuild

trust with our customers Its process that

will take time but if we focus on delivering

useful products and making financing easier

for our customers Card Services will return to

being business that is good for our customers

and profitable for our company

11



Commercial Banking reported net income of

$1.3 billion with an ROE of i6%

Overall results

In 2009 Commercial Banking overcame many

challenges to deliver exceptional financial

performance Even as substantially higher

credit costs negatively affected quarterly

results the business exceeded its annual plan

by focusing on client selection marketing

its business aggressively managing risks

and expenses and excelling in client service

Highlights included 20% boost in revenue to

$5.7 billion 25% improvement in operating

margin to $3.5 billion double-digit increases

in both
average liability balances up io% and

average loan balances up 30% and 20%

jump in gross investment banking revenue

to $1.2 billion full 25% above plan These

were fabulous results in any environment

What we do in Commercial Banking

More than 1400 bankers help fulfill the

financing needs of nearly 25000 clients and

over 30000 real estate investors and owners

The
average length of Commercial Banking

client relationship with us is more than i8
years

In 2009 we added over 1700 new Commercial

Banking clients and expanded more than 7600

relationships With team of banking treasury

and client service professionals situated in local

markets coast to coast and around the world

Commercial Banking delivers financial services

while steadfastly supporting communities Last

year Commercial Banking extended more than

$73 billion in new financing which included

nearly $8 billion to the government not-for-

profit and healthcare GNPH and education

sectors For example

We helped finance the construction of

$22.3 million healthcare center in the Bronx

New York to serve an additional i8ooo

patients per year

As part of more than $384 million in new

and renewed commitments to GNPH and

educational entities in Ohio we provided

Kent State University with needed financing

We assisted Childrens Memorial Hospital

in Chicago in financing the construction

of new $915 million building with

$196 million credit facility

How we intend to grow

Having successfully completed the conver

sion of commercial client accounts acquired

through Washington Mutual Commercial

Banking is well-positioned to grow The busi

ness already is taking advantage of Chases

retail branch network to expand its offerings

into five new states California Washington

Oregon Georgia and Florida Well now cover

these new markets by supporting full
range

of clients from middle market companies to

large corporations We are achieving this by

hiring exceptional commercial bankers more

than 50 employees by the end of 2010 alone

to serve these additional markets Several years

from now when this expansion ultimately is

completed we expect it will
generate

hundreds

of millions of dollars in additional profits

annually

On another front when JPMorgan Chase and

Bank One merged we set target of more than

$i billion in revenue from investment banking

products sold to Commercial Banking clients

up from $552 million This yeal we exceeded

the goal and are poised to continue growing

this business
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Treasury Securities Services reported net

income of $1.2 billion with an ROE of 25%

Overall results

Treasury Securities Services TSS delivered

solid but lower results producing 2009 profits

of $1.2 billion vs $i.8 billion in the prior year

The business delivered net revenue of $7.3

billion down io% from the previous year We

describe TSS as our Warren Buffett-style

business because it grows with our clients

and with inflation delivers excellent margins

and high returns on capital and is hard for

would-be competitors to replicate because of

its global scale long-term client relationships

and complex technology

Our 2009 performance largely was driven

by weakened market conditions and lower

interest rates Securities lending and foreign

exchange volumes and spreads in partic

ular saw significant declines TSS also saw

deposits level off after an exceptional period

in late 2008 and early 2009 when we were

huge beneficiary of the markets flight

to quality Despite the headwinds of 2009

the underlying business drivers remained

strong International electronic funds transfer

volumes grew 13% assets under custody

increased 13% and the number of wholesale

cards issued grew 19%

What we do in Treasury Securities Services

More than 6ooo TSS bankers serve more than

40000 clients from all of our other lines of

business in 6o locations around the world

TSS provides clients with critical products and

services including global custody in more than

90 global markets holding nearly.$i trillion

in assets corporate cash management moving

an astounding $io trillion day of cash trans

actions around the world for clients corporate

card services providing 27 million cards to

more than 5000 corporate clients and govern

ment agencies and trade services guaran

teeing international payments for our clients

who are many of the worlds largest global

companies Following are some specific exam

plesof how TSS supports range of clients

We delivered unemployment and other

benefits to more than 12 million individuals

in 2009 as the national leader in bringing

electronic banking services to low-income

households through electronic benefits

transfer and debit and stored-value cards

We were selected by the Federal Reserve

to serve as custodian for its program to

purchase up to $1.25 trillion in mortgage-

backed securities in order to provide support

to the mortgage and housing markets

We are the leading cash management

provider to the U.S Postal Service

providing cash and check depository

services to nearly one-third of the U.S

Postal Services 8o districts

How we intend to grow

TSS essentially grows by following its clients

around the world which means opening

new branches and constantly improving

products In 2009 TSS opened new branches

in China Denmark Finland Norway and

Sweden launched new services in Tokyo

South Korea Brazil and Mexico and expanded

capabilities in Australia India Europe the

Middle East and Africa We will continue this

expansion for the foreseeable future

In addition more than three years ago TSS

and the Investment Bank formed joint

venture to create our Global
Corporate

Bank

With team of more than 100 corporate

bankers the Global Corporate Bank serves

multinational clients by giving them access

to TSS products
and services and certain

TB products including derivatives foreign

exchange and debt We intend to expand the

Global Corporate Bank aggressively over the

next several
years by opening 20-30

locations

and adding 150 corporate bankers allowing

us to cover approximately 1000 new clients

3100 total up from 2100
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Asset Management reported net income of

$1.4 billion with an ROE of 20%

Overall results

Asset Management with assets under supervi

sion of $1.7 trillion saw earnings increase by

5% in year that began with strong negative

headwinds and finished with market rally

Overall the years results reflected several

trends including strong investment perfor

mance continued growth in Private Banking

excellent investment performance from High-

bridge Capital Management and breakout

year for our U.S retail mutual funds business

All of these trends reflected an improving

story from the challenges of the past two years

What we do in Asset Management

Our Asset Management franchise consists

of two primary businesses The first is Invest

ment Management in which 6oo employees

help institutions and retail investors worldwide

manage their cash provide equity fixed income

and alternative investment strategies and

administer 4oik services for large and mid-size

U.S employers Overall we manage more than

$1.2 trillion in assets for our clients

Our second primary business is Private

Banking Our 1900 private bankers help the

worlds wealthiest individuals and families

grow manage and sustain their wealth with

investing portfolio structuring capital advi

sory philanthropy and banking services

Throughout 2009 our Asset Management

professionals advised institutions on how to

strengthen pension plans for the benefit of

their employees advised more than i.6 million

4oik participants on achieving secure

retirement executed comprehensive finan

cial plans for family enterprises and business

owners distributed more than $ioo million

to charities on behalf of fiduciary clients and

brought market insight and top-performing

products to financial advisors who guide

millions of individual investors worldwide

Within Asset Management our Fixed

Income group solidified its position as the

provider of global liquidity we manage

$590 billion and our U.S Equity platform

had 82% of assets under management in the

top two quartiles of peer
fund group invest

ment performance over five years Our U.S

retail business had an exceptional year despite

clients broadly based risk aversion bringing

in record net asset flows and ranking third in

net new long-term flows in the industry due

principally to the sale of strong-performing

fixed income products

Private Banking experienced record revenue

due to inflows from clients and solid investing

lending and banking activity as well as the

addition of nearly ioo client advisors and five

new Private Wealth Management offices in

Miami Philadelphia San Francisco Seattle

and Washington D.C.

In mid-2009 J.P Morgan assumed ioo%

ownership of Highbridge Capital Management

one of the largest alternative asset managers

in the United States with $21 billion in client

assets We acquired Highbridge in 2004 to

augment our alternative investment offer

ings for clients Highbridge delivered the best

investment performance in its history in 2009

and just five years
into our partnership its

assets have grown threefold

Importantly rigorous risk management

enabled Asset Management to provide
valu

able support to our clients and avoid many

of the
negative developments that surfaced

during the financial crisis and damaged an

untold number of investors

How we intend to grow

Our Investment Management business is

developing new global strategies including

funds focused on maritime investments

commodities distressed debt and China We

also plan to enhance Investment Manage

ments global distribution with the addition

of more than 200 employees and increased

budgets for marketing and client outreach
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In 2010 we plan to expand Private Banking

globally by adding more than 500 bankers

investors and client service employees In addi

tion we intend to continue to invest in the

growth of the brokerage business we acquired

from Bear Stearns We anticipate slowly

improving but volatile investment environ

ment in 2010 yet nonetheless we expect

Asset Management to continue to thrive by

helping millions of individuals families and

institutions achieve their financial goals

The Corporate sector reported net income

of $3.7 billion

Our Corporate sector excluding merger-

related items produced net income of $3.7

billion compared with $768 million in the

prior year The Corporate sector comprises

three segments Private Equity unallocated

corporate expenses and our corporate invest

ment portfolio Our Private Equity segment

reported net loss of $78 million vs net loss

of $690 million in 2008 Remember however

in 2007 we had an outstanding year with

pretax Private Equity gains
of more than $4

billion We know that Private Equity returns

by their nature are lumpy but we expect to

average 20% returns over the years

Our corporate investment portfolio which

we own in order to manage excess cash our

collateral needs and interest rate exposure

grew from low of $91 billion in March 2008

to an average
of $324 billion in 2009 Our

investment portfolio produced exceptional

performance the result of both managing

interest rate exposures
and buying securities

that we thought were extremely safe invest

ments and were trading at large discounts to

fair value e.g mortgage ABS Triple-A credit

card ABS and Triple-A CLOs The pretax

unrealized gain of this portfolio went from

loss of $3.4 billion at the beginning of 2009 to

gain of $3.3 billion at year-end Its impor

tant to note that your company manages its

interest rate exposure extremely carefully and

believes that taking this exposure is funda

mentally not how we make our money Any

investor can take on interest rate exposure

we do not consider that business We do not

borrow cheap from the Federal Reserve or

any other source we borrow at market rates

like everyone else does

We may realize some of these Corporate

investment gains in 2010 but we do not expect

these exceptional results to continue Over

the course of the year Corporate quarterly

net income excluding Private Equity merger

related items and any significant nonrecurring

items is expected to decline to approximately

$300 million
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II HOW WE MANAGE OUR PEOPLE

JPMORGAN CHASES MOST VALUABLE ASSET

Nothing is more vital to the long-term growth

of JPMorgan Chase than our ability to attract

and retain talented and dedicated employees

Ours is complicated business Managing it

requires complex systems extensive quanti

tative skills and risk discipline The pressure

can be enormous and wide-ranging from

trader
dealing

with
large positions to call

center employee helping customer modify

mortgage loan that no longer is affordable

Being smart is not enough it also takes high

level of social intelligence and skill to handle

all
types

of customers facing all kinds of

challenging circumstances

Success at our firm requires that employees

treat clients and customers respectfully and

fairly and stay true to the values embedded in

our culture personal commitment honesty

teamwork diversity and community awareness

Ensuring we have the best people training and

leadership requires that we do many things

right from
recruiting

and
training to recog

nizing rewarding and developing leaders

This is what enables us to attract retain and

develop the best people

Recruiting and training talent

The breadth complexity and variety in the

work our people do are impressive by any

measure but are not well-understood We have

220000 employees around the world While

some of us have high-profile jobs and receive

great attention not always for the better

these days many others are not in the public

eye These individuals are essential to our

global operations and include

Nineteen thousand programmers applica

tion developers and information technology

employees who tirelessly keep our 8o data

centers 55000 servers 225000 desktops

and
global network up and running and

who were major part of completing the

Bear Stearns and WaMu conversions in

record time

Eighty thousand employees fulfilling opera

tions functions globally and thousands

of customer service colleagues In 2009

they responded to more than 245 million

phone calls to help customers stay
in their

homes understand credit card payment

plans and avoid financial problems during

these difficult times

Thirteen thousand people in Legal Compli

ance Risk Audit Human Resources and

Finance in 6o countries who rigorously

analyze facts and figures thoughtfully

review the policies we have and address the

issues we face For example we rely upon

hundreds of credit risk officers to manage

our various exposures including $2 billion of

new loans we make on average every day

Thousands more of our colleagues working

behind the scenes to keep our operations safe

and efficient including mailroom attendants

mechanics and engineers executive assistants

receptionists security personnel and those

who manage our facilities worldwide

To fill these jobs we hire thousands of

employees each year all of whom must be

trained in our products services and proce

dures in order to do their jobs well Annually

we hire i8oo people with advanced
degrees

including M.B.A.s and Ph.D.s Thousands of

our people have advanced degrees in math

science and physics While many of these

people work in the Investment Bank others

work in Asset Management Credit and Risk

Analysis Consumer Lending and Treasury

Securities Services as well as in data centers

across the firm

Employees of JPMorgan Chase receive ongoing

training and development to ensure they are

well-equipped to manage the complex systems

risk management disciplines and client rela

tionships that are critical to our franchise

Additionally many are prepared to assume

managerial and leadership roles over time

Our company has 94 management develop-
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responsibility three five or even seven yearsment programs and more than 20000 training

programs including online courses that

enable our people to hone and expand their

skills in rapidly changing business

Ongoing assessment and development

At JPMorgan Chase we are fortunate to attract

world-class talent We owe it to our employees

our customers and our shareholders to create

an environment in which our people can do

their best work Toward this end we believe

in assessing their strengths and weaknesses

and regularly giving them honest and thor

ough feedback Additionally we know that

in order to sustain our strong competitive

position we must focus on developing excep

tional leaders This starts with clear and

shared understanding about the attributes we

value most in senior managers These qualities

must be intentionally fostered and reinforced

through rigorous talent assessment process

This
process

now is embedded as part
of how

we operate
We also are developing general

management program for M.B.A students to

help us add to our bench and build general

management talent on an ongoing basis

Talent mobility and optimization are key to our

long-term success We have to clearly outline

what people need to do to move to the next

level at JPMorgan Chase We are working to

do away with statements such as My boss

wont let me go .. or my boss wont let me

look at positions
in other divisions People

have the right to explore different career

opportunities and follow their dreams While

its also an individuals responsibility to

manage his or her own career its our job to

help facilitate that We strive to be proactive

and thoughtful in that regard

Intense focus on succession

We need to be honest and thoughtful about

potential successors particularly for senior

jobs We have redoubled our efforts to

ensure that we have people in the pipeline

who are capable of assuming senior levels of

out or right away if
necessary the hit by

truck emergency scenario This is true for

my job as well

Poor CEO succession has destroyed many

company CEO and management succession

often seems more like psychological drama

or Shakespearean tragedy than the reasoned

and mature process
it should be It is in our

best interest to avoid such drama

want to assure you our shareholders that

your Board believes that we have within the

organization some outstanding people who

could do my job today and we will continue to

rotate some of our senior people across the busi

ness to ensure that others are fully developed to

take my job in the future The Board of Direc

tors not only believes that this is priority but

that it is of the utmost importance And you can

rest assured that your Board members are on

the case They personally know all of the Oper

ating Committee members of the company and

many others and the Board members peri

odically review with and without me your

companys key succession plans

Compensation is one of the most complex

issues we confront it is important to our

employees our company our shareholders

and increasingly the public at large poorly

conceived compensation strategy can devas

tate company by attracting the wrong people

and incenting them to do the wrong things

for the wrong reasons At JPMorgan Chase

we put great
deal of time and thought into

designing compensation plans that attract

and motivate good people and reward good

behavior Of course compensation aside we

always expect our people to do the right thing

badly designed compensation plan never is

an excuse for bad behavior

Many people are concerned and angry about

compensation practices across the finan

cial services industry and many of these

concerns are quite legitimate Senior leaders

at some companies made
great

deal of

Encouraging mobility and multiple careers
Getting compensation right
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money while their companies failed and in

the
process helped contribute to the crisis in

our country This
angers me too But not all

companies were reckless and not all compa

nies had bad compensation practices

In this section Im going to describe how our

overall 2009 compensation related to other

industries present some overall principles

that
guide us and explain how we apply these

principles in compensating our people

ComparingJPMorgan Chase with other

industries

In 2009 JPMorgan Chases total expenses were

$52 billion The total compensation salaries

and benefits and incentives your company

paid out was $27 billion

JPMorgan Chase compensation 2009

Average per

Total employee

in billions in thoasandn

Salaries 12.5 56

Benefits 3.9 18

Incentive

compensation 10.6 46

As seen above we paid salaries and benefits

of approximately $74000 per person and

incentive compensation on average
of $46000

per person for total of $120000 per person

These salary and benefit numbers are gener

ally in line with other major companies

financial and non-financial

The incentive awards come in various forms

cash commissions restricted stock options

etc. Approximately 32% of the incentive

compensation for 2009 was in restricted stock

and options that vest over number of years

At JPMorgan Chase the use of stock options

is very restricted we only use stock options

for approximately 500 people year
and

represents just 1%-2% of the companys total

compensation expense

Many commentators in an attempt to measure

fairness and reasonableness of companys

compensation payouts have looked at total

compensation as percentage of revenue On

this basis JPMorgan Chases total compensa

tion salaries benefits and bonuses was 27%

for 2009 this number averaged 33% over

the previous several years For our Invest

ment Bank alone the
part

of the company

receiving the most scrutiny compensation

was 33% of revenue down from an average

of 44% over the last five years

The chart on the next page compares these

same percentages
with wide mix of busi

nesses For the
average

U.S business total

compensation as percentage of revenue is

approximately i6% In general at businesses

that are people-intensive and not capital- or

intellectual property-intensive such as profes

sional services companies high percentage

of the companys revenue is paid out to the

employees Law firms for example which

are not included in the following table pay

out more than 8o% of their revenue to their

employees In highly capital-intensive compa

nies like telecommunications or certain

manufacturing companies payout ratios are

considerably lower

Some commentators also have looked at total

compensation as percent of profits Here you

see similarly wide
range

of results

Essentially the financial dynamics and struc

tures of various businesses are very different

and looking at these ratios always will produce

divergent conclusions they alone do not

reveal very much

It also is important to point out that at many

companies significant amount of incentive

compensation generally is paid regardless

of whether or not the overall company does

well Many companies pay certain individuals

based on their specific performance sales and

service employees and not necessarily on the

performance of the company

PMorgan Chase does employ number of

highly compensated individuals probably

more than in many other industries but not

Total compensation

and benefits 27.0 120

This inclades what JPMorgan

Chase contribates to various

benefits
programs lie 4Otlk

match pension health and

welfare etc aed employment-

related taxes

Represents 2009 expense based

to U.S asop

While we have 220000

employees oar health plan

covers 400.000 people

which inclades covered

family members
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Compensation ratios by industry

Industry

Healthcare providers and services

Professional scientific and technical services

Newspapers

iF Morgan Investment Bank gross revenue4

Transportation and warehousing

Securities and other finance5

Fast food

JPMorgan Chase gross reveoue4

Construction

Nationwide average

Telecolnmuncatious

Traditional finance6

Manufacturing

Retail

of

U.S sales

5.9%

470

0.2%

tAX NA

3.6 2.3o

2.4X 2.2%

2.3 0.6o

2.30 NA

3.6X 6.2%

NA NA

2.0 1.7o

1.0 4.6%

1.30 18.5%

2.4 13.6o

Ccrrrensation/reverae basel on

US data only PM0 pan lane

data ha ed 00w ldw de Iota

Net ncome marg based

.1104 70110 .noagn SAP 00

coripan en ard ad osted for

escept nra ossen gao

Corpeesator sae based

.5 Ccl San Bore data

Reoerae ha edo 2009 gr

reve oe before otere eeperse

Ir ode investment bar ks

et man gemert fir cap Ia

arkets firms and ther ran

end rg fnanc.a nstto 015

Inc odes ice oral bar ks cred

card cam pane and otter credt

lend ig mt tat ann

NA Not app cable

all We are unable to find real comparisons

Much of the anger about highly compensated

individuals at banks relates to the argument

that all of these companies would have failed

which we do not believe is true more detail

on this in the next section Finally the more

highly paid the individual is at JPMorgan

Chase the higher the percentage of compensa

Con awarded in restricted stock anc options

Before we speak specifically about how we

compensate individuals at JPMorgan Chase

its appropriate to outline our prtnctples

home key con ipensatiort principles at

fP/Iorqan Chase

We believe the compensation principles we

use are best
pi

actices and compote favorably

with hose outlined by outside art horities

such ts the 20 the Financial Services

Auhority the Financial Stability Board lie

Federal Reserve and the U.S Trea ury Out

principles are as follows

Pay significant percentage of our incentive

compensation in stock at least 67r for the

Operating Committee members and approxi

mately 50% for the remainder of our senior

management team

Structure the stock we grant
restricted stock

units or options to vest over multiple years

Require Operating Committee members to

retain and hold approximately 75% of the

stock they receive from the company after

the stock vests

Generally do not provide multi
year guar

antees to new hires and almost never to

current employees

Institute meaningful recoupment policies

some of which we enhanced in 2008 and

2009 and are progressive more strin

gent at higher levels of management For

all employees if anyone causes material

financial or reputational harm to the firm

or its business activities we can recoup
the

employees incentives including stock

For approximately oo senior individuals

unvested stock also can be recouped for

failure to properly identily raise or assess in

timely manner and as roasonably expected

material risks to the firm

For the Operating Comm ttee and for me

unvested stock or options can he recouped

not only for the reasons mentioned above but

also if reasonable progress
toward personal

and company goals are not met This is at the

discretion of the Board of Directors

Compensation/revenue

Wt57 jit
41W

Compensaton
net income

10.5

4.6

2.8

JPMorgan Chase 2009

reported compensation

revenue ratio is 27% which

reflects revenue net of interest

expense unlike other industries

iO% 20% 30% 40%

The industry compensation ration in the abe ubcne reflect 2007 information contained in U.S Census Bureau data apital IQ Compustat

recordn and company filings and are based on run enae before deducting interest eXpense whereon JPMorgan Chine and other financrol

servces frms report their compensation ration booed on revenue net of interest eopnnse



Pay our people for performing well over

multiple years and for helping to build

enduring performance

Ensure that financial results key metric

but not the only one we use to pay our

people always include profits adjusted

for risk that is the more capital business

uses the more it is assessed
charge

for

that capital

Recognize revenue for complex and long-

dated trades or products over multiple years

to properly reflect the risk Try to be as

conservative as possible regarding accounting

aiming not to recognize profits at all when

we think doing so is inappropriate

Some of our other compensation principles go

beyond what regulators have asked for but we

believe are equally important For example

We do not have change-of-control agree

ments special executive retirement plans or

golden parachutes or special severance pack

ages for senior executives

We do not pay bonuses for completing

merger which we regard as part
of the

job When the merger has proved to be

successful compensation might go up

We feel strongly that financial outcomes

alone do not represent comprehensive

picture of performance Broader contribu

tions such as continually honing leadership

skills maintaining integrity and compliance

recruiting
and

training diverse outstanding

workforce building better systems and

fostering innovation to name just some

important qualities matter great
deal In

fact in our business basing compensation

solely on financial or quantitative measures

and
ignoring qualitative measures can be

disastrous Good performance in particular

year does not necessarily indicate that the

individual did good job

We are mindful that
rising tide lifts all

boats so we take into account how much

strong market as opposed to the initiative

of the individual or group contributed to

the results

We must be highly competitive on compen

sation which is absolutely crucial to being

great company While we aim to be

company that
pays

its employees well it

should be because we have been well-

performing company

We want our employees to be shareholders

All of the policies described above have

been effective in this regard Our employees

own 488 million shares and options

significant portion of which is unvested

i.e of no value to the individual if he or she

were to leave the company for compet

itor Ownership does not guarantee that

our employees will act like owners but it

certainly improves the odds

How we pay individuals

Our starting point when it comes to compensa

tion is as it should be risk-adjusted financial

performance We keep thousands of profit-and-

loss statements by branch by trading desk etc.

While we dont maintain incentive compensa

tion pools at such granular level we do have

hundreds of such pools we try to maintain

very disciplined approach to relate compensa

tion as closely as possible to performance

However we do not stop
there We make

adjustments based on our own judgments

about how the company is doing in absolute

and in competitive terms and for
very specific

business decisions such as additions to staff

or large new investments that affect profits In

some cases the impact of these sorts of discre

tionary factors will be negligible In other

cases the discretion we exercise may have

significant effect on the size of an incentive

compensation pool If we feel the pool amount

was not earned we do not pay it
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Some individuals are paid incentive compen

sation based on very specific metrics for

example people in our call centers retail

branches and operating centers These metrics

may be increased or reduced somewhat by

the companys performance There also are

few senior people who are paid on specific

metrics For example bankers who manage

money for our clients have their compensa

tion tightly
tied to the kind of job they did for

their clients think you would agree
that this

is completely appropriate

Most of our senior people are not paid by

formula we use multiple metrics to assess

performance and then apply great deal of

judgment In general
the more senior the

executive the more the compensation should

relate to the companys performance overall

This is especially true for the leadership team

of each business

When it comes to an individual we look at his

or her performance the unit results and the

overall performance of the company Since

we generally
know these individuals well we

evaluate their performance over multi-year

period It is important that we recognize our

best people many of those in senior posi

tions have generally proved themselves over

many many years

We also are keenly aware of our competi

tion and know what it would take to replace

person if we had to hire someone new We

cannot operate
in vacuum

Our most senior people
members of our

Operating Committee have their compensa

tion tightly tied to the companys performance

and they also are evaluated on their leadership

skills In 2008 when the companys earnings

were down 64% your senior managements

compensation was down 67% this doesnt

include me received no year-end incentive

We know there are people in this industry

who have been extraordinarily well-paid and

in some cases overpaid Some of these people

have benefited from profits that turned out

to be ephemeral or were the result of exces

sive leverage in the system Some benefited

from extreme competition for their specific

talents often from hedge funds and other

such businesses While no firm can claim it

gets compensation right every time we at

JPMorgan Chase do think we have generally

been disciplined when it comes to our deci

sions We believe we have the right compen

sation practices but that is only one part of

building great company The most important

part is developing great
leaders

Developing leaders

Earlier in this section mentioned that my

number one priority is to put healthy and

productive succession process
in place As

will be increasingly focused on this
process

would like to share my thoughts about the

essential qualities leader must have particu

larly as they relate to large multinational

corporation like JPMorgan Chase

Leadership is an honor privilege and deep

obligation When leaders make mistakes lot

of people can get
hurt Being true to oneself

and avoiding self-deception are as important

to leader as having people to turn to for

thoughtful unbiased advice believe social

intelligence and emotional quotient or

EQ matter in management EQ can include

empathy clarity of thought compassion and

strength of character

Good people want to work for good leaders

Bad leaders can drive out almost anyone whos

good because they are corrosive to an organi

zation and since many are manipulative and

deceptive it often is challenge to find them

and root them out

At many of the best companies throughout

history the constant creation of good leaders

is what has enabled the organizations to stand

the true test of
greatness

the test of time

Below are some essential hallmarks of good

leader While we cannot be
great

at all of these

traits know Im not to be successful

leader needs to get most of them right
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Discipline

This means holding regular business reviews

talent reviews and team meetings and

constantly striving for improvement from

having strong work ethic to making lists and

doing real detailed follow-up Leadership is

like exercise the effect has to be sustained for

it to do any good

Fortitude

This attribute often is missing in leaders They

need to have fierce resolve to act It means

driving change fighting bureaucracy and poli

tics and taking ownership and responsibility

High standards

Abraham Lincoln said Things may come

to those who wait
..

but only the things left

by those who hustle Leaders must set high

standards of performance all the time at

detailed level and with real sense of urgency

Leaders must compare themselves with the

best Huge institutions have tendency toward

slowing things down which demands that

leaders push forward constantly True leaders

must set the highest standards of integrity

those standards are not embedded in the

business but require conscious choices Such

standards demand that we treat customers

and employees the way we would want to be

treated ourselves or the way we would want

our own mother to be treated

Ability to face facts

In cold-blooded honest way leaders empha

size the negatives at management meetings

and focus on what can be improved of course

its okay to celebrate the successes too All

reporting must be accurate and all relevant

facts must be reported with full disclosure and

on one set of books

Openness

Sharing
information all the time is vital

we should debate the issues and alternative

approaches not the facts The best leaders kill

bureaucracy it can cripple an organization

and watch for signs of politics like sidebar

meetings after the real meeting because people

wouldnt speak their mind at the right time

Equally important leaders
get out in the field

regularly so as not to lose touch Anyone in

meeting should feel free to speak his or her

mind without fear of offending anyone else

once heard someone describe the importance

of having at least one truth-teller at the table

Well if there is just one truth-teller at the

table youre in trouble
everyone

should be

truth-teller

Setup for success

An effective leader makes sure all the right

people are in the room from Legal Systems

and Operations to Human Resources Finance

and Risk Its also
necessary to set up the

right

structure When tn-heads report to co-heads

all decisions become political setup for

failure not success

Morale-building

High morale is developed through fixing

problems dealing directly and honestly with

issues earning respect and winning It does

not come from overpaying people or deliv

ering sweet talk which permits the avoidance

of hard decision making and fosters passive-

aggressive behaviors

Loyalty meritocracy and teamwork

While deeply believe in loyalty it often is

misused Loyalty should be to the principles

for which someone stands and to the institu

tion Loyalty to an individual frequently is

another form of cronyism Leaders demand

lot from their employees and should be loyal

to them but loyalty and mutual respect are

two-way streets Loyalty to employees does not

mean that manager owes them particular

job Loyalty to employees means building

healthy vibrant company telling them the

truth and giving them meaningful work

training and opportunities If employees fall

down we should get them the help they need

Meritocracy and teamwork also are critical but

frequently misunderstood Meritocracy means

putting the best person in the job which

promotes sense of justice in the organization

rather than the appearance of cynicism Here

they go again taking care of their friends

Finally while teamwork is important and often
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code for getting along equally important is

an individuals ability to have the courage to

stand alone and do the right thing

Fair treatment

The best leaders treat all people properly and

respectfully from clerks to CEOs Everyone

needs to help everyone
else at the company

because everyones collective purpose is to serve

clients When strong leaders consider promoting

people they pick those who are respected
and

ask themselves Would want to work for him

Would want my kid to report to her

Humility

Leaders need to acknowledge those who came

before them and helped shape the enterprise

its not all their own doing Theres lot of

luck involved in anyones success and little

humility is important The overall goal must

be to help build great company then we

can do more for our employees our customers

and our communities

The grey area of leadership

There are many aspects of the leadership

process that are open for interpretation This

grey area contributes to the complexity of the

challenges
that leaders and those who

govern

them face would like to share with you where

stand with regard to few of these issues

Successful leaders are hard to find

There are examples of individuals who have

been thrust wholly unprepared into posi

tions of leadership and actually perform well

think of President Harry Truman among

others would submit however that relying

on luck is risky proposition History
shows

that bad or inexperienced leaders can produce

disastrous results While there are possibly

innate and genetic parts of leadership perhaps

broad intelligence
and natural energy other

parts are deeply embedded in the internal

values of an individual for example work

ethic integrity knowledge and good judgment

Many leaders have worked their entire lives to

get where they are and while perhaps some

achieved their stature through accident or

politics that is not true for most Anyone on

sports team in government or in virtually any

other endeavor knows when he or she encoun

ters the rare combination of emotional skill

integrity and knowledge that makes leader

Successful leaders are working to build something

Most leaders know are working to build

something of which they can be proud They

usually work hard not because they must

but because they want to do so they set high

standards because as long as leaders are going

to do something they are going to do the best

they can They believe in things larger than

themselves and the highest obligation is to

the team or the organization Leaders demand

loyalty not to themselves but to the cause for

which they stand

Nonetheless compensation does matter

While
agree

that money should not be the

primary motivation for leaders it is not

realistic to say
that compensation should not

count at any level People
have responsibili

ties to themselves and to their families They

also have deep sense of compensation

justice which means they often are upset

when they feel they are not fairly compen

sated against peers
both within and outside

the company There are markets for talent

just like products and company must pay

reasonable price to compete

Big business needs entrepreneurs too

The popular perception is that entrepreneurs

those who believe in free enterprise exist

only in small companies and that entrepre

neurs in small companies should be free to

pursue happiness or monetary gain as appro

priate Free enterprise entrepreneurship and

the pursuit of happiness also exist in most

large enterprises
And you our shareholders

should insist on it Without the capacity to

innovate respond to new and rapidly changing

markets and anticipate enormous challenges

large companies would cease to exist The

people who achieve these objectives want to

be compensated fairly just as they would be if

they had built successful start-up

23



Performance isnt always easy to judge

Managers responsible for businesses must

necessarily evaluate individuals along spec

trum of factors Did these individuals act with

integrity Did they hire and train good people

Did they build the
systems

and products that

will strengthen the company not just in the

current year
but in future years Did they

develop real management teams In essence

are they building something with sustainable

long-term value Making these determinations

requires courage and judgment

Sometimes leaders should be supported and paid

even when unit does poorly

If companys largest and perhaps most

important business unit is under enormous

stress and strain unlikely to earn money

regardless of who is running it manager

might ask his best leader to take on the job

This may be the toughest job in the company

one that will take years to work through before

the ship has been righted When the manager

asks leader to take on the responsibility

she quite appropriately will want to know

whether she will be supported in the toughest

of times Will you make sure the organization

doesnt desert me Will you stop the politics

of people using my units poor performance

against me Will you compensate me fairly

My answer to all of these questions would be

yes And as long as thought she were doing

the job well would want to pay her like our

best leaders profits aside Conversely we all

know that rising tide lifts all boats When

thats the case paying that leader too much is

possibly the worst thing one can do because

it teaches people the wrong lesson

Evaluating the CEO

The CEO should be held strictly accountable

by the Board of Directors The Board should

continually review the CEOs performance

and give feedback and coaching The Board

alone should determine the compensation for

the CEO At every regularly scheduled Board

meeting at JPMorgan Chase the directors also

have private meeting without me Compen

sation committees and the Board need to be

independent thinkers and
yours are They

review lots of data to evaluate the performance

of the company including reviewing competi

tors performance and their compensation

practices Our Board members do not rely on

compensation consultants to make decisions

for them The Board members believe that

determining how to compensate the CEO and

all of our senior management is their respon

sibility and cannot be outsourced

In two of the last 10 years received no bonus

which thought was absolutely appropriate In

2000 Bank One was in terrible shape we had

to lay off approximately 10000 people and

thought it completely inappropriate that take

bonus That year my first at Bank One had

guarantee gave
it up The second time

was in 2008 and our financial results were just

too mediocre to contemplate bonus for the

CEO Since we did pay many other people in

those two years we also lived by the principle

that the CEO does not have to be the
highest

paid person in the company

In all the years Ive worked at this company
much of my compensation approximately

65% has been in stock Ive never sold share

and do not intend to do so as long as Im in this

job In fact when joined Bank One bought

lot of stock outright not because thought it

was cheap in fact thought it was overvalued

but because wanted to be tethered tightly to

the company and its performance
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III OUR SUPPORT OF FINANCIAL REFORM THAT WILL

STRENGTHEN THE FINANCIAL SYSTEM

we need rational policies based on facts and

analysis

The recent financial crisis has caused great

distress across the country and around the

world but it also has provided us with path

for going forward The era of bailouts must

end and the oversight of system-wide risk

must increase among other changes David

Hume said Reason is ..
slave of the passions

But if we rewrite the rules for banks out

of anger or populism well end up with the

wrong solutions and put barriers in the way

of future economic growth Good policy and

financial reform must be based on facts and

analysis and need to be comprehensive coordi

nated consistent and relevant

As New York Times columnist Thomas

Friedman noted earlier this year We need

new banking regulatory regime that reduces

recklessness without reducing risk-taking

which is the key to capitalism In striking

this regulatory balance the details matter We

should focus on building good regulation not

simply more or less of it The last thing we

need is to enact new policies that over-regulate

and work at cross-purposes without reducing

system-wide risk None of us can afford the

costs of unnecessary or bad regulation

While we acknowledge that making good

decisions takes time we think it is important

to complete financial reform this year The

lack of
regulatory clarity is creating problems

for banks and for the entire economy Busi

nesses need confidence and certainty to grow

and to create jobs Passing
sensible financial

reforms will provide some of the certainty

the business sector needs With this in mind

would like to discuss the critical lessons

learned and how they are central to getting

regulatory reform right

The crisis had many causes

In my 2008 letter to shareholders discussed

the fundamental causes and contributors to

the financial crisis wont repeat them in

detail here but broadly speaking they were

as follows

The burst of major housing bubble caused

by bad mortgage underwriting somewhat

unregulated mortgage business and some

misguided government policies

Excessive pervasive leverage across the

system including banks investment banks

hedge funds consumers and the shadow

banking system

The dramatic growth of structural risks and

the unanticipated damage they caused the

flaws of money market funds and the
repo

system Remember we had run on the

capital markets

Regulatory lapses and mistakes Basel capital

rules that required too little capital and

didnt account for liquidity and relied too

much on rating agencies the Securities and

Exchange Commission allowing U.S invest

ment banks to get too leveraged and poor

regulation
of Fannie Mae and Freddie Mac

among many elements of an archaic siloed

regulatory system However we should not

and do not blame regulators for the failures

of individual companies ever management

is solely to blame

The pro-cyclical nature of virtually all

policies actions and events e.g loan loss

reserving capital requirements and the

market itself

The impact of huge trade and financing

imbalances on interest rates consumption

and speculation levels
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The heart of the problem across all sectors

was bad risk management Many market

participants improperly used value-at-risk

VaR measurements they did not run stress

tests to be prepared for the possibility of

highly stressed environment they excessively

relied on rating agencies they stretched too

much for current earnings and they didnt

react quickly when markets got
bad

At JPMorgan Chase we never overly relied on

VaR and we regularly ran stress tests to make

sure we were prepared for bad environments

Our goal was and is to remain profitable

every quarter

While it is tempting to identify scape

goat banks businesses the government or

consumers it is pretty
obvious that no one

was solely to blame and that no one should be

completely absolved from blame

Yes we made mistakes

and we have identified and described them

in great detail in prior years chairmans letters

Our two largest mistakes were making too

many leveraged loans and lowering our mort

gage underwriting
standards While our mort

gage underwriting was considerably better

than many others we did underwrite some

high loan-to-value mortgages based on stated

not verified income We accept complete

responsibility for any and all mistakes we

made or may have made

There also are many mistakes that we did not

make among them structured investment

vehicles SIV5 extreme leverage excessive

reliance on short-term funding collateralized

debt obligations and improper management of

our derivatives book

Some of the mistakes we made may have

contributed to the crisis For those of course

we are sorry
to both the public and our

shareholders However it would be huge

stretch to say
that these mistakes caused the

crisis In fact at the height of the crisis we

aggressively
took actions that we believed

helped mitigate some of the fallout from the

crisis and contributed to the stabilization and

recovery e.g our purchase of Bear Stearns

and WaMu and our interbank lending that is

loans that banks make directly to each other

Yes we should thank the government for its

extraordinary actions

As noted in last years letter we think the

government acted boldly and urgently in

dealing with complex and rapidly changing

situation Without many of these actions we

believe the outcome could have been much

worse great
number of the actions that the

Treasury and the Federal Reserve took directly

and indirectly benefited number of institu

tions and may have saved many from failure

and bankruptcy

Without these actions however not all banks

would have failed

The premise that all banks would have failed

had it not been for the governments actions

is incorrect This premise is behind much of

the anger toward banks and some of the policy

recommendations that are meant to punish

banks We should acknowledge that the worst

offenders among financial companies no

longer are in existence And while it is true

that some of the surviving banks would not or

might not have survived not all banks would

have failed know speak for number of

banks when
say

that some of us accepted

the Troubled Asset Relief Program TARP
capital not because we needed it to survive but

because we believed we were doing the right

thing to help the
country

and the economy

We were told the government wanted even

the healthy banks to take TARP to set an

example for all banks and to make it easier for

the weaker institutions to accept the capital

without being stigmatized JPMorgan Chase

and many other banks were in position to try

to help and that is what we did
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At the worst point in the crisis we

aggressively provided credit

Throughout the financial crisis JFMorgan

Chase never posted quarterly loss We served

as safe haven for depositors worked closely

with the federal government and remained an

active lender

Our fortress balance sheet enabled us to buy

Bear Stearns in March 2008 adding $289

billion in assets then we acquired Washington

Mutual just six months later adding further

$264 billion of assets Through it all JPMorgan

Chase absorbed the stress of higher consumer

and wholesale credit losses while maintaining

high liquidity and acceptable growth in our

capital We acquired Washington Mutual just

io days after Lehman Brothers collapse on

September 2008 and in order to maintain

our fortress balance sheet immediately sold

$.s billion in common stock the following

morning The takeover of Bear Stearns and

WaMu provided essential credit and support

to the system and minimized potentially

disastrous disruption that could have resulted

from their failures In the several months

after Lehmans failure our interbank lending

grew from almost nothing to as high as $70

billion and our average lending was approxi

mately $ioo billion per month even higher

than it had been in the prior months We also

purchased at one point net $250 billion of

securities which helped facilitate much-needed

liquidity in the marketplace

We consistently maintained extremely

high capital levels

As the chart below shows we ended 2008 with

Tier Common Capital of 7.o% the critical

measure used by the Federal Reserve for its

bank stress tests and we ended 2009 with

Tier Common Capital of 8.8%

In May 2009 the U.S government ran stress

test on 19 banks The test assumed an adverse

environment of 10.4% unemployment and

48% peak-to-trough decline in the housing price

index across twoyear time span Upon comple

tion of the test the results required 10 banks

to raise common equity to maintain 4% Tier

Common Capital through the end of the stress

scenarios Under the governments test JPMorgan

Chase always had common equity of $40 billion

in excess of the 4% minimum for the record

the $25 billion of TARP capital we accepted was

preferred
stock and therefore never was part

of this calculation The bottom line is that we

passed the stress test with flying colors
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kept our liquidity extrcrnely hgh

As we entered the most tumultuous financial

markets since the Great Depression we expe

rienced the
opposite of run on the bank

as deposits flowed in in two month period

$150 billion flowed in we barely knew what

to do with it At JPMorgan Chase our deposits

alway exceeded our loans deposits always

have been considered one of the safest sources

of funding for bank The average bank has

loans that are generally greater
than iio% of

its deposits For JPMorgan Chase loans were

approcimately 75/ of deposits In fact our

excess deposits greatly reduced the ned to

finance ourselves in riskier wholesale markets

In the long term wholesale unsecured markets

we borrowed on average $270 billion Only $40

billior was borrowed unsecured in the short

term credit markets an extraordinariy low

amount for company of our size When we

borrow in the secured markets we do so under

the assumption that we would have access to

some not all of that funding in crisis

We always maintained excess liquidity at the

bank holding company We had and continue to

have enough cash or cash equivalents on hand

to fund ourselves for more than two years even

in the event that we are unable to borrow from

the unsecured credit markets at all

Return

to normalcy

While the economic environment had become

as had as any of us had ever seen we reluc

tantly prepared for the situation to get worse

with possible U.S unemployment rate of

15o or higher Such an adverse environment

would have required drastic actions large

headcount reduction elimination of marketing

and other investments and decrease in

lending to preserve capital Steps like these

would have saved more than $12 billion in

expenses and created considerable additional

capital However it also would have imposed

deep hardship on many of our employees

suppliers and customers Fortunately we never

had to execute such drastic plan This was

precisely what the government was trying to

avoid and believe its actions helped prevent

many companies from taking steps like those

mentioned above

While we deeply appreciate the governments

actions and they clearly had benefits for the

system and for JPMorgan Chase they also

were mixed blessing

In June 2009 we paid back the TARP capital

in full The $25 billion we borrowed for eight

months cost us money because we never were

able to lend the 525 billion and earn rate
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higher
than the 5% coupon we were paying on

the preferred shares In addition we gave
the

government warrants worth almost $i billion

direct cost to our shareholders

We did participate in the Federal Deposit

Insurance Corporation FDIC guarantee

program under which we issued $40 billion of

debt with an FDIC guarantee Many banks that

used this program would not have had access

to the capital markets without this guarantee

and possibly
could have failed For JPMorgan

Chase it was not question of access or need

to the extent we needed it the markets always

were open to us but the program did save us

money As part
of this program we have paid

the FDIC $1.3 billion and after paying the

FDIC it will save us significant amount of

money over the next few years

Our company was highly
criticized for

accepting the TARP capital and for using

the FDIC program After April 2009 even

though we were eligible to continue using the

FDIC program we stopped using it There

were many other government programs with

acronyms such as TALF and PPIP that we

believe were beneficial to the capital markets

but that we did not need and chose not to use

so as to avoid the stigma We did use the Term

Auction Facility TAF special government-

sponsored depository facility but this was

done at the
request

of the Federal Reserve to

help motivate others to use the system

While no one knows what would have

happened in the absence of all these govern

ment programs there is strong argument

that those that entered the crisis in position

of strength may have gathered huge benefits

at the expense of failing competitors but it is

hard to
argue

that this would have been good

for the country

We did not anticipate the
anger or backlash

the acceptance of TARP capital
would evoke

from the public politicians and the media

but even with hindsight think we would

have had to accept TARP capital because doing

so was in the best interest of the country do

wish it would have been possible to distinguish

between the healthy and unhealthy banks in

way that didnt damage the success of the

program so as not to create situation where

the public was left with the impression that all

banks were bailed out Last do regret having

used the FDIC
guarantee

because we didnt

need it and it just added to the argument that

all banks had been bailed out and fueled the

anger
directed toward banks

The government runs the FDIC but the banks

pay or it

While the FDIC is government institution

that insures bank deposits our shareholders

should know that the costs associated with

failed banks are borne in full by the banks

not by taxpayers We think this is completely

appropriate Even if the FDICs special Tempo

rary Liquidity Guarantee Program TLGP
had lost money those losses would have been

charged back to the surviving banks There

fore it is these surviving banks that have paid

for the cost to the FDIC of the approximately

200 bank failures since the beginning of 2008

Of those failures the largest one WaMu with

assets exceeding $260 billion has cost the

FDIC nothing That is because JPMorgan Chase

bought WaMu All of the other banks that have

failed were far smaller the next largest failure

was IndyMac with $32 billion All of these

failures combined have cost the FDIC an esti

mated billion

Between deposit insurance and TLGP funding

for 2008 and 2009 plus estimates for our

share of assessments over the next three years

JPMorgan Chase alone will have given the

FDIC total of approximately $6 billion to

cover the cost of failed banks
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Banks are lending little less but more

responsibly

great deal of media attention recently has

focused on what it will take to get
banks

lending again The reality is that banks

never have stopped lending As of the end

of February 2010 according to the latest data

from the regulatory reports
total loans held

by commercial banks stood at $6.5 trillion

higher than at the end of June 2007 and more

than 30% higher than in 2004

How is it that businesses and consumers

clearly feel they have less access to bank credit

while the banks claim they are still lending

This disconnect can be explained as follows

The flow of non-bank lending which has

accounted for 6% of the credit supplied

in the United States dried up Many non-

bank lenders think of the shadow banking

system SIVs the asset-backed commer

cial paper market and the securitization

markets virtually collapsed These sources

of credit alone and they were funded by

insurance companies pension plans and

corporate and foreign investors reduced

the credit they were providing to the system

by nearly half trillion dollars

Bank lending did go up in the months

immediately after Lehmans collapse but

during the course of 2009 bank lending

started to decline in total While more than

100 banks including JPMorgan Chase

stepped up and acquired failing banks

they could not and did not fully replace the

extension of credit the failing banks had

been providing For example at JPMorgan

Chase we did not continue the subprime

lending and option-ARM mortgages that

WaMu had been providing

Many banks also tightened their loan stan

dards which further reduced new loans

Additionally customer demand for loans

decreased across large and small businesses

In fact at JPMorgan Chase alone loans to

large companies dropped from $8 billion

to $50 billion This was not due to our

reluctance to make the loans but rather

to large companies taking advantage of

the ability to finance at lower rates in the

reopened capital markets

Banks have responsibility to make sound

loans Bad loans are one of the things that

got us into this mess in the first place And

unfortunately making good loans often

means declining applications for loans that

do not meet safe and sound lending criteria

While it may not seem obvious at the time

turning down an application that fails to

meet these criteria actually may be in both

our and our clients best interest We have

responsibility to lend only to those who can

handle the debt Unlike many other busi

nesses this puts us in the unpopular position

of saying no to some of our customers

Banks are not fighting regulation

We at JPMorgan Chase and at other banks have

consistently acknowledged the need for proper

regulatory reform and also spoke about this

topic in great detail in last years letter

Looking back one of the
surprising aspects

about the recent crisis is that most of the

specific problems associated with it global

trade imbalances the housing bubble exces

sive leverage money market funds etc were

individually well-known and discussed But

no one as far as know put together all of the

factors and predicted the toxic combination it

would become and the crisis it would cause

So what can we do to help fix the situa

tion going forward We must focus on the

problem bad risk management This not only

caused financial institutions to fail but it also

revealed fundamental flaws in the system

itself These flaws existed at both macro level

where the interplay of the numerous critical

factors was missed and micro level for

example the failure to prevent AIG from taking

excessive one-sided positions in trading deriva

tives and the failure to limit mortgages to fami

lies who could afford them and to keep loan-to

value ratios to more reasonable 8o%-9o%
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Over the last 50 years we have allowed our

regulatory system to become dangerously

outdated The structure is archaic and leaves

huge gaps
in the system Today in America

banks account for only one-third of the credit

outstanding with all kinds of non-banks taking

and trading risks and providing credit to the

system So the idea that banking is confined

to deposit-holding entities is inaccurate and

deceptive The failure of so many firms in

range
of sizes and categories from Bear

Stearns and Lehman Brothers to IndyMac and

WaMu to Fannie Mae Freddie Mac and AIG

as well as local community banks proves that

regulation needs to be administered by product

and economic substance not by legal entity We

have chance to simplify and strengthen our

regulatory system and if we do it right it will

not only be able to handle the complex chal

lenges we face today but will be able to do so in

way that will be flexible enough to continu

ously adapt to our changing world

We support systemic regulator

Going forward we will need systemic regu

lator charged
with effectively monitoring the

spread and level of risk across the financial

system in its entirety Think of it as super

risk regulator Such regulator
would not elim

inate all future problems but it would be able to

mitigate them If we had eliminated just some

of the problems it might have stopped the crisis

from getting this bad Congress appears to be

well on its way to creating just such regulator

and we hope it succeeds

Some issues the systemic
risk regulator should

keep in mind are the following

Focusing the process on managing risk This

should not be political process
It should

function like strong risk management

committee

Eliminating gaps
and overlaps in the system

For example mortgages were regulated

by multiple entities some of which did

terrible job causing
race to the bottom

as even good companies started to do bad

things to maintain market share

Analyzing areas like the mortgage market

and other elements of the consumer-finance

system to ensure that when new rules are

written they create sound safe effective

and consumer-friendly mortgage market

Carefully tracking new products as they

often are the source of many problems

Reviewing credit across the whole system

including hidden extensions of credit such

as enhanced money market funds and SIVs

Aggressively monitoring financial markets

and potential excesses or bubbles It may be

hard to detect bubbles and it may be inadvis

able once detected to exert direct influ

ence on them with macro economic policy

However it is appropriate to try to minimize

the collateral damage bubbles can cause It

also would be appropriate to try to manage

bubbles not by using monetary policy but by

restricting credit on specific markets i.e it

would have been appropriate to ask lenders

to reduce loan-to-value ratios in mortgages

or to minimize speculation in the financial

markets by reducing the leverage used in the

repo markets

Recognizing distortions as they develop in

the broader economy fiscal deficits trade

imbalances structural state budget deficits

and forcing policy bodies to anticipate the

problems that may result

Encouraging international coordination as

much as possible not only so companies

compete on level playing field but also

because crises dont stop at national borders

These are just some of the ways systemic

regulator could help fix the flaws in our regu

latory
framework and create system that

continually adapts and improves itself
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We support an enhanced resolution

authority and the elimination of

too big to fail

Even if we achieve the primary goal of regu

lating
financial firms to prevent

them from

failing we still have to get government out of

the business of rescuing poorly managed firms

All firms should be allowed to fail no matter

how big or interconnected they are to other

firms Thats why we at JPMorgan Chase have

argued for an enhanced resolution authority

that would let regulators wind down failing

firms in controlled way that minimizes

damage to the economy and will never cost the

taxpayer anything Fixing the too big to fail

problem alone would go long way toward

solving many of the issues at the heart of the

crisis Just giving regulators this authority in

and of itself would reduce the likelihood of

failure as managements and boards would

recognize there is no safety net Think of this

enhanced resolution as specialized bank

ruptcy for financial companies The principles

of such system would be as follows

failure should be based on companys

inability to finance itself

The regulator or specialized bankruptcy

court should be able to terminate manage

ments and boards

Shareholders should be wiped out when

bank fails just like in bankruptcy

The regulator could
operate

the company

both to minimize damage to the company

and to protect
the resolution fund

The regulator could liquidate assets or sell

parts of the company as it sees fit

Unsecured creditors should recover money

only after everyone else is paid like in

bankruptcy In fact the resolution authority

should keep significant amount of the

recovery to pay for its efforts and to fund

future resolutions

In essence secured creditors should be

treated like they are treated in bankruptcy

The resolution fund should be paid for

by the financial industry like the FDIC is

today

All institutions under this regime should live

with the exact same rules

Regulators should make sure that compa

nies have enough equity and unsecured debt

to prevent
the resolution fund from ever

running out of money To give an example

while Lehman had $26 billion in equity it

also had $128 billion in unsecured debt

resolution regulator in my opinion would

clearly have been able to let Lehman meet

its obligations wind it down and/or sell it off

and still have plenty of money left over to

return some money to the unsecured credi

tors Had this been done wisely the economy

would have been better off

If firm fails there should be enough clarity

about the financial legal and tax structures

of that firm to allow regulators cooperating

across international boundaries to wind it

down in controlled manner what some

refer to as living
wills

While there is no argument about who

should pay for the resolution i.e banks there

are some technical issues about how it should

be funded The resolution regulator does need

to be able to fund these companies while they

are being wound down and there are plenty of

appropriate ways to accomplish this

Once it is established that any firm can fail

firms of all sizes and shapes should be allowed

to thrive It is wrong to assume that big firms

inherently are risky Banks shouldnt be big for

the sake of being big but scale can create value

for shareholders and for consumers who are

beneficiaries of better products that are deliv

ered more quickly and less expensively These

benefits extend beyond individuals to include

businesses that are bank clients particularly

those that are global in scale and reach and

the economy as whole
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Many banks capabilities size and diver

sity enabled them to withstand the crisis

and emerge from it as stronger firms This

strength in turn made it possible for many

firms to acquire weaker firms at the govern

ments request
and help to alleviate potential

damage to the economy

Closing comments on regulation

While we support the general principles

behind enhanced regulation of derivatives

securitizations and enhanced consumer protec

tions we do not support
each and every part

of what is being recommended The devil is

in the details and it is critical that the reforms

actually provide the important safeguards

without unnecessarily disrupting
the health of

the overall financial system

We also believe there are some serious ideas

that need attention if the system is to be made

more fail-safe

Repo markets could be better structured

monitored and controlled

Loan reserving
could be made far less

pro-cyclical

Securitization markets could be fixed so that

both originators and distributors have skin

in the game

system could be
put into place to prevent

run on money market funds

The ability to buy shareholder or creditor

voting rights
without owning and being

exposed to the risks of owning the under

lying securities should be extremely limited

Investors should not have the ability to vote

the capital securities actually owned if the

investors are voting for the failure of the

company and stand to gain more on their

short positions than on their long positions

Finally we support strong controls on

so-called naked short selling

During the
past years discussion among regu

lators and legislators many other ideas have

been proposed or recommended from the

Volcker Rule to new bank taxes to changes in

Basel capital These ideas are all in varying

stages of development and are too undefined

to comment on here What we would urge our

regulators
and legislators to do is proceed with

clarity and purpose and avoid broadly penal

izing all firms alike
regardless

of whether

they were reckless or prudent

33



IV OUR RESPONSIBILITY AND AMERICAS SUCCESS

As we grapple with the enormity of the issues

facing the nation we must not lose sight

of our strengths America has successfully

brought these strengths to bear on crises in

the past some much bigger
than the current

one and am optimistic about our ability to

do so again

Americas success as nation requires strong

and growing economy strong and growing

economy requires the right kind of govern

ment policies and private sector that is

innovative as well as responsible Responsible

businesses can be both small and large and

in global economy it behooves America to

have large multinational companies that are

operating on global stage Creating culture

that ties it all together requires greater sense

of shared responsibility

Americas success is not God-given right

it is something we always must work hard

to achieve

The need for strong economy and good

government

Americas success depends upon many

things including good government and the

strength of our exceptional military But it

cannot succeed without healthy and vibrant

economy That is what allows us to share the

rewards of success defend our nation educate

our children and build better future

strong U.S economy one with the ability to

continually improve and reform itself depends

on good government Bureaucracy is lethal

and we cannot let it drain the energy talent

creativity drive and goodwill of our citizens

or those we encourage through our example

many of whom come to work and innovate

in America To thrive our country and our

economy need

Legal clarity and consistency

The fair application and steadfast enforce

ment of the rule of law

Trade policies conducive to growing the

American economy and the
global competi

tiveness of U.S companies

Immigration policies that allow America to

attract the worlds best and brightest an

essential ingredient of our success as nation

Sensible and effective regulation
that

protects
investors and the public

strong
and efficient infrastructure from

highways and bridges to electrical grids etc.

The proactive promotion of economic

growth and rules that foster U.S capital

accumulation

Policies facilitating job growth as opposed to

those that inadvertently make it harder to hire

Countries can have different social values

and objectives though believe most coun

tries and most citizens would like to reduce

poverty
and suffering But countries should

not confuse values and objectives with main

taining strong economy

Healthy and growing countries can do

wonderful things for their people And coun

tries that fail to create healthy economies

frequently relegate their people to increasing

levels of pain and suffering Many countries

have professed wanting to help their people

but instead have damaged their countries and

hurt their people Maybe the intentions were

real but even if they were the road to hell is

often paved with good intentions

Brazil is an example of country that seems

to be successfully using pro-growth poli

cies to expand its economy while using the

wealth from that economic growth to finance

important social programs Over the last 20

years Brazil has adopted many policies
that

dramatically strengthened its economy It

also bolstered its institutions privatized its

businesses improved the rule of law left the

bulk of capital allocation to the private capital

markets and developed world-class companies
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Eight years ago Brazil elected left-leaning

president but he continued policies to

strengthen the economy He also used some

of the wealth to start program called Bolsa

Familia that
gave

Brazils poorest citizens vacci

nations education and $80 month for food

The lesson is clear Good policies and

economic growth are not the enemy of social

progress they are the fuel for
progress

Businesses need to be responsible and

healthy and vibrant

At JPMorgan Chase we feel deep respon

sibility to build company that benefits our

customers our employees our shareholders and

the communities in which we operate around

the world The best companies dont make deci

sions for short-term profits Contrary to public

opinion corporations are not in business solely

to maximize quarterly earnings but rather to

serve clients and earn their trust over long

period of time and in so doing earn fair profit

Profits in any one year
in effect are reflection

of decisions that may go
back decades

We always have been deeply committed to

being good corporate citizens and adhering to

the following practices

Treating our customers and employees with

the
respect they deserve

Building safe and useful products

Maintaining ethical and responsible business

practices

Meeting our fiduciary responsibilities and

creating real value for shareholders

Developing company for the long run

one that stands the test of time

Making meaningful difference through

philanthropic endeavors in supporting

our communities

Acknowledging our mistakes which are

natural
part

of doing business fixing
them

and learning from them

Supporting the economies in which we

work through job creation and appropriate

tax payments JPMorgan Chase on average

pays more than $12 billion
year

in taxes to

governments around the world

Building great company allows investment in

the future provides opportunities to employees

builds better products for customers and serves

communities Companies that are not healthy

and vibrant cannot do these things

Businesses small to large are one of

Americas key strengths

healthy business sector is fundamental to

our economic strength Of the 130 million

people who go to work every day in the United

States nearly 110 million are employed by

private businesses These private businesses

are and always have been the nations primary

drivers of job creation and innovation

The strength of the business sector is rooted

in its diversity from the smallest start-up or

family-owned firm to the
largest

multina

tional corporation

Indeed the relationship between larger and

smaller businesses is symbiotic Studies show

that for
every one job created at larger busi

ness five jobs are created at smaller businesses

that provide supporting goods and services At

PMorgan Chase in particular we spend more

than $15 billion
per year

with
approximately

40000 vendors who provide jobs to millions

of employees

We need global flagship companies

including banks

In the current political environment size in

the business community has been demonized

but the fact is that some businesses require

size in order to make
necessary investments

take extraordinary risks and provide vital

support globally Americas largest companies

operate around the world and employ millions

of people This includes companies that can

make huge investments as much as $io

billion to $20 billion year and compete in

as many as 50 to 100 countries to assure Amer
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icas long-term success Combined big and

small businesses spend $1.5 trillion per year

on capital expenditures and $300 billion on

research and development It is estimated that

more than 70% of the capital expenditures are

made by large companies

The productivity
of our workers and the huge

economies of scale of our corporations gener

ated from years
of investing and innovating

are what ultimately drive our economy and

income growth Employees at large companies

share in that productivity Compensation and

benefits for employees at large companies are

substantially higher than at small firms

It is estimated that large enterprises
and large

foreign multinationals active in the United

States have accounted for the majority of U.S

productivity growth since 1995

Companies such as Ford Boeing Pfizer Cater

pillar Apple Microsoft and Google are exem

plars of initiative and innovation worldwide

Cutting-edge companies like Hewlett-Packard

underpin vibrant networks of small and mid-

size suppliers and vendors Academic research

shows that these investments abroad actually

create more jobs in the United States

Large companies such as the ones mentioned

above need banking partners
with large

enough balance sheets to finance transactions

around the world And its not just multina

tional corporations that rely on such scale

States and municipalities
also depend on

the capital that firm like JPMorgan Chase

can provide To be sure smaller banks play

vital role in our nations economy but cannot

always provide the type of service capital

breadth of products and speed of execution

that clients need Only large banks have the

scale and resources to connect markets around

the globe in places like China India Brazil

South Africa and Russia to execute diverse

and large-scale transactions to offer range
of

products and services from loan underwriting

and risk management to local lines of credit

to process terabytes of financial data and to

provide financing in the billions

U.S banks actually are less consolidated than

those in the rest of the world and our financial

system is less dominated by large banks than

that of almost any other nation For example in

2007 the three largest U.S banks held 34% of

total U.S bank assets the second-lowest figure

among Organisation for Economic Co-operation

and Development OECD nations just ahead

of Luxembourg the
average

for the rest of the

OECD nations was more than double at 69%

Not only is our banking system not particu

larly concentrated but our large banks are not

relatively large compared with the size of the

U.S economy The arguments that big is bad

and that too consolidated is bad are refuted by

many examples of countries with large
consoli

dated banking systems
that did not have prob

lems at all e.g Canada

Capping the size of Americas largest
banks

wont change the needs of big business Instead

it will force these companies to turn to foreign

banks that wont face the same restrictions

PMorgan Chases capabilities size and diver

sity were essential to withstanding the financial

crisis in 2008 and emerging as stronger firm

Everyone needs to be responsible

America was built on the principles of rugged

individualism and self-responsibility We need

to continue to foster sense of responsibility in

all participants in the economy Bad outcomes

are not always someone elses fault we need

to cultivate an environment where consumers

lenders borrowers businesses and investors all

take responsibility for their actions and dont

look for someone else to blame We have to stop

slipping into cacophony of finger-pointing

and blame And while bad actors always should

be punished we also should note that not all

who got into trouble were irresponsible We

fully acknowledge for example that many indi

viduals found themselves in difficult position

that was caused by medical condition or loss

of employment beyond their control and they

should be treated fairly and respectfully

The crisis of the past couple of years has had

far-reaching consequences among them the

declining public image of banks and bankers

The U.S Bureau of Labor

Statistics shows that

employees of large firms with

500 or more employees have

average hourly earnings $25

hour including wages and

salaries 46% higher than

employees of small firms with

fewer than 50 employees

Similarly large firms provide

88% of their employees access

to medical benefits compared

with 55% at small firms
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While JPMorgan Chase certainly made its

share of mistakes in this tumultuous time

our firm always has remained focused on the

fundamentals of banking and the
part we can

play to support our clients and communities

Our 220000 people go to work every day to do

great job serving clients whose trust we have

to earn over many years The vast majority of

our people customers operations and share

holders are far from Wall Street they actually

are part of the everyday life of Main Street in

virtually every part of the country And they

are active and contributing members of society

in communities around the world

Very often when the public or politicians

take punitive efforts against banks like ours

they think they are punishing only the senior

management team when in fact they are

punishing ordinary shareholders as well

Contrary to popular perception Main Street

owns our biggest banks and corporations

through savings and retirement funds Our

shareholders
represent true cross section of

America including teachers retirees and public

employees When we reduce the debate over

responsibility and regulation to simplistic and

inaccurate notions such as Main Street vs Wall

Street big business vs small business or big

banks vs small banks we are indiscriminately

blaming the good and the bad this is simply

another form of ignorance and prejudice

By extension when we vilify whole industries

or all of the business community we are deni

grating ourselves and much of what made this

country
successful We also should refrain from

indiscriminate blame of any whole group of

people including politicians or the media We

need to focus bit less on daily media and polls

and more on the books that will be written after

this crisis subsides We all should ask ourselves

whether we in time of stress did the right

things the right way for the right reasons

Conclusion

The United States faces many challenges In

the short run overcoming this economic crisis

and getting our unemployed back to work

are most important In the long run we must

confront our health and education systems

develop real substantive energy policy

and build the infrastructure for the future

We also must confront the large U.S deficit

being honest about the facts and being fiscally

responsible for ourselves it is dangerous to

wait for the global markets to pressure us into

that discipline These are all serious challenges

but if we work together we can fix them

Your company continues to do everything it

can in every community in which we work to

help the world recover as quickly as possible

In 2009 as they have so many times before

our people rose to the challenge working amid

tremendous uncertainty
in fragile economic

and political environment They also have

coped with the anger
directed toward the

financial services industry Through it all they

did not lose focus on why we are all here to

serve clients and therefore our communi

ties around the world On behalf of JPMorgan

Chase and its management and shareholders

express my deepest gratitude to our people

am proud to be their
partner

Jamie Dimon

Chairman and Chief Executive Officer

March 26 2010
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Investment Bank
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2009 HIGHLIGHTS AND ACCOMPLISHMENTS

J.P Morgan is eadng

global investment bank

with one of the largest

client bases in the world

We ser ie more than OOOO

chents including corpo

alions governments

states municipabties

healthcars organizarions

educational institutions

banKs and investors Our

clients operate in more

than 100 countries We

offer complete range

of financial services to

help clients achieve their

goals We provide strate

gic advice lend money

aise capital help manage

risk make markets and

xcend Iquidity and we

hold global leadership

posiuons in all of our

major business lines

Deaog

Delivered record net income of $6.9 billion

on record revenue of $28.1 billion led by

record Global Markets revenue of $22 billion

and record reported lB fees of $7.2 billion

Earned return on equity of 21% on $33 billion

of average allocated capital

As the market leader arranged and raised

$204 billion in corporate loans for 295 issuer

clients globally The average size of loans led

by J.P Morgan was roughly $691 million more

than double the markets average size of

$316 million

Average corporate loan size

J.P Morgan deals vs industry averageth

in millions

8800

700

600 119%

500

400
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10

Helped clients issue $620 billion of stocks

and bonds $170 billion more than any other

bank in the world.0 As the top underwriter in

each category i.P Morgan raised $105 billion

and $515 billion in the global equity and debt

markets respectively.0 Excluding self-led bank

deals J.P Morgan was lead underwriter on

eight of the 10 largest transactions in both the

equity and debt markets

Arranged and raised $178 billion of capital

for banks and financial institutions around

the world that amounts to nearly 10% of the

capital raised in 2009 to restore the global

banking system to health

Advised clients on 322 mergers and acquisi

tions globally more than any other bank.0

In fact i.P Morgan acted as advisor on 11 of

the years largest 25 dealsa including advising

on the years largest deal Pfizers acquisition

of Wyeth and serving as sole advisor to

ExxonMobil on its acquisition of XTO Energy

i.P Morgan also advised on 119 cross-border

deals more than any other bank.a

In the U.S helped raise approximately $102

billion including $19 billion of extended credit

for state and local governments healthcare

organizations and educational institutions to

help build local infrastructure improve social

services expand universities and hospitals and

fund medical research In addition committed

to provide financing urgently needed to fund

cash flow shortfalls including $4 billion to

the state of California and $2 billion to the

state of New Jer3ey

JR Morgan helped raise 1O2 billion for governments

public sector organizations and institutions

44% State nod ocai

governments

18% Educaton

14% Heaithcare

12% utilities/energy

9% Transportation

3% Housing

Invested in renewable energy projects

including 58 wind farms across 16 U.S states

as well as in enyironmentally responsible

companies in 2009 JP Morgan acquired

EcoSecurities leader in sourcing and

developing emission reduction credits
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Retail Financial Services
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2009 HIGHLIGHTS AND ACCOMPLISHMENTS

Retail Financial Services

serves consumers and

ousilesses rhiuugh per

sonal service at branches

hrough ATM5 and online

wobile and telephone

banking and torougn retail

vortgage corresponoents

auto dealerships and school

inancial aid offices

Customers can se more

han 100 bank branches

third largeo nationally and

15-tOO AIMs second largest

nationally as well as onhne

and mobile banking around

the clock Nearly 24000

personal bankers and

specalists assist customers

wLh checking aim savings

acuoins mortgages

business loans and invest

ments across the 23-state

footprint from New york

and Florida to California

Consumers also can obtain

loans through more tnan

15700 aLito dealerships and

nearly 2100 schools and

universities nationwide

Provided customers full access to 5154 bank

branches in 23 states after converting the

computer systems in 1800 washington Mutual

branches and rebranding them Chase

Added 2400 personal bankers business

bankers investment specialists and mortgage of

ficers in bank branches to serve customers better

Increased in-branch sales of mortgages by

84% investments by 23% and credit cards

by 3%

Expanded convenience for Chase customers

by opening 117 new branches

Increased the total number of checking accounts

5% to 26 million

Added more than 800 AIMs and made nearly

4300 additional ATM5 deposit-friendly by

eliminating envelopes and providing images of

deposited checks on the screen and on receipts

Expanded mobile banking capabilities

by adding iPhone applications

Generated Retail Banking revenue of

$18 billion up 42% from 2008

Originated $150.7 billion of mortgage loans

to help families to lower their payments

by refinancing or to purctase home

Offered nearly 600000 mortgage

modifications in an unprecedented

initiative to help struggling homeowners

stay in their homes

Opened 34 face-to-face loan-counseling

centers with 17 more opening in early

2010 and sent counselors to 388 public

reach-out events

Originated $23.7 billion of auto financing

to become the largest U.S auto lender while

maintaining disciplined underwriting

Chase has expanded its network from 540 branches in four states in early 2004 to more than 5100

branches in 23 states by the end of 2009 to serve customers better

Retail branch network in early 2004 Retail branch network by end of 2009
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Card Services
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2009 HIGHLIGHTS AND ACCOMPLISHMENTS

Card Ser\ ces is one the

nations argest cmdit card

issuet WLh more Lltan

145 milion creoC cards in

circulation and over $163

bdlion in managed loans

Customers used Chase cards

mee more han 328

billion of their spend ng

needs 2009

Chase continues to ir novate

ocspi very ddficult bL Si-

ness environment launching

new pi
oducts and se -vices

su as Blueprin Ultimate

Rewars Chase Sapphire

and Inc Irorn Chase and

earning market leadership

posLic in Hding loyalty

and revvads progi ants

ThroL its merchan

acqi iring business Chase

Paymentech Solutlons

Chase .me of the leaning

processors of credit ard

payme rlts

Added 10.2 million new Visa MasterCard

and orivate label credit card accounts

Laurched Blueprint5M an innovative feature

that allows customers to have more control

of their spending and borrowing Blueprint5M

is designed to help customers pay down

balaices manage everyday spending and

pay off major purchases

Invested in activities such as the launch

of Ultimate RewardssM new rewards

platform for Chases proprietary credit

cards designed to attract new customers

and further engage current cardmembers

End-of-period outstandings market share

of general purpose credit cards

20%.

18

16.

14

2005 2006 2007 2008 2009

Introduced Chase Sapphire5M new rewards

product designed for affluent cardholders

Launched lnksM from Chase new product

suite of cards for small business owners

Successfully completed the conversion of the

Washington Mutual credit card portfolio to the

Chase platform

Continued improvements in risk management

customer satisfaction and systems and

infrastructure

Processed 18 billion transactions through

Chase Paymentech Solutions

Sales volume market share

of general purpose credit cards

2005 2006 2007 2008 2009

Source Earnings releases eternal reporting excluding

the Washngton Mutual and private label portfolios



Commercial Banking
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2009 HIGHLIGHTS AND ACCOMPLISHMENTS

Commercial Banking

serves nearly 25000 clients

nationally including

corporations municipalities

financial institutions and

not-for-profit entities with

annual revenue generally

ranging from 10 million

to $2 billion and more

than 30000 real esate

rn estors/owners

Delivering extensive

industry knowledge local

expertse and cedicated

service Commercial

Banking pai tners with

the firms other businesses

to provide comprehensise

solutio including lending

treasury services invest

mont honking and asset

Tianagement Lo meet its

clients domestic and inter

national financal needs

Maintained Top leadership position nationally

in market penetration and lead share.a

Ranked multi-family Ienderb and asset-

based lead left arranger

Delivered more than $1 billion in gross

investment banking fees

Increased revenue by 20% to record

$5.7 billion

Improved operating margin by 25% to

$3.5 billion on record revenue and continued

focus on expense management

Delivered double-digit increase in average

liability balances up 10%

Added in excess of 1700 new clients

and expanded more than 7600 existing

relationships

Expanded into five additional states across

the United States with local middle market

bankers delivering complete lending and

treasury solutions

Demonstrated credit and isk management

discipline with an allowance coverage ratio of

more than 3% of retained loans and decrease

of more than 12% in real estate exposure

Achieved the second lowest nonperforming

loan ratio in our peer group

Experienced online banking revenue growth

of nearly 10% and remote deposit volume of

nearly $6 billion

Recognized for our commitment to fiscal

responsibility by earning 2009 National

Greenwich Excellence Award for Financial

Stability in Middle Market Banking.d

Successfully completed the conversion of

Washington Mutual clients commercial

accounts onto Chase platforms

Continued to support communities by extend

ing nearly $8 billion in new financing to more

than 500 government entities healthcare

companies educational institutions and not-

for-profit organizations

Grer cii Assoc Ties

Lu Year 20

EDO Septe rrber 2009

Lear cieg CoIp ratoe

Year 009

Glee ch ass ares 2009

Education

Nearly $8 billion in new financing has been extended

to help support our communities

19 Governments

Not for profits

tr
Healthcare

If

commercial Banking serves nearly 25000 clients

in 26 states across the country

states with expanded middle market presence
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Treasury Securities Services

2009 HIGHLIGHTS AND ACCOMPLISHMENTS

JR Morgan Treasury

Securities Services divson is

global leader ranacLion

nvestment and information

servicts We are one of the

worlds argest cash iianage

ent provIders processmg

market-leading average

of $3.1 trillion in U5 dolar

transfers daily as well as

eading global custodian with

$14.9 trillion in assets under

custoty Ite operate through

wo ivisio 15

reasci vSe vwes provirJes

Lash management Liade

hoie card and quid

ty prc ducts ano sew ces to

sma I- and midwized compa

iies multinational corpora

jons nanciai

and government entities

Worldwide Securities Sei ices

colds va ues clears ano

services securi ies cash ano

aitern ad irvestme its for

nvestors ano brokerdcaers

aid manages depos ary

receipt programs globally

Continued strong underlying growth in the

following key business drivers international

electronic funds transfer volumes grew 13%

assets under custody grew 13% and the

number of wholesale cards issued grew 19%

Received more than 100 industry awards and

top rankings including Securities Lending

Manager of the Year Global Pensions Best

Overall Hedge Fund Administrator HFMWeek

Pension Fund Custodian of the Year CFA

magazine Fund Administrator of the Year

Europe ICFA magazine Best Depositary Receipt

Bank The Asset Best Overall Bank for Cash

Management North America Global Finance

Best Liquidity Solutions Provider TheAsset

Best Global Cash Management Services in Asia

Pacific Asiamoney and many others

The only financial institution invited by

the U.S Department of the Treasurys

Financial Management Service FMS and

the Department of Defense to participate in

series of meetings in the U.S Kuwait and

Afghanistan to assist FMS and the U.S Army

toward implementing prepaid card program

that would not only help U.S troops but also

benefit the local population in Afghanistan

Strengthened our international presence

Opened branches in China Denmark Finland

Norway and Sweden launched sersices in

Tokyo South Korea Brazil and Mex co and

expanded capabilities in Australia ndia

Europe the Middle East and Africa

Acquired ANZs Custodian Services basiness

including access to more than 100 clients and

AUD99 billion in assets under custody further

strengthening our position as one of the leading

providers of third-party custodial services in the

Australian and New Zealand marketplace

Remained the clearer of U.S dollars in the

world and have been in Automated Clearing

House originations for the past 34 years

Announced the formation of the Prime-

Custody Solutions Group team responsible

for delivering the firms integrated prime

brokerage and custody platform to clients

Led depositary receipt initial public offering

IPO capital raising with 77% market share

and three of the five largest IPO5 of the year

including landmark deals from both Brazil

and China

d.wd5

la-S Exsting apabilties

New offices

New serv ces

We expanded our global footprint to better serve clients around the world
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Asset Management

11 LH ei JUl j1

ii le1 L1

2009 HIGHLIGHTS AND ACCOMPLISHMENTS

rJf wVW

Asset Management with

asseLs under supervision

of $1.7 trillion is global

eader in investment and

wealth management

Asset Management clients

nclude institutions retail

nvestors and high-net-

worth ndividuals in every

major market throughout

the world Asset Manage

ment offers its clients global

investment management in

equities fixed income real

estate hedge funds private

equity and liquidity includ

ing money marset instru

ments and bank deposits

Asset Management also

provides trust and estate

banking and brokerage

services to hgh-net-worth

clients and retirement

sernces to corporations and

indiviouals The majority

of Asset Managemenis

client asseLs are actively

managed portfolios

As the money market fund manager in the

world managed more than $500 billion in

global liquidity assets on behalf of clients

In 2009 the J.P Morgan US Dollar Liquidity

Fund became the largest mutual fund in

Europe and the first of its kind to reach

$100 billion in assets

Achieved record revenue of $2.6 billion in the

Private Bank led by strong brokerage activity

as we put timely innovative investment

opportunities to work for clients

Provided clients with superior risk-adjusted

returns The percentage of global long-term

mutual fund assets under management in the

first or second quartiles was 74% for the five-

year period and 62% for the three-year period

ended December 31 2009

Ranked third in long-term U.S mutual fund

flows as retail investors sought the stability

and performance of J.P Morgan Funds

Assets under supervision

In bISons

Ranked U.S Mutual Fund Family based on

investment performance over five-year period.1

Expanded Private Wealth Management into

five new markets Miami Philadelphia San

Francisco Seattle and Washington D.C

Granted more than $100 million to charities

throughout the world on behalf of Private Bank

fiduciary clients

Euromoney rated the Private Bank as the top

private bank for ultra-hign-net-worth clients

globally

China International Fund Management the

joint venture between J.P Morgan Asset

Management and Shanghai International Trust

Investment Co was named the best overall

performing foreign asset manager operating in

China by PricewaterhouseCoopers survey

Received the Gold Standard Award for Funds

Management in the United Kingdom for the

seventh year in row from leading publishing

house Incisive Media

Named Asset Management Company of the Year

$2000 in Asia and Hong Kong by The Asset magazine

1500

1000

500

Completed the acquisition of Highbridge

Capital Management In 2009 Highbridge

clients experienced the best investment

performance in its 17-yea operating history

Since the formation of the partnership in 2004

client assets under management have grown

threefold
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Corporate Responsibility

iG
.J

2009 HIGHLIGHTS AND ACCOMPLISHMENTS

iPlu organ Chase orpo

iate rrsponsibdity is about

whaL do eve day in

our businesses and how

co it We are commited to

mana ng our businesses

to create value br our

consu aer small business

and ccrporate clientL as

well as our sharehoftiers

commnities and emplo\

ees and being respon

sible corporate citizen

Invested more than $573 billion in low- and

moderate-income families and communities in

the first six years of our 10-year $800 billion

Community Development commitment and

also earned the highest possible rating

of Outstanding in our latest Community

Reinvestment Act examination

First six years of cumulative spend of our 10-year

$800 billion commitment to invest in low- and

moderate-income families and communities

Sn bill cnn

$800

700

600

500

400

300

200

100

2004

Provided in excess of $690 million in financing

for the construction or preservation of more

than 5500 units of affordable housing and

made investments in low-income communities

through our New Markets Tax Credits

Recognized leader in supporting community

development financial institutions

Demonstrated our support for impact investing

through our principal investment and place

ments activity in the microfinance sector

through our research on microfinance issues

and as founding sponsor of the Global Impact

Investing Network Expanded commitment

to Grameen Foundations Bankers without

Borders an innovative program bringing

private sector talent to the microfinance sector

Launched the innovative philanthropic campaign

Chase Community Giving engaging more than

million Facebook users in helping to direct

over $5 million to small and local charities

Strategically contributed more than $100 million

in high-need neighborhoods across the globe

while supporting thousands of not-for-profits

charged with strengthening the communities we

serve Multiplied the impact of our philanthropic

investments through active partnership with

employee volunteers community leaders and

other private and public funders

2009 charitable contributions

Community

deveopment

Arts and cuJture

EdI caton

Emdoyee

prcgrams

Otter

Percentages include Charitable giving from

JPMorgan Chase Co and the JPMorgan chase roandation

Continued energy efficiency programs to meet

our 20% greenhouse gas reduction target

Bought 100000 carbon credits to offset emis

sions from employee air travel Increased num

ber of branches built to smart and responsible

construction practices to more than 90 includ

ing 13 LEED certified branches Significantly

increased procurement of paper from certified

responsibly managed sources from 8% of total

volume to over 69% and continued efforts to

eliminate paper statements across the firm

Reviewed more than 180 financial t-ansactions

to determine and where possible mitigate

adverse environmental and social impacts

Maintained more than $1 billion in annual

spend with diverse suppliers despite

reduction in firmwide spend

15 2006 2007 2008 2009
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Five-year summary of consolidated financial highlights

unaudited

in millions except per share headcount and ratio data

As of or for the year ended December 31 2009 2008d 2007 2006 2005

Selected income statement data

Total net revenue 100434 67252 71372 61999 54248

Total noninterest expense 52352 43500 41703 38843 38926

Pie-provision profit 48082 23752 29669 23156 5322

Provision for credit losses 32015 19445 6864 3270 3483

Provision for credit losses accounting conformity 1534

Income from continuing operations before income tax

expense/benefit 16067 2773 22805 19886 11839

Income tax expense/benefit 4415 926 7440 6237 3585

Income from continuing operahons 11652 3699 5365 13649 8254

Income from discontinued operations
795 229

Income before extraordinary gain 11652 3699 15365 14444 8483

Extraordinary gain
76 1906

Net income 11728 5605 15365 14444 8483

Per common share data

Basic earnings

Income from continuing operations
2.25 0.81 4.38 3.83 2.30

Net income 2.27 1.35 4.38 4.05 2.37

Diluted earnings ef
Income from

continuing operations 2.24 0.81 4.33 3.78 2.29

Net income 2.26 1.35 4.33 400 2.35

Cash dividends declared per
share 0.20 1.52 1.48 1.36 1.36

Book value
per

share 39.88 36.15 36.59 33.45 30.71

Common shares outstanding

Average Basice 3862.8 3501.1 3403.6 3470.1 3491.7

Diluted 3879.7 3521.8 3445.3 3516.1 3511.9

Common shares at period-end
3942.0 3732.8 3367.4 3461.7 3486.7

Share price

High
47.47 50.63 53.25 49.00 40.56

Low 14.96 19.69 40.15 37.88 32.92

Close 41.67 31.53 43.65 48.30 39.69

Market capitalization
164261 117695 146986 167199 138387

Selected ratios

Return on common equity ROE
Income from continuing operations

6% 2% 13% 12% 8%

Net income 13 13

Return on tangible common equity ROTCE fg
Income from continuing operations

10 22 24 15

Net income 10 22 24 15

Return on assets ROA
Income from continuing operations

0.58 0.21 1.06 1.04 0.70

Net income 0.58 0.31 1.06 1.10 0.72

Overhead ratio 52 65 58 63 72

Tier capital ratio 11.1 10.9 8.4 8.7 8.5

Total capital ratio 14.8 14.8 12.6 12.3 12.0

Tier leverage ratio 6.9 6.9 6.0 6.2 6.3

Tier common capital ratio 8.8 7.0 7.0 7.3 7.0

Selected balance sheet data period-end

Trading assets 411128 509983 491409 365738 298377

Securities 360390 205943 85450 91975 47600

Loans 633458 744898 519374 483127 419148

Total assets 2031989 2175052 1562147 1351520 1198942

Deposits
938367 1009277 740728 638788 554991

Long-term debt 266318 270683 199010 145630 119886

Common stockholders equity 157213 134945 123221 115790 107072

Total stockholders equity
165365 166884 123221 115790 107211

Headcount 222316 224961 180667 174360 168847

Pie-provision profit
is total net revenue less noninterest

expense
The Firm believes that this financial measure is useful in

assessing
the ability of lending institution to generate income in

excess of its provision for credit losses

Results for 2008 included an accounting conformity loan loss reserve provision
related to the acquisition of Washington Mutual Banks banking operations

On October 2006 JPMorgan Chase Co completed the exchange of selected corporate trust businesses for the consumer business banking and middle-market banking businesses of

The Bank of New York Company Inc The results of operations of these corporate trust businesses are being reported as discontinued operations for each of the periods presented

On September 25 2008 iPMorgan Chase acquired the banking operations of Washington Mutual On May 30 2008 wholly-owned subsidiary of iPMorgan Chase merged with

and into The Bear Stearns Companies Inc Bear Stearns and Bear Stearns became
wholly-owned subsidiary of JPMorgan Chase The Washington Mutual acquisition

resulted in

negative goodwill
and accordingly the Firm recorded an extraordinary gain For additional information on these transactions see Note on pages

151156 of this Annual Report

Effective January 2009 the Firm
implemented new FASB guidance for participating securities Accordingly prior-period amounts have been revised as required For further discussion

of the guidance see Note 25 on page 232 of this Annual
Report

The calculation of 2009 earnings per
share and net income applicable to common equity

include one-time noncash reduction of $1 .1 billion or $0.27 per share resulting from

repayment of U.S Troubled Asset Relief
Program TARP preferred capital in the second quarter of 2009 Excluding

this reduction the adjusted ROE and ROTCE were 7% and

11% for 2009 For further discussion see Explanation and reconciliation of the Firms use of non-GAAP financial measures on pages 5860 of this Annual
Report

For further discussion of ROTCE non-GAAP financial measure see Explanation and reconciliation of the Firms use of non-GAAP financial measures on pages 5860 of this

Annual Report

fi Tier common is calculated as Tier capital less qualifying perpetual preferred stock qualifying trust preferred securities and qualifying minority interest it subsidiaries The Firm uses

the Tier common capital ratio non-GMP financial measure to assess and
compare

the quality and composition of the Firms capital
with the

capital
of other financial services

companies For further discussion see Regulatory capital on pages
9092 of this Annual Report
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Managements discussion and analysis

FIVE-YEAR STOCK PERFORMANCE

The following table and graph compare the five-year cumulative

total return for JPMorgan Chase Co JPMorgan Chase or the

Firm common stock with the cumulative return of the SP 500

Stock Index and the SP Financial Index The SP 500 Index is

commonly referenced U.S equity benchmarkconsisting of leading

companies from different economic sectors The SP Financial

Index is an index of 78 financial companies all of which are within

the SP 500 The Firm is component of both industry indices

The following table and graph assume simultaneous investments

of $100 on December31 2004 in iPMorgan Chase common

stock and in each of the above SP indices The comparison

assumes that all dividends are reinvested

This section of the iPMorgan Chases Annual Report for the year

ended December31 2009 Annual Report provides manage

mentc discussion and analysis MDA of the fioancial condi

tion and results of operations of iPMorgan Chase See the

Glossary of terms on pages 25 1253 for definitions of terms used

throughout this Annual Report The MDA induded in this An

nual Report contains statements that are forward-lookfrig within

the meanfrog of the Private Securities Litiqation Reform Act of

1995 Such statements are based on the current beliefs and

INTRODUCTION

expectationi of iPMorgan Chase management and are subject

to sqnificant ricks and uncertainties These ricks and uncertain

ties could cause the Firm results to differ materially from those

set forth in such forward-looking statements Certain of such

ricks and uncertainties are described herein see Forward-looking

statements on page 143 of this Annual Report and in the JPMor

gan Chase Annual Report on Form 10-K for the year endedDe

cember 31 2009 2009 Form 10-K in Part Item 1A Rick

factors to which reference is hereby made

JPMorgan Chase Co financial holding company incorporated

under Delaware law in 1968 is leading global financial services

firm and one of the
largest banking institutions in the United States

of America U.S with $2.0 trillion in assets $165.4 billion in

stockholders equity and operations in more than 60 countries as of

December 31 2009 The Firm is leader in investment banking

financial services for consumers and businesses financial transac

tion processing and asset management Under the J.P Morgan and

Chase brands the Firm serves millions of customers in the U.S and

many of the worlds most prominent corporate institutional and

government clients

JPMorgan Chases
principal

bank subsidiaries are JPMorgan Chase

Bank National Association JPMorgan Chase Bank NA
national bank with branches in 23 states in the U.S and Chase

Bank USA National Association Chase Bank USA N.A
national bank that is the Firms credit card

issuing
bank JPMorgan

Chases
principal

nonbank
subsidiary

is J.P Morgan Securities Inc

the Firms U.S investment banking firm

JPMorgan Chases activities are organized for management reporting

purposes into six business segments as well as Corporate/Private

Equity The Firms wholesale businesses comprise the Investment

Bank Commercial Banking Treasury Securities Services and Asset

Management segments The Firms consumer businesses comprise

the Retail Financial Services and Card Services segments descrip

tion of the Firms business segments and the products and services

they provide to their respective
client bases follows

Investment Bank

J.P Morgan is one of the worlds leading investment banks with

deep client relationships and broad product capabilities The clients

of the Investment Bank IB are corporations financial institu

tions governments and institutional investors The Firm offers full

range of investment banking products and services in all major

capital markets including advising on corporate strategy and

structure capital-raising in equity and debt markets sophisticated

risk management market-making in cash securities and derivative

instruments prime brokerage and research lB also commits the

Firms own capital to principal investing and trading activities on

limited basis

Retail Financial Services

Retail Financial Services RFS which includes the Retail Banking

and Consumer Lending businesses serves consumers and busi

nesses through personal service at bank branches and through

ATMs online banking and telephone banking as well as through

auto dealerships and school financial-aid offices Customers can

use more than 5100 bank branches third-largest nationally and

15400 ATMs second-largest nationally as well as online and

mobile banking around the clock More than 23900 branch sales

people assist customers with checking and savings accounts mort

gages home equity and business loans and investments across the

23-state footprint from New York and Florida to California Con

sumers also can obtain loans through more than 15700 auto

dealerships and nearly 2100 schools and universities nationwide

December 31

in dodars

iPMorgan Chase $100.00 $105.68

SP Financial Index 100.00 106.48

SP 500 Index 100.00 104.91

2004 2005 2006 2007 2008 2009

$132.54 123.12 $91.84 $123.15

126.91 103.27 46.14 54.09

121.48 128.16 80.74 102.11

December 31

in dollars JPMorgarr chase SP Financial -0- SP 500

200

150

100

so

2004 2005 2006 2007 2006 2009

JPMorgan
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Managements discussion and analysis

Card Services

Card Services CS is one of the nations largest
credit card

issuers with more than 145 million credit cards in circulation and

over $163 billion in managed loans Customers used Chase cards

to meet more than $328 billion of their spending needs in 2009

Chase continues to innovate despite very
difficult business

environment launching new products and services such as Blue

print Ultimate Rewards Chase Sapphire and Ink from Chase and

earning market leadership position in building loyalty
and re

wards programs Through its merchant acquiring business Chase

Paymentech Solutions Chase is one of the leading processors of

credit-card payments

Commercial Banking

Commercial Banking CB serves nearly 25000 clients nationally

including corporations municipalities financial institutions and not-

for-profit
entities with annual revenue generally ranging from

$10 million to $2 billion and more than 30000 real estate investors

owners Delivering extensive industry knowledge local
expertise

and

dedicated service CB partners with the Firms other businesses to

provide comprehensive solutions including lending treasury services

investment banking and asset management to meet its clients

domestic and international financial needs

Treasury Securities Services

Treasury Securities Services TSS is global leader in transac

tion investment and information services T55 is one of the worlds

largest
cash management providers and leading global custodian

Treasury Services TS provides cash management trade whole

sale card and
liquidity products and services to small and mid-sized

companies multinational corporations financial institutions and

government entities TS partners with the Commercial Banking

Retail Financial Services and Asset Management businesses to

serve clients firmwide As result certain TS revenue is included in

other segments results Worldwide Securities Services holds val

ues clears and services securities cash and alternative investments

for investors and broker-dealers and it manages depositary receipt

programs globally

Asset Management

Asset Management AM with assets under supervision of $1.7

trillion is global leader in investment and wealth management.AM

clients include institutions retail investors and high-net-worth indi

viduals in every major market throughout the world AM offers global

investment management in equities fixed income real estate hedge

funds private equity and liquidity products including money-market

instruments and bank deposits AM also provides trust and estate

banking and brokerage services to high-net-worth clients and retire

ment services for corporations and individuals The majority
of AMs

client assets are in actively managed portfolios

48
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EXECUTIVE OVERVIEW

This executive overview of managements discuss/on and analysis

hiqhliqhts selected information and may not contain all of the infor

mation that is important to readers of rh/cA nnual Report Fora

complete descri of events trends and uncertainties as well as

the capital liquidity credit operational and market ricks and the

critical accounting estbnates affecting the Firm and its various lines

of business this Annual Report should be read/n its entirety

Financial performance of JPMorgan Chase

Year ended December 31

in millions except per
share data

and ratios

Selected income statement data

Total net revenue

Total noninterest expense

PIe-provision profit

Provision for credit losses

Income before
extraordinary gain

Extraordinary gain

Net income

Diluted earnings per share

Income before
extraordinary gain

Net income

Return on common equity

Income before
extraordinary gain

Net income

Capital ratios

Tier capital

Tier common capital

Business overview

JPMorgan Chase reported 2009 net income of $11.7 billion or

$2.26 per share compared with net income of $5.6 billion or

$1.35 per share in 2008 Total net revenue in 2009 was $100.4

billion compared with $67.3 billion in 2008 Return on common

equity was 6% in 2009 and 4% in 2008 Results benefited from

the impact of the acquisition of the banking operations of Wash

ington Mutual Bank Washington Mutual on September 25

2008 and the impact of the
merger with The Bear Stearns Com

panies Inc Bear Stearns on May 30 2008

The increase in net income for the
year was driven by record net

revenue including record revenue in the Investment Bank reflect

ing modest net gains on legacy leveraged-lending and mortgage-

related positions compared with net markdowns in the prior year

Partially offsetting
the growth in the Firms revenue was an in

crease in the provision for credit losses driven by an increase in

the consumer provision and higher noninterest expense reflecting

the impact of the Washington Mutual transaction

The business environment in 2009 gradually improved throughout

the year The year began with continuation of the weak condi

tions experienced in 2008 the global economy contracted sharply

in the first quarter labor markets deteriorated rapidly and unem

ployment rose credit was tight liquidity was diminished and

businesses continued to downsize and cut inventory levels rapidly

Throughout the year the Board of Governors of the Federal Re-

serve System Federal Reserve took actions to stabilize the

financial markets and promote an economic revival It held its

policy rate close to zero and indicated that this
policy was likely to

remain in place for some time given economic conditions In

addition it greatly expanded program it launched at the end of

2008 with plan to buy up to $1.7 trillion of securities including

Treasury securities mortgage-backed securities and obligations of

government-sponsored agencies The U.S government and various

regulators continued their efforts to stabilize the U.S economy

putting in place financial rescue plan that supplemented the

interest rate and other actions that had been taken by the Federal

Reserve and the U.S Department of the Treasury the U.S Treas

ury in the second half of 2008 These efforts began to take effect

20 during 2009 Developing economies rebounded significantly and

102
contraction in developed economies slowed Credit conditions

215
improved in the summer with most credit spreads narrowing

96 dramatically By the third quarter of the year many spreads had

109 returned to pre-crisis levels By the fourth quarter economic activ

ity
was expanding and signs emerged that the deterioration in the

177 labor market was abating although by the end of the year unem

67
ployment reached 10%its highest level since 1983 The housing

sector showed some signs of improvement and household spend

ing appeared to be expanding at moderate rate though it

remained constrained by weak labor market modest income

growth lower housing wealth and tight credit Businesses were

continuing to reduce capital investment though at slower pace

and remained reluctant to add to payrolls Financial market condi

tions in the fourth quarter became more supportive of economic

growth

Amidst this difficult operating environment JPMorgan Chase benefited

from the diversity of its leading franchises as demonstrated by the

continued earnings strength of its Investment Bank Commercial Bank

ing Asset Management and Retail Banking franchises Significant

market share and efficiency gains helped all of the Firms businesses

maintain leadership positions the Investment Bank ranked for

Global Investment Banking fees for 2009 in Commercial Banking at

year-end 2009 the total revenue related to investment banking prod

ucts sold to CB clients doubled from its level at the time of the iPMor

gan ChaseBank One merger In addition the Firm completed the

integration
of Washington Mutual and continued to invest in its busi

nesses demonstrated by growth in checking and credit card accounts

Throughout 2009 the Firm remained focused on maintaining

strong balance sheet addition to the capital generated from

earnings the Firm issued $5.8 billion Of cOmmon stock and re

duced its quarterly dividend The Firm also increased its consumer

allowance for credit losses by $7.8 billion bringing the total al

lowance for credit losses to $32.5 billion or 5.5% of total loans

The Firm recorded $1.1 billion one-time noncash adjustment to

common stockholders equity related to the redemption of the

$25.0 billion of Series Preferred Stock issued to the U.S Treasury

under the Capital Purchase Program Even with this adjustment the

2009 2008 change

$100434

52352

48082

32015

11652

76

11728

2.24

2.26

67252

43500

23752

20979

3699

1906

5605

0.81

1.35

2%6%

11.1 10.9

8.8 7.0
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Managements discussion and analysis

Firm ended 2009 with very strong Tier Capital ratio of 11.1%

and Tier Common ratio of 8.8%

Throughout this turbulent financial period iPMorgan Chase sup

ported and served its 90 million customers and the communities in

which it operates delivered consumer-friendly products and policies

and continued to lend The Firm extended nearly $250 billion in new

credit to consumers during the year and for its corporate and munici

pal clients either lent or assisted them in raising approximately $1

trillion in loans stocks or bonds The Firm also remained committed

to helping homeowners meet the challenges of declining home

prices
and

rising unemployment Since 2007 the Firm has initiated

over 900000 actions to prevent foreclosures through its own pro

grams and through government mortgage-modification programs

During 2009 alone JPMorgan Chase offered approximately 600000

loan modifications to struggling homeowners Of these 89000

loans have achieved permanent modification By March 31 2010

the Firm will have opened 51 Chase Homeownership Centers across

the country and already has over 14000 employees dedicated to

mortgage loss mitigation

Management remains confident that JPMorgan Chases capital and

reserve strength combined with its
significant earnings power will

allow the Firm to meet the uncertainties that lie ahead and still

continue investing in its businesses and serving its clients and share

holders over the long term

The diccussion that follows hiqhliqhts tile performance of each

business segment compared with the prioryear and presents results

on managedbasLc unless otherwice noted For more information

about managed basLc see Explanation and Reconciliation of the

Firms Use of Non-GAAP Financial Measures on pages 58-60 of this

Annual Report

Investment Bank reported record net income in 2009 compared

with net loss in 2008 The
significant

rebound in earnings was

driven by record net revenue partially
offset by increases in both

noninterest expense and the provision for credit losses The increase

in net revenue was driven by record Fixed Income Markets revenue

reflecting strong results across most products as well as modest net

gains on legacy leveraged lending and mortgage-related positions

compared with over $10 billion of net markdowns in the prior year

Investment banking fees rose to record levels as higher equity and

debt underwriting fees were partially
offset by lower advisory fees

Record Equity Markets revenue was driven by solid client revenue

particularly in prime services and strong trading results The net

revenue results for lB in 2009 included losses from the tightening of

the Firms credit spread on certain structured liabilities and deriva

tives compared with gains in 2008 from the widening of the spread

on those liabilities The provision for credit losses increased driven

by continued weakness in the credit environment lB ended the year

with ratio of allowance for loan losses to end-of-period loans

retained of 8.25% Noninterest expense increased reflecting higher

performance-based compensation offset partially by lower head-

count-related expense

Retail Financial Services net income decreased from the prior

year as an increase in the provision for credit losses and higher

noninterest expense were predominantly offset by double-digit

growth in net revenue Higher net revenue reflected the impact of

the Washington Mutual transaction wider loan and deposit spreads

and higher net mortgage servicing revenue The provision for credit

losses increased from the prior year as weak economic conditions

and housing price
declines continued to drive higher estimated losses

for the home equity and mortgage loan portfolios RFS ended the

year with ratio of allowance for loan losses to ending loans ex

cluding purchased credit-impaired loans of 5.09% Noninterest

expense was higher reflecting the impact of the Washington Mutual

transaction and higher servicing and default-related expense

Card Services reported net loss for the year compared with net

income in 2008 The decline was driven by significantly higher

provision for credit losses partially offset by higher net revenue The

double-digit growth in managed net revenue was driven by the

impact of the Washington Mutual transaction wider loan spreads

and higher merchant servicing revenue related to the dissolution of

the Chase Paymentech Solutions
joint venture these were partially

offset by higher revenue reversals associated with higher charge-offs

decreased level of fees and lower average loan balances The

provision for credit losses increased reflecting continued weakness

in the credit environment CS ended the year with ratio of allow

ance for loan losses to end-of-period loans of 12.28% Noninterest

expense increased due to the dissolution of the Chase Paymentech

Solutions joint venture and the impact of the Washington Mutual

transaction partially offset by lower marketing expense

Commercial Banking net income decreased from 2008 as an

increase in provision for credit losses and higher noninterest expense

were predominantly offset by higher net revenue Double-digit

growth in net revenue reflected the impact of the Washington Mu

tual transaction and record levels of lending- and deposit-related and

investment banking fees Revenue rose in all business.segments

Middle Market Banking Commercial Term Lending Mid-Corporate

Banking and Real Estate Banking The provision for credit losses

increased reflecting continued weakness throughout the year in the

credit environment across all business segments predominantly in

real estaterelated segments CB ended the
year

with ratio of

allowance for loan losses to end-of-period loans retained of 3.l2%

Noninterest expense increased due to the impact of the Washington

Mutual transaction and higher Federal Deposit Insurance Corpora

tion FDIC insurance premiums

Treasury Securities Services net income declined from the

prior year driven by lower net revenue The decrease in net revenue

reflected lower Worldwide Securities Services net revenue driven by

lower balances and spreads on liability products lower securities

lending balances primarily as result of declines in asset valuations

and demand and the effect of market depreciation on certain cus

tody assets Treasury Services net revenue also declined reflecting

lower deposit balances and spreads offset by higher trade revenue

driven by wider spreads and growth across cash management and

card product volumes Noninterest expense rose slightly compared

with the
prior year reflecting higher FDIC insurance premiums offset

by lower headcount-related expense

50 JPMorgan Chase Co./2009 Annual Report



Asset Management net income increased from the
prior year due

to higher net revenue offset largely by higher noninterest expense

and higher provision for credit losses The increase in net revenue

reflected higher valuations of the Firmsseed
capital investments net

inflows wider loan spreads and higher deposit balances offset

partially by the effect of lower market levels and nairower deposit

spreads Asset Managements businesses reported mixed revenue

results Institutional and Private Bank revenue were up
while Retail

and Private Wealth Management revenue were down Assets under

supervision increased for the year due to the effect of higher market

valuations and inflows in fixed income and equity products offset

partially by outflows in cash products The provision for credit losses

increased compared with the prior year reflecting
continued weak

ness in the credit environment Noninterest expense was higher

reflecting
the effect of the Bear Stearns merger higher performance-

based compensation and higher FDIC insurance premiums offset

largely by lower headcount-related expense

Corporate/Private Equity net income increased in 2009 reflect

ing elevated levels of trading gains and net interest income securi

ties gains an after-tax gain from the sale of MasterCard shares and

reduced losses from Private Equity compared with 2008 Trading

gains and net interest income increased due to the Firms significant

purchases of mortgage-backed securities guaranteed by U.S gov

ernment agencies corporate debt securities U.S Treasury and

government agency securities and other asset-backed securities

These investments were generally associated with the Chief Invest

ment Offices management of interest rate risk and investment of

cash resulting from the excess funding the Firm continued to experi

ence during 2009 The increase in securities was partially
offset by

sales of higher-coupon instruments part of repositioning the invest

ment portfolio as well as prepayments and maturities

Firmwide the managed provision for credit losses was $38.5

billion up by $13.9 billion or 56% from the prior year The prior

year included $1.5 billion charge to conform Washington Mutuals

allowance for loan losses which affected both the consumer and

wholesale portfolios For the purposes of the following analysis this

charge is excluded The consumer-managed provision for credit losses

was $34.5 billion compared with $20.4 billion in the
prior year

reflecting an increase in the allowance for credit losses in the home

lending and credit card loan portfolios Consumer-managed net

charge-offs were $26.3 billion compared with $13.0 billion in the

prior year resulting
in managed net charge-off rates of 5.85% and

3.22% respectively The wholesale provision for credit losses was

$4.0 billion compared with $2.7 billion in the
prior year reflecting

continued weakness in the credit environment throughout 2009

Wholesale net charge-offs were $3.1 billion compared with $402

million in the prior year resulting in net charge-off rates of 1.40%

and 0.18% respectively The Firms nonperforming assets totaled

$19.7 billion at December 31 2009 up from $12.7 billion The total

allowance for credit losses increased by $8.7 billion from the
prior

year-end resulting in loan loss coverage ratio at December 31

2009 of 5.51% compared with 3.62% at December 31 2008

Total stockholders equity at December 31 2009 was $165.4 billion

2010 Business outlook

The following forward-looking statements are baser/on the current

beliefs and expectations of JllMorgan Chase management and are

subject to sgnificant ricks and uncertainties These ricks and uncer

tainties could cause the Firm actual results to differ materially from

those set forth in such forward-looking statements

JPMorgan Chases outlook for 2010 should be viewed against the

backdrop of the global and U.S ecohomies financial markets activ

ity
the

geopolitical environment the competitive environment and

client
activity

levels Each of these linked factors will affect the

performance of the Firm and its lines of business The Firm continues

to monitor the U.S and international economies and political envi

ronments The outlook for
capital

markets remains uncertain and

further declines in U.S housing prices
in certain markets and in

creases in the unemployment rate either of which could adversely

affect the Firms financial results are possible In addition as result

of recent market conditions the U.S Congress and regulators have

increased their focus on the regulation of financial institutions any

legislation or regulations that may be adopted as result could limit

or restrict the Firms operations and could impose additional costs

on the Firm in order to comply with such new laws or rules

Given the potential stress on consumers from
rising unemployment

and continued downward pressure on housing prices management

remains cautious with respect to the credit outlook for the con

sumer loan portfolios Possible continued weakness in credit trends

could result in higher credit costs and require additions to the

consumer allowance for credit losses Based on managements

current economic outlook quarterly net charge-offs could reach

$1.4 billion for the home equity portfolio $600 million forthe

prime mortgage portfolio
and $500 million for the subprime mort

gage portfolio over the next severalquarters The managed net

charge-off rate for Card Services excluding the Washington Mu

tual credit card portfolio could approach 11% by the first quarter

of 2010 including the adverse timing effect of payment holiday

program of approximately 60 basis points The managed net

charge-off rate for the Washington Mutual credit card
portfolio

could approach 24% over the next several quarters These charge-

off rates are likely to move even higher if the economic environ

ment deteriorates beyond managements current expectations

Similarly wholesale credit costs and net charge-offs could increase

in the next several quarters if the credit environment deteriorates

The Investment Bank continues to operate in an uncertain environ

ment and as noted above results could be adversely affected if the

credit environment were to deteriorate further Trading results can be

volatile and 2009 included elevated client volumes and spread levels

As such management expects Fixed Income and Equity Markets

revenue to normalize over time as conditions stabilize

In the Retail Banking segment within Retail Financial Services

although management expects underlying growth results will be

under pressure from the credit environment and ongoing lower

consumer spending levels In addition the Firm has made changes

consistent with and in certain respects beyond the requirements of

newly-enacted legislation in its policies relating to non-sufficient
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funds and overdraft fees Although management estimates are at

this point in time preliminary and subject to change such changes

are expected to result in an annualized reduction in net income of

approximately $500 million beginning in the first quarter of 2010

In the Consumer Lending segment within Retail Financial Services at

current production and estimated run-off levels the Home Lending

portfolio
of $263 billion at December 31 2009 is expected to

decline by approximately 1015% and could possibly average

approximately $240 billion in 2010 and approximately $200 billion

in 2011 Based on managements preliminary estimate which is

subject to change the effect of such reduction in the Home Lend

ing portfolio is expected to reduce 2010 net interest income in the

portfolio by approximately $1 billion from the 2009 level Addition

ally revenue could be negatively affected by elevated levels of repur

chases of mortgages previously sold to for example government-

sponsored enterprises

Management expects noninterest expense in Retail Financial Services

to remain at or above 2009 levels reflecting investments in new

branch builds and sales force hires as well as continued elevated

servicing default and foreclosed asset related costs

Card Services faces rising credit costs in 2010 as well as continued

pressure on both charge volumes and credit card receivables growth

reflecting continued lower levels of consumer spending In addition

as result of the recently-enacted credit card legislation manage

ment estimates which are preliminary and subject to change are

that CSs annual net income may be adversely affected by approxi

mately $500 million to $750 million Further management expects

average Card outstandings to decline by approximately 1015% in

2010 due to the run-off of the Washington Mutualportfolio and

lower balance transfer levels As result of all these factors man

agement currently expects CS to report net losses in each of the first

two quarters of 2010 of approximately $1 billion in the first quarter

and somewhat less thanthat in the second quarter before the effect

of any potential reserve actions Results in the second half of 2010

will likely be dependent on the economic environment and potential

reserve actions

Commercial Banking results could be negatively affected by rising

credit costs declinein loan demand and reduced liability balances

Earnings in Treasury Securities Services and Asset Management will

be affected by the impact of market levels on assets under manage

ment supervision and custody Additionally earnings in Treasury

Securities Services could be affected by liability
balance flows

Earnings in Private Equity within the Corporate/Private Equity seg

ment will
likely

be volatile and continue to be influenced by capital

markets
activity

market levels the performance of the broader econ

omy
and investment-specific issues Corporates net interest income

levels and securities gains will generally trend with the size of the

investment
portfolio

in Corporate however the high level of trading

gains in Corporate in the second half of 2009 is not likely to continue

In the near-term Corporate quarterly
net income excluding Private

Equity merger-related items and any significant nonrecurring items is

expected to decline to approximately $300 million subject
to the size

and duration of the investment securities
portfolio

Lastly with regard to any decision by the Firms Board of Directors

concerningany increase in the level of the common stock dividend

their determination will be subject to their judgment that the

likelihood of another severe economic downturn has sufficiently

diminished that overall business performatce has stabilized and

that such action is warranted taking into consideration the Firms

earnings outlook need to maintain adequate capital levels alter

native investment opportunities and appropriate dividend payout

ratios When in the Boards judgment based on the foregoing the

Board believes it appropriate to increase the dividend to an annual

payout level in the range of $0.75 to $1.00 per share the Board

would likely move forward with such an increase and follow at

some later time with an additional increase or additional increases

sufficient to return to the Firms historical dividend ratio of ap

proximately 30% to 40% of normalized earnings over time
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CONSOLIDATED RESULTS OF OPERATIONS

Thic foiowbg section provides comparative diccussion of iF/v/organ

Chase Consolidated Results of Operations on reported basi for

the three-year period ended December31 2009 Factors that related

prænany to single business segment are di5cussedh7 more detail

within that business segment Fora diccussion of the Cr/rica/Ac

counting Estfrnates Jsedby the Firm that affect the Consolidated

Results of Operations see pages 135139 of thiAnnua/ Report

Revenue

Year ended December 31

in millions 2009 2008 2007

Investment banking fees 7087 5526 6635

Principal transactions 9796 10699 9015

Lending-
and

deposit-related
fees 7045 5088 3938

Asset management administration

and commissions 12540 13943 14356

Securities gains 1110 1560 164

Mortgage fees and related income 3678 3467 2118

Credit card income 7110 7419 6911

Other income 916 2169 1829

Noninterest revenue 49282 28473 44966

Net interest income 51152 38779 26406

Total net revenue $100434 67252 71372

2009 compared with 2008

Total net revenue was $100.4 billion up by $33.2 billion or 49%

from the
prior year

The increase was driven by higher principal

transactions revenue primarily
related to improved performance

across most fixed income and equity products and the absence of net

markdowns on legacy leveraged lending and mortgage positions in

IB as well as higher levels of trading gains and investment securities

income in Corporate/Private Equity Results also benefited from the

impact of the Washington Mutual transaction which contributed to

increases in net interest income lending- and deposit-related fees

and mortgage fees and related income Lastly higher investment

banking fees also contributed to revenue growth These increases in

revenue were offset
partially by reduced fees and commissions from

the effect of lower market levels on assets under management and

custody and the absence of proceeds from the sale of Visa shares in

its initial public offering in the first quarter of 2008

Investment banking fees increased from the
prior year due to higher

equity and debt underwriting fees For further discussion of invest

ment banking fees which are primarily
recorded in IB see lB segment

results on pages 6365 of this Annual Report

Principal
transactions revenue which consists of revenue from trading

and
private equity investing activities was significantly higher com

pared with the prior year Trading revenue increased driven by

improved performance across most fixed income and equity products

modest net gains on legacy leveraged lending and mortgage-related

positions compared with net markdowns of $10.6 billion in the prior

year and gains on trading positions in Corporate/Private Equity

compared with losses in the prior year of $1.1 billion on markdowns

of Federal National Mortgage Association Fannie Mae and Fed

eral Home Loan Mortgage Corporation Freddie Mac preferred

securities These increases in revenue were offset partially by an

aggregate loss of $2.3 billion from the tightening of the Firms credit

spread on certain structured liabilities and derivatives compared with

gains of $2.0 billion in the
prior year from widening spreads on these

liabilities and derivatives The Firms
private equity investments pro

duced
slight net loss in 2009 significant improvement from

larger
net loss in 2008 For further discussion of principal transac

tions revenue see lB and Corporate/Private Equity segment results on

pages 6365 and 8283 respectively and Note on pages 156

173 of this Annual Report

Lending- and deposit-related fees rose from the prior year predomi

nantly reflecting
the impact of the Washington Mutual transaction

and organic growth in both lending- and deposit-related fees in RES

CB IBand TSS For further discussion of lending- and deposit-

related fees which are mostly recorded in RES TSS and CB see the

RFS segment results on pages 6671 the TSS segment results on

pages 7778 and the CB segment results on pages 7576 of this

Annual Report

The decline in asset management administration and commissions

revenue compared with the
prior year was largely

due to lower asset

management fees in AM from the effect of lower market levels Also

contributing to the decrease were lower administration fees in TSS

driven by the effect of market depreciation on certain custody assets

and lower securities lending balances and lower brokerage commis

sions revenue in lB predominantly related to lower transaction vol

ume For additional information on these fees and commissions see

the segment discussions for TSS on pages 7778 and AM on pages

7981 of this Annual Report

Securities gains were lower in 2009 and included credit losses

related to other-than-temporary impairment and lower gains on the

sale of MasterCard shares of $241 million in 2009 compared with

$668 million in 2008 These decreases were offset
partially by

higher gains from repositioning the Corporate investment securities

portfolio
in connection with managing the Firms structural interest

rate iisk For further discussion of securities gains which are

mostly recorded in Corporate/Private Equity see the Corpo

rate/Private Equity segment discussion on pages 8283 of this

Annual Report

Mortgage fees and related income increased slightly from the prior

year as higher net mortgage servicing revenue was largely
offset by

lower production revenue The increase in net mortgage servicing

revenue was driven by growth in average third-party
loans serviced as

result of the Washington Mutual transaction Mortgage production

revenue declined from the prior year reflecting an increase in esti

mated losses from the repurchase of previously-sold loans offset

partially by wider margins on new originations For discussion of

mortgage fees and related income which is recorded
primarily

in

RFSs Consumer Lending business see the Consumer Lending discus

sion on pages 6871 of this Annual Report

Credit card income which includes the impact of the Washington

Mutual transaction decreased
slightly compared with the

prior year
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due to lower servicing
fees earned in connection with CS securitiza

tion activities largely as result of higher credit losses The decrease

was partially offset by wider loan margins on securitized credit card

loans higher merchant servicing revenue related to the dissolution of

the Chase Paymentech Solutions joint venture and higher inter

change income For further discussion of credit card income see the

CS segment results on pages 7274 of this Annual Report

Other income decreased from the prior year due predominantly to

the absence of $1.5 billion in proceeds from the sale of Visa shares

during its initial public offering in the first quarter of 2008 and $1.0

billion gain on the dissolution of the Chase Paymentech Solutions

joint venture in the fourth quarter of 2008 and lower net securitiza

tion income in CS These items were partially offset by $464million

charge recognized in 2008 related to the repurchase of auction-rate

securities at par the absence of $423 million loss incurred in the

second quarter of 2008 reflecting the Firms 49.4% share of Bear

Stearns losses from April to May 30 2008 and higher valuations

on certain investments including seed capital in AM

Net interest income increased from the prior year driven by the

Washington Mutual transactiàn which contributed to higher average

loans and deposits The Firms interest-earning assets were $1.7

trillion and the net yield on those assets on fully taxable-equivalent

FTE basis was 3.12% an increase of 25 basis points from 2008

Excluding the impact of the Washington Mutual transaction the

increase in net interest income in 2009 was driven by higher level of

investment securities as well as wider net interest margin which

reflected the overall decline in market interest rates during the year

Declining interest rates had positive effect on the net interest mar

gin as rates paid on the Firms interest-bearing liabilities decreased

faster relative to the decline in rates earned on interest-earning

assets These increases in net interest income were offset partially by

lower loan balances which included the effect of lower customer

demand repayments and charge-oils

2008 compared with 2007

Total net revenue of $67.3 billion was down $4.1 billion or 6%
from the

prior year The decline resulted from the extremely chal

lenging business environment for financial services firms in 2008

Principal
transactions revenue decreased significantly and included

net markdowns on mortgage-related positions and leveraged

lending funded and unfunded commitments losses on preferred

securities of Fannie Mae and Freddie Mac and losses on private

equity investments Also contributing to the decline in total net

revenue were losses and markdowns recorded in other income

including the Firms share of Bear Stearns losses from
April

to

May 30 2008 These declines were largely
offset by higher net

interest income proceeds from the sale of Visa shares inits initial

public offering and the gain on the dissolution of the Chase Pay

mentech
joint venture

Investment banking fees were down from the record lever of the

prior year due to lower debt underwriting fees as well as lower

advisory and equity underwriting fees both of which were at record

levels in 2007 These declines were attributable to reduced market

activity
For further discussion of investment banking fees which

are primarily
recorded in IB see lB segment results on pages 6365

of this Annual Report

In 2008 principal
transactions revenue declined by $19.7 billion

from the
prior year Trading revenue decreased by $14.5 billion to

negative $9.8 billion compared with
positive $4.7 billion in 2007

The decline in trading revenue was largely
driven by net mark

downs of $5.9 billion on mortgage-related exposures compared

with $1.4 billion in net markdowns in the prior year net mark

downs of $4.7 billion on leveraged lending funded and unfunded

commitments compared with $1.3 billion in net markdowns in the

prior year losses of $1.1 billion on preferred securities of Fannie

Mae and Freddie Mac and weaker equity trading results compared

with record level in 2007 In addition trading revenue was ad

versely
affected by additional losses and costs to reduce risk related

to Bear Stearns positions Partially offsetting
the decline in trading

revenue were record results in rates and currencies credit trading

commodities and emerging markets as well as strong Equity Mar

ketsclient revenue and total gains of $2.0 billion from the widen

ing
of the Firms credit spread on certain structured liabilities and

derivatives compared with $1.3 billion in 2007 Private equity

results also declined
substantially

from the
prior year recording

losses of $908 million in 2008 compared with gains of $4.3 billion

in 2007 In addition the first quarter of 2007 included fair value

adjustment related to the adoption of new FASB guidance on fair

value measurement For further discussion of principal transac

tions revenue see lB and Corporate/Private Equity segment results

on pages 6365 and 8283 respectively and Note on pages

156i 73 of this Annual Report

Lending- and deposit-related fees rose from 2007 predominantly

resulting from higher deposit-related fees and the impact of the

Washington Mutual transaction For further discussion of Lend

ing- and deposit-related fees which are mostly recorded in RFS

TSS and CB see the RFS segment results on pages 667 the TSS

segment results on pages 7778 and the CB segment results on

pages 7576 of this Annual Report

The decline in asset management administration and commissions

revenue compared with 2007 was driven by lower asset manage

ment fees in AM due to lower performance fees and the effect of

lower market levels This decline was partially offset by an increase

in commissions revenue related predominantly to higher brokerage

transaction volume within lBs Equity Markets revenue which

included additions from Bear Stearns Prime Services business and

higher administration fees in TSS driven by wider spreads in securi

ties lending and increased product usage by new and existing

clients For additional information on these fees and commissions

see the segment discussions for lB on pages 6365 RFS on pages

6671 TSS on pages 7778 and AM on pages 7981 of this

Annual Report

The increase in securities gains compared with the
prior year was

due to the repositioning of the Corporate investment securities

portfolio as part of managing the structural interest rate risk of the
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Firm and higher gains from the sale of MasterCard shares For

further discussion of securities gains which are mostly recorded in

the Firms Corporate/Private Equity business see the Corpo

rate/Private Equity segment discussion on pages 8283 of this

Annual Report

Mortgage fees and related income increased from the prior year

driven by higher net mortgage servicing revenue which benefited

from an improvement in mortgage servicing rights MSR risk

management resUlts and increased loan servicing revenue Mort

gage production revenue increased slightly as growth in origina

tions was predominantly offset by markdowns on the mortgage

warehouse and increased losses related to the repurchase of previ

ously sold loans For discussion of mortgage fees and related

income which is recorded primarily
in RFSs Consumer Lending

business see the Consumer Lending discussion on pages 6871 of

this Annual Report

Credit card income rose compared with the
prior year driven by

increased interchange income due to higher customer charge

volume in CS and higher debit card transaction volume in RFS the

impact of the Washington Mutual transaction and increased servic

ing
fees resulting from higher level of securitized receivables

These results were partially offset by increases in volume-driven

payments to partners and expense related to rewards
programs

For

further discussion of credit card income see CSs segment results

on pages 7274 of this Annual Report

Other income increased compared with the prior year due pre

dominantly to the proceeds from the sale of Visa shares in its initial

public offering of $1.5 billion the gain on the dissolution of the

Chase Paymentech joint venture of $1.0 billion and gains on sales

of certain other assets These proceeds and gains were partially

offset by lower valuations on certain investments including seed

capital
in AM $464 million charge related to the offer to repur

chase auction-rate securities at par losses of $423 million reflect

ing the Firms 49.4% ownership in Bear Stearns losses from April

to May 30 2008 and lower net securitization income in CS

Net interest income increased from the
prior year driven in part by

the Washington Mutual transaction which contributed to higher

average loans and deposits and to lesser extent by the Bear

Stearns merger
The Bear Stearns Prime Services business contrib

uted to higher net interest income as this business increased

average
balances in other interest-earning assets primarily cus

tomer receivables and other interest-bearing liabilities primarily

customer payables The Firms interest-earning assets were $1.4

trillion and the net yield on those assets on an FTE basis was

2.87% an increase of 48 basis points from 2007 Excluding the

impact of the Washington Mutual transaction and the Bear Stearns

merger the increase in net interest income in 2008 was driven by

wider net interest margin which reflected the overall decline in

market interest rates during the year The decline in rates had

positive
effect on the net interest margin as rates paid on the

Firms interest-bearing liabilities decreased faster relative to the

decrease in rates earned on interest-earning assets Growth in

consumer and wholesale loan balances also contributed to the

increase in net interest income

Provision for credit losses

Year ended December 31

in millions

Wholesale

Consumer
____________________________________

Total provision for credit losses

2009 2008 2007

3974 3327 934

_________
28041 17652 5930

32015 $20979 6864

2009 compared with 2008

The provision for credit losses in 2009 rose by $11.0 billion com

pared with the prior year predominantly due to significant in

crease in the consumer provision The prior year included $1.5

billion charge to conform Washington Mutuals allowance for loan

losses which affected both the consumer and wholesale portfolios

For the purpose of the following analysis this charge is excluded The

consumer provision reflected additions to the allowance for loan

losses for the home equity mortgage and credit card portfolios as

weak economic conditions housing price declines and higher

unemployment rates continued to drive higher estimated losses for

these portfolios Included in the 2009 addition to the allowance for

loan losses was $1.6 billion provision related to estimated dete

rioration in the Washington Mutual purchased credit-impaired

portfolio The wholesale provision increased from the prior year

reflecting continued weakness in the credit environment in 2009

compared with the
prior year For more detailed discussion of the

loan portfolio
and the allowance for loan losses see the segment

discussions for RFS on pages 6671 CS on pages 7274 lB on

pages
6365 and CB on pages 7576 and the Allowance for

Credit Losses section on pages 123125 of this Annual Report

2008 compared with 2007

The provision for credit losses in 2008 rose by $14.1 billion com

pared with the
prior year due to increases in both the consumer

and wholesale provisions The increase in the consumer provision

reflected higher estimated losses for home equity and mortgages

resulting
from declining housing prices an increase in estimated

losses for the auto student and business banking loan portfolios

and an increase in the allowance for loan losses and higher charge

offs of
credit

card loans The increase in the wholesale provision

was driven by higher allowance resulting from weakening credt

environment and growth in retained loans The wholesale provision

in the first quarter of 2008 also included the effect of the transfer

of $4.9 billion of funded and unfunded leveraged lending commit

ments to retained loans from the held-for-sale portfolio In addi

tion in 2008 both the consumer and wholesale provisions were

affected by.a $1.5 billion charge to conform assets acquired from

Washington Mutual to the Firms loan loss methodologies For

more detailed discussion of the loan portfolio and the allowance for

loan losses see the segment discussions for RFS on pages 6671

CS on pages 7274 lB on pages 6365 and CB on pages 7576

and the Credit Risk Management section on pages 101125 of this

Annual Report
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Noninterest expense

The following table presents the components of noninterest

expense

Year ended December 31

in millions 2009 2008 2007

Compensation expense 26928 $22746 22689

Noncompensation expense

Occupancy expense 3666 3038 2608

Technology communications

and equipment expense 4624 4315 3779

Professional outside services 6232 6053 5140

Marketing 1777 1913 2070

Other expenseab 7594 3740 3814

Amortization of intangibles 1050 1263 1394

Total noncompensation expense 24943 20322 18805

Merger costs 481 432 209

Total noninterest expense 52352 43500 $41703

Includes $675 million FDIC special assessment in 2009

Includes foreclosed property expense
of $1.4 billion $213 million and $56

million for 2009 2008 and 2007 respectively For additional information

regarding
foreclosed

property
see Note 13 on pages 200204 of this Annual

Report

2009 compared with 2008

Total noninterest expense was $52.4 billion up $8.9 billion or 20%

from the
prior year The increase was driven by the impact of the Wash

ington Mutual transaction higher performance-based compensation

expense higher FDIC-related costs and increased mortgage servicing

and default-related expense These items were offset partially by lower

headcount-related expense including salary
and benefits but excluding

performance-based incentives and other noncompensation costs

related to employees

Compensation expense increased in 2009 compared with the prior year

reflecting higher performance-based incentives as well as the impact of

the Washington Mutual transaction Excluding these two items com

pensation expense decreased as result of reduction in headcount

particularly
in the wholesale businesses and in Corporate

Noncompensation expense increased from the prior year due pre

dominantly to the following the impact of the Washington Mutual

transaction higher ongoing EDIC insurance premiums and an FDIC

special
assessment of $675 million recognized in the second quar

ter of 2009 higher mortgage servicing and default-related expense

which included an increase in foreclosed property expense
of $1.2

billion higher litigation costs and the effect of the dissolution of

the Chase Paymentech Solutions joint venture The increase was

partially offset by lower headcount-related expense particularly
in

18 TSS and AM decrease in amortization of intangibles pre

dominantly related to purchased credit card relationships lower

mortgage reinsurance losses and decrease in credit card market

ing expense For discussion of amortization of intangibles refer to

Note 17 on pages 222225 of this Annual Report

For information on merger costs refer to Note 10 on page 194 of this

Annual Report

2008 compared with 2007

Total noninterest expense for 2008 was $43.5 billion up $1.8

billion or 4% from the prior year The increase was driven by the

additional operating costs related to the Washington Mutual trans

action and Bear Stearns merger and investments in the businesses

partially offset by lower performance-based incentives

Compensation expense increased slightly from the prior year

predominantly driven by investments in the businesses including

headcount additions associated with the Bear Stearns merger
and

Washington Mutual transaction largely offset by lower perform

ance-based incentives

NoncOmpensation expense increased from the prior year as result

of the Bear Stearns merger and Washington Mutual transaction

Excluding the effect of these transactions noncompensation ex

pense decreased due to net reduction in other expense related to

litigation
lower credit card and consumer lending marketing ex

pense and decrease in the amortization of intangibles as certain

purchased credit card relationships were fully
amortized in 2007

and the amortization rate for core deposit intangibles declined in

accordance with the amortization schedule These decreases were

offset partially by increases in professional outside services

driven by investments in new product platforms in TSS and busi

ness and volume growth in CS credit card processing and lB bro

kerage clearing and exchange transaction processing Also

contributing to the increases were the following an increase in

other expense due to higher mortgage reinsurance losses and

mortgage servicing expense due to increased delinquencies and

defaults in RFS an increase in technology communications and

equipment expense reflecting higher depreciation expense on

owned automobiles subject to operating leases in RFS and other

technology-related investments across the businesses and an

increase in occupancy expense partly
related to the expansion of

RFSs retail distribution network For further discussion of amorti

zation of intangibles refer to Note 17 on pages 222225 of this

Annual Report

For information on merger costs refer to Note 10 on page 194 of

this Annual Report
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Income tax expense
The following table presents the Firms income before income tax

expense/benefit and extraordinary gain income tax ex

pense/benefit and effective tax rate

Year ended December 31

in millions except rate

Income before income tax expense

benefit and extraordinary gain

Income tax expensebenefit

Effective tax rate

$16067 2773 22805

4415 926 7440

27.5% 33.4% 32.6%

2009 compared with 2008

The change in the effective tax rate compared with the
prior year

was primarily the result of higher reported pretax income and

changes in the proportion of income subject to U.S federal and state

and local taxes Benefits related to tax-exempt income business tax

credits and tax audit settlements increased in 2009 relative to 2008

however the impact of these items on the effective tax rate was

reduced by the
significantly higher level of pretax income in 2009 In

addition 2008 reflected the realization of benefits of $1.1 billion

from the release of deferred tax liabilities associated with the undis

tributed earnings of certain non-U.S subsidiaries that were deemed

to be reinvested indefinitely For further discussion of income taxes

see Critical Accounting Estimates Used by the Firm on pages 135

139 and Note 27 on pages 234236 of this Annual Report

2008 compared with 2007

The decrease in the effective tax rate in 2008 compared with the

prior year was the result of
significantly lower reported pretax

income combined with changes in the proportion of income sub

ject to U.S federal taxes Also contributing to the decrease in the

effective tax rate was increased business taxcredits and the realiza

tion of $1.1 billion benefit from the release of deferred tax liabili

ties These deferred tax liabilities were associated with the

undistributed earnings of certain non-U.S subsidiariesthat were

deemed to be reinvested indefinitely These decreases were partially

offset by changes in state and local taxes and equity losses repre

senting the Firms 49.4% ownership interest in Bear Stearns losses

from April to May 30 2008 for which no income tax benefit was

recorded

Extraordinary gain

On September 25 2008 JPMorgan Chase acquired the banking

operations of Washington Mutual This transaction was accounted for

under the purchase method of accounting for business combinations

The adjusted net asset value of the banking operations after purchase

accounting adjustments was higher than the consideration paid by

JPMorgan Chase resulting in an extraordinary gain The preliminary

gain recognized in 2008 was $1.9 billion In the third quarter of

2009 the Firm recognized $76 million increase in the extraordinary

gain associated with the final purchase accounting adjustments for

the acquisition For further discussion of the Washington Mutual

transaction see Note on pages 1511 56 of this Annual Report

2009 2008 2007

iPMorgan
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Managements discussion and analysis

EXPLANATION AND RECONCILIATION OF THE FIRMS USE OF NON-GAAP FINANCIAL MEASURES

The Firm prepares its consolidated financial statements using ac

counting principles generally accepted in the United States of America

U.S GAAP these financial statements appear on pages 146149

of this Annual Report That presentation which is referred to as

reported basis provides the reader with an understanding of the

Firms results that can be tracked consistently
from

year to year
and

enables comparison of the Firms performance with other compa

nies U.S GAAP financial statements

In addition to analyzing the Firms results on reported basis man

agement reviews the Firms results and the results of the lines of

business on managed basis which is non-GAAP financial

measure The Firms definition of managed basis starts with the

reported U.S GAAP results and includes certain reclassifications that

assume credit card loans securitized by CS remain on the balance

sheets and presents revenue on FTE basis These adjustments do

not have any impact on net income as reported by the lines of busi

ness or by the Firm as whole

The presentatiOn of CS results on managed basis assumes that

credit card loans that have been securitized and sold in accordance

with U.S GAAP remain on the Consolidated Balance Sheets and that

the earnings on the securitized loans are classified in the same

manner as the earnings on retained loans recorded on the Consoli

dated Balance Sheets JPMorgan Chase uses the concept of man

aged basis to evaluate the credit performance and overall financial

performance of the entire managed credit card portfolio Opera

tions are funded and decisions are made about allocating re

sources such as employees and capital based on managed

financial information In addition the same underwriting standards

and ongoing risk monitoring are used for both loans on the Con

solidated Balance Sheets and securitized loans Although securitiza

tions result in the sale of credit card receivables to trust

JPMorgan Chase retains the ongoing customer relationships as the

customers may continue to use their credit cards accordingly the

customers credit performance will affect both the securitized loans

and the loans retained on the Consolidated Balance Sheets

JPMorgan Chase believes managed basis information is useful to

investors enabling them to understand both the credit risks

associated with the loans reported on the Consolidated Balance

Sheets and the Firms retained interests in securitized loans For

reconciliation of reported to managed basis results for CS see CS

segment results on pages 7274 of this Annual Report For

information regarding the securitization process and loans and

residual interests sold and securitized see Note 15 on pages

206213 of this Annual Report

The following summary table provides reconciliation from the Firm reported GAAP results to managed basis

Table continues on next page 2009 2008

Fully tax- Fully tax-

Year ended December 31 Reported Credit equivalent Managed Reported Credit equivalent Managed

in millions except per
share and ratio data results card adjustments basis results card adjustments basis

Revenue

Investment banking fees 7087 7087 5526 5526

Principal transactions 9796 9796 10699 10699

Lending- and deposit-related
fees 7045 7045 5088 088

Asset management administration

and commissions 12540 12540 13943 13943

Securities gains 1110 1110 1560 1560

Mortgage fees and related income 3678 3678 3467 3467

Credit card income 7110 1494 5616 7419 3333 4086

Other income 916 1440 2356 2169 1329 3498

Noninterest revenue 49282 1494 1440 49228 28473 3333 1329 26469

Net interest income 51152 7937 330 59419 38779 6945 579 46303

Total net revenue 100434 6443 1770 108647 67252 3612 1908 72772

Noninterest expense 52352 52352 43500 43500

Pre-provision profit 48082 6443 1770 56295 23752 3612 1908 29272

Provision for credit losses 32015 6443 38458 19445 3612 23057

Provision for credit losses accounting

conformitya 1534 1534

Income before income tax expense

benefit and extraordinary gain 16067 1770 17837 2773 1908 4681

Income tax expensebenefit 4415 1770 6185 926 1908 982

Income before extraordinary gain 11652 11652 3699 3699

Extraordinary gain 76 76 1906 1906

Net income 11728 11728 5605 5605

Diluted earnings per
sharebc 2.24 2.24 0.81 0.81

Return on assetsc 0.58% NM NM 0.55% 0.21% NM NM 0.20%

Overhead ratio 52 NM NM 48 65 NM NM 60

Loans period-end 633458 84626 718084 744898 85571 830469

Total assetsaverage 2024201 82233 2106434 1791617 76904 1868521

2008 included an accounting conformity
loan loss reserve provision related to the acquisition of Washington Mutuals banking operations

Effective
January 2009 the Firm implemented new FASB guidance for participating securities Accordingly prior-period amounts have been revised For further

discussion of the guidance see Note 25 on page 232 of this Annual Report

Based on income before extraordinary gain

See pages 7274 of this Annual Report for discussion of the effect of credit card securitizations on CS
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On January 2010 the Firm adopted the new consolidation

accounting guidance for VIEs As the Firm will be deemed to be

the primary beneficiary of its credit card securitization trusts as

result of this guidance the Firm will consolidate the assets and

liabilities of these credit card securitization trusts at their carrying

values on January 2010 and credit cardrelated income and

credit costs associated with these securitization activities will be

prospectively recorded on the 2010 Consolidated Statements of

Income in the same classifications that are currently
used to report

such items on managed basis For additional information on the

new accounting guidance see Accounting and reporting devel

opments on pages 140142 of this Annual Report

Total net revenue for each of the business segments and the Firm

is presented on FTE basis Accordingly investments that receive

tax credits and revenue from tax-exempt securities are presented

in the managed results on basis comparable to taxable invest

ments and securities This non-GAAP financial measure allows

management to assess the comparability of revenue arising from

both taxable and tax-exempt sources

The corresponding income tax impact related to these items is

recorded within income tax expense

Tangible common equity TCE represents common stockhold

ers equity i.e total stockholders equity less preferred stock

less identifiable intangible assets other than MSRs and good

will net of related deferred tax liabilities ROTCE non-GAAP

financial ratio measures the Firms earnings as percentage of

TCE and is in managements view another meaningful measure

to assess the Firms use of equity

Management also uses certain non-GAAP financial measures at

the business-segment level because it believes these other non

GAAP financial measures provide information to investors about

the underlying operational performance and trends of the particu

lar business segment and therefore facilitate comparison of the

business segment with the performance of its competitors

Fully tax-

equivalent

adlustments

Managed

hucic

Table continued from previous page

2007

Reported Credit

results cardd

To-
includino averaoe securitized credit card receivables

6635 6635

9015 9015

3938 3938

14356 14356

164 164

2118 2118

6911 3255 3656

1829 683 2512

44966 3255 683 42394

26406 5635 377 32418

71372 2380 1060 74812

41703 41703

29669 2380 1060 33109

6864 2380 9244

22805 1060 23865

7440 1060 8500

15365 15365

15365 15365

4.33 4.33

1.06% NM NM 101%

58 NM NM 56

519374 72701 592075

1455044 66780 1521824

Overhead ratio

Total noninterest expense Total net revenue

Represents net income applicable to common equity

The Firm uses ROTCE non-GAAP financial measure to evaluate

the Firms use of
equity

and to facilitate comparisons with competitors

Refer to the
following page for the calculation of average tangible com

mon equity

The Firm uses return on managed assets non GAAP financial measure to

evaluate the overall
performance

of the managed credit card portfolio

including
secunitized credit card loans

JPMorgan
Chase Co./2009 Annual Report

59



Managements discussion and anallysis

Average tangible common equity

Year ended December31 in millions 2009 2008

Common stockholders
equity 145903 $129116

Less Goodwill 48254 46068

Less Certain identifiable intangible assets 5095 5779

Add Deferred tax liabilitiesa 2547 2369

ICE 95101 79638

Represents deferred tax liabilities related to tax-deductible goodwill and to

identifiable intangibles created in non-taxable transactions which are netted

against goodwill and other intangibles
when

calculating
ICE

Impact on ROE of redemption of TARP preferred stock

issued to the U.S Treasury

The calculation of 2009 net income applicable to common equity

includes one-time noncash reduction of $1.1 billion
resulting

from the repayment of TARP preferred capital Excluding this reduc

tion ROE would have been 7% for 2009 The Firm views adjusted

ROE non-GAAP financial measure as meaningful because it

enables the comparability to prior periods

As reported

Return on equity

Net income 11728 11728

Less Preferred stock dividends 1327 1327

Less Accelerated amortization

from redemption of preferred

stock issued to the U.S

Treasury 1112

Net income applicable to

common equity 9289 10401

Average common stockholders

equity $.145903 $145903

ROE 6% 7%

Impact on diluted earnings per share of redemption of TARP

preferred stock issued to the U.S Treasury

Net income applicable to commdn equity for the year ended Decem

ber 31 2009 included one-time noncash reduction of approxi

mately $1.1 billion resulting from the repayment of TARP preferred

capital The following table presents the effect on net income appli

cable to common stockholders and the $0.27 reduction to diluted

earnings per share for the year ended December 31 2009

Year ended December 31 2009 Effect of

in millions except pershare As reported TARP redemption

Diluted earnings per share

Net income 11728

Less Preferred stock dividends 1327

Less Accelerated amortization

from redemption of preferred

stock issued to the U.S Treasury 1112 1112

Net income applicable to common

equity 9289 1112

Less Dividends and undistributed

earnings
allocated to participating

securities 515 62
Net income applicable to common

stockholders 8774 1050

Total weighted average diluted

shares outstanding 3879.7 3879.7

Net income per share 2.26 0.27

Other financial measures

The Firm also discloses the allowance for loan losses to total re

tained loans excluding home lending purchased credit-impaired

loans and loans held by the Washington Mutual Master Trust For

further discussion of this credit metric see Allowance for Credit

Losses on pages 123125 of this Annual Report

Year ended December 31 2009

in millions except ratios

Excluding the

TARP redemotion
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BUSINESS SEGMENT RESULTS

The Firm is managed on line-of-business basis The business

segment financial results presented reflect the current organization

of JPMorgan Chase There are six major reportable business seg

ments the Investment Bank Retail Financial Services Card Ser

vices Commercial Banking Treasury Securities Services and Asset

Management as well as Corporate/Private Equity segment

Businesses

Retail Banking

Consumer and

Business

Banking includ

ing
Business

Banking loans

Consumer

Lending

Loan originations

and balances

including home

lending student

auto and other

loans

Mortgage

production

and servicing

Description of business segment reporting methodology

Results of the business segments are intended to reflect each

segment as if it were essentially
stand-alone business The

management reporting process
that derives business segment

results allocates income and expense using market-based meth

odologies Business segment reporting methodologies used by

the Firm are discussed below The Firm continues to assess the

assumptions methodologies and reporting classifications used for

segment reporting and further refinements may be implemented

in future periods

Revenue sharing

When business segments join
efforts to sell products and services

to the Firms clients the participating
business segments agree to

share revenue from those transactions The segment results reflect

these revenue-sharing agreements

Funds transfer pricing

Funds transfer
pricing

is used to allocate interest income and ex

pense to each business and transfer the primary interest rate risk

exposures to the Treasury group within the Corporate/Private Equity

The business segments are determined based on the products and

services provided or the type of customer served and they reflect

the manner in which financial information is currently
evaluated by

management Results of these lines of business are presented on

managed basis

Commercial Term

Lending

Mid-Corporate

Banking

Real Estate

Banking

business segment The allocation process is unique to each busi

ness segment and considers the interest rate risk liquidity
risk and

regulatory requirements of that segments stand-alone peers This

process is overseen by senior management and reviewed by the

Firms Asset-Liability
Committee ALCO Business segments may

retain certain interest rate exposures subject to management

approval that would be expected in the normal operation of

similar peer business

Capita/allocation

Each business segment is allocated capital by taking into considera

tion stand-alone peer comparisons economic risk measures and

regulatory capital requirements The amount of
capital assigned to

each business is referred to as equity For further discussion see

Capital managementLine of business equity on pages
9293 of

this Annual Report

Expense allocation

Where business segments use services provided by support units

within the Firm the costs of those support units are allocated to

the business segments The expense is allocated based on their

JPMorgan Chase

Businesses

Investment

Management

Institutional

Retail

Private Bank

Private Wealth

Management

Bear Stearns

Private Client

Servicesa

al Bear Stearns Private Client Services was renamed to JPMorgan Securities at the beginning of 2010
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Managements discussion and analysis

actual cost or the lower of actual cost or market as well as upon businesses adjustments to
align

certain corporate staff technology

usage of the services provided In contrast certain other expense and operations allocations with market prices and other one-time

related to certain corporate functions or to certafn technology and items not aligned with the business segments

operations are not allocated to the business segments and are

retained in Corporate Retained expense includes parent company

costs that would not be incurred if the segments were stand-alone

Segment results Managed basisa

The following table summarizes the business segment results for the periods indicated

Year ended December 31 Total net revenue Noninterest expense

in millions 2009 2008 2007 2009 2008 2007

Investment Bankb 28109 12335 $18291 15401 13844 13074

Retail Financial Services 32692 23520 17305 16748 12077 9905
Card Services 20304 16474 15235 5381 5140 4914
Commercial Banking 5720 4777 4103 2176 1946 1958

TreasurySecurities Services 7344 8134 6945 5278 5223 4580
Asset Management 7965 7584 8635 547 5298 5515

Corporate/Private Equityb 6513 52 4298 1895 28 1757

Total 108647 72772 $74812 52352 43500 41703

Year ended December 31 Net income/loss Return on equity

in millions 2009 2008 2007 2009 2008 2007

Investment Bankb 6899 1175 3139 21% 5% 15%
Retail Financial Services 97 880 2925 18

Card Services 2225 780 2919 15 21

Commercial Banking 1271 1439 1134 16 20 17

Treasury Securities Services 1226 1767 1397 25 47 47

Asset Management 1430 1357 1966 20 24 51

Corporate/Private EquitybC 3030 557 1885 NM NM NM
Total 11728 5605 $15365 6% 4% 13%

Represents reported results on tax-equivalent basis and excludes the impact of credit card securitizations

In the second quarter of 2009 lB began reporting its credit reimbursement from TSS as component of its total net revenue whereas TSS continues to report its credit

reimbursement to lB as separate line Item Ofl its income statement not part of total net revenue Corporate/Private Equity includes an adjustment to offset lBs

inclusion of the credit reimbursement in total net revenue Prior periods have been revised for lB and Corporate/Private Equity to reflect this presentation

Net income included an
extraordinary gain

of $76 million and $1.9 billion related to the Washington Mutual transaction for 2009 and 2008 respectively

62
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INVESTMENT BANK

Year ended December 31

in millions except ratios 2009 2008e 2007

Revenue

Investment banking fees 7169 5907 6616

Principal
transactionsa 8154 7042 4409

Lending- and deposit-related
fees 664 463 446

Asset management administration

and commissions 2650 3064 2701

All other incomeb 115 341 43

Noninterest revenue 18522 2051 14215

Net interest income 9587 10284 4076

Total net revenueC 28109 12335 18291

Provision for credit losses 2279 2015 654

Noninterest expense

Compensation expense 9334 7701 7965

Noncompensation expense 6067 6143 5109

Total noninterest expense 15401 13844 13074

lncome/loss before income tax

expense/benefit 10429 3524 4563

3530 2349 1424

6899 $1175 3139

Income tax expense/benefitd

Net income/Ioss

Financial ratios

ROE

ROA

Overhead ratio

Compensation expense as of total

net revenue

The 2009 results reflect modest net gains on legacy leveraged lending and mort

gage-related positions compared
with net markdowns of $10.6 billion and $2

billion in 2008 and 2007 respectively

TSS was charged credit reimbursement related to certain esposures managed

within lB credit portfolio on behalf of clients shared with TSS lB recognizes this

credit reimbursement in its credit portfolio business in all other income Prior peri

ods have been revised to conform to the current presentation

Total net revenue included tax-equivalent adjustments predominantly due to income

tax credits related to affordable housing and alternative energy investments as well

as tax-exempt
income from municipal bond investments of $1.4 billion $1 billion

and $92 million for 2009 2008 and 2007 respectively

dl The income tax benefit in 2008 includes the result of reduced deferred tax liabilities

on overseas earnings

el Results for 2008 include seven months of the combined Firms
liPMorgan

Chase

Co.s and Bear Stearns results and five months of heritage iPMorgari Chase results

2007 reflects heritage JPMorgan Chase Co results only

Year ended December 31

in millions 2009 2008d 2007

Revenue by business

Investment banking fees

Advisory 1867 2008 2273

Equity underwriting 2641 1749 1713

Debt underwriting 2661 2150 2630

Total investment banking fees 7169 5907 6616

Fixed income marketsa 17564 1957 6339

Equity
marketsb 4393 361 3903

Credit portfolioc 1017 860 1433

Total net revenue $28109 $12335 $18291

Revenue by region

Americas 15156 2610 8245

Europe/Middle East/Africa 9790 7710 7330

Asia/Pacific 3163 2015 2716

Total net revenue $28109 $12335 $18291

Fixed income markets primarily include client and portfolio management

revenue related to market-making across global fixed income markets includ

ing foreign exchange interest rate credit and commodities markets

Equities markets primarily include client and portfolio management revenue

related to market-making across global equity products including
cash instru

ments derivatives and convertibles

Credit portfolio revenue includes net interest income fees and the impact of

loan sales activity as well as gains or losses on securities received as part
of

loan restructuring
for lBs credit

portfolio
Credit portfolio revenue also in

cludes the results of risk management related to the Firms lending and deriva

tive activities and changes in the credit valuation adjustment which is the

component of the fair value of derivative that reflects the credit quality of the

counterparty Additionally credit portfolio revenue incorporates an adjustment

to the valuation of the Firms derivative liabilities See
pages

1011 25 of the

Credit Risk Management section of this Annual Report for further discussion

Results for 2008 include seven months of the combined Firms iPMorgan

Chase Co.s and Bear Stearns results and five months of heritage iPMorgan

Chase Co results 2007 reflects heritage JPMorgan Chase Co.s results

only

2009 compared with 2008

Net income was $6.9 billion compared with net loss of $1.2

billion in the prior year Theseresults reflected significantly higher

total net revenue partially
offset by higher noninterest expense and

higher provision for credit losses

The following table provides lBs total net revenue by business segment
J.P Morgan is one of the worlds leading investment

banks with deep client relationships and broad prod

uct capabilities The Investment Banks clients are

corporations financial institutions governments and

institutional investors The Firm offers full range of

investment banking products and services in all major

capital markets including advising on corporate strat

egy and structure capital raising in equity and debt

markets sophisticated risk management market-

making in cash securities and derivative instruments

prime brokerage research and thought leadership

lB also commits the Firms own capital to principal

investing and trading activities on limited basis

Selected income statement data

21% 5%
0.99 0.14

55 112

15%

0.45

71 Total net revenue was $28.1 billion compared with $12.3 billion in

the prior year Investment banking fees were up 21% to $7.2

33 62 44

billion consisting of debt underwriting fees of $2.7 billion up

24% equity underwriting fees of $2.6 billion up 51% and

advisory fees of $1.9 billion down 7% Fixed Income Markets

revenue was $17.6 billion compared with $2.0 billion in the
prior

year reflecting improved performance across most products and

modest net gains on legacy leveraged lending and mortgage-

related positions compared with net markdowns of $10.6 billion in

the prior year These results also included losses of $1.0 billion from

the tightening of the Firms credit spread on certain structured

liabilities compared with gains of $814 million in the
prior year

Equity Markets revenue was $4.4 billion up 22% from the
prior

year driven by strong client revenue across products particularly

prime services and improved trading results These results also

included losses of $536 million from the tightening of the Firms

credit spread on certain structured liabilities compared with gains
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of $510 million in the
prior year Credit Portfolio revenue was loss

of $1.0 billion versus gain of $860 million in the
prior year driven

by mark-to-market losses on hedges of retained loans compared

with gains in the prior year partially
offset by the

positive
net

impact of credit spreads on derivative assets and liabilities

The provision for credit losses was $2.3 billion compared with $2.0

billion in the prior year reflecting continued weakness in the credit

environment The allowance for loan losses to end-of-period loans

retained was 8.25% compared with 4.83% in the
prior year

Net

charge-offs were $1.9 billion compared with $105 million in the

prior year Total nonperforming assets were $4.2 billion compared

with $2.5 billion in the prior year

Noninterest expense was $15.4 billion up $1.6 billion or 11%

from the prior year driven by higher performance-based compensa

tion expense partially offset by lower headcount-related
expense

Return on Equity was 21% on $33.0 billion of average allocated

capital compared with negative 5% on $26.1 billion of
average

allocated capital in the prior year

2008 compared with 2007

Net loss was $1.2 billion decrease of $4.3 billion from the prior

year driven by lower total net revenue higher provision for credit

losses and higher noninterest expense partially offset by reduc

tion in deferred tax liabilities on overseas earnings

Total net revenue was $12.3 billion down $6.0 billion or 33%

from the
prior year Investment banking fees were $5.9 billion

down 11% from the
prior year driven by lower debt underwriting

and advisory fees
reflecting

reduced market
activity

Debt under

writing fees were $2.2 billion down 18% from the prior year

driven by lower loan syndication and bond underwriting fees

Advisory fees of $2.0 billion declined 12% from the prior year

Equity underwriting fees were $1.7 billion up 2% from the prior

year driven by improved market share Fixed Income Markets reve

nue was $2.0 billion compared with $6.3 billion in the
prior year

The decrease was driven by $5.9 billion of net markdowns on

mortgage-related exposures and $4.7 billion of net markdowns on

leveraged lending funded and unfunded commitments Revenue

was also adversely impacted by additional losses and costs to

reduce risk related to Bear Stearns positions These results were

offset by record performance in rates and currencies credit trading

commodities and emerging markets as well as $814 million of

gains from the widening of the Firms credit spread on certain

structured liabilities and derivatives Equity Markets revenue was

$3.6 billion down 7% from the
prior year reflecting

weak trading

results partially
offset by strong client revenue across products

including prime services as well as $510 million of gains from the

widening of the Firms credit spread on certain structured liabilities

and derivatives Credit portfolio revenue was $860 million down

40% driven by losses from widening counterparty credit spreads

The provision for credit losses was $2.0 billion an increase of $1.4

billion from the prior year predominantly reflecting higher allow

ance for credit losses driven by weakening credit environment as

well as the effect of the transfer of $4.9 billion of funded and un

funded leveraged lending commitments to retained loans from held-

for-sale in the first quarter of 20Q8 Net charge-offs for the year were

$105 million compared with $36 million in the
prior year Total

nonperforming assets were $2.5 billion an increase of $2.0 billion

compared with the
prior year reflecting weakening credit environ

ment The allowance for loan losses to average loans was 4.71% for

2008 compared with ratio of 2.14% in the
prior year

Noninterest expense was $1 3.8 billion up $770 million 016% from

the
prior year reflecting higher noncompensation expense driven

primarily by additional expense relating to the Bear Stearns merger

offset
partially by lower performance-based compensation expense

Return on equity was negative 5% on $26.1 billion of average allocated

capital compared with 15% on $21.0 billion in the
prior year

Selected metrics

Year ended December 31

in millions except headcount 2009 2008 2007

Selected balance sheet data

period-end

Loans

Loans retaineda 45544 71357 67528

Loans held-for-sale and loans at

fair value 3567 13660 22283

Total loans 49111 85017 89811

Equity 33000 33000 21000

Selected balance sheet data

average

Total assets $699039 832729 700565

Trading assets debt and equity

instruments 273624 350812 359775

Trading
assets derivative

receivables 96042 112337 63198

Loans

Loans retairieda 62722 73108 62247

Loans held-for-sale and loans at

fair value 7589 18502 17723

Total loans 70311 91610 79970

Adjusted assetsb 538724 679780 611749

Equity 33000 26098 21000

Headcount 24654 27938 25543

Loans retained included credit portfolio loans leveraged leases and other

accrual loans and excluded loans held-for-sale and loans at fair value

Adjusted assets non-GAAP financial measure equals
total assets minus

securities purchased under resale agreements and securities borrowed less

securities sold not yet purchased assets of variable interest entities

VIEs cash and securities segregated
and on deposit

for
regulatory

and

other purposes goodwill
and

intangibles
securities received as collat

eral and investments purchased under the Asset-Backed Commercial Paper

Money Market Mutual Fund Liquidity Facility AML Facility The amount of

adjusted assets is presented to assist the reader in comparing lBs asset and

capital
levels to other investment banks in the securities industry Asset-to

equity leverage ratios are commonly used as one measure to assess com

panys capital adequacy lB believes an adjusted asset amount that excludes

the assets discussed above which were considered to have low risk profile

provides more meaningful measure of balance sheet leverage in the securi

ties industry
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Selected metrics

Year ended December 31

in millions except ratios 2009 2008 2007

Credit data and quality statistics

Net charge-offs 1904 105 36

Nonperforming assets

Nonperforming loans

Nonperforming loans retainedab 3196 1143 303

Nonperforming
loans held-for-sale and

loans at fair value 308 32 50

Total nonperforming loans 3504 1175 353

Derivative receivables 529 1079 29

Assets acquired in loan satisfactions 203 247 71

Total nonperforming assets 4236 2501 453

Allowance for credit losses

Allowance for loan losses 3756 3444 1329

Allowance for lending-related

commitments 485 360 560

Total allowance for credit losses 4241 3804 1889

3.04% 0.14% 0.06%Net charge-off
rateaC

Allowance for loan losses to period-end

loans retainedad

Allowance for loan losses to
average

loans retainedac

Allowance for loan losses to

nonperforming
loans retainedab

Nonperforrning loans to total period-end

loans

Nonperforming
loans to average

loans

Market riskaverage trading and

credit portfolio VaR 99%

Loans retained included credit portfolio loans leveraged leases and other

accrual loans and excluded loans held-for-sale and loans accounted for at

fair value

Allowance for loan losses of $1.3 billion and $430 million were held against

these nonperforming loans at December 31 2009 and 2008 respectively

Loans held-for-sale and loans at fair value were excluded when calculating

the allowance coverage ratio and net charge-off rate

Results for 2008 include seven months of the combined Firms JPMorgan

Chase Co.s and Bear Stearns results and five months of heritage JPMor

gan Chase Co.s results only 2007 reflects
heritage JPMorgan Chase Co

results For more complete description
of value-at-risk VaR see pages

126130 of this Annual Report

Average VaRs were less than the sum of the VaRs of their market risk compo

nents due to risk offsets resulting from portfolio
diversification The diversifi

cation effect reflected the fact that the risks were not perfectly
correlated For

further discussion of VaR see pages
126130 of this Annual Report The risk

of portfolio of positions is usually less than the sum of the risks of the posi

tions themselves

Trading VaR includes
predominantly

all
trading

activities in IB however

particular risk parameters of certain products are not fully captured for ex

ample correlation risk Trading VaR does not include VaR related to held-for-

sale funded loans and unfunded commitments nor the debit valuation ad

justments DVA taken on derivative and structured liabilities to reflect the

credit quality of the Firm See VaR discussion on pages 126130 and the DVA

Sensitivity table on page 130 of this Annual Report
for further details Trading

VaR also does not include the MSR portfolio or VaR related to other corporate

functions such as Corporate/Private Equity Beginning in the fourth quarter of

2008 trading VaR includes the estimated credit spread sensitivity of certain

mortgage products

Included VaR on derivative credit valuation adjustments CVA hedges of

the CVA and mark-to-market hedges of the retained loan portfolio which

were all reported in principal transactions revenue This VaR does not include

the retained loan portfolio

Excluding the impact of loan originated
in March 200810 Bear Stearns the

adjusted ratio would be 4.84% for 2008 The
average

bala ice of the loan

extended to Bear Stearns was $1.9 billion for 2008

confidence leveld

Trading activities

Fixed income

Foreign exchange

Equities

Commodities and other

Diversificatione

Total trading VaR10

Credit portfolio VaRg

Diversificatione

Total tradinq and credit portfolio VaR

221

30

75

32

131

227

101

80
248

Market shares and rankingsa

2009 2008 2007

Market Market Market

December 31 share Rankings share Rankings share Rankings

Global debt

equity
and

equity-related 10% 9% 8%

8.25 4.83 1.97
Global

syndicated

loans 10 11 13

5.99 .7h 2.14
Global long-term

debtb

118 301 439
Globalequityand

equity.related0 13 10

7.13 1.38 039 Globalarirsounced

4.98 1.28 0.44
MAd 24 28 27

U.S debt equity

and equity-

related 14 15 10

U.S syndicated

181 80
loans 23 24 24

U.S long term

34 23

debtb 14 15 10

32
U.S equity and

equityrelatedc 13 11 11

108 U.S announced

196 107 MAd 35 35 28

69 17
Source Thomson Reuters Results for 2008 are pro forma for the Bear Stearns

63 18
merger Results for 2007

represent heritage iPMorgan Chase Co only

202 106 includes asset-backed securities mortgage-backed securities and municipal securities

Includes rights offerings U.S.- domiciled
equity

and equity-related transactions

Id Global announced MA is based on rank value all other rankings are based on

pro eeds with full credit to each book manager/equal if loint Be.ause of Joint

assignments market share of all participants will add up to more than 100%

Global and U.S announced MA market share and rankings for 2008 and 2007

include transactions withdrawn since December 31 2008 and 2007 U.S announced

MA represents any
U.S involvement ranking

According to Thomson Reuters in 2009 the Firm was ranked

in Global Debt Equity and Equity-related in Global Eq

uity
and Equity-related in Global Long-Term Debt in

Global Syndicated Loans and in Global Announced MA
based on volume

According to Dealogic the Firm was ranked in Global

Investment Banking Fees generated during 2009 based on

revenue
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RETAIL FINANCIAL SERVICES

Retail Financial Services which includes the Retail Banking

and Consumer Lending businesses serves consumers and

businesses through personal service at bank branches and

through AIMs online banking and telephone banking as

well as through auto dealerships and school financial-aid

offices Customers can use more than 5100 bank branches

third-largest nationally and 15400 ATMs second-largest

nationally as well as online and mobile banking around

the clock More than 23900 branch salespeople assist cus

tomers with checking and savings accounts mortgages

home equity and business loans and investments across

the 23-state footprint from New York and Florida to Cali

fornia Consumers also can obtain loans through more than

15700 auto dealerships and nearly 2100 schools and uni

versities nationwide

On September 25 2008 JPMorgan Chase acquired the banking

operations of Washington Mutual from the FDIC for $1.9 billion

through purchase of substantially all of the assets and assumption

of
specified

liabilities of Washington Mutual Washington Mutuals

banking operations consisted of retail bank network of 2244

branches nationwide credit card lending business multi-family

and commercial real estate lending business and nationwide mort

gage banking activities The transaction expanded the Firms U.S

consumer branch network in California Florida Washington Geor

gia Idaho Nevada and Oregon and created the nations third-largest

branch network

Selected income statement data

Year ended December31

in millions except ratios 2009 2008 2007

Revenue

Lending- and deposit-related fees 3969 2546 1881

Asset management administration

and commissions 1674 1510 1275

Mortgage fees and related income 3794 3621 2094
Credit card income 1635 939 646

Other income 1128 739 883

Noninterest revenue 12200 9355 6779

Net interest income 20492 14165 10526
Total net revenue 32692 23520 17305
Provision for credit losses 15940 9905 2610

Nortinterest expense

Compensation expense 6712 5068 4369

Noncompensation expense 9706 6612 5071

Amortization of
intangibles 330 397 465

Total noninterest expense 16748 12077 9905
Income before income tax

expense/berrefit 1538 4790
Income tax expense/benefit 93 658 1865
Net income 97 880 2925

Financial ratios

ROE 5% 18%

Overhead ratio 51 51 57

Overhead ratio excluding core

deposit intangiblesa 50 50 55

Retail Financial Services uses the overhead ratio excluding the amortization

of core deposit intangibles CDI non-GMP financial measure to evalu

ate the underlying expense
trends of the business Including CDI amortization

expense
in the overhead ratio calculation would result in higher overhead

ratio in the earlier years and lower overhead ratio in later years this method

would therefore result in an improving overhead ratio overtime all things

remaining equal The non-GMP ratio excludes Retail Bankings core deposit

intangible amortization
expense

related to the Bank of New York transaction

and the Bank One
merger

of $328 million $394 million and $460 million for

the
years

ended December 31 2009 2008 and 2007 respectively

2009 compared with 2008

Net income was $97 million decrease of $783 million from the

prior year as the increase in provision for credit losses more than

offset the positive impact of the Washington Mutual transaction

Net revenue was $32.7 billion an increase of $9.2 billion or 39%
from the prior year Net interest income was $20.5 billion up by

$6.3 billion or 45% reflecting the impact of the Washington

Mutual transaction and wider loan and deposit spreads Noninter

est revenue was $12.2 billion up by $2.8 billion or 30% driven by

the impact of the Washington Mutual transaction wider margins

on mortgage originations and higher net mortgage servicing reve

nue partially offset by $1.6 billion in estimated losses related to

the repurchase of previously sold loans

The provision for credit losses was $15.9 billion an increase of

$6.0 billion from the
prior year Weak economic conditions and

housing price declines continued to drive higher estimated losses

for the home equity and mortgage loan portfolios The provision

included an addition of $5.8 billion to the allowance for loan

losses compared with an addition of $5.0 billion in the
prior year

Included in the 2009 addition to the allowance for loan losses was

$1.6 billion increase related to estimated deterioration in the

Washington Mutual purchased credit-impaired portfolio To date

no charge-offs have been recorded on purchased credit-impaired

loans see page 70 of this Annual Report for the net charge-off

rates as reported Home equity net charge-offs were $4.7 billion

4.32% excluding purchased credit-impaired loans compared with

$2.4rbillion 2.39% excluding purchased credit-impaired loans in

the prior year Subprime mortgage net charge-offs were $1.6 billion

11.86% excluding purchased credit-impaired loans compared

with $933 million 6.10% excluding purchased credit-impaired

loans in the
prior year Prime mortgage net charge-offs were $1.9

billion 3.05% excluding purchased credit-impaired loans com

pared ith $526 million 1.18% excluding purchased credit-

impaired loans in the prior year

Noninterest expense was $16.7 billion an increase of $4.7 billion

or 39% The increase reflected the impact of the Washington

Mutual transaction and higher servicing and default-related

expense
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2008 compared with 2007

Net income was $880 million decrease of $2.0 billion or 70%

from the prior year as significant increase in the
provision

for crdit

losses was partially
offset by positive MSR risk management results

and the positive impact of the Washington Mutual transaction

Total net revenue was $23.5 billion an increase of $6.2 billion or

36% from the
prior year Net interest income was $14.2 billion up

$3.6 billion or 35% benefiting from the Washington Mutual trans

action wider loan and deposit spreads and higher loan and deposit

balances Noninterest revenue was $9.4 billion up $2.6 billion or

38% as positive
MSR risk management results theimpact of the

Washington Mutual transaction higher mortgage origination
volume

and higher deposit-related fees were partially
offset by an increase in

losses related to the repurchase of previously sold loans and mark

downs on the mortgage warehouse

The provision for credit losses was $9.9 billion an increase of $7.3

billion from the
prior year Delinquency rates have increased due to

overall weak economic conditions while housing price
declines

have continued to drive increased loss seventies particularly
for

high loan-to-value home equity and mortgage loans The provision

includes $4.7 billion in additions to the allowance for loan losses

for the heritage Chase home equity and mortgage portfolios Home

equity net charge-offs were $2.4 billion 2.23% net charge-off rate

2.39% excluding purchased credit-impaired loans compared with

$564 million 0.62% net charge-off rate in the
prior year Sub-

prime mortgage net charge-offs were $933 million 5.49% net

charge-off rate 6.10% excluding purchased credit-impaired loans

compared with $157 million 1.55% net charge-off rate in the

prior year Prime mortgage net charge-offs were $526 million

1.05% net charge-off rate 1.18% excluding purchased credit-

impaired loans compared with $33 million 0.13% net charge-off

rate in the prior year The provision for credit losses was also

affected by an increase in estimated losses for the auto student

and business banking loan portfolios

Total noninterest expense was $12.1 billion an increase of $2.2

billion or 22% from the prior year reflecting
the impact of the

Washington Mutual transaction higher mortgage reinsurance losses

higher mortgage servicing expense and investments in the retail

distribution network

Credit data and quality

statistics

Net charge-offs

Nonperforming loans

Nonperforming loans retained

Nonperforming loans held-for-

sale and loans at fair value

Total nonperforming loansbcdl

Nonperforming assetsbcd

Allowance for loan losses

Net charge-off
ratet

Net charge-off rate excluding

purchased credit-impaired

Ion nsef

Allowance for loan losses to

ending loans retained0

Allowance for loan lossesto

ending loans excluding

purchased credit-impaired

loansef

Allowance for loan losses to

nonperforming loans

retainedbeXO

Nonperforming loans to total

loans

Nonperforming loans to total

loans
excluding purchased

credit-impaired loans

Selected metrics

Year ended December31

in millions except headcount and

ratios 2Q09 2008 2007

Selected balance sheet data

period-end

Assets 387269 419831 256351

Loans

Loans retained 340332 368786 211324

Loans held-for-sale and loans

at fair valuea 14612 9996 16541

Total loans 354944 378782 227865

Deposits
357463 360451 221129

Equity
25000 25000 16000

Selected balance sheet data

average

Assets 407497 304442 241112

Loans

Loans retained 354789 257083 191645

Loans held-for-sale and loans

atfairvaluea 18072 17056 22587

Total loans 372861 274139 214232

Deposits
367696 258362 218062

Equity 25000 19011 16000

Headcount 108971 102007 69465

1350

2760

10113

10611

234

10845

12098

14776

2.85%

4877

6548

236

6784

9077

8918

1.90%

68

2828

3378

2668

0.70%

3.75 2.08 0.70

4.34 2.42 1.26

5.09 3.19 1.26

124 136 97

3.06 1.79 1.24

3.96 2.34 1.24

Loans at fair value consist of prime mortgage loans originated with the intent

to sell that are accounted for at fairvalue and classified as trading assets on

the Consolidated Balance Sheets These loans totaled $12.5 billion $8.0 bil

lion and $12.6 billion at December 31 2009 2008 and 2007 respectively

Average balances of these loans totaled $15.8 billion $14.2 billion and $11.9

billion for the
years

ended December 31 2009 2008 and 2007 respectively

Excludes purchased credit-impaired loans that were acquired as part
of the

Washington Mutual transaction These loans were accounted for on pool

basis and the poois are considered to be performing

ci Certain of these loans are classified as trading assets on the Consolidated

Balance Sheets

di At December 31 2009 2008 and 2007 nonperforming loans and assets

excluded mortgage loans insured
by

U.S government agenciesof $9.0

billion $3.0 billion and $1.1 billion respectively real estate owned insured

ieMorgan Chase Co./2009 Annual
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by U.S government agencies of $579 million $364 million and $452 million

respectively and student loans that are 90 days past
due and still

accruing

which are insured
by

U.S government agencies under the Federal Family Edu

cation Loan Program of $542 million $437 million and $417 million respec

tively These amounts are excluded as reimbursement is proceeding normally

Excludes the impact of purchased credit-impaired loans that were acquired as

part of the Washington Mutual transaction These loans were accounted for at

fair value on the
acquisition date which incorporated managements estimate

as of that date of credit losses over the remaining life of the portfolio During

2009 an allowance for loan losses of $1.6 billion was recorded for these

loans which has also been excluded from applicable ratios To date no

charge-offs have been recorded for these loans

Loans held-for-sale and loans accounted for at fair value were excluded when

calculating the allowance
coverage

ratio and net charge-off rate

Retail Banking

Selected income statement data

Year ended December 31

in millions except ratios

Norrinterest revenue

Net interest income

Total net revenue

Provision for credit losses

Noninterest expense ______________

Income before income tax expense

Net income

Overhead ratio

Overhead ratio excluding core

deposit intangiblesa

58%

56 54 57

Retail Banking uses the overhead ratio excluding the amortization of CDI
non-GAAP financial measure to evaluate the underlying expense trends of

the business Including CDI amortization expense in the overhead ratio calcu

lation would result in higher overhead ratio in the earlier
years

and lower

overhead ratio in later years this method would therefore result in an improv

ing overhead ratio over time all
things remaining equal The non-GAAP ratio

excludes Retail Bankings core deposit intangible amortization expense re

lated to the Bank of New York transaction and the Bank One
merger

of $328

million $394 million and $460 million for the
years

ended December31

2009 2008 and 2007 respectively

the
prior year due to the Washington Mutua transaction and

investments in the retail distribution network

Selected metrics

Year ended December 31

in billions except ratios and where

otherwise noted

Business metrics

Business banking origination volume

End-of-period loans owned

End-of-period deposits

Checking

Savings

Time and other

Total
end-of-period deposits

Average loans owned

Average deposits

Checking

Savings

Time and other

Total average deposits

Deposit margin

Average assets

Credit data and quality statistics

in millions except ratio

Net
charge-offs

Net charge-off rate

Nonperforminci assets

2009 2008 2007

2.3 5.5 6.9

17.0 18.4 15.6

121.9 109.2 66.9

153.4 144.0 96.0

58.0 89.1 48.6

333.3 342.3 211.5

17.8 16.7 14.9

2009

7169

10781

17950

1142

10357

6451

3.903

2008

4951

7659

12610

449

7232

4929

2982

57%

2007

$3763

6193

9956

79

6166

3711

2.245

62%

113.5 77.1 65.8

150.9 114.3 97.1

76.4 53.2 43.8

340.8 244.6 206.7

2.96% 2.89% 2.72%

28.9 26.3 25.0

842 346 163

4.73% 2.07% 1.09%

839 424 294

Retail branch business metrics

Year ended December 31 2009 2008 2007

Investment sales volumein millions 21784 17640 18360

Number of

Branches 5154 5474 3152

ATM5 15406 14568 9186

Personal bankers 17991 15825 9650

Sales
specialists 5912 5661 4105

Active online customers

in thousands 15424 11710 5918

Checking accounts in thousands 25712 24499 10839

Consumer Lending

Selected income statement data

Year ended December 31

in millions except ratios 2009 2008 2007

Noninterest revenue 5031 4404 3016

Net interest income 9711 6506 4333

Total net revenue 14742 10910 7349

Provision for credit losses 14798 9456 2531

Noninterest expense 6391 4845 3739

lncome/Ioss before income

tax expense/benefit 6447 3391 1079

Net income/loss 3806 2102 680

Overhead ratio 43fo 44% 51

2009 compared with 2008

Retail Banking reported net income of $3.9 billion up by $921

million or 31% from the prior year Total net revenue was $18.0

billion up by $5.3 billion or 42% from the
prior year The increase

reflected the impact of the Washington Mutual transaction wider

deposit spreads higher average deposit balances and higher debit

card income The provision for credit losses was $1.1 billion com

pared with $449 million in the prior year reflecting higher esti

mated losses in the Business Banking portfolio Noninterest

expense was $10.4 billion up by $3.1 billion or 43% The increase

reflected the impact of the Washington Mutual transaction higher

FDIC insurance premiums and higher headcount-related expense

2008 compared with 2007

Retail Banking net income was $3.0 billion up $737 million or

33% from the
prior year Total net revenue was $12.6 billion up

$2.7 billion or 27% reflecting the impact of the Washington

Mutual transaction wider deposit spreads higher deposit-related

fees and higher deposit balances The provision for credit losses

was $449 million compared with $79 million in the
prior year

reflecting an increase in the allowance for loan losses for Business

Banking loans due to higher estimated losses on the portfolio

Noninterest expense was $7.2 billion up $1.1 billion or 17% from

2009 compared with 2008

Consumer Lending reported net loss of $3.8 billion compared

with net loss of $2.1 billion in the
prior year

Net revenue was $14.7 billion up by $3.8 billion or 35% from the

prior year The increase was driven by the impact of the Washing

ton Mutual transaction wider loan spreads and higher mortgage

fees and related income partially
offset by lower heritage Chase

loan balances Mortgage production revenue was $503 million
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down $395 million from the
prior year as an increase in losses

from the repurchase of previously-sold loans was predominantly

offset by wider margins on new originations Operating revenue

which represents loan servicing revenue net of other changes in fair

value of the MSR asset was $1.7 billion compared with $1.2

billion in the prior year reflecting growth in average third-party

loans serviced as result of the Washington Mutual trqnsaction

MSR risk management results were $1.6 billion compared with

$1.5 billion in the prior year reflecting
the positive impact of

decrease in estimated future mortgage prepayrnents during 2009

The provision for credit losses was $14.8 billion compared with

$9.5 billion in the
prior year reflecting continued weakness in the

home equity and mortgage
loan

portfolios see Retail Financial

Services discussion of the provision for credit losses above on page

66 and Allowance for Credit Losses on pages 123125 of this

Annual Report for further detail

Noninterest expense was $6.4 billion up by $1.5 billion or 32%

from the
prior year reflecting higher servicing

and default-related

expense and the impact of the Washington Mutual transaction

2008 compared with 2007

Consumer Lending net loss was $2.1 billion compared with net

income of $680 million in the prior year Total net revenue was

$10.9 billion up $3.6 billion or 48% driven by higher mortgage

fees and related income the impact of the Washington Mutual

transaction higher loan balances and wider loan spreads

The increase in mortgage fees and related income was primarily

driven by higher net mortgage servicing revenue Mortgage produc

tion revenue of $898 million was up $18 million as higher mort

gage origination volume was predominantly offset by an increase in

losses related to the repurchase of previously sold loans and mark

downs of themortgage warehouse Operating revenue which

represents loan
servicing revenue net of other changes in fair value

of the MSR asset was $1.2 billion an increase of $403 million or

50% from the
prior year reflecting growth in average third-party

loans serviced which increased 42% primarily due to the Washing

ton Mutual transaction MSR risk management results were $1.5

billion compared with $411 million in the prior year

The provision for credit losses was $9.5 billion compared with $2.5

billion in the prior year The provision reflected weakness in the

home equity and mortgage portfolios see Retail Financial Services

discussion of the provision for credit losses for further detail

Noninterest expense was $4.8 billion up $1.1 billion or 30% from

the
prior year reflecting higher mortgage reinsurance losses the

impact of the Washington Mutual transaction and higher servicing

expense due to increased delinquencies and defaults

Selected metrics

Year ended December 31 in billions 2009 2008 2007

Business metrics

Loans excluding purchased credit-

impaired loansa

End-of-period loans owned

Home equity
101.4 $114.3 94.8

Prime mortgage 59.4 65.2 34.0

Subprime mortgage 12.5 15.3 15.5

Option ARMs 8.5 9.0

Student loans 5.8 15.9 11.0

Auto loans 46.0 42.6 42.3

Other 0.7 1.3 2.1

Total end-of-period loans owned 244.3 $263.6 $199.7

Average loans owned

Home equity $108.3 99.9 90.4

Prime mortgage 62.2 45.0 30.4

Subprime mortgage 13.9 15.3 12.7

Option ARMs 8.9 2.3

Student loans 16.1 13.6 10.5

Auto loans 43.6 43.8 41.1

Other 1.0 1.1 2.3

Total average loans owned 254.0 221.0 $187.4

Purchased credit-impaired loansa

End-of-period
loans owned

Home equity
26.5 $28.6

Prime mortgage 19.7 21.8

Subprime mortgage
6.0 6.8

Option ARMs 29.0 31.6

Total end-of-period loans owned 81.2 88.8

Average loans owned

Home equity
27.6 7.1

Prime mortgage
20.8 5.4

Subprime mortgage 6.3 1.7

Option ARMs 30.5 8.0

Total average loans owned 85.2 22.2

Total consumer lending portfolio

End-of-period
loans owned

Home equity
$127.9 $142.9 94.8

Prime mortgage 79.1 87.0 34.0

Subprime mortgage 18.5 22.1 15.5

Option ARMs 37.5 40.6

Student loans 15.8 15.9 11.0

Auto loans 46.0 42.6 42.3

Other 0.7 1.3 2.1

Total end-of-period loans owned $325.5 $352.4 $199.7

Average loans owned

Home equity
135.9 $107.0 90.4

Prime mortgage 83.0 50.4 30.4

Subprime mortgage 20.2 17.0 12.7

Option ARMs 39.4 10.3

Student loans 16.1 13.6 10.5

Auto loans 43.6 43.8 41.1

Other 1.0 1.1 2.3

Total average loans ownedb 339.2 $243.2 $187.4

Purchased credit-impaired
loans

represent
loans acquired in the Washington

Mutual transaction for which deterioration in credit quality occurred

between the origination date and iPMorgan Chase acquisition
date

Total
average

loans owned includes loans held-for-sale of $2.2 billion $2.8

billionand $10.6 billion for the
years

ended December 31 2009 2008 and

2007 respectively
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Consumer Lending continued

Credit data and quality statistics

in millions except ratios

Net
charge-offs excluding purchased

credit-impaired loansta

Home
equity

Prime mortgage

Subprime mortgage

Option ARMs

Auto loans

Other
_________

Total net charge-offs

Net
charge-off rate excluding pur

chased credit-impaired
loansa

Home equity

Prime mortgage

Subprime mortgage

Option ARMs

Auto loans

Other

Total net charge-off rate

excluding purchased credit-

impaired loans6

Net
charge-off rate reported

Home equity

Prime mortgage

Subprime mortgage

Option ARMs

Auto loans

Other

Total net charge-off rateb

30 day delinquency rate excluding

purchased credit-impaired

loariscde

Allowance for loan losses

Nonperforrning
assetsg

Allowance for loan losses to ending

loans

Allowance for loan losses to ending

loans
excluding purchased

credit-impaired loansa

in billions except
ratios and

where otherwise noted

Application volume

Mortgage application volume

by
channel

Retail

Wholesalea

Correspondent

total mortgage

application volume

Average mortgage loans held-for-

sale and loans at fair valueb

Average assets

Third-party mortgage loans

serviced ending

Third-party mortgage loans

serviced average

MSR net carrying value ending

Ratio of MSR net carrying
value

ending to third-party mort

ciacte loans serviced endina

2009 2008 2007

4682 2391 564

1886 526 33

1648 933 157

63

627 568 354

365 113 79

9271 $4531 $1187

2009 2008 2007

Origination
volume

Mortgage origination volume

by
channel

Retail 53.9 41.1 45.5

Wholesalea 11.8 29.4 42.7

Correspondent 72.8 55.5 27.9

CNT negotiated

transactions 12.2 43.0 43.3

Total mortgage

origination volume 50.7 169.0 59.4

Home equity 2.4 16.3 48.3

Student loans 4.2 6.9 7.0

Auto 23.7 19.4 21.3

4.32% 2.39% 0.62%

3.05 1.18 0.13

11.86 6.10 1.55

0.71

1.44 1.30 0.86

2.39 0.93 0.88

3.68 2.08 0.67

3.45% 2.23% 0.62%

2.28 1.05 0.13

8.16 5.49 1.55

0.16

1.44 1.30 0.86

2.39 0.93 0.88

2.75 1.89 0.67

90.9 89.1

16.4 63.0

99.3 82.5

5.93%

13798

11259

206.6

16.2

378.6

1082.1

1119.1

15.5

80.7

86.7

41.5

208.9

18.8

216.1

614.7

571.5

8.6

234.6

14.6

278.1

1172.6

810.9

9.3

4.21% 3.10%

8254 $2418

8653 3084

4.27% 2.36% 1.24%

1.43% 0.79% 1.40%

Supplemental mortgage fees

and related income details

in millions

Production revenue 503 898 880

5.04 3.16 1.24
Net mortgage servicing revenue

Operating revenue

Loan servicing revenue 4942 3258 2334
Other changes in MSR

asset fair value 3279 2052 1531
Total

operating revenue 1663 1206 803

Risk management

Changes in MSR asset fair

value due to inputs or

assumptions in model 5804 6849 516
Derivative valuation

adjustments and other 4176 8366 927

Total risk management 1628 1517 411

Total net mortgage servicing

revenue 3291 2723 1214

Mortgage fees and related

income 3794 3621 2094
Ratio of annualized loan

servicing

revenue to third-party mort

gage loans serviced average 0.44% 0.40% 0.41%

MSR revenue multiplec 3.25x 1.98x 3.41x

Excludes the
impact

of
purchased credit-impaired loans that were acquired as

part of the Washington Mutual transaction These loans were accounted for at

fair value on the acquisition date which incorporated managements estimate

as of that date of the credit losses over the
remaining

life of the portfolio Dur

ing 2009 an allowance for loan losses of $1.6 billion was recorded for these

loans which has also been excluded from applicable ratios To date no

charge-offs
have been recorded for these loans

Average loans included loans held-for-sale of $2.2 billion $2.8 billion and

$10.6 billion for the
years

ended December 31 2009 2008 and 2007 respec

tively which were excluded when calculating the net charge-off rate

Excluded
mortgage

loans that are insured
by

U.S govemment agencies of $9.7

billion $3.5 billion and $1.4 billion at December 31 2009 2008 and 2007 respec

tively These amounts were excluded as reimbursement is proceeding normally

Excluded loans that are 30 days past due and still accruing which are insured

by U.S government agencies under the Federal
Family

Education Loan Pro

gram of $942 million $824 million and $663 million at December 31 2009

2008 and 2007 respectively These amounts are excluded as reimbursement

is proceeding normally

The delinquency rate for purchased credit-impaired loans was 27.79% and

17.89% at December 31 2009 and 2008respectively

At December 31 2009 2D08 and 2007 nonperforming assets excluded

mortgage loans insured
by

U.S government agencies of $9.0 billion $3.0 bil

lion and $1.1 billion respectively
real estate owned insured by U.S gov

ernment agencies of $579 million $364 million and $452 million respectively

and student loans that are 90 clays past due and still accruing which are

insured
by

U.S government agencies under the Federal Family Education Loan

Program of $542 million $437 million and $417 million respectively These

amounts are excluded as reimbursement is proceeding normally

Excludes purchased credit-impaired loans that were acquired as part of the

Washington Mutual transaction These loans are accounted for on pooi ba

sis and the pools are considered to be
performing

Includes rural housing loans sourced through brokers and underwritten under

U.S Department of Agriculture guidelines

Loans at fair value consist of
prime mortgages originated with the intent to

sell that are accounted for at fair value and classified as trading assets on the

Consolidated Balance Sheets Average balances of these loans totaled $15.8

billion $14.2 billion and $11.9 billion for the years ended December 31

2009 2008 and 2007 respectively

Represents the ratio of MSR net carrying
value ending to third-party mort

gage loans serviced ending divided by the ratio of annualized loan servicing

revenue to third-party mortgage loans serviced average
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Mortgage origination channels comprise the following

Retail Borrowers who are buying or refinancing home

through direct contact with mortgage banker employed by the

Firm using branch office the Internet or by phone Borrowers

are frequently referred to mortgage banker by banker in

Chase branch real estate brokers home builders or other third

parties

Wholesale third-party mortgage broker refers loan applica

tions to mortgage banker at the Firm Brokers are independent

loan originators that
specialize

in finding and counseling borrow

ers but do not provide funding for loans The Firm exited the

broker channel during 2008

Correspondent Banks thrifts other mortgage banks and

other financial institutions that sell closed loans to the Firm

Correspondent negotiated transactions CNTs These

transactions occur when mid- to large-sized mortgage lenders

banks and bank-owned mortgage companies sell
servicing

to the

Firm on an as-originated basis and exclude purchased bulk servic

ing
transactions These transactions supplement traditional pro

duction channels and provide growth opportunities in the
servicing

portfolio
in stable and

rising-rate periods

Production revenue Includes net gains or losses on origina

tions and sales of prime and subprime mortgage loans other

production-related fees and losses related to the repurchase of

previously sold loans

Net mortgage servicing revenue includes the following

components

Operating revenue comprises

all

gross
income earned from servicing third-party mortgage

loans including stated service fees excess service fees late fees

and other
ancillary

fees

modeled
servicing portfolio runoff or time decay

Risk management comprises

changes in MSR asset fair value due to market-based inputs

such as interest rates and volatility as well as updates to

assumptions used in the MSR valuation model

derivative valuation adjustments and other which represents

changes in the fair value of derivative instruments used to offset

the impact of changes in the market-based inputs to the

MSR valuation model

JpMorgan
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Managements discussion and analysis

CARD SERVICES

Card Se1vices is one of the nations Jargest credit card

issuers with more than 145 miflion credit cards indrcu

lation and over $163 billion in managed loans Custom

ers used Chase cards to meet more than $328 billion of

their spending needs iii2009

Chase continues to innovate despjte very difficult

business environment iaunching.new products and

services such as BLueprint Ultimate Rewards Chase

Sapphire and Ink from Chase and earning market

leadership position in bui Wing loyalty and rewards

programs Through its merchant acquiring business

Chase Paymentech So1utions Chase is one of the lead

ing processors of credit-card payments

JPMorgan Chase uses the concept of managed basis to evaluate

the credit performance of its credit card loans both loans on the

balance sheet and loans that have been securitized For further

information see Explanation and Reconciliation of the Firms Use of

Non-GAAP Financial Measures on pages 5860 of this Annual

Report Managed results exclude the impact of credit card securiti

zations on total net revenue the provision for credit losses net

charge-offs and loan receivables Securitization does not change

reported net income however it does affect the classification of

items on the Consolidated Statements of Income and Consolidated

Balance Sheets

The following discussion of CSs financial results reflects the acquisi

tion of Washington Mutuals credit cards operations as result of the

Washington Mutual transaction on September 25 2008 and the

dissolution of the Chase Paymentech Solutions
joint venture on

November 2008 See Note on pages 151156 of this Annual

Report for more information concerning these transactions

Selected income statement data managed basis

Year ended December 31
in millions except ratios 2009 2008 2007

Revenue

Credit card income 3612 2768 2685
All other income 692 49 361

Noninterest revenue 2920 2719 3046
Net interest income 17384 13755 12189

Total net revenue 20304 16474 15235

Provision for credit losses 18462 10059 5711

Noninterest
expense

Compensation expense 1376 1127 1021

Noncompensation expense 3490 3356 3173

Amortization of
intangibles 515 657 720

Total noninterest expense 5381 5140 4914
lncome/Ioss before income tax ex

pense/benefit 3539 1275 4610
Income tax expense/benefit 1314 495 1691

Net incomelloss 2225 780 2919
Memo Net securitization income/loss 474 183 67

Financial ratios

ROE 15% 5% 21%
Overhead ratio 27 31 32

2009 compared with 2008

Card Services reported net loss of $2.2 billion compared with net

income of $780 million in the
prior year The decrease was driven

by higher provision for credit losses partially
offset by higher total

net revenue

End-of-period managed loans were $163.4 billion decrease of

$26.9 billion or 14% from the prior year reflecting lower charge

volume and higher level of charge-offs Average managed loans

were $172.4 bilion an increase of $9.5 billion or 6% from the

prior year primarily due to the impact of the Washington Mutual

transaction Excluding the impact of the Washington Mutual trans

action end-of-period and
average managed loans for 2009 were

$143.8 billion and $148.8 billion respectively

Managed total net revenue was $20.3 billion an increase of $3.8

billion or 23% from the
prior year Net interest income was $17.4

billion up by $3.6 billion or 26% from the
prior year driven by

wider loan spreads and the impact of the Washington Mutual

transaction These benefits were offset
partially by higher revenue

reversals associated with higher charge-offs decreased level of

fees lower
average managed loan balances and the impact of

legislative changes Noninterest revenue was $2.9 billion an in

crease of $201 million or 7% from the
prior year The increase

was driven by higher merchant
servicing revenue related to the

dissolution of the Chase Paymentech Solutions
joint venture and

the impact of the Washington Mutual transaction partially offset by

lower securitization income

The managed provision for credit losses was $18.5 billion an

increase of $8.4 billion from the
prior year reflecting higher level

of charge-offs and an addition of $2.4 billion to the allowance for

loan losses reflecting continued weakness in the credit environ

ment The managed net charge-off rate was 9.33% up from

5.01% in the prior year The 30-day managed delinquency rate was

6.28% up from 4.97% in the
prior year Excluding the impact of

the Washington Mutual transaction the managed net charge-off

rate was 8.45% and the 30-day managed delinquency rate was

5.52%

Noninterest expense was $5.4 billion an increase of $241 million

or 5% from the
prior year due to the dissolution of the Chase

Paymentech Solutions
joint venture and the impact of the Washing

ton Mutual transaction partially offset by lower marketing expense

2008 compared with 2007

Net income was $780 million decline of $2.1 billion or 73%
from the prior year The decrease was driven by higher provision

for credit losses partially offset by higher total net revenue

Average managed loans were $162.9 billion an increase of $13.5

billion or 9% from the
prior year End-of-period managed loans

were $190.3 billion an increase of $33.3 billion or 21% from the

prior year Excluding Washington Mutual average managed loans

were $155.9 billion and end-of-period managed loans were $162.1
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billion The increases in both average managed loans and end-of-

period managed loans were predominantly due to the impact of the

Washington Mutual transaction and organic portfolio growth

Managed total net revenue was$16.5 billion an increase of $1.2

billion or 8% from the
prior year Net interest income was $13.8

billion up $1.6 billion or 13% from the prior year driven by the

Washington Mutual transaction higher average managed loan

balances and wider loan spreads These benefits were offset par

tially by the effect of higher revenue reversals associated with

higher charge-offs Noninterest revenue was $2.7 billion de

crease of $27 million or 11% from the prior year
driven by

increased rewards expense lower securitization income driven by

higher credit losses and higher volume-driven payments to part

ners these were largely offset by increased interchange income

benefiting from 4% increase in charge volume as well as the

impact of the Washington Mutual transaction

The managed provision for credit losses was $10.1 billion an

increase of $4.3 billion or 76% from the prior year
due to an

increase of $1.7 billion in the allowance for loan losses and

higher level of charge-offs The managed net charge-off rate in

creased to 5.01% up from 3.68% in the prior year
The 30-day

managed delinquency rate was 4.97% up from 3.48% in the
prior

year Excluding Washington Mutual the managed net charge-off

rate was 4.92% and the 30-day delinquency rate was 4.36%

Noninterest expense was $5.1 billion an increase of $226 million

or 5% from the prior year predominantly due to the impact of the

Washington Mutual transaction
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Selected metrics

Year ended December 31

in millions except headcount ratios

and where otherwise noted

Financial metrics

Percentage of
average managed

outstandings

Net interest income

Provision for credit losses

Noninterest revenue

Risk adjusted margina

Noninterest
expense

Pretax incorne/loss ROOb
Net income/loss

Business metrics

Charge volume in billions

Net accounts opened in millionsc

Credit cards issued in millions

Number of registered internet

customers in millions

Merchant
acquiring

businessd

Bank card volume in billions

Total transactions in billions

Selected balance sheet data

period-end

Loans

Loans on balance sheets

Securitized loans

Manaqed loans

Equity

Headcount

Managed credit quality statistics

Net charge-offs

Net
charge-off

ratee

Managed delinquency rates

Allowance for loan losses to period-end

lox nsWUS

19653

23642

Net interest incomej 17.11%

Risk adjusted marginaU 0.93

Net charge-off ratek 18.79

30 day delinquency
ratek 12.72

90
day delinquency

ratek 7.76

Key stats excluding Washington Mutual

Managed loans $143759

Managed average loans 148765

Net interest incomeU 8.97%

Risk adjusted marginaU 1.39

Net charge-off rate 8.45

30 day delinquency rate 5.52

90 day delinquency rate 3.13

28250

6964

14.87%

4.18

12.09

9.14

4.39

$162067

155895

8.16%

3.93

4.92

4.36

2.09

Credit quality statisticsa

Net charge-offs

Reported

Securitization adjustments

Managed net charae-ofts

Net charge-off rates

Reported

Securitized

Managed net charge-off rate

Pretax return on average managed outstandings

Results for 2008 included
approximately 13 million credit card accounts acquired

by JPMorgan Chase inthe Washington Mutual transaction

2009 2008 2007 The Chase Paymentech Solutions joint venture was dissolved effective November

2008 JPMorgan Chase retained approximately 51% of the business and op
erates the business under the name Chase Paymentech Solutions For the period

January through October 31 2008 the data presented represents activity for

10.08% 8.45% 8.16% the Chase Paymentech Solutions joint venture and forthe period November

10.71 6.18 3.82 2008 through December 31 2009 the data presented represents activity for

1.69 1.67 2.04 Chase Paymentech Solutions

07 94 638
Results for 2009 and 2008 reflect the impact of purchase accounting adjust-

312 316 329
ments related to the Washington Mutual transaction and the consolidation of

the Washington Mutual Master Trust

2.05 0.78 3.09
Based on loans on balance sheets reported basis

1.29 0.48 1.95
The 2008 allowance for loan losses included an amount related to loans ac

quired in the Washington Mutual transaction

328.3 368.9 354.6 Includes $1.0 billion of loans at December 31 2009 held by the Washing-

10 27 164
ton Mutual Master Trust which were consolidated onto the Card Services

143 1687
balance sheet at fair value during the second quarter of 2009 No allowance

for loan losses was recorded for these loans as of December 31 2009

32 35 28 Excluding these loans the allowance for loan losses to period-end loans

was 12.43%

Statistics are only presented for periods after September 25 2008 the date of

409.7 713.9 719.1
the Washington Mutual transaction

18.0 21.4 19.7
As percentage of

average managed outstandings

Excludes the impact of purchase accounting adjustments related to the

Washington Mutual transaction and the consolidation of the Washington

Mutual Master Trust

78786 $104746

84626 85571
The financial information presented below reconciles reportedbasis

$163412 $190317
_________

and managed basis to disclose the effect of securitizations

$15000 15000
Year ended December 31 in millions

Equity

Selected balance sheet data

average

Managed assets $192749 173711

Loans

Loans on balance sheets

Securitized loans

Managed average loans

87029

85378

$172407

15000

22676

$16077

9.33%

83293

79566

$162859

14326

24025

8159

5.0 1%

84352

72701

$157053

14100

$155957

79980

69338

$149318

14100

18554

5496

3.68%

3.48%

1.65

3407

4.04%

30 daye

90 daye

Allowance for loan lossesUg

6.28%

3.59

9672

4.97%

2.34

7692

2009 2008 2GF

Incomestatement dataa

Credit card income

Reported 5106 6082 5910

Securitization adjustments 1494 3314 325

Managed credit card income 3612 2768 263
Net interest income

Reported 9447 6838 655
Securitization adjustments 7937 6917 56L

Managed net interest income 17384 13755 1213

Total net revenue

Reported 13861 12871 1285

Securitization adjustments 6443 3603 2380

Managed total net revenue 20304 16474 523

Provision for credit losses

Reported 12019 6456 333
Securitization adjustments 6443 3603 238n

Managed provision for

credit losses 18462 10059 571

Balance sheet average balancesa

Total average assets

Reported $110516 $96807 89177

Securitization adjustments 82233 76904 6678

Managed average assets $192749 $173711 55957

12.28% 7.34%

Key stats Washington Mutual onlyi

Managed loans

Managed average
loans

$157053

149318

8.16%

6.38

3.68

3.48

1.65

Represents total net revenue less provision for credit losses

9634 4556 3.llb

6443 3603 238

16077 8159 5496

11.07% 5.47% 3.90%

7.55 4.53 3.4

9.33 5.01 3.68

For discussion of managed basis see the non-GAAP financial measures discussior

on pages 5860 of this Annual Report
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COMMERCIAL BANKING

On September 25 2008 JPMorgan Chase acquired the banking

operations of Washington Mutual from the EDIC adding approxi

mately $44.5 billion in loans to the Commercial Term Lending

Real Estate Banking and Other businesses in Commercial Banking

Commercial Banking is divided into four primary client segments

Middle Market Banking Commercial Term Lending Mid-Corporate

Banking and Real Estate Banking Middle Market Banking covers

corporate municipal financial institution and not-for-profit clients

with annual revenue generally ranging between $10 million and

$500 million Mid-Corporate Banking covers clients with annual

revenue generally ranging between $500 million and $2 billion and

focuses on clients that have broader investment banking needs

Commercial Term Lending primarily provides term financing to real

estate investors/owners for multi-family properties as well as financ

ing office retail and industrial properties Real Estate Banking pro

vides full-service banking to investors and developers of institutional-

grade real estate properties

Selected income statement data

Year ended December 31

in millions 2009 2008 2007

Revenue

Lending- and deposit-related
fees 1081 854 647

Asset management administra

tion and commissions 140 113 92

All other incomea 596 514 524

Noninterest revenue 1817 1481 1263

Net interest income 3903 3296 2840

Total net revenue 5720 4777 4103

Provision for credit losses 1454 464 279

Noninterest expense

Compensation expense 776 692 706

Noncompensation expense 1359 1206 1197

Amortization of intangibles
41 48 55

Total noninterest expense 2176 1946 1958

Income before income

tax expense 2090 2367 1866

Income tax expense 819 928 732

Net income 1271 1439 1134

Revenue by product

Lending 2663 1743 1419

Treasury services 2642 2648 2350

Investment banking 394 334 292

Other 21 52 42

Total Commercial Banking

revenue 5720 4777 4103

Selected income statement data

Year ended December 31

in millions except ratios 2009 2008 2007

lB revenue grossb 1163 966 888

Revenue by business

Middle Market Banking 3055 2939 2689

Commercial Term Lendingc 875 243

Mid-Corporate Banking 1102 921 815

Real Estate BankingC 461 413 421

Otherc 227 261 178

Total Commercial Banking

revenue 5720 4777 4103

Financial ratios

ROE

Overhead ratio

Revenue from investment banking products sold to CB clients and commercial

card revenue is included in all other income

Represents the total revenue related to investment banking products sold to

CB clients

Results for 2009 and 2008 include total net revenue on net assets acquired in

the Washington Mutual transaction

2009 compared with 2008

Net income was $1.3 billion decrease of $168 million or 12%

from the prior year as higher provision for credit losses and nonin

terest expense was partially offset by higher net revenue reflecting

the impact of the Washington Mutual transaction

Record net revenue of $5.7 billion increased $943 million or 20%

from the prior year
Net interest income of $3.9 billion increased

$607 million or 18% driven by the impact of the Washington

Mutual transaction Noninterest revenue was $1.8 billion an

increase of $336 million or 23% from the
prior year reflecting

higher lending- and deposit-related fees and higher investment

banking fees and other income

On client-segment basis revenue from Middle Market Banking

was $3.1 billion an increase of $116 million or 4% from the prior

year due to higher liability balances shift to higher-spread liability

products wider loan spreads higher lending- and deposit-related

fees and higher other income partially offset by narrowing of

spreads on liability products and reduced loan balances Revenue

from Commercial Term Lending new client segment acquired in

the Washington Mutual transaction encompassing multi-family and

commercial mortgage loans was $875 million an increase of $632

million Mid-Corporate Banking revenue was $1.1 billion an in

crease of $181 million or 20% driven by higher investment bank

ing fees increased loan spreads and higher lending- and deposit-

related fees Real Estate Banking revenue was $461 million an

increase of $48 million or 12% due to the impact of the Washing

ton Mutual transaction

The
provision

for credit losses was $1.S billion compared with

$464 million in the prior year reflecting
continued weakness in the

credit environment predominantly in real estate-related segments

Net charge-offs were $1.1 billion 1.02% net charge-off rate com

pared with $288 million 0.35% net charge-off rate in the prior year

The allowance for loan losses to end-of-period loans retained was

3.1 2% up from 2.45% in the prior year Nonperforming loans were

$2.8 billion an increase of $1.8 billion from the
prior year

Commercial Banking serves nearly 25000 clients

nationally including corporations municipalities

financial institutions and not-for-profit entities with

annual revenue generally ranging from $10 million to

$2 billion and more than 30000 real estate investors

owners Delivering extensive industry knowledge

local expertise and dedicated service CB partners with

the Firms other businesses to provide comprehensive

solutions including lending treasury services invest

ment banking and asset management to meet its

clients domestic and international financial needs
16%

38

20%

41

17%

48
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Noninterest expense was $2.2 billion an increase of $230 million

or 12% from the
prior year due to the impact of the Washington

Mutual transaction and higher FDIC insurance premiums

2008 compared with 2007

Net income was $1.4 billion an increase of $305 million or 27%

from the
prior year due to growth in total net revenue including

the impact of the Washington Mutual transaction partially offset by

higher provision for credit losses

Record total net revenue of $4.8 billion increased $674 million or

16% NIet interest income of $3.3 billion increased $456 million or

16% driven by double-digit growth in liability and loan balances

and the impact of the Washington Mutual transactionpartially

offset by spread compression in the liability and loan portfolios

Noninterest revenue was $1.5 billion up $218 million or 17%

due to higher deposit- and lending-related fees

On client-segment basis Middle Market Banking revenue was

$2.9 billion an increase of $250 million or 9% from the prior year

due predominantly to higher deposit-related fees and growth in

liability
and loan balances Revenue from Commercial Term Lending

new client segment acquired in the Washington Mutual transaction

was $243 million Mid-Corporate Banking revenue was $921 million

an increase of $106 million or 13% reflecting higher loan balances

investment banking revenue and deposit-related fees Real Estate

Banking revenue of $413 million decreased $8 million or 2%

Provision for credit losses was $464 million an increase of $185

million or 66% compared with the
prior year reflecting weakening

credit environment and loan growth Net charge-offs were $288

million 0.3 5% net charge-off rate compared with $44 million

0.07% net charge-off rate in the prior year predominantly related

to an increase in real estate charge-offs The allowance for loan

losses increased by $1.1 billion which
primarily

reflected the impact

of the Washington Mutual transaction Nonperforming assets were

$1.1 billion an increase of $1.0 billion compared with the
prior year

predominantly reflecting the Washington Mutual transaction and

higher real estaterelated balances

Noninterest expense was $1.9 billion decrease of $12 million or 1%
from the

prior year due to lower performance-based incentive compen

sation and volume-based charges from service providers predominantly

offset by the impact of the Washington Mutual transaction

Selected metrics

Year ended December 31

in millions 2009 2008 2007

Selected balance sheet data

period-end

Loans

Loans retained 97108 11 5130 64835

Loans held-for-sale and

loans at fair value 324 295 1366

Total loans 97432 11 5425 66201

Equity 8000 8000 6700

Selected metrics

Year ended December31

in millions except headcount and

ratio data 2009 2008

Selected balance sheet data

average

Total assets

Loans

2007

$135408 $114299 87140

Loans retained 106421 81931 60231

Loans held-for-sale and

loansatfairvalue 317 406 863

Total loans 106 738 82 337 61 094

Liability balancesa 113152 103121 87726

Equity 8000 7251 $6502

Average loans by business

Middle Market Banking 37459 42193 37333

Commercial Term Lendingb 36806 9310

Mid-Corporate Banking 15951 16297 12481

Real Estate Banking% 12066 9008 7116

Otherb 4456 5529 4164

Total Commercial Banking loans 106738 82337 61094

Headcount 4151 5206 4125

Credit data and quality statistics

Net charge-offs 1089 288 44

Nonperforming loans

Nonperforming loans retainedc 2764 1026 146

Nonperforming loans held-for-

sale and loans held at fair value 37

Total nonperforming loans 2801 1026 146

Nonperforming assets 2989 1142 148

Allowance for credit losses

Allowance for loan lossesd 3025 2826 1695

Allowance for lending-related

commitments 349 206 236

Total allowance for credit losses 3374 3032 1931

Netcharge-off rate 1.02% 0.35% 0.07/i

Allowance for loan losses to period-end

loans retained 3.12 245 2.61

Allowance for loan losses to average

loans retained 2.84 3.04e 2.81

Allowance for loan losses

to nonperforming loans retained 109 275 1161

Nonperforming loans to total period-

end loans 2.87 0.89 0.22

Nonperforming
loans to total

average

loans 2.62 110e 0.24

Liability balances include deposits and deposits swept to onbalance sheet

liabilities such as commercial paper federal funds purchased arid securities loaned

or sold under repurchase agreements

Results for 2009 and 2008 include loans
acquired

in the Washington Mutual

transaction

Allowance for loan losses of $581 million $208 million and $32 million were held

against nonperforming loans retained for the periods ended December 31 2009

2008 and 2007 respectively

dl Beginning
in 2008 the allowance for loan losses included an amount related to

loans acquired in the Washington Mutual transaction and the Bear Stearns

merger

Average
loans in the calculation of this ratio were adjusted to include $44.5

billion of loans acquired in the Washington Mutual transaction as if the transac

tion occurred on July 2008 Excluding this adjustment the unadjusted allow

ance for loan losses to average loans retained and nonperforming loans to total

average
loans ratios would have been 3.45% and 1.25% respectively for the

period ended December 31 2008

76 JPMorgari Chase Co./2009 Annual Report



TREASURY SECURITIES SERVICES

Treasury Securities Services is global leader in

transaction investment and information services

TSS is one of the worlds largest cash management

providers and leading global custodian Treasury

Services provides cash management trade whole

sale card and liquidity products and services tq

small and mid-sized companies multinational cor

porations financial institutions and government

entities IS partners with the Commercial Banking

Retail Financial Services and Asset Management

businesses to serve clients firmwide As result

certain IS revenue is included in other segments

results Worldwide Securities Services holds values

clears and services securities cash and alternative

investments for investors and broker-deaters and it

manages depositary receipt programs globally

Selected income statement data

Year ended December 31

in millions except
ratio data 2009 2008 2007

Revenue

Lending- and deposit-related

fees $1285 1146 923

Asset management admini

stration and commissions 2631 3133 3050

All other income 831 917 708

Noninterest revenue 4747 5196 4681

Net interest income 2597 2938 2264

Total net revenue 7344 8134 6945

Provision for credit losses 55 82 19

Credit reimbursemeritto IBa 121 121 121

Noninterest expense

Compensation expense 2544 2602 2353

Noncompensation expense 2658 2556 2161

Amortization of
intangibles

76 65 66

Total noninterest expense 5278 5223 4580

Income before income tax

expense 1890 2708 2225

Income tax expense 664 941 828

Net income $1226 1767 1397

Revenue by business

Treasury
Servicesb 3702 3779 3190

Worldwide Securities Servicesb 3642 4355 3755

Total net revenue 7344 8134 6945

Financial ratios

ROE 25% 47% 47%

Overhead ratio 72 64 66

Pretax margin ratioc 26 33 32

Year ended December 31

in millions except headcount 2009 2008 2007

Selected balance sheet data

period-end

Loansd 18972 24508 18562

Equity 5000 4500 3000

Selected balance sheet data

average

Total assets 35963 54563 53350

Loansd 18397 26226 20821

Liability
balancese 248095 279833 228925

Equity 5000 3751 3000

Headcount 26609 27070 25669

lB credit portfolio group manages certain exposures on behalf of clients

shared with TSS TSS reimburses lB for portion
of the total cost of manag

ing the credit portfolio lB recognizes this credit reimbursement as compo

nent of noninterest revenue

Reflects an internal reorganization for escrow products from Worldwide

Securities Services to Treasury Services revenue of $168 million $224 mil

lion and $177 million for the
years

ended December 31 2009 2008 and

2007 respectively

Pretax margin represents income before income tax expense
divided by total

net revenue which is measure of
pretax performance and another basis by

which management evaluates its performance and that of its competitors

Loan balances include wholesale overdrafts commercial card and trade

finance loans

Liability balances include deposits and deposits swept to onbalance sheet

liabilities such as commercial paper federal funds purchased
and securities

loaned or sold under repurchase agreements

2009 compared with 2008

Net income was $1.2 billion decrease of $541 million or 31%

from the
prior year driven by lower net revenue

Net revenue was $7.3 billion decrease of $790 million or 10%

from the
prior year Worldwide Securities Services net revenue was

$3.6 billion decrease of $713 million or 16% The decrease was

driven by lower securities lending balances primarily
as result of

declines in asset valuations and demand lower balances and spreads

on liability products and the effect of market depreciation on certain

custody assets Treasury Services net revenue was $3.7 billion

decrease of $77 million or 2% reflecting spread compression on

deposit products offset by higher trade revenue driven by wider

spreads and growth across cash management and card product

volumes

TSS generated firmwide net revenue of $10.2 billion including $6.6

billion of net revenue in Treasury Services of that amount $3.7

billion was recorded in the Treasury Services business $2.6 billion

was recorded in the Commercial Banking business and $245 million

was recorded in other lines of business The remaining $3.6 billion of

net revenue was recorded in Worldwide Securities Services

The
provision

for credit losses was $55 million decrease of $27

million from the prior year

Noninterest expense was $5.3 billion an increase of $55 miflion from

the
prior year The increase was driven by higher EDIC insurance

premiums predominantly offset by lower headcount-related expense
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new product platforms

Selected metrics

Year ended December 31

in millions except ratio data

155 firmwide disclosures

Treasury Services revenue

reporteda

Treasury
Services revenue

reported in CR

Treasury Services revenue

reported
in other lines of

business

Treasury Services firmwide

revenuea

Worldwide Securities Services

revenuea

Treasury Securities Ser

vices firmwide revenueb 10231

Treasury Services firmwide liability

balances averagec

Treasury Securities Services

firmwide
liability

balances

averagec

TSS firmwide financial ratios

Treasury Services firmwide

overhead ratioe

Treasury
Securities Services

firmwide overhead ratioe

Number of

U.S.$ ACH transactions

originated in millions

Total U.S.$ clearing volume

in thousands

International electronic funds

transfer volume in thou

sands

Wholesale check volume

in millions

Wholesale cards issued

in thousands9

Credit data and quality

statistics

Net charge-offs/recoveries

Nonperforming loans

Allowance for credit losses

Allowance for loan losses

Allowance for lending-related

commitments

Total allowance for credit losses

Net charge-off/recovery rate

Allowance for loan losses to

period-end
loans

Allowance for loan losses to

average loans

Allowance for loan losses to

nonperforniing loans

Nonperforming loans to
period-

end loans

Nonperforming loans to average

loans

13205 15946

3896 4000 3870

113476 115742 111036

193348 171036 168605

2184 2408 2925

27138 22784 18722

19

14 30

88 74 18

84 63 32

172 137 50

0.10% 0.ol%

0.46 0.30 0.10

0.48 0.28 0.09

NM 247 NM

0.07 0.12

0.08 0.11

Selected metrics

Year ended December 31

in millions
except

ratio data

and where otherwise noted 2009

Firmwide business metrics

Assets under custody in billions 14885

2008 2007

2008 compared with 2007

Net income was record $1.8 billion an increase of $370 million

or 26% from the
prior year driven by higher total net revenue

This increase was largely
offset by higher noninterest expense

Total net revenue was record $8.1 billion an increase of $1.2

billion or 17% from the prior year Worldwide Securities Services

posted record net revenue of $4.4 billion an increase of $600

million or 16% from the prior year The growth was driven by

wider spreads in securities lending foreign exchange and liability

products increased product usage by new and existing clients

largely in custody fund services alternative investment services

and depositary receipts and higher liability balances reflecting

increased client deposit activity resulting
from recent market condi

tions These benefits were offset
partially by market depreciation

Treasury Services posted record net revenue of $3.8 billion an

increase of $589 million or 18% reflecting higher liability
balances

and volume growth in electronic funds transfer products and trade

loans Revenue growth from higher liability
balances reflects in

creased client deposit activity resulting
from recent market condi

tions as well as organic growth TSS firmwide net revenue which

includes Treasury Services net revenue recorded in other lines of

business grew to $11.1 billion an increase of $1.5 billion or 16%

Treasury Services firmwide net revenue grew to $6.7 billion an

increase of $916 million or 16%

Noninterest expense was $5.2 billion an increase of $643 million

or 14% from the
prior year reflecting higher expense

related to

business and volume growth as well as continued investment in

20082009 2007

3702 3779 3190

2642 2648 2350

245 299 270

6589 6726 5810

3642 4355 3755

11081 9565

Reflects an internal
reorganization for escrow products from Worldwide

Securities Services to Treasury
Services revenue of $168 million $224 million

and $177 million for the
years

ended December 31 2009 2008 and 2007

respectively

TSS firmwide revenue includes FX revenue recorded in TSS and EX revenue

associated with TSS customers who are EX customers of lB However some of

the FX revenue associated with TSS customers who are FX customers of lB is

not included in TS and TSS firmwide revenue These amounts were $661 mil

lion $880 million and $552 million for the years ended December 31 2009

2008 and 2007 respectively

Firmwide liability balances include
liability

balances recorded in CB

Reflects an internal reorganization for escrow products from Worldside

Securities Services to TS liability balances of $15.6 billion $21.5 billion and

$18.1 billion for the
years

ended December 31 2009 2008 and 2007 re

spectively

Overhead ratios have been calculated based on firmwide revenue and -TSS

and TS expense respectively including
those allocated to certain other lines

of business FX revenue and
expense

recorded in lB for TSS-related FX activity

are not included in this ratio

International electronic funds transfer includes non-U.S dollar ACH and

clearing volume

Wholesale cards issued include domestic commercial stored value prepaid

and government electronic benefit card products

$274472 $264195 $217142

361247 382947 316651

53% 50% 55%

62 57 60
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ASSET MANAGEMENT

Asset Management with assets under supervision

of $1.7 trillion is global leader in investment and

wealth management AM clients include institutions

retail investot and high-netTworth individuals in

every major market throughout the world AM of

fers global investment management in equities

fixed income real estate hedge funds private eq

uity-and liquidity including money market instru

merits and bank deposits AM also provides trust

and estate banking and brokerage services to high-

net-worth clients and retirement services for corpo

rations and individuals The majority of AMS client

assets are in actively managed portfolios

Selected income statement data

Year ended December 31

in millions except ratios 2009 2008 2007

Revenue

Asset management administration

and commissions 5621 6004 6821

All other income 751 62 654

Noninterest revenue 6372 6066 7475

Net interest income 1593 1518 1160

Total net revenue 7965 7584 8635

Provision for credit losses 188 85 18

Noninterest expense

Compensation expense 3375 3216 3521

Noncompensation expense 2021 2000 1915

Amortization of intangibles 77 82 79

Total noninterest expense 5473 5298 5515

Income before income tax expense 2304 2201 3138

Income tax expense 874 844 1172

Net income 1430 1357 1966

Revenue by client segment

Private Banka 2585 2565 2362

Institutional 2065 1775 2525

Retail 1580 1620 2408

Private Wealth Managementa 1316 1387 1340

Bear Stearns Private Client

Servicesb 419 237

Total net revenue 7965 7584 8635

Financial ratios

ROE

Overhead ratio

Pretax margin ratioc

In 2008 certain clients were transferred from Private Bank to Private Wealth

Management Prior periods have been revised to conform to this change

Bear Stearns Private Client Services was renamed to iPMorgan Securities at

the beginning of 2010

Pretax margin represents income before income tax expense
divided by total

net revenue which is measure of
pretax performance and another basis by

which management evaluates its performance and that of its
competitors

2009 compared with 2008

Net income was $1.4 billion an increase of $73 million or 5%

from the prior year
due to higher total net revenue offset largely

by higher noninterest expense and provision for credit losses

Total net revenue was $8.0 billion an increase of $381 million or

5% from the prior year Noninterest revenue was $6.4 billion an

increase of $306 million or 5% due to higher valuations of seed

capital investments and net inflows offset
largely by lower market

levels Net interest income was $1.6 billion up by $75 million or

5% from the
prior year due to wider loan spreads and higher

deposit balances offset partially by narrower deposit spreads

Revenue from the Private Bank was $2.6 billion up 1% from the

prior year due to wider loan spreads and higher deposit balances

offset partially by the effect of lower market levels Revenue from

Institutional was $2.1 billion up 16% due to higher valuations of

seed capital investments and net inflows offset
partially by the

effect of lower market levels Revenue from Retail was $1.6 billion

down 2% due to the effect of lower market levels offset largely by

higher valuations of seed capital investments Revenue from Private

Wealth Management was $1.3 billion down 5% due to narrower

deposit spreads and the effect of lower market levels offset par

tially by higher deposit balances and wider loan spreads Bear

Stearns Private Client Services contributed $419 million to revenue

The provision for credit losses was $188 million an increase of

$103 million from the prior year reflecting
continued weakness in

the credit environment

Noninterest expense was $5.5 billion an increase of $175 million

or 3% from the prior year
due to the effect of the Bear Stearns

merger higher performance-based compensation and higher FDIC

insurance premiums offset largely by lower headcount-related

expense

2008 compared with 2007

Net income was $1.4 billion decline of $609 million or 31%

from the prior year
driven by lower total net revenue offset partially

by lower noninterest expense

Total net revenue was $7.6 billion decrease of $1.1 billion or

12% from the prior year Noninterest revenue was $6.1 billion

decline of $1.4 billion or 19% due to lower performance fees and

the effect of market levels including the impact of lower market

valuations of seed
capital

investments The lower results were

offset partially by the benefit of the Bear Stearns merger and in

creased revenue from net asset inflows Net interest income was

$1.5 billion up $358 million or 31% from the
prior year due to

higher deposit and loan balances and wider deposit spreads

Private Bank revenue grew 9% to $2.6 billion due to increased

deposit and loan balances and net asset inflows partially offset by

the effect of lower markets and lower performance fees Institu

tional revenue declined 30% to $1.8 billion due to lower perform

ance fees partially
offset by net liquidity inflows Retail revenue

declined 33% to $1.6 billion due to the effect of lower markets

including the impact of lower market valuations of seed
capital

investments and net equity outflows Private Wealth Management

revenue grew 4% to $1.4 billion due to higher deposit and loan

balances Bear Stearns Brokerage contributed $237 million to

revenue

20% 24% 51%

69 70 64

29 29 36
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The provision for credit losses was $85 million compared with

benefit of $18 million in the prior year reflecting weakening

credit environment

Noninterest expense was $5.3 billion down $217 million or 4%

compared with the
prior year due to lower performance-based

compensation largely offset by the effect of the Bear Stearns

merger and higher compensation expense resulting from increased

average headcount

Selected metrics

Year ended December 31

in millions except headcount

ranking data and where

otherwise noted __________________

Business metrics

Number of

Client advisorsa

Retirement planning

services participants

in thousands

Bear Stearns brokersb

of customer assets in

Star Fundsc 42%

ofAUM in lsn and

quartilesd

year

years

years

Selected balance sheet

data period-end

Loans

Equity

Selected balance sheet

data average

Total assets

Loans

Deposits

Equity

Headcount

Credit data and quality

statistics

Net charge-offs/recoveries

Nonperforming loans

Allowance for credit losses

Allowance for loan losses

Allowance for
lending-

related_commitments ____________________________________

Total allowance for credit

losses

Net charge-off/recovery rate

Allowance for loan losses to

period-end
loans

Allowance for loan losses to

average loans

Allowance for loan losses to

nonperforming loans

Nonperforming loans to

period-end loans

Nonperforming loans to

average loans

2009

1934

1628

376

Derived from following rating services Morningstar for the United states

Micropal
for the United Kingdom Luxembourg Hong Kong and Taiwan and

Nomura for Japan

Id Derived from
following rating services Lipper for the United States and Taiwan

Micropal for the United Kingdom Luxembourg and Hong Kong and Nomura

for Japan

AMS client segments comprise the following

Institutional brings comprehensive global investment services

including asset management pension analytics asset-liability

management and active risk-budgeting strategies to corporate

and public institutions endowments foundations not-for-profit

organizations and governments worldwide

2008 2007

Retail provides worldwide investment management services and

retirement planning and administration through thirdprty and

1840 1868 direct distribution of full
range

of investment vehicles

The Private Bank addresses every
facet of wealth management

1531 1501
for ultra-high-net-worth individuals and families worldwide in-

324

cluding investment management capital
markets and risk man

agement tax and estate planning banking capital raising
and

42% 55%
specialty-wealth advisory services

Private Wealth Management offers high-net-worth individu

als families and business owners in the United States compre

74 76% 76%
hensive wealth management solutions including investment

management capital markets and risk management tax and

estate planning banking and specialty-wealth advisory services

37755 36188 36089

7000 7000 4000
Bear Stearns Private Client Services renamed to JPMorgan

Securities at the beginning of 2010 provides investment advice

and wealth management services to high-net-worth individuals

60249 65550 $51882
money managers and small corporations

34963 38124 29496

77005 70179 58863

7000 5645 3876

15136 15339 14799 J.P Morgan Asset Management has established two

high-level measures of its overall performance

117 11 Percentage of assets under management in funds rated and

580 147 12 stars year Mutual fund
rating

services rank funds based on

269 191 112

their risk-adjusted performance over various periods star

rating
is the best and represents the top 10% of industry wide

ranked funds star rating represents the next 22% of indus

try
wide ranked funds.The worst rating

is star rating

278 196 119

Percentage of assets under management in first- or second-

0.33% 0.03% 0.03% quartile
funds one three and five years Mutual fund rating

services rank funds according to peer-based performance sys

0.71 0.53 0.31

tem which measures returns according to specific time and

0.77 0.50 0.38 fund classification small mid multi and large cap

46 130 933

1.54 0.41 0.03

1.66 0.39 0.04

Prior periods have been restated to conform to current methodologies

Bear Stearns Private Client Services was renamed to JPMorgarr Securities at

the beginning of 2010
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Assets under supervision

2009 compared with 2008

Assets under supervision were $1.7 trillion an increase of $205

billion or 14% from the
prior year Assets under management

were $1.2 trillion an increase of $116 billion or 10% from the

prior year The increases were dub to the effect of higher market

valuations and inflows in fixed income and equity products offset

partially by outflows in cash products Custody brokerage admini

stration and deposit balances were $452 billion up by $89 billion

due to the effect of higher market levels on custody and brokerage

balances and brokerage inflows in the Private Bank The Firm also

has 42% interest in American Century Companies Inc whose

AUM totaled $86 billion and $70 billion at December 31 2009 and

2008 respectively which are excluded from the AUM above

2008 compared with 2007

Assets under supervision were $1.5 trillion decrease of $76

billion or 5% from the prior year Assets under management were

$1.1 trillion down $60 billion or 5% from the
prior year The

decrease was due to the effect of lower market valuations and non-

liquidity outflows predominantly offset by liquidity product inflows

across all segments and the addition of Bear Stearns assets under

management Custody brokerage administration and deposit

balances were $363 billion down $16 billion due to the effect of

lower markets on brokerage and custody balances offset by the

addition of Bear Stearns Brokerage The Firm also has 43%

interest in American Century Companies Inc whose AUM totaled

$70 billion and $102 billion at December 31 2008 and 2007

respectively which are excluded from the AUM above

Assets under supervisiona

As of or for the
year

ended December 31 in billions 2009 2008 2007

Assets by asset class

Liquidity 591 613 400

Fixed income 226 180 200

Equities multi-asset 339 240 472

Alternatives 93 100 121

Total assets under management 1249 1133 1193

Custody/brokerage/admiruistration/

deposits 452 363 379

Total assets under supervision $1701 1496 1572

Assets by client segment

Institutional 709 681 632

Private Bankb 187 181 183

Retail 270 194 300

Private Wealth Managementb 69 71 78

Bear Stearns Private Client Ser

vicesC 14

Total assets under management 1249 1133 1193

Institutional 710 682 633

Private Bankb 452 378 403

Retail 355 262 394

Private Wealth Managementb 129 124 142

Bear Stearns Private Client ServicesC 55 50

Total assets under supervision $1701 1496 1572

Assets by geographic region

As of or for the year

ended December 31 in billions 2009 2008 2007

U.S/Canada 837 798 760

International 412 335 433

Total assets under management $1249 1133 1193

U.S/Canada $1182 1084 1032

International 519 412 540

Total assets under supervision $1701 1496 1572

Mutual fund assets by asset

class

Liquidity 539 553 339

Fixed income 67 41 46

Equities 143 92 218

Alternatives

Total mutual fund assets 758 693 609

Assets under management

roliforward

Beginning balance January $1133 1193 1013

Net asset flows

Liquidity 23 210 78

Fixed income 34 12
Equities multi-asset and

alternative 17 47 28

Market/performance/other impactsd 88 211 65

Ending balance December31 1249 1133 1193

Assets under supervision

roliforward

Beginning balance January 1496 1572 1347

Net asset flows 50 181 143

Market/performance/other impactsd 155 257 82

Ending balance December31 1701 1496 1572

Excludes assets under management of American Century Companies Inc in

which the Firm had 42% 43% and 44% ownership at December 31

2009 2008 and 2007 respectively

In 2008 certain clients were transferred from Private Bank to Private Wealth

Management Prior periods have been revised to conform to this change

Bear Stearns Private Client Services was renamed to JPMorgan Securities at

the beginning of 2010

Includes $1 billion for assets under management and $68 billion for assets

under supervision from the Bear Stearns
merger in the second quarter of

2008
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CORPORATE/PRIVATE EQUITY

of allocations to the business

Selected income statement data

Year ended December 31

in millions

Revenue

Principal
transactionsab

Securities gains/lossesc

All other jncomed

Noninterest revenue

Net interest income/expense

Total net revenue

Provision for credit losses

Provision for credit losses

accounting conformitye

Noninterest expense

Compensation expense

Noncompensation expenseT

Merger costs

Subtotal

Net expense allocated to other

businesses

Total noninterest expense

lncome/loss before income

tax expense/benefit and

extraordinary gain

Income tax expense/benefit9

lncome/loss before

extraordinary gain

Extraordinary qainh

Net income

1574 3588 4552

1139 1637 39

58 1673 465

2771 278 5056

3863 347 637

6634 69 4419

80 447ij 11

1534

2811 2340 2754

3597 1841 3025

481 432 209

6889 4613 5988

4994 4641 4231
1895 28 1757

4659 1884 2673

1705 535 788

2954 1349 1885

76 1906

3030 557 1885

Included losses on preferred equity interests in Fannie Mae and Freddie Mac in

2008

The Firm adopted the new guidance for fair value in the first quarter of 2007

See Note on
pages

56i 73 of this Annual Report for additional information

Included gain on sale of MasterCard shares in 2008

Included gain from the dissolution of the Chase Paymentech Solutions joint

venture and proceeds from the sale of Visa shares in its initial public offering in

2008

financial assets was recognized as an extraordinaiy gain in 2008 As result of

the final refinement of the purchase price allocation during the third quarter

of 2009 the Firm recognized $76 million increase in the extraordinary gain

In November 2008 the Firm transferred $5.8 billion of higher quality credit card

loans from the legacy Chase portfolio to securitization trust previously estab

lished by Washington Mutual the Trust As result of converting higher

credit quality Chase-originated on-book receivables to the Trusts sellers interest

which has higher overall loss rate reflective of the total assets within the Trust

approximately $400 million of incremental provision expense was recorded dur

ing the fourth quarter This incremental provision expense
was recorded in the

Corporate segment as the action related to the acquisition of Washington Mu
tuals banking operations For further discussion of credit card securitizations

see Note iS on pages
206213 of this Annual Report

Includes $9 million of credit card securitizations related to the Washington

Mutual transaction

2009 compared with 2008

Net income was $3.0 billion compared with $557 million in the

prior year

Net income for Corporate was $3.7 billion compared with $1.5

billion in the prior year Current year results reflect higher levels of

trading gains and net interest income securities gains an after-tax

gain of $150 million from the sale of MasterCard shares partially

offset bya $419 million FDIC special assessment Trading gains and

net interest income increased due to the Chief Investment Offices

CIO significant purchases of mortgage-backed securities guaran

teed by U.S government agencies corporate debt securities U.S

Treasury and government agency securities and other asset-backed

securities These investments were generally associated with the

management of interest rate risk and investment of cash
resulting

from the excess funding the Firm continued to experience during

2009 The increase in securities was partially offset by sales of higher-

coupon instruments part of repositioning the investment portfolio as

well as prepayments and maturities

Selected income statement and balance sheet data for

Treasury and 10
Year ended December 31

in millions 2009 2008 2007

Treasury

Securities gainsa 1147 1652 37

Investment securities portfolio averageb 324037 113010 88037

Investment securities portfolio endingb 340163 192564 76480

Mortgage loans average 7427 7059 5639

Mortgage loans ending 8023 7292 6635

Results for 2008 included gain on the sale of MasterCard shares All periods reflect

repositioning of the Corporate investment securities portfolio and exclude

gains/losses on securities used to manage risk associated with MSR5

Beginning in second quarter 2009 balances reflect Treasury and Chief Investment

Office securities Prior periods have been revised to conform with this change

For further information on the investment
portfolio see Note and

Note 11 on pages 156173 and 195199 respectively
of this

Annual Report For further information on ClO VaR and the Firms

earnings-at-risk see the Market Risk Management section on pages

26i 32 of this Annual Report

Prior year results included $955 million proceeds from the sale of Visa

shares in its initial
public offering $627 million from the dissolution

The Corporate/Private Equity sector comprises Private

Equity Treasury the Chief Investment Office corporate

staff unis and expense that is centrally managed Treas

ury and the Chief Investment Office manage capital

liquidity interest rate and foreign exchange risk and

the investment portfolio for the Firm The corporate

staff units include Central Technology and Operations

Internal Audit Executive Office Finance Human Re

sources Marketing Communications Legal Comli

ance Corporate Real Estate and General Services Risk

Management Corporate Responsibility and Strategy

Development Other centrally managed expense
includes

the Firms occupancy and pension-related expense net

Net loss for Private Equity was $78 million compared with net loss

of $690 million in the prior year Net revenue was $18 million an

increase of $981 million reflecting Private
Equity

losses of $54 mil

2009 2008 2007 lion compared with losses of $894 million Noninterest expense was

$141 million an increase of $21 million

Represents an accounting conformity loan loss reserve provision related to the

acquisition of Washington Mutual Banks banking operations

ff Included $675 million FDIC special assessment during second quarter of 2009

and release of credit card litigation reserves in 2008 and insurance recoveries

related to settlement of the Enron and WorldCom class action litigations

Includes tax benefits
recognized upon resolution of tax audits

Effective September 25 2008 iPMorgan Chase acquired Washington Mutuals

banking operations from the FDIC for $1.9 billion The fair value of the Washing

ton Mutual net assets acquired
exceeded the purchase price which resulted in

negative goodwill In accordance with U.S GAAP for business combinations

nonfinancial assets that are not held-for-sale were written down against that

negative goodwill
The

negative goodwill
that remained after writing down non-
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of the Chase Payment Solutions
joint venture partially

offset by losses

of $642 million on preferred securities of Fannie Mae and Freddie

Mac and $248 million charge related to the offer to repurchases

auction-rate securities

Merger-relateditems were net loss of $635 million compared with

loss of $211 million in the prior year Bear Stearns net merger-

related costs were $425 million comparedwith $836 million The

prior year included net loss of $423 million which represented

JPMorgan Chases 49.4% ownership in Bear Steams losses from

April to May 30 2008 Washington Mutual net merger-related

costs were $210 million which included an extraordinary gain of $76

million compared with net gain of $625 million The
prior year

included an extraordinary gain of $1.9 billion conforming loan loss

reserves of $911 million credit card related loan loss reserves of

$250 million and net merger-related costs of $120 million

2008 compared with 2007

Net income for Corporate/Private Equity was $557 million compared

with net income of $1.9 billion in the prior year

Net loss for Private
Equity

was $690 million compared with net income

of $2.2 billion in the
prior year Net revenue was loss of $963 million

decrease of $4.9 billion reflecting
Private

Equity
losses of $894

million compared with gains of $4.1 billion in the
prior year Noninter

est expense was $120 million decrease of $469 million from the
prior

year reflecting
lower compensation expense

Net income for Corporate was $1.5 billion compared with net loss of

$150 million in the prior year 2008 included gain of $955 million on

the proceeds from the sale of Visa shares in its initial public offering

$627 million on the dissolution of the Chase Paymentech Solutions joint

venture and $414 million from the sale of MasterCard shares partially

offset by losses of $642 million on preferred securities of Fannie Mae

and Freddie Mac and $303 million related to the offer to repurchase

auction-rate securities 2007 included gain of $145 million on the sale

of MasterCard shares

Merger-related items were net loss of $211 million compared with

net loss of $130 million in the prior year Items related to the Washing

ton Mutual transaction included $1.9 billion extraordinary gain

conforming loan loss reserves of $91 million credit card related loan

loss reserves of $250 million and net merger-related costs of $120

million Bear Stearns merger-related items included net loss of $423

million which represented JPMorgan Chases 49.4% ownership in Bear

Stearns losses from
April

to May 30 2008 and net merger-related

costs of $413 million Results for 2007 include merger costs of $130

million related to the Bank One and Bank of New York Transactions

Selected metrics

Year ended December 31

in millions except headcount 2009 2008 2007

Total net revenue

Private equitya 18 963 3967

Corporate 6616 1032 452

Total net revenue 6634 69 4419

Net income/loss

Private equitya 78 690 2165

Corporatebc 3743 1458 150

Merger related itemsd 635 211 130

Total net income 3030 557 1885

Headcount 20199 23376 22512

The Firm adopted the new guidance for fair value in the first
quarter

of 2007

See Note on
pages

156173 of this Annual Report for additional information

Included $675 million FDIC special assessment during
second

quarter
of 2009 and

release of credit card litigation reserves in 2008 and insurance recoveries related to

settlement of the Enron and WorldCom class action litigations

Includes tax benefits recognized upon resolution of tax audits

Includes an accounting conformity loan loss reserve provision
and an extraordinary

gain related to the Washington Mutual transaction in 2Q08 2008 also reflects items

related to the Bear Stearns merger which included Bear Stearns equity earnings

merger costs Bear Stearns asset management liquidation costs and Bear Stearns

private
client services broker retention expense 2007 represent costs related to the

Bank One transaction in 2004 and the Bank of New York transaction in 2006

Private equity portfolio

2009 compared with 2008

The carrying value of the
private equity portfolio at December 31

2009 was $7.3 billion up
from $6.9 billion at December 31 2008

The
portfolio

increase was primarily driven by additional follow-on

investments and net unrealized gains on the existing portfolio

partially
offset by sales during 2009 The portfolio represented

6.3% of the Firms stockholders equity less goodwill at December

31 2009 up from 5.8% at December 31 2008

2008 compared with 2007

The
carrying

value of the private equity portfolio at December 312008

was $6.9 billion down from $7.2 billion at December 31 2007 The

portfolio decrease was primarily
driven by unfavorable valuation ad

justments on existing investments partially
offset by new investments

and the addition of the Bear Stearns portfolios The portfolio repre

sented 5.8% of the Firms stockholders equity less goodwill at Decem

ber 31 2008 down from 9.2% at December 31 2007

Selected income statement and balance sheet data

Year ended December 31

in millions
2009 2008 2007

Private equity

Realized
gains

109 1717 2312

Unrealized gains/Iossesab 81 2480 1607

Total direct investments 28 763 3919

Third-party fund investments 82 131 165

Total private equity gainslIossesc 54 894 4084

Private equity portfolio

informationd

Direct investments

Publiclyheld securities

Carrying value 762 483 390

Cost 743 792 288

Quoted public value 791 543 536

Privately held direct securities

Carrying
value 5104 5564 5914

Cost 5959 6296 4867

Third-party fundinvestmentse

Carrying value 1459 805 849

Cost 2079 1169 1076

Total
private equity portfolio Carrying

value 7325 6852 7153

Total
private equity portfolio Cost 8781 8257 6231

Unrealized gains/losses contain reversals of unrealized gains and losses that were

recognized in prior periods and have now been realized

The Firm adopted the new guidance for fair value in the first quarter
of 2007 For

additional information see Note on pages 161 73 of this Annual
Report

Included in principal transactions revtnue in the Consolidated Statements of Income

For more information on the Firms policies regarding
the valuation of the private

equity portfolio see Note on pages 156173 of this Annual Report

Unfunded commitments to third-party equity funds were $1 billion $1.4 billion and

$881 million at December31 2009 2008 and 2007 respectively
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BALANCE SHEET ANALYSIS

Selected Consolidated Balance Sheets data

December 31 in millions
2009 2008

Assets

Cash and due from banks 26206 26895

Deposits
with banks 63230 138139

Federal funds sold and securitiespur

chased under resale agreements 195404 203115

Securities borrowed 119630 124000

Trading assets

Debt and
equity

instruments 330918 347357

Derivative receivables 80210 162626

Securities 360390 205943

Loans 633458 744898

Allowance for loan losses 31602 23164

Loans net of allowance for loan losses 601856 721734

Accrued interest and accounts receivable 67427 60987

Premises and equipment 11118 10045

Goodwill 48357 48027

Mortgage servicing rights 15531 9403

Other
intangible

assets 4621 5581

Other assets 107091 111200

Total assets 2031989 2175052

Liabilities

Deposits 938367 1009277

Federal funds purchased and securities

loaned or sold under repurchase agree

ments 261413 192546

Commercial paper 41794 37845

Other borrowed funds 55740 132400

Trading liabilities

Debt and
equity instruments 64946 45274

Derivative payables 60125 121604

Accounts payable and other liabilities 162696 187978

Beneficial interests issued by
consolidated

VIEs 15225 10561

Long-term debt 266318 270683

Total liabilities 1866624 2008168

Stockholders equity 165365 166884

Total liabilities and stockholders

equity 2031989 2175052

Consolidated Balance Sheets overview

The following is discussion of the significant changes in the

Consolidated Balance Sheets from December 31 2008

Deposits with banks federal funds sold and securities

purchased under resale agreements and securities

borrowed

The Firm uses these instruments as
part

of its liquidity management

activities to manage the Firms cash positions
and risk-based capital

requirements and to support the Firms trading and risk management

activities In particular the Firm uses securities purchased under resale

agreements and securities borrowed to provide funding or liquidity
to

clients by purchasing and borrowing their securities for the short-term

The decrease in deposits with banks primarily
reflected lower demand

for interbank lending and lower deposits with the Federal Reserve Bank

relative to the elevated levels at the end of 2008 The decrease in

securities purchased under resale agreements was largely due to shift

by the Firm of its excess cash to the available-for-sale AFSsecurities

portfolio
offset

partially by higher securities purchased under resale

agreements in lB due to improved and more liquid
market conditions

For additional information on the Firms
Liquidity

Risk Management see

pages 96100 of this Annual Report

Trading assets and liabilities debt and equity

instruments

Debt and equity trading instruments are used for both market-making

and to limited extent proprietary risk-taking activities These

instruments consist predominantly of fixed-income securities includ

ing government and corporate debt equity securities including

convertible securities loans including prime mortgage and other

loans warehoused by RFS and lB for sale or securitization purposes

and accounted for at fair value and
physical

commodities inventories

carried at the lower of cost or fair value The decrease in trading

assets debt and equity instruments reflected the effect of balance

sheet management activities and the impact of the challenging

capital
markets environmentthat existed during the latter

part
of

2008 which continued into the first half of 2009 partially
offset by

stabilization in the capital
markets during the second half of 2009

Trading liabilities debt and equity instruments increased as market

conditions improved and capital
markets stabilized from the prior

year For additional information refer to Note on pages 156-173

of this Annu4l Report

Trading assets and liabilities derivative receivables and

payables

Derivative instruments enable end-users to transform or mitigate

exposure to credit or market risks The value of derivative is

derived from its reference to an underlying variable or combination

of variables such as interest rate credit foreign exchange equity

or commodity prices or indices JPMorgan Chase makes markets in

derivatives for customers and also uses derivatives to hedge or

manage risks of market exposures and to make investments The

majority of the Firms derivatives are entered into for market

makipg purposes The decrease in derivative receivables and pay

ables was primarily
related to tightening creditspreads volatile

foreign exchange rates and rising rates on interest rate swaps For

additional information refer to Derivative contracts on pages 110

112 and Note and Note 5on pages 156173 and 175183

respectively of this Annual Report

Securities

Substantially all of the securities
portfolio

is classified as AFS and is

used primarilyto manage the Firms exposure to interest rate

movements and to invest cash
resulting

from excess funding posi

tions The increase in the securities portfolio was due to elevated

levels of excess cash which was used to purchase mortgage-

backed securities guaranteed by U.S government agencies corpo

rate debt securities U.S Treasury and government agency securi

ties and other asset-backed securities The increase in securities

was partially offset by sales of higher-coupon instruments as part

of positioning of the portfolio as well as prepayments and maturi

ties For additional information related to securities refer to the

Corporate/Private Equity segment on pages 8283 and Note and

Note 11 on pages 156173 and 195199 respectively of this

Annual Report
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Loans and allowance for loan losses

The Firm provides loans to variety of customers from
large corpo

rate and institutional clients to individual consumers Loans decreased

across most lines of business Although gross new lending volumes

remained at levels consistent with 2008 continued lower customer

demand repayments and charge-offs in the wholesale and consumer

businesses resulted in lower balances Lower charge volume on credit

cards and the effect of tighter underwriting and loan qualification

standards also contributed to the decrease in loans

The allowance for loan losses increased in both the consumer and

wholesale businesses as weak economic conditions housing price

declines and higher unemployment rates continued to drive higher

estimated losses for most of the Firms loan portfolios For more

detailed discussion of the loan portfolio and the allowance for loan

losses refer to Credit Risk Management on pages 101125 and

Notes 13 and 14 on pages 1S6173 1731 75 200204 and

204206 respectively of this Annual Report

Accrued interest and accounts receivable

Accrued interest and accounts receivable consist of accrued interest

receivables from interest-earning assets receivables from customers

primarily from activities related to lBs Prime Services business

receivables from brokers dealers and clearing organizations and

receivables from failed securities sales The increase in accrued

interest and accounts receivable primarily reflected higher accounts

receivable associated with maturities of credit card securitizations

as well as slightly higher failed securities sales

Other assets

Other assets consist of private equity and other investments collat

eral received corporate and bank-owned life insurance
policies

assets acquired in loan satisfactions including real estate owned

and all other assets including receivables for securities provided as

collateral The decrease in other assets was primarily due to

decline to zero in the balance related to the Federal Reserve Bank

of Boston AML
Facility

This
Facility was ended by the Federal

Reserve Bank of Boston on February 2010

Goodwill

Goodwill arises from business combinations and
represents

the excess

of the purchase price
of an acquired entity over the fair value amounts

assigned to assets acquired and liabilities assumed The increase in

goodwill was largely
due to final purchase accounting adjustments

related to the Bear Stearns merger foreign currency translation adjust

ments related to the Firms Canadian credit card operations and lBs

acquisition of commodities business For additional information on

goodwill see Note 17 on pages 222225 of this Annual Report

Mortgage servicing rights

MSRs represent the fair value of future cash flows for performing

specified mortgage servicing activities predominantly with respect

to residential mortgages for others MSRs are either purchased

from third parties or retained upon sale or securitization of mort

gage loans
Servicing

activities include
collecting principal interest

and escrow payments from borrowers making tax and insurance

payments on behalf of borrowers monitoring delinquencies and

executing foreclosure proceedings and accounting for and remit

ting principal
and interest payments to the investors of the mort

gage-backed securities MSRs increased due to increases in the fair

value of the MSR asset related primarily to market interest rate and

other changes affecting
the Firms estimate of future prepayments

as well as sales in RFS of originated loans for which servicing rights

were retained These increases were offset
partially by servicing

portfolio run-off For additional information on MSRs see Note 17

on pages 222225 of this Annual Report

Other intangible assets

Other intangible assets consist of purchased credit card relation

ships other credit cardrelated intangibles core deposit intangibles

and other intangibles The decrease in other intangible assets

primarily
reflected amortization expense partially offset by foreign

currency translation adjustments related to the Firms Canadian

credit card operations For additional information on other intangi

ble assets see Note 17 on pages 222225 of this Annual Report

Deposits

Deposits represent liability to customers both retail and whole

sale related to non-brokerage funds held on their behalf Deposits

are classified by location U.S and non-U.S whether they are

interest- or noninterest-bearing and by type i.e demand money

market savings time or negotiable order of withdrawal accounts

Deposits help provide stable and consistent source of funding for

the Firm Wholesale deposits in TSS declined from the elevated

levels at December 31 2008 reflecting the continued normaliza

tion of deposit levels following the strong inflows
resulting

from the

heightened volatility and credit concerns affecting the markets

during the latter
part

of 2008 Organic growth in deposits in CB

and RFS was offset
partially by the maturity of high rate interest-

bearing CD5 that were acquired as part
of the Washington Mutual

transaction For more information on deposits refer the RFS and

AM segment discussions on pages 667 and 7981 respectively

the
Liquidity

Risk Management discussion on pages 96100 and

Note 19 on page 226 of this Annual Report For more information

on wholesale
liability balances including deposits refer to the CB

and TSS segment discussions on pages 7576 and 778 respec

tively
of this Annual Report

Federal funds purchased and securities loaned or sold under

repurchase agreements

The Firm uses these instruments as part of its liquidity management

activities and to support the Firms trading and risk management

activities In particular the Firm uses federal funds purchased and

securities loaned or sold under repurchase agreements as short-

term funding sources and to make securities available to clients for

their short-term
liquidity purposes The increase in securities sold

under repurchase agreements was primarily
attributable to favor

able
pricing

and the financing of the increase in the AFS securities

portfolio For additional information on the Firms
Licuidity

Risk

Management see pages 96100 of this Annual Report

Commercial paper and other borrowed funds

The Firm uses commercial paper and other borrowed funds as part of

its liquidity management activities to meet short-term funding needs

and in connection with TSS
liquidity management product whereby

excess client funds are transferred into commercial parer overnight

sweep accounts The decrease in other borrowed funds was predomi

nantly due to lower advances from Federal Home Loan Banks the

absence of borrowings from the Federal Reserve under the Term
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Auction Facility program and decline to zero in the balance related

to the Federal Reserve Bank of Boston AML Facility which was ended

on February 2010 For additional information on the Firms Liquid

ity
Risk Management and other borrowed funds see pages 96100

and Note 20 on page 227 of this Annual Report

Accounts payable and other liabilities

Accounts payable and other liabilities consist of accounts payable

to customers primarily from activities related to lBs Prime Services

business payables to brokers dealers and clearing organizations

payables from failed securities purchases accrued expense includ

ing interest-bearing liabilities and all other liabilities including

obligations to return securities received as collateral The decrease

in accounts payable and other liabilities primarily reflected lower

customer payables due predominantly to lower balances in the

brokerage accounts of lBs Prime Services customers

Beneficial interests issued by consolidated VIEs

JPMorgan Chase uses VIEs toassist clients in accessing the finan

cial markets in cost-efficient manner VIE is consolidated if the

Firm will absorb majority of VIEs expected losses receive

majority of VIEs expected residual returns or both Included in

the caption beneficial interests issued by consolidated VIEs are

interest-bearing beneficial-interest liabilities issued by the consoli

dated VIEs which increased as result of the consolidation during

the second quarter of 2009 of multi-seller conduit and credit

card loan securitization trust Washington Mutual Master Trust

For additional information on Firm-sponsored VIEs and loan securi

tization trusts see OffBalance Sheet Arrangements and Contrac

tual Cash Obligations below and Note 16 on pages 214222 of

this Annual Report

Long-term debt

The Firm uses long-term debt including trust preferred capital debt

securities to provide cost-effective and diversified sources of funds

and as critical components of the Firms
liquidity

and
capital man

agement activities Long-term debt decreased slightly predominantly

due to net redemptions and maturities The Firm also issued $11.0

billion and $2.6 billion of non-FDIC guaranteed debt in the U.S and

European markets respectively and $2.5 billion of trust preferred

capital debt securities For additional information on the Firms long-

term debt activities see the Liquidity
Risk Management discussion on

pages 96100 of this Annual Report

Stockholders equity

The decrease in total stockholders equity was largely
due to the

redemption in the second quarter of 2009 of the $25.0 billion

Series Preferred Stock issued to the U.S Treasury pursuant to

TARP and the declaration of cash dividends on preferred and

common stock The decrease was almost entirely
offset by net

income for 2009 the issuance of $5.8 billion of common equity in

the public markets net increase in accumulated other compre

hensive income due
primarily

to net unrealized gains from overall

market spread and market liquidity improvement as well as

changes in the composition of investments in the AFS securities

portfolio and net issuances under the Firms employee stock-based

compensation plans For further discussion see the Capital Man

agement section on pages 9093 Note 23 on pages 23023 and

Note 26 on page 233 of this Annual Report

OFFBALANCE SHEET ARRANGEMENTS AND CONTRACTUAL CASH OBLIGATIONS

JPMorgan Chase is involved with several types of offbalance sheet

arrangements including special purpose entities SPEs and

lending-related financial instruments e.g commitments and

guarantees

Special-purpose entities

The basic SPE structure involves company selling assets to the

SPE The SPE funds the purchase of those assets by issuing
securi

ties to investors in the form of commercial paper
short-term asset-

backed notes medium-term notes and other forms of interest SPEs

are generally structured to insulate investors from claims on the

SPEs assets by creditors of other entities including the creditors of

the seller of the assets

SPE5 are an important part of the financial markets providing

market liquidity by facilitating
investors access to specific portfolios

of assets and risks These arrangements are integral to the markets

for mortgage-backed securities commercial paper and other asset-

backed securities

JPMorgan Chase uses SPEs as source of
liquidity

for itself and its

clients by securitizing
financial assets and by creating investment

products for clients The Firm is involved with SPEs through multi-

seller conduits and investor intermediation activities
and as result

of its loan securitizations through qualifying special purpose enti

ties QSPEs This discussion focuses mostly on multi-seller con

duits and investor intermediation For detailed discussion of all

SPEs with which the Firm is involved and the related accounting

see Note Note 15 and Note l6on pages 1501 51 206213

and 14222 respectively of this Annual Report

During the quarter ended June 30 2009 the Firm took certain

actions related to both the Chase Issuance Trust the Trust and

the Washington Mutual Master Trust the WMM Trust These

actions and their impact on the Firms Consolidated Balance Sheets

and results of operations are further discussed in Note 15 on pages

206213 of this Annual Report

The Firm holds capital as deemed appropriate against all SPE

related transactions and related exposures such as derivative

transactions and lending-related commitments and guarantees

The Firm modifies loans that it services and that were sold to off

balance sheet SPEs pursuant to the U.S Treasurys Making Home

Affordable MHA programs and the Firms other loss mitigation

programs For both the Firms onbalance sheet loans and loans

serviced for others approximately 600000 mortgage modifications

had been offered to borrowers in 2009 Of these 89000 have
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achieved permanent modification Substantially all of the loans

contractually modified to date were modified under the Firms other

loss mitigation programs See Consumer Credit Portfolio on pages

114123 of this Annual Report for more details on these loan

modifications

The Firm has no commitments to issue its own stock to support any

SPE transaction and its policies require that transactions with SPEs

be conducted at arms length and reflect market pricing Consistent

with this policy no JPMorgan Chase employee is permitted to

invest in SPE5 with which the Firm is involved where such invest

ment would violate the Firms Code of Conduct These rules pro

hibit employees from self-dealing and acting on behalf of the Firm

in transactions with which they or their family have any significant

financial interest

Implications of credit rathig downgrade to

JPMorgan Chase Bank NA

For certain liquidity commitments to SPEs the Firm could be required

to provide funding if the short-term credit
rating

of JPMorgan Chase

Bank N.A was downgraded below specific levels primarily P-i

A-i and Fl for Moodys Standard Poors and Fitch respec

tively
The amount of these liquidity commitments was $34.2 billion

and $61.0 billion at December 31 2009 and 2008 respectively

Alternatively if JPMorgan Chase Bank N.A were downgraded the

Firm could be replaced by another liquidity provider in lieu of provid

ing funding under the
liquidity

commitment or in certain circum

stances the Firm could facilitate the sale or refinancing of the assets

in the SPE in order to provide liquidity The Firms liquidity commit

ments to SPEs are included in other unfunded commitments to extend

credit and asset purchase agreements as shown in the Off-balance

sheet lending related financial instruments and guarantees table on

page of this Annual Report

As noted above the Firm is involved with three types of SPE5

multi-seller conduits investor intermediation and its own loan

securitization activities summary of each type of SPE follows

Mu/ti-seller conduits

The Firm helps customers meet their financing needs by providing

access to the commercial paper markets through VIEs known as

multi-seller conduits Multi-seller conduit entities are separate

bankruptcy-remote entities that purchase interests in and make

loans secured by pools of receivables and other financial assets

pursuant to agreements with customers of the Firm The conduits

fund their purchases and loans through the issuance of highly-rated

commercial paper to third-party investors The primary source of

repayment of the commercial paper is the cash flow from the pools

of assets JPMorgan Chase receives fees related to the structuring

of multi-seller conduit transactions and receives compensation from

the multi-seller conduits for its role as administrative agent liquid

ity provider and provider of program-wide credit enhancement

Investor intermediation

As financial intermediary the Firm creates certain types of VIEs

and also structures transactions typically derivative structures with

these VIEs to meet investor needs The Firm may also provide

liquidity
and other support The risks inherent in derivative instru

ments or liquidity
commitments are managed similarly to other

credit market and
liquidity

risks to which the Firm is exposed The

principal types of VIEs the Firm uses in these structuring activities

are municipal bond vehicles credit-linked note vehicles asset swap

vehicles and collateralized debt obligation vehicles

Loan securitiations

JPMorgan Chase securitizes and sells variety of loans including

residential mortgages credit cards automobile student and

commercial loans primarily related to real estate JPMorgan

Chase-sponsored securitizations utilize SPEs as part of the securiti

zation process These SPEs were structured to meet the definition of

QSPE as discussed in Note on pages 150151 of this Annual

Report accordingly the assets and liabilities of securitization

related QSPE5 were not reflected on the Firms Consolidated Bal

anceSheets except for retained interests as described below as of

December 31 2009 The primary purpose
of these vehicles is to

meet investor needs and generate liquidity for the Firm through the

sale of loans to the QSPEs These QSPEs are financed through the

issuance of fixed- or floating-rate asset-backed securities that are

sold to third-party investors or held by the Firm For discussion

regarding the new consolidation guidance for VIEs including securi

tization entities see Accounting for transfers of financial assets

and consolidation of variable interest entities on page 141 of this

Annual Report

Special-purpose entities revenue

The following table summarizes certain revenue information related

to consolidated and nonconsolidated VIEs and QSPEs with which

the Firm has significant involvement The revenue reported in the

table below primarily represents contractual
servicing

and credit fee

income i.e for income from acting as administrator structurer

liquidity provider It does not include mark-to-market gains and

losses from changes in the fair value of trading positions such as

derivative transactions entered into with VIEs Those gains and

losses are recorded in principal transactions revenue

Revenue from VIEs and Securitization Entitiesa

Year ended December 31

in millions 2009 2008 2007

Multi-seller conduits 460 314 187C

Investor intermediation 34 22 33

Q5PEs and other securitization entitiesb 2510 1742 1420

Total 3004 2078 1640

Includes revenue associated with both consolidated VIEs and significant

nonconsolidated VIEs

Excludes servicing revenue from loans sold to and securitized by third parties

Excludes the markdown on subprime COO assets that was recorded in

principal transactions revenue in 2007
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Offbalance sheet lending-related financial

instruments and guarantees

JPMorgan Chase utilizes lending-related financial instruments

commitments and guarantees to meet the financing needs

of its customers The contractual amount of these financial in

struments represents the maximum possible credit risk should the

counterparty draw upon the commitment or the Firm be required

to fulfill its obligation under the guarantee and the counterparty

subsequently fail to perform according to the terms of the con

tract These commitments and guarantees Often expire without

being drawn and even higher proportions expire without de

fault As result the total contractUal amount of these instru

ments is not in the Firms view representative of its actual future

credit exposure or funding requirements For further discussion of

lending-related commitments and guarantees and the Firms

accounting for them see page 113 and Note 31 on pages 238

242 of this Annual Report

The accompanying table on the next page presents as of December

31 2009 the contractual maturity amounts of offbalance sheet

lending-related financial instruments and guarantees The amounts

in the table for credit card and home equity lending-related com

mitments represent the total available credit for these products The

Firm has not experienced and does not anticipate that all available

lines of credit for these products would be utilized at the same

time The Firm can reduce or cancel these lines of credit by provid

ing the borrower prior notice or in some cases without notice as

permitted by law The accompanying table excludes certain com

mitments and guarantees that do not have contractual maturity

date e.g loan sale and securitization-related indemnifications

For further discussion see Note 31 on pages
238242 of this

Annual Report Asset purchase agreements are agreements with

the Firms administered multi-seller asset-backed commercial

paper conduits and otherthird-party entities In 2009 the Firm

consolidated multi-seller conduit due to the redemption of the

expected loss note As result asset purchase agreements in the

following table exclude $7.9 billion at December 31 2009 related

to this consolidated multi-seller conduit The maturities in the

accompanying table are based on the weighted-average life of the

underlying assets in the SPE which are based on the remainder of

each conduit transactions committed liquidity facility plus either

the expected weighted average life of the assets should the com

mitted
liquidity facility expire without renewal or the expected time

to sell the underlying assets in the securitization market

Contractual cash obligations

In the normal course of business the Firm enters into various

contractual obligations that may require future cash payments

Commitments for future cash expenditures primarily include con

tracts to purchase future services and capital expenditures related

to real estaterelated obligations and equipment

The accompanying table on the next page summarizes by remaining

maturity JPMorgan Chases offbalance sheet lending-related finan

cial instruments and significant contractual cash obligations at De

cember 31 2009 Contractual purchases and capital expenditures in

the table below reflect the minimum contractual obligation under

legally enforceable contracts with terms that are both fixed and

determinable Excluded from the following table are number of

obligations to be settled in cash primarily in under one year These

obligations are reflected on the Firms Consolidated Balance Sheets

and include federal funds purchased and securities loaned or sold

under repurchase agreements commercial paper other borrowed

funds purchases of debt and equity instruments derivative payables

and certain purchases of instruments that resulted in settlement

failures Also excluded are contingent payments associated with

certain acquisitions that could not be estimated For discussion re

garding long-term debt including trust preferred capital debt securi

ties see Note 22 on pages 228229 of this Annual Report For

discussion regarding operating leases see Note 30 on page 238 of

this Annual Report
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The following table presents maturity information for off-balance sheet lending-related financial instruments guarantees and other commitments

Offbalance sheet lending-related financial instruments guarantees and other commitments

201 1-2012 2013-2014 After 2014 Total

Lending-related

Consumer

Home equitysenior lien 293 1650 5603 11700 19246 27998

Home equityjunior lien 647 3998 12050 20536 37231 67745

Prime mortgage 1654 1654 5079

Subprime mortgage

Option ARMs

Auto loans 5380 84 5467 4726

Creditcard 569113 569113 623702

All other loans 9907 207 109 1006 11229 12257

Total consumer 586994 5939 17765 33242 643940 741507

Wholesale

Other unfunded commitments to extend credita 71855 94977 20728 4585 192145 189563

Asset purchase agreements 8659 11134 2755 137 22685 53729

Standby letters of credit and financial guaranteesabC 25568 47203 16349 2365 91485 95352

Unused advised lines of credit 31826 3569 62 216 35673 36300

Other letters of creditab 3713 1183 255 16 5167 4927

Total wholesale 141621 158066 40149 7319 347155 379871

Total lending-related 728615 164005 57914 40561 991095 1121378

Other guarantees

Securities lending guaranteesd 170777 170777 169281

Residual value guarantees 670 672 670

Derivatives qualifying as guaranteese 20310 18608 8759 39514 87191 83835

Contractual cash obligations

By remaining maturity at December 31 in millions

Time
deposits 211377 14479 4865 938 231659 299101

Advances from the Federal Home Loan Banks 23597 2583 741 926 27847 70187

Long-term debt 37075 95915 42805 90523 266318 270683

Long-term beneficial interestsO 3957 2515 407 3559 10438 10561

Operating leasesg 1652 3179 2857 8264 15952 16868

Equity investment commitmentsh 1A77 895 2374 2424

Contractual purchases and capital expenditures 2005 862 419 488 3774 2687

Obligations under affinity and co-brand programs 1091 2144 1604 2059 6898 8138

Other liabilities0 906 891 873 2690 5360 5005

Total 283137 122570 54571 110342 $570620 $685654

Represents
the contractual amount net of risk participations totaling $24.6 billion and $26.4 billion for standby letters of credit and other financial

guarantees
at

December 31 2009 and 2008 respectively $690 million and $1.1 billion for other letters of credit at December 31 2009 and 2008 respectively and $643 million and

$789 million for other unfunded commitments to extend credit at December 31 2009 and 2008 respectively In regulatory filings with the Federal Reserve Board these

commitments are shown
gross

of risk participations

JPMorgan Chase held collateral relating to $31.5 billion and $31.0 billion of standby letters of credit respectively
and $1.3 billion and $1.0 billion of other letters of

credit at December 31 2009 and 2008 respectively

Includes unissued standby letters-of-credit commitments of $38.4 billion and $39.5 billion at December 31 2009 and 2008 respectively

Collateral held by the Firm in support of securities lending indemnification agreements was $173.2 billion and $170.1 billion at December 31 2009 and 2008 respectively

Securities lending collateral comprises primarily cash and securities issued by governments
that are members of the Organisation for Economic Co-operation and Development

OECD and U.S government agencies

Represents
notional amounts of derivatives qualifying as guarantees For further discussion of guarantees see Note on pages 175183 and Note 31 on pages

238

242 of this Annual Report

ft Included on the Consolidated Balance Sheets in beneficial interests issued
by

consolidated variable interest entities

Includes noncancelable operating
leases for

premises
and equipment used primarily for banking purposes

and for energy-related tolling service agreements Excludes

the benefit of noncancelable sublease rentals of $1.8 billion and $2.3 billion at December31 2009 and 2008 respectively

Includes unfunded commitments to third-party private equity funds of $1.5 billion and $1.4 billion at December31 2009 and 2008 respectively Also includes un

funded commitments for other equity investments of $897 million and $1.0 billion at December31 2009 and 2008 respectively These commitments include $1.5 bil

lion at December31 2009 related to investments that are generally fair valued at net asset value as discussed in Note on pages 56i 73 of this Annual Report

Includes deferred annuity contracts Excluded contributions to the US pension
and other

postretirement
benefits plans as these contributions are not reasonably

estimable at this time Also excluded are unrecognized tax benefits of $6.6 billion and $5.9 billion at December31 2009 and 2008 respectively as the timing and

amount of future cash payments are not determinable at this time

By remaining maturity at December 31 in millions

2010

onQ 2008

Total
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Managements discussion and analysis

CAPITAL MANAGEMENT

strong capital position is essential to the Firms business strategy

and competitive position The Firms
capital strategy focuses on

long-term stability
which enables it to build and invest in market-

leading businesses even in highly stressed environment Senior

management considers the implications on the Firms
capital

strength prior to making any decision on future business activities

In addition to considering the Firms earnings outlook senior

management evaluates all sources and uses of
capital

and makes

decisions to vary any source or use to preserve the Firms
capital

strength

The Firms capital management objectives are to hold capital
suffi

cient to

Cover all material risks underlying the Firms business activities

Maintain well-capitalized status under regulatory requirements

Achieve debt rating targets

Remain flexible to take advantage of future opportunities and

Build and invest in businesses even in highly stressed

environment

The quality and composition of capital are key factors in senior

managements evaluation of the Firms capital adequacy The Firm

strongly emphasizes the quality of its capital and accordingly holds

significant amount of its capital in the form of common equity

The Firm uses the following three capital disciplines

Regulatory capitalThe capital required according to standards

stipulated by U.S bank regulatory agencies

EconomicrickcapitalA bottoms-up assessment of the underly

ing
risks of the Firms business activities utilizing internal risk-

assessment methodologies

Line of business equity The amount the Firm believes each

business segment would require if it were operating independ

ently which incorporates sufficient capital to address economic

risk measures regulatory capital requirements and capital levels

for
similarly

rated peers

Regulatory capital

The Federal Reserve establishes capital requirements including

well-capitalized standards for the consolidated financial holding

company The Office of the Comptroller of the Currency 0CC
establishes similar capital requirements and standards for the Firms

national banks including JPMorgan Chase Bank NA and Chase

Bank USA N.A

In connection with the U.S Governments Supervisory Capital
As

sessment Program in 2009 U.S banking regulators developed new

measure of capital Tier common capital which is defined as Tier

capital
less elements of Tier

capital
not in the form of common

equity such as perpetual preferred stock noncontrolling interests in

subsidiaries and trust preferred capital
debt securities Tier common

capital non-GAAP financial measure is used by banking regulators

investors and
analysts to assess and compare the

quality
and compo

sition of the Firms
capital

with the
capital

of other financial services

companies The Firm uses Tier common capital along with the

other capital measures presented below to assess and monitor its

capital position

The Federal Reserve granted the Firm for period of 18 months

following the Bear Stearns merger
relief upo certain

specified

amount and subject to certain conditions from the Federal Re

serves risk-based capital and leverage requirements with respect to

Bear Stearns risk-weighted assets and other exposures acquired

The 0CC granted JPMorgan Chase Bank N.A similar relief from its

risk-based capital and leverage requirements The relief would have

ended by its terms on September 30 2009 Commencing in the

second quarter of 2009 the Firm no longer adjusted its risk-based

capital ratios to take into account the relief in the calculation of its

risk-based
capital

ratios as of June 30 2009

JPMorgan Chase maintained Tier and Total
capital

ratios at

December 31 2009 and 2008 in excess of the well-capitalized

standards established by the Federal Reserve as indicated in the

tables below In addition the Firms Tier common ratio was

significantly
above the 4% well-capitalized standard that was

established at the time of the Supervisory Capital Assessment

Program For more information see Note 29 on pages 236237

of this Annual Report

Risk-based capital ratios

December 31 in millions 2009 2008

Tier capitala 11.1% 10.9%

Total capital 14.8 14.8

Tier leverage
6.9 6.9

Tier common 8.8 7.0

On
January 2010 the Firm adopted new accounting standards which required

the consolidation of the Firms credit card securitization trusts bank-administered asset-

backed commercial
paper conduits and certain mortgage and other consumer securiti

zationentities Refer to Note 16 on pages 214222 of this Annual Report
for additional

information about the impact to the Firm of the new guidance
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reconciliation of Total stockholders equity to Tier common

capital Tier
capital

and Total qualifying capital is presented in the

table below

Risk-based capital components and assets

December 31 in millions 2009 2008

Tier capital

Tier common capital

Total stockholders equity 165365 166884

Less Preferred stock 8152 31939

Common stockholders equity 157213 134945

Effect of certain items in accumulated

other comprehensive income/loss

excluded from Tier common equity 75 5084

Less Goodwilla 46630 46417

Fair value OVA on derivative and

structured note liabilities related

to the Firms credit quality 912 2358

Investments in certain subsidiaries 802 679

Other intangible assets 3660 3667

Tier common capital 105284 86908

Preferred stock 8152 31939

Qualifying hybrid
securities and noncon

trolling interestsb 19535 17257

Total Tier capital 132971 136104

Tier capital

Long-term debt and other instruments

qualifying as Tier
capital 28977 31659

Qualifying allowance for credit losses 15296 17187

Adjustment for investments in certain

subsidiaries and other 171 230

Total Tier capital 44102 48616

Total qualifying capital 177073 184720

Risk-weighted assetsC 1198006 1244659

Total adjusted average
assetsd 1933767 1966895

Goodwill is net of any associated deferred tas liabilities

bI Primarily includes trust preferred capital debt securities of certain business trusts

cI Includes offbalance sheet risk-weighted assets at December 31 2009 and 2008 of

$367.4 billion and $357.5 billion respectively Risk-weighted assets are calculated is

accordance with U.s federal
regulatory capital standards

dl Adjusted average assets for
purposes

of calculating the leverage ratio include

total
average assets adjusted

for unrealized
gains/Iosses on securities less de

ductions for disallowed goodwill and other intangible assets investments in cer

tain subsidiaries and the total adjusted carrying value of nonfinancial equity

investments that are subject to deductions from Tier capital

The Firms Tier common capital
was $105.3 billion at December31

2009 compared with $86.9 billion at December 31 2008 an in

crease of $18.4 billion The increase was due to net income adjusted

for DVA of $13.2 billion $5.8 billion issuance of common stock in

June 2009 and net issuances of common stock under the Firms

employee stock-based compensation plans of $2.7 billion The in

crease was partially
offset by $2.1 billion of dividends on preferred

and common stock and the $1.1 billion one-time noncash adjustment

to common stockholders equity related to the redemption of the

$25.0 billion Series Preferred Stock issued to the U.S Treasury

under the
Capital

Purchase Program On June 2009 the Firm issued

$5.8 billion or 163 million shares of common stock to satisfy regula

tory
condition requiring the Firm to demonstrate it could access the

equity capital markets in order to be eligible to redeem the Series

Preferred Stock issued to the U.S Treasury The proceeds from this

issuance were used for general corporate purposes

The Firms Tier capital was $133.0 billion at December31 2009

compared with $136.1 billion at December 31 2008 decrease of

$3.1 billion The decrease in Tier capital reflects the redemption of

the Series Preferred Stock partially offset by the increase in Tier

common capital and $2.3 billion net issuances of qualifying trust

preferred capital debt securities

Additional information regarding the Firms regulatory capital ratios

and the related federal regulatory capital requirements and the

capital
ratios of the Firms significant banking subsidiaries at

December 31 2009 and 2008 are presented in Note 29 on pages

236237 of this Annual Report

Capital Purchase Program

Pursuant to the Capital Purchase Program on October 28 2008

the Firm issued to the U.S Treasury for total proceeds of $25.0

billion 2.5 million shares of Series Preferred Stock and ii

Warrant to purchase up to 88401697 shares of the Firmscom

mon stock at an exercise
price

of $42.42 per share subject to

certain antidil-ution and other adjustments On June 17 2009 the

Firm redeemed all of the outstanding shares of Series Preferred

Stock and repaid the full $25.0 billion
principal amount together

with accrued dividends The U.S Treasury exchanged the Warrant for

88401697 warrants each of which is warrant to purchase share

of the Firms common stock at an exercise price of $42.42 per share

and on December 11 2009 sold the warrants in secondary public

offering for $950 million The Firm did not purchase any of the war

rants sold by the U.S Treasury

Basel II

The minimum risk-based capital requirements adopted by the U.S

federal banking agencies follow the Capital Accord of the Basel

Committee on Banking Supervision In 2004 the Basel Committee

published revision to the Accord Basel Il The goal of the new

Basel II Framework is to provide more risk-sensitive regulatory

capital
calculations and promote enhanced risk management prac

tices among large internationally
active banking organizations

U.S banking regulators published final Basel IT rule in December

2007 which will require JPMorgan Chase to implement Basel II at

the holding company level as well as at certain of its key U.S bank

subsidiaries

Prior to full implementation of the new Basel II Framework JPMor

gan Chase will be required to complete qualification period of

four consecutive-quarters during which it will need to demonstrate

that it meets the requirements of the new rule to the satisfaction of

its primary U.S banking regulators The U.S implementation time

table consists of the qualification period starting no later than
April

2010 followed by minimum transition period of three years

During the transition period Basel II risk-based
capital require

ments cannot fall below certain floors based on current Basel

regulations JPMorgan Chase expects to be in compliance with all

relevant Basel II rules within the established timelines In addition

the Firm has adopted and will continue to adopt based on various

established timelines Basel II rules in certain non-U.S jurisdictions

as required
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Broker-dealer regulatory capital

JPMorgan Chases principal U.S broker-dealer subsidiaries

are J.P Morgan Securities Inc JPMorgan Securities and

J.P Morgan Clearing Corp JPMorgan Securities and J.P Morgan

Clearing Corp are each subject to Rule 5c3-1 under the Securi

ties Exchange Act of 1934 Net Capital Rule JPMorgan

Securities and J.P Morgan Clearing Corp are also registered as

futures commission merchants and subject to Rule 1.17 under the

Commodity Futures Trading Commission CFTC J.P Morgan

Clearing Corp subsidiary of JPMorgan Securities provides

clearing and settlement services

JPMorgan Securities and i.P Morgan Clearing Corp have elected to

compute their minimum net capital requirements in accordance with

the Alternative Net Capital Requirements of the Net Capital Rule

At December 31 2009 JPMorgan Securities net capital as defined

by the Net Capital Rule of $7.4 billion exceeded the minimum re

quirement by $6.9 billion J.P Morgan Clearing Corp.s net capital
of

$5.2 billion exceeded the minimum requirement by $3.6 billion

In addition to its minimum net capital requirement JPMorgan

Securities is required to hold tentative net capital in excess of $1.0

billion and is also required to notify the Securities and Exchange

Commission SEC in the event that tentative net capital is less

than $5.0 billion in accordance with the market and credit risk

standards of Appendix of the Net Capital Rule As of December

31 2009 JPMorgan Securities had tentative net capital in excess of

the minimum and notification requirements

Economic risk capital

JPMorgan Chase assesses its
capital adequacy relative to the risks

underlying its business activities using internal risk-assessment

methodologies The Firm measures economic capital primarily

based on four risk factors credit market operational and private

equity risk The growth in economic risk capital from 2008 was

primarily
driven by higher credit risk capital within the consumer

businesses due to the full year effect of the Washington Mutual

transaction and revised performance data in
light

of the recent

weak economic environment

Economic risk capital Yearly Average

in billions
2009 2008

Credit risk 51.3 37.8

Market risk 15.4 10.5

Operational risk 8.5 6.3

Private equity
risk 4.7 53

Economic risk capital 79.9 59.9

Goodwill 48.3 46.1

Othera 17.7 23.1

Total common stockholders equity 145.9 129.1

Reflects additional capital required in the Firms viewto meet its regulatory

and debt rating objectives

Credit risk capital

Credit risk capital is estimated separately for the wholesale businesses

IB CB TSS and AM and consumer businesses RFS and CS

Credit risk capital for the overall wholesale credit
portfolio

is de

fined in terms of unexpected credit losses both from defaults and

declines in the portfolio value due to credit deterioration measured

over one-year period at confidence level consistent with an

AA credit rating standard Unexpected losses are losses in excess

of those for which allowance for credit losses are maintained The

capital methodology is based on several principal drivers of credit

risk exposure at default or loan-equivalent amount default

likelihood credit spreads loss severity and portfolio
correlation

Credit risk capital for the consumer portfolio is based on product

and other relevant risk segmentation Actual segment level default

and
severity experience are used to estimate unexpected losses for

one-year horizon at confidence level consistent with an AA
credit

rating
standard Results for certain segments or portfolios are

derived from available benchmarks and are not model-driven

Market risk capital

The Firm calculates market risk capital guided by the principle that

capital
should reflect the risk of loss in the value of portfolios

and

financial instruments caused by adverse movements in market vari

ables such as interest and foreign exchange rates credit spreads

securities
prices

and commodities prices taking into account the

liquidity
of the financial instruments Results from daily VaR biweekly

stress-test issuer credit spread and default risk calculations as well as

other factors are used to determine appropriate capital levels Market

risk
capital

is allocated to each business segment based on its risk

contribution See Market Risk Management on pages 126132 of

this Annual Report for more information about these market risk

measures

Operational risk capital

Capital is allocated to the lines of business for operational risk

using risk-based
capital

allocation methodology which estimates

operational risk on bottoms-up basis The operational risk capital

model is based on actual losses and potential scenario-based stress

losses with adjustments to the
capital

calculation to reflect

changes in the
quality

of the control environment or the use of risk-

transfer products The Firm believes its model is consistent with the

new Basel II Framework See Operational Risk Management on

page 133 of this Annual Report for more information about opera

tional risk

Private equity risk capital

Capital
is allocated to privately-

and
publicly-

held securities third-

party
fund investments and commitments in the private equity port

folio to cover the
potential

loss associated with adecline in equity

markets and related asset devaluations In addition to negative

market fluctuations potential
losses in

private equity investment

portfolios can be magnified by liquidity
risk The

capital
allocation for

the private equity portfolio
is based on measurement of the loss

experience suffered by the Firm and other market
participants over

prolonged period of adverse equity market conditions

Line of business equity

The Firms framework for allocating capital is based on the following

objectives

Integrate firmwide capital management activities with capital

management activities within each of the lines of business
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Measure performance consistently across all lines of business

Provide comparability with peer firms for each of the lines of

business

Equity for line of business represents the amount the Firm believes

the business would
require

if it were operating independently incor

porating sufficient capital to address economic risk measures regula

tory capital requirements and
capital

levels for similarly rated peers

Capital is also allocated to each line of business for among other

things goodwill and other intangibles
associated with

acquisitions

effected by the line of business Return on common equity is meas

ured and internal
targets

for expected returns are established as key

measure of business segments performance

Relative to 2008 line of business equity remained largely un

changed during 2009

Line of business equity

December 31 in billions 2009 2008

Investment Bank 33.0 33.0

Retail Financial Services 25.0 25.0

Card Services 5.0 5.0

Commercial Banking 8.0 8.0

Treasury
Securities Services 5.0 4.5

Asset Management 7.0 7.0

Corporate/Private Equity
64.2 42.4

Total common stockholders equity 157.2 134.9

Line of business equity Yearly Average

in billions
2009 2008

Investment Bank 33.0 26.1

Retail Financial Services 25.0 19.0

Card Services 15.0 14.3

Commercial Banking 8.0 7.3

Treasury
Securities Services 5.0 3.8

Asset Management 7.0 5.6

Corporate/Private Equity
52.9 53.0

Total common stockholders equity 145.9 129.1

In 2010 the Firm will enhance its line of business equity framework

to better
align equity assigned to each line of business with the

anticipated changes in the business as well as changes in the com

petitive
and regulatory landscape The lines of business will be capi

talized based on the Tier common standard rather than the Tier

Capital
standard

Capital actions

Dividends

On February 23 2009 the Board of Directors reduced the Firms

quarterly common stock dividend from $0.38 to $0.05 per share

effective with the dividend paid on April 30 2009 to shareholders

of record on April
2009 The action enabled the Firm to retain

approximately $5 billion in common equity during 2009 and was

taken to ensure the Firm had sufficient capital strength in the event

the very
weak economic conditions that existed at the beginning of

the year further deteriorated

For information regarding dividend restrictions see Note 23 and

Note 28 on pages 230231 and 236 respectively of this Annual

Report

The following table shows the common dividend payout ratio based

on reported net income

Common dividend payout ratio

Year ended December 31

Common dividend payout ratio

Issuance

On June 2009 the Firm issued $5.8 billion or 163 million

shares of common stock at $35.25 per
share On September 30

2008 the Firm issued $11.5 billion or 284 million shares of com

mon stock at $40.50 per share The proceeds from these issuances

were used for general corporate purposes For additional informa

tion regarding common stock see Note 24 on pages 23 1232 of

this Annual Report

Stock repurchases

In April 2007 the Board of Directors approved stock repurchase

program that authorizes the repurchase of up to $10.0 billion of the

Firms common shares In connection with the U.S Treasurys sale of

the warrants it received as part
of the Capital Purchase Program the

Board of Directors amended the Firms securities repurchase program

to authorize the repurchase of warrants for its stock During the years

ended December 31 2009 and 2008 the Firm did not repurchase

any shares of its common stock As of December 31 2009 $6.2

billion of authorized repurchase capacity remained under the repur

chase program with respect to repurchases of common stock and all

the authorized repurchase capacity remained with respect to the

warrants

The authorization to repurchase common stock and warrants will

be utilized at managements discretion and the timing of purchases

and the exact number of shares and warrants purchased is subject

to various factors including market conditions legal considerations

affecting the amount and timing of repurchase activity the Firms

capital position taking into account goodwill and intangibles

internal capital generation and alternative potential investment

opportunities The repurchase program does not include specific

price targets or timetables may be executed through open market

purchases or privately negotiated transactions or utilizing Rule

lobs-i programs and may be suspended at anytime Rule

10b5-l repurchase plan allows the Firm to repurchase its equity

during periods when it would not otherwise be repurchasing com

mon stock for example during internal trading black-out peri

ods All purchases under Rule 10b5-1 plan must be made

according to predefined plan that is established when the Firm is

not aware of material nonpublic information

For additional information regarding repurchases of the Firms equity

securities see Part II Item Market for registrants common equity

related stockholder matters and issuer purchases of equity securities

on page 18 of JPMorgan Chases 2009 Form 10-K

2009 2008 2007

9% 114% 34%
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RISK MANAGEMENT

Risk is an inherent part of JPMorgan Chases business activities and

the Firms overall risk tolerance is established in the context of the

Firms earnings power capital and diversified business model The

Firms risk management framework and governance structure are

intended to provide comprehensive controls and ongoing manage

ment of the major risks inherent in its business activities It is also

intended to create culture of risk awareness and personal responsi

bility throughout the Firm The Firms ability to properly identify

measure monitor and report risk is critical to both its soundness and

profitability

Risk identification The Firms exposure to risk through its daily

business dealings including lending trading and capital markets

activities is identified and aggregated through the Firms risk

management infrastructure In addition individuals who manage

risk positions particularly those that are complex are responsible

for identifying and estimating potential losses that could arise from

specific or unusual events that may not be captured in other mod

els and those risks are communicated to senior management

Risk measurement The Firm measures risk using variety of

methodologies including calculating probable loss unexpected

loss and value-at-risk and by conducting stress tests and making

comparisons to external benchmarks Measurement models and

related assumptions are routinely reviewed with the goal of en

suring that the Firms risk estimates are reasonable and reflect

underlying positions

Risk monitoring/control The Firms risk management policies

and procedures incorporate risk mitigation strategies and include

approval limits by customer product industry country and busi

ness These limits are monitored on daily weekly and monthly

basis as appropriate

Risk reporting Executed on both line of business and con

solidated basis This information is reported to management on

daily weekly and monthly basis as appropriate There are

eight major risk types identified in the business activities of the

Firm
liquidity risk credit risk market risk interest rate risk pri

vate equity risk operational risk legal
and

fiduciary risk and

reputation risk

Risk governance

The Firms risk governance structure starts with each line of business

being responsible for managing its own risks Each line of business

works closely with Risk Management through its own risk committee

and its own chief risk officer to manage its risk Each line of business

risk committee is responsible for decisions regarding the business risk

strategy policies
andcontrols The Firms Chief Risk Officer is

member of the line of business risk committees

Overlaying the line of business risk management are four corporate

functions with risk managementrelated responsibilities including

the Chief Investment Office Corporate Treasury Legal and Compli

ance and Risk Management

Risk Management is headed by the Firms Chief Risk Officer who is

member of the Firms Operating Committee and who reports to

the Chief Executive Officer and the Board of Directors primarily

through the Boards Risk Policy Committee Risk Management is

responsible for providing an independent firmwide function of risk

management and controls Within the Firms Risk Management

function are units responsible for credit risk market risk operational

risk and private equity risk as well as risk reporting risk policy and

risk technology and operations Risk technology and operations is

responsible for building the information technology infrastructure

used to monitor and manage risk

The Chief Investment Office and Corporate Treasury are responsi

ble for measuring monitoring reporting and managing the Firms

liquidity interest rate and foreign exchange risk

Legal and Compliance has oversight for legal and fiduciary risk

In addition to the risk committees of the lines of business and the

above-referenced risk management functions the Firm also has an

Investment Committee an Asset-Liability Committee and three

other risk-related committees the Risk Working Group the Global

Counterparty Committee and the Markets Committee All of these

committees are accountable to the Operating Committee which is

involved in setting the Firms overall risk appetite The membership

of these committees are composed of senior management of the

Firm including representatives of lines of business Risk Manage

ment Finance and other senior executives The committees meet

frequently to discuss broad range of topics including for example

current market conditions and other external events risk exposures

and risk concentrations to ensure that the impact of risk factors are

considered broadly across the Firms businesses
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Operating Committee

Legal and Compliance Legal and Fiduciary Risk

The Asset-Liability Committee monitors the Firms overall interest

rate risk and liquidity risk ALCO is responsible for reviewing and

approving the Firms liquidity policy and contingency funding plan

ALCO also reviews the Firms funds transfer
pricing policy through

which lines of business transfer interest rate and foreign ex

change risk to Corporate Treasury in the Corporate/Private Equity

segment earnings at risk overall interest rate position funding

requirements and strategy and the Firms securitization programs

and any required liquidity support by the Firm of such programs

The Investment Committee chaired by the Firms Chief Financial

Officer oversees global merger and acquisition activities under

taken by iPMorgan Chase for its own account that fall outside the

scope of the Firms private equity and other
principal

finance

activities

The Risk Working Group is chaired by the Firms Chief Risk Officer

and meets monthly to review issues that cross lines of business

such as risk policy risk methodology Basel II and other regulatory

issues and such other topics referred to it by line-of-business risk

committees or the Firms Chief Risk Officer

The Markets Committee chaired by the Chief Risk Officer meets

weekly to review monitor and discuss significant
risk matters

which may include credit market and operational risk issues

market moving events large transactions hedging strategies

reputation risk conflicts of interest and other issues

The Global Counterparty Committee designates to the Chief Risk

Officer of the Firm certain
courrterparties

with which the Firm may

trade at exposure
levels above portfolio-established thresholds

when deemed appropriate to support the Firms trading activities

The Committee meets quarterly to review total exposures with

these counterparties with
particular

focus on counterparty trading

exposures and to direct changes in exposure levels as needed

The Board of Directors exercises its oversight of risk management

principally through the Boards Risk
Policy

Committee and Audit

Committee The Risk
Policy

Committee oversees senior manage

ment risk-related
responsibilities including reviewing management

policies
and performance against these policies and related bench

marks The Audit Committee is responsible for oversight of guide

lines and
policies

that govern the process by which risk assessment

and management is undertaken In addition the Audit Committee

reviews with management the system of internal controls and

financial reporting that is relied upon to provide reasonable assur

ance of compliance with the Firms operational risk management

processes

Asset

TSS

Management
Risk

Risk

Committee
Committee

Corporate Treasury and Chief Investment Office Liquidity Interest Rate and Foreign Exchange Risk

Risk Management Market Credit Operational and Private Equity Risk
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LIQUIDITY RISK MANAGEMENT

The
ability to maintain sufficient level of

liquidity is crucial to finan

cial services companies particularly
their

ability to maintain appropri

ate levels of
liquidity during periods of adverse conditions JPMorgan

Chases primary sources of
liquidity

include diversified deposit base

and access to the long-term debt including trust preferred capital
debt

securities and
equity capital

markets The Firms funding strategy is

intended to ensure liquidity and diversity
of funding sources to meet

actual and contingent liabilities during both normal and stress peri

ods Consistent with this strategy JPMorgan Chase maintains large

pools of highly liquid unencumbered assets and significant sources of

secured funding and monitors its capacity in the wholesale funding

markets across various geographic regions and in various currencies

The Firm also maintains access to secured funding capacity through

overnight borrowings from various central banks Throughout the

recent financial crisis the Firm successfully raised both secured and

unsecured funding

Governance

The Firms governance process is designed to ensure that its liquid

ity position remains strong The Asset-Liability Committee reviews

and approves the Firms liquidity policy and contingency funding

plan Corporate Treasury formulates and is responsible for execut

ing the Firms liquidity policy and contingency funding plan as well

as measuring monitoring reporting and managing the Firms

liquidity risk profile JPMorgan Chase uses centralized approach for

liquidity risk management to maximize
liquidity access minimize

funding costs and permit identification and coordination of global

liquidity risk This approach involves frequent communication with the

business segments disciplined management of liquidity at the parent

holding company comprehensive market-based pricing of all

assets and liabilities continuous balance sheet management

frequent stress testing of liquidity sources and frequent reporting

to and communication with senior management and the Board of

Directors regarding the Firms liquidity position

Liquidity monitoring

The Firm monitors
liquidity trends tracks historical and prospec

tive on and offbalance sheet
liquidity obligations identifies

and measures internal and external
liquidity warning signals to

permit early
detection of

liquidity issues and manages contin

gency planning including identification and
testing

of various

company-specific and market-driven stress scenarios Various

tools which together contribute to an overall firmwide
liquidity

perspective are used to monitor and manage liquidity Among

others these include
analysis

of the timing of
liquidity sources

versus liquidity uses i.e funding gaps over periods ranging from

overnight to one year ii management of debt and
capital

issu

ances to ensure that the
illiquid portion of the balance sheet can

be funded by equity long-term debt including trust preferred

capital debt securities and deposits the Firm believes to be

stable and iii assessment of the Firms capacity to raise incre

mental unsecured and secured funding

Liquidity
of the parent holding company

and its nonbank subsidi

aries is monitored independently as well as in conjunction with

the
liquidity

of the Firms bank subsidiaries At the parent holding

company level long-term funding is managed to ensure that the

parent holding company has at minimum sufficient
liquidity to

cover its obligations and those of its nonbank subsidiaries within

the next 12 months For bank subsidiaries the focus of liquidity

risk management is on maintenance of unsecured and secured

funding capacity sufficient to meet on and offbalance sheet

obligations

component of liquidity management is the Firms contingency

funding plan The goal of the plan is to ensure appropriate liquid

ity during normal and stress periods The plan considers various

temporary and long-term stress scenarios where access to whole

sale unsecured funding is severely limited or nonexistent taking

into account both on and offbalance sheet exposures and

separately evaluates access to funding sources by the parent

holding company and the Firms bank subsidiaries

Recent events

The extraordinary levels of volatility exhibited in global markets

during the second half of 2008 began to subside in 2009 Market

participants were able to regain access to the debt equity and

consumer loan securitization markets as spreads tightened and

liquidity returned to the markets

The Firm believes its
liquidity position

is strong based on its
liquidity

metrics as of December 31 2009 The Firm believes that its unse

cured and secured funding capacity is sufficient to meet its on and

offbalance sheet obligations JPMorgan Chases long-dated funding

including core liabilities exceeded illiquid assets

On March 30 2009 the Federal Reserve announced that effec

tive April 27 2009 it would reduce the amount it lent against

certain loans pledged as collateral to the Federal Reserve Banks

for discount window or payment-system risk purposes in order to

reflect recent trends in the values of those types of collateral On

October 19 2009 the Federal Reserve further reduced the

amount it lent against such collateral These changes by the

Federal Reserve did not have material impact on the Firms

aggregate funding capacity

The Firm participated in the FDICs Temporary LiqUidity Guarantee

Program the TLG Program which was implemented in late

2008 as temporary measure to help restore confidence in the

financial system This program is comprised of two components

the Debt Guarantee Program that provided an FDIC guarantee for

certain senior unsecured debt issued through October 31 2009

and the Transaction Account Guarantee Program the TAG

Program that provides unlimited insurance on certain noninter

est-bearing transaction accounts The expiration date of the TAG

Program was extended by six months from December 31 2009

to June 30 2010 to provide continued support to those institu

tions most affected by the recent financial crisis and to phase out
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the program in an orderly manner On October 22 2009 the Firm

notified the FDIC that as of January 2010 it would no longer

participate in the TAG Program As result of the Firms decision

to opt out of the program after December 31 2009 funds held

in noninterest-bearing transaction accounts will no longer be

guaranteed in full but will be insured up to $250000 under the

FDICs general deposit rules The insurance amount of $250000

per depositor is in effect through December31 2013 On January

2014 the insurance amount will return to $100000 per de

positor for all account categories except Individual Retirement

Accounts IRAs and certain other retirement accounts which

will remain at $250000 per depositor

Funding

Sources of funds

The deposits held by the RFS CB TSS and AM lines of business are

generally stable sources of funding for JPMorgan Chase Bank N.A

As of December31 2009 total deposits for the Firm were $938.4

billion compared with $1.0 trillion at December 31 2008 signifi

cant portion of the Firms deposits are retail deposits 38% at

December 31 2009 which are less sensitive to interest rate

changes or market volatility
and therefore are considered more

stable than market-based i.e wholesale liability balances In

addition through the normal course of business the Firm benefits

from substantial liability
balances originated by RFS CB TSS and

AM These franchise-generated liability
balances include deposits

as well as deposits that are swept to onbalance sheet liabilities

e.g commercial paper
federal funds purchased and securities

loaned or sold under repurchase agreements significant portion

of which are considered to be stable and consistent sources of

funding due to the nature of the businesses from which they are

generated For further discussions of deposit and liability balance

trends see the discussion of the results for the Firms business

segments and the Balance sheet analysis on pages 6381 and 84

86 respectively of this Annual Report

Additional sources of funding include variety of unsecured short-

and long-term instruments including
federal funds purchased

certificates of deposit time deposits bank notes commercial paper

long-term debt trust preferred capital debt securities preferred

stock and common stock Secured sources of funding include

securities loaned or sold under repurchase agreements asset-

backed securitizations and borrowings from the Chicago Pitts

burgh and San Francisco Federal Home Loan Banks The Firm also

borrows from the Federal Reserve including discount-window

borrowings the Primary Dealer Credit Facility and the Term Auction

Facility however the Firm does not view such borrowings from the

Federal Reserve as primary means of funding

Issuance

Funding markets are evaluated on an ongoing basis to achieve an

appropriate global balance of unsecured and secured funding at

favorable rates Generating funding from broad range
of

sources in variety
of geographic locations enhances financial

flexibility and limits dependence on any one source

During 2009 and 2008 the Firm issued $19.7 billion and $20.8

billion respectively of FDIC-guaranteed long-term debt under the

TLG Program which became effective in October 2008 In 2009 the

Firm also issued non-FDIC guaranteed debt of $16.1 billion includ

ing $11.0 billion of senior notes and $2.5 billion of trust preferred

capital
debt securities in the U.S market and $2.6 billion of senior

notes in the European markets In 2008 the Firm issued non-FDIC

guaranteed debt of $23.6 billion including $12.2 billion of senior

notes and $1.8 billion of trust preferred capital
debt securities in the

U.S market and $9.6 billion of senior notes in non-U.S markets

Issuing
non-FDIC guaranteed debt in the

capital
markets in 2009

was prerequisite
to redeeming the $25.0 billion of Series Pre

ferred Stock In addition during 2009 and 2008 JPMorgan Chase

issued $15.5 billion and $28.0 billion respectively
of lB structured

notes that are included within long-term debt During 2009 and

2008 $55.7 billion and $62.7 billion respectively of long-term

debt including trust preferred capital
debt securities matured or

was redeemed including $27.2 billion and $35.8 billion respec

tively of lB structured notes the maturities or redemptions in 2009

offset the issuances during the period During 2009 and 2008 the

Firm also securitized $26.5 billion and $21.4 billion respectively
of

credit card loans

Replacement capital covenants

In connection with the issuance of certain of its trust preferred

capital debt securities and its noncumulative perpetual preferred

stock the Firm has entered into Replacement Capital Covenants

RCCs These RCCs grant certain rights
to the holders of cov

ered debt as defined in the RCCs that
prohibit

the repayment

redemption or purchase of such trust preferred capital
debt securi

ties and noncumulative perpetual preferred stock except with

limited exceptions to the extent that JPMorgan Chase has received

in each such case specified amounts of proceeds from the sale of

certain qualifying securities Currently the Firms covered debt is its

5.875% Junior Subordinated Deferrable Interest Debentures Series

due in 2035 For more information regarding these covenants

reference is made to the respective RCCs including any supple

ments thereto entered into by the Firm in ration to such trust

preferred capital debt securities and noncumulative perpetual

preferred stock which are available in filings made by the Firm

with the U.S Securities and Exchange Commission

Cash flows

For the years
ended December 31 2009 2008 and 2007 cash

and due from banks decreased $689 million $13.2 billion and

$268 million respectively The following discussion highlights the

major activities and transactions that affected JPMorgan Chases

cash flows during 2009 2008 and 2007

Cash flows from operathg activities

JPMorgan Chases operating assets and liabilities support the

Firms capital markets and lending activities including the origi

nation or purchase of loans
initially designated as held-for-sale

Operating assets and liabilities can vary significantly
in the normal

course of business due to the amount and timing of cash flows

which are affected by client-driven activities
market conditions

JpMorgan
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and trading strategies Management believes cash flows from

operations available cash balances and the Firms ability to

generate cash through short- and long-term borrowings are

sufficient to fund the Firms operating liquidity
needs

For the years ended December 31 2009 and 2008 net cash pro

vided by operating activities was $121.9 billion and $23.1 billion

respectively
while for the year ended December 31 2007 net cash

used in operating activities was $110.6 billion In 2009 the net

decline in trading assets and liabilities was affected by balance

sheet management activities and the impact of the challenging

capital
markets environment that existed at December 31 2008

and continued into the first half of 2009 In 2009 and 2008 net

cash generated from operating activities was higher than net in

come largely as result of adjustments for non-cash items such as

the
provision

for credit losses In addition for 2009 and 2008

proceeds from sales securitizations and paydowns of loans origi

nated or purchased with an initial intent to sell were higher than

cash used to acquire such loans but the cash flows from these loan

activities remained at reduced levels as result of the lower activity

in these markets since the second half of 2007

For the year ended December 31 2007 the net cash used in trad

ing activities reflected more active capital markets environment

largely
from client-driven market-making activities Also during

2007 cash used to oriinate or purchase loans held-for-sale was

higher than proceeds from sales securitizations and paydowns of

such loans although these activities were affected by significant

deterioration in liquidity in the second half of 2007

Cash flows from investing actMties

The Firms investing activities predominantly include originating

loans to be held for investment the AFS securities portfolio and

other short-term interest-earning assets For the year ended

December 31 2009 net cash of $29.4 billion was provided by

investing activities primarily from decrease in deposits with

banks reflecting lower demand for inter-bank lending and lower

deposits with the Federal Reserve Bank relative to the elevated

levels at the end of 2008 net decrease in the loan portfolio

across most businesses driven by continued lower customer

demand and loan sales in the wholesale businesses lower charge

volume on credit cards slightly higher credit card securitizations

and paydowns and the maturity of all asset-backed commercial

paper issued by money market mutual funds in connection with

the AML facility of the Federal Reserve Bank of Boston Largely

offsetting these cash proceeds were net purchases of AFS securi

ties associated with the Firms management of interest rate risk

and investment of cash resulting from an excess funding position

For the year ended December 31 2008 net cash of $283.7

billion was used in investing activities primarily
for increased

deposits with banks as the result of the
availability

of excess cash

for short-term investment opportunities through interbank lend

ing and reserve balances held by the Federal Reserve which

became an investing activity
in 2008 reflecting policy change of

the Federal Reserve to pay interest to depository institutions on

reserve balances net purchases of investment securities in the

AFS portfolio to manage the Firms exposure to interest rate

movements net additions to the wholesale loan portfolio from

organic growth in CB additions to the consumer prime mortgage

portfolio as result of the decision to retain rather than sell new

originations of nonconforming prime mortgage loans an increase

in securities purchased under resale agreements reflecting growth

in demand from clients for liquidity and net purchases of asset-

backed commercial paper from money market mutual funds in

connection with the AML facility of the Federal Reserve Bank of

Boston Partially offsetting these uses of cash were proceeds from

loan sales and securitization activities as well as net cash received

from acquisitions and the sale of an investment Additionally in

June 2008 in connection with the Bear Stearns merger the Firm

sold assets acquired from Bear Stearns to the FRBNY and received

cash proceeds of $28.85 billion

For the year ended December 12007 net cash of $74.2 billion

was used in investing activities primarily
for funding purchases in

the AFS securities portfolio to manage the Firms exposure to

interest rate movements net additions to the wholesale retained

loan portfolios in IB CB and AM mainly as result of business

growth net increase in the consumer retained loan
portfolio

primarily reflecting growth in RFS in home equity loans and net

additions to the RFSs subprime mortgage loans
portfolio which

was affected by managements decision in the third quarter to

retain rather than sell new subprime mortgages growth in prime

mortgage loans originated by RFS and AM that were not eligible to

be sold to U.S government agencies or U.S government-sponsored

enterprises and increases in securities purchased under resale

agreements as result of higher level of cash that was available

for short-term investment opportunities in connection with the

Firms efforts to build
liquidity

These net uses of cash were partially

offset by cash proceeds received from sales and maturities of AFS

securities and from credit card residential mortgage student and

wholesale loan sales and securitization activities

Cash flows from æancfr7g ad/v/ties

The Firms financing activities
primarily reflect cash flows related to

raising
customer deposits and

issuing long-term debt including

trust preferred capital
debt securities as well as preferred and

common stock In 2009 net cash used in financing activities was

$152.2 billion this reflected decline in wholesale deposits pre

dominantly in TSS driven by the continued normalization of whole

sale deposit levels
resulting

from the
mitigation

of credit concerns

compared with the heightened market
volatility and credit concerns

in the latter
part

of 2008 decline in other borrowings due to the

absence of borrowings from the Federal Reserve under the Term

Auction
Facility program net repayments of advances from Federal

Home Loan Banks and the maturity of the nonrecourse advances

under the Federal Reserve Bank of Boston AML Facility the June

17 2009 repayment in full of the $25.0 billion principal amount of

Series Preferred Stock issued to the U.S Treasury and the pay

ment of cash dividends on common and preferred stock Cash was

also used for the net repayment of long-term debt and trust pre
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ferred capital debt securities as issuances of FDIC-guaranteed debt

and non-FDIC guaranteed debt in both the U.S and European

markets were more than offset by redemptions Cash proceeds

resulted from an increase in securities loaned or sold under repur

chase agreements partly attributable to favorable pricing and to

financing the increased size of the Firms AFS securities portfolio

and the issuance of $5.8 billion of common stock There were no

repurchases in the open market of common stock or the warrants

during 2009

In 2008 net cash provided by financing activities was $247.8

billion due to growth in wholesale deposits in particular inter

est- and noninterest-bearing deposits in TSS driven by both new

and existing clients and due to the deposit inflows related to the

heightened volatility
and credit concerns affecting the global

markets that began in the third quarter of 2008 as well as

increases in AM and CB due to organic growth proceeds of

$25.0 billion from the issuance of preferred stock and the War-

rant to the U.S Treasury under the Capital Purchase Program

additional issuances of common stock and preferred stock used

for general corporate purposes an increase.in other borrowings

due to nonrecourse secured advances under the Federal Reserve

Bank of Boston AML Facility to fund the purchase of asset-backed

commercial paper from money market mutual funds increases in

federal funds purchased and securities loaned or sold under

repurchase agreements in connection with higher client demand

for liquidity and to finance growth in the Firms AES securities

portfolio and net increase in long-term debt due to combina

tion of non-FDIC guaranteed debt and trust preferred capital
debt

securities issued
prior to December 2008 and the issuance of

$20 billion of FDIC guaranteed long term debt issued during

the fourth quarter of 2008 The fourth-quarter FDIC-guaranteed

debt issuance was offset partially by maturities of non-FDIC

guaranteed long-term debt during the same period The increase

in long term debt including trust preferred capital debt securities

was used primarily to fund certain illiquid assets held by the

Ratings actions affecting tile Firm

On March 2009 Moodys revised the outlook on the Firm to

negative from stable This action was the result of Moodys view

that the Firms
ability to generate capital would be adversely af

fected by higher credit costs due to the global recession The
rating

action by Moodys in the first quarter of 2009 did not have mate

rial impact on the cost or availability of the Firms funding At

December 31 2009 Moodys outlook remained negative

Ratings from SP and Fitch on JPMorgan Chase and its
principal

bank subsidiaries remained unchanged at December 31 2009

from December 31 2008 At December 31 2009 SPs outlook

remained negative while Fitchs outlook remained stable

parent holding company and to build liquidity
Cash was also

used to pay dividends on common and preferred stock The Firm

did not repurchase any shares of its common stock during 2008

In 2007 net cash provided by financing activities was $184.1

billion due to net increase in wholesale deposits from growth in

business volumes in particular interest bearing deposits at TSS

AM and CB net issuances of long-term debt including trust

preferred capital
debt securities primarily

to fund certain illiquid

assets held by the parent holding company and build liquidity

and by lB from client-driven structured notes transactions and

growth in commercial paper issuances and other borrowed funds

due to growth in the volume of liability balances in sweep ac

counts in TSS and CB and to fund trading positions and to fur

ther build liquidity Cash was used to repurchase common stock

and pay dividends on common stock

Credit ratings

The cost and availability of financing are influenced by credit rat

ings Reductions in these
ratings

could have an adverse effect on

the Firms access to liquidity sources increase the cost of funds

trigger additional collateral or funding requirements and decrease

the number of investors and counterparties willing to lend to the

Firm Additionally the Firms funding requirements for VIEs and

other third-party commitments may be adversely affected For

additional information on the impact of credit
ratings downgrade

on the funding requirements for VIEs and on derivatives and collat

eral agreements see Special-purpose entities on pages 8687 and

Ratings profile of derivative receivables marked to market

MTM and Note on page 111 and pages 175183 respec

tively of this Annual Report

Critical factors in maintaining high credit ratings include stable

and diverse earnings stream strong capital ratios strong credit

quality and risk management controls diverse funding sources

and disciplined liquidity monitoring procedures

Following the Firms earnings release on January 15 2010 SP

and Moodys announced that their ratings on the Firm remained

unchanged

If the Firms senior long-term debt
ratings were downgraded by one

additional notch the Firm believes the incremental cost of funds or

loss of funding would be manageable within the context of current

market conditions and the Firms liquidity resources JPMorgan

Chases unsecured debt does not contain requirements that would

call for an acceleration of payments maturities or changes in the

structure of the existing debt provide any limitations on future

borrowings or require additional collateral based on unfavorable

The credit
ratings

of the parent holding company and each of the Firms significant banking subsidiaries as of January 15 2010 were as follows

Short-term debt Senior lond-term debt

Moodys SP Fitch Moodys SP Fitch

JPMorgan Chase Co P-i A-i Fi Aa3 AA

JPMorgan Chase Bank N.A P-i A-i Fi Aal M- AA
Chase Bank USA N.A P-i A-i F1 Aal AA
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changes in the Firms credit ratings financial ratios earnings or

stock price

On February 24 2009 SP lowered the ratings on the trust preferred

capital debt securities and other hybrid securities of 45 U.S financial

institutions including
those of JPMorgan Chase Co The Firms

ratings on trust preferred capital
debt and noncumulative perpetual

preferred
securities were lowered from to BBB This action was

the result ofSPs general view that there is an increased likelihood

of issuers suspending interest and dividend payments in the current

environment This action by SP did not have material impact on

the cost or availability
of the Firms funding

On December 22 2009 Moodys lowered the
ratings on certain of

the Firms hybrid securities The downgrades were consistent with

Moodys revised guidelines for
rating hybrid securities and subordi

nated debt The
ratings

of junior subordinated debt securities with

cumulative deferral features were lowered to A2 from Al while

those of cumulative preferred securities were downgraded to A3

from A2 and ratings for non-cumulative preferred securities were

lowered to Baal from A2

On January 29 2010 Fitch downgraded 592 hybrid capital
instru

ments issued by banks and other non-bank financial institutions

including those issued by the Firm This action was in line with

Fitchs revised hybrid ratings methodology The Firms trust pre

ferred debt and hybrid preferred securities were downgraded by

one notch to

Ratfrigs
actions affecting Fi-m -sponsored securitization trusts

In 2009 in light
of increasing levels of losses in the Firm-sponsored

securitization trusts due to the then worsening economic environ

ment SP Moodys and Fitch took various
ratings

actions with

respect to the securities issued by the Firms credit card securitiza

tion trusts including the Chase Issuance Trust Chase Credit Card

Master Trust Washington Mutual Master Note Trust and SCORE

Credit Card Trust including placing the
ratings

of certain securities

of such Trusts on negative credit watch or review for possible

downgrade and in few circumstances downgrading the
ratings

of some of the securities

On May 12 2009 the Firm took certain actions to increase the

credit enhancement underlying the credit card asset-backed securi

ties of the Chase Issuance Trust As result of these actions the

ratings
of all asset-backed credit card securities of the Chase Issu

ance Trust were affirmed by-the credit rating agencies except for

negative rating outlook by Fitch which remains as of December 31

2009 on the subordinated securities of the Chase Issuance Trust

On May 19 2009 the Firm removed from the Washington Mutual

Master Note Trust all remaining credit card receivables that had

been originated by Washington Mutual As result of this action

the
ratings

of all asset-backed credit card securities of the Washing

ton Mutual Master Note Trust were raised or affirmed by the credit

rating agencies with the exception that the senior securities of the

Washington Mutual Master Note Trust were downgraded by SP

on December 23 2009 SPs action was the result of their consid

eration of linkage between the ratings of the securities of Wash

ington Mutual Master Note Trust and the Firms own ratings as

result of the consolidation onto the Firms Consolidated Balance

Sheet of the assets and liabilities of the Washington Mutual Master

Note Trust following the Firms actions on May 19 2009 please

refer to page 208 under Note 15 of this Annual Report

The Firm did not take any actions to increase the credit enhance

ment underlying securitizations issued by the Chase Credit Card

Master Trust and the SCORE Credit Card Trust during 2009

Certain mezzanine securities and subordinated securities of the

Chase Credit Card Master Trust were downgraded by SP and

Moodys on August 2009 and
July 10 2009 respectively The

senior and subordinated securities of the SCORE Credit Card Trust

were placed on review for possible downgrade by Moodys on

January 20 2010

The Firm believes the ratings actions described above did not have

material impact on the Firms liquidity and ability to access the

asset-backed securitization market

With the exception of the Washington Mutual Master Note Trust as

described above the ratings on the Firms asset-backed securities

programs are currently independent of the Firms own ratings

However no assurance can be given that the credit
rating agencies

will not in the future consider there being linkage between the

ratings-
of the Firms asset-backed securities programs

and the

Firms own ratings as result of accounting guidance for QSPEs

and VIEs that became effective January 2010 For further

discussion of the new FASB guidance see Accounting and report

ing developments and Note 16 on pages 1401 42 and 214222

respectively of this Annual Report
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CREDIT RISK MANAGEMENT

Credit risk is the risk of loss from obligor or counterparty default

The Firm provides credit for example through loans lending-

related commitments guarantees and derivatives to variety
of

customers from large corporate and institutional clients to the

individual consumer For the wholesale business credit risk man

agement includes the distribution of the Firm syndicated loan

originations into the marketplace with exposure
held in the re

tained portfolio averaging less than 10% Wholesale loans gener

ated by CB and AM are generally retained on the balance sheet

With regard to the consumer credit market the Firm focuses on

creating portfolio
that is diversified from both product and

geographic perspective Loss mitigation strategies are being em

ployed for all home lending portfolios These strategies
include rate

reductions forbearance and other actions intended to minimize

economic loss and avoid foreclosure In the mortgage business

originated loans are either retained in the mortgage portfolio or

securitized and sold to U.S government agencies and U.S govern

ment-sponsored enterprises

Credit risk organization

Credit risk management is overseen by the Chief Risk Officer and

implemented within the lines of business The Firms credit risk

management governance
consists of the following functions

establishing comprehensive credit risk policy
framework

monitoring and managing credit risk across all
portfolio

segments including transaction and line approval

assigning and managing credit authorities in connection with

the approval of all credit exposure

managing criticized exposures and delinquent loans

calculating the allowance for credit losses and ensuring appro

priate
credit risk-based capital management

Risk identification

The Firm is exposed to credit risk through lending and capital

markets activities Credit risk management works in partnership

with the business segments in identifying
and aggregating expo

sures across all lines of business

Risk measurement

To measure credit risk the Firm employs several methodologies for

estimating the likelihood of obligor or counterparty default Meth

odologies for measuring credit risk vary depending on several

factors including type of asset e.g consumer installment versus

wholesale loan risk measurement parameters e.g delinquency

status and credit bureau score versus wholesale risk-rating and risk

management and collection processes e.g retail collection center

versus centrally managed workout groups Credit risk measure

ment is based on the amount of exposure should the obligor or the

counterparty default the probability
of default and the loss severity

given default event Based on these factors and related market-

based inputs the Firm estimates both probable and unexpected

losses for the wholesale and consumer portfolios Probable losses

reflected in the provision for credit losses are based primarily upon

statistical estimates of credit losses as result of obligor or coun

terparty default However probable losses are not the sole indica

tors of risk If losses were entirely predictable the probable loss

rate could be factored into pricing and covered as normal and

recurring
cost of doing business Unexpected losses reflected in the

allocation of credit risk capital represent the potential volatility
of

actual losses relative to the probable level of losses Risk measure

ment for the wholesale portfolio
is assessed primarily on risk-

rated basis for the consumer portfolio it is assessed primarily on

credit-scored basis

Risk-rated exposure

For
portfolios

that are risk-rated generally held in lB CB TSS and

AM probable and unexpected loss calculations are based on esti

mates of probability of default and loss given default Probability
of

default is the expected default calculated on an obligor
basis Loss

given default is an estimate of losses given default event and takes

into consideration collateral and structural support for each credit

facility
Calculations and assumptions are based on management

information systems and methodologies which are under continual

review Risk ratings are assigned to differentiate risk within the

portfolio
and are reviewed on an ongoing basis by Credit Risk Man

agement and revised if needed to reflect the borrowers current

financial position risk profiles and the related collateral and structural

positions

Credit-scored exposure

For credit-scored portfolios generally held in RFS and CS probable

loss is based on statistical analysis
of inherent losses over discrete

periods of time Probable losses are estimated using sophisticated

portfolio modeling credit scoring and decision-support tools to

project
credit risks and establish underwriting standards In addition

common measures of credit quality
derived from historical loss ex

perience are used to predict consumer losses Other risk characteris

tics evaluated include recent loss experience in the portfolios changes

in
origination sources portfolio seasoning loss severity and underly

ing
credit practices including charge-off policies These analyses are

applied to the Firms current portfolios
in order to estimate delin

quencies and severity of losses which determine the amount of

probable losses These factors and analyses are updated at least on

quarterly
basis or more frequently as market conditions dictate

Risk monitoring

The Firm has developed policies
and practices that are designed to

preserve the independence and
integrity

of the approval and deci

sion-making process of extending credit and to ensure credit risks

are assessed accurately approved properly monitored regularly

and managed actively at both the transaction and portfolio
levels

The policy framework establishes credit approval authorities con

centration limits risk-rating methodologies portfolio review pa

rameters and guidelines for management of distressed exposure

Wholesale credit risk is monitored regularly on both an aggregate

portfolio
level and on an individual customer basis Management of

the Firms wholesale exposure is accomplished through number
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of means including loan syndication and participations loan sales

securitizations credit derivatives use of master netting agreements

and collateral and other risk-reduction techniques which are fur

ther discussed in the following risk sections For consumer credit

risk the key focus items are trends and concentrations at the

portfolio level where potential problems can be remedied through

changes in underwriting policies
and

portfolio guidelines Con

sumer Credit Risk Management monitors trends against business

expectations and industry benchmarks

Risk reporting

To enable monitoring of credit risk and decision-making aggregate

credit exposure credit
quality forecasts concentrations levels and

risk profile changes are reported regularly to senior credit risk

management Detailed
portfolio reporting of industry customer

product and geographic concentrations occurs monthly and the

appropriateness of the allowance for credit tosses is reviewed by

senior management at least on quarterly basis Through the risk

reporting and governance structure credit risk trends and limit

exceptions are provided regularly to and discussed with senior

management as mentioned on page 94 of this Annual Report

2009 Credit risk overview

During 2009 the credit environment experienced further deteriora

tion compared with 2008 resulting in increased defaults down

grades and reduced
liquidity

In the first
part of the year the pace of

deterioration increased adversely affecting many financial institutions

and impacting the functioning of credit markets which remained

weak The pace of deterioration also gave rise to high level of

uncertainty regarding the ultimate extent of the downturn The Firms

credit
portfolio was affected by these market conditions and experi

enced continued
deteriorating credit quality especially in the first

part

of the year generally consistent with the market

For the wholesale portfolio criticized assets nonperforming assets

and charge-offs increased significantly from 2008 reflecting contin

ued weakness in the portfolio particularly in commercial real es

tate In the latter
part

of the year there were some positive

indicators for example loan
origination activity and market liquidity

improved and credit spreads tightened The wholesale businesses

have remained focused on actively managing the portfolio includ

ing ongoing in-depth reviews of credit quality and industry prod

uct and client concentrations Underwriting standards across all

areas of lending have remained under review and strengthened

where appropriate consistent with evolving market conditions and

the Firms risk management activities In light of the current market

conditions the wholesale allowance for loan loss coverage ratio

has been strengthened to 3.57% from 2.64% at the end of 2008

The consumer portfolio credit performance continued to be nega

tively affected by the economic environment of 2009 Higher unem

ployment and weaker overall economic conditions have led to

significant increase in the number of loans charged off while contin

ued weak housing prices have driven significant increase in the

severity
of loss recognized on real estate loans that defaulted During

2009 the Firm took proactive action to assist homeowners most in

need of financial assistance including participation in the U.S Treas

ury Making Home Affordable MHA programs which are designed

to assist
eligible homeowners in number of ways one of which is by

modifying the terms of their mortgages The MHA programs and the

Firms other
loss-mitigation programs for financially troubled borrow

ers generally represent various concessions such as term extensions

rate reductions and deferral of principal payments that would have

been required under the terms of the original agreement The Firms

loss-mitigation programs are intended to minimize economic loss to

the Firm while providing alternatives to foreclosure

More detailed discussion of the domestic consumer credit environ

ment can be found in Consumer Credit Portfolio on pages 114123

of this Annual Report
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CREDIT PORTFOLIO

As of or for the year
ended Nonperforming 90 days or more past

due Average annual

December 31 Credit exposure
assetscd and still accruind Net charge-offs net charge-off

rateef

in millions except ratios 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008

Total credit portfolio

Loans retained 627218 728915 17219 8921 4355 3275 22965 9835 3.42% 1.73%

Loans held-for-sale 4876 8287 234 12

Loansatfairvalue 1364 7696 111 20

Loansreported 633458 744898 17564 8953 4355 3275 22965 9835 3.42 1.73

Loans_securitizeda 84626 85571 2385 1802 6443 3612 7.55 4.53

Total managed loans 718084 830469 17564 8953 6740 5077 29408 13447 3.88 2.08

Derivative receivables 80210 162626 529 1079 NA NA NA NA

Receivables from customers 15745 16141 NA NA NA NA

Interests in purchased

receivables 2927

Total managed
credit-related assets 816966 1009236 18093 10032 6740 5077 29408 13447 3.88 2.08

Lending-related

commitments 991095 1121378 NA NA NA NA NA NA NA NA

Assets acquired in

loan satisfactions

Real estate owned NA NA 1548 2533 NA NA NA NA NA NA

Other NA NA 100 149 NA NA NA NA NA NA

Total assets acquired

in loan satisfactions NA NA 1648 2682 NA NA NA NA NA NA

Total credit portfolio $1808061 2130614 19741 $12714 6740 5077 29408 13447 3.88% 2.08%

Net credit derivative

hedges notionalU 48376 91451 139 NA NA NA NA NA NA

Liquid
securities collateral

held against derivatives 15519 19816 NA NA NA NA NA NA NA NA

Represents securitized credit card receivables For further discussion of credit card securitizations see Note 15 on pages
206213 of this Annual Report

Represents the net notional amount of protection purchased
and sold of single-name and portfolio credit derivatives used to manage both performing

and nonperforming

credit exposures these derivatives do not qualify
for hedge accounting under U.S GAAP For additional information see Credit derivatives on pages

111112 and Note on

pages
175183 of this Annual Report

At December 31 2009 and 2008 nonperforming loans and assets exduded
mortgage

loans insured by U.S government agencies of $9.0 billion and $3.0 billion respectively real

estate owned insured by U.S government agencies of $579 million and $364 million respectively and student loans that are 90 days past due and still accruing which are insured by

U.S
government agencies under the Federal Family Education Loan Program of $542 million and $437 million respectively These amounts are excluded as reimbursement is proceeding

normally In addition the Firms policy is generally to exempt credit card loans from
being placed on nonaccrual status as permitted by regulatory guidance Under guidance

issued by the

Federal Financial Institutions Examination Council credit card loans are charged off by the end of the month in which the account becomes 180 days past due or within 60 days from receiv

ing notification about specified event e.g bankruptcy of the borrower whichever is earlier

Excludes purchased credit-impaired loans that were acquired as part of the Washington Mutual transaction which are accounted for on pool basis Since each pool is

accounted for as single asset with single composite interest rate and an aggregate expectation of cash flows the past
due status of the poois or that of individual loans

within the pools is not meaningful Because the Firm is recognizing
interest income on each pool of loans they are all considered to be performing

Net charge-off ratios were calculated using average
retained loans of $672.3 billion and $567.0 billion for the years

ended December 31 2009 and 2008 respectively

average
securitized loans of $85.4 billion and $79.6 billion for the

years
ended December31 2009 and 2008 respectively and average managed loans of $757.7 billion and

$646.6 billion for the
years

ended December 31 2009 and 2008 respectively

Firmwide net charge-off ratios were calculated including average purchased credit-impaired loans of $85.4 billion and $22.3 billion at December 31 2009 and 2008 respec

tively Excluding the impact of purchased credit-impaired loans the total Firms managed net charge-off rate would have been 4.37% and 2.15% respectively

The following table presents JPMorgan Chases credit portfolio as

of December 31 2009 and 2008 Total credit exposure at Decem

ber 31 2009 decreased by $322.6 billion from December 31

2008 reflecting decreases of $170.5 billion in the wholesale port

folio and $152.1 billion in the consumer portfolio During 2009

lending-related commitments decreased by $130.3 billion man

aged loans decreased by $112.4 billion and derivative receivables

decreased by $82.4 billion

While overall portfolio exposure declined the Firm provided more

than $600 billion in new loans and lines of credit toconsumer and

wholesale clients in 2009 including individuals small businesses

large corporations not-for-profit organizations U.S states and

municipalities and other financial institutions

In the table below reported loans include loans retained loans held for sale which are carried at the lower of cost or fair value with changes in

value recorded in noninterest revenue and loans accounted for at fair value Loans retained are presented net of unearned income unamortized

discounts and premiums
and net deferred loan costs for additional information see Note 13 on pages 200204 of this Annual Report Nonper

forming assets include nonaccrual loans and assets acquired in satisfaction of debt primarily real estate owned Nonaccrual loans are those for

which the accrual of interest has been suspended in accordance with the Firms accounting policies which are described in Note 13 on pages

200204 of this Annual Report Average retained loan balances are used for the net charge-off rate calculations

Total credit portfolio
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WHOLESALE CREDIT PORTFOLIO

As of December 31 2009 wholesale exposure IB CB TSS and AM was primarily
related to tightening credit spreads volatile foreign

decreased by $170.5 billion from December 31 2008 The $170.5 exchange rates and
rising

rates on interest rate swaps Loans and

billion decrease was primarily
driven by decreases of $82.4 billion of lending-related commitments decreased across most wholesale lines

derivative receivables $57.9 billion of loans and $32.7 billion of of business as lower customer demand continued to affect the level

lending-related commitments The decrease in derivative receivables of lending activity

Wholesale
90 days past

due

As of or for the year
ended December 31

Credit exposure Nonperforming loansb and still accruing

in millions
2009 2008 2009 2008 2009 2008

Loans retained 200077 248089 6559 2350 332 163

Loans held-for-sale
2734 6259 234 12

Loans at fair value 1364 7696 111 20

Loansreported 204175 262044 6904 2382 332 163

Derivative receivables
80210 162626 529 1079

Receivables from customers 15745 16141

Interests in purchased receivables 2927

Total wholesale credit-related assets 303057 440811 7433 3461 332 163

Lending-related
commitments 347155 379871 NA NA NA NA

Total wholesale credit exposure
650212 820682 7433 3461 332 163

Net credit derivative hedges notionala 48 376 91 451 139 NA NA

Liquid securities collateral held against derivatives 15519 19816 NA NA NA NA

Represents the net notional amount of protection purchased and sold of single-name
and portfolio

credit derivatives used to manage both performing and nonprform

ing credit exposures these derivatives do not qualify
for hedge accounting

under U.S GMP For additional information see Credit derivatives on pages 111112 and

Note on pages
175183 of this Annual Report

Excludes assets acquired in loan satisfactions For additional information see the wholesale nonperforming
assets by line of business segment table on pages

108109

of this Annual Report
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The following table presents summaries of the maturity and
ratings profiles

of the wholesale portfolio as of December 31 2009 and 2008 The

ratings scale is based on the Firms internal risk ratings which generally correspond to the
ratings as defined by SP and Moodys

December 31 2009

in billions except ratios

Loans

Derivative receivables

Lending-related commitments

Total excluding loans

held-for-sale and loans

at fair value

Loans held-for-sale and

loans at fair valuea

Receivables from customers

Interests inpurchased

receivables

Total exposure

Net credit derivative hedges

notionalb

December 31 2008

in billions except ratios

Loans

Derivative receivables

Lending-related commitments

Total excluding loans

held-for-sale and loans

at fair value

Loans held-for-sale and

loans at fair valuea

Receivables from customers

Total exposure

Net credit derivative hedges

notionalb

627 73%

16

650

Wholesale credit exposure selected industry exposures

The Firm focuses on the management and diversification of its indus

try exposures with particular attention paid to industries with actual

or potential
credit concerns Customer receivables representing

primarily margin loans to prime and retail brokerage clients of $15.7

billion are included in the table These margin loans are generally fully

collateralized by cash or highly liquid
securities to

satisfy daily
mini

mum collateral requirements Exposures deemed criticized generally

represent ratings profile similar to
rating

of CCC/Caal
and lower as defined by SP and Moodys The total criticized

component of the portfolio excluding loans held-for-sale and loans

at fair value increased to $33.2 billion at December 31 2009 from

$26.0 billion at year-end 2008 The increase was primarily
related

to downgrades within the portfolio

During the fourth quarter of 2009 the Firm revised certain
industry

classifications to better reflect risk correlations and enhance the

Firms management of
industry

risk Below are summaries of the top

25
industry exposures as of December 31 2009 and 2008 For

additional information on industry concentrations see Note 32 on

pages 242243 of this Annual Report

Wholesale credit exposure maturity and ratings profile

Maturity profileC Ratings profile

Due in Due after
year

Due after lnvestment-rade IG Noninvestment-grade Total

year or less through years years Total W\NAaa to BBB-/Baa3 BB/Bal below Total of IG

29% 40% 31% 100% $118 82 $200 59%

12 42 46 100 61 19 80 76

41 57 100 281 66 347 81

34% 50% 16% 100% $460 $167

49% 42% 9% 100% 48 48 100%

Maturity profileC Ratings profile

Due in Due after
year

Due after Investment-grade IG Noninvestment-grade Total

year or less through years years
Total AAAIAaa to BBB-/Baa3 BB/Bal below Total of IG

32% 43% 25% 100% 161 87 248 65%

31 36 33 100 127 36 163 78

37 59 100 317 63 380 83

34% 50% 16h 100% $05 $186

47% 47% 6% 100%

791 77%

14

16

82

821

Loans held-for-sale and loans at fair value relate primarily to syndicated loans and loans transferred from the retained portfolio

Represents the net notional amounts of protection purchased and sold of single-name and portfolio credit derivatives used to manage the credit exposures these

derivatives do not qualify for hedge accounting under U.S GAAP

The
maturity profile

of loans and
lending-related

commitments is based on the
remaining

contractual maturity The maturity profile of derivative receivables is based on

the maturity profile of
average exposure See Derivative contracts on

pages
110112 of this Annual Report for further discussion of

average exposure

91 90%
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Wholesale credit exposure selected industry exposures

Credit of

exoosured oortfolio

Collateral

of Net Credit held against

Investment Noninvestnient-grade criticized charge-offs/ derivative derivative

grade Noncriticized Criticized portfolio recoveries hedaese receivablesf

December 31 2009

in millions except ratios

lop 25 industriesa

Real estate

Banks and finance companies

Healthcare

State and municipal governments

Utilities

Consumer
products

Asset managers

Oil and
gas

Retail and consumer services

Holding companies

Technology

Insurance

Machinery and equipment

manufacturing

Metals/mining

Media

Telecom services

Securities firms and exchanges

Business services

Building materials/construction

Chemicals/plastics

Tiansportation

Central government

Automotive

Leisure

Agriculture/paper manufacturing

All otherb

Subtotal

Loans held-for-sale and loans at

fair value

Receivables from customers

Interest in nurchased receivablesc

Total

$68509 11% 55% 18810 11975 36% 688 $1168 35
54053 81 8424 2053 719 3718 835
35605 83 5700 329 10 2545 125
34726 93 1850 466 204 19Z
27178 81 3877 1238 182 3486 360
27004 64 9105 515 35 3638
24920 82 3742 680 40 2105
23322 73 5854 386 16 2567
20673 58 7867 782 35 3073
16018 86 2107 110 275 421 32t
14169 63 4004 1288 28 1730 130
13421 69 3601 599 2735 79

12 1327
24 1963

464 1606
31 3455 67

289 2135k

107
98 1141
22 1357
61 870 24

4814 31

52 1541
151 301

10 897

197 3383 62

3.132 48376 15519

12759

12547

12379

11265

10832

10667

10448

9870

9749

9557

9357

6822

5801

135791

627442

22

100%

57

56

55

69

76

61

43

67

66

99

41

40

37

86

73%

5122

4906

3898

3273

2467

3859

4537

2626

2745

77

4252

3132

15448

$133557

350

639

1692

251

145

344

1399

611

588

1240

1798

500

3205

$33183

10

100%

4098 1545

15745

2927

650212 133557 34728 3132 48376 15515
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December 31 2008

of Net Credit

Credit of Investment Noninvestment-grade criticized charge-offs/ derivative

exoosured portfolio qrade Noncriticized Criticized portfolio recoveries hedgese

Collateral

held
against

derivative

receivablesf

in millions except ratios

Top 25 industriesa

Real estate

Banks and finance companies

Healthcare

State and municipal governments

Utilities

Consumer products

Asset managers

Oil and
gas

Retail and consumer services

Holding companies

Technology

Insurance

Machinery and equipment

manufacturing

Metals/mining

Media

Telecom services

Securities firms and exchanges

Business services

Building materials/construction

Chemicals/plastics

Transportation

Central government

Automotive

Leisure

Agriculture/paper manufacturing

All otherb

Subtotal

Loans held-for-sale and loans

at fair value

Receivables from customers

Interest in
purchased

receivablesc

Total

80284 10% 70% 17849 5961 23% $212 2141 48

75577 10 79 12953 2849 11 28 5016 9457

38032 83 6092 436 5338 199

36772 94 1278 847 677 134

34246 83 5844 114 9007 65

29766 65 9504 792 32 8114 54

49256 85 6418 819 15 115 5303

24746 75 5940 231 15 6627

23223 54 9357 1311 6120 55

14466 70 4182 116 689 309

17025 67 5391 230 3922

17744 78 3138 712 5016 846

14501 64 5095 100 22 3743

14980 61 5579 262 3149

13177 61 3779 1305 26 3435

13237 63 4368 499 7073 92

25590 81 4744 138 151 898

11247 64 3885 145 46 357

12065 49 4925 1342 22 2601

11719 66 3357 591 2709

10253 64 3364 319 1567

14441 98 276 4548 35

11448 52 3687 1775 2975

8158 42 2827 1928 721

6920 43 3226 726 835

181713 23 86 22321 2449 4805 2301

790.586 100% 77% 159379 25997 100% 402 91451 19816

13955 2258

16141

820682 159379 28255 402 91451 19816

Rankings are based on exposure
at December 31 2009 The rankings of the industries presented

in the 2008 table are based on the rankings
of such industries at year-end

2009 not actual rankings in 2008

For more information on exposures
to SPE5 included in all other see Note 16 on pages

214222 of this Annual Report

Represents
undivided interests in pools of receivables and similar types

of assets due to the consolidation during 2009 of one of the Firm-administered multi-seller conduits

Credit
exposure

is net of risk participations
and excludes the benefit of credit derivative hedges and collateral held against

derivative receivables or loans

Represents the net notional amounts of protection purchased and sold of single-name
and portfolio credit derivatives used to manage the credit exposures these derivatives

do not qualify for hedge accounting

Represents other liquid securities collateral held by the Firm as of December 31 2009 and 2008 respectively

Presented below isa discussion of several industries to which the Firm

has significant exposure as well as industries the Firm continues to

monitor because of actual or potential
credit concerns For additional

information refer to the tables above and on the preceding page

Real estate Exposure to this industry decreased by 15% or

$11.8 billion from 2008 as loans and commitments were man

aged down predominantly through repayments and loans

sales This sector continues to be challenging as property val

ues in the U.S remain under pressure particularly
in certain

regions The ratios of nonperforming loans and net charge-offs

to loans have increased from 2008 due to deterioration in the

commercial real estate portfolio particularly
in the latter half

of 2009 The multi-family portfolio which represents almost

half of the commercial real estate exposure accounts for the

smallest proportion of nonperforming loans and net charge

offs The commercial lessors portfolio
involves real estate

leased to retail industrial and office space tenants while the

commercial construction and development portfolio includes

financing for the construction of office and professional build

ings and malls Commercial real estate exposure in CB is pre

dominantly secured CBs exposure represents the majority of

the Firms commercial real estate exposure lB manages less

than one fifth of the total Firms commercial real estate expo

sure lBs exposure represents primarily
unsecured lending to

Real Estate Investment Trust REITs lodging and home-

building clients The increase in criticized real estate exposure

was largely result of downgrades within the overall portfolio

reflecting the continued weakening credit environment

JPMorgan Chase Co./2009 Annual Report
107



Managements discussion and analysis

The following table presents additional information on the wholesale real estate industry for the periods ended December 31 2009 and 2008

of net

December 31 2009 Credit of credit Criticized Nonperforming
of nonperforming Net charge-offs/ charge-offs

in millions except ratios exposure portfolio exposure
loans loans to total loansb

recoveries to total loans

Commercial real estate subcategories

Multi-family $32073 47% 3986 1109 3.57% 199 0.64

Commercial lessors 18512 27 4017 1057 6.97 232 1.53

Commercial construction and development 6593 10 1518 313 6.81 105 2.28

Othera 11331 16 2454 409 6.44 152 2.39

Total commercial real estate $68509 100% 11975 2888 5.05% 688 1.20

of net

December 31 2008 Credit of credit Criticized Nonperforming
of nonperforming Net

charge-offs/ charge-offs

in millions except ratios exposure portfolio exposure loans loans to total loansb
recoveries to total loans

Commercial real estate subcategories

Multi-family 36188 45% 1191 293 0.87%

Commercial lessors 21037 26 1649 74 0.43 0.02

Commercial construction and development 6688 706 82 1.95 0.10

Othera 16371 21 2415 357 3.89 205 2.23

Total commercial real estate 80284 100% 5961 806 1.25% 212 0.33

Other includes lodging REIT5 single family homebuilders and other real estate

Ratios were calculated using end-of-period retained loans of $57.2 billion and $64.5 billion for the
years

ended December 31 2009 and 2008 respectively

Banks and finance companies Exposure to this industry de- component remained elevated due to the continued weakness in

creased by 28% or $21.5 billion from 2008 primarily as result the industry particularly in gaming The gaming portfolio contin

of lower derivative
exposure to commercial banks ues to be managed actively

Automotive Conditions in the U.S had improved by the end of All other All other in the wholesale credit exposure concentration

2009 largely as result of the government supported restructur- table on pages 106107 of this Annual Report at December 31

ing
of General Motors and Chrysler in the first half of 2009 and the 2009 excluding loans held-for-sale and loans at fair value in-

related effects on automotive suppliers Exposure to this
industry cluded $135.8 billion of credit exposure to seven industry seg

decreased by 18% or $2.1 billion and criticized exposure de- ments Exposures related to SPEs and to Individuals Private

creased 30% or $535 million from 2008 largely
due to loan re- Education Civic Organizations were 44% and 47% respectively

payments and sales Most of the Firms remaining criticized of this category SPEs provide secured financing generally backed

exposure in this segment remains performing and is
substantially by receivables loans or bonds originated by diverse group of

secured companies in industries that are not
highly

correlated For further

discussion of SPEs see Note 16 on pages 14222 of this Annual
Leisure Exposure to this industry decreased by 16% or $1.3

Report The
remaining all other exposure is well-diversified across

billion from 2008 due to loan repayments and sales primarily in

industries and none comprise more than 1.0% of total exposure
gaming While exposure to this industry declined the criticized

Loans

The following table presents wholesale loans and nonperforming assets by business segment as of December 31 2009 and 2008

December 31 2009

Assets acquired in loan

Loans Nonperforming satisfactions

Held-for-sale Real estate Nonperforming

in millions Retained and fair value Total Loans Derivatives owned Other assets

Investment Bank 45544 3567 49111 3504 529b 203 4236
Commercial Banking 97108 324 97432 2801 187 2989

Treasuiy Securities Services 18972 18972 14 14

AssetMaflagement 37755 37755 580 582

Corporate/Private Equity 698 207 905

Total 200077 4098 204175 6904a 529 392 7826
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December31 2008

Assets acquired
in loan

Loans Nonperforming satisfactions

Held-for-sale Real estate Nonperforming

in millions Retained and fair value Total Loans Derivatives owned Other assets

Investment Bank 71357 13660 85017 1175 1079b 247 2501

Commercial Banking 115130 295 115425 1026 102 14 1142

Treasury
Securities Services 24508 24508 30 30

Asset Management 36188 36188 147 25 172

Corporate/Private Equity 906 906

Total 248089 13955 262044 2382a 1079 349 39 3849

The-Firm held allowancefor load losses of $2.0 billion and $712 million related to nonperforming retained loans resulting in allowance coverage ratios of 31% and

30% at December 31 2009 and 2008 respectively
Wholesale nonperforming loans represent

3.38% and 0.91% of total wholesale loans at December 31 2009 and

2008 respectively

Nonperforming derivatives
represent

less than 1.0% of the total derivative receivables net of cash collateral at both December 31 2009 and 2008

In the normal course of business the Firm provides loans to $38 million and $41 million in each period respectively These results

variety
of customers from large corporate and institutional clients include gains or losses on sales of nonperforming loans if any as

to high-net-worth individuals discussed on page 110 of this Annual Report These activities are not

Retained wholesale loans were $200.1 billion at December 31
related to the Firms securitization activities which are undertaken for

2009 compared with $248 billion at December31 2008 The liquidity
and balance sheetmanagement purposes For further

$48.0 billion decrease across most wholesale lines of business
discussion of securitization activity see Liquidity

Risk Management

reflected lower customer demand Loans held-for-sale and loans at

and Note 15 on pages 96100 and 2062 13 respectively of this

fair value relate primarily to syndicated loans and loans transferred
Annual Report

from the retained portfolio Held-for-sale loans and loans carried at Nonperforming wholesale loans were $6.9 billion at December 31

fair value were $4.1 billion and $14.0 billion at December 31 2009 2009 an increase of $4.5 billion from December 31 2008 reflect-

and 2008 respectively The decreases in both held-for-sale loans
ing

continued deterioration in the credit environment predomi

and loans at fair value reflected sales reduced carrying values and nantly related to loans in the real estate leisure and banks and

lower volumes in the syndication market finance companies industries As of December 31 2009 wholesale

The Firm actively manages wholesale credit exposure through loan
loans restructured as part of troubled debt

restructuring were

and commitment sales During 2009 and 2008 the Firm sold $3.9
approximately $1.1 billion

billion of loans and commitments in each year recognizing losses of

The following table presents the geographic distribution of wholesale loans and nonperforming loans as of December 31 2009 and 2008 The

geographic distribution of the wholesale portfolio is determined based predominantly on the domicile of the borrower

Loans and nonperforming loans U.S and Non-U.S

December 31 2009 December 31 2008

Wholesale Nonperforming Nonperforming

in millions Loans loans Loans loans

U.S 149085 5844 186776 2123

Non-U.S 55090 1060 75268 259

Ending balance 204175 6904 262044 2382

JPMorgan
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2009 2008

Beginning balance 2382 514

Additions 13591 3381

Reductions

Paydowris end other 4964

Gross charge-offs
2974

Returned to performing 341

Sales
790

Total reductions 9069

Net additions 4522

Ending balance 6904

859

521

93

40

1868

2382

The following table presents net charge-offs which are defined as

gross charge-offs less recoveries for the years
ended December 31

2009 and 2008 The amounts in the table below do not include

gains from sales of nonperforming loans

Net chargeoffs

Wholesale

Year ended December 31

in millions except ratios

Loans reported

Average loans retained

Net charge-offs

Averaqe annual net charge-off rate

Derivative contracts

In the normal course of business the Firm uses derivative instru

ments to meet the needs of customers to generate revenue

through trading activities to manage exposure to fluctuations in

interest rates currencies and other markets and to manage the

Firms credit exposure For further discussion of these contracts see

Note and Note 32 on pages 175183 and 242243 of this

Annual Report

The following tables summarize the net derivative receivables MTM

for the periods presented

Derivative receivables marked to market

December 31 Derivative receivables MTM

in millions
2009

_________
2008

Interest ratea 26777 49996

Credit derivatives 18815 44695

Foreign exchangea 21984 38820

Equity
6635 14285

Commodity 5999 14830

Total net of cash collateral 80210 162626

Liquid securities collateral held

against
derivative receivables 15519 19816

Total net of all collateral 64691 $142810

In 2009 cross-currency
interest rate swaps previously reported in interest

rate contracts were reclassified to foreign exchange contracts to be more

consistent with industry practice
The effect of this change resulted in

reclassification of $14.1 billion of cross-currency interest rate swaps to for

eign exchange contracts as of December 31 2008

The amount of derivative receivables reported on the Consoli

dated Balance Sheets of $80.2 billion and $162.6 billion at

December 31 2009 and 2008 respectively are the amount of

the MTM or fair value of the derivative contracts after giving

effect to legally
enforceable master netting agreements cash

collateral held by the Firm and CVA These amounts on the Con

solidated Balance Sheets represent the cost to the Firm to replace

the contracts at current market rates should the counterparty

default However in managements view the appropriate meas

ure of current credit risk should also reflect additional liquid

securities held as collateral by the Firm of $1 5.5 billion and $19.8

billion at December 31 2009 and 2008 respectively resulting
in

total exposure net of all collateral of $64.7 billion and $142.8

billion at December 31 2009 and 2008 respectively The de

crease of $78.1 billion in derivative receivables MTM net of the

above mentioned collateral from December 31 2008 was pri

marily related to tightening credit spreads volatile foreign exchange

rates and
rising

rates on interest rate swaps

The Firm also holds additional collateral delivered by clients at the

initiation of transactions as well as collateral related to contracts that

have non-daily call frequency and collateral that the Firm has

agreed to return but has not yet
settled as of the reporting date

Though this collateral does not reduce the balances noted in the table

above it is available as security against potential exposure
that could

arise should the MTM of the clients derivative transactions move in

the Firms favor As of December 31 2009 and 2008 the Firm held

$16.9 billion and $22.2 billion of this additional collateral respec

tively
The derivative receivables MTM net of all collateral also do

not include other credit enhancements such as letters of credit

While useful as current view of credit exposure
the net MTM

value of the derivative receivables does not capture the potential

futhre variability of that credit exposure To capture the potential

future variability
of credit exposure

the Firm calculates on client-

by-client basis three measures of potential derivatives-related

credit loss Peak Derivative Risk Equivalent DRE and Average

exposure AVG These measures all incorporate netting and

collateral benefits where applicable

Peak exposure to counterparty is an extreme measure of exposure

calculated at 97.5% confidence level DRE exposure is measure

that expresses the risk of derivative exposure on basis intended to

be equivaleri to the risk of loan exposures
The measurement is done

by equating the unexpected loss in derivative counterparty exposure

which takes into consideration both the loss
volatility

and the credit

rating
of the counterparty with the unexpected loss in loan expo

sure which takes into consideration only the credit rating of the

counterparty ORE is less extreme measure of potential
credit loss

than Peak and is the primary measure used by the Firm for credit

approval of derivative transactions

Finally AVG is measure of the expected MTM value of the Firms

derivative receivables at future time periods including the benefit

of collateral AVG exposure over the total life of the derivative

contract is used as the primary metric for pricing purposes and is

used to calculate credit capital and the CVA as further described

below AVG exposure was $49.0 billion and $83.7 billion at De

cember 31 2009 and 2008 respectively compared with derivative

receivables MTM net of all collateral of $64.7 billion and $142.8

billion at December 31 2009 and 2008 respectively

The MTM value of the Firms derivative receivables incorporates an

adjustment the CVA to reflect the credit quality of counterparties

The following
table presents the change in the nonperforming loan

portfolio
for the years ended December 31 2009 and 2008

Nonperforming loan activity

Wholesale

Year ended December 31 in millions

2009 2008

223047

3132

1.40%

$219612

402

0.18%
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The CVA is based on the Firms AVG to counterparty and the

counterpartys credit spread in the credit derivatives market The

primary components of changes in CVA are credit spreads new

deal activity or unwinds and changes in the underlying market

environment The Firm believes that active risk management is

essential to controlling
the dynamic credit risk in the derivatives

portfolio In addition the Firm takes into consideration the poten

tial for correlation between the Firms AVG to counterparty and

the counterpartys credit quality within the credit approval process

The Firm risk manages exposure to changes in CVA by entering into

credit derivative transactions as well as interest rate foreign ex

change equity and commodity derivative transactions

The accompanying graph shows exposure profiles to derivatives

over the next ten years as calculated by the DRE and AVG metrics

The two measures generally show declining exposure after the first

year if no new trades were added to the portfolio

$90

80

70

so

50

40

30

20

10

Exposure profile
of derivatives measures

December 31 2009

in billions AVG DOE $J

-soW

year years yearS 10 years

The following table summarizes the ratings profile
of the Firms derivative receivables MTM net of other liquid securities collateral for the

dates indicated

Ratings profile of derivative receivables MTM

The Firm actively pursues the use of collateral agreements to miti

gate counterparty credit risk in derivatives The percentage of the

Firms derivatives transactions subject to collateral agreements

excluding foreign exchange spot trades which are not
typically

covered by collateral agreementsdue to their short maturity was

89% as of December 31 2009 largely unchanged from 88% at

December 31 2008

The Firm posted $56.7 billion and $99.1 billion of collateral at

December 31 2009 and 2008 respectively

Certain derivative and collateral agreements include provisions that

require the counterparty and/or the Firm upon specified down

grades in the respective credit ratings
of their

legal entities to post

collateral for the benefit of the other party At December 31 2009

the impact of single-notch and six-notch
ratings downgrade to

JPMorgan Chase Co and its subsidiaries primarily JPMorgan

Chase Bank N.A would have required $1.2 billion and $3.6

billion respectively of additional collateral to be posted by the

Firm Certain derivative contracts also provide for termination of the

contract generally upon downgrade to specified rating of either

the Firm or the counterparty at the then-existing MTM value of the

derivative contracts

Credit derivatives

Credit derivatives are financial contracts that isolate credit risk from

an underlying instrument such as loan or security and transfers

that risk from one party the buyer of credit protection to another

the seller of credit protection The Firm is both purchaser and

seller of credit protection As purchaser of credit protection the

Firm has risk that the counterparty providing the credit protection

will default As seller of credit protection the Firm has risk that

the underlying instrument referenced in the contract will be subject

to credit event Of the Firms $80.2 billion of total derivative

receivables MTM at December 31 2009 $18.8 billion or 23%

was associated with credit derivatives before the benefit of liquid

securities collateral

One type of credit derivatives the Firm enters into with counterpar

ties are credit default swaps CDS For further detailed discus

sion of these and other types of credit derivatives see Note on

pages 175183 of this Annual Report The large majority of CDS

are subject to collateral arrangements to protect the Firm from

counterparty credit risk In 2009 the frequency and size of defaults

for both trading counterparties and the underlying debt referenced

in credit derivatives were well above historical norms The use of

collateral to settle against defaulting counterparties generally

performed as designed in significantly mitigating the Firms expo

sure to these counterparties

The Firm uses credit derivatives for two primary purposes first in

its capacity as market-maker in the dealer/client business to

meet the needs of customers and second in order to mitigate

the Firms own credit risk associated with its overall derivative

receivables and traditional commercial credit lending exposures

loans and unfunded commitments

Rating equivalent

December 31

in millions except ratios

2009

AANAaa to AA-/Aa3

A/A1 to A-/A3

BBB/Baal to BBB-/Baa3

BB/Bal to B-/B3

CCCICaal and below

Exposure net of of exposure net Exposure net of of exposure net

of all collateral of all collateral of all collateral of all collateral

2008

25530

12432

9343

14571

40%

19

14

23

2815

Total 64691 100% 142810

68708

24748

15747

28186

5421

48%

17

11

20

100%

JpMorgan chase co./z009 Annual Report
111



Managements discussion and analysis

The following table presents the Firms notional amounts of credit

derivatives protection purchased and sold as of December 31 2009

and 2008 distinguishing between dealer/client
activity

and credit

portfolio activity

Notional amount

Dealer/client Credit portfolio

December 31 Protection Protection Protection Protection

in billions purchaseda sold purchasedab sold Total

2009 $2997 $2947 49 $1 5994
2008 4193 4102 92 8388

Included $3.0 trillion and $4.0 trillion at December 31 2009 and 2008

respectively of notional
exposure

within protection purchased where the Firm

has protection sold with identical underlying reference instruments For fur

ther discussion on credit derivatives see Note on pages 175183 of this

Annual Report

Included $19.7 billion and $34.9 billion at December 31 2009 and 2008

respectively that represented the notional amount for structured portfolio

protection the Firm retains the first risk of loss on this portfolio

Dealer/clientbusiess

Within the dealer/client business the Firm
actively manages credit

derivatives by buying and selling credit protection predominantly on

corporate debt obligations according to client demand for credit risk

protection on the underlying reference instruments Protection may be

bought or sold by the Firm on
single

reference debt instruments

single-name credit derivatives portfolios
of referenced instru

ments portfolio credit derivatives or quoted indices indexed

credit derivatives The risk
positions are largely matched as the Firms

exposure to given reference entity under contract to sell protec

tion to counterparty may be offset
partially or entirely with

contract to purchase protection from another counterparty on the

same underlying instrument Any residual default exposure and

spread risk is actively managed by the Firms various trading desks

At December 31 2009 the total notional amount of protection

purchased and sold decreased by $2.4 trillion from year-end 2008

The decrease was primarily due to the impact of industry efforts to

reduce
offsetting

trade
activity

Credit portfolio activities

Management of the Firms wholesale exposure is accomplished

through number of means including loan syndication and partici

pations loan sales securitizations credit derivatives use of master

netting agreements and collateral and other risk-reduction tech

niques The Firm also manages its wholesale credit exposure by

purchasing protection through single-name and
portfolio

credit

derivatives to manage
the credit risk associated with loans lend

ing-related commitments and derivative receivables Gains or losses

on the credit derivatives are expected to offset the unrealized

increase or decrease in credit risk on the loans lending-related

commitments or derivative receivables This
activity does not reduce

the reported level of assets on the balance sheet or thelevel of

reported offbalance sheet commitments although it does provide

the Firm with credit risk protection The Firm also diversifies its

exposures by selling
credit protection which increases exposure to

industries or clients where the Firm has little or no client-related

exposure however this
activity

is not material to the Firms overall

credit
exposure

Use of single-name and portfolio credit derivatives

December31

in millions

credit derivatives used to manage

Loans and lending-related commitments

Derivative receivables

Total protection purchaseda

Total
protection

sold

Credit derivatives hedges notional

Notional amount

of protection

purchased and sOld

Included $19.7 billion and $34.9 billion at December 31 2009 and 2008

respectively that represented the notional amount for structured portfolio

protection the Firm retains the first risk of loss on this portfolio

The credit derivatives used by JPMorgan Chase for credit portfolio

management activities do not qualify for hedge accounting under

U.S GAAP these derivatives are reported at fair value with gains

and losses recognized in principal transactions revenue In contrast

the loans and lending-related commitments being risk-managed are

accounted for on an accrual basis This asymmetry in accounting

treatment between loans and lending-related commitments and

the credit derivatives used in credit portfolio management activities

causes earnings volatility
that is not representative in the Firms

view of the true changes in value of the Firms overall credit expo

sure The MTM related to the Firms credit derivatives used for

managing credit exposure as well as the MTM related to the CVA

which reflects the credit
quality of derivatives counterparty expo

sure are included in the gains and losses realized on credit deriva

tives disclosed in the table below These results can vary from

period to period due to market conditions that affect
specific posi

tions in the portfolio

Year ended December 31

in millions 2009 2008 2007

Hedges of lending-related commitmentsa$ 3258 2216 350

CVA and hedges of CVAa 1920 2359 363
Net gainsllossesb 1338 143 13

These hedges do not qualify for hedge accounting under U.S GAAP
Excludes losses of $2.7 billion and gains of $530 million and $373 million for

the
years

ended December31 2009 2008 and 2007 respectively of other

principal transactions revenue that are not associated with hedging activities

2009 2008

36873

11958

48831

455

48376

81227

10861

92088

637

91451

112
JPMorgan Chase Co./2009 Annual

Report



Lending-related commitments

JPMorgan Chase uses lending-related financial instruments such as

commitments and guarantees to meet the financing needs of its

customers The contractual amount of these financial instruments

represents the maximum possible credit risk should the counterpar

ties draw down on these commitments or the Firm fulfills its obliga

tion under these guarantees and the counterparties subsequently

fail to perform according to the terms of these contracts

Wholesale lending-related commitments were $347.2 billion at

December 31 009 compared with $379.9 billionat December

31 2008 reflecting lower customer demand In the Firms view

the total contractual amount of these wholesale lending-related

commitments is not representative of the Firms actual credit risk

exposure or funding requirements In determining the amount of

credit risk exposure the Firm has to wholesale lending-related

commitments which is used as the basis for allocating credit risk

capital
to these commitments the Firm has established loan-

equivalent amount for each commitment this amount represents

the portion of the unused commitment or other contingent expo

sure that is expected based on average portfolio
historical experi

ence to become drawn upon in an event of default by an obligor

The loan-equivalent amounts of the Firms lending-related com

mitments were $179.8 billion and $204.3 billion as of December

31 2009 and 2008 respectively

Top 10 emerging markets country exposure

Emerging markets country exposure.

The Firm has comprehensive internal process for measuring and

managing exposures to emerging markets countries There is no

common definition of emerging markets but the Firm generally

includes in its definition those countries whose sovereign debt

ratings are equivalent to or lower Exposures to country

include all credit-related lending trading and investment activities

whether cross-border or locally
funded In addition to monitoring

country exposures the Firm uses stress teststo measure and man

age the risk of extreme loss associated with sovereign crises

The table below presents the Firms exposure by country to the

top ten emerging markets The selection of countries is based
solely

on the Firms largest
total exposures by country and not the Firms

view of any
actual or potentially

adverse credit conditions Exposure

is reported based on the country where the assets of the obligor

counterparty or guarantor are located Exposure amounts are

adjusted for collateral and for credit enhancements e.g guaran

tees and letters of credit provided by third parties outstandings

supported by guarantor
located outside the country or backed by

collateral held outside the country are assigned to the country of

the enhancement provider In addition the effect of credit deriva

tive hedges and other short credit or equity trading positions are

reflected in the table below Total exposure includes exposure to

both government and private-sector entities in country

At December 31 2009 Cross-border
Total

in billions Lendinga Tradingb OtherC Total Locald exposure

South Korea 2.7 1.7 1.3 5.7 $3.3 9.0

India 1.5 2.7 1.1 5.3 0.3 5.6

Brazil 1.8 0.5 1.0 2.3 2.2 4.5

China 1.8 0.4 0.8 3.0 3.0

Taiwan 0.1 0.8 0.3 1.2 1.8 3.0

Hong Kong 1.1 0.2 1.3 2.6 2.6

Mexico 1.2 0.8 0.4 2.4 2.4

Chile 0.8 0.6 0.5 1.9 1.9

Malaysia
0.1 1.3 0.3 1.7 0.2 1.9

South Africa 0.4 0.8 0.5 1.7 1.7

At December 31 2008 Cross-border
Total

in billions Lendinga Tradingb OtherC Total Locald exposure

South Korea 2.9 1.6 0.9 5.4 $2.3 7.7

India 2.2 2.8 0.9 5.9 0.6 6.5

China 1.8 1.6 0.3 3.7 0.8 4.5

Brazil 1.8 0.5 2.3 1.3 3.6

Taiwan 0.1 0.2 0.3 0.6 2.5 3.1

Hong Kong 1.3 0.3 1.2 2.8 2.8

United Arab Emirates 1.8 0.7 2.5 2.5

Mexico 1.9 0.3 0.3 2.5 2.5

South Africa 0.9 0.5 0.4 1.8 1.8

Russia 1.3 0.2 0.3 1.8 1.8

Lending
includes loans and accrued interest receivable interest-bearing deposits with banks acceptances other monetary assets issued letters of credit net of participations

and

undrawn commitments to extend credit

Trading includes issuer
exposure on cross-border debt and equity instruments held both in trading and investment accounts and adiusted for the impact of issuer hedges including

credit derivatives and 21 counterparty exposure on derivative and foreign exchange contracts as well as securities financing trades resale agreements
and securities borrowed

Ic Other represents mainly
local

exposure
funded cross-border including capital

investments in local entities

Local exposure is defined as exposure
to country denominated in local currexcy

and booked locally Any exposure not meeting
these criteria is defined as cross-border euposure

JPMorgan
Chase Co.12009 Annual Report

113



Managements discussion and analysis

CONSUMER CREDIT PORTFOLIO

iPMorgan Chases consumer portfolio consists primarily
of residential

mortgages home equity loans credit cards auto loans student

loans and business banking loans with primary focus on serving

the prime consumer credit market The
portfolio

also includes home

equity loans and lines of credit secured by junior liens mortgage

loans with interest-only payment options to predominantly prime

borrowers as well as certain payment-option loans acquired from

Washington Mutual that may result in negative amortization

substantial portion of the consumer loans acquired in the Wash

ington Mutual transaction were identified as credit-impaired based

on an
analysis

of
high-risk characteristics including product type

loan-to-value ratios FICO scores and delinquency status These

purchased credit-impaired loans are accounted for on pooi basis

and the pools are considered to be performing At the time of the

acquisition these loans were recorded at fair value including an

estimate of losses that were expected to be incurred over the esti

mated remaining lives of the loan pools Therefore no allowance for

loan losses was recorded for these loans as of the transaction date

In 2009 management concluded that it was probable that higher

expected future credit losses for certain pools of the purchased

credit-impaired portfolio
would result in decrease in expected

future cash flows for these pools As result an allowance for loan

losses of $1.6 billion was established

The credit performance of the consumer portfolio across the entire

product spectrum continues to be negatively affected by the eco

nomic environment Higher unemployment and weaker overall

economic conditions have led to significant increase in the number

of loans charged off while continued weak housing prices have

driven
significant increase in the severity of loss recognized on real

estate loans that default Delinquencies and nonperforming loans

continued to increase in 2009 The increases in these credit quality

metrics were due in part to foreclosure moratorium programs

which ended in
early 2009 These moratoriums halted stages of the

foreclosure process while the U.S Treasury developed its homeowner

assistance program i.e MHA and the Firm enhanced its foreclo

sure-prevention programs Due to high volume of foreclosures after

the moratoriums processing timelines for foreclosures were elon

gated by approximately 100 days Losses related to these loans

continued to be recognized in accordance with the Firms normal

charge-off practices but some delinquent loans that would have

otherwise been foreclosed upon remain in the mortgage and home

equity loan portfolios Additional deterioration in the overall eco

nomic environment including continued deterioration in the labor

and residential real estate markets could cause delinquencies and

losses to increase beyond the Firms current expectations

Since mid-2007 the Firm has taken actions to reduce risk exposure

to consumer loans by tightening both underwriting and loan qualifi

cation standards for both real estate and non-real estate lending

products For residential real estate lending tighter income verifica

tion more conservative collateral valuation reduced loan-to-value

maximums and higher FICO and custom risk score requirements are

just some of the actions taken to date to mitigate risk related to new

originations The Firm believes that these actions have better aligned

loan pricing with the underlying credit risk of the loans In addition

originations of subprime mortgage loans stated income and broker-

originated mortgage and home equity loans have been eliminated

entirely to further reduce originations with
high-risk

characteristics

The Firm has never originated option adjustable-rate mortgages The

tightening of underwriting criteria for auto loans has resulted in the

reduction of both extended-term and high loan-to-value financing

As further action to reduce risk associated with lending-related

commitments the Firm has reduced or canceled certain lines of

credit as permitted by law For example the Firm may reduce or

close home equity lines of credit when there are significant decreases

in the value of the underlying property or when there has been

demonstrable decline in the creditworthiness of the borrower Simi

larly certain inactive credit card lines have been closed and num

ber of active credit card lines have been reduced
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The following table presents managed consumer creditrelated information including RFS CS and residential real estate loans reported in the

Corporate/Private Equity segment for the dates indicated For further information about the Firm nonaccrual and charge off accounting policies

see Note 13 on pages 200204 of this Annual Report

Consumer portfolio

90 days or more

As of or for the
year

ended Nonperforming past due and Average annual

December 31 Credit exposure
loansl still accruingf Net charne-offs

net charge-off ratek

in millions except ratios 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008

Consumer loans excluding

purchased credit-impaired

loans and loans held-for-sale

Home equity
senior liena 27376$ 29793 477 291 234 86 0.80% 0.33%

Home equityjunior lienb 74049 84542 1188 1103 2305 5.62 3.12

Prime mortgage 66892 72266 4355 1895 1894 526 2.74 1.02

Subprime mortgage 12526 15330 3248 2690 1648 933 11.86 6.10

Option ARMs 8536 9018 312 10 63 0.71

Auto loans 46031 42603 177 148 627 568 1.44 1.30

Credit card reportedde 78786 104746 3481 2649 9634 4556 11.07 5.47

All other loans 31700 33715 900 430 542 463 1285 459 3.88 1.58

Total consumer loans 345896 392013 10660 6571 4023 3112 19833 9433 5.45 2.90

Consumer loans purchased

credit-impairedO

Home equity
26520 28555 NA NA NA NA NA NA NA NA

Prime mortgage 19693 21855 NA NA NA NA NA NA NA NA

Subprime mortgage 5993 6760 NA NA NA NA NA NA NA NA

Option ARMs 29039 31643 NA NA NA NA NA NA NA NA

Total consumer loans pur

chased credit-impaired 81245 88813 NA NA NA NA NA NA NA NA

Total consumer loans

retained 427141 480826 10660 6571 4023 3112 19833 9433 4.41 2.71

Loans held-for-sale 2142 2028

Total consumer loans

reported
429283 482854 10660 6571 4023 112 19833 9433 441 271

Creditcardsecuritized9 84626 85571 2385 1802 6443 3612 7.55 4.53

Total consumer loans

managed 513909 568425 10660 6571 6408 4914 26276 13045 4.91 3.06

Total consumer loans

managed excluding

purchased credit-impaired

ioans 432664 479612 10660 6571 6408 4914 26276 13045 5.85 3.22

Consumer lending-related

commitments

Home equity senior Iienah 19246 27998

Home equityjunior lienbh 37231 67745

Prime mortgage 1654 5079

Subprime mortgage

Option ARMs

Auto loans 5467 4726

Credit cardh 569113 623702

All other loans 11229 12257

Total lending-related

commitments 643940 741507

Total consumer credit

portfolio $1157849 $1309932

Memo Credit cardmanaged 163412$ 190317 5866 4451 16077 8168 9.33% 5.01%

Represents loans where JPMorgan Chase holds the first security interest on the property

Represents loans where JPMorgan Chase holds security interest that is subordinate in rank to other liens

Excludes operating
lease-related assets of $2.9 billion and $2.2 billion for December 31 2009 and 2008 respectively

Includes $1.0 billion of loans at December 31 2009 held by
the Washington Mutual Master Trust which were consolidated onto the Firms Consolidated Balance Sheets at

fair value during the second quarter of 2009

includes billed finance charges
and fees net of an allowance for urrcollectible amounts

Charge-offs are not recorded on purchased credit-impaired loans until actual losses exceed estimated losses that were recorded as purchase accounting adlustments
at the

time of acquisition
To date no charge-offs have been recorded for these loans If charge-offs were reported comparable to the non-credit impaired portfolio

life-to-date

principal charge-offs would have been $16.7 billion

Represents
securitized credit card receivables For further discussion of credit card securitizations see CS on pages 7274 of this Annual Report
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The following discussion relates to the specific
loan product and

lending-related categories within the consumer portfolio Purchased

credit-impaired loans are excluded from individual loan product

discussions and addressed separately below

Home equity Home equity loans at December 31 2009 were

$101.4 billion decrease of $12.9 billion from year-end 2008 The

decrease primarily
reflected lower loan originations coupled with

loan paydowns and charge-offs The 2009
provision

for credit

losses for the home equity portfolio
included net increases of $2.1

billion to the allowance for loan losses reflecting the impact of the

weak housing prices and higher unemployment Senior lien nonper

forming loans increased from the
prior year due to the weak eco

nomic environment while junior
lien nonperforming loans were

relatively unchanged Net charge-offs have increased from the
prior

year due to higher frequency and
severity

of losses

Mortgage Mortgage loans at December 31 2009 which include

prime mortgages subprime mortgages adjustable-rate mortgages

option ARMs acquired in the Washington Mutual transaction

and mortgage loans held-for-sale were $88.3 billion representing

an $8.5 billion decrease from year-end 2008 The decrease is due

to lower prime mortgage loans retained in the portfolio
and higher

loan charge-offs as well as the run-off of the subprime and option

ARM portfolios Net charge-offs have increased from the
prior year

across all segments of the mortgage portfolio
due to both higher

frequency and significant increase in the severity
of losses

Prime mortgages of $67.3 billion decreased $5.2 billion from

December 31 2008 The 2009
provision

for credit losses included

net increase of $1.0 billion to the allowance for loan lossesreflect

ing
the impact of the weak economic environment Early-stage

delinquencies improved in the latter part
of the year while late-

stage delinquencies have increased as result of
prior

foreclosure

moratoriums and ongoing trial modification activity driving an

increase in nonperforming loans

Subprime mortgages of $12.5 billion decreased $2.8 billion

from December 31 2008 as result of paydowns discontinua

tion of new originations and charge-offs on delinquent loans

The 2009 provision for credit losses included net increase of

$625 million to the allowance for loan losses reflecting
the

impact of high loss seventies driven by declining home prices

Option ARMs of $8.5 billion represent less than 5% of non-

purchased credit-impaired real estate loans and were $482 million

lower than December 31 2008 due to run-off of the
portfolio

This

portfolio
is

primarily comprised of loans with low loan-to-value

ratios and high borrower FICO5 Accordingly the Firm currently

expects substantially lower losses on this portfolio
when compared

with the purchased credit-impaired option ARM portfolio
The

cumulative amount of unpaid interest added to the unpaid principal

balance due to negative amortization of option ARMs was $78

million at December31 2009 New originations
of option ARMs

were discontinued by Washington Mutual
prior

to the date of

iPMorgan Chases
acquisition

of Washington Mutual The Firm has

not originated and doesnot originate option ARMs

The credit card and home equity lending-related commitmentsrepresent the totalavailable lines of credit for these products
The Firm has not experienced and does not

anticipate
that all available lines of credit would be utilized at the same time For credit card commitments and home equity commitments if certain conditions are met

the Firm can reduce or cancel these lines of credit by providing the borrower prior
notice or in some cases without notice as permitted by law

At December 31 2009 and 2008 nonperforming
loans excluded mortgage loans insured by U.S government agencies

of $9.0 billion and $3.0 billion respectively and

student loans that are 90 days past
due and still accruing

which are insured by U.S government agencies under the Federal Family Education Loan Program of $542

million and $43 million respectively
These amounts are excluded as reimbursement is

proceeding normally
In addition the Firms policy

is generally to exempt credit card

loans from being placed on nonaccrual status as permitted by regulatory guidance under guidance issued by the Federal Financial Institutions Examination Council credit

card loans are charged off by the end of the month in which the account becomes 180 days past due or within 60 days from receiving
notification about specified

event

e.g bankruptcy
of the borrower whichever is earlier

Excludes purchased credit-impaired loans that were acquiredas part
of the Washington Mutual transaction which are accounted for on pooi basis Since each pooi is

accounted for as single asset with single composite
interest rate and an aggregate expectation of cash flows the

past
due status of the poois or that of individual loans

within the poois is not meaningful Because the Firm is recognizing interest income on each pooi of loans they are all considered to be performing

1k Average consumer loans held-for-sale and loans at fair value were $2.2 billion and $2.8 billion for the
years

ended December31 2009 and 2008 respectively
These

amounts were excluded when calculating the net charge-off rates

The following table presents consumer nonperforming assets by business segment as of December 31 2009 and 2008

Consumer nonperforming assets

2009
7nng

Assets acquired
Assets acquired

in loan satisfactions
in loan satisfactions

As of December 31 Nonperforming Real estate Nonperforming Nonperforming Real estate Nonperforming

in millions
loans owned Other assets loans owned Other assets

Retail Financial Servicesa $10611 1154 99 $11864 6548 2183 110 8841

Card Servicesa

Corporate/Private Equity
46 48 19 20

Total $10660 1156 99 $11915 6571 2184 110 8865

At December 31 2009 and 2008 nonperforming loans and assets excluded mortgage
loans insured by U.S government agencies of $9.0 billion and $3.0 billion respec

tively real estate owned insured by U.S government agencies
of $579 million and $364 million respectively

and student loans that are 90 days past due and still ac

cruing
which are insured by government agencies

under the Federal Family
Education Loan Program

of $542 million and $43 million respectively These amounts are

excluded as reimbursement is proceeding normally In addition the Firms policy
is generally to exempt credit card loans from being placed on nonaccrual status as permitted

by regulatory guidance Under guidance
issued by the Federal Financial Institutions Examination Council credit card loans are charged off by the end of the month in which

the account bØcdmes 180 days past
due or within 60 days from receiving notification about specified event e.g bankruptcy of the borrower whichever is earlier
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Auto loans As of December 31 2009 auto loans were $46.0

billion an increase of $3.4 billion from year-end 2008 partially

as result of new originations in connection with the U.S gov

ernments cash for clunkers program in the third quarter

Delinquent loans were slightly lower than the
prior year Loss

seventies also decreased as result of higher used-car prices

nationwide The auto loan portfolio reflects high concentration

of prime quality credits

Credit card JPMorgan Chase analyzes its credit card portfolio

on managed basis which includes credit card receivables on the

Consolidated Balance Sheets and those receivables sold to inves

tors through secunitizations Managed credit card receivables

were $163.4 billion at December 31 2009 decrease.of $26.9

billion from year-end 2008 reflecting lower charge volume and

higher level of charge-offs

The 30-day managed delinquency rate increased to 6.28% at

December 31 2009 from 4.97% at December 31 2008 and the

managed credit card net charge-off rate increased to 9.33% in

2009 from 5.01% in 2008 These increases reflect the current

weak economic environment especially
in metropolitan statistical

areas MSAs experiencing the greatest housing price deprecia

tion and highest unemployment and to the credit performance of

loans acquired in the Washington Mutual transaction The allow

ance for loan losses was increased by $2.0 billion for 2009

reflecting provision for loan losses of $2.4 billion partially
offset

by the reclassification of $298 million related to an issuance and

retention of securities from the Chase Issuance Trust The man

aged credit card portfolio continues to reflect well-seasoned

largely
rewards-based portfolio that has good U.S geographic

diversification

Managed credit card receivables excluding the Washington

Mutual portfolio were $143.8 billion at December 31 2009

compared with $162.1 billion at December 31 2008 The 30-day

managed delinquency rate was 5.52% at December 31 2009 up

from 4.36% at December 31 2008 the managed credit card net

charge-off rate excluding the Washington Mutual
portfolio

increased to 8.45% in 2009 from 4.92% in 2008

Managed credit card receivables of the Washington Mutual

portfolio were $19.7 billion at December 31 2009 compared

with $28.3 billion at December 31 2008 Excluding the impact of

the purchase accounting adjustments related to the Washington

Mutual transaction and the consolidation of the Washington

Mutual Master Trust the.Washington Mutual portfolios 30-day

managed delinquency rate was 12.72% at December 31 2009

compared with 9.14% at December 31 2008 and the 2009 net

charge-off rate was 18.79%

All other All other loans primarily include business banking

loans which are highly collateralized loans often with personal

loan guarantees student loans and other secured and unse

cured consumer loans As of December 31 2009 other loans

including loans held-for-sale were$33.6 billion down $2.0

billion from year-end 2008 primarily as result of lower business

banking loans The 2009 provision for credit losses reflected net

increase of $580 million to the allowance for loan losses and an

increase in net charge offs of $826 million related to the business

banking and student loan portfolios reflecting the impact of the

weak economic environment

Purchased credit-impaired Purchased credit-impaired loans

were $81.2 billion at December 31 2009 compared with $88.8

billion at December 31 2008 This portfolio represents loans

acquired inthe Washington MUtual transaction that were re

corded at fair value at the time of acquisition The fair value of

these loans included an estimate of credit losses expected to be

realized over the remaining lives of the loans and therefore no

allowance for loan losses was recorded for these loans as of the

acquisition
date

The Firm regularly updates the amount of expected loan principal

and interest cash flows to be collected for these loans Probable

decreases in expected loan
principal

cash flows trigger the recog

nition of impairment through the provision for loan losses Prob

able and significant increases in expected loan principal
cash

flows would first result in the reversal of any allowance for loan

losses Any remaining increase in the expected principal
cash

flows would be recognized prospectively in interest income over

the remaining lives of the underlying loans

During 2009 management concluded that it was probable that

higher expected principal
credit losses for the purchased credit-

impaired prime mortgage and option ARM pools would result in

decrease in expected cash flows for these pools As result an

allowance for loan losses of $1.1 billion and $491 million respec

tively was established for these pools The credit performance of

the other pools has generally been consistent with the estimate of

losses at the acquisition
date Accordingly no impairment for

these other pools has been recognized
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Managements discussion and analysis

Concentrations of credit risk consumer loans other than purchased credit-impaired loans

Following is tabular information and where appropriate supplemental discussions about certain concentrations of credit risk for the Firms

consumer loans other than purchased credit-impaired loans including

Geographic distribution of loans including certain residential real estate loans with high loan-to-value ratios and

Loans that are 30 days past due

The following tables present the geographic distribution of managed consumer credit outstandings by product as of December 31 2009 and

2008 excluding purchased credit-impaired loans

Consumer loans by geographic region excluding purchased credit-impaired loans

Total Total

December 31 Home Home Total consumer consumer

2009 equity equity Prime Subprime Option home loan Card All other loans Card loans

in billions senior lien junior lien mortgage mortgage ARMs portfolio Auto reported loans reported securitized managed

California 3.6 $16.9 19.1 1.7 3.8 45.1 4.4 $11.0 1.8 62.3 11.4 73.7

NewYork 3.4 12.4 9.2 1.5 0.9 27.4 3.8 6.0 4.2 41.4 6.7 48.1

Texas 4.2 2.7 2.5 0.4 0.2 10.0 4.3 5.6 3.8 23.7 6.5 30.2

Florida 1.2 4.1 6.0 1.9 0.7 13.9 1.8 5.2 0.9 21.8 4.8 26.6

Illinois 1.8 4.8 3.4 0.6 0.4 11.0 2.4 3.9 2.4 19.7 4.9 24.6

Ohio 2.3 1.9 0.8 0.3 5.3 3.2 3.1 2.9 14.5 3.4 17.9

New Jersey 0.8 3.8 2.3 0.6 0.3 7.8 1.8 3.0 0.9 13.5 3.6 17.1

Michigan 1.3 1.9 1.4 0.3 4.9 2.1 2.4 25 11.9 2.9 14.8

Arizona 1.6 3.6 1.6 0.3 0.1 7.2 1.5 1.7 1.6 12.0 2.1 14.1

Pennsylvania 0.2 1.2 0.7 0.4 0.1 2.6 2.0 2.8 0.8 8.2 3.2 11.4

Washington 0.9 2.4 1.9 0.3 0.4 5.9 0.6 1.5 0.4 8.4 1.5 9.9

Colorado 0.4 1.7 1.8 0.2 0.2 4.3 1.0 1.6 0.8 7.7 2.1 9.8

All other 5.7 16.6 16.6 4.0 1.4 44.3 17.1 31.0 10.6 103.0 31.5 134.5

Total 27.4 74.0 67.3 12.5 8.5 189.7 46.0 78.8 33.6 $348.1 84.6 432.7

Total Total Total

Home Home home consumer consumei

December 31 2008 equity equity Prime Subprinie Option loan Card All other loans Card loans

in billions senior lien junior lien mortgage mortgage ARMs portfolio Auto reported loans reported securitized managec

California 3.9 19.3 22.8 2.2 3.8 52.0 4.7 14.8 2.0 73.5 12.5 86.0

New York 3.3 13.0 10.4 1.7 0.9 29.3 3.7 8.3 4.7 46.0 6.6 52.6

Texas 5.0 3.1 2.7 0.4 0.2 11.4 3.8 7.4 4.1 26.7 6.1 32.8

Florida 1.3 5.0 6.0 2.3 0.9 15.5 1.5 6.8 0.9 24.7 5.2 29.9

Illinois 1.9 5.3 3.3 0.7 0.3 11.5 2.2 5.3 2.5 21.5 4.6 26.1

Ohio 2.6 2.0 0.7 0.4 5.7 3.3 4.1 3.3 16.4 3.4 19.8

Newiersey 0.8 4.2 2.5 0.8 0.3 8.6 1.6 4.2 0.9 15.3 3.6 18.9

Michigan 1.4 2.2 1.3 0.4 5.3 1.5 3.4 2.8 13.0 2.8 15.8

Arizona 1.7 4.2 1.6 0.4 0.2 8.1 1.6 2.3 1.9 13.9 1.8 15.7

Pennsylvania 0.2 1.4 0.7 0.5 0.1 2.9 1.7 3.9 0.7 9.2 3.2 12.4

Washington 1.0 2.8 2.3 0.3 0.5 6.9 0.6 2.0 0.4 9.9 1.6 11.5

Colorado 0.5 1.9 1.9 0.3 0.3 4.9 0.9 2.1 0.9 8.8 2.1 10.9

All other 6.2 20.1 16.3 4.9 1.5 49.0 15.5 40.1 10.5 115.1 32.1 147.2

Total 29.8 84.5 72.5 15.3 9.0 $211.1 $42.6 $104.7 $35.6 394.0 85.6 479.6

118 lPMorgan Chase Co./2009 Annual Report



Top States Consumer Loans Managed

at December 31 2009

California

17.0%

New York

11.1%

Texas

7.0%

Florida

6.1%

lop States Consumer Loans Managed
lal

at December 31 2008

All other

52.7%

Excluding the purchased credit-impaired loans acquired in the Washington Mutual transaction

The following table presents the geographic distribution of certain residential real estate loans with current estimated combined loan-to-value

ratios LTVs in excess of 100% as of December 31 2009 and 2008 excluding purchased credit-impaired loans acquired in the Washington

Mutual transaction The estimated collateral values used to calculate the current estimated combined LTV ratios in the following table were

derived from nationally recognized home price
index measured at the MSA5 level Because home price indices can have wide

variability
and

such derived real estate values do not represent actual appraised loan-level collateral values the resulting ratios are necessarily imprecise and

should therefore be viewed as estimates

Geographic distribution of residential real estate loans with current estimated combined LTVs 100%a

December 31 2009
Home equity Prime Subprime of

in billions except ratios junior
lienC mortgageCd mortgageC Total total loanse

California
8.3 9.4 1.1 18.8 50%

New York 2.3 1.3 0.3 3.9 17

Arizona 2.8 1.1 0.2 4.1 75

Florida 2.8 3.9 1.3 8.0 67

Michigan
1.3 0.9 0.2 2.4 67

All other 8.1 6.1 1.8 16.0 22

Total combined LIV 100% 25.6 22.7 4.9 53.2 35%

As percentage ototal loans 35% 34% 39% 35%

Total
portfolio average combined LTV at origination

74 74 79

Total
portfolio average current estimated combined LTVb 97 93 101

December 31 20080 Home equity Prime Subprime of

in billions except ratios junior
lienC mortgageCd mortgageC Total total loanse

California 8.4 7.9 1.3 17.6 40%

New York 1.8 0.6 0.3 2.7 11

Arizona 2.9 0.9 0.2 4.0 65

Florida 2.9 2.9 1.5 7.3 55

Michigan
1.3 0.6 0.3 2.2 56

All other 7.5 3.3 1.6 12.4 16

Total combined LIV 100% 24.8 16.2 5.2 46.2 27%

As percentage of total loans 29% 22% 34% 27%

Total portfolio average combined LTV at Origination
75 72 79

Total portfolio average current estimated combined LTVb 91 83 91

Home equityjunior lien prime mortgage and subprime mortgage loans with current estimated combined LTV5 greater than 80% up to and including 100% were

$17.9 billion $17.6 billion and $3.5 billion respectively at December 31 2009

The average current estimated combined Liv ratio reflects the outstanding
balance at the balance sheet date divided by the estimated current property value Current

property
values are estimated based on home valuation models utilizing nationally recognized home price index valuation estimates

Represents
combined loan-to-value which considers all available lien positions

related to the property

Includes mortgage loans insured by the u.s government agencies of $5.3 billion and $1.8 billion at December 31 2009 and 2008 respectively

Represents total loans of the
product types

noted in this table by geographic
location

December 2008 estimated collateral values for the heritage Washington Mutual portfolio
have been changed to conform to values derived from the home

price
index used

for the JPMorgan Chase portfolio Home price indices generally have different valuation methods and assumptions and therefore can yield wide range
of estimates

California

17.9%

Florida

Illinois

6.2%

54%
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Managements discussion and analysis

The consumer credit portfolio is geographically diverse The

greatest concentration of loans is in California which represents

18% of total on-balance sheet consumer loans and 24% of total

residential real estate loans at December 2009 compared to

19% and 25% respectively at December 2008 Of the total on-

balance sheet consumer loan portfolio $149.4 billion or 43%

are concentrated in California New York Arizona Florida and

Michigan at December 2009 compared to $171.1 billion or 43%
at December 2008

Declining home prices have had significant impact on the esti

mated collateral value underlying the Firms residential real estate

loan portfolio In general the delinquency rate for loans with high

current estimated combined LTV ratios is greater than the delin

quency rate for loans in which the borrower has equity in the

collateral While
large portion of the loans with current esti

mated combined LTV ratios greater than 100% continue to pay

and are current the continued willingness and
ability of these

borrowers to pay is currently uncertain Nonperforming loans in

the residential real estate portfolio
totaled $9.6 billion of which

64% was greater than 150 days past due at December 31 2009

Of the nonperforming loans that were greater than 150 days past

due at December 31 2009 approximately 36% of the unpaid

principal
balance of these loans has been charged-down to

estimated collateral value

Consumer 30 day delinquency information

30 day delinquent loans 30 day delinquency rate

December 31 in millions except ratios 2009 2008 2009 2008

Consumer loans excluding purchased credit-impaired loansa

Home equity senior lien

Home equity lunior lien

Prime mortgage

Subprime mortgage

Option ARMs

Auto loans

Credit card reported

All other loans

Total consumer loans excluding purchased credit-impaired

loans reported

Credit card securitized

Total consumer loans excluding purchased credit-impaired

loansmanaged 25873 21291 5.98% 4.44%

Memo Credit card managed 10267 9464 6.28% 4.97%

833 585 3.04% 1.96%

2515 2563 3.40 3.03

5532b 3180b 8.21d 4.39d

4232 3760 33.79- 24.53

438 68 5.13 0.75

750 963 1.63 2.26

6093 5653 7.73 5.40

1306C 708C 3.91 1.99

21699 17480 6.23% 4.44%

4174 3.811 4.93 4.45

The delinquency rate for purchased credit-impaired loans which is based on the unpaid principal balance was 27.79% and 17.89% at December31 2009 and 2008

respectively

Excludes 30 day delinquent mortgage loans that are insured
by U.S government agencies of $9.7 billion and $3.5 billion at December 31 2009 and 2008 respec

tively These amounts are excluded as reimbursement is proceeding normally

Excludes 30 day delinquent loans that are 30 days or more past due and still accruing which are insured by U.S government agencies under the Federal Family

Education Loan Program of $942 million and $824 million at December 31 2009 and 2008 respectively These amounts are excluded as reimbursement is proceeding

normally

The denominator for the calculation of the 30
day delinquency rate includes residential real estate loans reported in the Corporate/PrivateEquity segment and

mortgage loans insured by U.S government agencies The 30 day delinquency rate excluding these loan balances was 11.24% and 5.14% at December 31 2009 and

2008 respectively

Consumer 30 day delinquencies have increased to 6.23% of the consumer loan portfolio at December 31 2009 in comparison to 4.44% at

December 31 2008 driven predominately by an increase in residential real estate delinquencies which increased $3.4 billion Late stage

delinquencies 150 days delinquent increased significantly reflecting the impacts of trial loan modifications and foreclosure moratorium

backlogs Losses related to these loans continue to be recognized in accordance with the Firms normal charge-off practices as such these

loans are reflected at their estimated collateral value Early stage delinquencies 30 89 days delinquent in the residential real estate portfo

lios have remained relatively flat year over year
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Concentrations of credit risk purchased credit-impaired loans

The following table presents the current estimated combined LTV ratio as well asthe ratio of the carrying value of the underlying loans to the

current estimated collateral value for purchased credit-impaired loans Because such loans were initially measured at fair value the ratio of the

carrying
value to the current estimated collateral value will be lower than the current estimated combined LTV ratio which is based on the unpaid

principal
balance The estimated collateral values used to calculate these ratios were derived from nationally recognized home

price
index meas

ured at the MSA level Because home price indices can have wide
variability

and such derived real estate values do not represent actual appraised

loan-level collateral values the resulting ratios are necessarily imprecise and should therefore be viewed as estimates

Combined LIV ratios and ratios of carrying values to current estimated collateral values purchased credit-impaired

Ratio of carrying

value to current

December 31 2009 Current estimated Carrying
estimated

in billions except ratios Unpaid principal balanceb combined ratioCd valuee collateral value

Option ARM5a 37.4 128% 29.0 98%U

Home equity
32.9 127 26.5 102

Prime mortgage 22.0 121 19.7 iozO

Subprime mortgage 9.0 122 6.0 81

Ratio of carrying

value to current

December 31 2008g Current estimated Carrying
estimated

in billions except ratios Unpaid principal
balanceb combined LTV ratioCdl valuee collateral value

OptionARMs 41.6 113% 31.6 86%

Home equity 39.8 115 28.6 82

Primemortgage 25.0 107 21.8 94

Subprime mortgage 10.3 112 6.8 73

The cumulative amount of unpaid interest that has been added to the unpaid principal balance of option ARMs was $1.9 billion at December31 2009 Assuming

market interest rates the Firm would expect
the following balance of current loans to experience payment recast $6.3 billion in 2010 and $3.9 billion in 2011 of

which $4.8 billion and $3.7 billion relate to the purchased credit-impaired portfolio

Represents the contractual amount of principal owed

Represents the aggregate unpaid principal
balance of loans divided by the estimated current property value Current property

values are estimated based on home

valuation models utilizing nationally recognized
home price index valuation estimates

Represents
current estimated combined loan-to-value which considers all available lien

positions
related to the

property

Carrying values include the effect of fair value adjustments that were applied to the consumer purchased credit-impaired portfolio at the date of acquisition

Ratios of carrying value to current estimated collateral value for the
prime mortgage and option ARM portfolios are net of the allowance for loan losses of $1 billion

and $491 million respectively as of December 31 2009

December 2008 estimated collateral values for the heritage Washington Mutual portfolio have been changed to conform to values derived from home price index used

for the JPMorgan Chase portfolio Home price indices generally have different valuation methods and assumptions and therefore can yield wide range
of estimates

Purchased credit-impaired loans in the states of California and

Florida represented 54% and 11% respectively of total pur

chased credit-impaired loans at December 31 2009 compared

with 53% and 11% respectively at December 31 2008 The

current estimated combined LTV ratios were 137% and 149% for

California and Florida loans respectively at December 31 2009

compared with 121% and 125% respectively at December 31

2008 Loan concentrations in California and Florida as well as

the continuing decline in housing prices
in those states have

contributed negatively to both the current estimated combined

LTV ratio and the ratio of carrying value to current collateral value

for loans in the purchased credit-impaired portfolio

While the carrying value of the purchased credit-impaired loans is

marginally below the current collateral value of the loans the

ultimate performance of this portfolio is highly dependent on tle

borrowers behavior and ongoing ability
and willingness to con

tinue to make payments on homes with negative equity as well as

the cost of alternative housing The purchased credit-impaired

portfolio was recorded at fair value at the time of
acquisition

which included an estimate of losses expected to be incurred over

the estimated remaining lives of the loan pools During 2009

management concluded that it was probable that higher than

expected future principal credit losses would result in decrease

in the expected future cash flows of the prime and option ARM

pools As result an allowance for loan losses of $1.6 billion was

established
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Residential real estate loan modification activities

During 2009 the Firm reviewed its residential real estate portfolio

to identify
homeowners most in need of assistance opened new

regional counseling centers hired additional loan counselors

introduced new financing alternatives proactively reached out to

borrowers to offer
pre-qualified

modifications and commenced

new process to independently review each loan before moving it

into the foreclosure process In addition during the first quarter

of 2009 the U.S Treasury introduced the MHA programs which

are designed to assist eligible
homeowners in number of ways

one of which is by modifying the terms of their mortgages The

Firm is
participating

in the MHA programs while continuing to

expand its other loss-mitigation efforts for financially distressed

borrowers who do not qualify
for the MHA programs The MHA

programs and the Firms other loss-mitigation programs for

financially
troubled borrowers generally represent various conces

sions such as term extensions rate reductions and deferral of

principal payments that would have otherwise been required

under the terms of the original agreement When the Firm modi

Real estate owned REO As
part

of the residential real

estate foreclosure process loans are written down to the fair value

of the underlying real estate asset less costs to sell In those in

stances where the Firm gains title ownership and possession of

individual properties at the completion of the foreclosure process

these REO assets are managed for prompt sale and disposition at

the best possible economic value Any further gains or losses on

REO assets are recorded as part of other income Operating ex

fies home equity lines of credit in troubled debt restructurings

future lending commitments related to the modified loans are

canceled as part of the terms of the modification Under all of

these programs borrowers must make at least three payments

under the revised contractual terms during trial modification

period and be successfully
re-underwritten with income verifica

tion before their loans can be permanently modified The Firms

loss-mitigation programs are intended to minimize economic loss

to the Firm while providing alternatives to foreclosure The

success of these programs is highly dependent on borrowers

ongoing ability
and willingness to repay in accordance with the

modified terms and could be adversely affected by additional

deterioration in the economic environment or shifts in borrower

behavior For both the Firms on-balance sheet loans and loans

serviced for others approximately 600000 mortgage modifica

tions had been offered to borrowers in 2009 Of these 89000

have achieved permanent modification Substantially all of the

loans contractually modified to date were modified under the

Firms other loss mitigation programs

pense such as real estate taxes and maintenance are charged to

other expense REO assets declined from year-end 2008 as result

of the foreclosure moratorium in early 2009 and the subsequent

increase in loss mitigation activities It is anticipated that REO

assets will increase over the next several quarters as loans moving

through the foreclosure process are expected to increase

The following table presents information relating
to restructured on-balance sheet residential real estate loans for which concessions have

been granted to borrowers experiencing financial difficulty as of December 31 2009 Modifications of purchased credit-impaired loans con

tinue to be accounted for and reported as purchased credit-impaired loans and the impact of the modification is incorporated into the Firms

quarterly assessment of whether probable and/or significant change in estimated future principal
cash flows has occurred Modifications of

loans other than purchased credit-impaired are generally accounted for and reported as troubled debt restructurings

Restructured residential real estate loansa

Nonperforming

onbalance

sheet Ioansd
December 31 2009

Onbalance

in millions
sheet loans

Restructured residential real estate loans excluding

purchased credit-impaired loansb

Home equitysenior lien

168 30

Home equityjunior lien

222 43

Prime mortgage
634 243

Subprime mortgage
1998 598

Option ARMs

Total restructured residential real estate loans excluding purchased credit-impaired loans 3030 920

Restructured purchased credit-impaired IoansC

Home equity
453 NA

Prime mortgage
1526 NA

Subprime mortgage
1954 NA

Option ARMs 2972 NA

Total restructured purchased credit-impaired loans 6905 NA

Restructured residential real estate loans were immaterial at December 31 2008

Amounts represent
the carrying value of restructured residential real estate loans

Amounts represent the unpaid principal
balance of restructured purchased credit-impaired loans

Id Nonperforming loans modified in troubled debt restructuring may be returned to accrual status when repayment is reasonably assured and the borrower has made

minimum of six payments under the new terms

122
JPMorgan

Chase Co./2009 Annual Report



Portfolio transfers The Firm
regularly

evaluates market condi

tions and overall economic returns and makes an initial determina

tion as to whether new originations will be held-for-investment or

sold within the foreseeable future The Firm also
periodically

evalu

ates the expected economic returns of previously originated loans

under prevailing market conditions to determine whether their

designation as held-for-sale or held-for-investment continues to be

appropriate When the Firm determines that change in this desig

ALLOWANCE FOR CREDIT LOSSES

nation is appropriate the loans are transferred to the appropriate

classification Since the second half of 2007 all new prime mort

gage originations that cannot be sold to U.S government agencies

and U.S government-sponsored enterprises have been designated

as held-for-investment Prime mortgage loans originated with the

intent to sell are accounted for at fair value and classified as trad

ing assets in the Consolidated Balance Sheets

JPMorgan Chases allowance for loan losses covers the wholesale

risk-rated and consumer primarily scored loan portfolios and

represents managements estimate of probable credit lossesinherent

in the Firms loan
portfolio Management also computes an allow

ance for wholesale lending-related commitments using methodol

ogy
similar to that used for the wholesale loans During 2009 the

Firm did not make any significant changes to the methodologies or

policies described in the following paragraphs

Wholesale loans are charged off to the allowance for loan losses when

it is highly
certain that loss has been realized this determination

considers many factors including the prioritization
of the Firms claim in

bankruptcy expectations of the workout/restructuring of the loan and

valuation of the borrowers equity Consumer loans other than pur

chased credit-impaired loans are generally charged off to the allowance

for loan losses upon reaching specified stages of delinquency in accor

dance with the Federal Financial Institutions Examination Council policy

For example credit card loans are charged off by the end of the month

in which the account becomes 180 days past due or within 60 days of

receiving
notification about specified event e.g bankruptcy of the

borrower whichever is earlier Residential mortgage products are

generally charged off to an amount equal to the net realizable value of

the
underlying collateral no later than the date the loan becomes 180

days past due Other consumer products if collateralized are generally

charged off to the net realizable value of the underlying collateral at

120 days past due

Determining the appropriateness of the allowance is complex and

requires judgment about the effect of matters that are inherently

uncertain Assumptions about unemployment rates housing prices

and overall economic conditions could have significant impact on

the Firms determination of loan quality Subsequent evaluations of

the loan portfolio in light
of then-prevailing factors may result in

significant changes in the allowances for loan losses and lending-

related commitments in future periods At least quarterly the allow

ance for credit losses is reviewed by the Chief Risk Officer the Chief

Financial Officer and the Controller of the Firm and discussed with the

Risk Policy
and Audit Committees of the Board of Directors of the

Firm As of December 31 2009 JPMorgan Chase deemed the allow

ance for credit losses to be appropriate i.e sufficient to absorb

losses inherent in the portfolio including
those not

yet identifiable

For further discussion of the components of the allowance for credit

losses see Critical Accounting Estimates Used by the Firm on pages

135139 and Note 14 on pages 204206 of this Annual Report

The allowance for credit losses increased by $8.7 billion from the

prior year to $32.5 billion Excluding held-for-sale loans loans carried

at fair value and purchased credit-impaired consumer loans the

allowance for loan losses represented .51% of loans at December

31 2009 compared with 3.62% at December 31 2008

The consumer allowance for loan losses increased by $7.8 billion

from the prior year primarily as result of an increased allowance for

loan losses in residential real estate and credit card The increase

included additions to the allowance for loan losses of $5.2 billion

driven by higher estimated losses for residential mortgage and home

equity loans as the weak labor market and weak overall economic

conditions have resulted in increased delinquencies and continued

weak housing prices
have driven

significant
increase in loss severity

The allowance for loan losses related to credit card increased $2.0

billion from the prior year reflecting
continued weakness in the credit

environment The increase reflects an addition of $2.4 billion through

the provision for loan losses partially
offset by the reclassification of

$298 million related to the issuance and retention of securities from

the Chase Issuance Trust

The wholesale allowance for loan losses increased by $600 million

from December 31 2008 reflecting
the effect of continued weak

ening credit environment

To provide for the risk of loss inherent in the Firms process of extend

ing
credit an allowance for lending-related commitments is held for

the Firm which is reported in other liabilities The allowance is com

puted using methodology similar to that used for the wholesale

loan portfolio
modified for expected maturities and probabilities

of

drawdown For further discussion on the allowance for lending-

related commitments see Note 14 on page 204206 of this Annual

Report

The allowance for lending-related commitments for both wholesale

and consumer which is reported in other liabilities was $939 million

and $659 million at December 31 2009 and 2008 respectively The

increase reflects downgrades within the wholesale
portfolio

due to

the continued weakening credit environment during 2009

The credit ratios in the table below are based on retained loan bal

ances which exclude loans held-for-sale and loans accounted for at

fair value As of December 31 2009 and 2008 wholesale retained

loans were $200.1 billion and $248.1 billion respectively and con

sumer retained loans were $427.1 billion and $480.8 billion respec

tively For the years ended December 31 2009 and 2008 average

wholesale retained loans were $223.0 billion and $219.6 billion

respectively and average consumer retained loans were $449.2

billion and $347.4 billion respectively

JPMorgan
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Summary of changes in the allowance for-credit losses

Year ended December 31

in millions Wholesale Consumer Total Wholesale Consumer Total

Allowance for loan tosses

Beginning balance at January 6545 16619 23164 3154 6080 9234
Gross charge-offs 3226 20792 24018 521 10243 10764

Gross recoveries 94 959 1053 119 810 929
Netcharge-offs 3132 19833 22965 402 9433 9835
Provision for loan losses

Provision excluding accounting conformity 3684 28051 31735 2895 16765 19660

Accounting conformitya 641 936 1577

Total provision for loan losses 3684 28051 31735 3536 17701 21237

Acquired allowance
resulting

from Washington Mutual

transaction 229 2306 2535

Otherb 48 380 332 28 35
Ending balance at December31 7145 24457 31602 6545 16619 23164

Components

Assetspecificcd 2046 996 3042 712 379 1091

Formula-based 5099 21880 26979 5833 16240 22073

Purchased credit-impaired 1581 1581

Total allowance for loan losses 7145 24457 31602 6545 16619 23164
Allowance for lending-related commitments

Beginnin balance at January 634 25 659 835 15 850

Provision for lending-related commitments

Provision
excluding accounting conformity 290 10 280 214 215

Accounting conformitya 48 43
Total provision for lending-related commitments 290 10 280 209 49 258
Acquired allowance resulting from Washington Mutual

transaction 66 66

Otherb

Ending balance at December31 927 12 939 634 25 659

Components

Asset-specific 297 297 29 29

Formula-based 630 12 642 605 25 630

Total allowance for lending-related commitments 927 12 939 634 25 659

Total allowance for credit losses 8072 24469 32541 7179 16644 23823

Credit ratios

Allowance for loan losses to retained loans 3.57% 5.73% 5.04% 2.64% 3.46% 3.18%

Net chargeoffratese 1.40 4.41 3.42 0.18 2.71 1.73

Credit ratios excluding home lending purchased

cedit-impaired loans and loans held by the

Washington Mutual Master Trust

Allowance for loan losses to retained loansO 3.57 6.63 5.51 2.64 4.24 3.62

Related to the Washington Mutual transaction in 2008

Predominantly includes reclassification in 2009 related to the issuance and retention of securities from the Chase Issuance Trust as well as reclassifications of allowance

balances related-to business transfers betweenwholesale and consumer businesses in the first quarter of 2008

Relates to risk-rated loans that have been placed on nonaccrual status and loans that have been modified in troubled debt restructuring

The asset-specific consumer allowance for loan losses includes troubled debt restructuring reserves of $754 million and $258 million at December 31 2009 and 2008

respectively Prior period amounts have been reclassified to conform to the current presentation

Charge-offs are not recorded on purchased credit-impaired loans until actual losses exceed estimated losses that were recorded as purchase accounting adjustments at the time of

acquisition

Excludes the
impact

of purchased credit impaired loans that were acquired as part of the Washington Mutual transaction and loans held
by the Washington Mutual Master

Trust which were consolidated onto the Firms balance sheet at fair value
during the second quarter of 2009 As of December 31 2009 an allowance for-loan losses of $1.6

billion was recorded for the purchased credit-impaired loans which has also been excluded from applicable ratios No allowance was recorded for the loans that were con

solidated from the Washington Mutual Master Trust as of December 31 2009 To date no charge-offs have been recorded for
any of these loans

The following table includes credit ratio excluding the following

items home lending purchased credit-impaired loans acquired in- the

Washington Mtrtual transaction and credit card loans held by the

Washington Mutual Master Trust which were consolidated onto the

Firms balance sheet at fair value during the second quarter of 2009

The purchased credit-impaired loans were- accounted for at fair value

on the
acquisition date which incorporated managements estjmate

as of that date of credit loses over the remaining life of the portfo

2009 2008

ho Accordingly no allowance for loan losses was recorded for these

loans as of the acquisition date Subsequent evaluations of estimated

credit deterioration in this
portfolio

resulted in the recording of an

allowance for loan losses of $1.6 billion at December 31 2009 For

more information on home lending purchased credit-impaired loans

see pages 117 and 121 of this Annual Report For more information

on the consolidation of assets from the Washington Mutual Master

Trust see Note 1S on pages 206213 of this Annual Report
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The calculation of the allowance for loan losses to total retained loans excluding both home lending purchased credit-impaired loans and loans

held by the Washington Mutual Master Trust is presented below

December 31 in millions except ratios
2009 2008

Allowance for loan losses 31602 23164

Less Allowance for purchased credit-impaired
loans 1581

Adjusted allowancefor loan losses 30021 23164

Total loans retained 627218 728915

Less Firmwide
purchased credit-impaired loans 81380 89088

Loans held by the Washington Mutual Master Trust 1002

Adjusted
loans 544836 639827

Allowance for loan losses to ending loans excluding purchased credit-impaired loans and loans held by

the Washington Mutual Master Trust 5.51% 3.62%

The following table presents the allowance for credit losses by business segment at December 31 2009 and 2008

Allowance for credit losses

2009 2008

December 31 Lending-related Lending-related

in millions Loan losses commitments Total Loan losses commitments Total

Investment Bank 3756 485 4241 3444 360 3804

Commercial Banking 3025 349 3374 2826 206 3032

Treasury Securities Services 88 84 172 74 63 137

Asset Management 269 278 191 196

Corporate/Private Equity
10 10

Total Wholesale 7145 927 8072 6545 634 7179

Retail Financial Services 14776 12 14788 8918 25 8943

Card Services 9672 9672 7692 7692

Corporate/Private Equity

Total Consumer 24457 12 24469 16619 25 16644

Total 31602 939 32541 23164 659 23823

Provision for credit losses

The managed provision
for credit losses was $38.5 billion for the year ended December 31 2009 up by $13.9 billion from the prior year The prior-year

included $1.5 billion charge to conform Washington Mutuals allowance for loan losses which affected both the consumer and wholesale portfolios

For the purpose of the following analysis this charge is excluded The consumer-managed provision
for credit losses was $34.5 billion for the year

ended December 31 2009 compared with $20.4 billion in the
prior year reflecting an increase in the allowance for credit losses in the home lending

and credit card loan
portfolios

Included in the 2009 addition to the allowance for loan losses was $1.6 billion increase related to estimated deteriora

tion in the Washington Mutual purchased credit-impaired portfolio
The wholesale provision for credit losses was $4.0 billion for the year ended Decem

ber 31 2009 compared with $2.7 billion in the prior year reflecting
continued weakness in the credit environment

Year ended December 31

in millions

Investment Bank

Commercial
Banking

Treasury Securities Services

Asset Management

Corporate/Private Equityab

Total Wholesale

Provision for credit losses

Lending-related commitmentsLoan losses

2008

505

52

87

676

3536

2007

376

230

11

19

598

2009

2154

1314

34

183

3684

15950

12019

82

28051

2009

$125

140

21

290

2008

$201

41
30

209

2007

278

49

336

2009

2279

1454

55

188

________

3974

Total

2008

2015

464

82

85

681

3327

2007

654

279

19

18

934

Retail Financial Services 9906 2620 10 10 15940 9905 2610

Card Services reported 6456 3331 12019 6456 3331

Corporate/Private Equityacd 1339 11 48 82 1291 11
Total Consumer 17701 5940 10 49 10 28041 17652 5930

Total provision for credit

lossesreported 31735 21237 6538 280 258 326 32015 20979 6864

Creditcardsecuritized 6443 3612 2380 6443 3612 2380

Total provision for credit

losses managed 38178 24849 8918 280 258 326 38458 24591 9244

Includes accounting conformity provisions related to the Washington Mutual transaction in 2008

Includes provision expense
related to loans acquired in the Bear Stearns merger in the second quarter

of 2008

Includes amounts related to held-for-investment prime mortgages transferred from AM to the Corporate/Private Equity segment

In November 2008 the Firm transferred $5.8 billion of
higher quality credit card loans from the legacy Chase portfolio to securitization trust previously established by

Washington Mutual the Trust As result of
converting higher

credit quality Chase-originated on-book receivables to the Trusts sellers interest which has higher

overall loss rate reflective of the total assets within the Trust approximately $400 million of incremental provision expense was recorded during the fourth quarter This

incremental provision expense was recorded in the Corporate segment as the action related to the acquisition
of Washington Mutuals banking operations For further

discussion of credit card securitizations see Note 15 on pages 206213 of this Annual Report
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MARKET RISK MANAGEMENT

Market risk is the exposure to an adverse change in the market

value of portfolios and financial instruments caused by change in

market prices or rates

Market risk management

Market Risk is an independent risk management function aligned

primarily with each of the Firms business segments Market Risk

works in partnership with the business segments to identify and

monitor market risks throughout the Firm as well as to define

market risk policies and procedures The risk management function

is headed by the Firms Chief Risk Officer

Market Risk seeks to facilitate efficient risk/return decisions

reduce
volatility

in operating performance and make the Firms

market risk
profile transparent to senior management the Board

of Directors and regulators Market Risk is responsible for the

following functions

Establishing comprehensive market risk
policy

framework

Independent measurement monitoring and control of business

segment market risk

Definition approval and monitoring of limits

Performance of stress testing
and

qualitative
risk assessments

Risk identification and classification

Each business segment is responsible for the comprehensive identi

fication and verification of market risks within its units The highest

concentratiOns of market risk are found in IB Consumer Lending

and the Firms Chief Investment Office in the Corporate/Private

Equity segment

lB makes markets and trades its products across several different

asset classes These asset classes
primarily

include fixed income risk

both interest rate risk and credit spread risk foreign exchange

equities
and commodities risk These trading risks may lead to the

potential decline in net income due to adverse changes in market

rates In addition to these trading risks there are risks in lBs credit

portfolio
from retained loans and commitments derivative credit

valuation adjustments hedges of the credit valuation adjustments

and mark-to-market hedges of the retained loan portfolio Addi

tional risk positions result from the debit valuation adjustments

taken on certain structured liabilities and derivatives to reflect the

credit quality of the Firm

The Firms Consumer Lending business unit includes the Firms

mortgage pipeline and warehouse loans MSRs and all related

hedges These activities give rise to complex interest rate risks as

well as option and basis risk Option risk arises primarily
from

prepayment options embedded in mortgages and changes in the

probability of newly originated mortgage commitments actually

closing Basis risk results from differences in the relative move

ments of the rate indices underlying mortgage exposure and other

interest rates

The Chief Investment Office is primarily concerned with managing

structural market riskswhich arise out of the various business

activities of the Firm These include structural interest rate risk and

foreign exchange risk Market Risk measures and monitors the

gross structural exposures as well as the net exposures related to

these activities

Risk measurement

Tools used to measure risk

Because no single measure can reflect all aspects of market

risk the Firm uses various metrics both statistical and nonsta

tistical including

Nonstatistical risk measures

Value-at-risk

Loss advisories

Drawdowns

Economic value stress testing

Earnings-at-risk stress testing

Risk identification for
large exposures RIFLE

Nonstatistical risk measures

Nonstatistical risk measures other than stress testing include net open

positions basis point values option sensitivities market values

position
concentrations and

position turnover These measures pro

vide granular information on the Firms market risk exposure They

are aggregated by line of business and by risk type and are used for

monitoring limits one-off approvals and tactical control

Value-at-risk

JPMorgan Chases primary statistical risk measure VaR estimates

the
potential loss from adverse market moves in normal market

environment and provides consistent cross-business measure of

risk profiles and levels of diversification VaR is used for comparing

risks across businesses monitoring limits and as an input to eco

nomic capital calculations Each business day as
part

of its risk

management activities the Firm undertakes comprehensive VaR

calculation that includes the majority of its market risks These VaR

results are reported to senior management
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To calculate VaR the Firm uses historical simulation based on

one-day time horizon and an expected tail-loss methodology which

measures risk across instruments and
portfolios

in consistent and

comparable way The simulation is based on data for the previous

12 months This approach assumes that historical changes in

market values are representative of future changes this assumption

may not always be accurate particularly
when there is volatility in

the market environment For certain products such as lending

facilities and some mortgage-related securities for which price-based

time series are not readily available market-based data are used in

conjunction with
sensitivity

factors to estimate the risk It is likely that

using an actual price-based time series for these products if avail

able would impact the VaR results presented In addition certain

risk parameters such as correlation risk among certain instruments

are not fully captured in VaR

In the third quarter of 2008 the Firm revised its reported lB Trading

and credit
portfolio

VaR measure to include additional risk positions

previously excluded from VaR thus creating more comprehensive

view of the Firms market risks In addition the Firm moved to

calculating VaR
us.ing

95% confidence level to provide more

stable measure of the VaR for day-to-day risk management The

following sections describe iPMorgan Chases VaR measures under

both the legacy 99% confidence level as well as the new 95%

confidence level The Firm intends to present VaR
solely at the 95%

confidence level commencing in the first quarter of 2010 as infor

mation for two complete year-to-date periods will then be available

The table below shows the results of the Firms VaR measure using the legacy 99% confidence level

As of or for the year
ended 2009 2008 At December31

December 31ain millions Average Minimum Maximum Average Minimum Maximum 2009 2008

By risk type

Fixed income 221 $112 $289 181 99 409 $123 253

Foreign exchange 30 10 67 34 13 90 18 70

Equities 75 13 248 57 19 187 64 69

Commodities and other .32 16 58 32 24 53 23 26

Diversification l3Db NMc NMc 108b NMc NMc 99b 152b

Trading VaR 227 $103 $357 196 96 420 $129 266

Creditportfolio VaR 101 30 221 69 20 218 37 171

Diversification 80b NMC NMc 63b NMC NMc 20b 120b

Total trading and credit

portfolio VaR 248 202 96 449 $146 317
__________________________________

$132
_______

$397

The results for the year ended December31 2008 include five months of heritage iPMorgan Chase Co only results and seven months of combined JPMorgan

Chase Co and Bear Stearns results

Average and period-end vaRs were less than the sum of the vaRs of its market risk components which is due to risk offsets resulting from portfoho diversification

The diversification effect reflects the fact that the risks were not perfectly correlated The risk of portfolio of positions is therefore usually less than the sum of the

risks of the positions themselves

Designated as not meaningful NM because the minimum and maximum may occur on different
days

for different risk components and hence it is not meaningful

to compute portfolio diversification effect

99% Confidence-Level VaR

lB trading VaR by risk type and credit portfolio VaR

JPMorgan
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The 99% tonfidence level trading VaRincludes substantially all

trading activities in lB Beginning in the fourth quarter of 2008 the

credit spread sensitivities of certain mortgage products were in

cluded in trading VaR This change had an insignificant impact on

the average fourth quarter VaR For certain other products included

in the trading VaR particular
risk parameters are not fully captured

for example correlation risk Trading VaR does not include held

for-sale funded loan and unfunded commitments positions how

ever it does include hedges of those positions the DVA taken on

derivative and structured liabilities to reflect the credit quality of the

Firm the MSR portfolio and securities and instruments held by

other corporate functions such as Private Equity See the DVA

Sensitivity
table on page 130 of this Annual Report for further

details For discussion of MSRs and the corporate functions see

Note on pages 1561 73 Note 17 on pages 222225 and Corpo

rate Private Equity on pages 8283 of this Annual Report

2009 VaR results 99% confidence level VaR

lBs average total trading and credit
portfolio

VaR was $248 million

for 2009 compared with $202 million for 2008 primarily
driven by

market
volatility Volatility began to significantly

increase across all

asset classes from late 2008 and
persisted through the first quarter of

2009 From the second quarter of 2009 onwards volatility
in the

markets gradually declined however the impact of the volatile

periods was still reflected in the 2009 VaR nUmbers

Spot total trading and credit portfolio VaR as of December 31 2009

was $146 million compared with $317 million as of December 31

2008 The decrease in the spot VaR in 2009 reflects the reduction in

overall risk levels as well as the aforementioned decline in market

volatility by the end of 2009 when compared to the end of 2008

60

50

Year ended December 31 2009

For 2009 compared with the
prior year average trading VaR diversi

fication increased to $131 million or 37% of the sum of the compo

nents from $108 million or 36% of the sum of the components in

the
prior year In general over the course of the year VaR exposures

can vary significantly as positions change market volatility fluctuates

and diversification benefits change

VaR backtesting 99% confidence level VaR

To evaluate the soundness of its VaR model the Firm conducts

daily back-testing of VaR against daily
lB market riskrelated

revenue which is defined as the change in value of
principal trans

actions revenue excluding private equity gainsIosses plus any

trading-related net interest income brokerage commissions un

derwriting fees or other revenue The daily lB market riskrelated

revenue excludes gains and losses on held-for-sale funded loans

and unfunded commitments and from DVA The following histo

gram illustrates the daily market riskrelated gains and losses for lB

trading businesses for the year ended 2009 The chart shows that

lB posted market riskrelated gains on 219 out of 261 days in this

period with 54 days exceeding $160 million The inset graph looks

at those days on which lB experienced losses and depicts the

amount by which 99% confidence level VaR exceeded the actual

loss on each of those days Losses were sustained on 42 days

during the year ended December 31 2009 with no loss exceeding

the VaR measure The Firm would expect to incur losses greater

than that predicted by VaR estimates once in every 100 trading

days or about two to three times year

Daily lB Trading and Credit Portfolio Market Risk-Related Gains and Losses

99% Confidence Level VaR

Average daiiy revenue $96 miHion

0l

.E 40
-c

30

20

10

Daily IS VaR less market risk-related losses

10

A5

0869698

in millions

in millions
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The table below shows the results of the Firms VaR measure using 95% confidence level

Year ended

December 31

Averagea

2009in millions

lB VaR by risk type

Fixed income 80 180 160

Foreign exchange 10 38 18

Equities 43 39 47

Commodities and other 14 25 20

Diversification benefit to lB trading VaR 54 108 91
lB Trading VaR 93 174 154

Credit
portfolio VaR 21 77 52

Diversification benefit to lB trading and credit
portfolio VaR 57 42

Total lB trading and credit portfolio VaR 105 194 164

Consumer Lending VaR 28 112 57

Chief Investment Office ClO VaR 76 114 103

Diversification benefit to total other VaR 13 48 36
Total other VaR 91 178 124

Diversification benefit to total lB and other VaR 73 86 82
Total lB and other VaR $123 286 206

Results for the
year

ended December31 2008 are not available

VaR measurement

The Firms 95% VaR measure above includes all the risk positions

taken into account under the 99% confidence level VaR measure

as well as syndicated lending facilities that the Firm intends to

distribute The Firm utilizes proxies to estimate the VaR for these

products since
daily

time series are largely not available In addi

tion the 95% VaR measure also includes certain positions utilized

as part of the Firms risk management function within the Chief

Investment Office ClO and in the Consumer Lending businesses

to provide Total lB and other VaR measure The CIO VaR includes

positions primarily
in debt securities and credit products used to

manage structural risk and other risks including interest rate credit

and mortgage risks
arising

from the Firms ongoing business activi

ties The Consumer Lending VaR includes the Firms mortgage

pipeline and warehouse loans MSRs and all related hedges In the

Firm view including these items in VaR produces more com

plete perspective of the Firm market risk profile

The 95% VaR measure continues to exclude the DVA taken on

certain structured liabilities and derivatives to reflect the credit quality

of the Firm It also excludes certain activities such as Private Equity

principal investing e.g mezzanine financing tax-oriented invest

ments etc and balance sheet capital management positions
and

longer-term investments managed by the ClO These longer-term

positions are managed through the Firms
earnings-at-risk

and other

cash flowmonitoring processes rather than by using VaR measure

Principal investing activities and Private Equity positions are managed

using stress and scenario analysis

2009 VaR results 95% confidence level VaR

Spot lB and other VaR as of December31 2009 was $123 million

compared with $286 million as of December 31 2008 The decrease

in spot VaR in 2009 is consequence of reductions in overall risk as

well as declining market volatility In general over the course of the

year VaR exposures can vary significantly as positions change

market volatility fluctuates and diversification benefits change

VaR backtesting 95% confidence level VaR
To evaluate the soundness of its VaR model the Firm conducts

daily back-testing of VaR against the Firms market riskrelated

revenue which is defined as follows the change in value of princi

pal transactions revenue for lB and CIO excluding private equity

gains/Iosses and revenue from longer-term CIO investments

trading-related net interest income for lB RFS and ClO excluding

longer-term CIO investments lB brokerage commissions under

writing fees or other revenue revenue from syndicated lending

facilities that the Firm intends to distribute and mortgage fees and

related income for the Firms mortgage pipeline and warehouse

loans MSRs and all related hedges The
daily

firmwide market risk

related revenue excludes gains and losses from DVA

95% Confidence Level VaR

Total lB trading VaR by risk type credit portfolio VaR and other VaR

At December31

2009 2008
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The following histogram illustrates the
daily

market riskrelated gains and losses for lB and Consumer/ClO positions for 2009 The chart shows

that the Firm posted market riskrelated gains on 227 out of 261 days in this period with 69 days exceeding $160 million The inset graph

looks at those days on which the Firm experienced losses and depicts the amount by which the 95% confidence level VaR exceeded the actual

loss on each of those days Losses were sustained on 34 days during 2009 and exceeded the VaR measure on one day due to high market

volatility
in the first quarter of 2009 Under the 95% confidence interval the Firm would expect to incur daily losses greater than that pre

dicted by VaR estimates about twelve times year

-c

30

.0

20

The following table provides information about the gross sensitivity

of DVA to one-basis-point increase in JPMorgan Chases credit

spreads This sensitivity represents the impact from one-basis-point

parallel shift in JPMorgan Chases entire credit curve As credit

curves do not typically move in parallel fashion the sensitivity

multiplied by the change in spreads at single maturity point may

not be representative of the actual revenue recognized

Debit valuation adjustment sensitivity

Basis Point Increase in

JPMoraan Chase Credit Syreadin millions

December 31 2009 39

December 31 2008 37

Loss advisories and drawdowns

Loss advisories and drawdowns are tools used to highlight to senior

management trading losses above certain levels and initiate discus

sion of remedies

Economic value stress testing

While VaR reflects the risk of loss due to adverse changes in normal

markets stress testing captures the Firms exposure to unlikely but

plausible events in abnormal markets The Firm conducts economic-

value stress tests using multiple scenarios that assume credit

spreads widen significantly equity prices
decline and significant

changes in interest rates across the major currencies Other scenar

ios focus on the risks predominant in individual business segments

and include scenarios that focus on the
potential

for adverse

movements in complex portfolios Scenarios were updated more

frequently
in 2009 and in some cases redefined to reflect the signifi

cant market volatility which began in late 2008 Along with VaR

stress testing
is important in measuring and

controlling
risk Stress

testing
enhances the understanding of the Firms risk

profile
and

loss potential and stress losses are monitored against limits Stress

testing
is also utilized in one-off approvals and cross-business risk

measurement as well as an input to economic capital
allocation

Stress-test results trends and explanations based on current market

risk
positions are reported to the Firms senior management and to

the lines of business to help them better measure and manage risks

and to understand event risksensitive positions

Daily lB and Other Market Risk-Related Gains and Losses

95% Confidence Level VaR

Year ended December 31 2009

50
Average daily revenue $111 million

40

Li

Daily lB and Other VaR less market risk-related losses

12

in millions

10 nnn

in millions
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Earnings-at-risk stress testing

The VaR and stress-test measures described above illustrate the

total economic sensitivity of the Firms Consolidated Balance

Sheets to changes in market variables The effect of interest rate

exposure on reported net income is also important Interest rate

risk exposure in the Firms core nontrading business activities

i.e asset/liability management positions results from onand

offbalance sheet positions and can occur due to variety of

factors including

Differences in the timing among the maturity or repricing

of assets liabilities and offbalance sheet instruments For

example if liabilities
reprice quicker than assets and funding

interest rates are declining earnings will increase initially

Differences in the amounts of assets liabilities and offbalance

sheet instruments that are repricing at the same time For example

if more deposit liabilities are repricing than assets when general

interest rates are declining earnings will increase initially

Differences in the amounts by which short-term and long-term

market interest rates change for example changes in the

slope of the
yield curve because the Firm has the ability to

lend at long-term fixed rates and borrow at variable or short-

term fixed rates Based on these scenarios the Firms earnings

would be affected negatively by sudden and unanticipated

increase in short-term rates paid on its liabilities e.g depos

its without corresponding increase in long-term rates re

ceived on its assets e.g loans Conversely higher long-term

rates received on assets generally are beneficial to earnings

particularly when the increase is not accompanied by rising

short-term rates paid on liabilities

The impact of changes in the maturity of various assets liabili

ties or offbalance sheet instruments as interest rates change

For example if more borrowers than forecasted pay down

higher-rate loan balances when general interest rates are de

clining earnings may decrease
initially

The Firm manages interest rate exposure related to its assets and

liabilities on consolidated corporate-wide basis Business units

transfer their interest rate risk to Treasury through transfer-

pricing system which takes into account the elements of interest

rate exposure that can be risk-managed in financial markets

These elements include asset and liability balances and contrac

tual rates of interest contractual principal payment schedules

expected prepayment experience interest rate reset dates and

maturities rate indices used for repricing and any interest rate

ceilings or floors for adjustable rate products All transfer-pricing

assumptions are dynamically reviewed

The Firm conducts simulations of changes in net interest income

from its nontrading activities under variety of interest rate

scenarios Earnings-at-risk tests measure the potential change in

the Firms net interest income and the corresponding impact to

the Firms pretax earnings over the following 12 months These

tests highlight exposures to various rate-sensitive factors such as

the rates themselves e.g the prime lending rate pricing strate

gies on deposits optionality
and changes in product mix The tests

include forecasted balance sheet changes such as asset sales and

securitizations as well as prepayment and reinvestment behavior

Immediate changes in interest rates present limited view of risk

and so number of alternative scenarios are also reviewed These

scenarios include the implied forward curve nonparallel rate shifts

and severe interest rate shocks on selected key rates These scenar

ios are intended to provide comprehensive view of JPMorgan

Chases earnings at risk over wide range of outcomes

JPMorgan Chases 12-month pretax earnings sensitivity profile as of

December 31 2009 and 2008 is as follows

Immediate change in rates

lOObp -lOObp

554 NMa
672 NMa

Down 100- and
200-basis-point parallel shocks result in Fed Funds target

rate of zero and negative three- and six-month Treasury rates The
earnings-

at-risk results of such low-probability scenario are not meaningful

The change in earnings at risk from December 31 2008 results

from higher level of AFS securities and an updated baseline

scenario that uses higher short-term interest rates The Firms risk

to rising rates is largely the result of increased funding costs on

assets partially
offset by widening deposit margins which are

currently compressed due to very low short-term interest rates

Additionally another interest rate scenario involving steeper

yield curve with long-term rates rising
100 basis points and short-

term rates staying at current levels results in 12-month pretax

earnings benefit of $449 million The increase in earnings is due

to reinvestment of maturing assets at the higher long-term rates

with funding costs remaining unchanged

Risk identification for large exposures

Individuals who manage risk positions particularly
those that are

complex are responsible for
identifying potential losses that

could arise from specific unusual events such as potential tax

change and estimating the
probabilities

of losses
arising

from

such events This information is entered into the Firms RIFLE

database Management of trading businesses control RIFLE

entries thereby permitting the Firm to monitor further earnings

vulnerability not adequately covered by standard risk measures

Risk monitoring and control

Limits

Market risk is controlled primarily through series of limits

Limits reflect the Firms risk appetite in the context of the market

environment and business strategy In setting limits the Firm

takes into consideration factors such as market volatility product

liquidity
business trends and management experience

in millions 200bp

December31 2009 1594
December31 2008 336

-200bp

NMa
NMa
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Managements discussion and analysis

Market risk management regularly
reviews and updates risk limits

Senior management including the Firms Chief Executive Officer

and Chief Risk Officer is responsible for reviewing and approving

risk limits on an ongoing basis

The Firm maintains different levels of limits Corporate-level limits

include VaR and stress limits
Similarly

line-of-business limits include

VaR and stress limits and
may

be supplemented by loss advisories

nonstatistical measurements and instrument authorities Businesses

are responsible for adhering to established limits against which

exposures are monitored and reported Limit breaches are reported in

timely manner to senior management and the affected business

segment is required to reduce trading positions
or consult with senior

management on the appropriate action

Qualitative review

The Market Risk Management group also performs periodic reviews

as necessary of both businesses and products with exposure to

market risk to assess the ability of the businesses to control their

market risk Strategies market conditions product details and risk

controls are reviewed and specific recommendations for improve

ments are made to management

Model review

Some of the Firms financial instruments cannot be valued based on

quoted market prices
but are instead valued using pricing

models

Such models are used for management of risk positions such as

reporting against limits as well as for valuation The Model Risk

PRIVATE EQUITY RISK MANAGEMENT

Group which is independent of the businesses and market risk

management reviews the models the Firm uses and assesses model

appropriateness and consistency The model reviews consider

number of factors about the models suitability for valuation and risk

management
of

particular product including whether it accurately

reflects the characteristics of the transaction and its significant risks

the suitability and convergence properties
of numerical algorithms

reliability
of data sources consistency of the treatment with models

for similar products and sensitivity to input parameters and assump

tions that cannot be priced
from the market

Reviews are conducted of new or changed models as well as previ

ously accepted models to assess whether there have been any

changes in the product or market that may impact the models valid

ity
and whether there are theoretical or competitive developments

that may require reassessment of the models adequacy For sum

mary of valuations based on models see Critical Accounting Esti

mates Used bythe Firm on pages 135139 ofthisAnnual Report

Risk reporting

Nonstatistical exposures value-at-risk loss advisories and limit

excesses are reported daily
to senior management Market risk

exposure trends value-at-risk trends profit-and-loss changes and

portfolio concentrations are reported weekly Stress-test results

are reported at least every two weeks to the businesses and

senior management

Risk management

The Firm makes principal investments in
private equity The illiquid

nature and long-term holding period associated with these invest

ments differentiates private equity risk from the risk of positions

held in the trading portfolios The Firms approach to managing

private equity risk is consistent with the Firms general risk govern

ance structure Controls are in place establishing expected levels for

total and annual investment in order to control the overall size of

the portfolio Industry and geographic concentration limits are in

place and intended to ensure diversification of the portfolio All

investments are approved by an investment committee that in

cludes executives who are not part of the investing businesses An

independent valuation function is responsible for reviewing the

appropriateness of the carrying values of
private equity investments

in accordance with relevant accounting policies At December 31

2009 and 2008 the carrying value of the Private Equity portfolio

was $7.3 billion and $6.9 billion respectively of which $762

million and $483 million respectively represented publicly-traded

positions For further information on the Private Equity portfolio

see page 83 of this Annual Report
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OPERATIONAL RISK MANAGEMENT

Operational risk is the risk of loss resulting from inadequate or failed

processes or systems human factors or external events

Overview

Operational risk is inherent in each of the Firms businesses and

support activities Operational risk can manifest itself in various ways

including errors fraudulent acts business interruptions inappropriate

behavior of employees or vendors that do not perform in accordance

with their arrangements These events could result in financial losses

and other damage to the Firm including reputational harm

To monitor and control operational risk the Firm maintains system

of comprehensive policies and control framework designed to

provide sound and well-controlled operational environment The

goal is to keep operational risk at appropriate levels in light of the

Firms financial strength the characteristics of its businesses the

markets in which it operates and the competitive and regulatory

environment to which it is subject Notwithstanding these control

measures the Firm incurs operational losses

The Firms approach to operational risk management is intended to

mitigate such losses by supplementing traditional control-based

approaches to operational risk with risk measures tools and disci

plines
that are risk-specific consistently applied and utilized firmwide

Key themes are transparency of information escalation of key issues

and
accountability

for issue resolution

One of the ways operational risk is mitigated is through insurance

maintained by the Firm The Firm purchases insurance to be in com

pliance
with local laws and regulations as well as to serve other

needs of the Firm Insurance may also be required by third
parties

with whom the Firm does business The insurance purchased is

reviewed and approved by senior management

The Firms operational risk framework is supported by Phoenix an

internally designed operational risk software tool Phoenix
integrates

the individual components of the operational risk management

framework into unified web-based tool Phoenix enhances the

capture reporting and analysis
of operational risk data by enabling

risk identification measurement monitoring reporting and
analysis

to be done in an integrated manner thereby enabling efficiencies in

the Firms monitoring and management of its operational risk

For purposes of identification monitoring reporting and analysis the

Firm categorizes operational risk events as follows

Client service and selection

Business
practices

Fraud theft and malice

Execution delivery
and process management

Employee disputes

Disasters and public safety

Technology and infrastructure failures

Risk identification

Risk identification is the recognition of the operational risk events that

management believes niay give rise to operational losses All busi

nesses utilize the Firms standard self-assessment process and sup

porting architecturdas dynamic risk management tool The goal of

the self-assessmeht prOcess is for each business to identify the key

operational risks specific to its environment and assess the degree to

whith it maintains appropriate contrOls Action plans are developed

for cohtroi issues identified and businesse are held accoOntable for

tracking and
resolving

these issues on timely
basis

Risk measurement

Operational risk is measured for each business on the basis of histori

cal loss experience using statistically
based loss distribution ap

proach The current business environment potential stress scenarios

and measures of the control environment are then factored into the

statistical measure in determining the Firmwide operational risk

capital This methodology is designed to comply with the advanced

measurement rules under the new Basel II Framework

Risk monitoring

The Firm has process for monitoring operational risk-event data

permitting analysis
of errors and losses as well as trends Such analy

sis performed both at line-of-business level and by risk-eventtype

enables identification of the causes associated with risk events faced

by the businesses Where available the internal data can be supple

mented with external data for comparative analysis with industry

patterns The data reported enables the Firm to back-test against self-

assessment results The Firm is founding member of the Operational

Riskdata exchange Association not-for-profit industry association

formed for the purpose of
collecting operational loss data sharing

data in an anonymous form and benchmarking results back to mem

bers Such information supplements the Firms ongoing operational

risk measurement and analysis

Risk reporting and analysis

Operational risk management reports provide timely and accurate

information including
information about actual operational loss levels

and self-assessment results to the lines of business and senior man

agement The purpose of these
reports

is to enable management to

maintain operational risk at appropriate levels within each line of

business to escalate issues and to provide consistent data aggrega

tion across the Firms businesses and support areas

Audit alignment

Internal Audit utilizes risk-based program of audit coverage to

provide an independent assessment of the design and effectiveness of

key controls over the Firms operations regulatory compliance and

reporting This includes reviewing the operational risk framework the

effectiveness and accuracy of the business self-assessment process

and the loss data-collection and reporting activities

JPMorgan Chase Co./2009 Annual Report 133
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REPUTATION AND FIDUCIARY RISK MANAGEMENT

firms success depends not only on its prudent management of

the liquidity credit market and operational risks that are part of -its

business risks but equally on the maintenance among many con

stituents clients investors regulators as well as the general

public of reputation for business practics of the highest qual

ity
Attention to reputation always has been key aspect of the

Firms practices and maintenance of the Firms reputation is the

responsibility
of everyoneat the Firm JPMorgan Chase bolsters this

individual responsibility in many ways including through the Firms

Code of Conduct training maintaining adherence to policies
and

procedures and oversight functions that approve transactions

These oversight functions include line of businesses risk commit

tees Conflicts Office which examines wholesale transactions

with the potential to create conflicts of interest for the Firm and

Reputation Risk Office and regional Reputation Risk Committees

which review certain transactions that have the potential to affect

adversely the Firm reputation These regional committees whose

members are senior representatives of businesses and control

functions in the region focus among other things on complex

derivatives and structured finance transactions with clients with the

goal that these transactions not be used to mislead the clients

investors or bthers

Fiduciary risk management

The risk management committees within each line of business

include in their mandate oversight of the legal reputational and

where appropriate fiduciary
risks in their businesses that may

produce significant
losses or reputational damage The Fiduciary

Risk Management function works with the relevant line-of-business

risk committees with the goal of ensuring that businesses provid

ing
investment risk management products or services that give

rise to fiduciary
duties to clients perform at the appropriate stan

dard relative to their fiduciary relationship with client Of particu

lar focus are the policies
and

practices
that address business

responsibilities
to client including client suitability determination

disclosure obligations and communications and performance

expectations with respect to risk management products or services

being provided In this way the relevant line-of-business risk com

mittees together with the Fiduciary Risk Management function

provide oversight of the Firms efforts to monitor measure and

control the risks that may arise in the delivery
of products or ser

vices to clients that give rise to such fiduciary duties as well as

those stemming from any
of the Firms fiduciary responsibilities

to

employees under the Firms various employee benefit plans
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CRITICAL ACCOUNTING ESTIMATES USED BY THE FIRM

JPMorgan Chases accounting policies
and use of estimates are

integral to understanding its reported results The Firms most corn

plØx accounting estimates
require managements judgment to ascer

tain the value of assets and liabilities The Firm has established

detailed
policies

and control procedures intended to ensure that

valuation methods including any judgments made as part
of such

methods are well-controlled independently reviewed and applied

consistently
from period to period In addition the policies and pro

cedures are intended to ensure that the process for changing meth

odologies occurs in an appropriate manner The Firm believes its

estimates for determining the value of its assets and liabilities are

appropriate The following is brief description of the Firms critical

accounting estimates
involving significant valuation judgments

Allowance for credit losses

JPMorgan Chases allowance for credit losses covers the retained

wholesale and consumer loan portfolios as well as the Firms

portfolio of wholesale and consumer lending-related commitments

The allowance for loan losses is intended to adjust the value of the

Firms loan assets to reflect probable credit losses as of the balance

sheet date For further discussion of the methodologies used in

establishing the Firms allowance for credit losses see Note 14 on

pages 204206 of this Annual Report

Wholesale loans and lending-related commitments

The methodology for calculating the allowance for loan losses and

the allowance for lending-related commitments involves significant

judgment First and foremost it involves the early
identification of

credits that are deteriorating Second it involves judgment in

establishing the inputs used to estimate the allowances Third it

involves management judgment to evaluate certain macroeconomic

factors underwriting standards and other relevant internal and

external factors affecting the credit quality of the current portfolio

and to refine loss factors to better reflect these conditions

The Firm uses risk-rating system to determine the credit quality
of

its wholesale loans Wholesale loans are reviewed for information

affecting the obligors ability to fulfill its obligations In assessing

the risk rating of particular loan among the factors considered

are the obligors debt capacity and financial
flexibility

the level of

the obligors earnings the amount and sources for repayment the

level and nature of contingencies management strength and the

industry and geography in which the obligor operates These factors

are based on an evaluation of historical and current information

and involve subjective assessment and interpretation Emphasizing

one factor over another or considering additional factors could

affect the risk
rating assigned by the Firm to that loan

The Firm
applies its judgment to establish loss factors used in calcu

lating
the allowances Wherever possible the Firm uses independent

verifiable data or the Firms own historical loss experience in its

models for estimating the allowances Many factors can affect esti

mates of loss including volatility
of loss given default probability

of

default and rating migrations Consideration is given as to whether

the loss estimates should be calculated as an average over the entire

credit cycle or at particular point in the credit cycle as well as to

which external data should be used and when they should be used

Choosing data that are not reflective of the Firms specific loan port

folio characteristics could also affect loss estimates The application
of

different inputs would change the amount of the allowance for credit

losses determined appropriate by the Firm

Management also applies its judgment to adjust the loss factors

derived taking into consideration model imprecision external

factors and economic events that have occurred but are not yet

reflected in the loss factors Historical experience of both loss given

default and probability
of default are considered when estimating

these adjustments Factors related to concentrated and deteriorat

ing industries also are incorporated where relevant These esti

mates are based on managements view of uncertainties that relate

to current macroeconomic and political conditions quality
of un

derwriting standards and other relevant internal and external

factors affecting the credit quality
of the current portfolio

As noted above the Firms wholesale allowance is sensitive to the

risk rating assigned to loan As of December 31 2009 assuming

one-notch downgrade in the Firms internal risk
ratings

for its entire

wholesale
portfolio

the allowance for loan losses for the wholesale

portfolio
would increase by approximately $1.8 billion This sensitivity

analysis
is hypothetical In the Firms view the likelihood of one-

notch downgrade for all wholesale loans within short timeframe is

remote The purpose of this
analysis

is to provide an indication of the

impact of risk
ratings on the estimate of the allowance for loan losses

for wholesale loans It is not intended to imply managements expec

tation of future deterioration in risk ratings Given the process the

Firm follows in determining the risk
ratings

of its loans management

believes the risk
ratings currently assigned to wholesale loans are

appropriate

Consumer loans and lending-related commitments

The allowance for credit losses for the consumer portfolio
is sensitive

to changes in the economic environment delinquency status FICO

scores the realizable value of collateral borrower behavior and other

risk factors and it is intended to represent managements best esti

mate of incurred losses as of the balance sheet date The credit

performance of the consumer portfolio across the entire consumer

credit product spectrum continues to be negatively affected by the

economic environment as the weak labor market and overall eco

nomic conditions have resulted in increased delinquencies while

continued weak housing prices have driven significant increase in

loss
severity Significant judgment is required to estimate the duration

and
severity

of the current economic downturn as well as its poten

tial impact on housing prices
and the labor market While the allow

ance for credit losses is
highly

sensitive to both home
prices

and

unemployment rates in the current market it is difficult to estimate

how
potential changes in one or both of these factors might affect
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Managements discussion and analysis

the allowance for credit losses For example while both factors are

important determinants of overall allowance levels changes in one

factor or the other may not occur at the same rate or changes may

be directionally
inconsistent such that improvement in one factor may

offset deterioration in the other In addition changes in these factors

would not necessarily
be consistent across geographies or product

types Finally it is difficult to
predict

the exteritto which changes in

both or either of these factors would ultimately
affect the frequency

of losses the severity
of losses or both and overall loss rates are

function of both the frequency and severity
of individual loan losses

The allowance is calculated by applying statistical loss factors and

other risk indicators to pools of loans with similar risk characteris

tics to arrive at an estimate of incurred losses in the portfolio

Management applies judgment to the statistical loss estimates for

each loan portfolio category using delinquency trends and other

risk characteristics to estimate charge-offs Management uses

additional statistical methods and considers portfolio
and collateral

valuation trends to review the appropriateness
of the primary

statistical loss estimate The statistical calculation is adjusted to

take into consideration model imprecision external factors and

current economic events that have occurred but are not yet re

flected in the factors used to derive the statistical calculation and is

accomplished in part by analyzing the historical loss experience for

each major product segment In the current conomic environment

it is difficult to predict
whether historical loss experience is indica

tive of future loss levels Management applies judgment in deter-

Assets carried at fair value

The following table includes the Firms assets measured at fair value and the portion of such assets that are classified within level of the

valuation hierarchy

December 31
2009 2008

in billions except
ratio data

Total at fair value Level total Total at fair value Level total

Trading
debt and

equity
securitiesa 330.9 35.2 347.4 41.4

Derivative receivables gross
1565.5 46.7 2741.7 53.0

Netting adjustment 1485.3 2579.1

Derivative receivables net 80.2 467d 162.6 530d

Available-for-sale securities 360.4 13.2 205.9 12.4

Loans 1.4 1.0 7.7 2.7

MSRs 15.5 15.5 9.4 9.4

Private equity
investments

7.3 6.6 6.9 6.4

Otherb 44.4 9.5 49.6 8.1

Total assets measured at fair value on recurring basis 840.1 127.7 789.5 133.4

Total assets measured at fair value on nonrecurring
basisC 8.2 2.7 11.0 4.3

Total assets measured at fair value 848.3 130.4e 800.5 137.7e

Less level assets for which the Firm does not bear

economic exposure
2.1

Total level assets for which the Firm bears economic

exposure
$128.3 $116.5

Total Firm assets 2032.0 $2175.1

Level assets as percentage of total Firm assets
6% 6%

Level assets for which the Firm bears economic exposure as

percentage of total Firm assets

Level assets as percentage of total Firm assets at fair value 15 17

Level assets for which the Firm bears economic exposure as

percentage of total assets at fair value 15 15

mining this adjustment taking into account the uncertainties

associated with current macroeconomic and political conditions

quality
of underwriting standards and other relevant internal and

external factors affecting the credit
quality

of the portfolio

Fair value of financial instruments MSRs and commodities

inventory

JPMorgan Chase carries portion of its assets and liabilities at fair

value The majority of such assets and liabilities are carried at fair

value on recurring basis Certain assets and liabilities are carried

at fair value on nonrecurring basis including loans accounted for

at the lower of cost or fair value that are only subject to fair value

adjustments under certain circumstances

Under U.S GAAP there is three-level valuation hierarchy for

disclosure of fair value measurements An instruments categoriza

tion within the hierarchy is based on the lowest level of input that

is significant to the fair value measurement Therefore for instru

ments classified in levels and of the hierarchy where inputs are

principally based on observable market data there is less judgment

applied in arriving at fair value measurement For instruments

classified within level of the hierarchy judgments are more sig

nificant The Firm reviews and updates the fair value hierarchy

classifications on quarterly basis Changes from one quarter to

the next related to the observability
of inputs to fair value meas

urement may result in reclassification between hierarchy levels

Includes physical commodities carried at the lower of cost or fair value

Includes certain securities purchased
under resale agreements securities borrowed accrued interest receivable and other investments

Predominantly includes delinquent mortgage and home equity loans where impairment is
based on the fair value of the underlying collateral and leveraged lending

loans carried on the Consolidated Balance Sheets at the lower of cost or fair value
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Valuation

The Firm has an established and well-documented process for

determining fair value Fair value iS based on quoted market prices

where available If listed
prices or quotes are not available fair

value is based on internally developed models that primarily use as

inputs market-based or independently sourced market parameters

The Firms process is intended to ensure that all applicable inputs

are appropriately calibrated to market data including but not

limited to yield curves interest rates volatilities equity or debt

prices foreign exchange rates and credit curves In addition to

market information models also incorporate transaction details

such as maturity Valuation adjustments may be made to ensure

that financial instruments are recorded at fair value These adjust

ments include amounts to reflect counterparty credit quality the

Firms creditworthiness constraints on liquidity and unobservable

parameters that are applied consistently over time

For instruments classified within level of the hierarchy judgments

used to estimate fair value
may be significant In arriving at an

estimate of fair value for an instrument within level management

must first determine the appropriate model to use Second due to

the lack of observability of significant inputs management must

assess all relevant empirical data in deriving valuation inputs

including but not limited to yield curves interest rates volatilities

equity or debt prices foreign exchange rates and credit curves In

addition to market information models also incorporate transaction

details such as maturity Finally management judgment must be

applied to assess the appropriate level of valuation adjustments to

reflect counterparty credit quality the Firms creditworthiness

constraints on liquidity
and unobservable parameters where rele

vant The judgments made are typically affected by the type of

product and its
specific

contractual terms and the level of
liquidity

for the product or within the market as whole The Firm has

numerous controls in place to ensure that its valuations are appro

priate An independent model review group reviews the Firms

valuation models and approves them for use for
specific products

All valuation models of the Firm are subject to this review process

price verification group independent from the risk-taking func

tions ensures observable market
prices

and market-based parame

ters are used for valuation whenever possible For those products

with material parameter risk for which observable market levels do

not exist an independent review of the assumptions made on

pricing is performed Additional review includes deconstruction of

the model valuations for certain structured instruments into their

components benchmarking valuations where possible to similar

products validating valuation estimates through actual cash set

tlement and detailed review and explanation of recorded gains and

losses which are analyzed daily
and over time Valuation adjust

ments which are also determined by the independent price verifica

tion group are based on established policies and applied

consistently over time Any changes to the valuation methodology

are reviewed by management to confirm the changes are justified

As markets and products develop and the
pricing

for certain prod

ucts becomes more transparent the Firm continues to refine its

valuation methodologies During 2009 no changes were made to

the Firms valuation models that had or are expected to have

material impact on the Firms Consolidated Balance Sheets or

results of operations

Imprecision in estimating unobservable market inputs can affect the

amount of revenue or loss recorded for particular position Fur

thermore while the Firm believes its valuation methods are appro

priate and consistent with those of other market participants the

use of different methodologies or assumptions to determine the fair

value of certain financial instruments could result in different

estimate of fair value at the reporting date For detailed discus

sion of the determination of fair value for individual financial in

struments see Note on pages 156173 of this Annual Report In

addition for further discussion of the
significant judgments and

estimates involved in the determination of the Firms mortgage-

related exposures see Mortgage-related exposures carried at fair

value in Note on pages 169170 of this Annual Report

Purchased credit-impaired loans

In connection with the Washington Mutual transaction JPMorgan

Chase acquired certain loans with evidence of deterioration of

credit
quality

since the origination and for which it was probable at

acquisition that the Firm would be unable to collect all contractu

ally required payments receivable These purchased credit-impaired

loans are accounted for on pool basis and the pools are consid

ered to be performing At the time of the acquisition these loans

were recorded at fair value including an estimate of losses that are

expected to be incurred over the estimated remaining lives of the

loan pools Many of the assumptions and estimates underlying the

estimation of the initial fair value and the ongoing updates to

managements expectation of future cash flows are both significant

and subjective particularly considering the current economic envi

ronment The level of future home price declines the duration and

severity
of the current economic downturn and the lack of market

liquidity and transparency are factors that have influenced and may

continue to affect these assumptions and estimates

Determining which loans are included in the scope is
highly subjec

tive and requires significant judgment In the Washington Mutual

transaction consumer loans with certain attributes e.g higher

loan-to-value ratios borrowers with lower FICO scores delinquen

cies were determined to be credit-impaired provided that those

attributes arose subsequent to the loans origination dates

wholesale loan was determined to be credit-impaired if it was risk-

rated such that it would otherwise have required an asset-specific

allowance for loan losses

Loans determined to be purchased credit-impaired were initially

recorded at fair value which included estimated future credit losses

Derivative receivable and derivative payable balances are presented net on the Consolidated Balance Sheets where there is legally enforceable master netting agreement in

place with
counterparties

For
purposes

of the table above the Firm does not reduce derivative receivable and derivative payable balances for netting adjustments either

within or across the levels of the fair value hierarchy as such an adjustment is not relevant to presentation that is based on the
transparency

of
inputs to the valuation of

an asset or liability Therefore the derivative balances reported in the fairvalue hierarchy levels are gross
of

any netting adjustments However if the Firm were to net such

balances the reduction in the level derivative receivable and derivative payable balances would be $16.0 billion at December 31 2009

Included in the table above are at December 31 2009 and 2008 $80.0 billion and $95.1 billion respectively of level assets consisting of recurring and nonrecur

ring assets carried
by

lB This includes $2.1 billion and $21.2 billion respectively
of assets for which the Firm serves as an intermediary between two parties and does

not bear economic exposure
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If such loans had not been within the scope of the accounting guid

ance for purchased credit-impaired loans they would have been

recorded at the present values of amounts to be received determined

at appropriate current interest rates less an allowance for loan losses

i.e the Washington Mutual allowance for loan losses would have

been carried over at the acquisition date

The Firm estimated the fair value of its purchased credit-impaired

loans at the acquisition date by discounting the cash flows ex

pected to be collected at market-observable discount rate when

available adjusted for factors that market
participant

would

consider in determining fair value The initial estimate of cash flows

to be collected was derived from assumptions such as default rates

loss seventies and the amount and timing of prepayments

The accounting guidance for these loans provides that the excess of

the cash flows
initially expected to be collected over the fair value

of the loans at the acquisition date i.e the accretable yield

should be accreted into interest income at level rate of return

over the term of the loan provided that the timing and amount of

future cash flows is reasonably estimable The initial estimate of

cash flows expected to be collected must be updated each subse

quent reporting period based on updated assumptions regarding

default rates loss seventies the amounts and timing of prepay

ments and other factors that are reflective of current market condi

tions Probable decreases in expected loan
principal

cash flows

after acquisition trigger
the recognition of impairment through the

provision and allowance for loan losses which is then measured

based on the present value of the expected principal loss plus any

related foregone interest cash flows discounted at the pools effec

tive interest rate Probable and significant increases in expected

principal
cash flows would first reverse any related allowance for

loan losses any remaining increases must be recognized prospec

tively as interest income over the remaining lives of the loans The

impacts of prepayments ii changes in variable interest rates

and if other changes in timing of expected cash flows are recog

nized prospectively as adjustments to interest income As described

above the process of estimating cash flows expected to be col

lected has significant impact on the initial recorded amount of the

purchased credit-impaired loans and on subsequent recognition of

impairment losses and/or interest income Estimating these cash

flows requires significant level of management judgment In

addition certain of the underlying assumptions are highly subjec

tive As of December 31 2009 1% decreasein expected future

principal cash payments for the entire portfolio of purchased credit-

impaired loans would result in the recognition of an allowance for

loan losses for these loans of approximately $800 million

Finally
the accounting guidance states that investors may aggre

gate loans into pools that have common risk characteristics and

thereby use composite interest rate and estimate of cash flows

expected to be collected for the popls The Firm has aggregated

substantially
all of the purchased credit-impaired loans identified in

the Washington Mutual transaction i.e the residential real estate

loans into pools with common risk characteristics The pools then

become the unit of accounting and are considered one loan for

purposes
of accounting for these loans at and subsequent to acqui

sition Once pool is assembled the
integrity

of the pool must be

maintained
Significant judgment is required in evaluating whether

individual loans have common risk characteristics for purposes of

establishing pools of loans

Goodwill impairment

Under U.S GAAP goodwill must be allocated to reporting units

and tested for impairment at least annually The Firms process and

methodology used to conduct goodwill impairment testing is de

scribed in Note 17 on pages 222225 of this Annual Report

Management applies significant judgment when estimating the fair

value of its reporting units Imprecision in estimating the future

earnings potential
of the Firms reporting units and the relevant

cost of equity or terminal value growth rates can affect the esti

mated fair value of the reporting units The fair values of signifi

cant majority of the Firms reporting units exceeded their
carrying

values by substantial amounts fair value as percent of carrying

value ranged from 140% to 500% and thus did not indicate

significant risk of goodwill impairment based on current projections

and valuations

However the goodwill associated with the Firms consumer lending

businesses in RFS and CS have elevated risk due to their exposure

to U.S consumer credit risk The valuation of these businesses and

their assets are particularly dependent upon economic conditions

including unemployment rates and home prices that affect con

sumer credit risk and behavior as well as potential legislative
and

regulatory changes that could affect the Firms consumer lending

businesses The assumptions used in the valuation of these busi

nesses include portfolio outstanding balances net interest margin

operating expense
and forecasted credit losses and were made

using managements best projections The cost of equity used in

the discounted cash flow model reflected the estimated risk and

uncertainty for these businesses and was evaluated in comparison

with relevant market peers The fair value of the credit card lending

business within CS exceeded it carrying value by approximately

8% The fair value of consumer lending business within RFS did

not exceed its carrying value however implied fair value of the

goodwill allocated to this consumer lending business within RFS

significantly
exceeded its carrying value

The Firm did not recognize goodwill impairment as of December

31 2009 based on managements best estimates However

prolonged weakness or deterioration in economic market condi

tions or additional regulatory or legislative changes may result in

declines in projected business performance beyond managements

expectations This could cause the estimated fair values of the

Firms reporting units or their associated goodwill to decline which

may result in material impairment charge to earnings in future

period related to some portion of their associated goodwill

138 iPMorgan
Chase Co.12009 Annual Report



Income taxes

JPMorgan Chase is subject to the income tax laws of the various

jurisdictions in which it operates including U.S federal state and

local and non-U.S
jurisdictions

These laws are often complex and

may be subject to different interpretations To determine the finan

cial statement impact of accounting for income taxes including the

provision for income tax expense and unrecognized tax benefits

iPMorgan Chase must make assumptions and judgments about

how to interpret and apply these complex tax laws to numerous

transactions and business events as well as the timing of when

certain items may
affect taxable income in the U.S and non-U.S

tax
jurisdictions

JPMorgan Chases
interpretations

of tax laws around the world are

subject to review and examination by the various taxing authorities in

the jurisdictions where the Firm operates and disputes may occur

regarding its view on tax position These disputes over interpreta

tions with the various taxing authorities may be settled by audit

administrative appeals or adjudication by the court systems of the tax

jurisdictions in which the Firm operates JPMorgan Chase regularly

reviews whether it may be assessed additional income taxes as

result of the resolution of these matters and the Firm records addi

tional reserves as appropriate In addition the Firm may revise its

estimate of income taxes due to changes in income tax laws legal

interpretations
and tax planning strategies It is possible that revisions

in the Firms estimate of income taxes may materially
affect the Firms

results of operations in any reporting period

The Firms provision for income taxes is composed of current and

deferred taxes Deferred taxes arise from differences between assets

and liabilities measured for financial reporting versus income tax

return purposes Deferred tax assets are recognized if in manage

ments judgment their realizability is determined to be more likely

than not The Firm has also recognized deferred tax assets in con

nection with certain net operating losses The Firm performs regular

reviews to ascertain the realizability of its deferred tax assets These

reviews include managements estimates and assumptions regard

ing
future taxable income which also incorporates various tax

planning strategies including strategies that may be available to

utilize net operating losses before they expire In connection with

these reviews if deferred tax asset is determined to be unrealiz

able valuation allowance is established As of December 31

2009 management has determined it is more likely
than not that

the Firm will realize its deferred tax assets net of the
existing

valuation allowance

The Firm adjusts its unrecognized tax benefits as necessary when

additional information becomes available Uncertain tax positions

that meet the more-likely-than-not recognition threshold are meäs

ured to determine the amount of benefit to recognize An uncertain

tax position is measured at the
largest amount of benefit that

management believes is more likely than not to be realized upon

settlement It is possible that the reassessment of JPMorgan

Chases unrecognized tax benefits may have material impact on

its effective tax rate in the period in which the reassessment occurs
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Business ombinations/flOnCOntrOlliflg interests in consoli

dated financial statements

In December 2007 the FASB issued guidance which amended the

accounting and reporting of business combinations as well as

noncontrolling i.e minority interests For JPMorgan Chase the

guidance became effective for business combinations that close on

or after January 2009 The guidance for noncontrolling interests

as amended became effective for JPMorgan Chase forfiscal peri

ods beginning January
2009 In April 2009 the FASB issued

additional guidance which amends the accounting for contingen

cies acquired in business combination

The amended guidance for business combinations generally only

impacts the accounting for transactions that closed after December

31 2008 and generally only impacts certain aspects
of business

combination accounting such as the accounting for transaction

costs and certain merger-related restructuring reserves as well as

the accounting for partial acquisitions where control is obtained by

JPMorgan Chase One exception to the prospective application of

the business-combination guidance relates to accounting for in

come taxes associated with transactions that closed prior to Janu

ary
2009 Once the purchase accounting measurement period

closes for these acquisitions any further adjustments to income

taxes recorded as part
of these business combinations will impact

income tax expense Previously these adjustments were predomi

nantly recorded as adjustments to goodwill

The guidance for noncontrolling interests as amended.requires

that they be accounted for and presented as equity if material

rather than as liability or mezzanine equity The presentation and

disclosure requirements for noncontrolling interests are to be ap

plied retrospectively The adoption of the reporting requirements for

noncontrolling interests was not material to the Firms Consoli

dated Balance Sheets or results of operations

Determining whether instruments granted in share-based

payment transactions are participating
securities

In June 2008 the FASB issued guidance for participating
securities

which clarifies that unvested stock-based compensation awards

containing nonforfeitable rights to dividends or dividend equiva

lents collectively dividends are considered participating
securi

ties and therefore included in the two-class method calculation of

Under this method all earnings distributed and undistributed

are allocated to common shares and participating
securities based

on their respective rights to receive dividends The guidance is

effective for financial statements issued for fiscal years beginning

after December 15 2008 and interim periods within those years

The Firm adopted the guidance retrospectively
effective January

2009 and data for all prior periods have been revised Adop

tion of the guidance did not affect the Firms results of operations

but basic and diluted EPS were reduced as disclosed in Note 25 on

page 232 of this Annual Report

Determining whether an instrument or embedded

feature is indexed to an entitys own stock

In June 2008 the FASB issued guidance which establishes two-

step process for evaluating whether equity-linked financial instru

ments and embedded features are indexed to companys own

stock for purposes of determining whether the derivative scope

exception should be applied The guidance is effective for fiscal

years beginning after December 2008 The adoption of this guid

ance on January 2009 did not have an impact on the Firms

Consolidated Balance Sheets or results of operations

ACCOUNTING AND REPORTING DEVELOPMENTS

FASB Accounting Standards Codification Accounting for transfers of financial assets and repurchase

In July 2009 the FASB implemented the FASB Accounting Stan- financing transactions

dards Codification the Codification as the single
source of In February 2008 the FASB issued guidance which requires an

authoritative U.S generally accepted accounting principles The initial transfer of financial asset and repurchase financing that

Codification simplifies
the classification of accounting standards was entered into contemporaneouslywith or in contemplation of

into one online database under common referencing system
the initial transfer to be evaluated together as linked transaction

organized into eight areas ranging from industry-specific
to general unless certain criteria are met The Firm adopted the guidance on

financial statement matters Use of the Codification is effective for January 2009 for transactions entered into after the date of

interim and annual periods ending after September 15 2009 The adoption The adoption of the guidance did not have material

Firm began to use the Codification on the effective date and it had impact on the Firms Consolidated Balance Sheets or results of

no impact on the Firms Consolidated Financial Statements How- operations

ever throughout this Annual Report all references to
prior

FASB
Disclosures about derivative instruments and hedging

AICPA and EITF accounting pronouncements
have been removed

and all non-SEC accounting guidance is referted to in terms of the

ac iVi ies

In March 2008 the FASB issued guidance which amends the
prior

applicable subject matter disclosure requirements for derivatives The guidance which is

effective for fiscal years beginning after November 15 2008 re

quires increased disclosures about derivative instruments and

hedging activities and their effects on an entitys financial position

financial performance and cash flows The Firm adopted the guid

ance on January 2009 and it only affected JPMorgan Chases

disclosures of derivative instruments and related hedging activities

and not its Consolidated Balance Sheets or results of operations
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Employers disclosures about postretirement benefit plan

assets

In December 2008 the FASB issued guidance requiring more

detailed disclosures about employers plan assets including invest

ment strategies classes of plan assets concentrations of risk within

plan assets and valuation techniques used to measure their fair

value This guidance is effective for fiscal years ending after De

cember 15 2009 The Firm adopted these additional disclosure

requirements on December 31 2009 and it only affected JPMor

gan Chases disclosures and not its Consolidated Balance Sheets or

results of operations Refer to Note on pages 184191 of this

Annual Report for additional information

The recognition and presentation of other-than-temporary

impairment

In April 2009 the FASB issued guidance which amends the other-

than-temporary impairment model for debt securities Under the

guidance an other-than-temporary-impairment must be recognized

if an investor has the intent to sell the debt
security or if it is more

likely than not that it will be required to sell the debt security

before recovery of its amortized cost basis In addition the guid

ance changes the amount of impairment to be recognized in cur

rent-period earnings when an investor does not have the intent to

sell or if it is more
likely

than not that it will not be required to sell

the debt security as in these cases only the amount of the impair

ment associated with credit losses is recognized in income The

guidance also requires additional disclosures regarding the calcula

tion of credit losses as well as factors considered in reaching

conclusion that an investment is not other-than-temporarily im

paired The guidance is effective for interim and annual reporting

periods ending after June 15 2009 with early adoption permitted

for periods ending after March 15 2009 The Firm elected to
early

adopt the guidance as of January 2009 For additional informa

tion regarding the impact on the Firm of the adoption of the guid

ance see Note 11 on pages 195199 of this Annual Report

Determining fair value when the volume and level of

activity for the asset or liability
have significantly

decreased and identifying transactions that are not orderly

In April 2009 the FASB issued guidance for estimating fair value

when the volume and level of
activity

for an asset or liability
have

significantly declined The guidance also includes
identifying

cir

cumstances that indicate transaction is not orderly The guidance

is effective for interim and annual reporting periods ending after

June 15 2009 with
early adoption permitted The Firm elected to

early adopt the guidance in the first quarter of 2009 The applica

tion of the guidance did not have an impact on the Firms Consoli

dated Balance Sheets or results of operations

Interim disclosures about fair value of financial

instruments

In
April 2009 the FASB issued guidance that requires disclosures

about the fair value of certain financial instruments including

financial instruments not carried at fair value to be presented in

interim financial statements in addition to annual financial state

ments The guidance is effective for interim reporting periods end-

ing after June 15 2009 with
early adoption permitted for periods

ending after March 15 2009 The Firm adopted the additional

disclosure requirements for second-quarter 2009 reporting

Subsequent events

In May 2009 the FASB issued guidance that established general

standards of accounting for and disclosure of events that occur

after the balance sheet date but before financial statements are

issued or are available to be issued The guidance was effective for

interim or annual financial periods ending after June 15 2009 The

Firm adopted the guidance in the second quarter of 2009 The

application of the guidance did not have any impact on the Firms

Consolidated Balance Sheets or results of operations

Accounting for transfers of financial assets and

consolidation of variable interest entities

In June 2009 the FASB issued guidance which amends the ac

counting for the transfers of financial assets and the consolidation

of VIEs The guidance eliminates the concept of QSPEs and provides

additional guidance with regard to accounting for transfers of

financial assets The guidance also changes the approach for de

termining theprimary beneficiary of VIE from quantitative risk

and rewards-based model to qualitative model based on control

and economics The guidance became effective for annual reporting

periods beginning after November 15 2009 including all interim

periods within the first annual reporting period The Firm adopted

the new guidance for VIEs on January 2010 which required the

consolidation of the Firms credit card securitization trusts bank-

administered asset-backed commercial paper conduits and certain

mortgage and other consumer securitization entities At adoption

the Firm added approximately $88 billion of U.S GAAP assets and

stockholders equity decreased by approximately $4 billion

In February 2010 the FASB finalized an amendment that defers

the requirements of the new consolidation guidance for determin

ing the primary beneficiary of VIE for certain investment funds

including mutual funds private equity funds and hedge funds For

the funds included in the deferral the Firm will continue to apply

other existing authoritative guidance to determine whether such

funds should be consolidated as such these funds are not in

cluded in the above disclosure of the impact of adopting the new

guidance for VIEs

For additional information about the impact to the Firm of the

adoption of the new guidance on January 2010 see Note 16 on

pages 214222 of this Annual Report

Measuring liabilities at fair value

In August 2009 the FASB issued guidance clarifying how to de

velop fair value measurements for liabilities particularly where

there may be lack of observable market information This guid

ance is effective for interim or annual periods beginning after

August 26 2009 The Firm adopted the guidance in the third

quarter of 2009 and it did not have an impact on the Firms Con

solidated Balance Sheets or results of operations
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Measuring fair value of certain alternative investments

In September 2009 the FASB issued guidance which amends the

guidance on fair value measurements and offers practical expedi

ent for measuring the fair value of investments in certain entities

that calculate net asset value NAy per share when the fair

value is not readily
determinable This guidance is effective for the

first interim or annual reporting period ending after December 15

2009 The Firm adopted the guidance in the fourth quarter of

2009 and it did not have material impact on the Firm Consoli

dated Balance Sheets or results of operations

Fair value measurements and disclosures

In January 2010 the FASB issued guidance that requires new disclo

sures and clarifies existing disclosure requirements about fair value

measurements The clarifications and the requirement to separately

disclose transfers of instruments between level and level of the

fair value hierarchy are effective for interim reporting periods begin

ning after December 15 2009 however the requirement to provide

purchases sales issuances and settlements in the level rollforward

on gross basis is effectivefor fiscal years beginning after December

15 2010 Early adoption of the guidance is permitted

NONEXCHANGE TRADED COMMODITY DERIVATIVE CONTRACTS AT FAIR VALUE

The following table indicates the maturities of nonexchange-traded

commodity derivative contracts at December 31 2009

December 31 2009 in millions ___________________________

Maturity less than year

Maturity 13 years

Maturity
45

years

Maturity in excess of years

Gross fair value of contracts

outstanding at December 31 2009

Effect of legally enforceable master

netting agreements

Net fair value-of contracts

outstanding at December 31 2009

30309 28227

25282 26490

5027 1737

In the normal course of business JPMQrgan Chase trades nonex

change-traded commodity derivative contracts To determine the

fair value of these contracts the Firm uses various fair value esti

mation techniques primarily
based on internal models with

signifi

cant observable market parameters The Firms nonexchange

traded commodity derivative contracts are primarily energy-related

The following table summarizes th changes in fair value for nonex

change-traded commodity derivative contracts for the year
ended

December 31 2009

For the year
ended

December 31- 2009

in millions

Asset
position

14130

12352

2787

1040

Liability position

11544

9962

1960

4761

Asset position Liability position

Net fair value of contracts outstanding

atianuary 2009 7432 5139

Effect of legally
enforceable master netting

agreements 48091 48726

Gross fair value of contracts

outstanding at January 2009 55523 53865

Contracts realized or otherwise settled 31444 30248

Fair value of new contracts 1200 10192

Changes.in.fair values attributable to

hanges in valuation techniques and

assumptions

Other changes in fair value 5820 5582

Gross fair value of contracts

outstanding at December 31 2009 30309 28227

Effect of
legally

enforceable master netting

agreements 25282 26490

Net fair value of contracts

outstanding at December 31 2009 5027 1737
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FORWARD-LOOKING STATEMENTS

From time to time the Firm has made and will make forward

looking statements These statements can be identified by the fact

that they do not relate strictly to historical or current facts For

ward-looking statements often use words such as anticipate

target expect estimate intend plan goal be

lieve assume or other words of similar meaning Forward-

looking statements provide JPMorgan Chases current expectations

or forecasts of future events circumstances results or aspirations

JPMorgan Chases disclosures in this Annual Report contain for

ward-looking statements within the meaning of the Private Securi

ties Litigation
Reform Act of 1995 The Firm also may make

forward-looking statements in its other documents filed or fur

nished with the SEC In addition the Firms senior management

may make forward-looking statements orally to analysts investors

representatives of the media and others

All forward-looking statements are by their nature subject to risks

and uncertainties many of which are beyond the Firms control

JPMorgan Chases actual future results may differ materially from

those set forth in its forward-looking statements While there is no

assurance that any list of risks and uncertainties or risk factors is

complete below are certain factors which could cause actual

results to differ from those in the forward-looking statements

local regional and international business economic and
political

conditions and geopolitical events

changes in financial services regulation

changes in trade monetary and fiscal policies and laws

securities and
capital

markets behavior including changes in

market
liquidity

and
volatility

changes in investor sentiment or consumer spending or savings

behavior

ability
of the Firm to manage effectively its liquidity

credit
ratings assigned to the Firm or its subsidiaries

the Firms reputation

ability
of the Firm to deal

effectively
with an economic slowdown

or other economic or market
difficulty

technology changes instituted by the Firm its counterparties or

competitors

mergers and acquisitions including the Firms ability to integrate

acquisitions

ability
of the Firm to develop new products and services

acceptance of the Firms new andexisting products and services

by the marketplace and the
ability

of the Firm to increase market

share

ability
of the Firm to attract and retain employees

ability
of the Firm to control expense

competitive pressures

changes in the credit
quality

of the Firms customers and

counterparties

adequacy of the Firms risk management framework

changes in laws and regulatory requirements

adverse judicial proceedings

changes in applicable accounting policies

ability of the Firm to determine accurate values of certain assets

and liabilities

occurrence of natural or man-made disasters or calamities or

conflicts including any effect of any such disasters calamities or

conflicts on the Firms power generation facilities and the Firms

other commodity-related activities

the other risks and uncertainties detailed in Part Item 1A Risk

Factors in the Firms Annual Report on Form 10-K for the year

ended December 31 2009

Any forward-looking statements made by or on behalf of the Firm

speak only as of the date they are made and iPMorgan Chase does

not undertake to update forward-looking statements to reflect the

impact of circumstances or events that arise after the date the

forward-looking statement was made The reader should however

consult any further disclosures of forward-looking nature the Firm

may make in any subsequent Annual Reports on Form 10-K

Quarterly Reports on Form 10-Q or Current Reports on Form 8-K
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Managements report on internal control over financial reporting

Management of JPMorgan Chase Co JPMorgan Chase or the

Firm is responsible for establishing and maintaining adequate

internal control over financial reporting Internal control over finan

cial reporting is process designed by or under the supervision of

the Firms principal executive and
principal

financial officers or

persons performing similar functions and effected by JPMorgan

Chases Board of Directors management and other personnel to

provide reasonable assurance regarding the reliability of financial

reporting and the preparation of financial statements for external

purposes in accordance with accounting principles generally

accepted in the United States of America

JPMorgan Chases internal control over financial reporting includes

those policies and procedures that pertain to the maintenance

of records that in reasonable detail accurately and fairly reflect

the transactions and dispositions of the Firms assets provide

reasonable assurance that transactions are recorded as necessary to

permit preparation of financial statements in accordance with

generally accepted accounting principles and that receipts and

expenditures of the Firm are being made only in accordance with

authorizations of JPMorgan Chases management and directors

and provide reasonable assurance regarding prevention or

timely detection of unauthorized acquisition use or disposition of

the Firms assets that could have material effect on the financial

statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projec

tions of any evaluation of effectiveness to future periods are subject

to the risk that controls may become inadequate because of

changes in conditions or that the degree of compliance with the

policies or procedures may deteriorate

Management has completed an assessment of the effectiveness of

the Firms internal control over financial reporting as of December

31 2009 In making the assessment management used the frame

work in Internal Control Integrated Framework promulgated by

the Committee of Sponsoring Organizations of the Treadway Com

mission commonly referred to as the COSO criteria

Based upon the assessment performed management concluded

that as of December 31 2009 JPM0rgan Chases internal control

over financial reporting was effective based upon the COSO criteria

Additionally based upon managements assessment the Firm

determined that there were no material weaknesses in its internal

control over financial reporting as of December 31 2009

The effectiveness of the Firms internal control over financial

reporting as of December 31 2009 has been audited by

PricewaterhouseCoopers LLP an independent registered public

accounting firm as stated in their report which appears herein

James Dimon

Chairman and Chief Ececutive Officer

Michael Cavanagh

Executive Vice President and Chief Financial Officer

February 24 2010
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Report of independent registered public accounting firm

PRICEWATERHOUSECWPERS

PricewaterhouseCoopers LIP 300 Madison Avenue New York NY 10017

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of JPMorgan

Chase Co
In our opinion the accompanying consolidated balance sheets and

the related consolidated statements of income changes in stock

holders equity and comprehensive incomeand cash flows present

fairly in all material respects the financial position of JPMorgan

Chase Co and its subsidiaries the Firm at December 31

2009 and 2008 and the results of their operations and their cash

flows for each of the three years in the period ended December 31

2009 in conformity with accounting principles generally accepted

in the United States of America Also in our opinion the Firm

maintained in all material respects effective internal control over

financial reporting as of December 31 2009 based on criteria

established in Internal Control- Integrated Frameworkissued by

the Committee of Sponsoring Organizations of the Treadway Com

mission COSO The Firms management is responsible for these

financial statements for maintaining effective internal control over

financial reporting and for its assessment of the effectiveness of

internal control over financial reporting included in the accompany

ing Managements report on internal control over financial report

ing Our responsibility is to express opinions on these financial

statements and on the Firms internal control over financial report

ing
based on our integrated audits We conducted our audits in

accordance with the standards of the Public Company Accounting

Oversight Board United States Those standards require that we

plan and perform the audits to obtain reasonable assurance about

whether the financial statements are free of material misstatement

and whether effective internal control over financial reporting was

maintained in all material respects Our audits of the financial

statements included examining on test basis evidence support

ing
the amounts and disclosures in the financial statements assess

ing
the accounting principles used and significant estimates made

by management and evaluating the overall financial statement

presentation Our audit of internal control over financial reporting

included obtaining an understanding of internal control over finan

cial reporting assessing the risk that material weakness exists

and testing and evaluating the design and operating effectiveness

of internal control based on the assessed risk Our audits also

included performing such other procedures as we considered nec

essary in the circumstances We believe that our audits provide

reasonable basis for our opinions

companys internal control over financial reporting is process

designed to provide reasonable assurance regarding the
reliability

of financial reporting and the preparation of financial statements

for external purposes in accordance with generally accepted ac

counting principles companys internal control over financial

reporting includes those
policies

and procedures that pertain to

the maintenance of records that in reasonable detail accurately

and
fairly

reflect the transactions and dispositions of the assets of

the company ii provide reasonable assurance that transactions

are recorded as necessary to permit preparation of financial state

ments in accordance with generally accepted accounting principles

and that receipts and expenditures of the
company are being made

only in accordance with authorizations of management and direc

tors of the company and iH provide reasonable assurance regard

ing prevention or timely detection of unauthorized acquisition use

or disposition of the companys assets that could have material

effect on the financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projec

tions of any evaluation of effectiveness to future periods are subject

to the risk that controls may become inadequate because of

changes in conditions or that the degree of compliance with the

policies or procedures may deteriorate

February 24 2010
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Consolidated statements of income

Year ended December 31 in millions except per
share data 2009 2008 2007

Revenue

Investment banking fees 7087 5526 6635

Principal transactions 9796 10699 9015

Lending- and deposit-related
fees 7045 5088 3938

Asset management administration and commissions 12540 13943 14356

Securities gainsa 1110 1560 164

Mortgage fees and related income 3678 3467 2118

Credit card income 7110 7419 6911

Other income 916 2169 1829

Noninterest revenue 49282 28473 44966

Interest income 66350 73018 71387

Interest expense 15198 34239 44981

Net interest income 51152 38779 26406

Total net revenue 100434 67252 71372

Provision for credit losses 32015 20979 6864

Noninterest expense

Compensation expense 26928 22746 22689

Occupancy expense 3666 3038 2608

Technology communications and equipment expense 4624 4315 3779

Professional and outside services 6232 6053 5140

Marketing 1777 1913 2070

Other expense 7594 3740 3814

Amortization of intangibles 1050 1263 1394

Merger costs 481 432 209

Total noninterest expense 52352 43500 41703

Income before income tax expense/benefit and extraordinary gain 16067 2773 22805

Income tax expense/benefit 4415 926 7440

Income before extraordinary gain 11652 3699 15365

Extraordinary gain
76 1906

Net income 11728 5605 15365

Net income applicable to common stockholders 8774 4742 14927

Per common share data

Basic earnings per share

Income before extraordinary gain
2.25 0.81 4.38

Net income 2.27 1.35 4.38

Diluted earnings per share

Income before extraordinary gain
2.24 0.81 4.33

Net income 2.26 1.35 4.33

Weighted-average basic shares 3863 3501 3404

Weighted-average diluted shares 3880 3522 3445

Cash dividends declared per common share 0.20 1.52 1.48

Securities gains for the
year

ended December 31 2009 included credit losses of $578 million consisting of $946 million of total other-than-temporary impairment

losses net of $368 million of other-than-temporary impairment
losses recorded in other comprehensive income

The Notes to Consolidated Financial Statements are an integral part
of these statements
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Consolidated balance sheets

December 31 in millions except
share data 2009 2008

Assets

Cash and due from banks 26206 26895

Deposits with banks 63230 138139

Federal funds sold and securities purchased under resale agreements included $20 536 and $20 843 at fair value

at December 31 2009 and 2008 respectively
195404 20311

Securities borrowed included $7032 and $3381 at fair value at December 31 2009 and 2008 respectively 119630 124000

Trading assets included assets pledged of $38315 and $75063 at December 31 2009 and 2008 respectively 411128 509983

Securities included $360365 and $205909 at fair valUe at December 31 2009 and 2008 respectively
and assets

pledged of $100931 and $25942 at December 31 2009 and 2008 respectively 360390 205943

Loans included $1364 and $7696 at fair value at December 31 2009 and 2008 respectively 633458 744898

Allowance for loanlosses 31602 23164

Loans net of allowance for loan losses 601856 721734

Accrued interest and accounts receivable included $5012 and $3099 at fair value at December 31 2009 and

2008 respectively
67427 60987

Premises and equipment
11118 10045

Goodwill 48357 48027

Mortgage servicing rights
15531 9403

Other intangible assets 4621 5581

Other assets included $19165 and $29199 at fair value at December 31 2009 and 2008 respectively 107091 111200

Total assets 2031989 2175052

Liabilities

Deposits included $4455 and $5605 at fair value at December 31 2009 and 2008 respectively 938367 1009277

Federal funds purchased and securities loaned or sold under repurchase agreements included $3396 and $2993

at fair value at December 31 2009 and 2008 respectively
261413 192546

Commercial paper 41794 37845

Other borrowed funds included $5637 and $14713 at fair value at December 31 2009 and 2008 respectively 55740 132400

Trading
liabilities 125071 166878

Accounts payable
and other liabilities included the allowance for lending-related commitments of $939 and $659

at December 31 2009 and 2008 respectively
and $357 and zero at fair value at December 31 2009 and 2008

respectively
162696 187978

Beneficial interests issued by consolidated variable interest entities included $1410 and $1735 at fair value at

December 31 2009 and 2008 respectively 15225 10561

Long-term debt included $48972 and $58214 at fair value at December 31 2009 and 2008 respectively 266318 270683

Total liabilities 1866624 2008168

Commitments and
contingencies see Note 30 on rage 238 of this Annual Report

Stockholders equity

Preferred stock $1 parvalue authorized 200000000 shares at December 31 2009 and 2008 issued 2538107

and 5038107 shares at December 31 2009 and 2008 respectively 8152 31939

Common stock $1 par value authorized 9000000000 shares at December 31 2009 and 2008 issued

4104933895 shares and 3941633895 shares at December 31 2009 and 2008 respectively 4105 3942

Capital surplus
97982 92143

Retained earnings
62481 54013

Accumulated other comprehensive income/loss 91 5687

Shares held in RSU Trust at cost 1526944 shares and 4794723 shares at December 31 2009 and 2008 respec

tively
68 217

Treasury stock at cost 162974783 shares and 208833260 shares at December 31 2009 and 2008 respec

tively
7196 9249

Total stockholders equity 165365 166884

Total liabilities and stockholders equity 2031989 2175052

The Notes to Consolidated Financial Statements are an integral part of these statements
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Consolidated statements of changes in stockholders equity and

comprehensive income

Year ended December 31 in millions except per
share data 2009 2008 2007

Preferred stock

Balance at January 31939

Issuance of
preferred

stock 31550

Issuance of
preferred

stock conversion of the Bear Stearns preferred
stock 352

Accretion of
preferred

stock discount on issuance to the U.S Treasury 1213 37

Redemption of
preferred

stock issued to the U.S Treasury 25000

Balance at December31 8152 31939

Common stock

Balance at January 3942 3658 3658

Issuance of common stock 163 284

Balance at December31 4105 3942 3658

Capital surplus

Balance at January 92143 78597 77807

Issuance of common stock 5593 11201

Warrant issued to U.S Treasury in connection with issuance of preferred stock 1250

Preferred stock issue cost 54
Shares issued and commitments to issue common stock for employee stock-based

compensation awards and related tax effects 474 859 790

Net change from the Bear Stearns merger

Reissuance of treasury stockand the Share Exchange agreement 48

Employee stock awards 242

Other 228

Balance at December31 97982 92143 78597

Retained earnings

Balance at January 54013 54715 43600

Cumulative effect of change in accounting principles 915

Balance at January adjusted 54013 54715 44515

Net income 11728 5605 15365

Dividends declared

Preferred stock 1328 674

Accelerated amortization from redemption of
preferred

stock issued to the U.S Treasury 1112
Common stock $0.20 $1.2 and $1.48 per share for 2009 2008 and 2007 respectively 820 5633 516S

Balance at December31 62481 54013 54715

Accumulated other comprehensive income/loss

Balance at January 5687 917 1557

Cumulative effect of change in accounting principles

Balance at January adjusted 5687 917 1558

Other comprehensive income/Ioss 5596 4770 641

Balance at December31 91 5687 917

Shares held in RSU Trust

Balance at January 217
Resulting from the Bear Stearns merger 269

Reissuance from RSU Trust 149 52

Balance at December31 68 217

Treasury stock at cost

Balance at January 9249 12832 7718

Purchase of
treasury

stock 8178

Reissuance from
treasury

stock 2079 2454 3199

Share
repurchases

related to employee stock-based compensation awards 26 21 135

Net change from the Bear Stearns merger as result of the reissuance of
treasury

stock and the Share Exchange agreement 1150

Balance at December31 7196 9249 12832

Total stockholders equity 165365 166884 123221

Comprehensive income

Net income 11728 5605 15365

Other comprehensive income/loss 5596 4770 641

Comprehensive income 17324 835 16006

The Notes to Consolidated Financial Statements are an integral part of these statements
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Consolidated statements of cash flows

Year ended December 31 in millions

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by used in operating activities

Provision for credit losses

Depreciation and amortization

Amortization of intangibles

Deferred tax benefit expense

Investment securities gains

Proceeds on sale of investment

Stock-based compensation

Originations and purchases
of loans held-for-sale

Proceeds from sales securitizations and paydowns of loans held-for-sale

Net change in

Trading assets

Securities borrowed

Accrued interest and accounts receivable

Other assets

Trading liabilities

Accounts payable and other liabilities

Other operating adjustments

Net cash provided by used in operatina activities

Investing activities

Net change in

Deposits with banks

Federal funds sold and securities purchased under resale agreements

Held-to-maturity securities

Proceeds

Available-for-sale securities

Proceeds from maturities

Proceeds from sales

Purchases

Proceeds from sales and securitizations of loans held-for-investment

Other changes in loans net

Net cash received used in business acquisitions or dispositions

Proceeds from assets sale to the FRBNY

Net maturities purchases of asset-backed commercial
paper guaranteed by

the FRBB

All other investing activities net

Net cash provided by used in investina activities

Financing activities

Net change in

Deposits

Federal funds purchased
and securities loaned or sold under repurchase agreements

Commercial
paper

and other borrowed funds

Beneficial interests issued by consolidated variable interest entities

Proceeds from issuance of long-term debt and trust preferred capital debt securities

Repayments of
long-term

debt and trust preferred capital
debt securities

Proceeds from issuance of common stock

Excess tax benefits related to stock-based compensation

Proceeds from issuance of preferred stock and Warrant to the U.S Treasury

Proceeds from issuance of preferred
stock

Redemption of preferred stock issued to the U.S Treasury

Repurchases of treasury stock

Dividends paid

All other financing activities net

Net cash used in provided by financing activities

Effect of exchange rate changes on cash and due from banks

Net decrease in cash and due from banks

Cash and due from banks at the beginning
of the year

Cash and due from banks at the end of the year

Cash interest paid

Cash income taxes paid

2009 2008 2007

11728 5605 15365

32015 20979 6864

2783 3143 2427

1050 1263 1394

3622 2637 1307

1110 1560 164

1540

3355 2637 2025

22417 34902 16471

33902 38036 107350

133488 12787 121240

4452 15408 10496

6312 10221 1932

32182 33629 21628

79314 24061 12681

26450 1012 4284

6167 12212 7674

121897 2098 110560

74829 118929 2081

7082 44597 29814

10 14

87712 44414 31143

114041 96806 98450

346372 248599 122507

30434 27531 34925

51251 59123 83437

97 2128 70
28850

11228 11228

762 934 4973

29355 283671 74188

107700 177331 113512

67785 15250 7833

76727 9186 41412

7275 2675 1070

51324 72407 95141

55713 62691 49410

5756 11500

17 148 365

25000

7746

25000
8178

3422 5911 5051

540 3028

152179 247831 184056

238 507 424

689 13249 268

26895 40144 40412

26206 26895 40144

16875 37267 43472

5434 2280 7472

Note In 2008 the fairvalues of noncash assets acquired and liabilities assumed in the
merger

with Bear Stearns were $288.2 billion and $287.7 billion respectively

approximately
26 million shares of common stock valued at approximately $1.2 billion were issued in connection with the Bear Stearns merger and the Wash

ington Mutual transaction were $260.3 billion and $260.1 billion respectively

The Notes to Consolidated Financial Statements are an integral part of these statements
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Notes to consolidated financial statements

Note Basis of presentation

iPMorgan Chase Co JPMorgan Chase or the Firm finan

cial holding company incorporated under Delaware law in 1968 is

leading global financial services firm and one of the
largest banking

institutions in the United States of America U.S with operations

worldwide The Firm is leader in investment banking financial

services for consumers and businesses financial transaction process

ing and asset management For discussion of the Firms business

segment information see Note 34 on pages 245247 of this Annual

Report

The accounting and financial
reporting policies

of JPMorgan Chase and

its subsidiaries conform to accounting principles generally accepted in

the United States of America U.S GAAP Additionally where appli

cable the policies conform to the accounting and
reporting guidelines

prescribed by bank
regulatory

authorities

Certain amounts in
prior periods have been reclassified to conform to the

current presentation

Consolidation

The Consolidated Financial Statements include the accounts of

JPMorgan Chase and other entities in which the Firm has control

ling financial interest All material intercompany balances and trans

actions have been eliminated

The usual condition for
controlling

financial interest is ownership

of majority of the voting interests of the entity However

controlling financial interest also may be deemed to exist with

respect to entities such as special purpose entities SPEs through

arrangements that do not involve
controlling voting interests

SPEs are an important part of the financial markets providing mar

ket
liquidity by facilitating investors access to specific portfolios of

assets and risks For example they are critical to the functioning of

the mortgage- and asset-backed securities and commercial paper

markets SPEs may be organized as trusts partnerships or corpora

tions and are typically
established for single discrete purpose

SPEs are not typically operating entities and usually have limited

life and no employees The basic SPE structure involves company

selling assets to the SPE The SPE funds the purchase of those assets

by issuing
securities to investors The

legal documents that govern

the transaction
specify

how the cash earned on the assets must be

allocated to the SPEs investors and other parties that have rights to

those cash flows SPEs are generally structured to insulate investors

from claims on the SPEs assets by creditors of other entities includ

ing
the creditors of the seller of the assets

There are two different accounting frameworks applicable to SPEs

the
qualifying

SPE QSPE framework and the variable interest

entity VIE framework The applicable framework depends on the

nature of the
entity and the Firms relation to that entity The QSPE

framework is applicable when an entity transfers sells financial

assets to an SPE meeting certain defined criteria These criteria are

designed to ensure that the activities of the entity are essentially

predetermined at the inception of the vehicle and that the transferor

of the financial assets cannot exercise control over the
entity

and the

assets therein Entities meeting these criteria are not consolidated by

the transferor or other counterparties as long as they do not have

the unilateral ability to liquidate or to cause the
entity to no longer

meet the QSPE criteria The Firm
primarily

follows the QSPE model

for securitizations of its residential and commercial mortgages and

credit card automobile and student loans For further details see

Note 15 on pages 206213 of this Annual Report

When an SPE does not meet the QSPE criteria consolidation is

assessed pursuant to the VIE framework VIE is defined as an

entity
that lacks enough equity investment at risk to permit the

entity
to finance its activities without additional subordinated finan

cial support from other parties has equity owners that lack the

right
to make

significant
decisions

affecting the entitys operations

and/or has equity owners that do not have an obligation to

absorb the entitys losses or the
right to receive the entitys returns

U.S GAAP requires variable interest holder i.e counterparty to

VIE to consolidate the VIE if that party will absorb majority of

the expected losses of the VIE receive the majority of the expected

residual returns of the VIE or both This party is considered the

primary beneficiary In making this determination the Firm thor

oughly evaluates the VIEs design capital structure and relationships

among the variable interest holders When the primary beneficiary

cannot be identified through qualitative analysis the Firm per

forms quantitative analysis which computes and allocates ex

pected losses or residual returns to variable interest holders The

allocation of expected cash flows in this analysis is based on the

relative
rights

and preferences of each variable interest holder in the

VIEs
capital structure The Firm reconsiders whether it is the primary

beneficiary of VIE when certain events occur For further details

see Note 16 on pages 14222 of this Annual Report

All retained interests and significant transactions between the Firm

QSPEs and nonconsolidated VIEs are reflected on JPMorgan Chases

Consolidated Balance Sheets and in the Notes to consolidated

financial statements

Investments in companies that are considered to be voting-interest

entities in which the Firm has significant influence over operating

and financing decisions are either accounted for in accordance with

the equity method of accounting or at fair value if elected under fair

value option These investments are generally included in other

assets with income or loss included in other income

Generally Firm-sponsored asset management funds are considered

voting entities as the funds do not meet the conditions to be VIEs In

instances where the Firm is the general partner or managing mem

ber of limited partnerships or limited
liability companies the non-

affiliated partners or members have the substantive
ability to remove

the Firm as the general partner or managing member without cause

i.e kick-out rights based on simple unaffiliated majority vote or

have substantive
participating rights Accordingly the Firm does not

consolidate these funds In limited cases where the non-affiliated

partners or members do not have substantive kick-outs or participat

ing right the Firm consolidates the funds
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Private equity investments which are recorded in other assets on the

Consolidated Balance Sheets include investments in buyouts

growth equity and venture opportunities These investments are

accounted for under investment company guidelines Accordingly

these investments irrespective
of the percentage of equity owner

ship interest held are carried on the Consolidated Balance Sheets at

fair value

Assets held for clients in an agency or fiduciary capacity by the Firm

are not assets of JPMorgan Chase and are not included in the Con

solidated Balance Sheets

Use of estimates in the preparation of consolidated finan

cial statements

The preparation of Consolidated Financial Statements requires

management to make estimates and assumptions that affect the

reported amounts of assets and liabilities revenue and expense and

disclosures of contingent assets and liabilities Actual results could

be different from these estimates

Foreign currency translation

iPMorgan Chase revalues assets liabilities revenue and expense

denominated in non-U.S currencies into U.S dollars using applica

ble exchange rates

Gains and losses relating to translating functional currency financial

statements for U.S reporting are included in other comprehensive

income/loss within stockholders equity Gains and losses relating

to nonfunctional currency transactions including non-U.S opera

tions where the functional currency is the U.S dollar are reported in

the Consolidated Statements of Income

Statements of cash flows

For JPMorgan Chases Consolidated Statements of Cash Flows cash

is defined as those amounts included in cash and due from banks

Significant accounting policies

The following table identifies JPMorgan Chases other significant

accounting policies
and the Note and page

where detailed descrip

tion of each
policy

can be found

Fair value measurement

Fair value
option

Derivative instruments

Noninterest revenue

Pension and other
postretirement employee

benefit plans

Employee stock-based incentives

Noninterest expense

Securities

Securities financing activities

Loans

Allowance for credit losses

Loan securitizations

Variable interest entities

Goodwill and other intangible assets

Premises and equipment

Other borrowed funds

Accounts payable and other liabilities

Income taxes

Commitments and contingencies

Offbalance sheet lending-related
fiCªncial

instruments and guarantees

Note Business changes and

developments

Decrease in Common Stock Dividend

On February 23 2009 the Board of Directors reduced theFirms

quarterly common stock dividend from $0 38 to $0 05 per share

effective for the dividend payable April
30 2009 to shareholders of

record on April
2009

Acquisition of the banking operations of Washington

Mutual Bank

On September 25 2008 JPMorgan Chase acquired the banking

operations of Washington Mutual Bank Washington Mutual

from the Federal Deposit Insurance Corporation FDIC for

$1.9 billion The acquisition expanded iPMorgan Chases consumer

branch network into several states including California Florida

Washington Georgia Idaho Nevada and Oregon and created the

third
largest

branch network in the U.S The acquisition also extends

the reach of the Firms business banking commercial banking credit

card consumer lending and wealth management businesses The

acquisition was accounted for under the purchase method of ac

counting which requires that the assets and liabilities of Washing

ton Mutual be initially reported at fair value

In 2008 the $1.9 billion purchase price was preliminarily
allocated

to the Washington Mutual assets acquired and liabilities assumed

which resulted in negative goodwill In accordance with U.S GAAP

for business combinations that was in effect at the time of this

acquisition noncurrent nonfinancial assets that were not held-for-

sale such as the premises and equipment and other intangibles

acquired in the Washington Mutual transaction were written down

against the negative goodwill The negative goodwill that remained

after writing down the nonfinancial assets was recognized as an

extraordinary gain of $1.9 billion at December 31 2008 The final

total extraordinary gain that resulted from the Washington Mutual

transaction was $2.0 billion

Note Page 156

Note Page 173

Note Page 175

Note Page 183

Note Page 184

Note Page 192

Note 10 Page 194

Note 11 Page 195

Note 12 Page 200

Note 13 Page 200

Note 14 Page 204

Note 15 Page 206

Note 16 Page 214

Note 17 Page 222

Note 18 Page 226

Note 20 Page227

Note 21 Page 227

Note 27 Page 234

Note 30 Page 238

Note 31 Page 238
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Notes to consolidated financial statements

in miD ions

Purchase price

Purchase
price

Direct acquisition costs

Total purchase price

Net assets acquired

Washington Mutuals net assets before fair value adjustments

Washington Mutuals
goodwill and other intangible assets

Subtotal

Adjustments to reflect assets acquired at fair value

Securities

Trading assets

Loans

Allowance for loan losses

Premises and equipment

Accrued interest and accounts receivable

Other assets

Adjustments to reflect liabilities assumed at fair value

Deposits

Other borrowed funds

Accounts payable accrued expense and other liabilities

Long-term debt

$39186

7.566

31620

16
591

30998

8216

680

243

4010

11999

10058

8076

1982

The final summary computation of the purchase price and the allocation of the final total purchase price of $1.9 billion to the net assets acquired of

Washington Mutual based on their respective fair values as of September 25 2008 and the resulting final negative goodwill of $2.0 billion are

presented below

$1938

1941

Fair value of net assets acquired

Negative goodwill
before allocation to nonfinancial assets

Negative goodwill
allocated to nonfinancial assØtsa

Neqative qoodwill resultinci from the acciuisitionb

686

68

1124
1063

The acquisition was accounted for as purchase business combination which
requires

the assets including identifiable
intangible assets and liabilities including

executory contracts and other-commitments of an acquired business to be recorded at their respective fair values as of the effective date of the acquisition and consoli

dated with those of JPMorgan chase The fair valueof the net assets of Washington Mutuals
banking operations exceeded the $1.9 billion purchase price resulting in

negative goodwill Noncurrent nonfinancial assets not held-for-sale such as premises and equipment and other intangibles were written down
against the negative

goodwill The
negative goodwill

that reriained after
writing down transaction-related core deposit intangibles of approximately $4.9 billion and premises and equip

ment of approximately $3.2 billion was recognized as an extraordinary gain
of $2.0 billion

The extraordinary gain was recorded net of tax
expense

in corporate/Private Equity

Condensed statement of net assets acquired

The following condensed statement of net assets acquired
reflects the final value assigned to the Washington Mutual net assets as of September 25 2008

in millions September 25 2008

Assets

cash and due from banks 3680

Deposits
with banks 3517

Federal funds sold and securities purchasedunder resale agreements 1700

Trading assets 5691
Securities 17224

Loans net of allowance for loan losses 206456
Accrued interest and accounts receivable 3253

Mortgage servicing rights 5874
All other assets 16596

Total assets 263991

Liabilities

Deposits 159872
Federal funds purchased and securities loaned or sold under repurchase agreements 4549
Other borrowed funds 81636

Trading
liabilities 585

Accounts payable accrued expense and other liabilities 6708

Long-term debt 6718

Total liabilities 260068

Washington Mutual net assets acquired 3923
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Merger with The Bear Stearns Companies Inc

Effective May 30 2008 BSC Merger Corporation wholly owned

subsidiary of JPMorgan Chase merged with The Bear Stearns

Companies Inc Bear Stearns pursuant to the Agreement and

Plan of Merger dated as of March 16 2008 as amended March

24 2008 and Bear Stearns became wholly owned subsidiary of

JPMorgan Chase The merger provided the Firm with leading

global prime brokerage platform strengthened the Firms equities

and asset management businesses enhanced capabilities
in mort

gage origination securitization and servicing and expanded the

platform of the Firms energy business The merger was accounted

for under the purchase method of accounting which requires that

the assets and liabilities ofBear Stearns be fair valued The final

total purchase price to complete the merger was $1.5 billion

The merger with Bear Stearns was accomplished through series of

transactions that were reflected as step acquisitions On April

2008 pursuant to the share exchange agreement JPMorgan Chase

acquired 95 million newly issued shares of Bear Stearns common

stock or 39.5% of Bear Stearns common stock after giving effect

to the issuance for 21 million shares of JPMorgan Chase common

stock Further between March 24 2008 and May 12 2008

JPMorgan Chase acquired approximately 24 million shares of Bear

Stearns common stock in the open market at an average purchase

price of $12.37 per share The share exchange and cash purchase

transactions resulted in JPMorgan Chase owning approximately

49.4% of Bear Stearns common stock immediately prior to con-

summation of the merger Finally on May 30 2008 JPMorgan

Chase completed the merger As result of the merger each

outstanding share of Bear Stearns common stock other than shares

then held by JPMorgan Chase was converted into the right to

receive 0.21753 shares of common stock of JPMorgan Chase Also

on May 30 2008 the shares of common stock that JPMorgan

Chase and Bear Stearns acquired from each other in the share

exchange transaction were cancelled From
April 2008 through

May 30 2008 JPMorgn Chase accounted for the investment in

Bear Stearns under the equity method of accounting During this

period JPMorgan Chase recorded reductions to its investment in

Bear Stearns representing its share of Bear Stearns net losses

which was recorded in other income and accumulated other com

prehensive income

In conjunction with the Bear Stearnsmerger in June 2008 the

Federal Reserve Bank of New York the FRBNY took control

through limited liability company LLC formed for this purpose

of portfolio of $30 billion in assets acquired from Bear Stearns

based on the value of the portfolio as of March 14 2008 The

assets of the LLC were funded by $28.85 billion term loan from

the FRBNY and $1.15 billion subordinated loan from JPMorgan

Chase The JPMorgan Chase note is subordinated to the FRBNY

loan and will bear the first $1.15 billion of any losses of the portfo

lio Any remaining assets in the
portfolio

after repayment of the

FRBNY loan the JPMorgan Chase note and the expense of the LLC

will be for the account of the FRBNY
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Notes to consolidated financial statements

As result of step acquisition accounting the final total purchase price of $1.5 billion was allocated to the Bear Stearns assets acquired and

liabilities assumed using their fair values as of
April 2008 and May 30 2008 respectively The final

summary computation of the purchase

price and the allocation of the final total purchase price
of $1.5 billion to the net assets acquired of Bear Stearns are presented below

in millions except
for shares in thousands per

share amounts

and where otherwise noted

Purchase price

Shares exchanged in the Share Exchange transaction April 2008 95000

Other Bear Stearns shares outstanding 145.759

Total Bear Stearns stock
outstanding 240759

Cancellation of shares issued in the Share Exchange transaction 95000

Cancellation of shares acquired by JPMorgan Chase for cash in the open market 24.061

Bear Stearns common stock exchanged as of May 30 2008 121698

Exchange ratio 0.21753

JPMorgan Chase common stock issued 26
Average purchase price per JPMorgari Chase common sharea 45.26

Total fair value of JPMorgan Chase common stock issued 1198

Bear Stearns common stock
acquired

for cash in the open market 24 million shares at an

average share price of $12.37 per share 298

Fair value of employee stock awards largely to be settled by shares held in the RSU Trustb 242

Direct
acquisition

costs 27

Less Fair value of Bear Stearns common stock held in the RSU Trust and included in the

exchange of common stock 269b
Total purchase price 1496

Net assets acquired

Bear Stearns common stockholders
equity 6052

Adjustments to reflect assets acquired at fair value

Trading assets 3877
Premises and equipment 509

Other assets 288

Adjustmentsto reflect liabilities assumed at fair value

Long-term debt 504

Other liabilities 2.289

Fair value of net assets acquired excluding goodwill 611

Goodwill resulting from the mergerc 885

The value of JPMorgan Chase common stock was determined by averaging the closing prices of JPMorgan Chases common stock for the four
trading days during the

period March 19 through 25 2008

Represents shares of Bear Stearns common stock held in an irrevocable grantor trust the RSU Trust to be used to settle stock awards granted to selected employees

and certain
key

executives under certain
heritage

Bear Stearns employee stock plans Shares in the RSU Trust were exchanged for million shares of JPMorgan Chase

common stock at the
merger exchange ratio of 0.21753 For further discussion of the RSU Trust see Note on pages

192194 of this Annual Report

The goodwill was recorded in Investment Bank IB and is not tax-deductible

Condensed statement of net assets acquired

The following condensed statement of net assets acquired reflects the final values assigned to the Bear Stearns net assets as of May 30 2008

in millions May 30 2008

Assets

Cash and due from banks 534

Federal funds sold and securities purchased under resale agreements 21204

Securities borrowed 55195

Trading assets 136489

Loans 4407

Accrued interest and accounts receivable 34677

Goodwill 885

All other assets 35377

Total assets 288768

Liabilities

Federal funds purchased and securities loaned or sold under repurchase agreements 54643

Other borrowings 16166

Trading liabilities 24267

Beneficial interests issued by consolidated VIEs 47042

Long-term debt 67015

Accounts payable and other liabilities 78569

Total liabilities 287702

Bear Stearns net assetsa 1066

Reflects the fair value assigned to 49.4% of the Bear Stearns net assets acquired on April 2008 net of related amortization and the fair value assigned to the

remaining 50.6% of the Bear Stearns net assets acquired on May 30 2008 The difference between the net assets acquired as presented above and the fair value of

the net assets acquired including goodwill presented in the previous table represents JPMorgan Chases net losses recorded under the
equity

method of
accounting
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The unaudited pro forma combined financial information is pre

sented for illustrative purposes only and does not indicate the

financial results of the combined company had the companies

actually been combined as of January 2008 and as of January

2007 nor is it indicative of the results of operations in future

periods Included in the unaudited pro forma combined financial

information for the years ended December 31 2008 and 2007

were pro forma adjustments to reflect the results of operations of

Bear Stearns and Washington Mutuals banking operations

considering the purchase accounting valuation and accounting

conformity adjustments related to each transaction For the

Washington Mutual transaction the amortization of purchase

accounting adjustments to report interest-earning assets acquired

and interest-bearing liabilities assumed at current interest rates is

reflected for the years ended December 31 2008 and 2007

Valuation adjustments and the adjustment to conform allowance

methodologies in the Washington Mutual transaction and valua

tion and accounting conformity adjustments related to the Bear

Stearns merger are reflected in the results for the years ended

December 31 2008 and 2007

Internal reorganization related to the Bear Stearns

merger

On June 30 2008 JPMorgan Chase fully and unconditionally

guaranteed each series of outstanding preferred stock of Bear

Stearns as well as all of Bear Stearns outstanding U.S Securities

and Exchange Commission SEC registered U.S debt securities

and obligations relating to trust preferred capital debt securities

Subsequently on July 15 2008 JPMorgan Chase completed an

internal merger transaction which resulted in each series of

outstanding preferred stock of Bear Stearns being automatically

exchanged into newly-issued shares of JPMorgan Chase preferred

stock having substantially identical terms Depositary shares

which formerly had represented one-fourth interest in share of

Bear Stearns preferred stock continue to trade on the New York

Stock Exchange but following completion of this internal merger

transaction represent one-fourth interest in share of JPMor

gan Chase preferred stock In addition pursuant to internal

transactions in July 2008 and the first quarter 2009 JPMorgan

Chase assumed or guaranteed the remaining outstanding securi

ties of Bear Stearns and its subsidiaries in each case in accor

dance with the indentures and other agreements governing those

securities

Other business events

Purchase of remaining interest in J.P Morgan Cazenove

On January 2010 JPMorgan Chase purchased the remaining

interest in J.P Morgan Cazenove an investment banking busi

ness partnership formed in 2005 which will result in an adjust

ment to the Firms capital surplus

Termination of Chase Paymentech Solutions joint

venture

The dissolution of Chase Paymentech Solutions
joint venture

global payments and merchant acquiring joint venture between

JPMorgan Chase and First Data Corporation was completed on

November 12008 JPMorgan Chase retained approximately 51%

of the business which it operates under the name Chase Pay

mentech Solutions The dissolution of the Chase Paymentech

Solutions
joint venture was accounted for as step acquisition in

accordance with U.S GAAP for business combinations and the

Firm recognized an after-tax gain of $627 million in the fourth

quarter of 2008 as result of the dissolution The gain represents

the amount by which the fair value of the net assets acquired

predominantly intangible assets and goodwill exceeded JPMor

gan Chases carrying value in the net assets transferred to First

Unaudited pro forma condensed combined financial information reflecting the Bear Stearns merger and Washington Mutual

transaction

The following unaudited pro forma condensed combined financial information presents the 2008 and 2007 results of operations of the Firm as

they may have appeared if the Bear Stearns merger and the Washington Mutual transaction had been completed on January 2008 and

January 2007

Year ended December 31

in millions except per
share datal 2008 2007

Total net revenue 68149 92052

Income/Ioss before extraordinary gain 14090 17733

Net incomelloss 12184 17733

Net income per common share data

Basic earnings per sharea

lncome/loss before extraordinary gain 4.26 5.02

Net income/loss 3.72 5.02

Diluted earnings per shareab

lncome/loss before extraordinary gain 4.26 4.96

Net income/loss 3.72 4.96

Average common shares issued and outstanding

Basic 3510.5 3429.6

Diluted 3510.5 3471.3

Ia Effective January 2009 the Firm implemented FASB guidance for
participating

securities
Accordingly prior-period amounts have been revised For further discussion

of the guidance see Note 25 on page 232 of this Annual Report

Common
equivalent shares have been excluded from the

pro
forma computation of diluted loss

per
share for the

year
ended December 31 2008 as the effect would be

antidilutive

iPMorgan Chase Co./2009 Annual Report 155



Notes to consolidated financial statements

Data Corporation Upon dissolution the Firm consolidated the

retained Chase Paymentech Solutions business

Proceeds from Visa Inc shares

On March 19 2008 Visa Inc Visa completed its initial public

offering IPO Prior to the IPO JPMorgan Chase held approxi

mately 13% equity interest in Visa On March 28 2008 Visa

used portion of the proceeds from the offering to redeem

portion of the Firms equity interest which resulted in the recog

nition of pretax gain of $1.S billion recorded in other income

In conjunction with the IPO Visa placed $3.0 billion in escrow to

cover liabilities related to certain litigation matters The escrow

was increased by $1.1 billion in 2008 and by $700 million in

2009 JPMorgan Chases interest in the escrow was recorded as

reduction of other expense and reported net to the extent of

established litigation reserves

Purchase of remaining interest in Highbridge Capital

Management

In January 2008 JeMorgan Chase purchased an additional equity

interest in Highbridge Capital Management LLC Highbridge

which resulted in the Firm owning 77.5% of Highbridge In July

2009 JPMorgan Chase completed its purchase of the remaining

interest in Highbridge which resulted in $228 million adjustment

to capital surplus

Subsequentevents

The Firm has performed an evaluation of events that have oc

curred subsequent to December 31 2009 and through February

24 2010 the date of the filing of this Annual Report There have

been no material subsequent events that occurred during such

period that would require disclosure in this Annual Report or

would be required to be recognized in the Consolidated Financial

Statements as of or for the year ended December 31 2009

Note Fair value measurement

JPMorgan Chase carries portion of its assets and liabilities at

fair value The majority of such assets and liabilities are carried at

fair value on recurring basis Certain assets and liabilities are

carried at fair value on nonrecurring basis including loans

accounted for at the lower of cost or fair value that are only

subject to fair value adjustments under certain circumstances

The Firm has an established and well-documented process for

determining fair values Fair value is defined as the price that

would be received to sell an asset or paid to transfer
liability

in

an orderly transaction between market
participants

at the meas

urement date Fair value is based on quoted market prices where

available If listed prices or quotes are not available fair value is

based on internally developed models that
primarily use as

inputs market-based or independently sourced market parame

ters including but not limited to yield curves interest rates

volatilities equity or debt prices foreign exchange rates and

credit curves In addition to market information models also

incorporate transaction details such as maturity of the instru

ment Valuation adjustments may be made to ensure that finan

cial instruments are recorded at fair value These adjustments

include amounts to reflect counterparty credit quality the Firms

creditworthiness constraints on liquidity and unobservable pa

rameters Valuation adjustments are applied consistently over

Credit valuation adjustments CVA are necessary when the

market price or parameter is not indicative of the credit qual

ity
of the counterparty As few classes of derivative contracts

are listed on an exchange the majority of derivative positions

are valued using internally developed models that use as their

basis observable market parameters Market
practice

is to

quote parameters equivalent to an AA credit
rating whereby

all counterparties are assumed to have the same credit quality

Therefore an adjustment is necessary to reflect the credit

quality of each derivative counterparty to arrive at fair value

The adjustment also takes into account contractual factors de

signed to reduce the Firms credit exposure to each counter-

party such as collateral and legal rights of offset

Debit valuation adjustments DVA are necessary to reflect

the credit quality
of the Firm in the valuation of liabilities

measured at fair value The methodology to determinethe ad

justment is consistent with CVA and incorporates JPMorgan

Chases credit spread as observed through the credit default

swap market

Liquidity
valuation adjustments are necessary

when the Firm

may not be able to observe recent market
price

for finan

cial instrument that trades in inactive or less active markets

or to reflect the cost of exiting larger-than-normal market-size

risk positions liquidity adjustments are not taken for positions

classified within level of the fair value hierarchy The Firm

tries to ascertain the amount of uncertainty in the initial valua

tion based on the degree of
liquidity

in the market in which

the financial instrument trades and makes liquidity adjust

ments to the carrying value of the financial instrument The

Firm measures the liquidity adjustment based on the following

factors the amount of time since the last relevant pricing

point whether there was an actual trade or relevant exter

nal quote and the volatility
of the

principal
risk component

of the financial instrument Costs to exit larger-than-normal

market-size risk positions are determined based on the size of

the adverse market move that is likely to occur during the pe

riod required to bring position
down to nonconcentrated

level

Unobservable parameter valuation adjustments are necessary

when positions are valued using internally developed models

that use as their basis unobservable parameters that is pa

rameters that must be estimated and are therefore subject to

management judgment These positions are normally traded

less actively Examples include certain credit products where

parameters such as correlation and
recovery rates are unob

servable Unobservable parameter valuation adjustments are

applied to mitigate the possibility of error and revision in the

estimate of the market price provided by the model

The Firm has numerous controls in place intended to ensure that

its fair valuations are appropriate An independent model review

group reviews the Firms valuation models and approves them for

time
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use for specific products All valuation models within the Firm are

subject to this review process price
verification group inde

pendent from the risk-taking function ensures observable market

prices and market-based parameters are used for valuation wher

ever possible For those products with material parameter risk for

which observable market levels do not exist an independent

review of the assumptions made on pricing
is performed Addi

tional review includes deconstruction of the model valuations for

certain structured instruments into their components and

benchmarking valuations where possible to similar products

validating valuation estimates through actual cash settlement

and detailed review and explanation of recorded gains and losses

which are analyzed daily and over time Valuation adjustments

which are also determined by the independent price
verification

group are based on established policies and are applied consis

tently over time Any changes to the valuation methodology are

reviewed by management to confirm that the changes are justi

fied As markets and products develop and the pricing for certain

products becomes more or less transparent the Firm continues to

refine its valuation methodologies During 2009 no changes

were made to the Firms valuation models that had or are ex

pected to have material impact on the Firms Consolidated

Balance Sheets or results of operations

The methods described above to estimate fair value may produce

fair value calculation that may not be indicative of net realizable

value or reflective of future fair values Furthermore while the

Firm believes its valuation methods are appropriate and consis

tent with other market participants the use of different method

ologies or assumptions to determine the fair value of certain

financial instruments could result in different estimate of fair

value at the reporting date

Valuation Hierarchy

three-level valuation hierarchy has been established under U.S

GAAP for disclosure of fair value measurements The valuation

hierarchy is based on the transparency of inputs to the valuation

of an asset or liability as of the measurement date The three

levels are defined as follows

Level inputs to the valuation methodology are quoted

prices unadjusted for identical assets or liabilities in active

markets

Level 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 di

rectly or indirectly
for

substantially
the full term of the finan

cial instrument

Level one or more inputs to the valuation methodology are

unobservable and significant to the fair value measurement

financial instruments categorization within the valuation

hierarchy is based on the lowest level of input that is significant

to the fair value measurement

Following is description of the valuation methodologies used by

the Firm to measure instruments at fair value including the

general classification of such instruments pursuant to the valua

tion hierarchy

Assets

Securities purchased under resale agreements resale

agreements and securities borrowed

To estimate thefair value of resale agreements and securities

borrowed transactions cash flows are evaluated taking into

consideration any derivative features of the resale agreement and

are then discounted using the appropriate market rates for the

applicable maturity As the inputs into the valuation are primarily

based on readily observable pricing information such resale

agreements are classified within level of the valuation hierarchy

Loans and unfunded lending-related commitments

The majority of the Firm loans and lending related commitments

are not carried at fair value on recurring basis on the Consoli

dated Balance Sheets nor are they actively traded The fair value

of such loans and lending-related commitments is included in the

additional disclosures of fair value of certain financial instruments

required by U.S GAAP on pages 1711 72 of this Note Loans

carried at fair value on recurring and nonrecurring basis are

included in the applicable tables that follow

Wholesale

There is no liquid secondary market for most loans and lending-

related commitments in the Firms wholesale portfolio In the

limited circumstances where direct secondary market information

including pricing
of actual market transactions broker quotations

or quoted market
prices

for similar instrumentsis available

principally for loans in the Firms secondary trading portfolio

such information is used in the determination of fair value For

the remainder of the portfolio fair value is estimated using

discounted cash flow DCF model In addition to the character

istics of the underlying loans including principal customer rate

and contractual fees key inputs to the model include interest

rates prepayment rates and credit spreads The credit spread

input is derived fromthe costof credit default swaps CDS
and as result also incorporates the effects of secondary market

liquidity As many
of the Firms clients do not have bonds traded

with sufficient
liquidity

in the public marketsto have observable

CDS spreads the Firm principally develops benchmark credit

curves by industry and credit
rating to estimate fair value Addi

tional adjustments to account for the difference in recovery rates

between bonds on which the cost of credit derivatives is based

and loads as eIl as loan equivalents which represent the por

tion of an unused commitment expected based on the Firms

average portfolio historical experience to become outstanding

prior
to an obligor default are also incorporated into the valua

tion process

For discussion of the valuation of mortgage loans carried at fair

value see the Mortgage-related exposures carried at fair value

section of this Note on pages 1691 70

The Firms loans carried at fair value are classified within level

or of the valuation hierarchy depending on the level of
liquidity

and activity
in the markets for particular product
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Consumer

The only products in the Firms consumer loan portfolio with

meaningful level of secondary market activity in the current

economic environment are certain conforming residential mort

gages These loans are classified as trading assets and carried at

fair value on the Consolidated Balance Sheets They are predomi

nantly classified within level of the valuation hierarchy based on

the level of market liquidity
and activity

For further discussion of

the valuation of mortgage loans carried at fair value see the

Mortgage related exposures carried at fair value section on

pages 169170 of this Note

The fair value of the Firm other consumer loans except for

credit card receivables is generally determined by discounting the

loan principal
and interest cash flows mçpected to be collected at

market observable discount rate when available Portfolio-

specific factors that market participant would consider in de

termining fair value expected lifetime credit losses esti

mated prepayments servicing
costs and market liquidity are

either modeled into the cash flow projections or incorporated as

an adjustment to the discount rate For products that continue to

be offered in the market discount rates are derived from market-

observable primary origination spreads Where primary origina

tion spreads are not available i.e subprime mortgages- sub-

prime home equity and option adjustable-rate mortgages

option ARMs the valuation is based on the Firms estimate of

market participants required return on equity for -similar prod

ucts i.e hypothetical origination spread Estimated lifetime

credit losses consider expected and current default rates for

existing portfolios collateral
prices where applicable and expec

tations about changes in the economic environment-e.g unem

ployment rates

The fair value of credit card receivables is determined using

discounted expected cash-flow methodology Key estimates and

assumptions include projected interest income and late fee

revenue funding servicing credit costs and loan payment rates

The projected loan payment rates are used to determine the

estimated life of the-credit card loan receivables which are then

discounted using risk-appropriate discount rate --The discount

rate is derived from the Firms estimate of market participants

expected return on credit card receivables As the credit card

receivables have short-term life an amount equal to the-allow

ance for credit losses is considered to be reasonable proxy
for

the credit cost component

Loans that are not carried on the Consolidated Balance Sheets at

fair value are not classified within the fair value hierarchy

Securities
--

Where quoted prices
for identical securities are available in an

active market securities are classified in level of the valuation

hierarchy Level securities include highly- liquid- government

bonds mortgage products for which there are quoted prices
in

active markets such as U.S government agency or U.S govern

ment-sponsored enterprise collectively U.S government agen

cies pass-through mortgage-backed securities MBS and

exchange-traded equities e.g common and preferred stocks

If quoted market
prices

are not available for the specific security

the Firm may estimate the value of such instruments using

combination of observed transactionprices independent pricing

services and relevant broker quotes
Consideration is given to the

nature of the quotes e.g indicative or firm and the relationship

of recently evidenced market activity to the prices provided from

independent pricing
services The Firm may also use pricing

models or discounted cash flows The majority of such instru

ments are classified within level of the valuation hierarchy

however in cases where there is limited -activity or less transpar

ency around inputs to the valUation securities are classified

within level of the valuatior hierarchy

For certain collateralized mortgage and debt obligations asset-

backed securities ABS and high-yield debt securities the

determination of fair value may require benchmarking to similar

instruments or analyzing default and recovery rates For cash

collateralized debt obligations CDOs external price
infor

mation is not available Therefore cash CDOs are valuedusing

market-standard models such as Intex to model the
specific

collateral composition and cash flow structure of each deal key

inputs to the model aremarket spread data for each credit

rating collateral type and other relevant contractual features

ABS are valued based on external
prices or market sprea-d data

using current market assumptions on prepayments and defaults

For those ABS where the external
price

data is not observable

or the limited available data is opaque the collateral perform

ance is monitored and the value of the security is assessed To

benchmark its valuations the Firm looks to transactions for

similar instruments and utilizes independent prices provided by

third party vendors broker quotes and relevant market indices

such as the ABX index as applicable While none of those

sources are solely indicative of fair value they serve as direc

tional indicators for the appropriateness of the Firms estimates

The- majority of collateralized mortgage and debt obligations

high-yield debt securities and ABS are currently classified in

level of the valuation-hierarchy For further discussion of the

valuation of mortgage securities carried at fair value see the

Mortgage-related exposures carried at fair value- section of

this Note on pages 169170

Commodities --

Commodities inventory are carried at the lower of cost or fair

value The fair value of commodities inventory is determined

primarily using pricing
and data derived from the markets on

which the underlying commodities are traded The majority of

commodities inventory is classified within level of the valuation

hierarchy
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The Firm also has positions in commodities-based derivatives that

can be traded on an exchange or over-the-counter OTC and

carried at fair value The
pricing inputs to these derivatives in

clude forward curves of underlying commodities basis curves

volatilities correlations and occasionally other model parameters

The valuation of these derivatives is based on calibrating
to

market transactions as well as to independent pricing
informa

tion from sources such as brokers and dealer consensus pricing

services Where inputs are unobservable they are benchmarked

to observable market data-based on historic and implied correla

tions then adjusted for uncertainty where appropriate
The

majority of commodities-based derivatives are classified within

level of the valuation hierarchy

Derivatives

Exchange-traded derivatives valued using quoted prices
are

classified within level of the valuation hierarchy However few

classes of derivative contracts are listed on an exchange thus the

majority of the Firms derivative positions are valued using inter

nally developed models that use as their basis readily
observable

market parameters that is parameters that are actively quoted

and can be validated to external sources including industry

pricing
services Depending on the types and contractual terms of

derivatives fair value can be modeled using series tech

niques such as the Black-Scholes option pricing model simula

tion models or combination of various models which are

consistently applied Where derivative products have been estab

lished for some time the Firm uses models that are widely ac

cepted in the financial services industry These models reflect the

contractual terms of the derivatives including the period to

maturity and market-based parameters
such as interest rates

volatility
and the credit quality

of the counterparty Further many

of these models do not contain high level of
subjectivity

as the

methodologies used in the models do not require significant

judgment and inputs to the models are readily observable from

actively quoted markets as is the case for plain vanilla interest

rate swaps option contracts and CDS Such instruments are

generally classified within level of the valuation hierarchy

Derivativesthat are valued based on models with significant

unobservable market parameters and that are normally traded

less actively have trade activity
that is one way and/or are traded

in less-developed markets are classified within level of the

valuation hierarchy Level derivatives include for xampIe CDS

referenced to certain MBS certain types of CDO transactions

options on baskets of single-name stocks and callable exotic

interest rate options

Other complex products such as those sensitive to correlation

between two or more underlying parameters also fall within level

of the valuation hierarchy Such instruments include complex

credit derivative products which are illiquid and non-standard in

nature including CDO5 and CDO-squared CDO is debt

instrument collateralized by variety
of debt obligations includ

ing CDS bonds and loans of different maturities and credit quali

ties The repackaging of such securities and loans within CDO

results in the creation of tranches which are instruments with

different risk profiles In CDO-squared transaction the instru

ment is CDO where the underlying debt instruments are also

CDOs For most CDO and CDO-squared transactions while inputs

such as CDS spreads and recovery rates may be observable the

correlation between the underlying debt instruments is unobserv

able The correlation levels are not only modeled on portfolio

basis but are also calibrated at transaction level to liquid

benchmark tranches For all complex credit derivative products

actual transactions where available are used to regularly
recali

brate all unobservable parameters

Correlation sensitivity
is also material to the overall valuation of

options on baskets of single-name stocks the valuation of these

baskets is typically
not observable due to their non-standardized

structuring Correlation for products such as these is
typically

esti

mated based on an observable basket of stocks and then adjusted

to reflect the differences between the underlying equities

For callableexotic interest rate options while most of the as

sumptions in the valuation can be observed in active markets

e.g interest rates and volatility
the callable option transaction

flow is essentially one-way and as such price observability is

limited As
pricing

information is limited assumptions are based

on the dynamics of the underlying markets e.g the interest rate

markets including the range and possible outcomes of the appli

cable inputs In addition the models used are calibrated as

relevant to liquid benchmarks and valuation is tested against

monthly independent pricing
services and actual transactions

Mortgage servicing rights and certain retained interests

in securitizations

Mortgage servicing rights MSRs and certain retained interests

from securitization activities do not trade in an active open

market with readily observable prices Accordingly the Firm

estimates the fair value of MSRs and certain other retained inter

ests in securitizations using DCF models

For MSR5 the Firm uses an option-adjusted spread OAS
valuation model in conjunction with the Firms proprietary pre

payment model to project MSR cash flows over multiple inter

est rate scenarios which are then discounted at risk-adjusted

rates to estimate the fair value of the MSRs The OAS model

considers portfolio characteristics contractually specified ser

vicing fees prepayment assumptions delinquency rates late

charges other
ancillary revenue costs to service and other

ecorpmic factors The Firm reassesses and periodically adjusts

the underlying inputs and assumptions used in the OAS model

to reflect market conditions and assumptions that market

participant would consider in valuing the MSR asset Due to

the nature of the valuation inputs MSRs are classified within

level of the valuation hierarchy

For certain retained interests in securitizations the Firm esti

mates the fair value for those retained interests by calculating

the present value of future expected cash flows using model

ing techniques Such models incorporate managements best

estimates of key variables such as expected credit losses pre

payment speeds and the discount rates appropriate for the

risks involved Changes in the assumptions used may
have

significant impact on the Firms valuation of retained interests
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and such interests are therefore typically classified within level

of the valuation hierarchy

For both MSRs and certain other retained interests in securitiza

tions the Firm compares its fair value estimates and assumptions

to observable market data where available and to recent market

activity and actual portfolio experience For further discussion of

the most significant assumptions used to value retained interest

and MSRs as well as the applicable stress tests for those assump

tions see Note 17 on pages 222225 of this Annual Report

Private equity investments

The valuation of nonpublic private equity investments which are

held primarily by the Private Equity business within the Corpo

rate/Private Equity line of business requires significant manage

ment judgment due to the absence of quoted market prices the

inherent lack of liquidity and the long-term nature of such assets

As such private equity investments are valued initially based on

cost Each quarter valuations are reviewed
utilizing

available and

relevant market data to determine if the carrying value of these

investments should be adjusted Such market data
primarily

include observations of the trading multiples of public companies

considered comparable to the private companies being valued

and the operating performance of the underlying portfolio com

pany including its historical and projected net income and earn

ings
before interest taxes depreciation and amortization

EBITDA Valuations are adjusted to account for company-

specific issues the lack of liquidity inherent in nonpublic in

vestment and the fact that comparable public companies are not

identical to the companies being valued In addition variety of

additional factors are reviewed by management including but

not limited to financing and sales transactions with third parties

future expectations of the particular investment changs in

market outlook and the
third-party financing environment Non

public private equity investments are included in level of the

valuation hierarchy

Private equity investments also include publicly held equity invest

ments generally obtained through the initial public offering of

privately held equity investments Publicly held investments in liquid

markets are marked to market at the quoted public
value less

adjustments for regulatory or contractual sales restrictions Dis

counts for restrictions are quantified by analyzing the length of the

restriction period and the volatility of the equity security Publicly

held investments are largely
classified in level of the valuation

hierarchy

Other fund investments

The Firm holds investments in mutual/collective investment funds

private equity funds hedge funds and real estate funds Where

the funds produce daily net asset value NAy that is vali

dated by sufficient level of observable
activity purchases and

sales at NAy the NAV is used to value the fund investment and

it is classified in level of the valuation hierarchy Where adjust

ments to the NAV are required for example with respect to

interests in funds subject to restrictions on redemption such as

lock-up periods or withdrawal limitations and/or observable

activity
for the fund investment is limited investments are classi

fied within level or of the valuation hierarchy

Liabilities

Securities sold under repurchase agreements repur
chase agreements

To estimate the fair value of repurchase agreements cash flows

are evaluated taking into consideration any derivative features of

the repurchase agreements and are then discounted using the

appropriate market rates for the applicable maturity Generally

for these types of agreements there is requirement that collat

eral be maintained with market value equal to or in excess of

the
principal

amount loaned as result there would be no

adjustment or an immaterial adjustment to reflect the credit

quality
of the Firm i.e DVA related to these agreements As the

inputs into the valuation are primarily
based on observable pric

ing information repurchase agreements are classified within level

of the valuation hierarchy

Beneficial interests issued by consolidated VIEs

The fair value of beneficial interests issued by consolidated VIEs

beneficial interests is estimated based on the fair value of the

underlying assets held by the VIEs The valuation of beneficial

interests does not include an adjustment to reflect the credit

quality of the Firm as the holders of these beneficial interests do

not have recourse to the general credit of JPMorgan Chase

Where the inputs into the valuation are based on observable

market
pricing information the beneficial interests are classified

within level of the valuation hierarchy Where
significant inputs

into the valuation are unobservable the beneficial interests are

classified within level of the valuatiOn hierarchy

Deposits other borrowed funds and long-term debt

Included within deposits other borrowed funds and long-term debt

are structured notes issued by the Firm that are financial instru

ments containing embedded derivatives To Ostimate the fair value

Of structured notes cash flows are evaluated taking into considera

tion any derivative features and are then discounted using the

appropriate market rates for the applicable maturities In addition

the valuation of structured notes includes an adjustment to reflect

the credit quality
of the Firm i.e the DVA Where the inputs into

the valuation are primarily based on observable marketprices the

structured notes are classified within level of the valuation hierar

chy Where significant inputs are unobservable the structured notes

are classified within level of the valuation hierarchy
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The following tables present financial instruments measured at fair value as of December 31 2009 and 2008 by major product category on

December 31 2009 in millions Level Level Level

Federal funds sold and securities purchased under resale

agreements 20536 20536

Securities borrowed 7032 7032

Trading assets

Debt instruments

Mortgage-backed securities

u.s government agenciesa 33092 8373 260 41725

Residentialnonagency0 2284 1115 3399

Commercial_nonagencyb 537 1770 2307

Total mortgage-backed.securities
33 11194 3145 47431

U.S Treasury
and government agenciesa 23033 227 23260

Obligations of U.S states and municipalities
5681 1971 7652

Certificates of deposit bankers acceptances and

commercial paper 5419 5419

Non-U.S government debt securities 25684 32487 734 58905

Corporate debt securities 48754 5241 53995

LoansC 18330 13218 31548

Asset-backed securities 1428 7975 9403

Total debt instruments 81809 123520 32284 237613

Equity securities 75053 3450 1956 80459

Physical
commoditiesd 9450 586 10036

Other 1884 926 2810

Total debt and equity instruments 166312 129440 35166 330918

Derivative receivablese 2344 1516490 46684 1485308 80210

Total trading assets 168656 1645930 81850 1485308 411128

Available-for-sale securities

Mortgage-backed securities

U.S government agenciesa 158957 8941 167898

Residential_nonagencyb 14773 25 14798

Commercial nonagencyb 4590 4590

Total mortgage-backed securities 158957 28304 25 187286

U.S Treasury
and government agenciesa 405 29592 29997

Obligations of U.S states and municipalities 6188 349 6537

Certificates of
deposit

2650 2650

Non-U.S government debt securities 5506 18997 24503

Corporate debt securities 62007 62008

Asset-backed securities

Credit card receivables 25742 25742

Collateralized debt and loan obligations 12144 12149

Other 6206 588 6794

Equity securities 2466 146 87 2699

Total available-for-sale securities 167335 179837 13193 360365

Loans 374 990 1364

Mortgage servicing rights
15531 15531

Other assets

Private equity investments 165 597 6563 7325

All otherg 7241 90 9521 16852

Total other assets 7406 687 16084 24177

Total assets measured at fair value on recurring

basish 343397 1854396 127648 1485308 840133

Less Level assets for which the Firm does not bear

economic exposure 2.118

Total recurring level assets for which the

Firm bears economic exposure $1 25530

the Consolidated Balance Sheets and by the fair value hierarchy as described above

Assets and liabilities measured at fair value on recurring basis

Fair value hierarchy

Netting

adiustments

Total

fair value
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Notes to consolidated financial statements

Fair value
hierarchy

Netting
Total

December 31 2009 in millions Level Level Level adjustments fair value

Deposits 3979 476 4455

Federal funds purchased and securities loaned or

sold under
repurchase agreements 3396 3396

Other borrowed funds 5095 542 5637

Trading
liabilities

Debt and equity instruments 54077 10859 10 64946

Derivative payablese 2038 1481813 35332 1459058 60125

Total trading liabilities 56115 1492672 35342 1459058 125071

Accounts payable
and other liabilities 355 357

Beneficial interests issued by consolidated VIEs 785 625 1410

Long-term debt 30685 18287 48972

Total liabilities measured at fair value on

recurring basis 56115 1536614 55627 $1459058 189298
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December 31 2008 in millions
Level Level Level

Federal funds sold and securities purchased under resale

agreements
20843 20843

Securities borrowed 3381 3381

Trading assets

Debt instruments

Mortgage-backed securities

U.S government agenciesa 48761 9984 163 58908

Residential nonagencyb
658 3339 3997

Commercial nonagencyb
329 2487 2816

Total mortgage-backed securities 48761 10971 5989 65721

U.S Treasury
and government agenciesa 29646 1659 3130

Obligations of U.S states and municipalities
10361 2641 13002

Certificates of deposit bankers acceptances and

commercial paper
1180 6312

7492

Non-U.S government debt securities 19986 17954 707 38647

Corporate debt securities
55042 5280 60323

Loansc 14711 17091 31802

Asset-backed securities
2414 7106 9520

Total debt instruments 99574 119424 38814 257812

Equity securities
73174 3992 1380 78546

Physical
commoditiesd 3455 126 3581

Other
6188 1226 7418

Total debt and
equity

instruments 176207 129730 41420 347357

Derivative receivablese 3630 2685101 52991 2579096 162626

Total trading assets 179837 2814831 94411 2579096 509983

Available-for-sale securities

Mortgage-backed securities

U.S government agenciesa 109009 8376
117385

Residential nonagencyb 911S 49 9164

Commercial nonagencyb
3939 3939

Total mortgage-backed securities 109009 21430 49 130488

U.S Treasury
and government agenciesa 615 9742 10357

Obligations of U.S states and municipalities
34 2463 838 3335

Certificates of deposit
17282 17282

Non-U.S government debt securities 6112 2232

Corporate debt securities
9497 57 9554

Asset-backed securities

Credit card receivables
11391 11391

Collateralized debt and loan obligations
11195 11195

Other
643 252 895

Equity securities
3053 15 3068

Total available-for-sale securities 118823 74695 12391 205909

Loans
5029 2667 7696

Mortgage servicing rights
9403 9403

Other assets

Private equity
investmentsfl

151 332 6369 6852

All otherg 5977 11355 8114 25446

Total other assets 6128 11687 14483 32298

Total assets measured at fair value on recurring

basis 304788 2930466 133355 2579096 789513

Less Level assets for which the Firm does not bear economic

exposurei
21169

Total recurring level assets for which the

Firm bears economic exposure
112186

Fair value hierarchy

Netting

adiustments

Total

fair value
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Fair value
hierarchy

Netting Total

December 31 2008 in millions Level Level Level adjustments fair value

Deposits 4370 1235 5605
Federal funds purchased and securities loaned or

sold under repurchase agreements 2993 2993
Other borrowed funds 14612 101 14713
Trading

liabilities

Debt and equity instruments 34568 10418 288 45274
Derivative payablese 3630 2622371 43484 2547881 121604

Total
trading

liabilities 38198 2632789 43772 2547881 166878
Accounts payable and other liabilities

Beneficial interests issued by consolidated VIEs 1735 1735
Long-term debt 41666 16548 58214
Total liabilities measured at fair value on

recurring basis 38198 2698165 61656 2547881 250138

Includes total U.S
government-sponsored enterprise obligations of $195.8 billion and $182.1 billion at December 31 2009 and 2008 respectively which were pre

dominantly mortgage-related

For further discussion of residential and commercial MBS see the Mortgage-related exposure
carried at fair value section of this Note on

pages
169170

Included within
trading loans at December 31 2009 and 2008 respectively are $1 5.7 billion and $1 2.1 billion of residential first-lien mortgages and $2.7 billion and

$4.3 billion of commercial first-lien mortgages For further discussion of residential and commercial loans carried at fair value or the lower of cost or fair value see the

Mortgage-related exposure
carried at fair value section of this Note on

pages
169170

Physical commodities inventories are accounted for at the lower of cost or fair value

As permitted under U.S GAAP the Firm has elected to net derivative receivables and derivative payables and the related cash collateral received and paid when

legally enforceable master netting agreement exists For purposes of the tables above the Firm does not reduce derivative receivables and derivative
payables balances

for this
netting adjustment either within or across the levels of the fair value hierarchy as such

netting
is not relevant to presentation based on the

transparency of

inputs to the valuation of an asset or liability Therefore the balances reported in the fair value hierarchy table are gross
of any counterparty netting adjustments How

ever if the Firm were to net such balances the reduction in the level derivative receivable and derivative payable balances would be $16.0 billion at December 31
2009

Private
equity instruments represent investments within the

Corporate/Private Equity line of business The cost basis of the private equity investment portfolio was $8.8

billion and $8.3 billion at December 31 2009 and 2008 respectively

Includes assets within accrued interest receivable and other assets at December 31 2009 and 2008

Balances include investments valued at NAV at December 31 2009 of $16.8 billion of which $9.0 billion is classified in level $3.2 billion in level and $4.6 billion

in level

Includes assets for which the Firm serves as an intermediary between two
parties and does not bear market risk The assets are predominantly reflected within derivative

receivables

Changes in level recurring fair value measurements

The following tables include rollforward of the activity for finan

cial instruments classified by the Firm within level of the fair value

hierarchy for the years ended December 31 2009 2008 and 2007

including changes in fair value Level financial instruments

typically include in addition to the unobservable or level compo

nents observable components that is components that are ac

tively quoted and can be validated to external sources accordingly

the gains and losses in the table below include changes in fair

value due in part to observable factors that are part
of the valua

tion methodology Also the Firm risk manages the observable

components of level financial instruments using securities and

derivative positions that are classified within level or of the fair

value hierarchy as these level and level risk management

instruments are not included below the gains or losses in the

following tables do not reflect the effect of the Firms risk manage

ment activities related to such level instruments
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Fair value measurements using siqnificant unobservable inputs

Year ended

December 31 2009

in millions

Total

realized

Fair value unrealized

January 2009 gains/losses

Year ended

December 31 2009

in millions

Liabilitiesh

Deposits

Other borrowed funds

Trading
liabilities

Debt and equity instruments

Accounts payable and other liabilities

Beneficial interests issued by

consolidated VIEs

Long-term debt

$1235

101

288 64c

55c

Transfers

into and/or

out of

level 3g

Change in

unrealized

gainslosses

related to financial

instruments held at

December 31 2009

Purchases

issuances

settlements net

Fair value

December 31

2009

Assets

Trading assets

Debt instruments

Mortgage-backed securities

U.S government agencies
163 38 62 73 260 38

Residential_nonagencya 3339 782 245 1197 1115 871

Commercial nonagencya 2487 242 325 150 1770 313

Total mortgage-backed securities 5989 1062 508 1274 3145 1222

Obligations
of U.S states and

municipalities 2641 22 648 1971 123
Non-U.S government debt securities 707 38 75 64 734 34

Corporate debt securities 5280 38 3416 3339 5241 72
Loans 17091 871 3497 495 13218 1167
Asset-backed securities 7106 1436 378 189 7975 734

Total debt instruments 38814 443 8522 2435 32284 1816

Equitysecurities 1380 149 512 1237 1956 51
Other 1226 79 253 32 926 119

Total debt and
equity instruments 41420 671c 9287 3704 35166 1986c

Net derivative receivables 9507 ll406c 3448 16699 11352 10835c
Available-for-sale securities

Asset-backed securities 11447 1112 175 12732 48
Other 944 269 302 516 461 43

Total available-for-sale securities 12391 271d 1414 341 13193 5d
Loans 2667 448C 1906 677 990 488c

Mortgage servicing rights 9403 5807e 321 15531 5807e

Other assets

Private equity investments 6369 407C 582 19 6563 369c

All otherb 8114 676 2439 356 9521 612O

Fair value measurements using significant unobservabe inputs

Change in

unrealized

Total
Transfers gains/losses

realized Purchases
into and/or

Fair value related to financial

Fair value unrealized issuances
out of December 31 instruments held at

January 2009 gainslosses settlements net level 3g 2009 December31 2009

47c 870

73c 621

64

107

16.548

339
410

344c

1367c

476

542

10

355

625

18287

598
2738

36c
9c

12c

29c

327c

1728c

879

3110
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Year ended

December 31 2008

in millions

Assets

Trading assets

Debt and equity instruments

Net derivative receivables

Available-for-sale securities

Loans

Year ended

December 31 2008

in millions

Liabilitiesh

Deposits

Other borrowed funds

Trading liabilities

Debt and equity instruments

Accounts payable
and other liabilities

Beneficial interests issued by

consolidated VIEs

lona-term debt

Total

realized

Fair value unrealized

January 2008 gains/losses

1161

105

480

25

Transfers

into and/or

out of

level 3g

41420

9507

12391

2667

9403

6369

8.114

Change in

unrealized

gairis/losses

related to financial

instruments held at

December 31 2008

9860C

1814C

422d

1324C

6933e

089C
753f

Fair value measurements using significant unobservable inputs

Fair value measurements using significant
unobservable

inputs

Purchases

issuances

settlements net

Fair value

December 31

2008

Mortgage servicing rights

Other assets

Private
equity

investments

All otherb

24066

633

101

8380

8632

6763

5978

12805
556c

i232d

1547c

6933e

638c

940U

6201

2290

3772

12

7704

320

2787

23958

2028

9750

4178

76

289

Fair value measurements using significant
unobservable

inputs

Change in

unrealized

Total
Transfers

gains/losses

realized Purchases into and/or Fair value related to financial

Fair value unrealized issuances
out of December 31 instruments held at

January 2008 gains/losses settlements net level 3g 2008 December 31 2008

57c 79 52 1235 69c

7c 53 50 101 24C

73c 33 86 288 125c
25C

82 24c 603 545

21938 4.so2c 1717 829 16548 36821c

Fair value

January 2007

Change in

unrealized

Total Transfers gains/losses

realized Purchases into and/or Fair value related to financial

unrealized issuances out of December 31 instruments held at

aains/losses settlements net level 2007 December 31 2007

Year ended

December 31 2007

in millions

Assets

Trading assets

Debt and
equity instruments

Net derivative receivables

Available-for-sale securities

Loans

Mortgage servicing rights

Other assets

Private equity investments

All otherb

9320 916c

2800 1674C

177 38d

643 346C

7546 516e

5902

257

21

8013

1602

2764

1196

5493

4274

9760

1502

93
70

17

473

4051C

35f

24066

633

101

8380

8632

6763

5978

9121c

1979C

Sd
36c

516e

1711c

2110

166 JPMorgan
Chase Co./2009 Annual Report



Fair value measurements using significant unobservable inputs

Change in

unrealized

Total Transfers gains/losses

Year ended realized/ Purchases into and/or Fair value related to financial

December 31 2007 Fair value unrealized issuances out of December 31 instruments held at

in millions January 2007 gains/losses settlements net level 2007 December 31 2007

Liabilitiesf

Deposits
385 42c 667 67 1161 38c

Other borrowed funds 67e 34 105 135c

Trading
liabilities

Debt and equity instruments 32 3B3c 125 706 480 734C

Accounts payable and other liabilities 460c 435 25 25c

Beneficial interests issued by

consolidated VIEs
6c 81 82

Long-term debt 11386 l142c 6633 2777 21938 468c

For further discussion of residential and commercial MBS see the Mortgage-related exposures
carried at fair value section of this Note on pages

169170

Includes assets within accrued interest receivable and other assets at December 31 2009 2008 and 2007

Reported in principal
transactions revenue except for changes in fair value for Retail Financial Services RFS mortgage loans originated with the intent to sell

which are reported
in mortgage fees and related income

Realized gains and losses on available-for-sale securities as well as other-than-temporary impairment losses that are recorded in earnings are reported in securities

gains Unrealized gains and losses are reported in other comprehensive
income

Changes in fair value for RFS mortgage servicing rights are measured at fair value and reported in mortgage fees and related income

Predominantly reported in other income

Beginning January 2008 all transfers into and/or out of level are assumed to occur at the beginning of the reporting period

Level liabilities as percentage
of total Firm liabilities accounted for at fair value including liabilities carried at fair value on nonrecurring basis were 29% 25%

and 17% at December 31 2009 2008 and 2007 respectively

Assets and liabilities measured at fair value on nonrecurring basis

Certain assets liabilities and unfunded lending-related commitments are measured at fair value on nonrecurring basis that is the instruments

are not measured at fair value on an ongoing basis but are subject to fair value adjustments only in certain circumstances for example when

there is evidence of impairment The following tables present the financial instruments carried on the Consolidated Balance Sheets by caption

and level within the valuation hierarchy as described above as of December 31 2009 and 2008 for which nonrecurring change in fair value

has been recorded during the reporting period

Fair value hierarchy

December 31 2009 in millions
Level Leiiel Level Total fair value

Loans retaineda 4544 1137 5681

Loans heldforsaleb 601 1029 1630

Total loans
5145 2166 7311

Other real estate owned 307 387 694

Other assets
184 184

Total other assets
307 571 878

Total assets at fair value on nonrecurring basis 5452 2737 8189

Accounts
payable

and other liabilitiesC 87 39 126

Total liabilities at fair value on nonrecurring basis 87 39 126

Fair value hierarchy

December 31 2008 in millions
Level Level Level Total fair value

Loans retaineda 2344 345 2689

Loans heldforsaleb 2647 3654 6301

Total loans 4991 3999 8990

Other real estate owned 706 103 809

Other assets 1057 188 1245

Total other assets
1763 291 2054

Total assets at fair value on nonrecurring basis 6754 4290 11044

Accounts payable and other liabilitiesc 212 98 310

Total liabilities at fair value on nonrecurring basis 212 98 310

Reflects delinquent mortgage and home equity loans where the carrying value is based on the fair value of the underlying collateral

Predominantly
includes leveraged lending loans carried on the Consolidated Balance Sheets at the lower of cost or fair value

Represents
at December31 2009 and 2008 the fair value adjustment associated with $648 million and $1.5 billion respectively of unfunded held-for-sale lending

related commitments within the leveraged lending portfolio
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Nonrecurring fair value changes

The following table presents the total change in value of financial

instruments for which fair value adjustment has been included

in the Consolidated Statements of Income for the years ended

December 31 2009 2008 and 2007 related to financial instru

ments held at these dates

Year ended December 31

in millions 2009 2008 2007

Loans retained 3550 1159 218

Loans held-for-sale 389 2728 502
Total loans 3939 3887 720

Other assets 104 685 161

Accounts payable and

other liabilities 31 285

Total nonrecurring fair

value gains/Iosses 4012 4857 879

In the above table loans predominantly include write-downs of

delinquent mortgage and home equity loans where impairment is

based on the fair value of the underlying collateral and the

change in fair value for leveraged lending loans carried on the

Consolidated Balance Sheets at the lower of cost or fair value

Accounts payable and other liabilities predominantly include the

change in fair value for unfunded lending-related commitments

within the leveraged lending portfolio

Level analysis

Level assets including assets measured at fair value on nonre

curring basis were 6% of total Firm assets at both December 31

2009 and 2008 Level assets were $130.4 billion at December

31 2009 reflecting
decrease of $7.3 billion in 2009 due to the

following

net decrease of $6.3 billion in
gross derivative receivables

predominantly driven by the tightening of credit spreads Offset

ting portion of the decrease were net transfers into level dur

ing the year most notably transfer into level of $41.3 billion

of structured credit derivative receivables and transfer out of

level of $17.7 billion of single-name CDS on ABS The fair

value of the receivables transferred into level during the year

was $22.1 billion at December 31 2009 The fair value of struc

tured credit derivative payables with similar underlying risk

profile to the previously noted receivables that are also classified

in level was $12.5 billion at December 31 2009 These de

rivatives payables offset the receivables as they are modeled

and valued the same way with the same parameters and inputs

as the assets

net decrease of $3.5 billion in loans predominantly driven by

sales of leveraged loans and transfers of similar loans to level

due to increased price transparency for such assets Leveraged

loans are typically
classified as held for sale and measured at the

lower of cost or fair value and therefore included in the nonre

curring fair value assets

net decrease of $6.3 billion in trading assets debt and equity

instruments primarily in loans and residential- and commercial

MBS principally
driven by sales and markdowns and by sales and

unwinds of structured transactions with hedge funds The declines

were partially offset by transfer from level to level of certain

structured notes reflecting lower liquidity and less
pricing

ob

servability
and also increases in the fair value of other ABS

net increase of $6.1 billion in MSRs due to increases in the

fair value of the asset related
primarily to market interest rate

and other changes affecting the Firms estimate of future pre

payments as well as sales in RFS of originated loans for which

servicing rights were retained These increases were offset
par

tially by servicing portfolio runoff

net increase of $1.9 billion in accrued interest and accounts

receivable related to increases in subordinated retained interests

from the Firms credit card securitization activities

Gains and Losses

Gains and losses included in the tables for 2009 and 2008 included

2009

$11.4 billion of net losses on derivatives primarily related to the

tightening of credit spreads

Net losses on tradingdebt and equity instruments of $671

million consisting of $2.1 billion of losses primarily related to

residential and commercial loans and MBS principally
driven by

markdowns and sales partially
offset by gains of $1.4 billion

reflecting
increases in the fair value of other ABS For further

discussion of the gains and losses on mortgage-related expo

sures inclusive of risk management activities see the Mort

gage-related exposures carried at fair value discussion below

$5.8 billion of gains on MSRs

$1.4 billion of losses related to structured note liabilities pre

dominantly due to volatility in the equity markets

2008

Losses on trading-debt and equity instruments of approximately

$12.8 billion principally
from mortgage-related transactions and

auction-rate securities

Losses of $6.9 billion on MSRs

Losses of approximately $3.9 billion on leveraged loans

Net gains of $4.6 billion related to derivatives principally due to

changes in credit spreads and rate curves

Gains of $4.5 billion related to structured notes principally due

to significant volatility in the fixed income commodities and eq

uity
markets

Private equity losses of $638 million

For further information on changes in the fair value of the MSRs

see Note 17 on pages 223224 of this Annual Report
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Mortgage-related exposures carried at fair value

The following table provides summary
of the Firms mortgage-related exposures including the impact of risk management activities

These exposures include all mortgage-related securities and loans carried at fair value regardless of their classification within the fair value

hierarchy and that are carried at fair value through earnings or at the lower of cost or fair value The table excludes securities held in the

available-for-sale portfolio which are reported on page 170 of this Note

Net gainsIIossese

Reported Reported

in income in income

year
ended

year
ended

December 31 December 31

2009 2008
in millions Gross Gross

U.S Residential Mortgage
abc

Prime 3482 3482 4612 4612

Alt-A 3030 3030 3934 3917

6512 6512 8546 8529 537 4093

Subprime 569 137 941 28 76 369

Non ResldentlalC 702 321 591 951 86 292

Commercial Mortgage

Securities 2337 1898 2836 1438 257 792

Loans 2699 2035 4338 2179 333 752

Excluded at December 31 2009 and 20D8 are certain mortgages and mortgage-related
assets that are carried at fair value and recorded in trading assets such as U.S

government agency
securities that are liquid and of high credit quality of $41.7 billion and $58.9 billion respectively ii conforming mortgage loans originated

with the

intent to sell to government agencies
of $111 billion and $6 billion respectively and iii reverse mortgages

of $45 billion and $43 billion respectively for which

the principal risk is mortality risk Also excluded are MSR5 which are reported in Note 17 on pages
222225 of this Annual Report

Excluded certain mortgage-related financing transactions which are collateralized by mortgage-related assets of $4.1 billion and $5.7 billion atDecember 31 2009

and 2008 respectively These financing transactions are excluded from the table as they are accounted for on an accrual basis of accounting
For certain financings

deemed to be impaired impairment
is measured and recognized based on the fair value of the collateral Of these financing transactions $136 million and $1.2 billion

were considered impaired at December 31 2009 and 2008 respectively

Total residential mortgage exposures
at December 31 2009 and 2008 include securities of $3.4 billion and $4.0 billion respectively lx loans carried at fair value

or the lower of cost or fair value of $5.0 billion and $5.9 billion respectively
and iii forward purchase commitments included in derivative receivables of $358 million

and $1.2 billion respectively

Amounts reflect the effects of derivatives used to manage the credit risk of the
gross exposures arising

from cash-basedinstruments The amounts are presented on

bond- or loan-equivalent notional basis Derivatives are excluded from the gross exposure as they are principally used for risk management purposes

Net gains and losses include all revenue related to the positions i.e interest income changes in fair value of the assets changes in fair value of the related risk man

agement positions and interest
expense

related to the liabilities funding those positions

Residential mortgages

Classification and Valuation Residential mortgage loans and MBS

are classified within level or level of the valuation hierarchy

depending on the level of
liquidity

and
activity

in the markets for

particular product Level assets include nonagency
residential

whole loans and subordinated nonagency residential MBS Prod

ucts that continue to have reliable
price transparency as evidenced

by consistent market transactions such as senior nonagency

securities as well as agency securities are classified in level

For those products classified within level of the valuation hierar

chy the Firmestimates the value of such instruments using

combination of observed transaction prices independent pricing

services and relevant broker quotes
Consideration is given to the

nature of the quotes e.g indicative or firm and the relationship

of
recently

evidenced market activity to the
prices provided from

independent pricing
services

When relevant market activity is not occurring or is limited the fair

value is estimated as follows

Residential mortgage
loans Fair value of residential mortgage

loans is estimated by projecting the expected cash flows and

discounting those cash flows at rate reflective of current market

liquidity To estimate the projected cash flows inclusive of as

sumptions of prepayment default rates and loss severity specific

consideration is given to both borrower-specific and other market

factors including but not limited to the borrowers FICO score

the type of collateral supporting the loan an estimate of the

current value of the collateral supporting the loan the level of

documentation for the loan and market-derived expectations for

home
price appreciation or depreciation in the respective geogra

phy of the borrower

Residentialmortgage-backedsecuritieS Fair value of residential

MBS is estimated considering the value of the collateral and the

specific
attributes of the securities held by the Firm The value of

the collateral pool supporting the securities is analyzed using the

same techniques and factors described above for residential mort

gage loans albeit in more aggregated manner across the pool

For example average FICO scores average delinquency rates

average loss seventies and prepayment rates among other met

rics may be evaluated In addition as each securitization vehicle

distributes cash in manner or order that is predetermined at the

inception of the vehicle the priority inwhich each
particular

MBS

is allocated cash flows and the level of credit enhancement that is

in place to support those cash flows are key considerations in

deriving the value of residential MBS Finally the risk premium that

investors demand for securitized products in the current market is

factored into the valuation To benchmark its valuations the Firm

looks to transactions for similar instruments and utilizes independ

Exposure as of

December 31 2009

Net of risk

management

activitiesd

Exposure as of

December 31 2008

Net of risk

management

activitieskO

JPMorgan chase co./2009 Annual Report

169



Notes to consolidated financial statements

ent pricing provided by third-party vendors broker quotes and

relevant market indices such as the ABX index as applicable

While none of those sources are solely indicative of fair value they

serve as directional indicators for the appropriateness of the Firms

estimates

Commercial mortgages

Commercial mortgages are loans to companies backed by com

mercial real estate Commercial MBS are securities collateralized

by pool of commercial mortgages Typically commercial mort

gages
have lock-out periods where the borrower is restricted from

prepaying the loan for specified timeframe or periods where

there are disincentives for the borrower to prepay the loan due to

prepayment penalties These features reduce prepayment risk for

commercial mortgages relative to that of residential mortgages

Classification and Valuation

While commercial mortgages and commercial MBS are classified

within level or level of the valuation hierarchy depending on

the level of
liquidity

and
activity

in the markets the majority of

these mortgages including both loans and lower-rated securities

are currently classified in level Level assets include fixed-rate

commercial MBS

Commercial mortgage loans Fair value of commercial mortgage

loans is estimated by projecting the expected cash flows and

discounting those cash flows at rate reflective of current market

liquidity To estimate the projected cash flows consideration is

given to both borrower-specific and other market factors includ

ing but not limited to the borrowers debt-to-service coverage

ratio the type of commercial property e.g retail office lodging

multi-family etc an estimate of the current loan-to-value ratio

and market-derived expectations for property price appreciation or

depreciation in the respective geographic location

Commerchal mortgage-backed securities When relevant market

activity
is not present or is limited the value of commercial MBS is

estimated considering the value of the collateral and the specific

attributes of the securities held by the Firm The value of the collat

eral pool supporting the securities is analyzed using the same tech

niques and factors described above for the valuation of commercial

mortgage loans albeit in more aggregated manner across the

pool For example average delinquencies loan or geographic con

centrations and average debt-service coverage ratios among other

metrics may be evaluated In addition as each securitization vehicle

distributes cash in manner or order that is predetermined at the

inception of the vehicle the priority in which each
particular

MBS

security is allocated cash flows and the level of credit enhancement

that is in place to support those cash flows are key considerations in

deriving the value of commercial MBS Finally the risk premium that

investors demand for securitized products in the current market is

factored into the valuation To benchmark its valuations the Firm

utilizes independent pricing provided by third-party vendors and

broker quotes as applicable While none of those sources are solely

indicative of fair value they serve as directional indicators for the

appropriateness of the Firms estimates

The following table presents mortgage-related activities within the available-for-sale securities portfolio

Exposures in the table above include $216.8 billion and $140.1

billion of MBS classified as available-for-sale in the Firms Consoli

dated Balance Sheets at December 31 2009 and 2008 respec

tively These investments are primarily
used as part of the Firms

centralized risk management of structural interest rate risk the

sensitivity
of the Firms Consolidated Balance Sheets to changes in

interest rates Changes in the Firms structural interest rate posi

tion as well as changes in the overall interest rate environment

are continually monitored resulting in periodic repositioning of

securities classified as available-for-sale Given that this portfolio is

primarily
used to manage the Firms structural interest rate risk

nearly all of these securities are either backed by U.S government

agencies or are rated AAA

For additional information oninvestment securities in the avail

able-for-sale portfolio see Note 11 on pages 1951 99 of this

Annual Report

As of or for the year ended December 31 Exposures

Net gains/losses reported

in income during
the yearb

2009 2008

Unrealized gains/losses included

in other comprehensive

income pretax during
the

year

2009 2008
in millions

2009 2008

Mortgage-backed securities

U.S government agencies
167898 117385 1232 476 849 2076

Residential

Prime and Alt-A 4523 6895 364 32 856 1965

Subprime 17 194 49 89 19 32

Non-U.S 10258 2075 412 156

Commercial 4590 3939 744 684

Total mortgage-backed securities 187286 130488 809 357 2880 761

U.S government agenciesa 29562 9657 11 55 54

Represents direct mortgage-related obligations of government-sponsored enterprises

Excludes related net interest income
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Credit adjustments

When determining the fair value of an instrument it may be

necessary to record valuation adjustment to arrive at an exit

price
under U.S GAAP Valuation adjustments include but are

not limited to amounts to reflect counterparty credit quality and

the Firms own creditworthiness The markets view of the Firms

credit quality is reflected in credit spreads observed in the CDS

market For detailed discussion of the valuation adjustments

the Firm considers see the valuation discussion at the beginning

of this Note

The following table provides the credit adjustments excluding the

effect of any hedging activity as reflected within the Consolidated

Balance Sheets of the Firm as of the dates indicated

December 31

in millions 2009 2008

Derivative receivables balance 80210 162626

Derivatives CvAa 3697 9566
Derivative payables balance 60125 121604

Derivatives DVA 629 1389

Structured notes balancebc 59064 67340

Structured notes DVA 840 2413

Derivatives CVA gross of hedges includes results managed by credit portfo

lio and other lines of business within lB

Structured notes are recorded within long-term debt other borrowed funds

or deposits on the Consolidated Balance Sheets based on the tenor and le

gal
form of the note

Structured notes are carried at fair value based on the Firms election under

the fair value option For further information on these elections see Note

on
pages

1731 75 of this Annual Report

The following table provides the impact of credit adjustments on

earnings in the respective periods excluding the effect of any

hedging activity

Fair value measurement transition

In connection with the initial adoption of FASB guidance on fair

value measurement the Firm recorded the following on January

2007

cumulative effect increase to retained earnings of $287 mil

lion primarily related to the release of profit previously deferred

in accordance with previous FASB guidance for certain deriva

tive contracts

an increase to pretax income of $166 million $103 million

after tax related to the Incorporation of the Firm creditwor

thiness in the valuation of liabilities recorded at fair value and

an increase to pretax income of $464 million $288 million

after-tax related to valuations of nonpublic private equity in

vestments

Additional disclosures about the fair value of financial

instruments including financial instruments not carried at

fair value

U.S GAAP requires disclosure of the estimated fair value of certain

financial instruments and the methods and significant assump

tions used to estimate their fair value Financial instruments within

the scope of these disclosure requirements are included in the

following table other financial instruments and all nonfinancial

instruments are excluded from the scope Accordingly the fair

value disclosures required provide only partial estimate of the fair

value of JPMorgan Chase For example the Firm has developed

long-term relationships with its customers through its deposit base

and credit card accounts commonly referred to as core deposit

intangibles and credit card relationships In the opinion of man

agement these items in the aggregate add signifiant value to

JPMorgan Chase but their fair value is not disclosed in this Note

Financial iistruments for w/iic/i carrying value approximates

fair Va/Lie

Certain financial instruments that are not carried at fair value on

the Consolidated Balance Sheets are carried at amounts that

approximate fair value due to their short-term nature and gen

erally negligible credit risk These instruments include cash and

due from banks deposits with banks federal funds sold securi

ties purchased under resale agreements and securities borrowed

with short-dated maturities short-term receivables and accrued

interest receivable commercial paper federal funds purchased

and securities loaned or sold under repurchase agreements with

short-dated maturities other borrowed funds excluding ad

vances from Federal Home Loan Banks accounts payable and

accrued liabilities In addition U.S GAAP requires that the fair

value of deposit liabilities with no stated maturity i.e demand

savings and certain money market deposits be equal to their

carrying value recognition of the inherent funding value of these

instruments is not allowed

Year ended December 31

in millions 2009 2008 2007

Credit adjustments

Derivatives CVAa 5869 7561 803
Derivatives DVA 760 789 514

Structured notes DVAb 1573 1211 806

Derivatives CVA gross
of hedges includes results managed by

credit
portfo

lio and other lines of business within lB

Structured notes are carried at fair value based on the Firms election under

the fair value option For further information on these elections see Note

on pages 1731 75 of this Annual Report
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The following table presents the carrying value and estimated fair value of financial assets and liabilities

Carrying

December 31 in billions value

Financial assets

Assets for which fair value approximates carrying value 89.4

AccrUed interest and accounts receivable included $5.0

and $3.1 at fair value at December 31 2009 and 2008

respectively 67.4

Federal funds sold and securities purchased under resale

agreements included $20.5 and $20.8 at fair value at

December 31 2009 and 2008 respectively 195.4

Securities borrowed included $7.0 and $3.4 at fair value

at December 31 2009 and 2008 respectively 119.6

Trading assets 411.1

Securities included $360.4 and $205.9 at fair value at

December 31 2009 and 2008 respectively 360.4

Loans included $1.4 and $7.7 at fair value at December

31 2009 and 2008 respectively 601.9

Mortgage servicing rights at fair value 15.5

Other included $19.2 and $29.2 at fair value at December

31 2009 and 2008 respectively 73.4

Total financial assets 1934.1

Financial liabilities

Deposits included $4.5 and$5.6 at fair value at December

31 2009 and 2008 respectively

Federal funds purchased and securities lo4ned or sold

under
repurchase agreements included $3.4 and

$3.0 at fair value atDecember 31 2009 and 2008

respectively 261.4

Commercial paper 41.8

Other borrowed funds included $5.6 and $14.7 at fair

value at December 31 2009 and 2008 respectively 55.7

Trading liabilities 125.1

Accounts payable and other liabilities included $0.4 and

zero at fair value at December31 2009 and 2008

respectively 136.8

Beneficial interests issued by consolidated VIEs included

$1.4 and $1.7 at fair value at December31 2009 and

2008 respectively 15.2

Long-term debt and junior subdrdinated deferrable interest

debentures included $49.0 and $58.2 at fair value at

December 31 2009 and 2008 respectively

Total financial liabilities

Net depreciation/aooreciation

2008

Estimated Appreciation Carrying Estimated Appreciation

fair value depreciation value fair value deoreciation

89.4 165.0 165.0

67.4 61.0 61.0

195.4 203.1 203.1

119.6 124.0 124.0

411.1 510.0 510.0

360.4 205.9 205.9

598.3 3.6 721.7 700.0

15.5 9.4 9.4

21.7

73.2 0.2 83.0 83.1 0.1

1930.3 3.8 2083.1 2061.5 21.6

938.4 939.5 1.1 1009.3 1010.2 0.9

261.4 192.5 192.5

41.8 37.8 37.8

55.9 0.2 132.4 134.1 1.7

125.1 166.9 166.9

136.8 167.2 167.2

15.2 10.6 10.5 0.1

266.3 268.4 2.1 270.7 262.1 8.6

1840.7 1844.1 3.4 1987A 1981.3 6.1

72 15.5

The majority of the Firm unfunded lending related commitments

are not carried at fair value on recurring
basis on the Consoli

dated Balance Sheets nor are they actively
traded The estimated

fair values of the Firms wholesale lending-related commitments at

December 31 2009.and 2008 were liabilities of $1.3billion and

$7.5 billion respectively The Fiym does not estimate the fair value of

consumer lending-related commitments In
many cases the Firm can

reduce or cagcel these commitments by providing the borrower prior

notice or in some cases without notice as permitted by law

Trading assets and liabilities

Trading assets include debt and equity instruments held for trading

purposes that JPMorgan Chase owns long positions certain

loans for which the Firm manages on fair value basis and has

elected the fair value option and
physical

commodities inventories

that are accounted for at the lower of cost or fair value Trading

liabilities include debt and equity instruments that the Firm has sold

to other
parties

but does not own short positions The Firm is

obligated to purchase instruments at future date to cover the

short positions Included in trading assets and trading liabilities are

the reported receivables unrealized gains and payables unrealized

losses related to derivatives Trading assets and liabilities are

carried at fair value on the Consolidated Balance Sheets For

discussion of the valuation and
summary

of trading assets and

trading liabilities including derivative receivables and payables see

Note on pages 173175 and Note on pages 1751 83 of this

Annual Report
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Trading assets and liabilities average balances

Average trading assets and liabilities were as follows for the periods indicated

Year ended December 31 in millions
2009 2008 2007

Trading
assets debt and equity instruments 318063 384102 381415

Trading assets derivative receivables 110457 121417 65439

Trading liabilities debt and
equity

instrumentsa 60224 78841 94737

Trading liabilitiesderivative payables
77901 93200 65198

Primarily represent
securities sold not yet purchased

Note Fair value option

The fair value option provides an option to elect fair value as an

alternative measurement for selected financial assets financial

liabilities unrecognized firm commitments and written loan com

mitments not previously carried at fair value

Elections

Elections were made by the Firm to

mitigate income statement volatility caused by the differences in

the measurement basis of elected instruments for example cer

tain instruments elected were previously accounted for on an

accrual basis while the associated risk management arrange

ments are accounted for on fair value basis

eliminate the complexities of applying certain accounting models

e.g hedge accounting or bifurcation accounting for hybrid in

struments and

better reflect those instruments that are managed on fair value

basis

Elections include

Securities financing arrangements with an embedded derivative

and/or maturity of greater than one year

Loans purchased or originated as part
of securitization ware

housing activity subject to bifurcation accounting or managed

on fair value basis

Structured notes issued as part of lBs client-driven activities

Structured notes are financial instruments that contain embed

ded derivatives

Certain tax credits and other equity investments acquired as part

of the Washington Mutual transaction

The cumulative effect on retained earnings of the adoption of the

fair value option on January 2007 was $199 million
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Changes in fair value under the fair value option election

The following table presents the changes in fair value included in the Consolidated Statements of Income for the years ended December 31

2009 2008 and 2007 for items for which the fair value option was elected Profit and loss information for related risk management instru

ments which are required to be measured at fair value are not included in the table

2009 2008 2007

Total changes Total changes Total changes

Principal Other in fair value Principal Other in fair value Principal Other in fair value

December 31 in millions transactions income recorded transactions income recorded transactions income recorded

Federal funds sold and securities

purchased under resale agreements 553 553 1139 1139 580 580

Securities borrowed 82 82 29 29

Trading assets

Debt and equity instruments

excludingloans 619 25e 644 870 58c 928 421 1c 420

Loans reported as trading assets

Changes in instrument-

specific credit risk 300 77c 477 9802 283C 10085 517 571c 674

Other changes in fair value 1132 31 19c 4251 696 11 78c 1874 188 1033c 1221

Loans

Changes in
instrument-specific

credit risk 78 78 1991 1991 102 102

Other changes in fair value 343 343 42 42 40 40

Other assets l3d 731 660d 660 30d 30

Depositsa 766 766 132 132 906 906
Federal funds purchased and securities

loaned or sold under repurchase

agreements 116 116 127 127 78 78

Other borrowed fundsa 1277 1277 1888 1888 412 412

Trading
liabilities 35 35 17 17

Accounts payable and other liabilities 64 64 460 460
Reneficial interests issued by

consolidated VIEs 351 351 355 355 228 228

Long-term debt

Changes in instrument-specific

credit riska 1543 1543 1174 1174 771 771

Other changes in fair valueb 2393 2393 16202 16202 2985 2985

Total changes in instrument-specific credit risk related to structured notes were $1 .6 billion $1.2 billion and $806 million for the
years

ended December 31 2009 2008 and

2007 respectively These totals include adiustments
for structured notes classified within deposits and other borrowed funds as well as long-term debt

Structured notes are debt instruments with embedded derivatives that are tailored to meet clients need for derivative risk in funded form The embedded derivative is the

primary driver of risk The 2008 gain included in Other changes in fair value results from significant decline in the value of certain structured notes where the embedded

derivative is principally linked to either equity indices or commodity prices both of which declined sharply during the third quarter of 2008 Although the risk associated with

the structured notes is actively managed the gains reported in this table do not include the income statement impact of such risk management instruments

Reported
in mortgage fees and related income

Reported in other income

Determination of instrument-specific credit risk for items
rower-specific

credit spread and recovery information where

for which fair value election was made available or benchmarking to similar entities or industries

The following describes how the gains and losses included in earnings
Long-term debt Changes in value attributable to instrument-

during 2009 2008 and 2007 which were attributable to changes in

specific credit risk were derived principally from observable

instrument-specific
credit risk were determined

changes in the Firms credit spread

Loans and lending-related commitments For floating-rate instru-
Resale and repurchase agreements securities borrowed agree

ments all changes in value are attributed to instrument-specific
ments and securities lending agreements Generally for these

credit risk For fixed-rate instruments an allocation of the changes
types of agreements there is requirement that collateral be

in value for the period is made between those changes in value
maintained with market value equal to or in excess of the prin

that are interest rate-related and changes in value that are credit
cipal amount loaned as result there would be no adjustment or

related Allocations are generally based on an analysis
of bor-

an immaterial adjustment for
instrument-specific credit risk related

to these agreements
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Note Derivative instruments

Derivative instruments enable end-users to modify or mitigate

exposure to credit or market risks Counterparties to derivative

contract seek to obtain risks and rewards similar to those that

could be obtained from purchasing or selling
related cash instru

ment without having to exchange the full purchase or sales
price

upfront JPMorgan Chase makes markets in derivatives for custom

ers and also uses derivatives to hedge or manage risks of market

exposures The majority of the Firms derivatives are entered into

for market-making purposes

Trading derivatives

The Firm transacts in
variety

of derivatives in its trading portfolios

to meet the needs of customers both dealers and clients and to

generate revenue through this trading activity
The Firm makes

markets in derivatives for its customers collectively client deriva

tives seeking to mitigate or modify interest rate credit foreign

exchange equity and commodity risks The Firm
actively manages

the risks from its exposure to these derivatives by entering into

other derivative transactions or by purchasing or selling
other

financial instruments that partially or fully
offset the exposure from

client derivatives The Firm also seeks to earn spread between the

client derivatives and offsetting positions and from the remaining

open risk positions

Rik management derivatives

The Firm manages its market exposures using various derivative

instruments

Interest rate contracts are used to minimize fluctuations in earnings

that are caused by changes in interest rates Fixed-rate assets and

liabilities appreciate or depreciate in market value as interest rates

change Similarly interest income and expense increase or decrease

as result of variable-rate assets and liabilities
resetting

to current

market rates and as result of the repayment and subsequent

origination or issuance of fixed-rate assets and liabilities at current

market rates Gains or losses on the derivative instruments that are

related to such assets and liabilities are expected to substantially

offset this
variability

in earnings The Firm generally uses interest

rate swaps forwards and futures to manage the impact of interest

rate fluctuations on earnings

Foreign currency forward contracts are used to manage the foreign

exchange risk associated with certain foreign currency

denominated i.e non-U.S assets and liabilities and forecasted

transactions as well as the Firms net investments in certain non-

U.S subsidiaries or branches whose functional currencies are not

the U.S dollar As result of fluctuations in foreign currencies the

U.S dollarequivalent values of the foreign currencydenominated

assets and liabilities or forecasted revenue or expense increase or

decrease Gains or losses on the derivative instruments related to

Difference between aggregate fair value and aggregate remaining contractual principal balance outstanding

The following table reflects the difference between the aggregate fair value and the aggregate remaining contractual principal
balance out

standing as of December 31 2009 and 2008 for loans and long-term debt for which the fair value option has been elected The loans were

classified in trading assets loans or in loans

2009 2008 _______

Contractual

principal

outstanding

Fair value

over/under

contractual

principal

outstandinci

Contractual

principal

outstanding

Fair value

over/under

contractual

principal

outstandinqFair valueDecember31 in millions Fair value

Loans

Performing loans 90 days or more past due

Loans reported as trading
assets

Loans

Nonaccrual loans

Loans reported as trading assets 7264 2207 5057 5156 1460 3696

Loans 1126 151 975 189 51 138

Subtotal 8390 2358 6032 5345 1511 3834

All other performing loans

Loans reported as trading assets 35095 29341 5754 36336 30342 5994

Loans 2147 1000 1147 10206 7441 2765

Total loans $45632 $32699 12933 51887 39294 $12593

Long-term debt

Principal protected debt 26765b $26378 387 27043b 26241 802

Nonprincipal protected
debta NA 22594 NA NA 31973 NA

Total long-term debt NA 48972 NA NA 58214 NA

Long-term beneficial interests

Principal protected
debt 90 90

Nonprincipal protected
debta NA 1320 NA NA 1735 NA

Total long-term beneficial interests NA 1410 NA NA 1735 NA

Remaining contractual principal is not applicable to nonprincipal-protected notes Unlike principal-protected notes for which the Firm is obligated to return stated

amount of principal at the maturity of the note nonprincipal-protected notes do not obligate the Firm to return stated amount of principal at maturity
but to return

an amount based on the
performance

of an underlying variable or derivative feature embedded in the note

Where the Firm issues principal-protected zero-coupon
or discount notes the balance reflected as the remaining contractual principal is the final principal payment at

maturity
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these
foreign currencydenominated assets or liabilities or forecasted

transactions are expected to substantially
offset this

variability

Commodities based forward and futures contracts are used to

manage the
price

risk of certain inventory including gold and base

metals in the Firms commodities portfolio Gains or losses on the

forwards and futures are expected to substantially
offset the depre

ciation or appreciation of the related inventory Also in the com

modities portfolio electricity and natural gas futures and forwards

contracts are used to manage price
risk associated with energy-

related tolling and load-serving contracts and investments

The Firm uses credit derivatives to manage
the counterparty credit

risk associated with loans and lending-related commitments Credit

derivatives compensate the purchaser when the
entity

referenced in

the contract experiences credit event such as bankruptcy or

failure to pay an obligation when due For further discussion of

credit derivatives see the discussion in the Credit derivatives sec

tion on pages 181183 of this Annual Report

For more information about risk management derivatives see the

risk management derivatives gains and losses table on page 180 of

this Annual Report

Notional amount of derivative contracts

The following table summarizes the notional amount of derivative

contracts outstanding as of December 31 2009 and 2008

Notional amountsc

December 31 in billions 2009 2008

Interest rate contracts

Swapsa 47663 54524

Futures and forwards 6986 6277

Written options 4553 4803

Purchased options 4584 4656

Total interest rate contracts 63786 70260

Credit derivativesb 5994 8388

Foreign exchange contracts

Cross-currency swapsa 2217 1681

Spot futures and forwards 3578 3744

Written options
685 972

Purchased options
699 959

Total foreign exchange contracts 7179 7356

Equity contracts

Swaps
81 77

Futures and forwards 45 56

Written options
502 628

Purchased
options

449 652

Total equity contracts 1077 1413

Commodity contracts

Swaps 178 234

Spot futures and forwards 113 115

Written options
201 206

Purchased
options

205 198

Total commodity contracts 697 753

Total derivative notional amounts 78733 88170

In 2009 cross-currency
interest rate swaps previously reported in interest rate

contracts were reclassified to foreign exchange contracts to be more consis

tent with industry practice The effect of this change resulted in reclassifica

tion of $1.7 trillion in notional amount of
cross-currency swaps from interest

rate contracts to foreign exchange contracts as of December 31 2008

Primarily consists of credit default swaps For more information on volumes and

types
of credit derivative contracts see the Credit derivatives discussion on

pages 181183 of this Note

Represents the sum of
gross long and

gross
short third-party notional deriva

tive contracts

While the notional amounts disclosed above give an indication of

the volume of the Firms derivative activity the notional amounts

significantly exceed in the Firms view the possible losses that

could arise from such transactions For most derivative transactions

the notional amount does not change hands it is used simply as

reference to calculate payments

Accounting for derivatives

All free-standing derivatives are required to be recorded on the

Consolidated Balance Sheets at fair value The accounting for

changes in value of derivative depends on whether or not the

contract has been designated and qualifies for hedge accounting

Derivatives that are not designated as hedges are marked to mar

ket through earnings The tabular disclosures on pages 1771 83 of

this Note provide additional information on the amount of and

reporting for derivative assets liabilities gains and losses For

further discussion of derivatives embedded in structured notes see

Notes and on pages 156173 and 173175 respectively of

this Annual Report

Derivatives desiqnated as hedges

The Firm applies hedge accounting to certain derivatives executed

for risk management purposes typically interest rate foreign

exchange and gold and base metal derivatives as described above

JPMorgan Chase does not seek to apply hedge accounting to all of

the derivatives involved in the Firms risk management activities

For example the Firm does not apply hedge accounting to pur

chased credit default swaps used to manage the credit risk of loans

and commitments because of the difficulties in qualifying
such

contracts as hedges For the same reason the Firm does not apply

hedge accounting to certain interest rate derivatives used for risk

management purposes or to commodity derivatives used to man

age the
price

risk of tolling and load-serving contracts

To
qualify

for hedge accounting derivative must be highly effec

tive at reducing the risk associated with the exposure being

hedged In addition for derivative to be designated as hedge

the risk management objective and strategy must be documented

Hedge documentation must identify the derivative hedging instru

ment the asset or liability and type of risk to be hedged and how

the effectiveness of the derivative is assessed prospectively and

retrospectively To assess effectiveness the Firm uses statistical

methods such as regression analysis as well as nonstatistical

methods including dollar-value comparisons of the change in the

fair value of the derivative to the change in the fair value or cash

flows of the hedged item The extent to which derivative has

been and is expected to continue to be effective at offsetting

changes in the fair value or cash flows of the hedged item must be
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assessed and documented at least quarterly Any hedge ineffective

ness i.e the amount by which the gain or loss on the designated

derivative instrument does not exactly offset the gain or loss on the

hedged item attributable to the hedged risk must be reported in

current-period earnings If it is determined that derivative is not

highly effective at hedging the designated exposure hedge

accounting is discontinued

There are three types of hedge accounting designations fair

value hedges cash flow hedges and net investment hedges

JPMorgan Chase uses fair value hedges primarily to hedge fixed-

rate long-term debt available-for-sale AFS securities and

gold and base metal inventory For qualifying fair value hedges

the changes in the fair value of the derivative and in the value of

the hedged item for the risk being hedged are recognized in

earnings If the hedge relationship is terminated then the fair

value adjustment to the hedged item continues to be reported as

part of the basis of the hedged item and for interest-bearing

instruments is amortized to earnings as
yield adjust

ment Derivative amounts affecting earnings are recognized

consistent with the classification of the hedged item primarily

net interest income and principal transactions revenue

JPMorgan Chase uses cash flow hedges to hedge the exposure tO

variability in cash flows from floating-rate financial instruments and

forecasted transactions primarily the rollover of short-term assets

and liabilities and foreign currencydenominated revenue and

expense For qualifying cash flow hedges the effective portion of

the change in the fair value of the derivative is recorded in other

comprehensive incomelloss OCI and recognized in the Con

solidated Statements of Income when the hedged cash flows affect

earnings Derivative amounts
affecting earnings are recognized

consistent with the classification of the hedged item
primarily

interest income interest expense noninterest revenue and com

pensation expense The ineffective portions of cash flow hedges are

immediately recognized in earnings If the hedge relationship is

terminated then the value of the derivative recorded in accumu

lated other comprehensive income/loss AUCI is recognized in

earnings when the cash flows that were hedged affect earnings

For hedge relationships that are discontinued because forecasted

transaction is not expected to occur according to the
original hedge

forecast any related derivative values recorded in AOCI are imme

diately recognized in earnings

JPMorgan Chase usesforeign currency hedges to protect the value

ofthe Firms net investments in certain non-U.S subsidiaries or

branches whose functional currencies are not the U.S dollar For

qualifying rietinvestment hedges changes in the fair value of the

derivatives are recordeçl in the translation adjustments account

within AOCI

Impact of derivatives Ofl tile Consolidated Balance Sheets

The following table summarizes information on derivative fair

values that are reflected on the Firms Consolidated Balance Sheets

as of December 31 2009 by accounting designation e.g whether

the derivatives were designated as hedges or not and contract type

Not

December 31 2009 Not designated Designated Total derivative designated Designated Total derivative

in millions as hedges as hedges receivables as hedges as hedges payables

Trading assets and liabilities

Interest rate 1148901 6568 1155469 1121978 427 1122405
Credit 170864 170864 164790 164790

Foreign exchange 141790 2497 144287 137865 353 138218

Equity 57871 57871 58494 58494

Commodity 36988 39 37027 35082 194c 35276

Gross fair value of trading

assets and liabilities 1556414 9104 1565518 1518209 974 1519183

Netting adlustmentb 1485308 1459058

Carrying value of derivative

trading assets and trading

liabilities on the Consolidated

Balance Sheets 80210 60125

Excludes structured notes for which the fair value option has been elected See Note on pages
173175 of this Annual Report for further information

U.S GAAP permits the
netting of derivative receivables and payables and the related cash collateral received and paid when

legally
enforceable master netting

agreement exists between the Firm and derivative counterparty

Excludes $1.3 billion related to separated commodity derivatives used as fair value hedging instruments that are recorded in the line item of the host contract i.e

other borrowed funds

Free-standing derivativesa

Derivative receivables Derivative oavables
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Cash flow

hedges

62

Derivative-related_gains/losses

Net investment

hedges

$112

The tables that follow reflect more detailed information regarding the derivative-related income statement impact by accounting designation

for the year ended December 31 2009

Derivative receivables and payables mark-to-market

The following table summarizes the fair values of derivative receivables and payables by contract type after netting adjustments as of December31

2009 and 2008

December 31 in millions
2009 2008

Derivative receivables

Interest ratea 26777 49996

Credit 18815 44695

Foreign exchangea
21984 38820

Equity
6635 14285

Commodity 5999 14830

Total derivative receivables 80210 162626

Trading liabilities

Derivative payables

Interest ratea 5220 27645

Credit 10504 23566

Foreign exchangea
19818 41156

Equity
11554 17316

Commodity 3029 11921

Total derivative payables 60125 121604

In 2009 cross-currency
interest rate swaps previously reported

in interest rate contracts were reclassified to foreign exchange contracts to be more consistent with

industry practice The effect of this change resulted in reclassifications of $14.1 billion of derivative receivables and $20.8 billion of derivative payables between cross-

currency interest rate swaps and foreign exchange contracts as of December 31 2008

Impad of derivatives and hedged items on the income statement and on other comprehensive income

The following table summarizes the total pretax impact of JPMorgan Chases derivative-related activities on the Firms Consolidated State

ments of Income and Other Comprehensive Income for the year
ended December 31 2009 by accounting designation

Consolidated Statements Fair value

of Income in millions hedgesa

Year ended December31 2009 801

Risk management Trading

activities activitiesa Total

6590 16254 10415

Derivative-related net changes in other comprehensive income

Fair value Cash flow Net investment Risk management Trading

hedges hedges hedges activities activities Total

$643 $259 $384

Other Comprehensive lncome/loss

Year ended December 31 2009

Includes the hedge accounting impact of the hedged item for fair value hedges and includes cash instruments within trading activities
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Derivatives Hedged items statement impactd

3830 4638 808

Foreign exchangeb 1421 1445 24

CommodityC 430 399 31

Income statement impact due to

Hedge Excluded

ineffectivenesse components

$466 $1274

24

31

466 1.267Total 5681 $6482 801

Primarily consists of hedges of the benchmark e.g LIBOR interest rate risk of fixed-rate long-term debt Gains and losses were recorded in net interest income

Primarily
consists of hedges of the foreign currency

risk of long-term debt and AFS securities for changes in
spot foreign currency

rates Gains and losses related to the

derivatives and the hedged items due to changes in
spot foreign currency rates were recorded in principal transactions revenue

Ic Consists of overall fair value hedges of physical gold and base metal inventory Gains and losses were recorded in principal transactions revenue

dl Total income statement impact for fair value hedges consists of hedge ineffectiveness and any components excluded from the assessment of hedge effectiveness The related

amounts for the years ended December 31 2008 and 2007 were net gains of $434 million and $111 million respectively

Hedge ineffectiveness is the amount by which the gain or loss on the designated derivative instrument does not exactly offset the gain or loss on the hedged item attributable

to the hedged risk

Certain components of hedging derivatives and hedged items are permitted to be excluded from the assessment of hedge effectiveness Amounts related to excluded compo

nents are recorded in current-period income and primarily consist of the impact of the
passage

of time on the fair value of the hedging derivative and hedged item

Cash f/ow hedge gahis and losses

The following table presents derivative instruments by contract type used in cash flow hedge accounting relationships and the pretax

gains/Iosses recorded on such derivatives for the year ended December 31 2009 The Firm includes the gain/loss on the hedging derivative

in the same line item as the offsetting change in cash flows on the hedged item in the Consolidated Statements of Income

GainsIlosses recorded in income and other comprehensive income/loss

Derivatives Hedge

effective portion
ineffectiveness

Derivatives Total change

Year ended reclassified from recorded directly Total income effective portion in OCI

December 31 2009 in millions AOCI to income in incomed statement impact recorded in PCI for oeriod

Contract type

lnterestratea 158 62 220 61 219

Foreign exchangeb 282 282 706 424

Total 124 62 62 767 643

Fair value hedge gains and losses

The following table presents derivative instruments by contract type used in fair value hedge accounting relationships as well as pretax

gains/losses recorded on such derivatives and the related hedged items for the
year

ended December 31 2009 The Firm includes

gains/losses on the hedging derivative and the related hedged item in the same line item in the Consolidated Statements of Income

Gains/flosses recorded in income

Year ended

December 31 2009

in millions

Contract type

Interest ratela

Total income

Primarily consists of benchmark interest rate hedges of LIBOR-indexed floating-rate assets and floating-rate liabilities Gains and losses were recorded in net interest

income

Primarily consists of hedges of the foreign currency
risk of nonU.S dollardenominated revenue and expense The income statement classification of gains and losses

follows the hedged item primarily net interest income compensation expense and other expense

The Firm incurred $15 million of cash flow hedging net gainsflosses on forecasted transactions that failed to occur for the
year-ended December31 2007 The Firm

did not experience forecasted transactions that failed to occur for the
years

ended December 31 2009 and 2008 respectively

dl Hedge ineffectiveness is the amount by which the cumulative gain or loss on the designated derivative instrument exceeds the present value of the cumulative expected

change in cash flows on the hedged item attributable to the hedged risk Hedge ineffectiveness recorded
directly

in income for cash flow hedges were net gains
of $18

million and $29 million for the
years

ended December 31 2008 and 2007 respectively

Over the next 12 months the Firm expects that $245 million after-tax of net losses recorded in AOCI at December 31 2009 related to cash

flow hedges will be recognized in income The maximum length of time over which forecasted transactions are hedged is 10 years and such

transactions
primarily

relate to core lending and borrowing activities
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Risk management derivatives gains and losses not desiqnated as

hedgrng instruments

The following table presents nontrading derivatives by contract

type that were not designated in hedge relationships and the

pretax gainsllosses recorded on such derivativesfOr the year

ended December 31 2009 These derivatives are risk management

instruments used to mitigate or transform the risk of market expo

sures arising
from banking activities other than trading activities

which are discussed separately below

Year ended December 31 2009 Derivatives gains/losses

in millions recorded in income

Contract type

Interest ratea 3113

Creditb 3222

Foreign exchangec 197

Equityb

Commodityb 50

Total 6590

Gains and losses were recorded in principal transactions revenue mortgage

fees and related income and net interest income

Gains and losses were recorded in principal transactions revenue

Gains and losses were recorded in principal
transactions revenue and net

interest income

Trading derivative gaLos and losses

The Firm has elected to present derivative gains and losses related

to its trading activities together with the cash instruments with

which they are risk managed All amounts are recorded in
principal

transactions revenue in the Consolidated Statements of Income for

the year ended December 31 2009

Year ended December 31 2009 Gains/losses recorded in

in millions principal
transactions revenue

Type of instrument

Interest rate 4375

Credit 5022

Foreign exchange 4053

Equity
1475

Commodity 1329

Total 16254

Credit risk liquidity risk and credit-related conthgent features

In addition to the specific market risks introduced by each deriva

tive contract type derivatives expose JPMorgan Chase to credit risk

the risk that derivative counterparties may fail to meet their

payment obligations under the derivative contracts and the collat

eral if any held by the Firm proves to be of insufficient value to

cover the payment obligation It is the
policy

of JPMorgan Chase to

enter into legally enforceable master netting agreements as well as

to actively pursue the use of collateral agreements to mitigate

derivative counterparty credit risk The amount of derivative receiv

ables reported on the Consolidated Balance Sheets is the fair value

of the derivative contracts after giving effect to legally
enforceable

master netting agreements and cash collateral held by the Firm

These amounts represent the cost to the Firm to replace the con

tracts at then-current market rates should the counterparty default

While derivative receivables expose the Firm to credit risk deriva

tive payables expose the Firm to liquidity risk as the derivative

contracts typically require the Firm to post cash or securities collat

eral with counterparties as the mark-to-market MTM moves in

the counterparties favor or upon specified downgrades in the

Firms and its subsidiaries respective credit ratings At December

31 2009 the impact of single-notch and six-notch ratings
down

grade to JPMorgan Chase Co and its subsidiaries primarily

JPMorgan Chase Bank N.A would have required $1.2 billion and

$3.6 billion respectively of additional collateral to be posted by

the Firm Certain derivative contracts also provide for termination of

the contract generally upon downgrade of either the Firm or the

counterparty at the fair value of the derivative contracts At De

cember 31 2009 the impact of single-notch and six-notch ratings

downgrades to JPMorgan Chase Co and its subsidiaries primar

ily iPMorgan Chase Bank N.A related to contracts with termina

tion
triggers

would have required the Firm to settle trades with

fair value of $260 million and $4.7 billion respectively The aggre

gate fair value of net derivative payables that contain contingent

collateral or termination features triggered upon downgrade was

$22.6 billion at December 31 2009 for which the Firm has posted

collateral of $22.3 billion in the normal course of business

Net investment hedge ga/is and losses

The following table presents hedging instruments by contract type that were used in net investment hedge accounting relationships and the

pretax gains/losses recorded on such derivatives for the year ended December 31 2009

Year ended

December 31 2009 in millions

Contract type

Foreign exchange

Total

Gains/losses recorded in income and other comprehensive income/loss

Derivatives excluded components Derivatives effective portion

recorded directly in incomea recorded ri OCI

112

112

Certain components of derivatives used as hedging instruments are permitted to be excluded from the assessment of hedge effectiveness such as forward points on

futures or forwards contract Amounts related to excluded components are recorded in current-period
income There was no ineffectiveness for net investment hedge

accounting relationships during 2009

259

259
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The following table shows the current credit risk of derivative receivables after netting adjustments and the current liquidity risk of derivative

payables after netting adjustments as of December 31 200-9

December 31 2009 in millions Derivative receivables Derivative payables

Gross derivative fairvalue 1565518 1519183

Netting adjustment offsetting receivables/payables 1419840 1419840

Netting adjustment cash collateral received/paid 65468 39218

Carrying
value on Consolidated Balance Sheets 80210 60125

In addition to the collateral amounts reflected in the table above at

December 31 2009 the Firm had received and posted liquid secu

rities collateral in the amount of $1 5.5 billion and $11.7 billion

respectively The Firm also receives and delivers collateral at the

initiation of derivative transactions which is available as security

against potential exposure that could arise should the fair value of

the transactions move in the Firm or client favor
respectively

Furthermore the Firm and its counterparties hold collateral related

to contracts that have non-daily call frequency for collateral to be

posted and collateral that the Firm or counterparty has agreed to

return but has not yet.settled as of the reporting date At becember

31 2009 the Firm had received $16.9 billion and delivered $58

billion of such additional collateral These amounts were not netted

against the derivativereceivables andpâyables in the table above

because at an individual counterparty level the collateral exceeded

the fair value exposure at December 31 2009

Credit derivatives

Credit derivatives are financial instrurrents whose valueis derived

from the credit risk associated with the debt of third-party issuer

the reference entity and which allow one party the protection

purchaser to transfer that riskto another party the protection

seller Credit derivatives expose the protection purchaser tothe

creditworthiness of the protection seller as the protection seller is

required to make payments under the contract when the reference

entity experiences credit event such as bankruptcy failure to

pay its obligation or restructuring The seller of credit protection

receives premium for providing protection but has the risk that

the underlying instrument referenced in the contract will be subject

to credit event

The Firm is both purchaser and seller of protection in the credit

derivatives market and uses these derivatives for two primary

purposes First in its capacity as market-maker in the

dealer/client business the Firm actively risk manages portfolio of

credit derivatives by purchasing and selling credit protection pre

dominantly on corporate debt obligations to meet the needs of

customers As seller of protection the Firms exposure to given

reference entity may be offset partially or entirely with contract

to purchase protection from another counterparty on the same or

similar reference entity Second the Firm uses credit derivatives to

mitigate credit risk associated with its overall derivative receivables

and traditional commercial credit lending exposures loans and

unfunded commitments as well as to manage its exposure to

residential and commercial mortgages See Note on pages 156

173 of this Annual Report for further information on the Firms

mortgage-related exposures In accomplishing the above the Firm

uses different types of credit derivatives Following is summary of

various types of credit derivatives

Credit default swaps

Credit derivatives may reference the credit of either single refer

ence entity single-name or broad-bad index as described

further below The Firm purchases and sells protection on both

single- name and index-reference obligations Single-name CDS

and index CDS contracts are both OTC derivative contracts Single-

name CDS are used to manage the default risk of
single

reference

entity while CDS index are used to manage credit risk associated

with the broader credit markets or credit market segments Like the

SP 500 and other market indices CDS index is comprised of

portfolioof CDS across many reference entities New series of CDS

indices are established approximately every six months with new

underlying portfolio of reference entities to reflect changes in the

credit markets If one-of the reference entities in the index experi

ences credit event then the reference
entity

that defaulted is

removed from the index CDS can also be referenced against spe

cific portfolios of reference names or against customized exposure

levels based on specific client demands for example to provide

protectionagainst the first $1 million of realized credit losses ma

$10 million portfolio of exposure Such structures are commonly

known as trancheCDS

For both single-name-CDScontracts and index CDS upon the --

occurrence of credit event under the terms of-a CDS contract

neither party to the CDS contract has recourse to the reference

entity The protection purchaser has recourse to the protection

seller for the difference between the face value of the CDS contract

and the fair value of the- reference obligation at the time of settling

the credit derivative contract also known as the recovery value The

protection purchaser does not need to hold the debt instrument of

the underlying reference entity in order to receive amounts due

under the CDS contract when credit event occurs

Credit-Ihiked notes

credit linked note CLN is funded credit derivative where the

issuer of the LN purchase credit protection on referenced
entity

from the note investor Under the contract the investor pays the

issuer par value of the note at the inception of the transaction and in

return the issuer pays periodic payments to the investor based on

the credit risk of the referenced entity The issuer also repays the

investor the par value of the note at maturity unless the reference

entity experiences specified credit event In that event the issuer is

not obligated to repay the par value of the note but rather the issuer

pays the investor the difference between the par value of the note
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value of the reference obligation
at the time of settlement The Firm

manages the credit risk on contracts to sell protection by purchasing

protection with identical or similar underlying reference entities As

such other purchased protection referenced in the following table

includes credit derivatives bought on related but not identical refer

ence positions these include indices and portfolio coverage The Firm

does not use notional amounts as the primary measure of risk man

agement for credit derivatives because notional amounts do not take

into account the probability
of the occurrence of credit event

recovery value of the reference obligation or related cash instruments

and economic hedges

December 31 2009 Protection purchased with
Other protection

in millions
Protection sold identical underlyingsU Net protection sold/purchasedC purchasedd

Credit derivatives

Credit default swaps 2937442 297044 40602 28064

Other credit de/ivativesa 10575 9290 1285 30473

Total credit derivatives 948 017 987 334 39 317 58 537

credit linked notes
031 031 728

Total 2952048 2987334 35286 60265

Maximum payout/Notional amount

December 31 2008
Protection purchased with Other protection

in millions
Protection sold identical underlyingsb Net protection

sold/purchasedc purchasedd

Credit derivatives

Credit default swaps $- 4099141 3973616 125525 288751

Other credit derivatiVesa 4026k 4026 22344

Total credit derivatives 4103167 3973616 129551 311095

Credit-linked notes 4080 4080 2373

Total 4107247 3973616 133631 313468

The following table summarizes the notional and fair value amounts of credit derivatives and credit-linked notes as of December 31 2009 and

2008 where JPMorgan Chase is the seller of protection
The maturity profile is based on the remaining contractual maturity of the credit

dØrivativØ contracts The ratings profile
is based on the rating

of the reference entity on which the credit derivative contract is based The

ratings and maturity profile of protection purchased are comparable to the profile
reflected below

Protection sold credit derivatives and credit-linked notes ratingsa/maturity profile

Total

years
notional amount

December 31 2009 in millions year
15 years

Risk rating
of reference entity

Investment-gradeMA/Aaa to BBB-/Baa3 215580 1140133 367015 1722728 16607

Noninvestment-gradeBB/Bal and below 150122 806139 273059 1229320 90410

Total 365702 1946272 640074 2952048 107017

and the fair value of the defaulted reference obligation
at the time of

settlement Neither party
to the CLN has recourse to the defaulting

reference entity For further discussion of CLNs see Note 16 on

pages 214222 of this Annual Report

The following table presents summary of the notional amounts of

credit derivatives and credit-linked notes the Firm sold and purchased

as of December 31 2009 and 2008 Upon credit event the Firm as

seller of protection would typically pay out only percentage of the

full notional amount of net protection sold as the amount actually

required to be paid on the contracts takes into accoun the recovery

Total credit derivatives and credit linked notes

Maximum payout/Notional amount

Primarily consists of total return swaps and credit default swap options

Represents
the total notional amount of

protection purchased where the underlying reference instrument is identical to the reference instrument on protection
sold the

notional amount of protection purchased for each individual identical underlying reference instrument may be greater
or lower than the notional amount of protection

sold

Does not take into account the fair value of the reference obfigation at the time of settlement which would generally reduce the amount the seller of protection pays
to

the buyer
of protection in determining settlement value

dl Represents single name and index CDS protection
the Firm purchased

Fair valueb
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Total

notional amount

Note Noninterest revenue

Investment banking fees

This revenue category includes advisory and equity and debt un

derwriting fees Advisory fees are recognized as reverii.je when the

related services have been performed Underwriting fees are recog

nized as revenue when the Firm has rendered all services to the

issuer and is entitled to collect the fee from the issuer as long as

there are no other contingencies associated with the fee e.g the

fee is not contingent upon the customer obtaining financing

Underwriting fees are net of syndicate expense the Firm recognizes

credit arrangement and syndication fees as revenue after
satisfying

certain retention timing and
yield

criteria

The following table presents the components of investment banking

fees

Year ended December31

in millions 2009 2008 2007

Underwriting

Equity 2487 1477 1713

Debt 2739 2094 2650

Total underwriting 5226 3571 4363

Advisory 1861 1955 2272

Total investment banking fees 7087 5526 6635

Principal transactions

Principal transactions revenue consists of realized and unrealized

gains and losses from trading activities including physical corn

rnodities inventories that are accounted for at the lower of cost or

fair value changes in fair value associated with financial instru

ments held by lB for which the fair value option was elected and

loans held-for-sale within the wholesale lines of business For

loans measured at fair value under the fair value option origina

tion costs are recognized in the associated expense category as

incurred
Principal transactions revenue also includes private

equity gains and losses

The following table presents principal transactions revenue

Year ended December 31

in millions 2009

Trading revenue 9870

Private
equity gains/lossesa 74

________________________

PrinciDal transactions 9.796

2008 2007

9791 4736

908 4279

10699 9015

Lending- and deposit-related fees

This revenue category includes fees from loan commitments

standby letters of credit financial guarantees deposit-related fees

in lieu of compensating balances cash management-related activi

ties or transactions deposit accounts and other loan-servicing

activities These fees are recognized over the period in which the

related service is provided

Asset management administration and commissions

This revenue category includes fees from investment management

and related services custody brokerage services insurance premi

ums and commissions and other products These fees are recog

nized over the period in which the related service is provided

Performance-based fees which are earned based on exceeding

certain benchmarks or other performance targets are accrued and

recognized at the end of the performance period in which the

target is met

The following table presents the components of asset management

administration and commissions

Year ended December 31

in millions 2009 2008 2007

Asset management

investment management fees 4997 5562 6364

All other asset management fees 356 432 639

Total asset management fees 5353 5994 7003

Total administration feesa 1927 2452 2401

Commission and other fees

Brokerage commissions 2904 3141 2702

All other commissions and fees 2356 2356 2250

Total commissions and fees 5260 5497 4952

Total asset management

administration and commissions $12540 13943 14356

Includes fees for custody securities lending funds services and securities clearance

Mortgage fees and related income

This revenue category primarily
reflects RFSs mortgage banking

revenue including fees and income derived from mortgages origi

nated with the intent to sell mortgage sales and
servicing including

losses related to the repurchase of previously sold loans the impact

of risk management activities associated with the mortgage pipe

line warehouse loans and MSRs and revenue related to any resid

ual interests held from mortgage securitizations This revenue

category also includes gains and losses on sales and lower of cost

or fair value adjustments for mortgage loans held-for-sale as well

as changes in fair value for mortgage loans originated with the

intent to sell and measured at fair value under the fair value option

For loans measured at fair value under the fair value option origi

nation costs are recognized in the associated expense category as

December 31 2008 in millions year
15

years years
Fair valueb

Risk rating of reference entity

investment-grade AANAaa to BBB-/Baa3 179379 1743283 701775 2624437 222318

Noninvestment-grade BB/Bal and below 118734 950619 413457 1482810 253326

Total 298113 2693902 1115232 4107247 475644

Ratings
scale is based on the Firms internal ratings which generally correspond to ratings defined by SP and Moodys

Amounts are shown on gross basis before the benefit of legally enforceabie master netting agreements and cash coilateral held by the Firm

includes revenue on private equity investments heid in the Private Equity

business within Corporate/Private Equity
and those held in other business

segments
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incurred Costs to originate
loans held-for-sale and accounted for at

the lower of cost or fair value are deferred and recognized as com

ponent of the gain or loss on sale Net interest income from mortgage

loans and securities gains and losses on AFS securities used in mort

gage-related risk management activities are recorded in interest

income and securities gains/losses respectively For further discus

sion of MSRs see Note 17 on pages 222225 of this Annual Report

Credit card income

This revenue category includes interchange income from credit and

debit cards and servicing
fees earned in connection with securitiza

tion activities Volume-related payments to partners and expense

for rewards programs are netted against interchange income

expense related to rewards programs are recorded when the re

wards are earned by the customer Other fee revenue is recognized

as earned exceptfor annual fees which are deferred and recog

nized on straight-line basis over the 12-month period to which

they pertain. Direct loan origination costs are also deferred and

recognized over 12-month period In addition due to the consoli

dation of Chase Paymentech Solutions in the fourth quarter of

2008 this category now includes net fees earned for processing

card transactions for merchants

Credit card revenue shar/7g agreements

The Firm has contractual agreements with numerous affinity or

ganizations and co-brand partners which grant the Firm exclusive

rights to market to the members or customers of such organizations

and partners
These organizations and partners endorse the credit

card programs
and provide their mailing lists to the Firm and they

may also conduct marketing activities and provide awards under

the various credit card programs The terms of these agreements

generally range
from three to ten years The economic incentives

the Firm pays to the endorsing organizations and partners typically

include payments based on new account originations charge

volumes and the cost of the endorsing organizations or partners

marketing activities and awards

The Firm recognizes the payments made to the affinity organiza

tions and co-brand partners based on new accountoriginations as

direct loan origination costs Payments based on charge volumes

are considered by the Firm as revenue sharing with the affinity

organizations and co-brand partners which are deducted from

interchange income as the related revenue is earned Payments

based on marketing efforts undertaken by the endorsing organiza

tion or partner are expensed by the Firm as incurred These costs

are recorded within noninterest expense

Note Interest income and Interest

expense

Details of interest income and interest expense were as follows

2009 2008 2007Year ended December 31 in millions

Interest incomea

Loans 38704 38347 36660

Securities 12377 6344 5232

Trading
assets 12098 17236 17041

Federal funds sold and securities

purchased under resale agreements 1750 5983 6497

Securities borrowed 2297 4539

Deposits with banks 938 1916 1418

Other assetsb 479 895

Total interest income 66350 73018 71387

Interest expensea

Interest-bearing deposits 4826 14546 21653

Short-term and other liabilitiesC 3845 10933 16142

Long-term debt 6309 8355 6606

Beneficial interests issued by

consolidated VIEs 218 405 580

Total interest expense 15198 34239 44981

Net interest income 51152 38779 26406

Provision for credit losses 32015 19445 6864

Provision for credit losses accounting

conformityd 1534

Total provision for credit losses 32015 20979 6864

Net interest income after

provision for credit losses 19137 17800 19542

Interest income and interest
expense

include the current-period
interest

accruals for financial instruments measured at fair value except
for financial

instruments containing embedded derivatives that would be separately ac

counted for in accordance withU.S GA.AP absent the fair value option elec

tion for those instruments all changes in fair value including any interest

elements are reported in principal transactions revenue

Predominantly margin
loans

Indudes brokerage customer payables

2008 includes an accounting conformity loan loss reserve provision related to

the acquisition of Washington Mutuals banking operations

Note Pension and other postretirement

employee benefit plans

The Firms defined benefit pension plans and its other postretire

ment employee benefit OPEB plans are accounted for in accor

dance with U.S GAAP for retirement benefits

Defined benefit pension plans

The Firm has qualified noncontributory U.S defined benefit

pension plan that provides benefits to substantially
all U.S employ

ees The U.S plan employs cash balance formula in the form of

pay and interest credits to determine the benefits to be provided at

retirement based on eligible compensation and years of service

Employees begin to accrue plan benefits after completing one year

of service and benefits generally vest after three years of service In

November 2009 the Firm announced certain changes to the pay

credit schedule and amount of eligible compensation recognized

under the U.S plan effective February 2010 The Firm also offers

benefits through defined benefit pension plans to qualifying em

ployees in certain non-U.S locations based on factors such as

eligible compensation age and/or years of service
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It is the Firms policy to fund the pension plans in amounts suffi

cient to meet the requirements under applicable employee benefit

and local tax laws On January 15 2009 and August 28 2009 the

Firm made discretionary deductible cash contributions to its U.S

defined benefit pension plan of $1.3 billion and $1.5 billion re

spectively The amount of potential 2010 contributions to the U.S

defined benefit pension plans if any is not reasonably estimable at

this time The expected amount of 2010 contributions to the non-

U.S defined benefit pension plans is $171 million of which $148

million is contractually required

JPMorgan Chase also has number of defined benefit pension

plans not subject to Title IV of the Employee Retirement Income

Security
Act The most significant

of these plans is the Excess

Retirement Plan pursuant to which certain employees earn pay and

interest credits on compensation amounts above the maximum

stipulated by law under qualified plan The Firm announced that

effective May 2009 pay credits would no longer be provided on

compensation amounts above the maximum stipulated by law The

Excess Retirement Plan had an unfunded projected benefit obliga

tiôn in the amount of $267 million and $273 million at December

31 2009 and 2008 respectively

Defined contribution plans

JPMorgan Chase offers several defined contribution plans in the

U.S and in certain non-U.S locations all of which are administered

in accordance with applicable local laws and regulations The most

significant
of these plans is The JPMorgan Chase 401k Savings

Plan the 401k Savings Plan which covers substantially all U.S

employees The 401k Savings Plan allows employees to make

pretax and Roth 40 1k contributions to tax-deferred investment

portfolios The JPMorgan Chase Common Stock Fund which is an

investment option under the 40 1k Savings Plan is nonleveraged

employee stock ownership plan The Firm matches eligible em

ployee contributions up to certain percentage of benefits-eligible

compensation per pay period subject to plan and
legal

limits

Employees begin to receive matching contributions after completing

one-year-of-service requirement and are immediately vested in

the Firms contributions when made Employees with total annual

cash compensation of $250000 or more are not eligible
for match

ing
contributions The 401k Savings Plan also permits discretion

ary profit-sharing
contributions by participating companies for

certain employees subject to specified vesting schedule

The Firm announced that effective May 2009 for employees

earning $50000 or more per year matching contributions to the

401k Savings Plan will be made at the discretion of the Firms

management depending on the Firms earnings for the year Addi

tionally
the Firm amended the matching contribution feature to

provide that matching contributions if any will be calculated and

credited on an annual basis following the end of the calendar year

and ii matching contributions will vest after three years of service for

employees hired on or after May 2009 The Firm announced in

November 2009 that for 2009 it will contribute the full matching

contributions for all eligible employees earning less than $250000

based on their contributions to the 40 1k Savings Plan but not to

exceed 5% of their eligible compensation e.g base pay

Effective August 10 2009 JPMorgan Chase Bank N.A became the

sponsor of the WaMu Savings Plan

OPEB plans

JPMorgan Chase offers postretirement medical and life insurance

benefits to certain retirees and postretirement medical benefits to

qualifying U.S employees These benefits vary with length of ser

vice and date of hire and provide for limits on the Firms share of

covered medical benefits The medical and life insurance benefits

are both contributory Postretirement medical benefits also are

offered to qualifying U.K employees

JPMorgan Chases U.S OPEB obligation is funded with corporate-

owned life insurance COLI purchased on the lives of
eligible

employees and retirees While the Firm owns the COLI policies

COLI proceeds death benefits withdrawals and other distributions

may be used only to reimburse the Firm for its net postretirement

benefit claim payments and related administrative expense The

U.K OPEB plan is unfunded
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Notes to consolidated financial statements

The following table presents the changes in benefit obligations and plan assets and funded status amounts reported on the Consolidated

Balance Sheets for the Firms U.S and non-U.S defined benefit pension and OPEB plans

Defined benefit pension plans

As of or for the
year

ended December 31 U.S Non-U.S OPEB piansf

in millions 2009 2008 2009 2008 2009 2008

Change in benefit obligation

Benefit
obligation beginning

of
year 7796 7556 $2007 2743 $1095 $1204

Benefits earned during the
year 313 278 30 29

Interest cost on benefit obligations 514 488 122 142 64 74
Plan amendments 384

Business combinations 4b 40b 1b
Employee contributions NA NA 64 61
Net gain/loss 408 147 287 214 101 99

Benefits paid 674 673 95 105 160 154

Expected Medicare Part
subsidy receipts

NA NA NA NA 10
Curtailments

Settlements

Special termination benefits

Foreign exchange impact and other 187 594 13

Benefit obligation end of year 7977 7796 2536 2007 1025 1095

Change in plan assets

Fair value of plan assets beginning of
year 6948 9960 2008 2933 $1126 1406

Actual return on plan assets 1145 2377 218 298 172 246
Firm contributions 2799 38 115 88

Employee contributions

Benefits paid 674 673 95 105 31 37
Settlements

Foreign exchange impact and other 187 613

Fair value of plan assets end of year io218cd 6948c 2432d 2008 $1269 $1126

Funded/unfunded statusa 2241e 848e 104 244 31

Accumulated benefit obligation end of year 7964 7413 2510 1977 NA NA

Represents overfunded plans with an
aggregate

balance of $3.0 billion and $122 million at December 31 2009 and 2008 respectively
and underfunded

plans with an

aggregate balance of $623 million and $938 million at December 31 2009 and 2008 respectively

Represents change resulting from the Washington Mutual plan in 2009 and the Bear Stearns plan in 2008

At December 31 2009 and 2008 approximately $332 million and $313 million respectively of U.S plan assets included
participation rights under participating

annuity contracts

At December 31 2009 includes accrued receivables of $82 million and $8 million for U.S plans and non-U.S plans respectively
andaccrued liabilities of $265 million

and $30 million for U.S plans and non-U.S plans respectively which are not measured at fair value

Does not include
any

amounts attributable to the Washington Mutual Qualified Pension plan in 2009 and the Washington Mutual Pension and OPEB plans in 2008 The

disposition of those plans was not determinable

Includes an unfunded accumulated postretirement benefit obligation of $29 million and $32 million at December 31 2009 and 2008 respectively for the U.K plan

Gains and losses obligation or the fair value of the plan assets Any excess as well

For the Firms defined benefit pension plans fair value is used to as prior service costs are amortized over the average future service

determine the expected return on plan assets For the Firms OPEB period of defined benefit pension plan participants which for the

plans calculated value that recognizes changes in lair value over U.S defined benefit pension plan is currently nine years For OPEB

five-year period is used to determine the expected return on plan plans any excess net gains and losses also are amortized over the

assets Amortization of net gains and losses is included in annual average future service period which is currently five years how-

net periodic benefit cost if as of the beginning of the year the net ever prior
service costs are amortized over the average years of

gain or loss exceeds 10% of the greater of the projected benefit service remaining to full
eligibility age which is currently four years

The following table presents pretax pension and OPEB amounts recorded in AOCI

Defined benefit pension plans

December 31 U.S Non-U.S OPEB
plans

in millions 2009 2008 2009 2008 2009 2008

Net gain/loss 3039 3493 666 492 171 349

Prior service credit/cost 364 26 22 40

Accumulated other comprehensive income

loss pretax end of year 2675 3519 663 490 149 309
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Defined benefit nension plans

Non-U.S OPEB

2009 2008

The following table presents the actual rate of return on plan assets for the U.S and non-U.S defined benefit pension and OPEB plans

Non-U.S

______________________________________________________________
2007 2009 2008

796% 3172243% 2158506%
6.51 NA NA

Plan assumptions

iPMorgan Chases expected long-term rate of return for U.S de

fined benefit pension and OPEB plan assets is blended average of

the investment advisors projected long-term 10 years or more

returns for the various asset classes weighted by the asset alloca

tion Returns on asset classes are developed using forward-

looking building-block approach and are not strictly based on

historical returns Equity returns are generally developed as the sum

of inflation expected real earnings growth and expected long-term

dividend yield Bond returns are generally developed as the sum of

inflation real bond
yield

and risk spread as appropriate adjusted

for the expected effect on returns from changing yields Other

asset-class returns are derived from their
relationship to the equity

and bond markets Consideration is also given to current market

conditions and the short-term
portfolio

mix of each plan as

The following table presents the components of net periodic benefit costs reported in the Consolidated Statements of Income and other com

prehensive income for the Firms U.S and non-U.S defined benefit pension and OPEB plans

U.S

2007Year ended December 31 in millions 2009 2008 2007 2009 2008 2007

Components of net periodic benefit cost

Benefitsearnedduringtheyear 313 278 .$ 270 28 29 36

Interest cost on benefit obligations 514 488 468 122 142 144 65 74 74

Expected return on plan assets 585 719 714 115 152 153 97 98 93
Amortization

Net loss 304 44 25 55 14

Prior service cost/credit 14 16 16
Curtailment gain/loss

Settlement gain/loss

Special termination benefits

Net periodic benefit cost 551 52 29 81 47 82 38 31 11
Other defined benefit pension plansa 15 11 12 14 27 NA NA NA

Total defined benefit plans 566 63 33 93 61 109 38 31 11
Total defined contribution

plans 359 263 268 226 286 219 NA NA NA

Total pension and OPEB cost included

in compensation expense 925 326 301 319 347 328 38 31 11
Changes in plan assets and benefit

obligations recognized in other

comprehensive income

Net gainJloss arising during the year 168 $3243 533 183 235 176 176 248 223
Prior service credit arising during the

year 384
Amortization of net loss 304 44 27 55 14
Amortization of prior service cost/credit 15 15 16

Curtailment gain/loss

Settlement loss/gain

Foreign exchange impact and other 18 36 150

Total recognized in other comprehensive

income 844 3238 538 173 58 237 160 269 218

Total recognized in net periodic benefit

cost and other comprehensive income 293 $3290 509 254 105 155 198 238 229

Includes various defined benefit
pension plans which are individually immaterial

The estimated pretax amounts that will be amortized from AOCI into net periodic benefit cost in 2010 are as follows

Defined benefit pension plans OPEB plans

Year ended December31 2010in millions U.S Non-U.S U.S Non-U.S

Net loss 226 58

Prior service cost/credit 43 13
Total 183 58 $13

U.S

December 31 2009 2008

Actual rate of return

Defined benefit pension plans 13.78% 25.17%

OPEB plans 15.93 17.89

2007

0.06-7.51%

NA
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result in 2009 the Firm generally maintained the same expected

return on assets as in the prior year

For the U.K defined benefit pension plans which represent the

most significant
of the non defined benefit pension plans

procedures similar to those in the U.S are used to develop the

expected long-term rate of return on defined benefit pension plan

assets taking into consideration local market conditions and the

specific allocation of plan assets The expected long-term rate of

return on U.K plan assets is an average of projected long-term

returns for each asset class The return on equities
has been se

lected by reference to the
yield on long-term U.K government

bonds plus an equity risk premium above the risk-free rate The

return on AA-rated long-term corporate bonds has been taken as

the average yield on such bonds

December 31

Discount rate

Defined benefit pension plans

OPEB plans

Rate of compensation increase

Health care cost trend rate

Assumed for next
year

Ultimate

Year when rate will reach ultimate

Year ended December 31

Discount rate

Defined benefit pension plans

OPEB plans

Expected long-term rate of return on plan assets

Defined benefit pension plans

OPEB plans

Rate of compensation increase

Health care cost trend rate

Assumed for next
year

Ultimate

Year when rate will reach ultimate

The discount rate used in determining the benefit obligation under

the U.S defined benefit pension and OPEB plans was selected by

reference to the yields on portfolios
of bonds with maturity dates

and coupons that closely match each of the plans projected cash

flows such portfolios are derived from broad-based universe of

high-quality corporate bonds as of the measurement date In years

in which these hypothetical bond portfolios generateexcess cash

such excess is assumed to be reinvested at the one year
forward

rates implied by the Citigroup Pension Discount Curve published as

of the measurement date The discount rate for the U.K defined

benefit pension and OPEB plans represents rate implied from the

yield curve of the year-end iBoxx corporate AA 15-year-plus

bond index

6.00% 6.65% 2.00-5.70% 2.00-6.20%

6.00 6.70 5.70 6.20

4.00 4.00 3.00-4.50 3.00-4.00

7.75 8.50 5.40 7.00

5.00 5.00 4.50 5.5D

2014 2014 2014 2012

The following table presents the effect of one-percentage-point

change in the assumed health care cost trend rate on JPMorgan

Chases total service and interest cOst and accumulated postretire

ment benefit obligation

1-Percentage- 1-Percentage-

Year ended December 31 2009 point point

in millions increase decrease

Effect on total service and interest cost

Effect on accumulated
postretirement

benefit obligation
36 31

At December31 2009 the Firm decreased the discount rates used

to determine its benefit obligations for the U.S defined benefit

pension and OPEB plans in
light

of current market interest rates

which will result in an increase in expense of approximately $31

million for 2010 The 2010 expected long-term rate of return on

U.S pension plan assets and U.S OPEB plan assetsremained at

7.5% and 7.0% respectively The health care benefit obligation

trend assumption declined from 8.5% in 2009 to 7.75% in 2010

declining to rate of 5% in 2014 As of December 31 2009 the

interest crediting rate assumption and the assumed rate of com

pensation increase remained at 5.25% and 4.0% respectively

JPMbrgan Chases U.S defined benefit pension and OPEB plan

expense is sensitive to the expected long-term rate of return on

plan assets and the discount rate With all other assumptions held

constant 25-basis point decline in the expected long-term rate of

return on U.S plan assets would result in an increase of approxi

mately $28 million in 2010 U.S defined benefit pension and OPEB

The following tables present the weighted-average annualized actuarial assumptions for the projected and accumulated postretirement benefit

obligations and the components of net periodic benefit costs for the Firm and non defined benefit pension
and OPEB plans as of

and for the periods indicated

Weighted-average assumptions used to determine benefit obligations

U.S Non-U.S

2008 2009 20082009

Weighted-average assumptions used to determine net periodic benefit costs

U.S

2009 2008 2007 2009

6.65%

6.70

Non-U.S

2008 2007

6.60%

6.60

7.50

7.00

4.00

5.95% 2.00-6.20% 2.25-5.80%

5.90 6.20 5.80

7.50

7.00

4.00

7.50 2.50-6.90 3.25-5.75

7.00 NA NA

4.00 3.00-4.00 3.00-4.25

8.50 9.25 10.00 7.00 5.75 6.63

5.00 5.00 5.00 5.50 4.00 4.00

2014 2014 2014 2012 2010 2010

2.25-5.10%

5.10

25-5.60

NA

3.00-4.00
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plan expense 25-basis point decline in the discount rate for the

U.S plans would result in an increase in 2010 U.S defined benefit

pension and OPEB plan expense of approximately $12 million and

an increase in the related benefit obligations of approximately $170

million 25-basis point decline in the discount rates for the non

U.S plans would result in an increase in the 2010 non-U.S defined

benefit pension and OPEB plan expense of approximately $10

million 25-basis point increase in the interest crediting rate for

the U.S defined benefit pension plan would result in an increase in

2010 U.S defined benefit pension expense of approximately $16

million and an increase in the related projected benefit obligations

of approximately $67 million

Investment strategy and asset allocation

The Firms U.S defined benefit pension plan assets are held in trust

and are invested in well-diversified portfolio of equities including

U.S large and small capitalization and international equities fixed

income e.g corporate and government bonds including U.S Treas

ury
inflation-indexed and high-yield securities real estate cash and

cash equivalents and alternative investments e.g hedge funds

private equity funds and real estate funds Non-U.S defined benefit

pension plan assets are held in various trusts and are also invested in

well-diversified
portfolios

of equity fixed income and other securities

Assets of the Firms COLI
policies

which are used to fund
partially

the

U.S OPEB plan are held in separate accounts with an insurance

company and are invested in equity and fixed income index funds As

of December31 2009 assets held by the Firms U.S and non-U.S

defined benefit pension and OPEB plans do not include JPMorgan

Chase common stock except in connection with investments in third-

party
stock-index funds In addition the plans hold investments in

funds that are sponsored or managed by affiliates of JPMorgan Chase

in the amount of $1.6 billion and $1.1 billion for U.S plans and $474

million and $354 million for non-U.S plans as of December 31 2009

and 2008 respectively

The investment policy
for the Firms U.S postretirement employee

benefit plan assets is to optimize the risk return relationship as

appropriate to the plans needs and goals using global portfolio

of various asset classes diversified by market segment economic

sector and issuer
Periodically

the Firm performs comprehensive

analysis on the plans asset allocations incorporating projected

asset and
liability data which focuses on the short-and long-term

impact of the plans asset allocation on cumulative pension ex

pense economic cost present value of contributions and funded

status Currently approved asset allocation ranges are U.S equity

1535% international equity 15 25% debt securities 10
30% hedge funds 10 30% real estate 520% and

private

equity 20% The plan does not manage to specific target

asset allocation but seeks to shift asset class allocations within

these stated ranges Plan assets are managed by combination of

internal and external investment managers Asset allocation deci

sions also incorporate the economic outlook and anticipated impli

cations of the macroeconomic environment on the plans various

asset classes and managers Maintaining an appropriate level of

liquidity
which takes into consideration forecasted requirements for

cash is major consideration in the asset allocation process The

Firm regularly reviews the asset allocations and all factors that

continuously impact portfolio changes to ensure the plan stays

within these asset allocation ranges The asset allocations are

rebalanced when deemed necessary

The plans investments include financial instruments which are

exposed to various risks such as interest rate market and credit

risks The plans exposure to concentration of credit risk is miti

gated by the broad diversification of both U.S and non-U.S in

vestment instruments Additionally the investments in each of the

common/collective trust funds and registered investment companies

are further diversified into various financial instruments

For the U.K defined benefit pension plans which represent the

most significant of the non-U.S defined benefit pension plans the

assets are invested to maximize returns subject to an appropriate

level of risk relative to the plans liabilities In order to reduce the

volatility
in returns relative to the plans liability profiles the U.K

defined benefit pension plans largest
asset allocations are to debt

securities of appropriate durations Other assets are then invested

for
capital appreciation mainly equity securities to provide long-

term investment growth The plans asset allocations are reviewed

on regular basis

U.S

Target
of plan assets

Allocation 2009 2008

Non-U.S

Target
of

plan
assets

Allocation 2009 2008

The following table presents the weighted-average asset allocation of the fair values of total plan assets at December31 for the years indi

cated as well as the respective approved range/target allocation by asset category for the Firms U.S and non-U.S defined benefit pension

and OPEB plans

Defined benefit pension plans

___________________________________ _____________________________________ OPEB plansc

Target
of

plan
assets

December 31 Allocation 2009 2008

Asset category

Debt securitiesa 10-30% 29% 25% 72% 75% 73% 50% 50% 50%

Equity
securities 25-60 40 36 26 23 21 50 50 50

Real estate 5-20

Alternativesb 15-50 27 32

Total 100% 100% 100% 100% 100% 100% 100% 100% 100%

Debt securities primarily include
corporate debt U.S federal state local and non-U.S government and mortgage-backed securities

Alternatives primarily include limited partnerships

Represents the U.S OPEB plan only as the U.K OPEB plan is unfunded
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Fair value measurement of the plans assets and liabilities

The following details the instruments measured at fair value in

cluding the general classification of such instruments pursuant to

the valuation hierarchy as described in Note on pages 156173

of this Annual Report

Cash and cash equivalents

Cash and cash equivalents includes currency on hand demand

deposits with banks or other financial institutions and any
short-

term highly liquid
investments readily convertible into cash i.e

investments with
original

maturities of three months or less Due

to the highly liquid nature of these assets they are classified within

level of the valuation hierarchy

Equity securities

Common and preferred stocks are valued at the closing price re

ported on the major stock exchange on which the individual securi

ties are traded and are generally classified within level of the

valuation hierarchy

Common/collective trust funds

These investments are public investment fund vehicles valued based

on the quoted NAy and they are generally classified within level

of the valuation hierarchy

Limited partnerships

Limited partnerships include investments in hedge funds private

equity funds and real estate funds Hedge funds are valued based

on quoted NAV and are classified within level or of the valua

tion hierarchy depending on the level of liquidity and activity in the

markets for each investment Certain of these investments are

subject to restrictions on redemption such as initial lock-up peri

ods withdrawal limitations and
illiquid assets and are therefore

classified within level of the valuation hierarchy The valuation of

private equity investments and real estate funds require significant

management judgment due to the absence of quoted market

prices the inherent lack of
liquidity

and the long-term nature of

such assets and therefore they are generally classified within level

of the valuation hierarchy

Corporate debt securities and federaI state local and non-

government debt securities

limited number of these nvestments are valued at the closing

price reported on the major exchange on which the individual

securities are traded Where quoted prices
are available in an active

market the investments are classified within level of the valua

tion hierarchy If quoted market
prices are not available for the

specific security then fair values are estimated by using pricing

models quoted prices
of securities with similar characteristics or

discounted cash flows Such securities are generally classified

within level of the valuation hierarchy

Mortgage-ba cked securities

Mortgage-backed securities include both U.S government agency

and nonagency securities U.S government agency
securities are

valued based on quoted prices in active markets and are therefore

classified in level of the valuation hierarchy Nonagency securities

are primarily
AAA rated residential and commercial mortgage-

based securities valued using combination of observed transac

tion prices independent pricing
services and relevant broker

quotes Consideration is given to the nature of the quotes and the

relationships
of

recently
evidenced market activity to the prices

provided from independent pricing services Such securities are

generally classified within level of the valuation hierarchy

Derivative receivables and derivative payables

In the normal course of business foreign exchange credit deriva

tive interest rate and equity derivative contracts are used by the

plans to minimize fluctuations in the value of plan assets caused by

foreign exchange credit interest rate and equity risks These

instruments may also be used in lieu of
investing

in cash instru

ments These derivative instruments are primarily
valued using

internally developed models that use as their basis readily
observ

able market parameters and are therefore classified within level

of the valuation hierarchy

Other

Other consists of exchange traded funds ETFs mutual fund

investments and participating and non-participating annuity con

tracts the Annuity Contracts ETE5 and mutual fund investments

are valued using NAy Those fund investments with
daily

NAV

that are validated by sufficient level of observable activity pur

chases and sales at NAV are classified in level of the valuation

hierarchy Where adjustments to the NAV are required for exam

ple for fund investments subject to restrictions on redemption

such as lock-up periods or withdrawal limitations and/or observ

able
activity

for the fund investment is limited fund investments are

classified in level or of the valuation hierarchy Annuity Con

tracts are valued at the amount by which the fair value of the

assets held in the separate account exceeds the actuarially
deter

mined guaranteed benefit obligation covered under the Annuity

Contracts Annuity Contracts lack market mechanisms for transfer

ring
each individual policy and generally include restrictions on the

timing of surrender therefore these investments are classified

within level of the valuation hierarchy
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Pension and OPEB plan assets and liabilities measured at fair value

U.S defined benefit oension olans Non-U.S defined benefit nension olans

Quoted Quoted

prices in active Significant Significant prices in active Significant Significant

markets for observable unobservable markets for observable unobservable

December 31 2009 identical assets
inputs inputs

identical assets inputs inputs

in millions Level Level Level Total Level Level Level Total

Cash and cash equivalents 71 71 27 27

Equity
securitiesa 2772 14 2786 493 75 568

Common/collective trust fundsb 2478 2478 23 185 208

Limited partnershipsc 912 1697 2609

Corporate debt securitiesd 941 941 685 685

U.S federal state local and non-U.S

government debt securities 406 406 841 841

Mortgage-backed securitiese 169 54 223

Derivative receivablesf 90 90

Other 348 115 334 797 18 89 13 120

Total assets at fair value 3360 5010 2031 10401g 561 1880 13 2454g

Derivative
payables 76 76 30 30

Total liabilities at fair value 76 76h 30 30

This class is generally invested in 84% large cap
funds and 16% small/mid

cap
funds

This class generally includes commingled funds that are issued for investment by qualified pension plans They primarily include 39% short-term investment funds 24%

equity index and 15% international investments

This class includes U.S and non-U.S assets which are invested as follows 59% in hedge funds 34% in private equity funds and 7% in real estate funds

This class includes debt securities of U.S and non-U.S corporations

This class is generally invested in 72% debt securities issued by U.S government agencies

Qlhis class primarily includes 80% foreign exchange contracts and 16% equity warrants

Excludes receivables for investments sold and dividends and interest receivables of $82 million and $8 million for U.S and non-U.S respectively

Excludes payables for investments purchased of $177 million and other liabilities of $12 million

The Firms OPEB plan is funded with COLI
policies

of $1.3 billion which are classified in level of the valuation hierarchy

Changes in level fair value measurements using significant unobservable inputs

Estimated future benefit payments

Transfers into and/or

out of

level

The following table presents benefit payments expected to be paid which include the effect of expected future service for the years indicated

The OPEB medical and life insurance payments are net of expected retiree contributions

U.S Non-U.S

Year ended December 31 defined benefit defined benefit OPEB before Medicare

in millions pension plans pension plans Medicare Part subsidy Part subsidy

2010 974 90 103 10

2011 979 83 103 11

2012 576 93 101 12

2013 579 100 99 13

2014 584 103 97 14

Years 20152019 2939 627 443 66

Total realized/

Fair value unrealized

January 2009 ains/lossesa

Purchases sales

and settlements

Fair value

December 31

2009

U.S defined benefit
pension plans

Limited partnerships 1537 171 15 1697

Other 315 19 334

Total U.S plans 1852 23 171 15 2031

Non-U.S defined benefit pension plans

Other 14 13

Total non-U.S plans 14 13

OPEB plans

COLI 1126 172 29 1269

Total OPEB plans 1126 172 29 1269

Total realized unrealized gains/losses is the change in unrealized gains or losses relating to assets held at December 31 2009
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Notes to consolidated financial statements

Note Employee stock-based incentives

Employee stock-based awards

In 2009 2008 and 2007 JPMorgan Chase granted long-term

stock-based awards to certain key employees under the 2005 Long-

Term Incentive Plan the 2005 Plan The 2005 Plan plus prior

Firm plans and plans assumed as the result of acquisitions consti

tute the Firms stock-based incentive plans collectively LTI Plan

The 2005 Plan became efftive on May 17 2005 and was

amended in May 2008 Under the terms of the amended 2005

plan as of December 31 2009 199 million shares of common

stock are available for issuance through May 2013 The amended

2005 Plan is the only active plan under which the Firm is currently

granting stock-based incentive awards

Restricted stock units RSUs are awarded at no cost to the recipi

ent upon their grant RSUs are generally granted annually and gener

ally vest at rate of 50% after two years and 50% after three years

and convert into shares of common stock at the vesting date In

addition RSUs typically
include full-career

eligibility provisions which

allow employees to continue to vest upon voluntary termination

subject to post-employment and other restrictions based on age or

service-related requirements All of these awards are subject to

forfeiture until the vesting date An RSU entitles the recipient to

receive cash payments equivalent to any dividends paid on the under

lying common stock during the period the RSU is outstanding and as

such are considered participating securities as discussed in Note 25

on page 232 of this Annual Report

Under the LTI Plan stock options and stock appreciation rights

SARs have been granted with an exercise price equal to the fair

value of JPMorgan Chases common stock on the grant date The

Firm typically awards SARs to certain key employees once per year

and it also periodically grants discretionary stock-based incentive

awards to individual employees primarily in the form of both

employee stock options and SARs The 2009 2008 and 2007

grants of SARs to key employees vest ratably over years i.e

20% per year and do not include any full-career eligibility provi

sions These awards generally expire 10 years after the grant date

The Firm separately recognizes compensation expense for each

tranche of each award as if it were separate award with its own

vesting date Generally for each tranche granted compensation

expense is recognized on straight-line basis from the grant date

until the vesting date of the respective tranche provided that the

employees will not become full-career eligible during the vesting

period For awards with full-career eligibility provisions the Firm

accrues the estimated value of awards expected to be awarded to

employees who will be retirement-eligible as of the grant date

without giving consideration to the impact of post-employment

restrictions For each tranche granted to employees who will be

come full-career eligible during the vesting period compensation

expenseis recognized on straight-line basis from the grant date

until the earlier of the employees full-career eligibility date or the

vesting date of the respective tranche

The Firms
policy

for
issuing

shares upon settlement of employee

stock-based incentive awards is to issue either new shares of com

mon stock or treasury shares During 2009 2008 and 2007 the

Firm settled all of its employee stock-based awards by issuing

treasury shares

In January 2008 the Firm awarded to its Chairman and Chief

Executive Officer up to million SARs The terms of this award are

distinct from and more restrictive than other equity grants regu

larly
awarded by the Firm The SARs which have 10-year term

will become exercisable no earlier than January 22 2013 and have

an exercise price
of $39.83 The number of SARs that will become

exercisable ranging from none to the full million and their

exercise date or dates may be determined by the Board of Directors

based on an annual assessment of the performance of both the

CEO and JPMorgan Chase The Firm recognizes this award ratably

over an assumed
five-year

service period subject to requirement

to recognize changes in the fair value of the award through the

grant date The Firm recognized $9 million and $1 million in com

pensation expense in 2009 and 2008 respectively for this award

In connection with the Bear Stearns merger 46 million Bear Stearns

employee stock awards principally RSUs capital appreciation plan

units and stock options were exchanged for equivalent JPMorgan

Chase awards using the merger exchange ratio of 0.21753 The fair

value of these employee stock awards was included in the Bear

Stearns purchase price since substantially
all of the awards were

fully vested immediately after the merger date under provisions that

provided for accelerated vesting upon change of control of Bear

Stearns However Bear Stearns vested employee stock options had

no impact on the purchase price since the employee stock options

were significantly out of the money at the merger date the fair

value of these awards was equal to zero upon
their conversion into

JPMorgan Chase options

The Firm also exchanged million shares of its common stock for

27 million shares of Bear Stearns common stock held in an irrevoca

ble grantor trust the RSU Trust using the merger exchange ratio

of 0.21 753 The RSU Trust was established to hold common stock

underlying awards granted to selected employees and key executives

under certain Bear Stearns employee stock plans The RSU Trust was

consolidated on JPMorgan Chases Consolidated Balance Sheets as of

June 30 2008 and the shares held in the RSU Trust were recorded in

Shares held in RSU Trust which reduced stockholders equity

similar to the treatment for treasury stock related obligation to

issue stock under these employee stock plans is reported in capital

surplus The issuance of shares held in the RSU Trust to employees

has no effect on the Firms total stockholders equity net income or

earnings per share Shares held in the RSU Trust were distributed in

2008 and 2009 with majority of the shares in the RSU Trust dis

tributed through December 2009 There were million shares in the

RSU Trust as of December 31 2009 The remaining shares are ex

pected to be distributed over the next three years
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RSU activity

Compensation expense for RSUs is measured based on the number of shares granted multiplied by the stock
price at the grant date and is recog

nized in income as previously described The following table summarizes JPMorgan Chases RSU
activity

for 2009

Year ended December 31 2009 Weighted-average

in thousands except weighted average data Number of shares
grant

date fair value

Outstanding January 148044 42.53

Granted 131145 19.68

Vested 49822 43.34

Forfeited 8102 29.58

Outstanding December31 221265 29.32

The total fair value of shares that vested during the years ended December31 2009 2008 and 2007 was $1.3 billion $1.6 billion and

$1.5 billion respectively

Employee stock option and SARs activity

Compensation expense which is measured at the grant date as the fair value of employee stock Options and SARs is recognized in net income

as described above

The following table summarizes JPMorgan Chases employee stock option and SARs activity for the year ended December 31 2009 including

awards granted to key employees and awards granted in
prior years under broad-based plans

Year ended December 31 2009 Number of Weighted-average Weighted-average remaining Aggregate

in thousands except weighted-average data options/SARs exercise price contractual life in years intrinsic value

Outstanding January 283369 47.21

Granted 24821 20.83

Exercised 17406 30.81

Forfeited 1913 39.85

Canceled 22303 47.88

Outstanding December31 266568 45.83 3.4 1311897

Exercisable December31 214443 48.94 2.2 765276

The weighted-average grant date per share fair value of stock

options and SARs granted during the years ended December 31

2009 2008 and 2007 was $8.24 $10.36 and $13.38 respec

tively The total intrinsic value of options exercised during the years

ended December 31 2009 2008 and 2007 was $154 million

$391 million and $937 million respectively

Compensation expense

The Firm recognized noncash compensation expense related to its

various employee stock-based incentive awards of $3.4 billion

$2.6 billion and $2.0 billion for the years ended December 31

2009 2008 and 2007 respectively in its Consolidated Statements

of Income These amounts included an accrual for the estimated

cost of stock awards to be granted to full-career eligible employees

of $845 million $409 million and $500 million for the years ended

December 31 2009 2008 and 2007 respectively At December

31 2009 approximately $1.6 billion pretax of compensation cost

related to unvested awards had not yet been charged to net in

come That cost is expected to be amortized into compensation

expense over weighted-average period of 1.2 years The Firm

does not capitalize any compensation cost related to share-based

compensation awards to employees

Cash flows and tax benefits

Income tax benefits related to stock-based incentive arrangements

recognized in the Firms Consolidated Statements of Income for

the years ended December 31 2009 2008 and 2007 were $1.3

billion $1.1 billion and $810 million respectively

The following table sets forth the cash received from the exercise

of stock options under all stock-based incentive arrangements and

the actual income tax benefit realized related to tax deductions

from the exercise of the stock options

Year ended December 31 in millions 2009 2008 2007

Cash received for
options

exercised 437 $1026 $2023

Tax benefit realized 11 72 238

In June 2007 the FASB ratified guidance which requires that

realized tax benefits from dividends or dividend equivalents paid

on equity-classified share-based payment awards that are

charged to retained earnings be recorded as an increase to

additional paid-in capital
and included in the pool of excess tax

benefits available to absorb tax deficiencies on share-based

payment awards Prior to the issuance of this guidance the Firm

did not include these tax benefits as part of this pool of excess

tax benefits The Firm adopted this guidance on January 2008

and it did not have an impact on the Firms Consolidated Bal

ance Sheets or results of operations
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Valuation assumptions

Year ended December 31

Weighted-average annualized

valuation assumptions

Risk-free interest rate

Expected dividend yield

Expected common stock price volatility

Exoected life in years

2009

Bear Washington

Stearns Mutual

2008

Bear Washington

Stearns Mutual

The following table presents the assumptions used to value em

ployee stock options and SARs granted during the years ended

December 31 2009 2008 and 2007 under the Black-Scholes

valuation model

2009 2008 2007

The expected volatility assumption is derived from the implied

volatility
of JPMorgan Chases publicly traded stock options The

expected life assumption is an estimate of the length of time

that an employee might hold an option or SAR before it is exer

cised or canceled and the assumption is based on the Firms

historic experience

2.33%

3.40

56

6.6

3.90% 4.78%

3.57 3.18

34 33

6.8 6.8

In 2009 the expected dividend yield was determined using historical

dividend yields

Note 10 Noninterest expense
The following table presents the components of noninterest expense

Year ended December 31 in millions 2009 2008 2007

Compensation expense 26928 22746 22689

Noncompensation expense

Occupancy expense 3666 3038 2608

Technology communications and equipment expense 4624 4315 3779

Professional and outside services 6232 6053 5140

Marketing 1777 1913 2070

Other expenseab 7594 3740 3814

Amortization of
intangibles 1050 1263 1394

Total noncomperrsation expense 24943 20322 18805

Merger costs 481 432 209

Total noninterest expense 52352 43500 41703

Includes $675 million FDIC special assessment in 2009

Included foreclosed property expense of $1.4 billion $213 million and $56 million for 2009 2008 and 2007 respectively For additional information regarding fore

closed property see Note 13 on pages 200204 of this Annual Report

Merger costs

Costs associated with the Bear Stearns merger and the Washington Mutual transaction in 2008 the 2004 merger with Bank One Corporation

and The Bank of New York Inc The Bank of New York transaction in 2006 are reflected in the merger costs caption of the Consolidated

Statements of Income For further discussion of the Bear Stearns merger and the Washington Mutual transaction see Note on pages 151

156 of this Annual Report summary of merger-related costs is shown in the following table

Year ended December 31 in millions
Total Total 2007b

Expense category

Compensation $256 $247 $181 $113 $294 19
Occupancy 15 12 42 42 17

Technology and communications and other 38 184 222 85 11 96 188

The Bank of New York transaction 23

Totala $26 $455 $481 $308 $124 $432 $209

With the exception of occupancy- and technology-related write-offs all of the costs in the table required the
expenditure

of cash

The 2007
activity

reflects the 2004
merger

with Bank One corporation and the transaction with The Bank of New York

The table below shows changes in the merger reserve balance related to costs associated with the above transactions

2009 2008

Bear Washington Bear Washington

Year ended December 31 in millions Stearns Mutual Total Stearns Mutual Total 2007a

Merger reserve balance beginning of period 327 $441 768 $155

Recorded as merger costs 26 455 481 308 124 432 186

Recordedasgoodwill 1112 435 1547 60
Utilization of merger reserve 316 839 1155 1093 118 1211 281

Merger reserve balance end of period 32 57 89 327 441 768 _b
The 2007

activity
reflects the 2004

merger
with Bank One corporation

Excludes $10 million at December 31 2007 related to the Bank of New York transaction
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Note 11 Securities

Securities are classified as AFS held-to-maturity HIM or trad

ing Trading securities are discussed in Note on pages 156173

of this Annual Report Securities are classified
primarily as AFS

when used to manage the Firms exposure to interest rate move

ments as well as to make
strategic longer-term investments AFS

securities are carried at fair value on the Consolidated Balance

Sheets Unrealized gains and losses after any applicable hedge

accounting adjustments are reported as net increases or decreases

to accumulated other comprehensive income/Ioss The specific

identification method is used to determine realized gains and losses

on AFS securities which are included in securities gains/losses on

the Consolidated Statements of Income Securities that the Firm has

the positive intent and
ability

to hold to maturity are classified as

HTM and are carried at amortized cost on the Consolidated Balance

Sheets The Firm has not classified new purchases of securities as

HTM for the past several years

The following table presents realized gains and losses from AFS

securities

Year ended December 31

in millions 2009 2008 2007

Realized gains 2268 1890 667

Realized losses 580 254 503

Net reallzed gains4 1688 1636 164

Credit losses included in securities

gainsb 578 76
Net securities gains 1110 1560 164

Proceeds from securities sold were within approximately 3% of amortized cost in

2009 and approximately 2% of amortized cost in 2008 and 2007

Includes
other-than-temporary impairment losses recognized in income on

certain prime and
subprime mortgage-backed securities and obligations of U.S

states and municipalities

The amortized costs and estimated fair values of AFS and HTM securities were as follows for the dates indicated

December 31 in millions

Available-for-sale debt securities

Mortgage-backed securitiesa

u.s government agenciesb 166094 2412 608 167898 115198 2414 227 117385
Residential

Prime and Alt-A 5234 96 807d 4523 8826 1935 6895
Subprime 17 17 213 19 194

Non-U.S 10003 320 65 10258 2233 24 182 2075
Commercial 4521 132 63 4623 684 3939
Total mortgage-backed securities 185869 2960 1543 187286 131093 2442 3047 130488

U.S Treasury and government

agenciesb 30044 88 135 29997 10402 52 97 10357
Obligations

of U.S states and

municipalities 6270 292 25 6537 3479 94 238 3335
Certificates of

deposit 2649 2650 7226 64 17282
Non-U.S government debt securities 24320 234 51 24503 8173 173 8344
Corporate debt securities 61226 812 30 62008 9358 257 61 9554
Asset-backed securitiesa

Credit card receivables 25266 502 26 25742 13651 2268 11391

Collateralized debt and loan

obligations 12172 413 436 12149 11847 168 820 11195
Other 6719 129 54 6794 1026 135 895

Total available-for-sale debt

securities 354535 5431 2300dl 357666 206255 3262 6676 202841
Available-for-sale equity securities 2518 185 2699 3073 3068

Total available-for-sale securities 357053 5616 2304d 360365 209328 3264 6683 205909

Total held-to-maturity securitiesc 25 27 34 35

Prior periods have been revised to conform to the current presentation

Includes total U.S
government-sponsored enterprise obligations with fair values of $1S3.0 billion and $120.1 billion at December31 2009 and 2008 respectively

which were predominantly mortgage-related

Consists primarily of mortgage-backed securities issued by U.S
government-sponsored enterprises

dl Includes total of $368 million before tax of unrealized losses related to prime mortgage-backed securities reported in accumulated comprehensive income not related

to credit on debt securities for which credit losses have been recognized in income

Gross Gross

Amortized unrealized unrealized

cost qains losses

2008

Gross

Fair Amortized unrealized

value cost gains

Gross

unrealized

losses

Fair

value
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Securities impairment

The following table presents the fair value and gross unrealized losses for AFS securities by aging category at December31

Securities with
gross

unrealized losses

Less than 12 months

Gross

unrealized

Fair value losses

12 months or more

Gross

unrealized

Fair value losses

Total
gross

Total fair unrealized

value lossesDecember 31 2009 in millions

Available-for-sale debt securities

Mortgage-backed securities

U.S government agencies 43235 603 644 43879 608

Residential

Prime and Alt-A 183 27 3032 780 3215 807

Subprime

Non-U.S 391 1773 64 2164 65

Commercial 679 34 229 29 908 63

Total mortgage-backed securities 44488 665 5678 878 50166 1543

U.S
Treasury

and government agencies 8433 135 8433 135

Obligations of U.S states and municipalities 472 11 389 14 861 25

Certificates of
deposit

Non-U.S government debt securities 2471 46 835 3306 51

Corporate debt securities 1831 12 4634 18 6465 30

Asset-backed securities

Credit card receivables 745 26 745 26

Collateralized debt and loan obligations 42 7883 435 7925 436

Other 767 1767 46 2534 54

Total available-for-sale debt securities 58504 878 21931 1422 80435 2300

Available-for-sale equity securities

Total securities with gross unrealized losses 58505 879 21934 1425 8439 2304

Securities with gross unrealized losses

Less than 12 months months or more

Gross Gross Total
gross

unrealized unrealized Total fair unrealized

December 31 2008 in millions Fair value losses Fair value losses value losses

Available-for-sale debt securities

Mortgage-backed securitiesa

U.S government agencies 6016 224 469 6485 227

Residential

Prime and Alt-A 6254 1838 333 97 6587 1935

Subprime 151 19 151 19

Non-U.S 1908 182 1908 182

Commercial 3939 684 3939 684

Total mortgage-backed securities 18117 2928 953 119 19070 3047

U.S
Treasury

and government agenciesa 7659 97 7659 97

Obligations
of U.S states and

municipalities 1129 232 16 1145 238

Certificates of deposit 382 382

Non-U.S government debt securities 308 74 382

Corporate debt securities 558 54 30 588 61

Asset-backed securitiesa

Credit card receivables
10267 1964 472 304 10739 2268

Collateralized debt and loan obligations 9059 820 9059 820

Other
813 134 17 830 135

Total available-for-sale debt securities 48292 6238 1562 438 49854 6676

Available-for-saleequitysecurities 19 19

Total securities with gross unrealized losses $48311 6245 $1562 438 49873 6683

Prior
periods

have been revised to conform to the current presentation
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Other-than-temporary impairment

In
April 2009 the FASB amended the other-than-temporary im

pairment OTTI model for debt securities The impairment model

for equity securities was not affected Under the new guidance

OTTI losses must be recognized in earnings if an investor has the

intent to sell the debt security or if it is more likely than not that

the investor will be required to sell the debt security before recovery

of its amortized cost basis However even if an investor does not

expect to sell debt security it must evaluate expected cash flows

to be received and determine if credit loss exists In the event of

credit loss only the amount of impairment associated with the

credit loss is recognized in income Amounts relating to factors

other than credit losses are recorded in ad The guidance also

requires additional disclosures regarding the calculation of credit

losses as well as factors considered in reaching conclusion that

an investment is not other-than-temporarily impaired JPMorgan

Chase early adopted the new guidance effective for the period

ending March 31 2009 The Firm did not record transition ad

justment for securities held at March 31 2009 which were previ

ously considered other-than-temporarily impaired as the Firm

intended to sell the securities for which it had previously recognized

other-than-temporary impairments

AFS securities in unrealized loss positions are analyzed as part of

the Firms ongoing assessment of OTTI When the Firm intends to

sell AFS securities it recognizes an impairment loss equal to the full

difference between the amortized cost basis and the fair value of

those securities

When the Firm does not intend to sell AFS equity or debt securities

in an unrealized loss position potential OTTI is considered using

variety of factors including the length of time and extent to which

the market value has been less than cost adverse conditions spe

cifically related to the industry geographic area or financial condi

tion of the issuer or underlying collateral of security payment

structure of the security changes to the rating of the security by

rating agency the volatility of the fair value changes and changes

in fair value of the security after the balance sheet date For debt

securities the Firm estimates cash flows over the remaining lives of

the underlying collateral to assess whether credit losses exist and

where applicable for purchased or retained beneficial interests in

securitized assets to determine if any adverse changes in cash

flows have occurred The Firms cash flow estimates take into

account expectations of relevant market and economic data as of

the end of the reporting period including for example for securi

ties issued in securitization underlying loan-level data and

structural features of the securitization such as subordination

excess spread overcollateralization or other forms of credit en

hancement The Firm compares the losses projected for the underly

ing
collateral pool losses against the level of credit

enhancement in the securitization structure to determine whether

these features are sufficient to absorb the pool losses or whether

credit loss on the AFS debt
security exists The Firm also performs

other analyses to support its cash flow projections such as first-loss

analyses or stress scenarios For debt securities the Firm considers

decline in fair value to be other-than-temporary when the Firm

does not expect to recover the entire amortized cost basis of the

security The Firm also considers an OTTI to have occurred when

there is an adverse change in cash flows to beneficial interests in

securitizations that are rated below AA at acquisition or that

can be contractually prepaid or otherwise settled in such way that

the Firm would not recover substantially
all of its recorded invest

ment For equity securities the Firm considers the above factors as

well as the Firms intent and
ability to retain its investment for

period of time sufficient to allow for any anticipated recovery in

market value and whether evidence exists to support realizable

value equal to or greater than the carrying value The Firm consid

ers decline in fair value of AFS equity securities to be other-than-

temporary if it is probable that the Firm will not recover its amor

tized cost basis

The following table presents credit losses that are included in the

securities gains and losses table above

Year ended December 31 in millions 2009

Debt securities the Firm does not intend to sell that

have credit losses

Total lossesa 946
Losses recorded in/reclassified from other comprehensive

income 368

Credit losses recognized in incomebc 578

For initial other-than-temporary impairments represents
the excess of the

amortized cost over the fair value of AFS debt securities For subsequent im

pairments of the same security represents additional declines in fair value

subsequent to the
previously

recorded
other-than-temporary impairments

if applicable

Represents the credit loss component of certain prime and subprime mort

gage-backed securities and
obligations of U.S states and municipalities that

the Firm does not intend to sell Subsequent credit losses may be recorded

on securities without corresponding furiherdecline in fair value if there has

been decline in expected cash flows

Excluded from this table are OITI losses of $7 million that were recognized

in income in 2009 related to subprime mortgage-backed debt securities the

Firm intended to sell These securities were sold in 2009 resulting in the

recognition of
recovery

of $1 million

Changes in the credit loss component of credit-impaired

debt securities

The following table presents rollforward of the credit loss compo

nent of OTTI losses that were recognized in income in 2009 related

to debt securities that the Firm does not intend to sell

Year ended December 31 in millions 2009

Balance beginning of period

Additions

Newly credit-impaired securities 578

Increase in losses on previously credit-impaired

securities reclassified from other comprehensive income

Balance end of period 578

During 2009 the Firm continued to increase the size of its AFS

securities portfolio Unrealized losses have decreased since Decem

ber 31 2008 due primarily to overall market spread and market

liquidity improvements which resulted in increased
pricing across

asset classes As of December 31 2009 the Firm does not intend

to sell the securities with loss position in AOCI and it is not
likely

that the Firm will be required to sell these securities before recovery

of their amortized cost basis Except for the securities reported in

the table above for which credit losses have been recognized in
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income the Firm believes that the securities with an unrealized loss

in AOCI are not other-than-temporarily impaired as of December

31 2009

Following is description of the Firms primary security investments

and the key assumptions used in its estimate of the present value of

the cash flows most likely to be collected from these investments

Mortgage-backed securities 11.5 government agendes

As of December 31 2009 gross unrealized losses on mortgage-

backed securities related to U.S agencies were $608 million of

which $5 million related to securities that have been in an unreal

ized loss position for longer than 12 months These mortgage-

backed securities do not have any credit losses given the explicit

and implicit guarantees provided by the U.S federal government

Mortgage-ba cked securities Prime andA/t-A nonagency

As of December 31 2009 gross unrealized losses related to prime

and Alt-A residential mortgage-backed securities issued by private

issuers were $807 million of which $780 million related to securities

that have been in an unrealized loss position for longer than 12

months Overall losses have decreased since December 31 2008 due

to increased market stabilization resulting from increased demand for

higher-yielding asset classes and new U.S government programs

Approximately one-third of these positions by amortized cost are

currently rated AAA The remaining two-thirds have experienced

downgrades since purchase and approximately half of the positions

are currently rated below investment-grade In analyzing prime and

Alt-A residential mortgage-backed securities for potential credit

losses the Firm utilizes methodology that focuses on loan-level

detail to estimate future cash flows which are then applied to the

various tranches of issued securities based on their respective contrac

tual provisions of the securitization trust The loan-level analysis

considers prepayment home price default rate and loss severity

assumptions Given this level of granularity the underlying assump

tions vary significantly taking into consideration such factors as the

financial condition of the borrower loan to value ratio loan type and

geographical location of the underlying property The weighted

average underlying default rate on the positions was 19% and the

related weighted average loss severity was 51% Based on this

analysis the Firm has recognized $138 million of OTTI losses in

earnings in 2009 related to securities that have experienced in

creased delinquency rates associated to specific collateral types and

origination dates The unrealized loss of $807 million on the remain

ing securities is considered temporary based on managements

assessment that the credit enhancement levels for those securities

remain sufficient to support the Firms investment

Mortgage -backed securities Commercizl

As of December 31 2009 gross unrealized losses related to com

mercial mortgage-backed securities were $63 million of which $29

million related to securities that have been in an unrealized loss

position
for longer than months The Firms commercial mort

gage-backed securities are rated AA.A AA and BBB
and possess on average 29% subordination form of credit

enhancement for the benefit of senior securities expressed here as

the percentage of pooi losses that can occur before senior asset-

backed security will incur its first dollar of
principal loss In consid

ering whether potential credit-related losses exist the Firm con

ducted scenario analysis using high levels of delinquencies and

losses over the near term followed by lower levels over the longer

term Specific assumptions included default of all loans more

than 60 days delinquent ii additional default rates for the remain

ing portfolio forecasted to be up to 8% in the near term and 2% in

the longer term and iii loss
severity assumptions ranging from

45% in the near term to 40% in later years

Asset-backedsecurilies Credit card receivables

As of December 31 2009 gross unrealized losses related to credit

card receivables asset-backed securities were $26 million which

relate to securities that were in an unrealized loss position for

longer than 12 months One of the key metrics the Firm reviews for

credit cardrelated asset-backed securities is each trusts excess

spread which is the credit enhancement
resulting

from cash that

remains each month after payments are made to investors for

principal and interest and to servicers for
servicing fees and after

credit losses are allocated The average excess spread for the

issuing trusts in which the Firm holds interests ranges from 3.8% to

13.8% with weighted average of 6.9%

Asset-ba cked securities Collateralized debt and loan ob//gations

As of December 31 2009 gross unrealized losses related to collat

eralized debt and loan obligations were $436 million of which

$435 million related to securities that were in an unrealized loss

position for longer than 12 months Overall losses have decreased

since December 31 2008 mainly as result of lower default

forecasts and spread tightening across various asset classes

Substantially all of these securities are rated AAA and AA and

have an average credit enhancement of 29%.Credit enhancement

in CLOs is
primarily

in the form of overcollateralization which is the

excess of the par amount of collateral over the par amount of

securities The key assumptions considered in analyzing potential

credit losses were underlying loan and debt
security

defaults and

loss severity Based on current default trends the Firm assumed

collateral default rates of 5% for 2009 and thereafter Further loss

seventies were assumed to be 50% for loans and 80% for debt

securities Losses on collateral were estimated to occur approxi

mately 18 months after default
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Due after one

Due in one year through

year or less five years

2009

Due after five

years through

10 years

3.40%

Due after

10 yearsC

321

335

5.17%

Total

6707

6804

4.75%

178840

180146

4.54%

23985

24044

2.34%

307

307

0.34%

14

14

0.25%

$185869

187286

4.54%

5527

5423

3.34%

225

223

5.38%

249

260

4.80%

Contractual maturities and yields

The following table presents the amortized cost and estimated fair value at December 31 2009 of JPMorgan Chases AFS and HTM securities

by contractual maturity

By remaining maturity

December 31 in millions

Available-for-sale debt securities

Mortgage-backed securitiesb

Amortized cost

Fair value

Average yielda

U.S
Treasury

and government agenciesb

Amortized cost

Fair value

Average yielda

Obligations of U.S states and
municipalities

Amortized cost

Fair value

Average yielda

Certificates of deposit

Amortized cost

Fair value

Average yielda

Non-U.S government debt securities

Amortized cost

Fair value

Average yielda

Corporate debt securities

Amortized cost

Fair value

Average yielda

Asset-backed securities

Amortized cost

Fair value

Average yielda

Total available-for-sale debt securities

Amortized cost 34217 98831 24842 196645 354535
Fair value 34392 99985 25033 198256 357666

Average yida 1.72% 2.17% 3.05% 4.36% 3.40%

30044

29997

253%

353

364

5.13%

2649

2650

3.12%

5654

5899

4.75%

6270

6537

4.75%

$10726

10732

0.95%

12830

12994

2.13%

2649

2650

616

627

3.21%

6694

6786

1.78%

3.1-2%

148

l50

1.71%

53081

53706

2.15%

24320

24503

1.64%

1253

1308

5.88%

$13826

13902

2.04%

8365

8646

1.70%

198

208

6.15%

61226

62008

2.19%

$10386

10507

1.38%

11580

11630

1.43%

Available-for-sale equity securities

Amortized cost

Fair value

Average yielda

Total available-for-sale securities

Amortized cost

Fair value

44157

44685

1.66%

$34217

34392

1.72%

2518 2518

2699 2699

0.42% 0.42%

Total held-to-maturity securities

Amortized cost

Fair value

Average yielda

98831

99985

2.17%Average yielda

$24842

25033

3.05%

$199163

200955

4.31%

357053

360365

3.38%

6.96%

20

22

6.87% 6.49%

25

27

6.85%

Average yield was based on amortized cost balances at the end of the
period

and did not give effect to changes in fair value reflected in accumulated other

comprehensive income/loss Yields are derived by dividing interest/dividend income including the effect of related derivatives on available-for-sale securities

arid the amortization of premiums and accretion of discounts by total amortized cost
Taxable-equivalent yields are used where applicable

U.S government agencies
and U.S government-sponsored enterprises were the only issuers whose securities exceeded 10% of JPMorgan Chases total

stockholders
equity at December 31 2009

Includes securities with no stated maturity Substantially all of the Firms mortgage-backed securities and collateralized mortgage obligations are due in 10

years
or more based on contractual

maturity
The estimated duration which reflects

anticipated future prepayments based on consensus of dealers in the

market rs approximately five
years

for nonagency mortgage backed securities and three years for collateralized mortgage obligations
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Note 12 Securities financing activities

JPMorgan Chase enters into resale agreements repurchase agree

ments securities borrowed transactions and securities loaned

transactions primarily to finance the Firms inventory positions

acquire securities to cover short positions accommodate custom

ers financing needs and settle other securities obligations

Resale agreements and repurchase agreements are generally

treated as collateralized financing transactions carried on the

Consolidated Balance Sheets at the amounts at which the securities

will be subsequently sold or repurchased plus accrued interest On

January 2007 pursuant to the adoption of the fair value option

the Firm elected fair value measurement for certain resale and

repurchase agreements In 2008 the Firm elected fair value meas

urement for certain newly transacted securities borrowed and

securities lending agreements For further discussion of the fair

value option see Notes and 20 on pages 173175 and 227

respectively of this Annual Report The securities financing agree

ments for which the fair value option was elected are reported

within securities purchased under resale agreements securities

loaned or sold under repurchase agreements securities borrowed

and other borrowed funds on the Consolidated Balance Sheets

Generally for agreements carried at fair value current-period

interest accruals are recorded within interest income and interest

expense with changes in fair value reported in principal transac

tions revenue However for financial instruments containing em
beddedderivatives that would be separately accounted for in

accordance with FASB guidance for hybrid instruments all changes

in fair value including any interest elements are reported in princi

pal transactions revenue Where appropriate resale and repurchase

agreements with the same counterparty are reported on net

basis JPMorgan Chase takes possession of securities purchased

under resale agreements On daily basis JPMorgan Chase moni

tors the market value of the underlying collateral primarily U.S and

non-U.S government and agency securities that it has received

from its counterparties and requests additional collateral when

necessary

Transactions similar to financing activities that do not meet the

definition of repurchase agreement are accounted for as buys
and sells rather than financing transactions These transactions

are accounted for as purchase/sale of the underlying securities

with forward obligation to sell/purchase the securities The

forward purchase/sale obligation is derivative that is recorded

on the Consolidated Balance Sheets at fair value with changes in

fair value recorded in
principal transactions revenue

Securities borrowed and securities lent are recorded at the amount

of cash collateral advanced or received Securities borrowed consist

primarily
of government and equity securities JPMorgan Chase

monitors the market value of the securities borrowed and lent on

daily basis ahd calls for additional collateral when appropriate Fees

received or paid in connection with securities borrowed and lent are

recorded in interest income or interest expense

The following table details the components of collateralized financings

December 31 in millions 2009 2008

Securities purchased under resale agreemeritsa $195328 $200265

Securities borrowedb 119630 124000

Securities sold under
repurchase agreementsc 245692 $1 74456

Securities loaned 7835 6077

al includeoresale
agreements

of $20.5 biSon and $20.8 bilhon accounted for at fair

value at December 31 2009 and 2008 respectively

Includes securities borrowed of $7.0 billion and $3.4 billion accounted for at fair

value at December 31 2009 and 2008 respectively

Includes
repurchase agreements of $3.4 billion and $3.0 billion accounted for at

fair value at December 31 2009 and 2008 respectively

JPMorgan Chase pledges certain financial instruments it owns to

collateralize repurchase agreements and other securities financings

Pledged securities that can be sold or repledged by the secured

party are identified as financial instruments owned pledged to

various parties on the Consolidated Balance Sheets

At December 31 2009 the Firm received securities as collateral

that could be repledged delivered or otherwise used with fair

value of approximately $614.4 billion This collateral was generally

obtained under resale agreements securities borrowing agree

ments and customer margin loans Of these securities approxi

mately $392.9 billion were repledged delivered or otherwise used

generally as collateral under repurchase agreements securities

lending agreements or to cover short sales

Note 13 Loans

The accounting for loan may differ based on whether it is origi

nated or purchased and whether the loan is used in an investing or

trading strategy For purchased loans held-for-investment the

accounting also differs depending on whether loan is credit-

impaired at the date of acquisition Purchased loans with evidence

of credit deterioration since the origination date and for which it is

probable at acquisition that all contractually required payments

receivable will not be collected are considered to be credit-

impaired The measurement framework for loans in the Consoli

dated Financial Statements is one of the following

At the principal amount outstanding net of the allowance for

loan losses unearned income unamortized discounts and premi

ums and any net deferred loan fees or costs for loans held for

investment other than purchased credit-impaired loans

At the lower of cost or fair value with valuation changes re

corded in noninterest revenue for loans that are classified as

held-for-sale

At fair value with changes in fair value recorded in noninterest

revenue for loans classified as trading assets or risk managed on

fair value basis or

Purchased credit-impaired loans held-for-investment are initially

measured at fair value which includes estimated future credit

losses Accordingly an allowance for loan losses related to these

loans is not recorded at the
acquisition

date

See Note on pages 173175 of this Annual Report for further

information on the Firms elections of fair value accounting under
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the fair value option See Note and Note on pages 156173

and 173175 of this Annual Report for further information on

loans carried at fair value and classified as trading assets

For loans held-for-investment other than purchased credit-impaired

loans interest income is recognized using the interest method or on

basis approximating level rate of return over the term of the loan

Nonaccrual loans are those on which the accrual of interest has

been suspended Loans other than credit card loans certain con

sumer loans insured by U.S government agencies and purchased

credit-impaired loans which are discussed below areplaced on

nonaccrual status and considered nonperforming when full pay

ment of principal and interest is in doubt or when
principal or

interest is 90 days or more past due and collateral if any is insuffi

cient to coverprincipaI and interest Interest accrued but not col

lected at the date loan is placed on nonaccrual status is reversed

against interest income In addition the amortization of net de

ferred loan fees is suspended Interest income on nonaccrual loans

may
be recognized only to the extent it is received in cash How

ever where there is doubt regarding the ultimate
collectibility

of

loan principal cash receipts are applied to reduce the carrying

value of such loans i.e the cost recovery method Interest and

fees related to credit card idans continue to accrue until the loan is

charged off or paid in full

Loans may be returned to accrual status when repayment is rea

sonably assured and there has been demonstrated performance

under the terms of the loan or if applicable the terms of the

restructured loans

Wholesale and business banking loans which are risk-rated are

charged off to the allowance for loan losses when it is highly cer

tain that loss has been realized This determination includes many

factors including the prioritization of the Firms claim in bank

ruptcy expectations of the workout/restructuring of the loan and

valuation of the borrowers equity

Consumer loans other than business banking and purchased

credit-impaired loans are generally charged off to the allowance

for loan losses upon reaching specified stages of delinquency in

accordance with the Federal Financial Institutions Examination

Council policy For example credit card loans are charged off by the

end of the month in which the account becomes 180 days past due

or within 60 days from
receiving notification about specified

event e.g bankruptcy of the borrower which ever is earlier

Residential mortgage products are generally charged off to net

realizable value no later than 180 days past due Other consumer

products if collateralized are generally charged off to net realiz

able value at 120 days past due

In addition
any impaired loan that is determined to be collateral

dependent is charged off to an amount equal to the fair value of

the collateral less costs to sell Loans are identified as collateral

dependent when management believes that collateral is the sole

source of repayment

collateralized loan is reclassified to assets acquired in loan satis

factions within other assets at the lower of the recorded invest-

ment in the loan or the fair value of the collateral less estimated

costs to sell only when JPMorgan Chase has taken
physical posses

sion of the collateral regardless of whether formal foreclosure

proceedings have taken place

Loanswithin the held-for-investment portfolio that management

decides to sell are transferred to the held-for-sale portfolio Trans

fers to held-for-sale are recorded at the lower of cost or fair value

on the date of transfer Credit-related losses are charged off to the

allowance for loan losses and losses due to changes in interest

rates or exchange rates are recognized in noninterest revenue

Loans within the held-for-sale portfolio that management decides

to retain are transferred to the held-for-investment
portfolio at the

lower of cost or fair value These loans are subsequently assessed

for impairment based on the Firms allowance methodology For

further discussion of the methodologies used in establishing the

Firms allowance for loan losses see Note 14 on pages 204206 of

this Annual Report

The composition of the Firms aggregate loan
portfolio at each of the dates

indicated was as follows

December 31 in millions 2009 2008

U.S wholesale loans

Commercial and industrial 49103 70208

Real estate 54968 61888

Financial institutions 13372 20615
Government

agencies 5634 5918

Other 23383 23157

Loans held-for-sale and at fair value 2625 4990

Total U.S wholesale loans 149085 186776

Non-U.S wholesale loans

Commercial and industrial 19138 27977
Real estate 2227 2623

Financial institutions 11755 16381

Government agencies 1707 603

Other 18790 18719
LOans held-for-saleand at fair value 1473 8965

Total non-U.S wholesale loans 55090 75268

Total wholesale loans ab
Commercial and industrial 68241 98185

Real estateC 57195 64511

Financial institutions 25127 36996

Government
agencies 7341 6521

Other 42173 41876

Loans held-for-sale and at fair valued 4098 13955

Total wholesale loans 204175 262044

Consumer loanse

Home equity senior lienO 27376 29793

Home equityjunior Iieng 74049 84542

Prime mortgage 66892 72266

Subprime mortgage 12526 15330

Option ARMs 8536 9018

Auto loans 46031 42603

Credit cardhX1 78 786 104 746

Other 31700 33715

Loans held-for-salej 2142 2028

Total consumer loans excluding

purchased credit-impaired 348038 394041

Consumer loans purchased credit

impaired 81245 88813

Total consumer loans 429283 482854

Total loansk 633458 744898

JPMogan chase co./200g Annual
Report 201



Notes to consolidated financial statements

Includes Investment Bank Commercial
Banking Treasury Securities Services and

Asset Management

During the fourth
quarter

of 2009 certain
industry classifications were modified to

better reflect risk correlations and enhance the Firms management of industry risk

Prior
periods

have been rvised to reflect the current presentation

Represents credit extended for real estate-related purposes to borrowers who are

primarily in the real estate development or investment businesses and for which the

repayment is predominantly from the sale lease management operations or refinanc

ing of the property

Includes loans for commercial and industrial real estate financial institutions and

other of $3.1 billion $44 million $278 million and $715 million respectively at

December 31 2009 and $11.0 billion $428 million $1 .S billion and $995 million

respectively at December 31 2008

Includes Retail Financial Services Card Services and the Corporate/Private Equity

segment

Represents loans where
iPMorgan

Chase holds the first security interest on the

property

Represents loans where
JPMorgan Chase holds security interest that is subordinate

in rank to other liens

Includes billed finance charges and fees net of an allowance for uncollectible amounts

Ii Includes $1.0 billion of loans at December31 2009 held
by

the
Washington

Mutual Master Trust which were consolidated Onto the Firms balance sheet at fair

value during the second
quarter

of 2009 See Note 15 on pages 206213 of-this

Annual Report

Includes loans for prime mortgage and other largely student loans of $450 million

and $1.7 billion at December 31 2009 respectively and $206 million and $1.8 billion

at December 3t 2008 respectively

Loans other than purchased credit-impaired loans and those for which the fair value

option has been elected are presented net of unearned income unamortized dis

counts and premiums and net deferred loan costs of $1.4 billion and $2.0 billion at

December 31 2009 and 2008 respectively
Prior

periods
have beev revised to con

form to the current presentation

The following table reflects information about the Firms loan sales

Year ended December 31 in millions 2009 2008 2007

Net gains/osses on sales of loans

including lower of cost or fair value

adjustmentsa 439 2508 99

Excludes nales related to loans accounted for at fair value

Impaired loans

Impaired loans include the following

Risk-rated loans that have been placed on nonaccrual status

and/or that have been modified in troubled debt restructuring

Consumer loans that have been modified in troubled debt

restructuring

Impaired loans with an allowance

Wholesale 6216 2026

Consumerla 3978 2252

Total impaired loans with an allowance 10194 4278

Impaired loans-without an allowanceb

Wholesale 760 62

Corrsumera

Total impaired loans without art allowance 760 62

Total impaired loans 10954 4340

Allowance for impaired loans

Wholesale 2046 712

Consurnera 996 379

Total allowance for impaired loanscl 3042 1091

Year ended December 31 in millions 2009 2008 2007

Average balance of
impaired loans

Wholesale 4719 896 316

Consumera 3518 1211 317

Total average impaired loans 8237 2107 633

Interest income
recognized on impaired loans

Wholesale 15

Consumeral- 138 57

Total interest income recognized on

impaired loans 153 57

Excludes credit card loans

When the discounted cash flows collateral value or market price equals or exceeds

the carrying value of the loan then the loan does not require an allowance

The allowance for impaired loans is included in JPMorgan Chases allowance for loan

losses

As of December 31 2009 wholesale loans restructured in troubled

debt restructurings were approximately $1.1 billion

allowance for loan losses and the Firm would continue to report the

loan in the impaired loan table below

The tables below set forth information about the Firms impaired

loans excluding both purchased credit-impaired loans and modified

credit card loans which are separately discussed below

December 31 in millions 2009 2008

Loans with
insignificant delays or insignificant short falls in the

amount of payments expected to be collected are not considered to

be impaired

All impaired loans are evaluated for an asset-specific allowance as

described in NJote 14 on pages 204206 of this Annual Report

Both wholesale and consumer loans are deemed impaired upon

being contractually modified in troubled debt restructuring

Troubled debt
restructurings typically result from the Firms loss

mitigation activities and occur when JPMorgan Chase grants

concession to borrower who is experiencing financial difficulty in

order to minimize the Firms economic loss and to avoid foreclosure

or repossession of collateral Once restructured in troubled debt

restructuring loan is generally considered impaired until its

maturity regardless of whether the bOrrower performs under the

modified terms Although such loan
may be returned to accrual

status if the criteria set forth in the Firms accounting policy are

met the loan would continue to be evaluated for an asset-specific

During 2009 the Firm reviewed its residential realestate
portfolio

to identify homeowners most in need of assistance opened new

regional counseling centers hired additional loan counselors

introduced new financing alternatives proactively reached out to

borrowers to offer prequalified modifications and commenced

new process to independently review each loan before moving it

into the foreclosure process In addition during the first quarter of

20094he US Treasury introduced the Making-Home Affordable

MHA programs which are designed to
assist-eligible

home

owners in a-number of ways one of which is by modifying the

terms of their mortgages The Firm is
participating

in the MF-IA

programs while continuing to expand its other loss mitigation

efforts for
financially distressed borrowers who do not qualifyfor

the MHA
programs The MHA programs and the Firms other loss-

mitigation programs for financially troubled borrowers generally

represent various concessions such as term extensions rate reduc

tions and deferral of
principal payments that would have otherwise

been required under the terths bf the original agreement When the

Firm modifies home equity lines of credit in troubled debt restruc

turings future lending commitments related to the modified loans

are canceled as part of the terms of the modification Under all-of
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these programs borrowers must make at least three payments

under the revised contractual terms during atrial
.period

and be

successfully
re-underwritten with income verification before their

loan can be permanently modified Upon contractual modification

retained residential real estate loans other than purchased credit-

impaired loans are accounted for as troubled debt restructurings

Consumer loans with balances of approximately $3.1 billion and

$1.8 billion have been permanently modified and accounted for as

troubled debt
restructurings as of December 31 2009 and 2008

respectively Of these loans $966 million and $853 million were

classified as nonperforming at December 31 2009 and 2008

respectively

JPMorgan Chase has also modified the terms of credit card loan

agreements with borrowers who have experienced financial
difficulty

Such modifications may include reducing the interest rate on the card

and/or
placing

the customer on fixed payment plan not exceeding

60 months in all cases the Firm cancels the customers available line

of credit on the credit card If the cardholder does not comply with

the modified payment terms then the credit card loan agreement will

revert back to its
original payment terms with the amount of any

loan outstanding reflected in the appropriate delinquency bucket

The loan amount may then be charged-off in accordance with the

Firms standard charge-off policy Under these modification programs

$5.1 billion and $2.4 billion of on-balance sheet credit card loans

outstandings have been modified at December 31 2009 and 2008

respectively In accordance with the Firms methodology for determin

ing its consumer allowance for loan losses the Firm had already

recognized provision
for loan losses on these credit card loans

accordingly the modifications to these credit card loans had no incre

mental impact on the Firms allowance for loan losses

Purchased credit-impaired loans

In connection with the Washington N.1utual transaction JPMorgan

Chase acquired certain loans that it deemed to be credit-impaired

Wholesale loans with carrying amount of $135 million at Decem

ber 31 2009 down from $224 million at December 31 2008

were determined to be credit-impaired at the date of acquisition

These wholesale loans are being accounted for
individually not on

pooled basis and are reported as nonperforming loans since cash

flows for each individual loan are not reasonably estimable Such

loans are excluded from the remainder of the following discussion

which relates solely to purchased credit-impaired consumer loans

Purchased credit-impaired consumer loans were determined to be

credit-impaired based on specific risk characteristics of the loan

including product type loan-to-value ratios FICO scores and past

due status Purchasers are permitted to aggregate credit-impaired

loans acquired in the same fiscal quarter into one or more pools

provided that the loans have common risk characteristics pool is

then accounted for as single asset with single composite interest

rate and an aggregate expectation of cash flows With respect to the

Washington Mutual transaction all of the consumer loans were

aggregated into pools of loans with common risk characteristics

The table below sets forth information about these purchased

credit-impaired consumer loans at the acquisition date

in millions September 25 2008dl

Contractually required payments receivable

including interest $188958

Less Nonaccretable difference 59396

Cash flows expected to be collectedalb 129562

Less Accretable yieldbc 39454

Fair value of loans acquired 90108

Represents undiscounted principal and interest cash flows expected at acquisition

lbl During the first quarter of 2009 the Firm continued to refine its model to estimate

fature cash flows for its purchased credit-impaired consumer loans which resulted

in an adjustment of the initial estimate of cash flows expected to be collected

These refinements which
primarily

affected the amount of the undiscounted inter

est cash flows eupected to be received over the life of the loans resulted in $6.8

billion increase in the Firms initial estimates of cash flows expected to be collected

and the accretable yield

ci This amount is recognized into interest income over the estimated lives of the

underlying poois of loans

Id Date of the
Washington

Mutual transaction

The Firm determined the fair value of the purchased credit-impaired

consumer loans at the
acquisition date by discounting the cash

flows expected to be collected at market observable discount

rate when available adjusted for factors that market participant

would consider in determining fair value In determining the cash

flows expected to be collected management incorporated assump

tions regarding default rates loss seventies and the amounts and

timing of prepayments Contractually required payments receivable

represent the total undiscounted amount of all uncollected contrac

tual principal and interest payments both past due and due in the

future adjusted for the effect of estimated prepayments

The accretable yield represents the excess of cash flows expected to

be collected over the carrying value of the purchased credit-impaired

loans This amount is not reported on the Firms Consolidated Bal

ance She9ts but is accreted into interest income at level rate of

return over the expected lives of the underlying pools of loans For

variable rate loans expected future cash flows were initially based on

the rate in effect at acquisition expected future cash flows are recal

culated as rates change over the lives of the loans

The table below sets forth the accretable yield activity for these

loans for the years ended December 31 2009 and 2008

Accretable Yield Activity

in millions 2009 2008

Balance January 32619

Washington Mutual acquisitionla 39454

Accretion into interest income 4363 1292

Changes in interest rates on variable

rate loans 4849 5543

Other changes in expected cash flowsb 2137

Balance December 31 25544 32619

Accretable
yield percentage 5.14% 5.81%

During the first quarter of 2009 the Firm continued to refine its model to estimate

future cash flows for its purchased credit.impaired consumer loans which resulted

in an adjustment of the initial estimate of cash flows expected to be collected

These refinements which primarily affected the amount of undiscoanted interest

cash flows expected to be received over the life of the loans resulted ix $6.8

billion increase in the Firms initial estimate of cash flows expected to be collected

and the accretable
yield However on discounted basis these refinements did not

have material impact on the fair value of the purchased credit-impaired loans as

of the September 25 2008 acquisition date nor did they have material impact
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on the amount of irterest income recognized in the Firms Consolidated Statements

of Income since that date

Other
changes in expected cash flows include the net impact of

changes
in esti

mated prepayments and reclassifications to the nonaccretable difference

On quarterly basis the Firm updates the amount of loan principal

and interest cash flows expected to be collected incorporating

assumptions regarding default rates loss seventies the amounts

and timing of prepayments and other factors that are reflective of

current market conditions Probable decreases in expected loan

principal
cash flows

trigger
the recognition of impairment which is

then measured as the present value of the expected principal
loss

plus any related foregone interest cash flows discounted at the

pools effective interest rate Impairments that occur after the

acquisition
date are recognized through the provision and allow

ance for loan losses Probable and significant increases in expected

principal
cash flows would first reverse any previously recorded

allowance for loan losses any remaining increases are recognized

prospectively as interest income The impacts of prepayments ii

changes in variable interest rates and iU any other changes in the

timing of expected cash flows are recognized prospectively as

adjustments to interest income Disposals of loans which may

include sales of loans receipt of payments in full by the borrower

or foreclosure result in removal of the loan from the purchased

credit-impaired portfolio

If the timing and/or amounts of expected cash flows on these

purchased credit-impaired loans were determined not to be rea

sonably estimable no interest would be accreted and the loans

would be reported as nonperforming loans however since the

timing and amounts of expected cash flows for these purchased

credit-impaired loans are reasonably estimable interest is being

accreted and the loans are being reported as performing loans

Charge-offs are not recorded on purchased credit-impaired loans

until actual losses exceed the estimated losses that were recorded

as purchase accounting adjustments at
acquisition

date To date

no charge-offs have been recorded for these loans

Purchased credit-impaired loans acquired in the Washington Mu
tual transaction are reported in loans on the Firms Consolidated

Balance Sheets In 2009 an allowance for loan losses of $1.6

billion was recorded for the prime mortgage and option ARM pools

of loans The net aggregate carrying amount of the pools that have

an allowance for loan losses was $47.2 billion at December 31

2009 This allowance for loan losses is reported as reduction of

the carrying amount of the loans in the table below

The table below provides additional information about these pur

chased credit-impaired consumer loans

December 31 in millions 2009 2008

Outstanding balancea 103369 $118180

Carrying amount 79664 88813

Represents the sum of contractual principal interest and fees earned at the

reporting date

Purchased credit-impaired loans are also being modified under the

MHA programs and the Firms other loss mitigation programs For

these loans the impact of the modification is incorporated into the

Firms quarterly assessment of whether probable and/or signifi

cant change in estimated future cash flows has occurred and the

loans continue to be accounted for as and reported as purchased

credit-impaired loans

Foreclosed property

The Firm acquires property from borrowers through loan restructur

ings workouts and foreclosures which is recorded in other assets

on the Consolidated Balance Sheets Property acquired may include

real property e.g land buildings and fixtures and commercial

and personal property e.g aircraft railcars and ships Acquired

property is valued at fair value less costs to sell at acquisition Each

quarter the fair value of the acquired property is reviewed and

adjusted if necessary Any adjustments to fair value in the first 90

days are charged to the allowance for loan losses and thereafter

adjustmentsare charged/credited to noninterest revenueother

Operating expense such as real estate taxes and maintenance are

charged to other
expense

Note 14 Allowance for credit losses

The allowance for loan losses includes an asset-specific component

formula-based component and component related to purchased

credit-impaired loans

The asset-specific component relates to loans considered to be

impaired which includes any loans that have been modified in

troubled debt restructuring as well as risk-rated loans that have

been placed on nonaccrual status An asset-specific allowance for

impaired loans is established when the loans discounted cash

flows or when available the loans observable market price is

lower than the recorded investment in the loan To compute the

asset-specific component of the allowance larger loans are

evaluated individually while smaller loans are evaluated as pools

using historical loss experience for the respective class of assets

Risk-rated loans primarily wholesale loans are pooled by risk

rating while scored loans i.e consumer loans are pooled by

product type

The Firm generally measures the
asset-specific allowance as the

difference between the recorded investment in the loan and the

present value of the cash flows expected to be collected dis

counted at the loans
original effective interest rate Subsequent

changes in measured impairment due to the impact of discounting

are reported as an adjustment to the provision for loan losses not

as an adjustment to interest income An asset-specific allowance

for an impaired loan with an observable market price is measured

as the difference between the recorded investment in the loan and

the loans fair value

Certain impaired loans that are determined to be collateral-

dependent are charged-off to the fair value of the collateral less

costs to sell When collateral-dependent commercial real-estate

loans are determined to be impaired updated appraisals are typi

cally
obtained and updated every six to twelve months The Firm

also considers both borrower- and market-specific factors which
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may result in obtaining appraisal updates at more frequent intervals

or broker-price opinions in the interim

The formula-based component is based on statistical calcula

tion and covers performing risk-rated loans and consumer loans

except for loans restructured in troubled debt restructurings and

purchased credit-impaired loans See Note 13 on pages 203204

of this Annual Report for more information on purchased credit-

impaired loans

For risk-rated loans the statistical calculation is the product of an

estimated probability of default PD and an estimated loss given

default LGD These factors are differentiated by risk
rating

and

expected maturity In assessing the risk rating
of

particular loan

among the factors considered are the obligors debt capacity and

finahcial flexibility the level of the obligors earnings the amount

and sources for repayment the level and nature of contingencies

management strength and the industry and geography in which

the obligor operates These factors are based on an evaluation of

historical and current information and involve subjective assess

ment and interpretation Emphasizing one factor over another or

considering additional factors could impact the risk
rating assigned

by the Firm to that loan PD estimates are based on observable

external through-the-cycle data using credit-rating agency default

statistics LGD estimates are based on study of actual credit losses

over more than one credit cycle

For scored loans the statistical calculation is performed on pools of

loans with similar risk characteristicse.g product type and gen

erally computed as the product of actual outstandings an ex

pected-loss factor and an estimated-loss coverage period

Expected-loss factors are statistically derived and consider historical

factors such as loss frequency and severity In developing loss

frequency and severity assumptions the Firm considers known and

anticipated changes in the economic environment including

changes in housing prices unemployment rates and other risk

indicators nationally recognized home price index measure is

used to develop loss severity estimates on defaulted residential real

estate loans at the metropolitan statistical areas MSA level

These loss severity estimates are regularly
validated by actual losses

recognized on defaulted loans market-specific real estate apprais

als and property sales activity Real estate appraisals are updated

when the loan is charged-off annually thereafter and at the time

of the final foreclosure sale Forecasting methods are used to

estimate expected-loss factors including credit loss forecasting

models and vintage-based loss forecasting

The economic impact of potential
modifications of residential real

estate loans is not included in the formula-based allowance be

cause of the uncertainty regarding the level and results of such

modifications As discussed in Note 13 on pages 200204 of this

Annual Report modified residential real estate loans are generally

accounted for as troubled debt restructurings upon contractual

modification and are evaluated for an asset-specific allowance at

and subsequent to modification Assumptions regarding the loans

expected re-default rates are incorporated into the measurement of

the asset-specific allowance

Management applies judgment within an established framework to

adjust the results of applying the statistical calculation described

above For the risk-rated portfolios any adjustments made to the

statistical calculation are based on managements quantitativeand

qualitative
assessment of the

quality
of underwriting standards

relevant internal factors affecting the credit quality of the current

portfolio and external factors such as current macroeconomic and

political
conditions that have occurred but are not yet reflected in

the loss factors Factors related to unemployment housing prices

and both concentrated and deteriorating industries are also incor

porated into the calculation where relevant For the scored loan

portfolios adjustments to the statistical calculation are accom

plishd En part by analyzing the historical loss experience for each

major product segment The determination of the appropriate

adjustment is based on managements view of uncertainties that

relate to current macroeconomic and political conditions the qual

ity
of underwriting standards and other relevant internal and

external factors affecting the credit quality of the portfolio

Management establishes an asset-specific allowance for lending-

related commitments that are considered impaired and computes

formula-based allowance for performing wholesale lending-related

commitments These are computed using methodology similar to

that used for the wholesale loan portfolio modified for expected

maturities and
probabilities

of drawdown

Determining the appropriateness of the allowance is complex and

requires judgment by management about the effect of matters that

are inherently uncertain Subsequent evaluations of the loan portfo

lio in
light

of the factors then prevailing may result in significant

changes in the allowances for loan losses and lending related

commitments in future periods

At least quarterly the allowance for credit losses is reviewed by the

Chief Risk Officer the Chief Financial Officer and the Controller of

the Firm and discussed with the Risk Policy and Audit Committees

of the Board of Directors of the Firm As of December 31 2009

JPMorgan Chase deemed the allowance for credit losses to be

appropriate sufficient to absorb losses that are inherent in the

portfolio including those not yet identifiable
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The table below summarizes the changes in the allowance for

loan losses

Year ended December 31

in millions 2009 2008 2007

Allowance for loan losses at

January 23164 9234 7279
Cumulative effect of change in

accounting principlesa 56
Allowance for loan losses at

January adjusted 23164 9234 7223
Gross

charge-offs 24018 10764 5367

Gross/recoveries 1053 929 829
Net charge-offs 22965 9835 4538
Provision for loan losses

Provision
excluding accounting

conformity 31735 19660 6538
Provision for loan losses

accounting conformityb 1577

Total provision for loan losses 31735 21237 6538
Addition

resulting
from Washington

Mutual transaction 2535

Otherc 332 11

Allowance for loan losses at

December31 31602 23164 9234

Components

Assetspecificde 3042 1091 188

Formula-based 26979 22073 9046
Purchased

credit-impaired 1581

Total allowance for loan losses 31602 23164 9234

Reflects the effect of the adoption of the fair value
option at January 12007 For

further discussion of the fair value option see Note on pages 173-175 of this

Annual Report

Related to the Washington Mutual transaction in 2008

The 2009 amount predominantly represents reclassification related to the

issuance arid retention of securities from the Chase Issuance Trust See Note 15

on pages 206213 of this Annual Report The 2008 amount
represents foreign

exchange translation The 2007 amount includes assets acquired of $5 million and

$b million of foreign exchange translation

Relates to risk-rated loans that have been placed on nonaccrual status and loans

that have been modified in troubled debt restructuring

The asset-specific consumer allowance for loan losses includes troubled debt

restructuring reserves of $754 million and $258 million at December 31
2009 and 2008 respectively and none at December 31 2007 Prior period

amounts have been reclassified to conform to the current presentation

The table below summarizes the changes in the allowance for

lending-related commitments

Year ended December 31 in millions 2009 2008 2007

Allowance for lending-related commitments

at January 659 850 524

Provision for lending-related commitments

Provision
excluding accounting conformity 280 215 326

Provision for lending-related commitments

accounting conform itya 43
Total provision for

lending-related

commitments 280 258 326

Addition
resulting from Washington Mutual

transaction 66

Other

Allowance for lending-related

commitments at December 31 939 659 850

Components

Asset-specific 297 29 28

Formula-based 642 630 822

Total allowance for lending-related

commitments 939 659 850

Related to the Washington Mutual transaction in 2008

Note 15 Loan securitizations

JPMorgan Chase securitizes and sells variety of loans including

residential mortgage credit card automobile student and com

mercial loans primarily related to real estate JPMorgan Chase-

sponsored securitizations utilize SPEs as part of the securitization

process These SPEs are structured to meet the definition of QSPE

as discUssed in Note on page 150 of this Annual Report accord

ingly the assets and liabilities of securitization-related QSPE5 are

not reflected on the Firms Consolidated Balance Sheets except for

retained interests as described below The primary purpose of

these securitization vehicles is to meet investor needs and to gen
erate liquidity for the Firm through the sale of loans to the QSPES

These QSPEs are financed through the issuance of fixed- or float

ing-rate asset-backed securities See Note 16 on pages 22 1222

for further information on the new accounting guidance effective

January 2010 which eliminates the concept of QSPEs and re

vises the criteria for the consolidation of VIEs

The Firm records loan securitization as sale when the accounting

criteria for sale are met Those criteria are the transferred assets

are legally isolated from the Firms creditors the
entity can pledge

or exchange the financial assets or if the
entity

is QSPE its inves

tors can pledge oi exchange their interests and the Firm does not

maintain effective control to repurchase the transferred assets before

their maturity or have the ability to
unilaterally cause the holder to

return the transferred assets

For loan securitizations that meet the accounting sales criteria the

gains or losses recorded depend in part on the
carrying amount of

the loans sold except for
servicing assets which are initially recorded

at fair value At the time of sale any retained
servicing asset is ini

tially recognized at fair value The remaining carrying amount of the

loans sold is allocated between the loans sold and the other interests

retained based on their relative fair values on the date of sale Gains

on securitizations are reported in noninterest revenue

When quoted market prices are not available the Firm estimates

the fair value for these retained interests by calculating the present

value of future expected cash flows using modeling techniques

Such models incorporate managements best estimates of key

variables such as expected credit losses prepayment speeds and

the discount rates appropriate for the risks involved

The Firm may retain interests in the securitized loans in the form of

undivided sellers interest senior or subordinated
interest-only

strips debt and equity tranches escrow accounts and
servicing

rights The classification of retained interests is dependent upon

several factors including the type of interest whether or not the

retained interest is represented by security certificate and when it

was retained Interests retained by lB are classified as trading

assets See credit card securitizations and mortgage securitizations

sections of this Note for further information on the classification of

their related retained interests Retained interests classified as AFS

that are rated below AA by an external
rating agency are subject

to impairment evaluations as discussed in Note 11 on page 197 of

this Annual Report
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December 31 2009 Trading
AFS

Other

in billions
assets securities Loans assetsi

Securitization related

Credit card 109.6 i09.6d 0.1 15.5 16.7 11.6 43.9

Residential mortgage

primea 183.3 171.5 0.9 0.2 1.1

Subprime 50.0 47.3

Option ARMs 42.0 42.0 0.1
0.1

Commercial and otherb 155.3 24.8 1.6 0.8 2.4

Student loans 1.0 1.0
0.1 0.1

Auto 0.2 0.2

Totalc 541.4 396.4 2.6 16.6 16.7 11.7 47.6

Principal amount outstanding JPMorgan Chase interests in securitized assetseOgh

Total
Total retained

assets held Assets held
interests

by Firm- in QSPE5
held by

December 31 2008 sponsored with continuing Trading AFS
Other

JPMorgan

in billions QSPE5 involvement assets securities Loans assets Chase

Securitization related

Creditcard
121.6 1216d $0.5 5.6 33.3 5.6 45.0

Residential mortgage

Primea 233.9 212.3 1.7 0.7 2.4

Subprime 61.0 58.6
0.1 0.1

Option ARMs 48.3 48.3 0.1 0.3
0.4

Commercial and otherb 174.1 45.7 2.0 0.5
2.5

Studentloans 1.1 1.1
01 0.1

Auto 0.8 0.8

TotalC 640.8 488.4 4.3 7.2 33.3 5.7 50.5

Includes Alt-A lçans

Consists of securities backed by commercial loans predominantly real estate and non-mortgage-related consumer receivables urchased from third parties
The Firm

generally does not retain residual interest in its sponsored
cOmmercial mortgage securitizationtransactions Also includes co-sponsored commercial securitizations

and therefore includes nonJPMorgan Chaseoriginated commercial mortgage loans

Includes securitized loans where the Firm owns less than majority of the subordinated or residual interests in the securitizations

Includes credit card loans accrued interest and fees and cash amounts on deposit

Excludes retained servicing for discussion of MSR5 see Note 17 on
pages

222225 of this Annual Report

Excludes senior and subordinated securities of $875 million and $974 million at December 31 2009 and 2008 respectively
which the Firm purchased in connection

with lBs secondary market-making activities

Includes investments acquired in the secondary market predominantly
for held-for-investment purposes of $2.0 billion and $1.8 billion as of December31 2009 and

2008 respectively This is comprised of $1.8 billion and $1.4 billion of investments classified as available-for-sale including$1
.7 billion and $172 million in credit

cards zero and $693 million of residential mortgages and $91 million and $495 million of commercial and other and $152 million and $452 million of investments

classified as trading including $104 million and $112 million of credit cards $47 million and $303 million of residential mortgages and $1 million and $37 million of

commercial and other all at December 31 2009 and 2008 respectively

Excludes interest rate and foreign exchange derivatives primarily used to manage the interest rate and foreign exchange risks of the securitization entities See Note

on pages 175183 of thisAnnual Reportforfurther information on derivatives

Certain of the Firms retained interests are reflected at their fair values

The following table presents the total unpaid principal amount of assets held in JPMorgan Chase-sponsored securitization entities for which

sale accounting was achieved and to which the Firm has continuing involvement at December 31 2009 and 2008 Continuing involvement

includes servicing
the loans holding senior or subordinated interests acquired at the time of securitization recourse or guarantee arrange

ments and derivative transactions In certain instances the Firms only continuing involvement is servicing the loans In the table below the

amount of beneficial interests held by third
parties

and the total retained interests held by iPMorgan Chase will not equal the assets held in

QSPEs because the beneficial interests held by third party are reflected at their current outstanding par amounts and portion of the Firms

retained interests trading assets AFS securities and other assets are reflected at their fair value

Principal amount outstanding

Total

assets held Assets held

by Firm- in QSPEs

sponsored with continuing

OSPE5 involvement

iPMorgan Chase interests in securitized assetseX00P

Total retained

interests

held by

JPMorgan

Chase
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Securitization activity by major product type

The following discussion describes the nature of the Firms securiti

zation activities by major product type

Credit Card Securitirations

The Card Services Cs business securitizes originated and pur

chased credit card loans primarily through the Chase Issuance

Trust the Trust In connection with the Washington Mutual

transaction the Firm acquired the sellers interest in the Washing

ton Mutual Master Trust the WMM Trust and also became its

sponsor The Firms primary continuing involvement in credit card

securitizations includes
servicing

the receivables retaining an

undivided sellers interest in the receivables retaining certain senior

and subordinated securities and the maintenance of escrow ac

counts CS maintains
servicing responsibilities

for all credit card

securitizations that it sponsors As servicer and transferor the Firm

receives contractual
servicing

fees based on the securitized loan

balance plus excess
servicing fees which are recorded in credit card

income as discussed in Note on page 184 of this Annual Report

Actions taken the second quarter of 2009

During the quarter ended June 30 2009 the overall performance of

the Firms credit card securitization trusts declined primarily due to

the increase in credit losses incurred on the underlying credit card

receivables

Chase Issuance Trust The Chase Issuance Trust the Firms primary

issuance trust which holds prime quality credit card receivables

maintained positive excess spread key metric for evaluating the

performance of card trust through the first six months of 2009 In

spite of this positive excess spread the Firm took certain actions as

permitted by the Trust agreements in the second quarter of 2009 to

enhance the performance of the Trust due to continuing market

uncertainty concerning projected credit costs in the credit card indus

try and to mitigate any further deterioration in the performance of

the Trust On May 12 2009 the Firm increased the required credit

enhancement level for each tranche of outstanding notes issued by

the Trust by increasing
the minimum required amount of subordi

nated notes and the funding requirements for the Trusts cash escrow

accounts On June 2009 the Firm began designating as discount

receivables percentage of new credit card receivables for inclusion

in the Trust thereby requiring
collections of such discounted receiv

ables to be applied as finance charge collections in the Trust which

increased the excess spread for the Trust The Firm expects to discon

tinue designating percentage of newreceivables as discount receiv

ables on July 2010 Also during the second quarter of 2009 the

Firm exchanged $3.5 billion of its undivided sellers interest in the

Trust for $3.5 billion par value of
zero-coupon subordinated securities

issued by the Trust and retained by the Firm The issuance of the

zero-coupon securities by the Trust also increased the excess spread

for the Trust These actions resulted in the addition of approximately

$40 billion of risk-weighted assets for regulatory capital purposes

which decreased the Firms Tier
capital ratio by approximately 40

basis points but did not have material impact on the Firms Con

solidated Balance Sheets or results of operations

WMM Trust At the time of the acquisition of the Washington Mutual

banking operations the assets of the WMM Trust were comprised of

Washington Mutual subprime credit card receivables The
quality of

the assets in the WMM Trust was much lower than the quality of the

credit card receivables that JPMorgan Chase has
historically securi

tized in the
public markets

In order to more closely conform the WMM Trust to the overall quality

typical
of JPMorgan Chasesponsored credit card securitization

master trust during the fourth quarter of 2008 the Firm randomly

removed $6.2 billion of credit card loans held by the WMM Trust and

replaced them with $5.8 billion of
higher-quality receivables from the

Firms
portfolio

However as result of continued deterioration during 2009 in the

credit
quality

of the remaining Washington Mutualoriginated

assets in the WMM Trust the performance of the
portfolio indi

cated that an early amortization event was likely to occur unless

additional actions were taken On May 15 2009 JPMorgan Chase

as seller and servicer and the Bank of New York Mellon as trustee

amended the pooling and
servicing agreement to permit non-

random removals of credit card accounts On May 19 2009 the

Firm removed all remaining credit card receivables originated by

Washington Mutual Following this removal the WMM Trust col

lateral was entirely composed of receivables originated by JPMor

gan Chase As result of the actions taken by the Firm the assets

and liabilities of the WMM Trust were consolidated on the balance

sheet of JPMorgan Chase as result during the second quarter of

2009 the Firm recorded additional assets with an initial fair value

of $6.0 billion liabilities with an initial fair value of $6.1 billion

and pretax loss of approximately $64 million

Retained interests in nonconso/idated credit card securitizations

The following is description of the Firms retained interests in

credit card securitizations that were not consolidated at the dates

presented Accordingly the Firms retained interests in the WMM
Trust are included in the amounts reported at December 31 2008

but no longer included at December 31 2009 due to the second

quarter actions noted above For further information regarding the

WMM Trust assets and liabilities see Note 16 on pages 14222

of this Annual Report

The agreements with the credit card securitization trusts require the

Firm to maintain minimum undivided interest in the trusts which

generally ranges from 4% to 12% These undivided interests in the

trusts represent the Firms undivided interests in the receivables

transferred to the trust that have not been securitized these undi

vided interests are not represented by security certificates are

carried at historical cost and are classified within loans At Decem

ber 31 2009 and 2008 the Firm had $16.7 billion and $33.3

billion respectively related to its undivided interests in the trusts

The Firm maintained an average undivided interest in
principal

receivables in the trusts of approximately 16% and 22% for the

years ended December 31 2009 and 2008 respectively
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The Firm retained subordinated interest in accrued interest and

fees on the securitized receivables
totaling $3.2 billion and $3.0

billion as of December31 2009 and 2008 respectively which is

reported at fair value in other assets

The Firm retained subordinated securities in its credit card securiti

zation trusts with aggregate fair values of$6.6 billion and $2.3

billion at December 31 2009 and 2008 respectively and senior

securities with aggregate fair values of $7.2 billion and $3.5 billion

at December 31 2009 and 2008 respectively Of the securities

retained $13.8 billion and $5.4 billion were classified as AFS

securities at December 31 2009 and 2008 respectively The senior

AFS securities were used by the Firm as collateral for secured

financing transaction The retained subordinated interests that were

acquired in the Washington Mutual transaction and classified as

trading assets had
carrying

value of $389 million on December

31 2008 These retained subordinated interests were subsequently

repaid or valued at zero before the Firm consolidated the WMM
Trust in the second quarter of 2009 as discussed above

The Firm also maintains escrow accounts up to predetermined limits

for some credit card securitizations to cover deficiencies in cash flows

owed to investors The amounts available in such escrow accounts

related to credit cards are recorded in other assets and amounted to

$1.0 billion and $74 million as of December 31 2009 and 2008

respectively The increase in the balance of these escrow accounts

primarily relates to the Trust actions described above that the Firm

took on May 12 2009 JPMorgan Chase has also recorded $854

million representing receivables that have been transferred to the

Trust and designated as discount receivables All of these residual

interests are reported at fair value in other assets

Mortgage SecuritLzat/ons

The Firm securitizes originated and purchased residential mort

gages and originated commercial mortgages

RFS securitizes residential mortgage loans that it originates and

purchases and it generally retains
servicing

for all of its originated

and purchased residential mortgage loans and certain commercial

mortgage loans Additionally RFS may retain
servicing

for certain

mortgage loans purchased by lB As servicer the Firm receives

servicing fees based on the securitized loan balance plus ancillary

fees In limited number of securitizations RFS may retain an

interest in addition to servicing rights The amount of interest

retained related to these securitizations totaled $537 million and

$939 million at December 31 2009 and 2008 respectively These

retained interests are accounted for as trading or AFS securities if

represented by security certificate or other assets if not repre

sented by security certificate

lB securitizes residential mortgage loans including those that it

purchased and certain mortgage loans originated by RFS and

commercial mortgage loans that it originated Residential loans

securitized by lB are often serviced by RFS Upon securitization lB

may engage in underwriting and trading activities of the securities

issued by the securitization trust lB
may retain unsold senior and/or

subordinated interests including residual interests in both residen

tial and commercial mortgage securitizations at the time of securiti

zation These retained interests are accounted for at fair value and

classified as trading assets The amount of residual interests re

tained was $24 million and $155 million at December 31 2009

and 2008 respectively Additionally lB retained $2.3billion and

$2.8 billion of senior and subordinated interests as of December

31 2009 and 2008 respectively

In addition to the amounts reported in the securitization
activity

tables below the Firm sold residential mortgage loans totaling

$147.9 billion $1 22.0 billion and $81.8 billion during the years

ended December 31 2009 2008 and 2007 respectively The

majority of these loan sales were for securitization by Govern

ment National Mortgage Association GNMA Federal Na

tional Mortgage Association Fannie Mae and Federal Home

Loan Mortgage Corporation Freddie Mac The Firm retains

the right to service these loans and they are serviced in accor

dance with the agencys servicing guidelines and standards

These sales resulted in pretax gains of $92 million $32 million

and $47 million fespectively

For limited number of loan sales the Firm is obligated to share up

to 100% of the credit risk associated with the sold loans with the

purchaser ee Note 31 on page 241 of thisAnnual Report for

additional information on loans sold with recourse and other securi

tization related indemnifications

Other Securitizations

The Firm also securitizes automobile and student loans originated

by RFS and purchased consumer loans including automobile and

student loans The Firm retains
servicing responsibilities

for all

originated and certain purchased student and automobile loans It

may also hold retained interest in these securitizations such

residual interests are classified as other assets At December31

2009 and 2008 the Firm held $9 million and $37 million respec

tively
of retained interests in securitized automobile loan securitiza

tions and $49 million and $52 million respectively of residual

interests in securitized student loans
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Securitization activity

The following tables provide information related to the Firms securitization activities for the years ended December 31 2009 2008 and 2007

For the periods presented there were no cash flows from the Firm to the QSPE5 related to recourse or guarantee arrangements

Year ended December 31 2009

in millions except
for ratios and where

otherwise noted

Principal securitized

Commercial Student

Credit card Primeh Subprime Option ARMs and other loans Auto

26538 500

Pretax
gains 22

All cash flows during the period

Proceeds from new securitizations 26538eW 542e

Servicing
fees collected 1251 432 185 494 11

Other cash flows receiveda 5000
Proceeds from collections reinvested in

revolving securitizations 161428

Purchases of previously transferred financial

assets or the underlying collateralb 136 29 249
Cash flows received on the interests that

continue to be held by the FirmC 261 475 25 38 109

Key assumptions used to measure

retained interests originated during

the year rates per annum

Prepayment rated 16.7% 100%i

PPR CPY

Weighted-average life in years 0.5 9.0

Expected credit losses 8.9%

Discount rate 16.0% 10.7%

Year ended December 31 2008 Residential mortgageg

in millions except for ratios and where Commercial Student

otherwise noted Credit card Primeh Subprime Option ARMs and other loans Auto

Principal securitized 21390 1023
Pretax gains 151

All cash flows during the period

Proceeds from new securitizations 21389e 989e

Servicing fees collected 1162 279 146 129
15

Other cash flows receiveda 4985 23 16

Proceeds from collections reinvested in

revolving securitizations 52399
Purchases of

previously transferred financial

assets or the
underlying collateralb 217 13 359

Cash flows received on the interests that

continue to be held by the FirmC 117 267 23 53 455 43

Key assumptions used to measure

retained interests originated during

the year rates per annum

Prepayment rated 19.1% 1.5%

PPR CPR

Weighted-average life in years 0.4 2.1

Expected credit losses 4.6% 15%k
Discount rate 12.5% 25.0%
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Residential mortctacieYear ended December 31 2007

in millions except
for ratios and where Commercial Student

otherwise noted Credit card Primeh Subprime Option ARMs and other loans Auto

Principal securitized 21160 32084 6763 12797 1168

Pretax gains
177 28i 43 51

All cash flows during the period

Proceeds from new securitizations 21160 31791 6844 13038 1168

Servicing
fees collected 1005 124 246 36

Other cash flows receiveda 4963

Proceeds from collections reinvested in

revolving securitizations 148946

Purchases of previously
transferred financial

assets or the underlying
collateralb 58 598 431

Cash flows received on the interests that

continue to be held by
the FirmC 18 140 278 256 89

Key assumptions used to measure

retained interests originated during

the year rates per annum

Prepayment rated 20.4% 13.7-37.2% 30.0-48.0% 0.0-8.0% 1.0-8.0%

PPR CPR CPR CPR CPR

Weighted-average life in years 0.4 1.3-5.4 2.3-2.8 1.3-10.2 9.3

Expected credit losses 3.7% 0.01.6%k 1.2-2.2% Q0..0%k

Discount rate 12.0% 5.8-20.0% 12.1-26.7% 10.0-14.0% 9.0%

Includes excess servicing fees and other ancillary
fees received

Includes cash paid by the Firm to reacquire assets from the QSPEs for example servicer clean-up calls

Includes cash flows received on retained interests including for example principal repayments and interest payments

PPR principal payment rate CPR constant prepayment rate CPY constant prepayment yield

Includes $128 billion and $55 billion of securities in credit cards and $47 million and zero of securities in commercial and other retained by
the Firm for the

years

ended December 31 2009 and 2008 respectively

As required under the terms of the transaction documents $1.6 billion of
proceeds

from new securitizations were deposited to cash escrow accounts during
the

year

ended December 31 2009

Includes securitizations sponsored by Bear Stearns and Washington Mutual as of their respective acquisition dates

Includes Alt-A loans

As of
January 2007 the Firm elected the fair value option for lB warehouse and the RFS prime mortgage warehouse The carrying value of these loans accounted for

at fair value approximates
the proceeds received from securitization

Represents
senior interest-only security that is expected to prepay in full as soon as permitted as such there is no expected credit loss on this security

Market conven

tion is to utilize 100% prepayment rate for this type of interest

Expected credit losses for consumer prime residential mortgage and student and certain other securitizations are incorporated into other assumptions

JPMorgan Chases interest in securitized assets held at fair value

The following table summarizes the Firms retained securitization interests which are carried at fair value on the Firms Consolidated Balance

Sheets The risk
ratings are periodically reassessed as information becomes available As of December 31 2009 arid2008 59% and 55%

respectively
of the Firm retained securitization interests which are carried at fair value were risk rated or better

2008

Investment Noninvestment

grade grade

Asset types

Credit carda 15.6 5.0 $20.6 5.8 3.8 9.6

Residential mortgage

primeb 0.7 0.4 1.1 2.0 0.4 2.4

Subprime
0.1 0.1

Option ARMs 0.1 0.1 0.4 0.4

Commercial and other 2.2 0.2 2.4 2.2 0.3 2.5

Student loans 0.1 0.1 0.1 0.1

Auto

Total 18.6 5.7 $24.3 10.4 4.7 15.1

Includes retained subordinated interests carried at fair value including CSs accrued interests and fees escrow accounts and other residual interests Excludes at

December 31 2009 and 2008 undivided seller interest in the trusts of $16.7 billion and $33.3 billion respectively
and unencumbered cash amounts and deposits of

$6.6 billion and $2.1 billion respectively which are carried at historical cost

Includes Alt-A loans

The ratings scale is presented on an SP-equivalent basis

includes $2.0 billion and $1.8 billion of investments acquired in the secondary market but predominantly held for investment purposes as of December 31 2009 and

2008 respectively
Of these amounts $2.0 billion and $1.7 billion were classified as investment-grade as of December 31 2009 and 2008 respectively

Excludes senior and subordinated securities of $875 million and $1.0 billion at December 31 2009 and 2008 respectively which the Firm purchased in connection with

lBs secondary market-making activities

December 31
in billions

2009

Ratings profile of interests held cde

Investment Noninvestment Retained

arade rade interests

Retained

interests
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The table below outlines the key economic assumptions used to determine the fair value as of December 31 2009 and 2008 respectively of

the Firms retained interests other than MSRs that are valued using modeling techniques The table below also outlines the sensitivities of

those fair values to immediate l00/s and 20% adverse changes in assumptions used to determine fair value For discussion of MSRs see

Note 17 on pages 223224 of this Annual Report

Residential mortgage

December 31 2009

in millions except rates and Commercial

where otherwise noted Credit card Primed Subprime Option ARMs and other Student Auto

JPMorgan Chase interests in securitized assetsa 4016c 1143 27 113 2361 51

Weighted-average life in years 0.6 8.3 4.3 5.1 3.5 8.1 0.6

Weighted-average prepayment rateb 14.3% 4.9% 21.8% 15.7% 5.0% 1.4%

PPR PR PR PR PR PR ABS

Impact of 10% adverse change 15
lmpactof2o%adversechange 31

Weighted-average loss assumption 6.8% 3.2% 2.7% 0.7% 1.4% 0.8%

Impact of 10% adverse change 15 41
Impact of 20% adverse change 29 100
Weighted-averagediscountrate 12.0% 11.4% 23.2% 5.4% 12.5% 9.0% 2.8%

Impact of 10% adverse change 10 41 72
Impact of 20% adverse change 20 82 139

Residential mortgage

December 31 2008

in millions except rates and Commercial

where otherwise noted Credit card Primed Subprime Option ARMs and other Student Auto

iPMorgan Chase interests in securitized assetsa 3463e 1420 77 436 1966 55 40

Weighted-average life in years 0.5 5.3 1.5 7.3 3.5 8.2 0.7

Weighted-average prepayment rateb 16.6% 17.7% 25.1% 7.6% 0.7% 5.0% 1.3%

PPR CPR CPR CPR CPR CPR ABS

Impact of 10% adverse change 42 31
Impact of 20% adverse change 85 57 10 11

Weighted-average loss assumption 7.0% 4.4% 3.4% 0.3% 0.3%e 0.5%

Impact of 10% adverse change 235 25 11 12
Impact of 20% adverse change 426 49 17 24
Weighted-average discount rate 18.0% 14.5% 21.5% 17.3% 12.4% 9.0% 4.1%

Impact of 10% adverse change 10 52 16 26
Impact of 20% adverse change 20 102 28 49

As of December 31 2008 certain investments acquired in the secondary market but predominantly held for investment purposes are included

PPR principal payment rate ABS absolute prepayment speed CPR constant prepayment rate

Excludes the Firms retained senior and subordinated AFS securities in its credit card securitization trusts which are discussed in Note 11 on pages 195199 of this

Annual Report

Includes Alt-A loans

Expected losses for student loans and certain wholesale securitizations are minimal and are incorporated into other assumptions

The sensitivity analysis in the preceding table is hypothetical Changes in fair value based on 10% or 20% variation in assumptions generally

cannot be extrapolated easily because the relationship of the change in the assumptions to the change in fair value may not be linear Also in

the table the effect that change in particular assumption may have on the fair value is calculated without changing any other assumption

In reality changes in one factor may result in changes in another which might counteract or magnify the sensitivities The above sensitivities

also do not reflect the Firms risk management practices that may be undertaken to mitigate such risks
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Loan delinquencies and net charge-offs

The table below includes information about delinquencies net charge-offs/recoveries and components of reported and securitized finan

cial assets at December 31 2009 and 2008

90 days or more past

Year ended December 31 Credit exposure Nonperforming loanshi due and still accruingi Net loan charge-offs

in millions 2009 2008 2009 2008 2009 2008 2009 2008

Consumer loans excluding

purchased credit-impaired

loans and loans held-for-sale

Home equity senior lien 27376 29793 477 291 234 86

Home equityjunior lien 74049 84542 1188 1103 4448 2305

Prime mortgagea 66892 72266 4355 1895 1894 526

Subprime mortgage 12526 15330 3248 2690 1648 933

Option ARMs 8536 9018 312 10 63

Auto loans 46031 42603 177 148 627 568

Credit cardb 78786 104746 3481 2649 9634 4556

All other loans 31700 33715 900 430 542 463 1285 459

Total consumer loans 345896 392013 10660 6571 4023 3112 19833 9433

Consumer loans purchased

creditimpairedc

Home equity 26520 28555 NA NA NA NA NA NA

Prime mortgage 19693 21855 NA NA NA NA NA NA

Subprime mortgage 5993 6760 NA NA NA NA NA NA

Option ARMs 29039 31643 NA NA NA NA NA NA

Total consumer loans

purchased creditimpairedc 81245 88813 NA NA NA NA NA NA

Total consumer loans retained 427141 480826 10660 6571 4023 31 12 19833 9433

Loans heldforsaled 2142 2028

Total consumer loans reported 429283 482854 10660 6571 4023 3112 19833 9433

Total wholesale loans 204175 262044 69041 2382i 332 163 3132 402

Total loans reported 633458 744898 17564 8953 4355 3275 22965 9835

Securitized loans

Residential mortgage

Prime mortgagea 171547 212274 33838 21130 9333 5645

Subprime mortgage 47261 58607 19505 13301 7123 4797

Option ARMs 41983 48328 10973 6440 2287 270

Automobile 218 791 15

Credit card 84626 85571 2385 1802 6443 3612

Student 1008 1074 64 66

Commercial and other 24799 45677 1244 166 28 15

Total loans securitizede 371442 452322 65561 41039 2449 1896 25206 14348

Total loans reported and

securitizedO 1004900g 1197220g 83125 49992 6804 5171 $48171 24183

lal Includes Alt-A loans

bi Includes billed finance charges and fees net of an allowance for uncollectible amounts and $1.0 billion of loans at December31 2009 held
by

the Washington Mutual Master

Trust which were consolidated onto the Firms Consolidated Balance sheets at fair value
during

the second quarter of 2009

Purchased credit-impaired loans represent
loans acquired in the Washington Mutual transaction for which deterioration in credit quality occurred between the origination date

and JPMorgan chases acquisition date These loans were initially recorded at fair value and accrete interest income over the estimated life of the loan when cash flows are rea

sonably estimable even if the underlying loans are contractually past
due For additional information see Note 13 on pages

200204 of this Annual Report

Includes loans for prime mortgages and other largely student loans of $450 million and $1.7 billion at December31 2009 respectively and $206 million and $1.8 billion at

December 31 2008 respectively

Total assets held in securitization-related SPE5 were $541.4 billion and $640.8 billion at December 31 2009 and 2008 respectively
The $371.4 billion and $452.3 billion of loans

securitized at December31 2009 and 2008 respectively excludes $145.0 billion and $152.4 billion of securitized loans in which the Firm has no continuing involvement $16.7

billion and $33.3 billion of sellers interests in credit card master trusts and $8.3 billion and $2.8 billion of cash amounts on deposit and escrow accounts all respectively

If Represents both loans on the consolidated Balance Sheets and loans that have been securitized

Includes securitized loans that were previously recorded at fair value and classified as trading assets

hI At December 31 2009 and 2008 nonperforming loans excluded mortgage
loans insured by U.s government agencies

of $9.0 billion and $3.0 billion respectively student

loans that were 90 days past
due and still accruing which are insured by U.S government agencies under the Federal Family Education Loan Program of $542 million and $437

million respectively
These amounts are excluded as reimbursement is proceeding normally In addition the Firms policy is generally to exempt credit card loans from

being placed

on nonaccrual status as permitted by regulatory guidance Under guidance issued by the Federal Financial Institutions Examination Council credit card loans are charged
off

by
the

end of the month in which the account becomes 180 days past
due or within 60 days from receiving notification about specified event e.g bankruptcy of the borrower which

ever is earlier

Excludes purchased credit-impaired loans that were acquired as part
of the Washington Mutual transaction which are accounted for on pooi basis Since each pooi is accounted

for as single asset with single composite interest rate and an aggregate expectation
of cash flows the past due status of the poois or that of individual loans within the poois

in not meaningful Because the Firm is

recognizing
interest income on each pooi of loans they are all considered to be performing

Includes nonperforming loans held-for-sale and loans at fair value of $345 million and $32 million at December31 2009 and 2008 respectively
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Note 16 Variable interest entities

Refer to Note on page 150 of this Annual Report for further

description of JPMorgan Chases
policies regarding consolidation of

variable interest entities

iPMorgan Chases
principal involvement with VIEs occurs in the

following business segments

Investment Bank Utilizes VIEs to assist clients in accessing the

financial markets in cost-efficient manner lB is involved with

VIEs through multi-seller conduits and for investor intermedia

tion purposes as discussed below lB also securitizes loans

through QSPE5 to create asset-backed securities as further dis

cussed in Note 15 on pages 206213 of this Annual Report

Asset Management AM The
legal entity

structures for

limited number of funds sponsored and managed by asset man

agement include certain entities within the structure which are

deemed VIEs As asset manager of the funds AM earns fee

based on assets managed the fee varies with each funds in

vestment objective and is competitively priced For those limited

number of funds that qualify as VIEs AMs
relationship

with

such funds are not considered
significant

variable interests under

U.S GAAP

Treasury Securities Services Provides services to number of

VIEs that are similar to those provided to non-VIEs TSS earns

market-based fees for the services it provides The
relationships

resulting from ISS services are not considered to be
significant

variable interests

Commercial Banking CB Utilizes VIEs to assist clients in

accessing the financial markets in cost-efficient manner This is

often accomplished through the use of products similar to those

offered in lB CB may assist in the structuring and/or ongoing

administration of these VIEs and may provide liquidity letters of

credit and/or derivative instruments in support of the VIE The

relationships resulting
from CBs services are not considered to

be
significant

variable interests

Corporate/Private Equity Corporate utilizes VIEs to issue guaran

teed
capital

debt securities See Note 22 on pages 228229 for

further information The Private Equity business within Corpo

rate/Private Equity may be involved with entities that could be

deemed VIEs Private equity entities are typically investment

companies as defined in the investment company accounting

guidance and as such are not required to utilize the accounting

guidance for the consolidation of VIEs Had the guidance for

consolidation of VIEs been applied to these entities the impact

would have been immaterial to the Firms Consolidated Financial

Statements as of December 31 2009

As noted above lB is predominantly involved with multi-seller

conduits and VIEs associated with investor intermediation activities

These nonconsolidated VIEs that are sponsored by JPMorgan Chase

are discussed below The Firm considers sponsored VIE to

include any entity
where JPMorgan Chase is the

principal

beneficiary of the structure the VIE is used by JPMorgan Chase

to securitize Firm assets the VIE issues financial instruments

associated with the iPMorgan Chase brand name or the entity

is iPMorgan Chaseadministered asset-backed commercial paper

ABCP conduit

Multi-seller conduits

Funding and
liquidity

The Firm is an active
participant

in the asset-backed securities

business and it helps customers meet their financing needs by

providing access to the commercial paper markets through VIEs

known as multi-seller conduits Multi-seller conduit entities are

separate bankruptcy remote entities that purchase interests in and

make loans secured by pools of receivables and other financial

assets pursuant to agreements with customers of the Firm The

conduits fund their purchases and loans through the issuance of

highly rated commercial
paper to third-party investors The primary

source of repayment of the commercial paper is the cash flow from

the pools of assets In most instances the assets are structured

with
deal-specific credit enhancements provided by the customers

i.e sellers to the conduits or other third parties Deal-specific

credit enhancements are generally structured to cover multiple of

historical losses expected on the pool of assets and are typically
in

the form of overcollateralization provided by the seller but also

may include any combination of the following recourse to the seller

or originator cash collateral accounts letters of credit excess

spread retention of subordinated interests or third-party guaran

tees The
deal-specific credit enhancements mitigate the Firms

potential losses on its agreements with the conduits

JPMorgan Chase receives fees for
structuring

multi-seller conduit

transactions and compensation from the multi-seller conduits for its

role as administrative agent liquidity provider and provider of

program-wide credit enhancement

To ensure timely repayment of the commercial paper each asset

pool financed by the conduits has minimum 100% deal-specific

liquidity facility associated with it
Deal-specific liquidity facilities

are the primary source of
liquidity support for the conduits The

deal-specific liquidity facilities are typically
in the form of asset

purchase agreements and generally structured so the
liquidity that

will be provided by the Firm as liquidity provider will be affected by

the Firm purchasing or lending against pool of nondefaulted

performing assets In limited circumstances the Firm may provide

unconditional
liquidity

The conduits administrative agent can require the liquidity provider

to perform under its asset purchase agreement with the conduit at

any time These agreements may cause the liquidity provider

including the Firm to purchasean asset from the conduit at an

amount above the assets then current fair value in effect provid

ing guarantee of the initial value of the reference asset as of the

date of the agreement
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The Firm also provides the multi-seller conduit vehicles with pro

gram-wide liquidity facilities in the form of uncommitted short-term

revolving facilities that can be accessed by the conduits to handle

funding increments too small to be funded by commercial paper

and in the form of uncommitted liquidity facilities that can be

accessed by the conduits only in the event of short-term disruptions

in the commercial paper market

Because the majority of the deal-specific liquidity
facilities will only

fund nondefaulted assets program-wide credit enhancement is

required to absorb losses on defaulted receivables in excess of

losses absorbed by any deal-specific credit enhancement Program-

wide credit enhancement may be provided by iPMorgan Chase in

the form of standby letters of credit or by third-party surety bond

providers The amount of program-wide credit enhancement re

quired varies by conduit and ranges between 5% and 10% of the

applicable commercial paper that is outstanding

The following table summarizes Firm-administered multi-seller conduits On May 31 2009 the Firm consolidated one of these multi-seller

conduits due to the redemption of the expected loss note ELN There were no consolidated Firm-administered multi-seller conduits as of

December 31 2008

2009 2008

December 31 in billions
Consolidated Nonconsolidated Nonconsolidated

Total assets funded by conduits 5.1 17.8 42.9

Total commercial paper issued by conduits 5.1 17.8 43.1

Liquidity and credit enhancements

Deal-specific liquidity facilities primarily asset purchase agreements 8.0 24.2b 554b

Program-wide liquidity facilities
4.0 13.0 17.0

Program-wide credit enhancements 04 2.0 3.0

Maximum exposure to lossa 8.0 24.8 56.9

Maximum exposure to loss calculated separately for each multi-seller conduit includes the Firms exposure to both deal-specific liquidity facilities and program-wide

credit enhancements For
purposes

of calculating maximum exposure to loss the Firm-provided program-wide credit enhancement is limited to deal-specific liquidity

facilities provided by third parties

The accounting for the guarantees
reflected in these agreements is further discussed in Note 31 on

pages
238242 of this Annual Report

Assets fun ded by the mu/ti-seller conduits

iPMorgan Chases administered multi-seller conduits fund variety of asset types for the Firms clients Asset types primarily
include credit card

receivables auto loans trade receivables student loans commercial loans residential mortgages capital commitments e.g loans to private

equity mezzanine and real estate funds secured by capital
commitments of highly rated institutional investors and various other asset types

It is the Firms intention that the assets funded by its administered multi-seller conduits be sourced only from the Firms clients and not origi

nated by or transferred from JPMorgan Chase

The following table presents information on the commitments and assets held by iPMorgan Chases administered nonconsolidated multi-seller

conduits as of December 31 2009 and 2008

Unfunded

December 31 commitments to

in billions the Firms clients

Asset types

Credit card 1.1 5.2 6.3 3.0 8.9 0.1 11.8

Vehicle loans and leases 1.8 5.0 6.8 1.4 10.0 11.4

Trade receivables 2.8 1.8 4.6 3.8 5.5 9.3

Student loans 0.3 1.3 1.6 0.7 4.6 5.3

Commercial 0.2 1.2 1.4 1.5 4.0 0.4 5.1

Residential mortgage 0.6 0.6 0.7 0.7

Capital commitments 0.2 1.7 0.6 1.3 1.3 3.9 0.6 4.6

Rental car finance 04 04 04 06

Equipment loans and

leases 0.2 0.4 0.6 0.7 1.6 2.3

Floorplan vehicle
0.7 1.8 2.5

Consumer 0.2 0.2 0.1 0.7 0.1 0.7

Other 0.4 0.4 0.6 0.8 0.3 1.1

Total 7.0 17.8 0.6 $24.2 14.0 42.9 1.5 55.4

2009

Commercial Liquidity

paper funded provided by

assets third parties

2008

Liquidity
Unfunded Commercial Liquidity Liquidity

provided
commitments to paper funded

provided by provided

by the Firm the Firms clients assets third parties by
the Firm
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The assets held by the multi-seller conduits are structured so that if

they were rated the Firm believes the majority of them would receive

an rating or better by external
rating agencies However it is

unusual for the assets held by the conduits to be
explicitly

rated by an

external
rating agency Instead the Firms Credit Risk group assigns

each asset purchase liquidity facility an internal risk
rating

based on

its assessment of the
probability

of default for the transaction The

ratings provided in the above table reflect the SP-equivalent ratings

of the internal
rating grades assigned by the Firm

The risk
ratings are periodically reassessed as information becomes

available As of December 31 2009 and 2008 95% and 90%

respectively of the assets in the nonconsolidated conduits were

risk-rated or better

Cornmercial paper isued by multi-seller conduits

The weighted-average life of commercial paper issued by noncon

solidated multi-seller conduits at December 31 2009 and 2008

was 19 days and 27 days respectively and the average yield
on

the commercial paper was 0.2% and 0.6% respectively In the

normal course of business JPMorgan Chase trades and invests in

commercial paper including paper issued by the Firm-administered

conduits The percentage of commercial paper purchased by the

Firm from all Firm-administered conduits during 2009 ranged from

less than 1% to approximately 5.8% on any given day The
largest

daily amount of commercial paper outstanding held by the Firm in

any one multi-seller conduit during 2009 was approximately $852

million or 11.6% of the conduits commercial paper outstanding

The Firm is not obligated under any agreement contractual or

noncontractual to purchase the commercial paper issued by

nonconsolidated iPMorgan Chaseadministered conduits

Ratings profile of VIE assets of the nonconsolidated multi-seller conduitslal

Noninvestment- Commercial Wt avg
December 31 2009 Investment-grade grade paper funded expected life

in billions MA to AAA- AA to AA- to A- BBB to BBB- BB and below assets yearsbl

Asset types

credit card 3.1 2.0 0.1 5.2 1.6

Vehicle loans and leases 2.9 2.1 5.0 2.3

Trade receivables 1.6 0.1 0.1 1.8 0.8

Student loans 1.3 1.3 0.8

commercial 0.6 0.2 0.1 0.3 1.2 2.2

Residential mortgage 0.5 0.1 0.6 3.3

Capital
commitments 1.7 1.7 2.0

Rental car finance

Equipment loans and leases 0.2 0.2 0.4 2.0

Floorplan vehicle

consumer 0.2 0.2 2.3

Other 0.4 0.4 4.9

Total 8.3 7.0 2.0 0.5 17.8 1.9

Ratings profile of VIE assets of the nonconsolidated multi-seller conduitsal

Noninvestment- commercial wt avg

December 31 2008 Investment-grade grade paper funded expected life

in billions AM to AAA- AA to AA- to A- BBB to BBB- BB and below assets yearsb

Asset types

credit card 4.8 3.9 0.1 0.1 8.9 1.5

Vehicle loans and leases 4.1 4.1 1.8 10.0 2.5

Trade receivables 4.0 1.5 5.5 1.0

Student loans 3.6 0.9 0.1 4.6 1.8

Commercial 1.1 2.0 0.6 0.3 4.0 2.7

Residential mortgage 0.6 0.1 0.7 4.0

Capital commitments 3.6 0.3 3.9 2.4

Rental car finance 0.4 0.4 1.5

Equipment loans and leases 0.4 1.2 1.6 2.2

Floorplanvehicle 0.1 1.0 0.7 1.8 1.1

Consumer 0.1 0.4 0.2 0.7 1.6

Other 0.5 0.3 0.8 3.7

Total 14.7 22.0 5.6 0.6 42.9 2.0

The ratings scale is presented on an SP equivalent basis

Weighted average expected life for each asset type is based on the remaining term of each conduit transactions committed liquidity plus either the expected weighted

average life of the assets should the committed liquidity expire without renewal or the expected time to sell the underlying assets
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Consolidation analysis

Each nonconsolidated multi-seller conduit administered by the Firm at

December 31 2009 and 2008 had issued ELNs the holders of which

are committed to absorbing the majority of the expected loss of each

respective conduit The total amounts of ELN5 outstanding for noncon

solidated conduits at December 31 2009 and 2008 were $96 million

and $136 million respectively

The Firm could fund purchases of assets from nonconsolidated Firm-

administered multi-seller conduits should it become necessary

Implied support

The Firm did not have and continues not to have any intent to

protect any ELN holders from potential losses on any of the con

duits holdings and has no plans to remove any assets from any

conduit unless required to do so in its role as administrator Should

such transfer occur the Firm would allocate losses on such assets

between itself and the ELN holders in accordance with the terms of

the applicable ELN

Expected loss modeling

In determining the primary beneficiary of the conduits the Firm

uses Monte Carlobased model to estimate the expected

losses of each of the conduits and considers the relative rights

and obligations of each of the variable interest holders The

Firms expected loss modeling treats all variable interests other

than the ELNs as its own to determine consolidation The

variability
to be considered in the modeling of expected losses is

based on the design of the entity The Firms traditional multi-

seller conduits are designed to pass credit risk not liquidity risk

to its variable interest holders as the assets are intended to be

held in the conduit for the longer term

The Firm is required to run the Monte Carlobased expected loss

model each time reconsideration event occurs In applying this

guidance to the conduits the following events are considered to

be reconsideration events as they could affect the determination

of the primary beneficiary
of the conduits

New deals including
the issuance of new or additional variable

interests credit support liquidity facilities etc

Changes in usage including the change in the level of outstanding

variable interests credit support liquidity facilities etc

Modifications of asset purchase agreements and

Sales of interests held by the primary beneficiary

From an operational perspective the Firm does not run its Monte

Carlobased expected loss model every time there is reconsidera

tion event due to the frequency of their occurrence Instead the Firm

runs its expected loss model each quarter
and includes growth

assumption for each conduit to ensure that sufficient amount of

ELNs exists for each conduit at any point during the quarter

As part of its normal quarterly modeling the Firm updates when

applicable the inputs and assumptions used in the expected loss

model
Specifically

risk
ratings

and loss given
default assumptions

are continually updated Management has concluded that the

model assumptions used were reflective of market participants

assumptions and appropriately considered the probability
of

changes to risk ratings
and loss given defaults

Qualitative considerations

The multi-seller conduits are primarily designed to provide an

efficient means for clients to access the commercial paper market

The Firm believes the conduits effectively disperse risk among all

parties
and that the preponderance of the economic risk in the

Firms multi-seller conduits is not held by JPMorgan Chase

Investor intermediation

As financial intermediary the Firm creates certain types of VIEs and

also structures transactions typically
derivative structures with these

VIEs to meet investor needs The Firm may
also provide liquidity and

other support The risks inherent in the derivative instruments or

liquidity commitments are managed similarly to other credit market

or liquidity risks to which the Firm is exposed The
principal types of

VIEs for which the Firm is engaged in these structuring
activities are

municipal bond vehicles credit-linked note vehicles asset swap

vehicles and collateralized debt obligation
vehicles

Munic4oal bond vehicles

The Firm has created series of secondary market trusts that pro

vide short-term investors with qualifying tax-exempt investments

and that allow investors in tax-exempt securities to finance their

investments at short-term tax-exempt rates In
typical transaction

the vehicle purchases fixed-rate longer-term highly rated municipal

bonds and funds the purchase by issuing two types of securities

putable floating-rate
certificates and inverse floating-rate

resid

ual interests residual interests The maturity of each of the

putable floating-rate
certificates and the residual interests is equal

to the life of the vehicle while the maturity of the underlying mu

nicipal
bonds is longer Holders of the putable floating-rate

certifi

cates may put or tender the certificates if the remarketing agent

cannot successfully
remarket the floating-rate

certificates to an

other investor liquidity facility conditionally obligates the liquidity

provider to fund the purchase of the tendered
floating-rate

certifi

cates Upon termination of the vehicle if the proceeds from the sale

of the underlying municipal bonds are not sufficient to repay the

liquidity facility
the liquidity provider has recourse either to excess

collateralization in the vehicle or the residual interest holders for

reimbursement

The
third-party

holders of the residual interests in these vehicles

could experience losses if the face amount of the putable floating-

rate certificates exceeds the market value of the municipal bonds

upon termination of the vehicle Certain vehicles require smaller

initial investment by the residual interest holders and thus do not

result in excess collateralization For these vehicles there exists

reimbursement obligation which requires the residual interest

holders to post during the life of the vehicle additional collateral

to the vehicle on daily basis as the market value of the municipal

bonds declines
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JPMorgan Chase often serves as the sole liquidity provider and

remarketing agent of the putable floating-rate certificates The

liquidity providers obligation to perform is conditional and is lim

ited by certain termination events which include bankruptcy or

failure to pay by the municipal bond issuer or credit enhancement

provider and the immediate downgrade of the municipal bond to

below investment grade downgrade of JPMorgan Chase Bank

N.A.s short-term rating does not affect the Firms obligation under

the liquidity facility However in the event of downgrade in the

Firms credit ratings holders of the putable floating-rate instru

ments supported by those liquidity facility commitments might

choose to sell their instruments which could increase the likelihood

that the liquidity commitments could be drawn In vehicles in which

third-party investors own the residual interests in addition to the

termination events the Firms
exposure as liquidity provider is

further limited by the high credit quality of the underlying municipal

bonds the excess collateralization in the vehicle or the reimburse

ment agreements with the residual interest holders In the fourth

quarter of 2008 drawdown occurred on one liquidity facility as

result of failure to remarket putable floating-rate certificates The

Firm was required to purchase $19 million of putable floating-rate

certificates Subsequently the municipal bond vehicle was termi

nated and the proceeds from the sales of the municipal bonds

together with the collateral posted by the residual interest holder

were sufficient to repay the putable floating-rate certificates In

2009 the Firm did not experience drawdown on the
liquidity

facilities

As remarketing agent the Firm may hold putable floating-rate

certificates of the municipal bond vehicles At December 31 2009

and 2008 respectively the Firm held $72 million and $293 million

of these certificates on its Consolidated Balance Sheets The largest

amount held by the Firm at anytime during 2009 was $1.0 billion

or 67% of the municipal bond vehicles outstanding putable

floating-rate certificates The Firm did not have and continues not

to have any intent to protect any residual interest holder from

potential losses on any of the municipal bond holdings

The long-term credit
ratings

of the putable floating-rate
certificates

are directly related to the credit
ratings

of the underlying municipal

bonds and to the credit
rating

of any insurer of the underlying mu

nicipal bond downgrade of bond insurer would result in down

grade of the insured municipal bonds which would affect the
rating

of the putable floating-rate certificates This could cause demand for

these certificates by investors to decline or disappear as putable

floating-rate certificate holders typically require
an A.A- bond

rating At December 31 2009 and 2008 98% and 97% respec

tively of the municipal bonds held by vehicles to which the Firm

served as liquidity provider were rated AA- or better based on

either the
rating

of the underlying municipal bond itself or the

rating including any credit enhancement At December 31 2009

and 2008 $2.3 billion and $2.6 billion respectively of the bonds

were insured by monoline bond insurers

The Firm sometimes invests in the residual interests of municipal

bond vehicles For VIEs in which the Firm owns the residual inter

ests the Firm consolidates the VIEs

The likelihood is remote that the Firm would have to consolidate

VIEs in which the Firm does not own the residual interests and that

are currently
offbalance sheet

Exposure to nonconsolidated municipal bond VIEs at December 31 2009 and 2008 including the
ratings profile

of the VIEs assets were as

follows

2009 2008

Fair value of Fair value of

December 31 assets held Liquidity Excess Maximum assets held Liquidity Excess Maximum

in billions by
VIEs facilitiesC deficitd exposure by VIEs facilitiesC deficitd exposure

Nonconsolidated

municipal
bond

.vehiclesab 13.2 8.4 4.8 8.4 10.0 6.9 3.1 6.9

Ratings profile
of VIE assetse wt avg

Noninvestment- Fair value of expected

December 31 Investment-grade grade assets held
by

life of asset

in billions AAA to AAA- AA to AA- to A- BBB to BBB- BB and below VIEs years

Nonconsolidated municipal bond

vehiclesa

2009 1.6 11.4 0.2 13.2 10.1

2008 3.8 5.9 0.2 0.1 10.0 22.3

Excluded $2.8 billion and $6.0 billion at December 31 2009 and 2008 respectively which were consolidated due to the Firm owning the residual interests

Certain of the municipal bond vehicles are structured to meet the definition of QSPE as discussed in Note on
page

150 of this Annual Report accordingly
the assets

and liabilities of QSPEs are riot reflected on the Firms Consolidated Balance Sheets except for retained interests reported at fair value At December31 2008 excluded

collateral with fair value of $603 million related to QSPE municipal
bond vehicles in which the Firm owned the residual interests The Firm did not own residual interests in

QSPE municipal bond vehicles at December 31 2009

The Firm may serve as credit enhancement provider for municipal bond vehicles for which it serves as liquidity provider The Firm provided insurance on underlying

municipal bonds in the form of letters of credit of $10 million at both December 31 2009 and 2008 respectively

Represents the excessdeficit of the fair value of municipal bond assets available to
repay

the liquidity facilities if drawn

The ratings scale is based on the Firms internal risk ratings and presented on an SP-equivalent basis
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Cretht-//oked note vehicles

The Firm structures transactions with credit-linked note vehicles in

which the VIE purchases highly rated assets such as asset-backed

securities and enters into credit derivative contract with the Firm

to obtain exposure to referenced credit which the VIE otherwise

does not hold The VIE then issues CLNs with maturities predomi

nantly ranging from one to ten years in order to transfer the risk of

the referenced credit to the VIEs investors Clients and investors

often
prefer using CLN vehicle since the CLNs issued by the VIE

generally carry higher credit rating
than such notes would if

issued
directly by JPMorgan Chase The Firms exposure to the CLN

vehicles is generally limited to its rights and obligations under the

credit derivative contract with the VIE as the Firm does not provide

any additional contractual financial support to the VIE In addition

the Firm has not historically provided any financial support to the

CLN vehicles over and above its contractual obligations Accord

ingly the Firm
typically

does not consolidate the CLN vehicles As

derivative counterparty in credit-linked note structure the Firm

has senior claim on the collateral of the VIE and reports such

derivatives on its balance sheet at fair value The collateral pur

chased by such VIEs is largely investment-grade with
significant

amount being rated AAA The Firm divides its credit-linked note

structures broadly into two types static and managed

In static credit-linked note structure the CLN5 and associated

credit derivative contract either reference single
credit e.g

multi-national corporation or all or part
of fixed portfolio of

credits The Firm generally buys protection from the VIE under the

credit derivative In managed credit-linked note structure the

CLNs and associated credit derivative generally reference all or part

of an actively managed portfolio of credits An agreement exists

between portfolio manager
and the VIE that gives the

portfolio

manager
the

ability to substitute each referenced credit in the

portfolio for an alternative credit By participating in structure

where portfolio manager has the
ability to substitute credits

within pre-agreed terms the investors who own the CLNs seek to

reduce the risk that any single credit in the portfolio
will default

The Firm does not act as portfolio manager its involvement with

the VIE is generally limited to being derivative counterparty As

net buyer of credit protection in both static and managed credit-

linked note structures the Firm pays premium to the VIE in return

for the receipt of payment up to the notional of the derivative if

one or more of the credits within the portfolio defaults or if the

losses resulting
from the default of reference credits exceed speci

fied levels

Exposure to nonconsolidated credit-linked note VIEs at December 31 2009 and 2008 was as follows

Asset Swap Ve/ildes

The Firm also structures and executes transactions with asset swap

vehicles on behalf of investors In such transactions the VIE pur

chases
specific asset or assets and then enters into derivative

with the Firm in order to tailor the interest rate or currency risk or

both of the assets according to investors requirements Generally

the assets are held by the VIE to maturity and the tenor of the

derivatives would match the maturity of the assets Investors typi

cally invest in the notes issued by such VIEs in order to obtain

exposure to the credit risk of the specific assets as well as exposure

to foreign exchange and interest rate risk that is tailored to their

specific needs The derivative transaction between the Firm and the

VIE may include currency swaps to hedge assets held by the VIE

denominated in foreign currency into the investors home or in

vestment currency or interest rate swaps to hedge the interest rate

risk of assets held by the VIE to add additional interest rate expo

sure into the VIE in order to increase the return on the issued notes

or to convert an interest-bearing asset into zero-coupon bond

The Firms exposure to the asset swap vehicles is generally limited

to its rights and obligations under the interest rate and/or foreign

exchange derivative contracts as the Firm does not provide any

contractual financial support to the VIE In addition the Firm his

torically has not provided any financial support to the asset swap

vehicles over and above its contractual obligations Accordingly the

Firm
typically

does not consolidate the asset swap vehicles As

derivative counterparty the Firm has senior claim on the collat

eral of the VIE and reports such derivatives on its balance sheet at

fair value Substantially all of the assets purchased by such VIEs are

investment-grade

2009

Par value of

Trading
Total collateral held

Derivative

assetsb exposureC by
VIE5d receivables

2008

December 31 Derivative

in billions receivables

Credit-linked notesa

Static structure 1.9 0.7 2.6 10.8 3.6 0.7 4.3 14.5

Managed structure 5.0 0.6 5.6 15.2 7.7 0.3 8.0 16.6

Total 6.9 1.3 $8.2 26.0 11.3 1.0 12.3 31.1

Par value of

Trading Total collateral held

assetsb exoosureC by VlEsd

Excluded collateral with fair value of $1.5 billion and $2.1 billion at December 31 2009 and 2008 respectively which was consolidated as the Firm in its role as

secondary market maker held majority of the issued credit-linked notes of certain vehicles

Trading assets principally comprise notes issued by VIEs which from time to time are held as part of the termination of deal or to support
limited market-making

Onbalance sheet
exposure

that includes derivative receivables and trading assets

The Firms maximum exposure arises through the derivatives executed with the VIEs the
exposure

varies over time with changes in the fair value of the derivatives

The Firm relies on the collateral held by the VIEs to
pay any

amounts due under the derivatives the vehicles are structured at inception so that the
par

value of the col

lateral is expected to be sufficient to
pay

amounts due under the derivative contracts
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Exposure to nonconsolidated asset swap VIEs at December 31 2009 and 2008 was as follows

Collateralized Debt ObIqations vehicles

CDO typically
refers to security that is collateralized by pool of

bonds loans equity derivatives or other assets The Firms in

volvement with particular
CDO vehicle may take one or more of

the following forms
arranger warehouse funding provider place

ment agent or underwriter secondary market-maker for securities

issued or derivative counterparty

As of December 31 2009 and 2008 the Firm had funded nonin

vestment-grade loans of $156 million and $405 million respec

tively to nonconsolidated CDO warehouse VIEs The Firms

maximum exposure to loss related to the nonconsolidated CDO

warehouse VIEs was $156 million and $1.1 billion as of December

31 2009 and 2008 respectively

Once the CDO vehicle closes and issues securities the Firm has no

obligation to provide further support to the vehicle At the time of

closing the Firm may
hold unsold securities that it was not able to

place with third-party investors In addition the Firm may on occa

sion hold some of the CDO vehicles securities as secondary

market-maker or as principal investor or it may be derivative

counterparty to the vehicles At December 31 2009 and 2008

these amounts were not significant

VIEs sponsored by third parties

In vestment in third-party credit card securitiration trust

The Firm holds note in third-party-sponsored VIE which is

credit card securitization trust that owns credit card receivables

issued by national retailer The note is structured so that the

principal amount can float up to 47% of the principal amount of

the receivables held by the trust not to exceed $4.2 billion

The Firm is not the primary beneficiary of the trust and accounts for

its investment at fair value within AFS investment securities At

December 31 2009 and 2008 the amortized cost of the note was

$3.5 billion and $3.6 billion respectively and the fair value was

$3.5 billion and $2.6 billion respectively For more information on

AFS securities see Note 11 on pages 195199 of this Annual

Report

VIE used in FRBNY transaction

In conjunction with the Bear Stearns merger
in June 2008 the

Federal Reserve Bank of New York FRBNY took control

through an formed for this purpose of
portfolio

of $30.0

billion in assets based on the value of the
portfolio as of March 14

2008 The assets of the LLC were funded by $28.85 billion term

loan from the FRBNY and $1.15 billion subordinated loan from

JPMorgan Chase The JPMorgan Chase loan is subordinated to the

FRBNY loan and will bear the first $1.15 billion of any losses of the

portfolio Any remaining assets in the
portfolio

after repayment of

the FRBNY loan repayment of the JPMorgan Chase loan and the

expense of the LLC will be for the account of the FRBNY The extent

to which the FRBNY and JPMorgan Chase loans will be repaid will

depend on the value of the asset portfolio
and the

liquidation

strategy directed by the FRBNY

Other VIEs sponsored by third parties

The Firm enters into transactions with VIEs structured by other

parties These include for example acting as derivative counter-

party liquidity provider investor underwriter placement agent

trustee or custodian These transactions are conducted at arms

length and individual credit decisions are based on the analysis
of

the specific VIE taking into consideration the quality
of the underly

ing assets Where these activities do not cause JPMorgan Chase to

absorb majority of the expected losses or to receive majority of

the residual returns the Firm records and reports these positions on

its Consolidated Balance Sheets similarly to the way it would

record and report positions from any other third-party transaction

These transactions are not considered significant

2009

Derivative

receivables

payables

December 31

in billions

Nonconsolidated

asset swap vehiclesa o.i

Trading

assetsb

Par value of
Derivative

Total collateral held
receivables Trading

exposurec by VIEsd payables assetsb

2008

0.1 10.2 0.2 0.2 7.3

Par value of

Total collateral held

exposurec by VIE5d

Excluded fair value of collateral of $623 million and $1.0 billion at December31 2009 and 2008 respectively which was consolidated as the Firm in its role as

secondary market maker held majority of the issued notes of certain vehicles

Trading assets principally comprise notes issued by VIEs which from time to time are held as part of the termination of deal or to support limited market-making

On-balance sheet
exposure

that includes derivative receivables and trading assets

dl The Firms maximum exposure arises through the derivatives executed with the VIEs the exposure varies over time with changes in the fair value of the derivatives

The Firm relies upon the collateral held by the VIEs to pay any amounts due under the derivatives the vehicles are structured at inception so that the
par

value of the

collateral is expected to be sufficient to pay amounts due under the derivative contracts
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December 31 2009
Total

in billions Loans Otherb assetsc

VIE program type

Multi-seller conduits 2.2 2.9 5.1

Credit card loansa 6.1 0.8 6.9

Municipal
bond vehicles 2.8 2.8

Credit-linked notes 1.3 0.2 1.5

CDO warehouses 0.1 0.1

Other 2.2 4.7 1.1 8.0

Total 6.4 13.0 5.0 24.4

Liabilities

Beneficial

December 31 2009 interests

in bflions in VIE assetsd Othere Total liabilities

VIE program type

Multi-seller conduits 4.8 4.8

Credit card loansa 3.9 3.9

Municipal bond vehicles 2.7 2.7

Credit-linked notes 0.3 0.1 0.4

CDO warehouses

Other 3.5 2.1 5.6

Total 15.2 2.2 17.4

New accounting guidance for consolidation of variable

interest entities including securitization entities

In June 2009 the FASB issued guidance which amends the account

ing
for the transfers of financial assets and the consolidation of VIEs

The guidance eliminates the concept of QSPE5 and provides addi

tional guidance with regard to accounting for transfers of financial

assets The guidance also changes the approach for determining the

primary beneficiary of VIE from quantitative risk and reward

model to qualitative model based on control and economics

The Firm adopted this guidance for VIEs on January 2010 which

required the consolidation of the Firms credit card securitization

trusts bank-administered asset-backed commercial paper conduits

and certain mortgage and other consumer securitization entities

The consolidation of these VIEs added approximately $88 billion

and $92 billion of assets and liabilities respectively which were

not previously consolidated on the Firms Consolidated Balance

Sheets in accordance with
prior accounting guidance The net

impact of adopting this new accounting guidance was reduction

in stockholders equity of approximately $4 billion and in Tier

capital ratio by approximately 30 basis points driven predominantly

Assets

Trading

assetsdebt

December 31 2008 and equity
Total

in billions instruments Loans Otherb assetsh

VIE program type

Multi-seller conduits

Credit card loansa

Municipal bond vehicles 5.9 0.1 6.0

Credit-linked notes 1.9 0.5 2.4

COO warehouses 0.2 0.1 0.3

Other 2.5 5.3 2.1 9.9

Total $10.5 5.3 $2.8 $18.6

Liabilities

Beneficial

December 31 2008 interests

in billions in VIE assetsd Othere Total liabilities

VIE program type

Multi-seller conduits

Credit card loansa

Municipal bond vehicles 5.5 0.4 5.9

Credit-linked notes 1.3 0.6 1.9

COO warehouses

Other 3.8 2.9 6.7

Total $10.6 3.9 $14.5

by the establishment of an allowance for loan losses of approxi

mately $7 billion pre-tax related to the receivables held in the

credit card securitization trusts that were consolidated at the adop

tion date

The U.S GAAP consolidation of these entities did not have sig

nificant impact on risk-weighted assets on the adoption date this

was due to the consolidation for regulatory capital purposes of the

Chase Issuance Trust the Firms primary credit card securitization

trust in the second quarter of 2009 which added approximately

$40 billion of risk-weighted assets For further discussion see Note

15 on pages 206213 of this Annual Report

In addition the banking regulatory agencies issued regulatory

capital
rules

relating to the adoption of this guidance for VIEs that

permitted an optional two-quarter implementation delay which

defers the effect of this accounting guidance on risk-weighted

assets and risk-based capital requirements The Firm elected this

regulatory implementation delay as permitted under these new

regulatory capital rules for its bank-administered asset-backed

commercial paper conduits and certain mortgage and other securiti

zation entities

Consolidated VIE assets and liabilities

The following table presents
information on assets liabilities and commitments related to VIEs that are consolidated by the Firm

Assets

Trading

assetsdebt

and equity

instruments

Represents consolidated securitized credit card loans related to the WMM Trust as well as loans that were represented by the Firms undivided interest and subordi

nated interest and fees which were previously recorded on the Firms Consolidated Balance Sheets prior to consolidation For further discussion see Note 15 on

pages
2062 13 respectively of this Annual Report

Included assets classified as resale agreements and other assets within the Consolidated Balance Sheets

Ic Assets of each consolidated VIE are generally used to satis the liabilities to third parties The difference between total assets and total liabilities recognized for consolidated

VIEs
represents

the Firms interest in the consolidated VIEs for each program type

The interest bearing beneficial interest liabilities issued by consolicated ViEs are classified in the line item on the Consolidated Balance Sheets titled Beneficial

interests issued by
consolidated variable interest entities The holders of these beneficial interests do not have recourse to the general credit of iPMorgan Chase In

cluded in beneficial interests in VIE assets are long-term beneficial interests of $10.4 billion and $106 billion az December 31 2009 and 2008 respectively

Included liabilities classified as other borrowed funds long-term debt and accounts payable and other liabilities in the Consolidated Balance Sheets
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In February 2010 the FASB finalized an amendment that defers the

requirements of the consolidation guidance for certain investment

funds including
mutual funds private equity funds and hedge

funds For the funds included in the deferral the Firm will continue to

analyze consolidation under other
existing

authoritative guidance

these funds are not included in the iittpact noted above

Note 17 Goodwill and other intangible assets

Goodwill and other intangible assets consist of the following

December 31 in millions 2009 2008 2007

Goodwill 48357 48027 45270

Mortgage servicing rights 15531 9403 8632

Other
intangible assets

Purchased credit card relationships 1246 1649 2303

Other credit cardrelated intangibles 691 743 346

Core deposit intangibles 1207 1597 2067

Other intangibles 1477 1592 1383

Total other intangible assets 4621 5581 6099

Goodwill

Goodwill is recorded upon completion of business combination as

the difference between the purchase price
and the fair value of the

net assets acquired Other intangible assets are recorded at their

fair value upon completion of business combination or certain

other transactions and generally represent the value of customer

relationships or arrangements

The increase in goodwill during 2009 was primarily
due to final

purchase accounting adjustments related to the Bear Stearns merg

er and the
acquisition

of commodities business each
primarily

allocated to IB and foreign currency translation adjustments related

to the Firms Canadian credit card operations which were allocated

to Card Services The increase in.goodwill during 2008 was primar

ily
due to the dissolution of the Chase Paymentech Solutions

joint

venture allocated to Card Services the merger with Bear Stearns

the purchase of an additional equity interest in Highbridge and tax-

related purchase accounting adjustments associated with the Bank

One merger which were primarily
attributed to IB

The goodwill associated with each business combination is allocated

to the related
reporting units which are determined based on how

the Firms businesses are managed and how they are reviewed by the

Firms Operating Committee The following table presents goodwill

attributed to the business segments

December 31 in millions 2009 2008 2001

Investment Bank 4959 4765 35713

Retail Financial Services 16831 16840 1684Ei

Card Services 14134 13977 12810

Commercial Banking 2868 2870 2877

Treasury Securities Services 1667 1633 1660

Asset Management 7521 7565 7124

Corporate/Private Equity 377 377 377

Total goodwill 48357 48027 45270

The following table presents changes in the
carrying

amount of goodwi II

in millions Total

Balance at December 31 2007a 45270

Changes during 2008 from

Business combinations 2481

Dispositions 38
Otherb 314

Balance at December 31 2008a 48027

Changes during 2009 from

Business combinations 271

Dispositions

Otherb 59

Balance at December31 2009a 48357

Reflects
gross goodwill balances as theFirm has not recognized any impairment

losses to date

Includes foreign currency translation adjustments and other tax-related adiustments

Impafrment Testing

Subsequent to initial recognition goodwill is tested for impairment

during the fourth quarter of each fiscal year or more often if events

or circumstances such as adverse changes in the business climate

indicate there may be impairment Goodwill was not impaired at

December 31 2009 or 2008 nor was any goodwill written off due to

impairment during 2009 2008 or 2007

The goodwill impairment test is performed in two steps In the first

step the current fair value of each reporting unit is compared with its

carrying value including goodwill If the fair value is in excess of the

carrying value including goodwill then the reporting units goodwill

is considered not to be impaired If the fair value is less than the

carrying value including goodwill then second step is performed

In the second step the implied current fair value of the reporting

units goodwill is determined by comparing the fair value of the

reporting unit as determined in step one to the fair value of the net

assets of the reporting unit as if the reporting unit were being ac

quired in business combination The
resulting implied current fair

value of goodwill is then compared with the
carrying

value of the

reporting units goodwill If the
carrying

value of the goodwill exceeds

its implied Current fair value then an impairment charge is recognized

for the excess If the
carrying

value of goodwill is less than its implied

current fair value then no goodwill impairment is recognized

The primary method the Firm uses to estimate the fair value of its

reporting units is the income approach The models
project

levered

Cash flows for the forecast period and use the perpetuity growth

method to calculate terminal values These cash flows and terminal

values are then discounted using an appropriate discount rate Projec

tions of cash flows are based on the reporting units forecasts and

reviewed with the Operating Committee of the Firm The Firm cost

of equity is determined using the
Capital Asset Pricing

Model which
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is consistent with methodologies and assumptions the Firm uses

when advising clients The discount rate used for each reporting unit

represents an estimate of the cost of equity capital
for that

reporting

unit and is determined based on the Firms overall cost of equity as

adjusted for the risk characteristics specific to each reporting unit for

example for higher levels of risk or uncertainty associated with the

business or managements forecasts and assumptions To assess the

reasonableness of the discount rates used for each reporting unit

management compares the discount rate to the estimated cost of

equity for publicly traded institutions with similar businesses and risk

characteristics In addition the weighted average cost of equity

aggregating the various reporting units is compared with the Firms

overall cost of equity to ensure reasonableness

The valuations derived from the discounted cash flow models are

then compared with market-based trading and transaction multi

ples
for relevant competitors Precise conclusions generally can not

be drawn from these comparisons due to the differences that

naturally
exist between the Firms businesses and competitor insti

tutions However trading and transaction comparables are used as

general indicators to assess the general reasonableness of the

estimated fair values Management also takes into consideration

comparison between the aggregate fair value of the Firms report

ing units and JPMorgan Chases market capitalization In evaluat

ing this comparison management considers several factors

including control premium that would exist in market trans

action factors related to the level of execution risk that would

exist at the firm-wide level that do not exist at the reporting unit

level and short-term market volatility and other factors that do

not directly affect the value of individual reporting units

While no impairment of goodwill was recognized during 2009 the

Firms consumer lending businesses in RFS and Card Services have

elevated risk of potential goodwill impairment due to their expo

sure to U.S consumer credit risk The valuation of these businesses

are particularly dependent upon economic conditions including

unemployment rates and home prices and
potential legislative

and

regulatory changes that affect consumer credit risk and their busi

ness models The assumptions used in the discounted cash flow

models for these businesses and the values of the associated net

assets were determined using managements best estimates and

the cost of equity reflected the risk and uncertainty for these busi

nesses and was evaluated in comparison to relevant market peers

Deterioration in these assumptions could cause the estimated fair

values of these reporting units or their associated goodwill to

decline which may result in material impairment charge to earn

ings in future period related to some portion of their associated

goodwill

Mortgage servicing rights

Mortgage servicing rights represent the fair value of future cash

flows for performing specified mortgage servicing activities pre

dominantly with respect to residential mortgage for others MSRs

are either purchased from third
parties or retained upon sale or

securitization of mortgage loans Servicing activities include collect

ing principal interest and escrow payments from borrowers mak

ing
tax and insurance payments on behalf of borrowers monitoring

delinquencies and executing foreclosure proceedings and account

ing
for and remitting principal and interest payments to the inves

tors of the mortgage-backed securities

The Firm has one class of servicing assets JPMorgan Chase made

this determination based on the availability
of market inputs used

to measure its MSR asset at fair value and its treatment of MSR5 as

one aggregate pool for risk management purposes As permitted by

U.S GAAP the Firm elected to account for this one class of servic

ing assets at fair value The Firm estimates the fair value of MSRs

using an option-adjusted spread model OAS which projects

MSR cash flows over multiple interest rate scenarios in conjunction

with the Firms prepayment model and then discounts these cash

flows at risk-adjusted rates The model considers portfolio
charac

teristics contractually specified servicing fees prepayment assump

tions delinquency rates late charges other ancillary revenue and

costs to service and other economic factors The Firm reassesses

and periodically adjusts the underlying inputs and assumptions

used in the OAS model to reflect market conditions and assump

tions that market participant would consider in valuing the MSR

asset During 2009 and 2008 the Firm continued to refine its

proprietary prepayment model based on number of market-

related factors including downward trend in home prices general

tightening of credit underwriting standards and the associated

impact on refinancing activity
The Firm compares fair value esti

mates and assumptions to observable market data where available

and to recent market
activity

and actual portfolio experience

The fair value of MSRs is sensitive to changes in interest rates

including their effect on prepayment speeds JPMorgan Chase uses

or has used combinations of derivatives and securities to manage

changes in the fair value of MSRs The intent is to offset any

changes in the fair value of MSRs with changes in the fair value of

the related risk management instruments MSRs decrease in value

when interest rates decline Conversely securities such as mort

gage-backed securities principal-only
certificates and certain

derivatives when the Firm receives fixed-rate interest payments

increase in value when interest rates decline
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Year ended December 31

in millions except
where

otherwise noted 2009 2008 2007

Fair value at beginning

of period 9403 8632 7546

MSR
activity

Originations of MSRs 3615 3061 2335

Purchase of MSRs 6755d 798

Disposition of MSRs 10
Total net additions 3607 9816 3133

Change in valuation due to inputs

and assumptionsa 5807 6933 516

Other changes in fair valueb 3286 2112 1531

Total change in fair value of MSRs 2521 9045 2047

Fair value at December31 15531c 9403c 8632

Change in unrealized gains

losses included in income

related to MSRs held at

December31 5807 6933 516

Contractual service fees late fees

and other ancillary fees in

cluded in income 4818 3353 2429

Third-party mortgage loans

serviced at December 31

in billions 1091 1185 615

Represents MSR asset fair value
adjustments due to changes in inputs such

as interest rates and volatility as well as updates to assumptions used in the

valuation model Also represents total realized and unrealized gainslosses

included in net income using significant unobservable inputs level

Includes changes in the MSR value due to modeled servicing portfolio runoff

or time decay Represents the impact of cash settlements
using significant

unobservable inputs level

Includes $41 million and $55 million related to commercial real estate at

December 31 2009 and 2008 respectively

Includes MSR5 acquired as result of the Washington Mutual transaction of

which $59 million related to commercial real estate and the Bear Stearns

merger For further discussion see Note on pages 151156 of this Annual

Report

Year ended December 31

in millions 2009 2008 2007

RFS net mortgage servicing

revenue

Production revenue 503 898 880

Net mortgage servicing revenue

Operating revenue

Loan servicing revenue 4942 3258 2334

Other changes in MSR asset

fair valuea 3279 2052 1531

Total
operating revenue 1663 1206 803

Risk management

Changes in MSR asset fair

value due to inputs or

assumptions in modelb 5804 6849 516
Derivative valuation adjust

ments and other 4176 8366 927

Total risk management 1628 1517 411

Total RFS net mortgage

servicing revenue 3291 2723 1214

All otherc 116 154 24

Mortgage fees and related

income 3678 3467 2118

Includes changes in the MSR value due to modeled servicing portfolio runoff

or time decay Represents the impact of cash settlements using significant

unobservable inputs level

Represents MSR asset fair value adjustments due to changes in inputs such

as interest rates and
volatility as well as updates to assumptions used in the

valuation model Also represents total realized and unrealized gainslosses

included in net income using significant unobservable inputs level

Primarily represents risk management activities performed by the Chief

Investment Office ClO in the Corporate sector

The table below outlines the key economic assumptions used to

determine the fair value of the Firms MSRs at December 31 2009

and 2008 respectively it also outlines the sensitivities of those fair

values to immediate 10% and 20% adverse changes in those

assumptions

Weighted-average option adjusted spread

Impact on fair value of 100 basis
points

adverse change 641 311

Impact on fair value of 200 basis points

adverse change 1232 606

on the fair value is calculated without changing any other assump

tion In
reality changes in one factor may result in changes in

another which might magnify or counteract the sensitivities

The following table summarizes MSR
activity

for the years ended

December 31 2009 2008 and 2007

The following table presents the components of mortgage fees and

related income including the impact of MSR risk management

activities for the years ended December 31 2009 2008 and 2007

Year ended December 31 in millions exceot rates 2009 2008

Weighted-average prepayment speed

assumption CPR

Impact on fair value of 10% adverse change

Impact on fair value of 20% adverse chancie

1137%

896
1.731

5.2 1%

$1039

1970

3.80%

CPR Constant prepayment rate

The
sensitivity analysis in the preceding table is hypothetical and

should be used with caution Changes in fair value based on 10%

and 20% variation in assumptions generally cannot be easily ex

trapolated because the relationship of the change in the assump

tions to the change in fair value may not be linear Also in this

table the effect that change in particular assumption may have
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Other intangible assets

During 2009 purchased credit card relationships other credit card related intangibles core deposit intangibles and other intangibles

decreased $960 million primarily reflecting
amortization expense partially offset by foreign currency translation adjustments related to the

Firm Canadian credit card operations

The components of credit card relationships core deposits and other intangible assets were as follows

2009 2008

Net Net

Gross Accumulated carrying Gross Accumulated carrying

December 31 in millions amount amortization value amount amortization value

Purchased credit card relationships 5783 4537 1246 5765 $4116 1649

Other credit cardrelated intangibles
894 203 691 852 109 743

Core deposit intangibles 4280 3073 1207 4280 2683 1597

Other intangiblesa 2200 723 1477 2376 784 1592

The decrease in other intangibles gross
amount and accumulated amortization from December 2008 was primarily attributable to the removal of

fully
amortized assets

Amortization expense

The Firms intangible assets with finite lives are amortized over their useful lives in manner that best reflects the economic benefits of the intan

gible asset $517 million of intangible assets related to asset management advisory contracts were determined to have an indefinite life and are not

amortized

The following table presents amortization expense related to credit card relationships core deposits and all other intangible assets

Year ended December 31 in millions 2009 2008 2007

Purchased credit card relationships
421 625 710

Other credit cardrelated intangibles
94 33 11

Core deposit intangibles
390 469 554

Other intangiblesa 145 136 119

Total amortization expense 1050 1263 1394

Purchased credit Other credit Core deposit All other

Year ended December 3.1 in millions
card relationships card-related intangibles intangibles intangible assets Total

2010 354 103 329 127 913

2011 290 102 284 117 793

2012 252 105 240 113 710

2013 213 104 195 109 621

2014 109 100 106 105 420

Excludes amortization
expense

related to servicing assets on securitized automobile loans which is recorded in lending and deposit-related fees of $2 million $5 million

and $9 million for the years ended 2009 2008 and 2007 respectively

Future amortization expense

The following table presents estimated future amortization expense related to credit card relationships core deposits and all other intangible

assets at December 31 2009

Impairment

The Firms intangible assets with indefinite lives are tested for

impairment on an annual basis or more frequently if events or

changes in circumstances indicate that the asset might be impaired

The impairment test for indefinite-lived intangible assets compares

the fair value of the intangible asset to its carrying amount If the

carrying value exceeds the fair value then an impairment charge is

recognized for the difference Core deposits and credit card rela

tionships as well as other acquired intangible assets determined to

have finite lives are amortized over their estimated useful lives in

manner that best reflects the economic benefits of the intangible

asset The impairment test for finite-lived intangible asset com

pares the undiscounted cash flows associated with the use or

disposition of the intangible asset to its carrying value If the sum of

the undiscounted cash flows exceeds its carrying value then no

impairment charge is recorded If the sum of the undiscounted cash

flows is less than its carrying value then an impairment charge is

recognized to theextent the carrying amount of the asset exceeds

itsfairvalue

JPMorgan
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Note 18 Premises and equipment

Premises and equipment including leasehold improvements are

carried at cost less accumulated depreciation and amortization

JPMorgan Chase computes depreciation using the
straight-line

method over the estimated useful life of an asset For leasehold

improvements the Firm uses the straight-line method computed

over the lesser of the remaining term of the leased facility or the

estimated useful life of the leased asset JPMorgan Chase has

recorded immaterial asset retirement obligations related to asbes

tos remediation in those cases where it has sufficient information to

estimate the obligations fair value

JPMorgan Chase capitalizes certain costs associated with the

acquisition or development of internal-use software Once the

software is ready for its intended use these costs are amortized on

straight-line basis over the softwares expected useful life and

reviewed for impairment on an ongoing basis

Note 19 Deposits

At December 31 2009 and 2008 noninterest-bearing and interest-

bearing deposits were as follows

December 31 in millions 2009

U.S offices

Noninterest-bearing 204003 210899

interest-bearing included $1463

and $1849 at fair value at

December 31 2009 and 2008

respectively 439104 511077

Non-U.S offices

Noninterest-bearing 8082 7697

interest-bearing included $2992

and $3756 at fair value at

December 31 2009 and 2008

respectively 287178 279604

Total 938367 1009277

At December 31 2009 and 2008 time deposits in denominations

of $100000 or more were as follows

December 31 in millions 2009 2008

U.S 90552 147493

Non-U.S 77887 58247

Total 168439 205740

At December 31 2009 the maturities of time deposits were as

follows

December 31 2009

in millions U.S Non-U.S Total

2010 113912 $97465 $21137T

2011 948.9 654 10143

2012 3851 485 4336

2013 2783 634 3417

2014 1321 127 1448

After 5years 671 267 938

Total 132027 99632 231659

On October 2008 the Emergency Economic Stabilization Act of

2008 the 2008 Act was signed into law The 2008 Act tempo

rarily
increased the standard maximum FDIC deposit insurance from

$100000 to $250000 per depositor per institution through De

cember 31 2009 On May 20 2009 the Helping Families Save

Their Homes Act of 2009 the 2009 Act was signed into law

The 2009 Act extends through December 31 2013 the FDICs

temporary standard maximum deposit insurance amount of

$250000 per depositor On January 2014 the standard maxi

mum deposit insurance amount will return to $100000 per deposi

torfor all deposit accounts except Individual Retirement Accounts

IRAs and certain other retirement accounts which will remain

at $250000 per depositor

In addition on November 21 2008 the FDIC released final rule

on the FDIC Temporary Liquidity
Guarantee Program the TLG

Program Under one component of this program the Transaction

Account Guarantee Program the TAG Program provides unlim

ited deposit insurance through December 31 2009 on certain

noninterest-bearing transaction accounts at FDIC-insured
partici

pating institutions On December 2008 the Firm elected to

2008
participate

in the TLG Program and asa result was required to pay

additional insurance premiums to the FDIC in an amount equal to

an annualized 10 basis points on balances in noninterest-bearing

transaction accounts that exceeded the $250000 FDIC deposit

insurance limits as determinedon quarterly basis The expiration

date of the program was extended by six months from December

31 2009 to June 30 2010 to provide continued support to those

institutions most affected by the recent financial crisis and phase

out the program in an orderly manner On OctOber 22 2009 the

Firm notified the FDIC that as of January 2010 it would no

longer participate
in the TAG Program As result of the Firms

decision to opt out of the program after December 31 2009 funds

held in noninterest-bearing transaction accounts will no longer be

gUaranteed in full but will be insured up to $250000 under the

FDICs general deposit rules
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Note 20 Other borrowed funds

The following table details the components of other borrowed funds

At December 31 in millions 2009 2008

Advances from Federal Home Loan Banksa 27841 70187

Nonrecourse advances FRBBb 11192

OtherC 27893 51021

Totald 55740 $132400

Maturities of advances from the FHLB5 are $23.6 billion $2.6 billion and

$716 million in each of the 12-month periods ending December 31 2010

2011 and 2013 respectively
and $926 million maturing after December 31

2014 Maturities for the 2-month period ending December31 2012 and

2014 were not material

On September 19 2008 the Federal Reserve Board established special

lending facility the Asset-Backed Commercial Paper Money Market Mutual

Fund Liquidity Facility AML Facility to provide liquidity to eligible U.S

money market mutual funds Underthe AML Facility banking organizations

must use the loan proceeds to finance their purchases of eligible high-quality

ABCP investments from money market mutual funds which are pledged to

secure nonrecourse advances from the Federal Reserve Bank of Boston

FRBB Participating banking organizations
do not bear any credit or mar

ket risk related to the ABCP investments they hold under this facility
there

fore the ABCP investments held are not assessed any regulatory capital The

AML Facility ended on February 2010 The nonrecourse advances from the

FRBB were elected under the fair value option and recorded in other bor

rowed funds the corresponding
ABCP investments were also elected under

the fair value option
and recorded in other assets The fair value of ABCP in

vestments purchased under the AML Facility
for U.S money market mutual

funds is determined based on observable market information and is classified

in level of the valuation hierarchy

Includes zero and $30 billion of advances from the Federal Reserve under the

Federal Reserves Term Auction Facility TAF at December 31 2009 and

2008 respectively pursuant to which the Federal Reserve auctions term

funds to depository institutions that are eligible to borrow under the primary

credit program The TAF allows all eligible depository institutions to place

bid for an advance from its local Federal Reserve Bank at an interest rate set

by an auction All advances are required
to be fully collateralized The TAFis

designed to improve liquidity by making it easier for sound institutions to bor

row when the markets are not operating efficiently

Includes other borrowed funds of $5.6 billion and $14.7 billion accounted for

at fair value at December 31 2009 and 2008 respectively

The following table details the components
of accounts payable

and other liabilities at each of the dates indicated

At December 31

in millions
_______________

Brokerage payablesa

Accounts payable and other

liabilitiesb 69848 72495

Total 162696 187978

Note 21 Accounts payable and other

liabilities

2009

92848

2008

115483

Includes payables
to customers brokers dealers and clearing organizations

and securities fails

Includes $357 million and zero accounted for at fair value at December 31

2009 and 2008 respectively
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Note 22 Long-term debt

JPMorgan Chase issues long-term debt denominated in various currencies although predominantly U.S dollars with both fixed and variable

interest rates The following table is summaryof long-term debt carrying
values including unamortized

original
issue discount valuation

adjustments and fair value adjustments where applicable by contractual maturity as of December31 2009

2009
By remaining maturity

at

December 31 2009

in millions except rates

Parent company

Senior debta

Subordinated debt

Under

ivear

After

15 years years

Fixed rateb

Variable ratec

Interest ratesd

Fixed rate

Variable rate

Interest ratesd

Subtotal

Total

2008

Total

11645

16892

0.286.00%

1713

7.8810.00%

30250

57292 24792

47308 9135

0.357.00% 0.227.50%

9625 13513

41 1797

1.926.75% 1.148.53%

114266 49237

Subsidiaries

Senior debta

Subordinated debt

93729

73335

0.227.50%

24851

1838

1.1410.00%

193753

Fixed rate

Variable ratee

Interest ratesd

Fixed rate

Variable rate

Interest ratesd

Subtotal

96

6729

0.220.23%

6825

1695 1519 3310

22 759 10347 39835

0.162.10% 0.1814.21% 0.1614.21%

79908

65234

0.207.63%

28966

1786

1.9210.00%

175894

8370

57980

0.0314.21%

8700

1150

2.338.25%

76200

15180

3409

2.428.75%

18589

8655

1150

0.588.25%

24454 21671

Fixed rate

Variable rate

Interest ratesd

Subtotal

Junior subordinated debt

8655

1150

0.588.25%

52950

16349

3266

0.788.75%

19615

Total long-term debtft 37075 138720 90523 2663l8hlfJl 270683i

Long-term beneficial interests

16349

3266

0.788.75%

19615

Fixed rate 596 373 65 1034 571

Variable rate 3361 2549 3494 9404 9990

Interest rates 0.265.20% 0.257.13% 0.255.50% 0.257.13% 0.809 16%

Total long-term

beneficial interestsg 3957 2922 3559 10438 10561

Included are various equity-linked or other indexed instruments Embedded derivatives separated from hybrid securities in accordance with U.S.GAAP are reported at

fair value and shown net with the host contract on the Consolidated Balance Sheets Changes in fair value of separated derivatives are recorded in principal transac

tions revenue Hybrid securities which the Firm has elected to measure at fair value are classified in the line item of the host contract on the Consolidated Balance

Sheets changes in fair value are recorded in
principal

transactions revenue in the Consolidated Statements of Income

Included $21.6 billion and $14.1 billion as of December 31 2009 and 2008 respectively guaranteed by the FDIC underthe TLG Program

Included $19.3 billion and $6.9 billion as of December31 2009 and 2008 respectively guaranteed by the FDIC under the TLG Program

The interest rates shown are the range of contractual rates in effect at year-end including non-U.S dollar fixed- and variable-rate issuances which excludes the

effects of the associated derivative instruments used in hedge accounting relationships if applicable The use of these derivative instruments modifies the Firms expo

sure to the contractual interest rates disclosed in the table above Including the effects of the hedge accounting derivatives the
range

of modified rates in effect at De

cember 31 2009 for total long-term debt was 0.171% to 14.21% versus the contractual
range

of 0.16% to 14.21% presented in the table above The interest rate

ranges
shown exclude structured notes accounted for at fair value

Included $7.8 billion principal amount of U.S dollar-denominated floating-rate mortgage bonds issued to an unaffiliated statutory trust which in turn issued 6.0

billion in covered bonds secured
by mortgage loans

Included $49.0 billion and $58.2 billion of
outstanding

structured notes accounted for at fair value at December 31 2009 and 2008 respectively

Included on the Consolidated Balance Sheets in beneficial interests issued by consolidated VIEs Also included $1.4 billion and $1.7 billion of outstanding structured

notes accounted for at fair value at December 31 2009 and 2008 respectively Excluded short-term commercial
paper

beneficial interests of $4.8 billion at December

31 2009

At December31 2009 long-term debt aggregating $33.2 billion was redeemable at the option of JPMorgan Chase in whole or in part prior to maturity based on

the terms specified
in the

respective notes

The aggregate principal amount of debt that matures in each of the five
years subsequent to 2009 is $37.1 billion in 2010 $49.1 billion in 2011 $46.8 billion in

2012 $18.4 billion in 2013 and $24.4 billion in 2014

Included $3.4 billion and $3.4 billion of outstanding zero-coupon notes at December31 2009 and 2008 respectively The aggregate principal amount of these notes

at their respective maturities was $6.6 billion and $7.1 billion respectively
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The weighted-average contractual interest rates for total long-term

debt were 3.52% and 4.25% as of December31 2009 and 2008

respectively In order to modify exposure to interest rate and currency

exchange rate movements JPMorgan Chase utilizes derivative instru

ments primarily interest rate and cross-currency interest rate swaps in

conjunction with some of its debt issues The use of these instruments

modifies the Firms interest expense on the associated debt The

modified weighted-average interest rates for total long-term debt

including
the effects of related derivative instruments were .86% and

3.70% as of December 31 2009 and 2008 respectively

On December 2008 the Firm elected to participate in the TLG

Program which was available to among others all U.S depository

institutions insured by the FDIC and all U.S bank holding

companies unless they opted out of the TLG Program or the FDIC

terminated their participation Under the TLG Program the FDIC

guaranteed through the earlier of maturity or June 30 2012

certain senior unsecured debt issued though October 31 2009 in

return for fee to be paid based on the amount and maturity of

the debt Under the TLG Program the FDIC would pay the unpaid

principal
and interest on an FDIC-guaranteed debt instrument

upon the failure of the
participating entity

to make timely

payment of principal or interest in accordance with the terms of

the instrument

JPMorgan Chase Co Parent Company has guaranteed certain

debt of its subsidiaries including both long-term debt and structured

notes sold as part of the Firms market-making activities These

guarantees rank on parity
with all of the Firms other unsecured

and unsubordinated indebtedness Guaranteed liabilities totaled

$4.5 billion and $4.8 billion at December 31 2009 and 2008

respectively For additional information see Note on pages
151

156 of this Annual Report

Junior subordinated deferrable interest debentures held by

trusts that issued guaranteed capital debt securities

At December 31 2009 the Firm had established 25 wholly-owned

Delaware statutory business trusts issuer trusts that had issued

guaranteed capital debt securities

The
junior

subordinated deferrable interest debentures issued by the

Firm to the issuer trusts totaling $19.6 billion and $18.6 billion at

December 31 2009 and 2008 respectively were reflected in the

Firms Consolidated Balance Sheets in long-term debt and in the

table on the preceding page under the caption Junior subordinated

debt i.e trust preferred capital
debt securities The Firm also

records the common capital
securities issued by the issuer trusts in

other assets in its Consolidated Balance Sheets at December 31

2009 and 2008 The debentures issued to the issuer trusts by the

Firm less the common capital
securities of the issuer trusts qualify

as Tier capital

The following is summary of the outstanding trust preferred capital debt securities including unamortized original issue discount issued by

each trust and the junior subordinated deferrable interest debenture issued to each trust as of December 31 2009

Amount

of trust preferred
Stated maturity Interest rate of

capital
debt Principal amount of trust preferred

Earliest trust preferred

securities issued of debenture capital
securities redemption capital securities Interest payment

December 31 2009 in millions by trust issued to trust Issue date and debentures date and debentures distribution dates

Bank One Capital III 474 650 2000 2030 Any time 8.75% Semiannually

Bank One Capital
VI 525 553 2001 2031 Any time 7.20% Quarterly

Chase Capital II 481 497 1997 2027 Any time LIBOR 0.50% Quarterly

Chase Capital Ill
295 304 1997 2027 Any time LIBOR 0.55% Quarterly

Chase Capital VI 241 249 1998 2028 Any time LIBOR 0.625% Quarterly

First Chicago NBD Capital 248 256 1997 2027 Any time LIBOR 0.55% Quarterly

J.P Morgan Chase Capital 1000 1014 2002 2032 Anytime 7.00% Quarterly

J.P Morgan Chase Capital XI 1075 1000 2003 2033 Anytime 5.88% Quarterly

J.P Morgan Chase Capital Xli 400 389 2003 2033 Any time 6.25% Quarterly

JPMorgan Chase Capital Xlii 465 480 2004 2034 2014 LIBOR 0.95% Quarterly

JPMorgan Chase Capital XIV 600 584 2004 2034 2009 6.20% Quarterly

JPMorgan Chase Capital
XV 995 1101 2005 2035 Any time 5.88% Semiannually

JPMorgan Chase Capital XVI 500 491 2005 2035 2010 6.35% Quarterly

JPMorgan Chase Capital XVII 496 517 2005 2035 Anytime 5.85% Semiannually

JPMorgan Chase Capital XVIII 748 749 2006 2036 Any time 6.95% Semiannually

JPMorgan Chase Capital XIX 563 564 2006 2036 2011 6.63% Quarterly

JPMorgan Chase Capital XX 995 996 2006 2036 Any time 6.55% Semiannually

JPMorgan Chase Capital XXI 836 837 2007 2037 2012 LIBOR 0.95% Quarterly

JPMorgan Chase Capital XXII 996 997 2007 2037 Any time 6.45% Semiannually

JPMorgan Chase Capital XXIII 643 643 2007 2047 2012 LIBOR 1.00% Quarterly

JPMorgan Chase Capital XXIV 700 700 2007 2047 2012 6.88% Quarterly

JPMorgan Chase Capital XXV 1492 1734 2007 2037 203 6.80% Semiannually

JPMorgan Chase Capital XXVI 1815 1815 2008 2048 2013 8.00% Quarterly

JPMorgan Chase Capital XXVII 995 995 2009 2039 2039 7.00% Semiannually

JPMorgan Chase Capital XXVIII 1500 1500 2009 2039 2014 7.20% Quarterly

Total 19078 19615

Represents
the amount of trust preferred capital debt securities issued to the public by each trust including unamortized original issue discount

Represents the principal amount of JPMorgan Chase debentures issued to each trust including unamortized original-issue
discount The principal amount of debentures

issued to the trusts includes the impact of hedging and purchase accounting
fair value adiustments that were recorded on the Firms Consolidated Financial Statements
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Note 23 Preferred stock

JPMorgan Chase is authorized to issue 200 million shares of preferred

stock in one or more series with par value of $1 per share

On April 23 2008 the Firm issued 600000 shares of Fixed to Float

ing
Rate Noncumulative Preferred Stock Series Series for total

proceeds of $6.0 billion

On July 15 2008 each series of Bear Stearns preferred stock then

issued and outstanding was exchanged into series of JPMorgan

Chase preferred stock Cumulative Preferred Stock Series Series

and Series having substantially
identical terms As result of the

exchange these preferred shares rank equally with the other series of

the Firms preferred stock

On Augut 21 2008 the Firm issued 180000 shares of 8.625%

Noncumulative Preferred Stock Series Series for total pro

ceeds of $1.8 billion

On October 28 2008 pursuant to the U.S Department of the Treas

urys the U.S Treasury Capital
Purchase Program the Capital

Purchase Program the Firm issued to the U.S Treasury for total

proceeds of $25.0 billion 2.5 million shares of the Firms Fixed

Rate Cumulative Perpetual Preferred Stock Series par value $1 per

share and liquidation preference $10000 per share the Series

Preferred Stock and ii warrant to purchase up to 88401697

shares of the Firms common stock at an exercise price of $42.42 per

share the Warrant subject to certain anti-dilution and other

adjustments The $25.0 billion proceeds were allocated to the Series

Preferred Stock and the Warrant based on the relative fair value of

the instruments The difference between the initial
carrying

value of

$23.7 billion allocated to the Series Preferred Stock and its redemp

tion value of $25.0 billion was being amortized to retained earnings

with corresponding increase in the
carrying

value of the Series

Preferred Stock over the first five years of the contract as an adjust

ment to the dividend yield using the effective-yield method The

Series Preferred Stock was nonvoting qualified as Tier
capital

and

ranked equally with the Firms other series of
preferred

stock On June

17 2009 the Firm redeemed all of the outstanding shares of Series

Preferred Stock and repaid the full $25.0 billion principal amount

together with accrued but unpaid dividends

In the event of liquidation or dissolution of the Firm JPMorgan

Chases preferred stock then outstanding takes precedence over the

Firms common stock for the payment of dividends and the distribu

tion of assets

Generally dividends on shares of outstanding series of prdfdrred

stock are payable quarterly Dividends on the shares of Series

preferred stock are payable semiannually at fixed annual dividend

rate of 7.90% through April 2018 and then become payable

quarterly at an annual dividend rate of three-month LIBOR
plus

3.47% The Series Preferred Stock bore cumulative dividends

payable quarterly at rate of 5% per year for the first five years

and 9% per year thereafter Dividends could only be paid if as and

when declared by the Firms Board of Directors The effective divi

dend
yield on the Series Preferred Stock was 6.16% The Series

Preferred Stock ranked equally with the Firms
existing 6.15%

Cumulative Preferred Stock Series 5.72% Cumulative Preferred

Stock Series 5.49% Cumulative Preferred Stock Series Fixed-

to-Floating Rate Noncumulative Perpetual Preferred Stock Series

and 8.63% Noncumulative Perpetual Preferred Stock Series in

terms of dividend payments and
upon liquidation

of the Firm

The following is summary of JPMorgan Chases preferred stock outstanding as of December 31 2009 and 2008

Contractual

rate in effect at

Earliest December 31

redemption date 2009December 31 2009 2008

Cumulative Preferred Stock

Series Ea 200 818113 818113 164 164 Anytime 6.15%

Cumulative Preferred Stock

Series Fa 200 428825 428825 86 86 Anytime 5.72

Cumulative Preferred Stock

SeriesGa 200 511169 511169 102 102 Anytime 5.49

Fixed to Floating
Rate

Norrcumulative
Perpetual

Preferred Stock Series 1a 10000 600000 600000 6000 6000 4/30/2018 7.90

Noncumulative Perpetual

Preferred Stock Series ja 10000 180000 180000 1800 1800 9/1/2013 8.63

Fixed Rate Cumulative

Perpetual
Preferred Stock

Series 10000 2500000 23787c NA

Total preferred stock 2538107 5038107 8152 31939

Represented by depositary shares

Redemption price includes amount shown in the table plus any
accrued but unpaid dividends

Represents the carrying value as of December 31 2008 The redemption value was $25.0 billion

Share value and

redemption

price per shareb

Shares Amount in millions

2009 2008
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Dividend restrictions

Prior to the redemption of the Series Preferred Stock any accrued

and unpaid dividends on the Series Preferred Stock were required

to be fully paid before dividends could be declared or paid on stock

ranking junior or equally with the Series Preferred Stock In addi

tion the U.S Treasurys consent was required for
any

increase in

dividends on common stock from the $0.38 per share quarterly

dividend paid on October 31 2008 As result of the redemption

of the Series Preferred Stock JPMorgan Chase is no longer sub

ject to any of these restrictions

Stock repurchase restrictions

Prior to the redemption of the Series Preferred Stock the Firm

could nofrepurchase or redeem any common stock or other equity

securities of the Firm or any trust preferred capital
debt securities

issued by the Firm or any of its affiliates without the
prior

consent

of the U.S Treasury other than repurchases of the Series

Preferred Stock and ii repurchases of junior preferred shares or

common stock in connection with any employee benefit plan in the

ordinary course of business consistent with past practice As

result of the redemption of the Series Preferred Stock JPMorgan

Chase is no longer subject to any of these restrictions

Note 24 Common stock

At December 31 2009 JPMorgan Chase was authorized to issue

9.0 billion shares of common stock with par value of $1 per

share On June 2009 the Firm issued $5.8 billion or 163 million

new shares of its common stock at $35.25 per share On Septem

ber 30 2008 the Firm issued $11.5 billion or 284 million new

shares of its common stock at $40.50 per share

On April 2008 pursuant to the Share Exchange Agreement

dated March 24 2008 between JPMorgan Chase and Bear

Stearns 20.7 million newly issued shares of JPMorgan Chase

common stock were issued to Bear Stearns in transaction that

was exempt from
registration

under the Securities Act of 1933

pursuant to Section 42 thereof in exchange for 95.0 million newly

issued shares of Bear Stearns common stock or 39.5% of Bear

Stearns common stock after giving effect to the issuance Upon the

consummation of the Bear Stearns merger on May 30 2008 the

20.7 million shares of JPMorgan Chase common stock and 95.0

million shares of Bear Stearns common stock were cancelled For

further discussion of this transaction see Note on pages 151

156 of this Annual Report

Common shares issued newly issued or distributed from treasury

by JPMorgan Chase during the years ended December 31 2009

2008 and 2007 were as follows

December 31

in millions 2009 2008 2007

Issued balance at January 3941.6 3657.7 3657.8

Newly issued

Common stock

Open market issuance 163.3 283.9

Bear Stearns Share Exchange

Agreement 20.7

Total newly issued 163.3 304.6

Canceled shares 20.7 0.1

Total issued balance at

December31 4104.9 3941.6 3657.7

Treasury balance at January 208.8 290.3 196.1

Purchase of treasury stock 168.2

Share repurchases related to

employee stock-based

awards 1.1 0.5 2.7

Issued from
treasury

Net change from the Bear

Stearns merger as result of

the reissuance of Treasury

stock and the Share Ex

change Agreement 26.5

Employee benefits and

compensation plans 45.7 54.4 75.7

Employee stock purchase plans 1.3 1.1 1.0

Total issued from
treasury

47.0 82.0 76.7

Total treasury balance at

December31 162.9 208.8 290.3

Outstanding 3942.0 3732.8 3367.4

Participants in the Firms stock-based incentive plans may have shares

withheld to cover income taxes

Pursuant to the Capital Purchase Program the Firm issued to the

U.S Treasury Warrant to purchase up to 88401697 shares of

the Firms common stock at an exercise
price

of $42.42 per share

subject to certain antidilution and other adjustments Based on the

Warrants fair value relative to the fair value of the Series Pre

ferred Stock on October 28 2008 as discussed in Note 23 on

pages 230231 of this Annual Report the Warrant was recorded at

value of $1.3 billion The U.S Treasury exchanged the Warrant

for 88401697 warrants each of which was warrant to purchase

share of the Firms common stock at an exercise price of $42.42

per share and on December 11 2009 sold the warrants in

secondary public offering for $950 million The warrants are exer

cisable in whole or in part at any time and from time to time until

October 28 2018 The Firm did not purchase any of the warrants

sold by the U.S Treasury

In April 2007 the Board of Directors approved stock repurchase

program that authorizes the repurchase of
up to $10.0 billion of

the Firms common shares In connection with the U.S Treasurys

sale of the warrants the Board of Directors amended the Firms

securities repurchase program to authorize the repurchase of war

rants for its stock During the years ended December 31 2009 and

2008 the Firm did not repurchase any shares of its common stock

During 2007 the Firm repurchased 168 million shares of common

stock under stock repurchase programs approved by the Board of

Directors As of December 31 2009 $6.2 billion of authorized

repurchase capacity remained under the repurchase program with

respect to repurchases of common stock and all the authorized

repurchase capacity remained with respect to the warrants

The authorization to repurchase common stock and warrants will be

utilized at managements discretion and the timing of purchases and
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the exact number of shares and warrants purchased is subject to

various factors including market conditions legal considerations

affecting
the amount and timing of repurchase activity the Firms

capital position taking into account goodwill and intangibles internal

capital generation and alternative potential investment opportunities

The repurchase program does not include specific price targets or

timetables may be executed through open market purchases or

privately negotiated transactions or utilizing Rule 10b5-1 programs

and may be suspended at anytime Rule 0b5-1 repurchase plan

allows the Firm to repurchase its equity during periods when it would

not otherwise be repurchasing common stock for example during

internal
trading black-out periods All purchases under Rule

0b5-1
plan must be made according to predefined plan that is

established when the Firm is not aware of material nonpublic

information

As of December 31 2009 approximately 582 million unissued

shares of common stock were reserved for issuance under various

employee incentive compensation option and stock purchase

plans director compensation plans and the Warrants issued under

the Capital Purchase Program as discussed above

Note 25 Earnings per share

Effective January 2009 the Firm implemented new FASB guid

ance for
participating securities which clarifies that unvested stock-

based compensation awards containing nonforfeitable
rights to

dividends or dividend equivalents collectively dividends are

participating securities andshould be included in the earnings per

share calculation using the two-class method JPMorgan

Chase grants restricted stock and RSUs to certain employees under

its stock-based compensation programs which entitle the recipients

to receive nonforfeitable dividends during the vesting period on

basis equivalent to the dividends paid to holders of common stock

these unvested awards meet the definition of
participating securi

ties Under the two-class method all earnings distributed and

undistributed are allocated to each class of common stock and

participating securities based on their respective rights to receive

dividends data for the prior periods were revised as required

by the FASBs guidance

The following table presents the calculation of basic and diluted

for the years ended December31 2009 2008 and 2007

Year ended December 31

in millions except per share

amounts 2009 2008 2007

Basic earnings per share

Income before
extraordinary gain 11652 3699 5365

Extraordinary gain 76 1906

Net income 11728 5605 5365
Less Preferred stock dividends 1327 674

Less Accelerated amortization from

redemption of preferred stock

issued to the U.S
Treasury 1112e

Net income applicable to common

equity 9289 4931 15365
Less Dividends and undistributed

earnings allocated to
participating

securities 515
441_

Net income applicable to common

stockholdersa 8774 4742 14924
Total weighted-average basic shares

outstanding 3862.8 3501.1 3403.6

Per share

Income before extraordinary gain 2.25 0.81 4.38

Extraordinary gain 0.02 0.54

Net incomeb 2.27e 1.35 4.38

Year ended December 31

in millions except per share

amounts 2009 2008 2007

Diluted earnings per share

Net income applicable to common

equity 9289 4931 15365
Less Dividends and undistributed

earnings allocated to
participat

ing securities 515 189 438

Net income applicable to common

stockholdersa 8774 4742 14927
Total weighted-average basic

shares
outstanding 3862.8 3501.1 3403.6

Add Employee stock options SARs

and WarrantsC 16.9 20.7 41.7

Total weighted-average diluted

shares outstandingd 3879.7 3521.8 3445.3

Per share

Income before
extraordinary gain 2.24 0.81 4.33

Extraordinary gain 0.02 0.54

Net income per shareb 2.26e 1.35 4.33

Net income applicable to common stockholders fordiluted and basic EPS may
differ under the two-class method as result of adding common stock

equivalents

for options SAR5 and warrants to dilutive shares
outstanding wtich alters the

ratio used to allocate
earnings

to common stockholders and participating securi

ties for
purposes of calculating diluted EPS

EPS data has been revised to reflect the retrospective application of new FASB

guidance for participating securities which resulted in reduction of basic and

diluted EPS for the
year ended December 31 2009 of $0.13 and $0.05 respec

tively for the
year

ended December31 2008 of $0.06 and $0.02 respectively

and for the year ended December 31 2007 of $0.13 and $0.05
respectively

Excluded from the computation of diluted EPS due to the antidilutive effect were

options issued under employee benefit plans and for 2008 the Warrant issued

under the U.S Treasurys Capital Purchase Program to purchase shares of the

Firms common stock totaling 266 million 209 million and 129 million for the

years
ended December 31 2009 2008 and 2007 respectively

Participating securities were included in the calculation of diluted EPS
using the

two-class method as this
computation was more dilutive than the calculation us

ing the
treasury-stock method

The calculation of basic and diluted EPS for the
year

ended December 31
2009 includes one-time noncash reduction of $1.1 billion or $0.27

per

share resulting from the redemption of the Series Preferred Stock issued to

the U.S
Treasury
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Note 26 Accumulated other comprehensive income/loss

Accumulated other comprehensive income/loss includes the after-tax change in unrealized gains/losses on AFS securities foreign currency

translation adjustments including the impact of related derivatives cash flow hedging activities and net loss and
prior

service cost/credit

related to the Firms defined benefit pension and OPEB plans

Net loss and
prior

service costs/credit of Accumulated other

defined benefit pension comprehensive

________________________________________ ______________
and OPEB

plans income/loss

1102 1557

in millions

Balance at December 31 2006

Cumulative effect of changes in

accounting principles for fair value

option elections

Balance atianuary 2007 adjusted 28 489 1102 1558

Net change 352b 313 599 641

Balance at December 31 2007 380 802 503 917

Net change 2481 606 600 2283 4770
Balance at December 31 2008 2101 598 202 2786 5687

Net change 4133h 582 383 498 5596

Balance at December 31 2009 2032e 16 181 2288 91
Represents the after-tax difference between the faiivalue and amortized cost of the AFS securities portfolio and retained interests in securitizations recorded in other

assets

The net change during 2007 was due primarily to decline in interest rates

The net change during 2008 was due primarily to spread widening related to credit card asset-backed securities nonagency mortgage-backed securities and collateral

ized loan
obligations

The net change during 2009 was due primarily to overall market
spread and market liquidity improvement as well as changes in the composition of investments

Includes after-tax unrealized losses of $226 million not related to credit on debt securities for which credit losses havebeen recognized in income

The following table presents the before- and after-tax changes in net unrealized gains/losses and reclassification adjustments for realized

gains/losses on AFS securities and cash flow hedges changes resulting from foreign currency translation adjustments including the impact of

related derivatives net gains/losses and prior service costs/credits from pension and OPEB plans and amortization of pension and OPEB

amounts into net income Reclassification adjustments include amounts recognized in net income that had been recorded previously in other

comprehensive income/loss

2OnQ 2007

Before Tax After Before Tax After Before Tax After

tax effect tax tax effect tax tax effect tax
Year ended December 31 in millions

Unrealized gains/losses on AFS securities

Net unrealized
gains/losses arising during the period 7870 3029 4841 3071 1171 1900 759 310 449

Reclassification
adjustment

for realized gairrs/losses

included in net income 1152 444 708 965 384 581 164 67 97
Net change 6718 2585 4133 4036 1555 2481 595 243 352

Translation adjustments

Translation 1139 398 741 1781 682 1099 754 281 473

Hedges 259 100 159 820 327 493 780 310 470
Net change 880 298 582 961 355 606 26 29

Cash flow hedges

Net unrealized gains/losses arising during the period 767 308 459 584 226 358 737 294 443
Reclassification adjustment for realized gains/losses

included in net income 124 48 76 402 160 242 217 87 130

Net change 643 260 383 986 386 600 520 207 313
Net loss and prior service costlcredit of

defined benefit pension and OPEB plans

Net
gains/losses and prior service credits arising

during the period 494 200 294 3579 1289 2290 934 372 562

Reclassification adjustment for net loss and prior

service credits included in net income 337 133 204 14 59 22 37

Net change 831 333 498 3565 1282 2283 993 394 599

Total Other comprehensive income/loss 9072 3476 5596 7576 2806 4770 1042 401 641

Translation

Unrealized gains/f osses
adjustments

on Apssecuritiesa net of hedges Cash flow hedges

29 $489
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Note 27 Income taxes

JPMorgan Chase and its
eligible subsidiaries file consolidated U.S

federal income tax return JPMorgan Chase uses the asset and

liability method to provide income taxes on all transactions re

corded in the Consolidated Financial Statements This method

requires that income taxes reflect the expected future tax conse

quences of temporary differences between the carrying amounts of

assets or liabilities for book and tax purposes Accordingly de

ferred tax asset or liability for each temporary difference is deter

mined based on the tax rates that the Firm expects to be in effect

when the underlying items of income and expense are realized

JPMorgan Chases expense for income taxes includes the current

and deferred portions of that expense valuation allowance is

established to reduce deferred tax assets to the amount the Firm

expects to realize

Due to the inherent complexities arising
from the nature of the

Firms businesses and from conducting business and being taxed in

substantial number of
jurisdictions significant judgments and

estimates are required to be made Agreement of tax liabilities

between JPMorgan Chase and the many tax
jurisdictions in which

the Firm files tax returns may not be finalized for several years

Thus the Firms final tax-related assets and liabilities
may ulti

mately be different from those
currently reported

The components of income tax expense/benefit included in the

Consolidated Statements of Income were as follows for each of the

years ended December 31 2009 2008 and 2007

Year ended December 31

in millions 2009 2008 2007

Current income tax expense

U.S federal 4698 395 2805
Non-U.S 2368 1009 2985
U.S state and local 971 307 343

Total current income

tax expense 8037 1711 6133
Deferred income tax expense

benefit

U.S federal 2867 3015 1122
Non-U.S 454 185
U.S state and local 301 377 370

Total deferred income

tax expense/benefit 3622 2637 1307
Total income tax expense

benefit before extraor

dinary gain 4415 926 7440

The preceding table does not reflect the tax effect of certain items

that are recorded each period directly in stockholders equity and

certain tax benefits associated with the Firms employee stock-

based compensation plans The table also does not reflect the

cumulative tax effects of
initially implementing new accounting

pronouncements in 2007 The tax effect of all items recorded

directly to stockholders equity resulted in decrease of $3.7 billion

in 2009 and an increase in stockholders equity of $3.0 billion and

$159 million in 2008 and 2007 respectively

U.S federal income taxes have not been provided on the undistrib

uted earnings of certain non-U.S subsidiaries to the extent that

such earnings have been reinvested abroad for an indefinite period

of time During 2008 as part of JPMorgan Chases periodic review

of the business requirements and capital needs of its non-U.S

subsidiaries combined with the formation of
specific strategies and

steps taken to fulfill these requirements and needs the Firm deter

mined that the undistributed earnings of certain of its subsidiaries

for which U.S federal income taxes had been provided will be

indefinitely reinvested to fund the current and future growth of the

related businesses As management does not intend to use the

earnings of these subsidiaries as source of funding for its U.S

operations such earnings will not be distributed to the U.S in the

foreseeable future This determination resulted in the release of

deferred tax liabilities and the recognition of an income tax benefit

of $1.1 billion associated with these undistributeci earnings For

2009 pretax earnings of
approximately $2.8 billion were generated

that will be
indefinitely reinvested in these subsidiaries At Decem

ber 31 2009 the cumulative amount of undistributed pretax

earnings in these subsidiaries approximated $15.7 billion If the

Firm were to record deferred tax
liability associated with these

undistributed earnings the amount would be $3.6 billion at De

cember31 2009

The tax expense applicable to securities gains and losses for the

years 2009 2008 and 2007 was $427 million $608 million and

$60 million respectively

reconciliation of the applicable statutory U.S income tax rate to

the effective tax rate for each of the years ended December 31

2009 2008 and 2007 is presented in the following table

Year ended December 31

Statutory U.S federal tax rate

Increasedecrease in tax rate

resulting from

U.S state and local income

taxes net of U.S federal

income tax benefit

Tax-exempt income

Non-U.S subsidiary earnings

Business tax credits

Bear Stearns equity losses

Other net

Effective tax rate

2.7 16.0 2.0

3.9 14.8 2.4

1.7 53.6 1.1

5.5 24.5 2.5

5.7

Total income tax expense includes $280 million $55 million and

$74 million of tax benefits recorded in 2009 2008 and 2007

respectively as result of tax audit resolutions

2009 2008 2007

35.0% 35.0% 35.0%

0.9 2.8 1.6

27.5% 33.4% 32.6%
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Deferred income tax expense/benefit results from differences be

tween assets and liabilities measured for financial reporting versus

income-tax return purposes The significant components of deferred

tax assets and liabilities are reflected in the following table as of

December 31 2009 and 2008

December 31 in millions
2009 2008

Deferred tax assets

Allowance for loan losses $12376 8029

Employee benefits 4424 4841

Allowance for other than loan losses 3995 3686

Non-U.S
operations

1926 2504

Tax attribute carryforwards
912 1383

Fair value adjustmentsa 2565

Gross deferred tax assets 23633 $23008

Deferred tax liabilities

Depreciation
and amortization 4832 4681

Leasing
transactions 2054 1895

Non-U.S operations 1338 946

Fee income 670 1015

Fair value adjustmentsa 328

Other net 147 202

Gross deferred tax liabilities 9369 8739

Valuation allowance 1677 1266

Net deferred tax asset $12587 $13003

Includes fair value adustments related to AES securities cash flows
hedging

activities and other portfolio investments

JPMorgan Chase has recorded deferred tax assets of $912 million

at December 31 2009 in connection with U.S federal state and

local and non-U.S subsidiary net operating loss carryforwards At

December 31 2009 the U.S federal net operating loss caryfor

ward was approximately $1.2 billion the state and local net Oper

ating loss carryforwards were approximately $4.4 billion and the

non-U.S subsidiary net operating loss carryforward was $768

million

If not utilized the U.S federal net operating loss carryforward will

expire in 2027 and the state and local net operating loss carryfor

wards will expire in years 2026 2027 and 2028 The non-U.S

subsidiary net operating loss carryforward has an unlimited
carry-

forward period

valuatioh allowance has been recorded for losses associated with

non-U.S subsidiaries and certain portfolio investments and certain

state and local tax benefits The increase in the valuation allowance

from 2008 was predominantly related to non-U.S subsidiaries

At December 31 2009 2008 and 2007 JPMorgan Chases unrecog

nized tax benefits excluding related interest expense and penalties

were $6.6 billion $5.9 billion and $4.8 billion respectively of which

$3.5 billion $2.9 billion and $1.3 billion respectively
if recognized

would reduce the annual effective tax rate As JPMorgan Chase is

presently under audit by number of tax authorities it is reasonably

possible that unrecognized tax benefits could
significantly change

over the next 12 months which could also significantly impact

JPMorgan Chases quarterly
and annual effective tax rates

The following table presents reconciliation of the beginning and

ending amount of unrecognized tax benefits for the years ended

December 31 2009 2008 and 2007

Unrecognized tax benefits

Year ended December 31

in millions 2009 2008 2007

Balance at January 5894 4811 4677

Increases based on tax positions

related to the current period 584 890 434

Decreases based on tax
positions

related to the current period 109 241

Increases associated with the

Bear Stearns merger 1387

Increases based on tax positions

related to prior periods 703 501 903

Decreases based on tax positions

related to prior periods 322 1386 791

Decreases related to settlements

with taxing authorities 203 181 158

Decreases related to lapse
of

applicable statute of limitations 42 19 13

Balance at December 31 6608 5894 4811

Pretax interest expense and penalties related to income tax liabili

ties recognized in income tax expense were $154 million $101

million after-tax in 2009 $571 million $346 million after-tax in

2008 and $516 million $314 million after-tax in 2007 Included

in accounts payable and other liabilities at December 31 2009 and

2008 in addition to the Firms
liability

for unrecognized tax bene

fits was $2.4 billion and $2.3 billion respectively for income tax-

related interest and penalties of which the penalty component was

insignificant

JPMorgan Chase is subject to ongoing tax examinations by the tax

authorities of the various jurisdictions in which it operates includ

ing
U.S federal state and local and non-U.S

jurisdictions
The

Firms consolidated federal income tax returns are presently under

examination by the Internal Revenue Service IRS for the years

2003 2004 and 2005 The consolidated federal income tax returns

of Bear Stearns for the years ended November 30 2003 2004 and

2005 are also under examination Both examinations are expected

to conclude in 2010

The IRS audits of the consolidated federal income tax returns of

JPMorgan Chase for the years 2006 2007 and 2008 and for Bear

Stearns for the years ended November 30 2006 November 30

2007 and for the period December 2007 through May 30 2008

are expected to commence in 2010 Administrative appeals are

pending with the IRS
relating

to
prior periods that were examined

For 2002 and prior years refund claims relating to income and credit

adjustments and to tax attribute carrybacks for JPMorgan Chase and

its predecessor entities including Bank One have been filed

Amended returns to reflect refund claims primarily attributable to net

operating losses and tax credit carrybacks will be filed for the final

Bear Stearns U.S federal consolidated tax return for the period

December 2007 through May 30 2008 and for
prior years

On January 2007 the Firm adopted FASB guidance which ad

dresses the recognition and measurement of tax positions taken or

expected to be taken and also guidance on derecognition classifi

cation interest and penalties accounting in interim periods and

disclosure to all of its income tax positions resulting in $436

million cumulative effect increase to retained earnings reduction

in goodwill of $113 million and $549 million decrease in the

liability
for income taxes
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The following table presents the U.S and non-U.S components of

income before income tax expense/benefit and extraordinary gain

for the years ended December 31 2009 2008 and 2007

Year ended December 31

in millions 2009 2008 2007

U.S 6263 2094 13720

NorrU.S.a 9804 4867 9085

Income before income tax

expense/benefit and

extraordinary gain 16067 2773 $22805

For purposes of this table non-U.S income is defined as income generated

from
operations

located outside the U.S

Note 28 Restrictions on cash and inter-

company funds transfers

The business of JPMorgan Chase Bank National Association

JPMorgan Chase Bank N.A is subject to examination and

regulation by the Office of the Comptroller of the Currency

0CC The Bank is member of the U.S Federal Reserve Sys

tem and its deposits are insured by the FDIC

The Board of Governors of the Federal Reserve System the Fed

eral Reserve requires depository institutions to maintain cash

reserves with Federal Reserve Bank The average amount of

reserve balances deposited by the Firms bank subsidiaries with

various Federal Reserve Banks was approximately $821 million and

$1.6 billion in 2009 and 2008 respectively

Restrictions imposed by U.S federal law
prohibit JPMorgan Chase

and certain of its affiliates from borrowing from banking subsidiar

ies unless the loans are secured in
specified amounts Such secured

loans to the Firm or to other affiliates are generally limited to 10%

of the banking subsidiarys total capital as determined by the risk-

based
capital guidelines the aggregate amount of all such loans is

limited to 20% of the banking subsidiarys total capital

The principal sources of JPMorgan Chases income on parent

companyonly basis are dividends and interest from JPMorgan

Chase Bank N.A and the other banking and nonbanking subsidi

aries of JPMorgan Chase In addition to dividend restrictions set

forth in statutes and regulations the Federal Reserve the DCC and

the FDIC have authority under the Financial Institutions Supervisory

Act to prohibit or to limit the payment of dividends by the banking

organizations they supervise including JPMorgan Chase and its

subsidiaries that are banks or bank holding companies if in the

banking regulators opinion payment of dividend would consti

tute an unsafe or unsound
practice in light

of the financial condi

tion of the banking organization

At January 2010 and 2009 JPMorgan Chases banking subsidi

aries could pay in the aggregate $3.6 billion and $17.0 billion

respectively in dividends to their respective bank holding compa

flies without the
prior approval of their relevant banking regulators

The capacity to pay dividends in 2010 will be supplemented by the

banking subsidiaries earnings during the year

In compliance with rules and regulations established by U.S and

non-U.S regulators as of December 31 2009 and 2008 cash in

the amount of $24.0 billion and $34.8 billion respectively and

securities with fair value of $10.2 billion and $23.4 billion re

spectively were segregated in
special bank accounts for the benefit

of securities and futures brokerage customers

Note 29 Capital

The Federal Reserve establishes capital requirements including

well-capitalized standards for the consolidated financial holding

company The 0CC establishes similar capital requirements and

standards for the Firms national banks including JPMorgan Chase

Bank N.A and Chase Bank USA N.A

There are two categories of risk-based capital Tier
capital

and

Tier capital Tier capital includes common stockholders equity

qualifying preferred stock and minority interest less goodwill and

other adjustments Tier capital consists of preferred stock not

qualifying as Tier subordinated long-term debt and other instru

ments qualifying as Tier and the aggregate allowance for credit

losses up to certain percentage of risk-weighted assets Total

regulatory capital is subject to deductions for investments in certain

subsidiaries Under the risk-based
capital guidelines of the Federal

Reserve JPMorgan Chase is required to maintain minimum ratios of

Tier and Total Tier plus Tier capital to risk-weighted assets

as well as minimum leverage ratios which are defined as Tier

capital to average adjusted onbalance sheet assets Failure to

meet these minimum requirements could cause the Federal Reserve

to take action Banking subsidiaries also are subject to these
capital

requirements by their respective primary regulators As of December

31 2009 and 2008 JPMorgan Chase and all of its banking sub

sidiaries were well-capitalized and met all
capital requirements to

which each was subject
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The following table presents the risk-based capital ratios for JPMorgan Chase and its significant banking subsidiaries at December 31 2009 and 2008

Well- Minimum

December 31 JPMorpan Chase Co.c JPMorpan Chase Bank N.A.c Chase Bank USA N.A.C
capitalized capital

in millions except ratios 2009 2008 2009 2008 2009 2008 ratiosf
ratiosO

Regulatory capital

Tier 132971 136104 96372 $100597 $15534 11190

Total 177073 184720 136646 143832 19198 12901

Assets

Riskweighteda 11 98006d 1244659e 1011995 11 SO938e 114693 101472

Adjusted averageb 1933767d l966895e 1609081 l705754e 74087 87286

Capital ratios

Tier capital
111%d 10.9% 9.5% 8.7% 13.5% 11.0% 6.0% 4.0%

Total capital 14.8 14.8 13.5 12.5 16.7 12.7 10.0 8.0

Tier leverage
6.9 6.9 6.0 5.9 21.0 12.8 sog 3.oh

Indudesoffbalance sheet risk-weightedassets at December31 2009 of $367.4 billion $312.3 billion and $49.9 billion and at December31 2008 of $357.5 billion $330.1

billion and $18.6 billion for JPMorgan Chase JPMorgan Chase Bank NA and Chase Bank USA NA respectively Risk-weighted assets are calculated in accordance with U.S

federal regulatory capital standards

Adjusted average assets for
purposes

of calculating the leverage ratio include total
average

assets adjusted for unrealized gainsllosses on securities less deduc

tions for disallowed
goodwill

and other intangible assets investments in certain subsidiaries and the total adjusted carrying value of nonfinancial equity investments

that are subject to deductions from Tier capital

Asset and capital amounts for JPMorgan Chases banking subsidiaries reflect intercompany transactions whereas the respective amounts for JPMorgan Chase reflect

the elimination of intercompany transactions

On
January

2010 the Firm adopted new accounting standards which required
the consolidation of the Firms credit card securitization trusts bank-administered

asset-backed commercial paper
conduits and certain mortgage and other consumer securitization VIEs At adoption the Firm added approximately $88 billion of

U.S GAAP assets and decreased the Tier capital ratio by approximately
30 basis points The impact to the Tier capital ratio predominantly

reflects the establish

ment of allowance for loan losses of approximately $7 billion pretax related to the receivables held in the credit card securitization trusts that were consolidated at

the adoption date The impact to the Tier capital ratio does not include guidance
issued by the banking regulators that changed the regulatory treatment for con

solidated ABCP conduits since the Firm elected the optional two quarter implementation delay which may be followed by two quarter partial 50% implementa

tion of the effect on risk-weighted assets and risk-based capital requirements for entities where the Firm has not provided implicit or voluntary support
As result of

the election of the implementation delay as well as certain actions taken by the Firm during
the second quarter of 2009 that resulted in the regulatory capital con

solidation of the Chase Issuance Trust the Firms primary credit card securitization trust which added approximately $40 billion of risk-weighted assets the U.S

GAAP consolidation of these entities did not have significant impact on risk-weighted assets at the adoption
date

The Federal Reserve granted
the Firm for period of 18 months following

the Bear Stearns merger relief up to certain specified amount and subject to certain condi

tions from the Federal Reserves risk-based capital and leverage requirements
with respect to Bear Stearns risk-weighted assets and other exposures acquired The 0CC

granted JPMorgan Chase Bank N.A similar relief from its risk-based capital and leverage requirements
The relief would have ended by

its terms on September 30

2009 Commencing in the second
quarter

of 2009 the Firm no longer adjusted
its risk-based capital ratios to take into account the relief in the calculation of its risk-

based capital ratios as of June 30 2009

As defined by the regulations issued by the Federal Reserve 0CC and FDIC

Represents requirements for banking
subsidiaries pursuant to regulations issued under the FDIC Improvement Act There is no Tier leverage component in the

definition of well-capitalized bank holding company

The minimum Tier leverage ratio for bank holding companies and banks is 3% 014% depending on factors specified in regulations
issued by the Federal Reserve

and 0CC

Note Rating agencies
allow measures of capital to be adjusted upward for deferred tax liabilities which have resulted from both nontaxable business combinations and

from tax-deductible goodwill The Firm had deferred tax liabilities resulting from noritaxable business combinations totaling $812 million and $1.1 billion at Decem

ber 31 2009 and 2008 respectively Additionally the Firm had deferred tax liabilities resdlting from tax-deductible goodwill of $1.7 billion and $1.6 billion at

December 31 2009 and 2008 respectively

reconciliation of the Firms total stockholders equity to Tier capital and Total
qualifying capital is presented in the following table

December 31 in millions
2009 2008

Tier capital

Total stockholders equity
$165365 $166884

Effect of certain items in accumulated other comprehensive income/loss excluded from Tier capital
75 5084

Qualifying hybrid securities and noncontrolling
interestsa 19535 17257

Less Goodwillb 46630 46417

Fair value DVA on derivative and structured note liabilities related to the Firms credit quality
912 2358

Investments in certain subsidiaries
802 679

Other intangible assets 3660 3667

Total Tier capital 132971 136104

Tier capital

Long-term debt and other instruments qualifying as Tier capital
28977 31659

Qualifying
allowance for credit losses 15296 17187

Adjustment for investments in certain subsidiaries and other 171 230

Total Tier capital
44102 48616

Total qualifying capital
177073 $184720

Primarily
includes trust preferred capital debt securities of certain business trusts

Goodwill is net of
any

associated deferred tax liabilities
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Note 30 Commitments and contingencies

At December 31 2009 JPMorgan Chase and its subsidiaries were

obligated under number of noncancelable operating leases for

premises and equipment used
primarily

for banking purposes and

for energy-related tolling service agreements Certain leases contain

renewal options or escalation clauses providing for increased rental

payments based on maintenance utility
and tax increases or they

require the Firm to perform restoration work on leased premises

No lease agreement imposes restrictions on the Firms
ability to pay

dividends engage in debt or equity financing transactions or enter

into further lease agreements

The following table presents required future minimum rental pay

ments under operating leases with noncancelable lease terms that

expire after December 31 2009

Year ended December 31 in millions

2010 1652

2011 1629

2012 1550
2013 1478
2014 1379

After 2014 8264

Total minimum payments requireda 5952
Less Sublease rentals under rroncancelable subleases 1800
Net minimum payment required 1412

Lease restoration obligations are accrued in accordance with u.s GAAP and

arenot reported as required minimum lease payment

Total rental expense was as follows

Year ended December 31

in millions 2009 2008 2007

Gross rental expense 1884 1917 1380

Sublease rental income 172 415 175

Net rental expense 1712 1502 1205

At December 31 2009 assets were pledged to secure public

deposits and for other purposes The significant components of the

assets pledged were as follows

December 31 in billions 2009 2008

Reverse repurchase/securities borrowing

agreements 392.9 456.6

Securities 115.6 31.0

Loans 289.0 342.3

Trading assets and other 76.8 98.0

Total assets pledgeda 874.3 927.9

Total assets pledged do not include assets of consolidated VIEs These

assets are not generally used to satisfy liabilities to third parties See Note

16 on
pages

214222 of this Annual Report for additional information on

assets and liabilities of consolidated VIEs

In 2008 the Firm resolved with the IRS issues related to compliance

with reporting and withholding requirements for certain accounts

transferred to The Bank of New York Mellon Corporation

BNYM in connection with the Firms sale to BNYM of its corpo

rate trust business The resolution of these issues did not have

material effect on the Firm

Litigation reserve

The Firm maintains litigation reserves for certain of its outstanding

litigation JPMorgan Chase accrues for
litigation-related liability

when it is probable that such
liability

has been incurred and the

amount of the loss can be reasonably estimated Whenthe Firm is

named as defendant in
litigation

and may be subject to joint

and several liability and judgment-sharing agreement is in place

the Firm recognizes expense and obligations net of amounts ex

pected to be paid by other signatories to the judgment-sharing

agreement

While the outcome of litigation is inherently uncertain manage

ment believes in light of all information known to it at December

31 2009 the Firms litigation reserves were adequate at such date

Management reviews
litigation reserves at least quarterly and the

reserves may be increased or decreased in the future to reflect

further relevant developments The Firm believes it has meritorious

defenses to the claims asserted against it in its
currently out

standing litigation and with respect to such
litigation intends to

continue to defend itself vigorously litigating or settling cases

according to managements judgment as to what is in the best

interests of JPMorgan Chase stockholders

Note 31 Offbalance sheet lending-related

financial instruments guarantees and other

commitments

JPMorgan Chase utilizes lending-related financial instruments e.g

commitments and guarantees to meet the financing needs of its

customers The contractual amount of these financial instruments

represents the maximum possible credit risk should the counterpar

ties draw down the commitment or the Firm fulfill its obligation

under the guarantee and the counterparties subsequently fail to

perform according tO the terms of the contract Most of these

commitments and guarantees expire without default occurring or

without being drawn As result the total contractual amount of

these instruments is not in the Firms view representative of its

actual future credit exposure or funding requirements Further

certain commitments predominantly related to consumer financ

ings are cancelable upon notice at the option of the Firm

To provide for the risk of loss inherent in wholesale-related con

tracts an allowance for credit losses on lending-related commit

ments is maintained See Note 14 on pages 204206 of this

Annual Report for further discussion of the allowance for credit

losses on lending-related commitments

The following table summarizes the contractual amounts of off

balance sheet lending-related financial instruments and guarantees

and the related allowance for credit losses on lending-related com

mitments at December 31 2009 and 2008 The amounts in the table

below for credit card and home equity lending-related commitments

represent the total available credit for these products The Firm has

not experienced and does not anticipate that all available lines of

credit for these products wilIbe utilized at the same time The Firm

can reduce or cancel these lines of credit by providing the borrower

prior notice or in some cases without notice as permitted by law
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Offbalance sheet lending-related financial instruments guarantees and othercommitments

December 31 in millions

Lending-related

Consumer

Home equity senior lien

Home equityjunior lien

Prime mortgage

Subprime mortgage

Option ARMs

Auto loans

Credit card

All other loans

Total consumer

Wholesale

Other unfunded commitments to extend credita

Asset purchase agreements

Standby letters of credit and financial guaranteesabc

Unused advised lines of credit

Other letters of creditaO

Total wholesale

Total tending-related

Other guarantees and commitments

Securities lending guaranteesd

Residual value guarantees

Derivatives qualifying as guaranteese

Equity investment commitmentsU

Loan sale and securitization-related indemnifications

Repurchase liabilityg

Loans sold with recourse

19246 27998

37231 67745

1654 5079

5467 4726

569113 623702

11229 12257

643940 741507

192145 189563 356 349

22685 53729 126 147

91485 95352 919 671

35673 36300

5167 4927

347155 379871 1402 1169

991095 1121378 1414 1194

170777 169281 NA NA

672 670

87191 83835 762 5418

2374 2424

NA NA 1705 1093

13544 15020 271 241

Represents
the contractual amount net of risk participations totaling $24.6 billion and $26.4 billion for standby

letters of credit and other financial
guarantees

at December

31 2009 and 2008 respectively $690 million and $1.1 billion for other letters of credit at December31 2009 and 2008 respectively
and $643 million and $789 million for

other unfunded commitments to extend credit at December 31 2009 and 2008 respectively
In regulatory filings with the Federal Reserve Board these commitments are

shown gross
of risk participations

JPMorgan Chase held collateral relating to $31.5 billion and $31.0 billion of standby letters of credit and $1.3 billion and $1.0 billion of other letters of credit at December 31

2009 and 2008 respectively

Includes unissued standby letter of credit commitments of $38.4 billion and $39.5 billion at December31 2009 and 2008 respectively

Collateral held by the Firm in support
of securities lending indemnification agreements

was $173.2 billion and $170.1 billion at December31 2009 and 2008 respectively

Securities lending collateral comprises primarily cash and securities issued by governments
that are members of the Organization

for Economic Co-operation and Development

OECD and U.S government agencies

Represents
notional amounts of derivatives qualifying

as guarantees The carrying
value at December 31 2009 and 2008 reflects derivative payables

of $981 million and

$5.6 billion respectively
less derivative receivables of $219 million and $184 million respectively

Includes unfunded commitments to third-party private equity funds of $1 billion and $1.4 billion at December 31 2009 and 2008 respectively
Also includes unfunded

commitments for other equity investments of $897 million and $1.0 billion at December 31 2009 and 2008 respectively
These commitments include $1.5 billion at Decem

ber 31 2009 related to investments that are generally
fair valued at net asset value as discussed in Note3 on pages

16173 of this Annual Report

lndemnifications for breaches of representations and warranties in loan sale and securitization agreements For additional information see Loan sale and securitization

related indemnifications on page 241 of this Note

hI For lending-related products the carrying value represents
the allowance for lending-related

commitments and the fair value of the guarantee liability
for derivative-related

products
the carrying value represents

the fair value and for all other products
the carrying value represents

the valuation reserve

Other unfunded commitments to extend credit

Other unfunded commitments to extend credit include commit

ments to U.S domestic states and municipalities hospitals and

other not-for-profit
entities to provide funding for periodic tenders

of their variable-rate demand bond obligations or commercial

paper Performance by the Firm is required in the event that the

variable-rate demand bonds or commercial paper cannot be remar

keted to new investors The amount of commitments related to

variable-rate demand bonds and commercial paper
of U.S domestic

states and municipalities hospitals and not-for-profit entities was

$23.3 billion and $23.5 billion at December 31 2009 and 2008

respectively Similar commitments exist to extend credit in the form

of liquidity facility agreements with nonconsolidated municipal

bond VIEs For further information see Note 16 on pages 214222

of this Annual Report

Contractual amount

2009 2008

Carrying Value

2009 2008

22

25

Also included mother unfunded commitments to extend credit are

commitments to investment- and noninvestment-grade counterpar

ties in connection with leveraged acquisitions These commitments

are dependent on whether the
acquisition by the borrower Is suc

cessful tend to be short-term in nature and in most cases are

subject to certain conditions based on the borrowers financial

condition or other factors The amounts of commitments related to

leveraged acquisitions at December 31 2009 and 2008 were $2.9

billion and $3.6 billion respectively For further information see

Note and Note on pages 1561 73 and 173175 respectively

of this Annual Report

Guarantees

The Firm considers the following offbalance sheet lending-related

arrangements to be guarantees under U.S GAAP certain asset

iPMorgan
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purchase agreements standby letters of credit and financial guar

antees securities lending indemnifications certain indemnification

agreements included within
third-party contractual arrangements

and certain derivative contracts The amount of the
liability related

to guarantees recorded at December 31 2009 and 2008 excluding

the allowance for credit losses on lending-related commitments and

derivative contracts discussed below was $475 million and $535

million respectively

Asset purchase agreements

Asset purchase agreements are
principally

used as mechanism to

provide liquidity to WEs predominantly multi-seller conduits as

described in Note 16 on pages 214222 of this AnnualReport

The carrying value of asset purchase agreements was $126 million

and $147 million at December 31 2009 and 2008 respectively

which was classified in accounts payable and other liabilities on the

Consolidated Balance Sheets the carrying values include $18

Derivatives qualifying as guarantees

In addition to the contracts described above the Firm transacts certain

derivative contracts that meet the characteristics of gUarantee under

U.S GAAP These contracts include written put options that
require

the

Firm to purchase assets upon exercise by the option holder at speci

fied
price by specified date in the future The Firm may enter into

written put option contracts in order to meet client needs or for
trading

purposes The terms of written put options are typically five years or

less Derivative guarantees also include contracts such as stable value

derivatives that
require

the Firm to make payment of the difference

between the market value and the book value of counterpartys

reference
portfolio

of assets in the event that market value is less than

book value and certain other conditions have been met Stable value

derivatives commonly referred to as stable value wraps are trans

acted in ordr to allow investors to realize investment returns with less

volatility
than an unprotected portfolio and are typically onger-term or

may have no stated maturity but allow the Firm to terminate the

contract under certain conditions

Derivative guarantees are recorded on the Consolidated Balance

Sheets at fair value in trading assets and trading liabilities The total

notional value of the derivatives that the Firm deems to be gudran

million and $9 million respectively for-the allowance for lending-

related commitments and $108 million and $138 million respec

tively for the fair value of the guarantee liability

Standby letters of credit

Standby letters of credit SBLC and financial guarantees are

conditional lending commitments issued by the Firm to guarantee

the performance of customer to third party under certain ar

rangements such as commercial paper facilities bond financings

acquisition financings trade and similar transactions The
carrying

values of standby and other letters of credit were $920 million and

$673 million at December 31 2009 and 2008 respectively which

was classified in accounts payable and other liabilities On the

Consolidated Balance Sheets these carrying values include $553

million and $276 million respectively for the allowance for lend

ing-related commitments and $367 million and $397 million

respectively for the fair value of the guarantee liability

tees was $87.2 billion and $83.8 billion at December 31 2009 and

2008 respectively The notional value generally represents the Firms

maximum exposure to derivatives
qualifying as guarantees although

exposure to certain stable value derivatives is
contractually

limited to

substantially lower percentage of the notional value The fair value

of the contracts reflects the
probability

of whether the Firm will be

required to perform under the contract The fair value related to

derivative guarantees were derivative receivables of $219 million and

$184 million and derivative payables of $981 million and $5.6 billion

at December 31 2009 and 2008 respectively The Firm reduces

exposures to these contracts by entering into
offsetting transactions

or by entering into contracts that hedge the market risk related to the

derivative guarantees

In addition to derivative contracts that meet the characteristics of

guarantee the Firm is both purchaser and seller of credit
protection

in the credit derivatives market For further discussion of credit

derivatives see Note Son pages 175183 of this Annual Report

Securities lending indemnification

Through the Firms securities lending program customers securi

ties via custodial ad non-custodial arrangements may be lent to

The following table summarizes the type of facilities under which standby letters of credit and other letters of credit arrangements are out

standing by the
ratings profiles

of the Firms customers as of December 31 2009 and 2008 The
ratings scale represents the current status of

the payment or performance risk of the guarantee and is based on the Firms internal risk ratings which generally correspond to ratings

defined by SP and Moodys

2009 2008

Standby letters
Standby letters

of credit and other Other letters of credit and other Other letters

December 31 in millions financial guarantees of credit financial guarantees of creditd

lnvestmentgradea 66786 3861 73394 3772

Noninvestmentgradea 24699 1306 21958 115
Total contractual amountb 91485c 5167 95352c 927

Allowance for
lending-related commitments 552 274

Commitments with collateral 31454 1315 30972 1000

Ratings scale is based on the Firms internal ratings which
generally correspond to ratings defined by SP and Moodys

Represents the contractual amount net of risk participations totaling $24.6 billion and $26.4 billion for standby letters of credit and othet financial guarantees at

December31 2009 and 2008 respectively and $690 million and $1.1 billion for other letters of credit at December31 2009 and 2008 respectively In regulatory

filings
with the Federal Reserve Board these commitments are shown gross of risk participations

Includes unissued
standby

letters of credit commitments of $38.4 billion and $39.5 billion at December 31 2009 and 2008 respectively

The investment-grade and
noninvestment-grade amounts have been revised from previous disclosures
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third parties As part of this program the Firm provides an indemni

fication in the lending agreements which protects the lender

against the failure of the third-party borrower to return the lent

securities in the event the Firm did not obtain sufficient collateral

To minimize its
liability

under these indemnification agreements

the Firm obtains cash or other highly liquid collateral with market

value exceeding 100% of the value of the securities on loan from

the borrower Collateral is marked to market daily to help assure

that collateralization is adequate Additional collateral is called

from the borrower if shortfall exists or collateral may be released

to the borrower in the event of overcollateralization If borrower

defaults the Firm would use the collateral held to purchase re

placement securities in the market otto credit the lending customer

with the cash equivalent thereof Also aspart of this program the

Firm invests cash collateral received from the borrower in accor

dance with approved guidelines

Indemnification agreements general

In connection with
issuing

securities to investors the Firm may enter

into contractualarrangements withthird
parties

that require the Firm

to make payment to them in the event of change in tax law or an

adverse interpretation of tax law In certain cases the contract also

may include termination clause which would allow the Firm to

settle the contract at its fair value in lieu of making payment under

the indemnificationclause The Firm may also enter into indemnifica

tion clauses in connection with the
licensing

of software to clients

software licensees or when it sells business or assets to third

party third-party purchasers pursuant to which it indemnifies

software licensees for claims of liability or damages that may occur

subsequent to the licensing of the software or third-party purchasers

for losses they may incur due to actions taken by the Firm prior to the

sale of the business or assets It is difficult to estimate the Firms

maximum exposure under these indemnification arrangements since

this would
require an assessment of future changes in tax law and

future claims that may be made against the Firm that have not yet

occurred However based on historical experience management

expects the risk of loss to be remote

Loan sale and securitization-related indemnifications

/ndernniftcations for breaches of representations and warrant/es

As
part

of the Firms loan sale and securitization activities as

described in Note 13 and Note 15 on pages 200204 and 206

213 respectively of this Annual Report the Firm generally makes

representations and warranties in its loan sale and securitization

agreements that the loans sold meet certain requirements These

agreements may require the Firm including in its roles as servicer

to repurchase the loans and/or indemnify the purchaser of the loans

against losses due to any breaches of such representations or

warranties Generally the maximum amount of future payments

the Firm would be required to make for breaches under these

representations and warranties would be equal to the unpaid

principal
balance of such loans held by purchasers including securi

tization-related SPEs that are deemed to have defects plus in

certain circumstances accrued and unpaid interest on such loans

and certain expense

At December 31 2009 and 2008 the Firm had recorded repur

chase liabilities of $1.7 billion and $1.1 billion respectively The

repurchase liabilities are intended to reflect the likelihood that

JPMorgan Chase will have to perform under these representations

and warranties and is based on information available at the report

ing
date The estimate incorporates both presented demands and

probable future demands and is the product of an estimated cure

rate an estimated loss
severity

and an estimated recovery rate from

third parties where applicable The liabilities have been reported

net of probable recoveries from third-parties and predominately as

reduction of mortgage fees and related income During 2009

the Firm settled certain current and future claims for certain loans

originated and sold by Washington Mutual Bank

Loans sold with recourse

The Firm provides servicing for mortgages and certain commercial

lending products on both recourse and nonrecourse basis In nonre

course servicing the principal credit risk to the Firm is the cost of

temporary servicing
advances of funds i.e normal servicing

ad

vances In recourse servicing the servicer agrees to share credit risk

with the owner of the mortgage loans such as Fannie Mae or Freddie

Mac or private investor insurer or guarantor Losses on recourse

servicing predominantly occur when foreclosure sales proceeds of the

property underlying defaulted loan are less than the sum of the

outstanding principal balance plus
accrued interest on the loan and

the cost of holding and disposing of the underlying property The

Firms securitizations are predominantly nonrecourse thereby effec

tively transferring
the risk of future credit losses to the purchaser of

the mortgage-backed securities issued by the trust At December 31

2009 and 2008 the unpaid principal
balance of loans sold with

recourse totaled $13.5 billion and $1 5.0 billion respectively The

carrying
value of the related liability that the Firm has recorded which

is representative of the Firms view of the likelihood it will have to

perform under this guarantee was $271 million and $241 million at

December 31 2009 and 2008 respectively

Credit card charge-backs

Prior to November 2008 the Firm was partner with one of the

leading companies in electronic payment services in joint venture

operating under the name of Chase Paymentech Solutions LLC the

joint venture The
joint

venture was formed in October 2005 as

result of an agreement by the Firm and First Data Corporation its

joint venture partner to integrate
the companies jointly

owned

Chase Merchant Services and Paymentech merchant businesses The

joint venture provided merchant processing services in the United

States and Canada The dissolution ofthe joint venture was com

pleted on November 2008 and JPMorgan Chase retained ap

proximately 51% of the business under the Chase Paymentech name

Under the rules of Visa USA Inc and MasterCard International

JPMorgan Chase Bank N.A is liable primarily for the amount of

each processed credit card sales transaction that is the subject of

dispute between cardmember and merchant If dispute is

resolved in the cardmembers favor Chase Paymentech will

through the cardmembers issuing bank credit or refund the

amount to the cardmember and will charge back the transaction to

the merchant If Chase Paymentech is unable to collect the amount

from the merchant Chase Paymentech will bear the loss for the

amount credited or refunded to the cardmember Chase Paymen

tech mitigates this risk by withholding future settlements retaining

cash reserve accounts or by obtaining other security However in

the
unlikely event that merchant ceases operations and is

unable to deliver products services or refund Chase Paymen

tech does not have sufficient collateral from the merchant to pro-
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vide customer refunds and3 Chase Paymentech does not have

sufficient financial resources to provide customer refunds JPMor

gan Chase Bank N.A would be liable for the amount of the

transaction For the year ended December 31 2009 Chase Pay

mentech incurred aggregate credit losses of $11 million on $409.7

billion of aggregate volume processed and at December 31 2009

it held $213millionof collateral For the year ended December 31

2008 Chase Paymentech incurred aggregate credit losses of $13

million on $713.9 billion of aggregate volume processed and at

December 31 2008 it held $222 million of collateral The Firm

believes that based on historical experience and the collateral held

by Chase Paymentech the fair value of the Firms charge back-

related obligations which are representative of the payment or

performance risk to the Firm is immaterial

Credit card association exchange and clearinghouse

guarantees

The Firm holds an equity interest in VISA Inc During October 2007

certain VISA-related entities completed series of restructuring

transactions to combine their operations including VISA USA

under one holding company VISA Inc Upon the restructuring the

Firms membership interest in VISA USA was converted into an

equity interest in VISA Inc VISA Inc sold shares via an initial public

offering
and used portion of the proceeds from the

offering to

redeem portion of the Firms equity interest in Visa Inc Prior to

the restructuring VISA USAs by-laws obligated the Firm upon

demand by VISA USA to indemnify VISA USA for among other

things litigation obligations of Visa USA The accounting for that

guarantee was not subject to initial recognition at fair value Upon

the restructuring event the Firms obligation to indemnify Visa Inc

was limited to certain identified
litigations

Such limitation is

deemed modification of the indemnity by-law and accordingly

became subject to initial recognition at fair value The value of the

litigation guarantee has been recorded in the Firms financial

statements based on its then fair value the net amount recorded

within other liabilities did not have material adverse effect on

the Firms financial statements In addition to Visa the Firm is

member of other associations including several securities and

futures exchanges and clearinghouses both in the United States

and other countries Membership in some of these organizations

requires the Firm to pay pro rata share of the losses incurred by

the organization as result of the default of another member Such

obligations vary with different organizations These obligations may

be limited to members who dealt with the defaulting member or to

the amount or multiple of the amount of the Firms contribution

to members guarantee fund or in few cases the obligation

may be unlimited It is difficult to estimate the Firms maximum

exposure under these membership agreements since this would

require an assessment of future claims that may be made against

the Firm that have not yet occurred However based on historical

experience management expects the risk of loss to be remote

Residual value guarantee

In connection with the Bear Stearns merger the Firm succeeded to

an operating lease arrangement for the building located at 383

Madison Avenue in New York City the Synthetic Lease Under

the terms of the Synthetic Lease the Firm is obligated to make

periodic payments based on the lessors underlying interest costs

The Synthetic Lease expires on November 2010 Under the terms

of the Synthetic Lease the Firm has the right to purchase the

building for the amount of the then outstanding indebtedness of

the lessor or to arrange for the sale of the building with the pro

ceeds of the sale to be used to satisfy the lessors debt obligation If

the sale does not generate sufficient proceeds to satisfy the lessors

debt obligation the Firm is required to fund the shortfall up to

maximumresidual value guarantee Asof December 31 2009

there was no expected shortfall and the maximum residual value

guarantee was approximately $670 million

Note 32 Credit risk concentrations

Concentrations of credit risk arise when number of customers are

engaged in similar business activities or activities in the same

geographic region or when they have similar economic features

that would cause their
ability to meet contractual obligations to be

similarly
affected by changes in economic conditions

JPMorgan Chase
regularly monitors various segments of its credit

portfolio to assess potential concentration risks and to obtain collat

eral when deemed necessary Senior management is
significantly

involved in the credit approval and review process and risk levels are

adjusted as needed to reflect managements risk tolerance

In the Firms wholesale portfolio risk concentrations are evaluated

primarily by industry and geographic region and monitored
regu

larly on both an aggregate portfolio level and on an individual

customer basis
Management of the Firms wholesale exposure is

accomplished through loan syndication and participation loan

sales securitizations credit derivatives use of master netting

agreements and collateral and other risk-reduction techniques In

the consumer portfolio concentrations are evaluated primarily by

product and by U.S geographic region with key focus on trends

and concentrations at the
portfolio level where potential risk

concentrations can be remedied through changes in underwriting

policies and portfolio guidelines

The Firm does not believe that its exposure to any particular
loan

product e.g option ARMs portfolio segment e.g commercial

real estate or its exposure to residential real estate loans with high

loan-to-value ratios results in
significant

concentration of credit

risk Terms of loan products and collateral
coverage are included in

the Firms assessment when extending credit and establishing its

allowance for loan losses

For further information regarding onbalance sheet credit concen

trations by major product and geography see Note 13 on pages

200204 of this Annual Report For information regarding concen

trations of offbalance sheet lending-related financial instruments

by major product see Note 31 on pages
238242 of this Annual

Report
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The table below presents both onbalance sheet and offbalance sheet wholesale- and consumer-related credit exposure as of December 31

December 31 in millions

Wholesalerelatedal

Real estate

Banks and finance companies

Healthcare

State and municipal governments

Utilities

Consumer products

Asset managers

Oil and
gas

Retail consumer services

Holding companies

Technology

Insurance

Machinery and equipment

manufacturing

Metals/mining

Media

Telecom services

Securities firms and exchanges

Business services

Building materials/construction

Chemicals/plastics

Transportation

Central government

Automotive

Leisure

Agriculture/paper manufacturing

All other

Loans held-for-sale and loans at

fair value

2009 and 2008

2009 nnn

On-balance sheet On-balance sheet

Credit Off-balance Credit Off-balance

exposure
Loans Derivatives sheet exposure

Loans Derivatives sheetd

68509 57195 1112 10202 80284 64510 2021 13753

54053 14396 17957 21700 75577 19055 33457 23065

35605 4992 1917 28696 38032 7004 3723 27305

34726 5687 4979 24060 36772 5882 10191 20699

27178 5451 3073 18654 34246 9184 4664 20398

27004 7880 1094 18030 29766 10081 2225 17460

24920 5930 6640 12350 49256 9640 18806 20810

23322 5895 2309 15118 24746 8796 2220 13730

20673 5611 769 14293 23223 7597 1537 14089

16018 4360 1042 10616 14466 6247 2846 5373

14169 3802 1409 8958 17025 4965 1340 10720

13421 1292 2511 9618 17744 1942 5494 10308

12759 3189 456 9114 14501 4642 943 8916

12547 3410 1158 7979 14980 6470 1991 6519

12379 4173 329 7877 13177 6486 480 6211

11265 2042 1273 7950 13237 3828 1298 8111

10832 3457 4796 2579 25590 6360 14111 5119

10667 3627 397 6643 1247 3677 757 6813

10448 3252 281 6915 12065 4625 613 6827

9870 2719 392 6759 11719 3745 1201 6773

9749 3141 1238 5370 10253 3904 1651 4698

9557 1703 5501 2353 14441 545 9773 4123

9357 2510 357 6490 11448 3746 1111 6591

6822 2718 353 3751 8158 4051 659 3448

5801 1928 251 3622 6920 2593 653 3674

135791 39717 18616 77458 181713 38514 38861 104338

4098 4098 13955 13955

Receivables from customersU 15745 16141

Interests in purchased receivables 2927

Total wholesale-related 650212 204175 80210 347155 820682 262044 162626 379871

Consumer-related excluding

purchased credit-impaired

loans

Home equity senior lien 46622 27376 19246 57791 29793 27998

Home equity unior lien 111280 74049 37231 52287 84542 67745

Prime mortgage 68546 66892 1654 77345 72266 5079

Subprime mortgage 2526 2526 5330 5330

Option ARMs 8536 8536 9018 9018

Auto loans 51498 46031 5467 47329 42603 4726

Creditcard_reportedc 647899 78786 569113 728448 104746 623702

All other loans 42929 31700 11229 45972 33715 12257

Loans held-for-sale 2142 2142 2028 2028

Total consumerrelated exclud

ing purchased credit-impaired

loans 991978 348038 643940 1135548 394041 741507

Consumer-related purchased

credit-impaired loans

Home equity 26520 26520 28555 28555

Prime mortgage 19693 19693 21855 21855

Subprime mortgage 5993 5993 6760 6760

Option ARMS 29039 29039 31643 31643

Total consumer-related

purchased credit-impaired

loans 81245 81245 88813 88813

Total consumer 1073223 429283 643940 1224361 482854 741507

Total exposure 1723435 633458 $80210 $991095 2045043 744898 162626 1121378

During the fourth quarter of 2009 certain industry classifications were modified to better reflect risk correlations and enhance the Firms management of industry risk

Prior periods have been revised to reflect the current presentation

Primarily represents margin loans to prime and retail brokerage customers which are included in accrued interest and accounts receivable on the Consolidated Balance Sheets

Excludes $84.6 billion and $85.6 billion of securitized credit card receivables at December 31 2009 and 2008 respectively

Represents lending-related financial instruments
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Notes to consolidated financial statements

Note 33 International operations

The following table presents income statementrelated information

for iPMorgan Chase by major international geographic area The

Firm defines international activities as business transactions that

involve customers residing outside of the U.S and the information

presented below is based primarily upon the domicile of the cus

tomer the location from which the customer relationship is man

aged or the location of the trading desk However many of the

Firms U.S operations serve international businesses

As the Firms operations are highly integrated estimates and sub

jective assumptions have been made to apportion revenue and

expense between U.S and international operations These esti

mates and assumptions are consistent with the allocations used for

the Firms segment reporting as set forth in Note 34 on pages 245

247 of this Annual Report

The Firms long-lived assets for the periods presented are not

considered by management to be
significant

in relation to total

assets The majority of the Firms long-lived assets are located in

the United States

Income before income

tax expense/benefit

and extraordinary gain
Year ended December 31 in millions Revenuea Expenseb

2009

Europe/Middle East and Africa 16915 8610 8290 5485

Asia and Pacific 5088 3438 1646 1119

Latin America and the Caribbean 1982 1112 861 513

Other 659 499 160 105

Total international 24644 13659 10957 7222

Total U.S 75790 70708 5110 4506

Total 100434 $84367 16067 11728

2008

Europe/Middle East and Africa 11449 8403 3046 2483

Asia and Pacific 4097 3580 517 672

Latin America and the Caribbean 1353 903 450 274

Other 499 410 89 21

Total international 17398 13296 4102 3450

Total U.S 49854 51183 1329 2155

Total 67252 64479 2773 5605

2007

Europe/Middle East and Africa 12070 8445 3625 2585

Asia and Pacific 4730 3117 1613 945

Latin America and the Caribbean 2028 975 1053 630

Other 407 289 118 79

Total international 19235 12826 6409 4239

Total U.S 52137 35741 16396 11126

Total 71372 48567 22805 15365

Net income

Revenue is composed of net interest income and noninterest revenue

Expense is composed of noninterest
expense

and the provision for credit losses
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Note 34 Business segments

The Firm is managed on line-of-business basis There are six major

reportable business segments Investment Bank Retail Financial

Services Card Services Commercial Banking Treasury Securities Ser

vices and Asset Management as well as Corporate/Private Equity

segment The business segments are determined based on the products

and services provided or the type of customer served and they reflect the

manner in which financial information is currently evaluated by manage

ment Results of these lines of business are presented on managed

basis For definition of managed basis see Explanation and Reconcilia

tion of the Firms use of non-GAAP financial measures on pages 5860

of this Annual Report For further discussion concerning JPMorgan

Chases business segments see Business segment results on pages 61

62 of this Annual Report

The following is description
of each of the Firms business segments

Investment Bank

.LP Morgan is one of the worlds leading investment banks with

deep client relationships
and broad product capabilities The clients

of the Investment Bank lB are corporations financial institu

tions governments and institutional investors The Firm offers full

range of investment banking products and services in all major

capital markets including advising on corporate strategy and

structure capital-raising
in equity and debt markets sophisticated

risk management market-making in cash securities and derivative

instruments prime brokerage and research lB also commits the

Firms own capital
to principal investing and trading activities on

limited basis

Retail Financial Services

Retail Financial Services RFS which includes the Retail Banking

and Consumer Lending businesses serves consumers and busi

nesses through personal service at bank branches and through

ATM5 online banking and telephone banking as well as through

auto dealerships and school financial-aid offices Customers can

use more than 5100 bank branches third-largest nationally and

15400 ATMs second-largest nationally as well as online and

mobile banking around the clock More than 23900 branch sales

people assist customers with checking and savings accounts mort

gages
home equity and business loans and investments across the

23-state footprint from New York and Florida to California Con

sumers also can obtain loans through 15700 auto dealerships and

nearly 2100 schools and universities nationwide

Card Services

Card Services is one of the nations
largest

credit card issuers with

more than 145 million credit cards in circulation and over $163

billion in managed loans Customers used Chase cards to meet

more than $328 billion of their spending needs in 2009

Chase continues to innovate despite very difficult business envi

ronment launching new products and services such as Blueprint

Ultimate Rewards Chase Sapphire and Ink from Chase and earn

ing
market leadership position in building loyalty

and rewards

programs Through its merchant acquiring business Chase Paymen

tech Solutions Chase is one of the leading processors of credit-card

payments

Commercial Banking

Commercial Banking serves nearly 25000 clients nationally including

corporations municipalities financial institutions and not-for-profit

entities with annual revenue generally ranging from $10 million to $2

billion and more than 30000 real estate investors/owners Delivering

extensive industry knowledge local expertise
and dedicated service

CB partners with the Firms other businesses to provide comprehen

sive solutions including lending treasury services investment bank

ing
and asset management to meet its clients domestic and

international financial needs

Treasury Securities Services

Treasury Securities Services TSS is global leader in transac

tion investment and information services TSS is one of the worlds

largest
cash management providers and leading global custodian

Treasury Services TS provides cash management trade whole

sale card and
liquidity products and services to small and mid-sized

companies multinational corporations financial institutions and

government entities TS partners with the Commercial Banking

Retail Financial Services and Asset Management businesses to

serve clients firmwide As result certainTS revenue is included in

other segments results Worldwide Securities Services holds val

ues clears and services securities cash and alternative investments

for investors and broker-dealers and it manages depositary receipt

programs globally

Asset Management

AM with assets under supervision of $1.7 trillion is global leader

in investment and wealth management AM clients include institu

tions retail investors and high-net-worth individuals in every major

market throughout the world AM offers global investment man

agement in equities fixed income real estate hedge funds private

equity and liquidity including money market instruments and bank

deposits AM also provides trust and estate banking and brokerage

services to high-net-worth clients and retirement services for

corporations and individuals The majority of AMs client assets are

in
actively managed portfolios

Corporate/Private Equity

The Corporate/Private Equity sector comprises Private Equity

Treasury the Chief Investment Office corporate staff units and

expense that is centrally managed Treasury and the Chief Invest

ment Office manage capital liquidity
interest rate and foreign

exchange risk and the investment portfolio for the Firm The corpo

rate staff units include Central Technology and Operations Internal

Audit Executive Office Finance Human Resources Marketing

Communications Legal Compliance Corporate Real Estate and

General Services Risk Management Corporate Responsibility and

Strategy Development Other centrally managed expense
includes

the Firms occupancy and pension-related expense net of alloca

tions to the business

Line of business equity increased during the second quarter of 2008 in

lB and AM due to the Bear Stearns merger and for AM the purchase of

the additional equity interest in Highbridge At the end of the third

quarter of 2008 equity was increased for each line of business with

view toward the future implementation of the new Basel II capital

rules In addition equity allocated to RFS CS and CB was increased as

result of the Washington Mutual transaction
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Notes to consolidated financial statements

Segment results

The following tabEe provides summary of the Firms segment results for 2009 2008 and 2007 on managed basis The impacts of credit card secur

tizations and tax-equivalent adjustments have been included in Reconciling items so that the total Firm results are on reported basis

Segment results and recohciliationa table continued on next page

Investment Retail Financial Card Commercial

Year ended December 31 Rank Services Services
Banking

in millions except ratios 2009 2008 2007 2009 2008 2007 2009 2008 2007 2009 2008 2007

Noninterest revenue 18522 2051 14215 12200 9355 6779 2920 2719 3046 1817 1481 1263
Net interest income 9587 10284 4076 20492 14165 10526 17384 13755 12189 3903 3296 2840

Total net revenue 28109 12335 18291 32692 23520 17305 20304 16474 15235 5720 4777 4103
Provision for credit losses 2279 2015 654 15940 9905 2610 18462 10059 571 1454 464 279

Credit reimbursement

tol/from 155161

Noninterest enpenselcl 15401 13844 13074 16748 12077 9905 5381 5140 4914 2176 1946 1958

Income/loss before

income tax expense

benefit and

extraordinarygain 10429 35241 4563 1538 4790 3539 1275 4610 2090 2367 1866
Income tax expense/benefit 3530 2349 1424 93 658 1865 1314 495 1691 819 928 732

lncome/Ioss before

extraordinarygain 6899 11751 3139 97 880 2925 2225 780 2919 1271 1439 1134

Extraordinary gainldl

Net income/floss 6899 11751 3139 97 880 2925 2225 780 2919 1271 1439 1134

Average common equity 33000 26098 21000 25000 19011 16000 15000 14326 14100 8000 7251 6502

Average assets 699039 832729 700565 407497 304442 241112 192749 173711 55957 135408 114299 87140
Return on average equity 21% 15% 15% 5% 18% 15% 5% 21% 16% 20% 17%
Overheudratio 55 112 71 51 51 57 27 31 32 38 41 48

In addition to analyzing the Firms results on reported basis management reviews the Firms lines of business results on managed basis which is non-GMP finan

cial measure The Firms definition of managed basis starts with the
reported U.S GAAP results and includes certain reclassifications that do not have

any impact

on net income as reported by the lines of business or by
the Firm as whole

In the second quarter of 2009 lB began reporting credit reimbursement from TSS as component of total net revenue whereas 155 continues to report its credit reim

bursement to lB usa separate line item on its income statement not part of net revenue Reconciling items include an adjustment to offset lBs inclusion of the credit

reimbursement in total net revenue Prior periods have been revised for lB and Reconciling items to reflect this
presentation

Includes
merger costs which are reported in the Corporate/Private Equity segment Merger costs attributed to the business segments for 2009 2008 and 2007 were as follows

Year ended December 31 in millions 2009 2008 2007

Investment Bank 27 183

Retail Financial Services 228 90 14

Card Services 40 20

Commercial Banking

Treasury Securities Services 11 121

Asset Management 20

Corporate/Private Equity 163 132 58

On September 25 2008 JPMorgan Chase acquired the banking operations of Washington Mutual from the FDIC for $1.9 billion The fair value of the net assets

acquired exceeded the purchase price which resulted in negative goodwill In accordance with U.S GMP for business combinations nonfinancial assets that are not

held-for-sale such as premises and equipment and other intangibles acquired in the Washington Mutual transaction were written down against that negative goodwill

The negative goodwill that remained after
writing

down nonfinancial assets was recognized as an extraordinary gain

Included $1.5 billion charge to conform Washington Mutuals loan loss reserve to JPMorgan Chases allowance methodology
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table continued from previous page

Treasury
Asset

Securities Services Management Corporate/Private Equity Reconciling iternslglhl Total

2009 2008 2007 2009 2008 2007 2009 2008 2007 2009 2008 2007 2009 2008 2007

4741 5196 4681 6372 6066 7475 2771 278 5056 67 1883 2451 49282 28473 44966

2597 2938 2264 1593 1518 1160 3863 347 637 8267 7524 6012 51152 38779 26406

7344 8134 6945 7965 7584 8635 6634 69 4419 8334 5641 3561 100434 67252 71372

55 82 19 188 85 18 80 1981efl 11 6443 3612 2380 32015 20979 6864

121 121 121
121 121 121

5278 5223 4580 5473 5298 5515 1895 28 1757 52352 43500 41703

1890 2708 2225 2304 2201 3138 4659 1884 2673 1770 1908 1060 16067 2773 22805

664 941 828 874 844 1172 1705 535 788 1770 1908 1060 4415 926 7440

1226 1767 1397 1430 1357 1966 2954 1349 1885 11652 3699 15365

76 1906
76 1906

1226 1767 1397 1430 1357 1966 3030 557 1885 11728 5605 15365

5000 3751 3000 7000 5645 3876 52903 53034 54245 145903 129116 118723

35963 54563 53350 60249 65550 51882 575529 323227 231818 82233 76904 166780 2024201 1791617 1455044

25% 47% 47% 20% 24% 51% NM NM NM NM NM NM 6% 4%h 13%

72 64 66 69 70 64 NM NM NM NM NM NM 52 65 58

In November 2008 the Firm transferred $5.8 billion of higher quality credit card loans from the legacy Chase portfolio to securitization trust previously
established

by

Washington Mutual the Trust As result of converting higher
credit quality Chase-originated on-book receivables to the Trusts sellers interest which has higher overall

loss rate reflective of the total assets within the Trust approximately $400 million of incremental provision
for credit losses was recorded during

the fourth quarter of 2008

This incremental provision for credit losses was recorded in the Corporate/Pri6ate Equity segment as the action related to the acquisition
of Washington Mutuals banking op

erations For further discussion of credit card securitizations see Note 15 on page 208 of this Annual Report

Managed results for credit card exclude the impact of credit card securitizations on total net revenue provision for credit losses and
average assets as JPMorgan Chasetreats

the sold receivables as if they were still on the balance sheet in evaluating the credit performance
of the entire managed credit card portfolio as operations are funded and

decisions are made about allocating resources such as employees and capital based on managed information These adjustments are eliminated in reconciling items to arrive

at the Firms reported
U.S GAAP results The related securitization adjustments

were as follows

Year ended December 31 in millions
2009 2008 2007

Noninterest revenue 1494 3333 3255

Net interest income 7937 6945 5635

Provision for credit losses 6443 3612 2380

Average assets 82233 76904 66780

Segment managed results reflect revenue on tax-equivalent
basis with the corresponding income tax impact

recorded within income tax expense/benefit The adjust

ments are eliminated in reconciling items to arrive at the Firms reported US GAAP results Tax-equivalent adjustments for the yearsended December31 2009 2008 and

2007 were as follows

Year ended December 31 in millions
2009 2008 2007

Noninterest revenue 1440 1329 683

Net interest income 330 579 377

Income tax
expense

1770 1908 1060

Ratio is based on net income
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Note 35 Parent company

Year ended December31 in millions 2009 2008 2007

Income

Dividends from subsidiaries

Bank and bank
holding company 5235 3085 5834

Nonbanka 1036 1687 2463

Interest income from subsidiaries 501 539 082

Other interest income 266 212 263

Other income from subsidiaries

primarily fees

Bank and bank
holding company 233 244 182

Nonbank 742 95 960

Other income/loss 844 1038 131

Total income 19857 8824 14653

Expense

Interest expense to subsidiariesa 1118 1302 1239

Other interest expense 4696 6879 6427

Compensation expense 574 43 125

Other noninterest expense 414 732 329

Total expense 6802 8956 8120

lncome/Ioss before income tax benefit

and undistributed net income of

subsidiaries 13055 132 6533

Income tax benefit 1269 2582 589

Equity in undistributed net income of

subsidiaries 2596 3155 8243

Net income 11728 5605 5365

Parent company balance sheets

December31 in millions 2009 2008

Assets

Cash and due from banks 102 35

Deposits with banking subsidiaries 87893 60551

Trading
assets 14808 12487

Available-for-sale securities 2647 1587

Loans 1316 1525

Advances to and receivables from subsidiaries

Bank and bank holding company 54152 33293

Nonbank 81365 131032

Investments at equity in subsidiaries

Bank and bank
holding company 157412 153140

Nonbanka 32547 27968

Goodwill and other intangibles 1104 1616

Other assets 14793 2934

Total assets 448139 436168

Liabilities and stockholders equity

Borrowings from and payables to subsidiariesa 39532 44467

Other borrowed funds primarily commercial

paper 41454 39560

Other liabilities 8035 9363

Long-term debtb 193753 175894

Total liabilities 282774 269284

Total stockholders equity 165365 166884

Total liabilities and stockholders equity 448139 436168

Year ended December 31 in millions 2009 2008 200

Operating activities

Net income 11728 5605 1536

Less Net income of subsidiariesa 13675 7927 16540

Parent company net loss 1947 2322 1175

Add Cash dividends from subsidiariesa 16054 4648 8061

Other net 1852 1920 3496

Net cash provided by operating

activities 15959 4246 10382

Investing activities

Net change in

Deposits
with banking subsidiaries 27342 7579 34213

Available-for-sale securities

Purchases 1454 1475 104

Proceeds from sales and maturities 522 31P

Loans net 209 102 452

Advances to subsidiaries net 28808 82725 2455

Investments at equity in subsidiaries neta 6582 26212 4135

Net cash used in investing activities 5839 118093 63135

Financing activities

Net change in borrowings from

sbbsidiaries 4935 20529 4755

Net change in other borrowed funds 1894 12880 31425

Proceeds from the issuance of
long-term

debt 32304 50013 38986

Proceeds from the assumption of

subsidiaries long-term
debtc 15264 39778

Repayments of long-term
debt 31964 22972 1166

Proceeds from issuance of common stock 5756 11500

Excess tax benefits related to stock-based

compensation 17 148 365

Proceeds from issuance of preferred stock

and Warrant to the U.S Treasury 25000

Proceeds from issuance of
preferred

stockd 8098

Redemption of preferred stock issued to

the U.S
Treasury 25000

Repurchases of treasury stock 81 Th

Dividends
paid 3422 5911 5051

All other financing activities net 33 469 1467

Net cash provided by financing

activities 10053 113772 52111

Net increase/decrease in cash and due

from banks 67 75 646

Cash and due from banks at the

beginning of the year primarily with

bank subsidiaries 35 110 751

Cash and due from banks at the end

of the year primarily with bank

subsidiaries 102 35 110

Cash interest paid 5629 7485 7410

Cash income taxes paid 3124 156 507

Subsidiaries include trusts that issued guaranteed capital debt securities issuer trusts The Parent received dividends of $14 million $15 million and $18 million

from the issuer trusts in 2009 2008 and 2007 respectively For further discussion on these issuer trusts see Note 22 on page 229 of this Annual Report

At December 31 2009 long-term
debt that contractually matures in 2010 through 2014 totaled $30.2 billion $38.3 billion $41.7 billion $15.1 billion and $19.2

billion respectively

Represents
the assumption of Bear Stearns long-term debt by JPMorgan Chase Co

2008 included the conversion of Bear Stearns preferred stock into JPMorgan Chase preferred stock

Parent company statements of income Parent company statements of cash flows
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Supplementary information

As of or for the period ended

in millions except per-share

Selected income statement aata

Noninterest revenue

Net interest income

Total net revenue

Total noninterest
expense

Pre-provision profit

Provision for credit losses

Provision for credit losses accounting conformity

lncome/loss before income tax expense/benefit and

extraordinary gain

Income tax expense/benefit

lncome/loss before extraordinary gain

Extraordinary Sam Ic

Net income

Per-common-share aata

Basic earnings

lncome/loss before extraordinary gain

Net income

Diluted earnings doe

lncome/loss before extraordinary gain

Net income

Cash dividends declared
per

share

Book valse per
share

Common shares outstanding

Average Basic

Diluted

Common shares at period-end

Share price

High

Lom

Close

Market capitalization

Financial ratios

Return on common equity

lncome/loss before extraordinary gain

Net income

Return on tangible common equity

Income/loss before extraordinary gain

Net income

Return on assets

lncome/loss before extraordinary gain

Net income

Tier capital ratio

Total capital ratio

Tier leverage ratio

Tier common capital
ratio

Overhead ratio

Selected balance sheet data period-end

Trading assets

Securities

Loans

Total assets

Deposits

Long-term debt

Common stockholders equity

Total stockholders equity

Headcount

Credit quality metrics

Allowance for credit losses

Allowance for loan losses to total retained loans

Allowance for loan losses to retained loans excluding

purchased credit-impaired loans

Nonperforming assets

Net charge-offs

Net charge-off rate

Wholesale net charge-off rate

Consumer net charge-off rate

8% 9% 3% 5%

12 13

12 14

32541 31454 29818
5.04% 4.74% 4.33%

3% 1% 6% 8%

10

10

0.01 0.48 0.61

0.12 0.48 0.61

8.9 9.2 8.3

12.6 13.4 12.5

7.2 6.4 5.9

6.8 7.1 6.9

76 66 53

520257 531997 485280

150779 119173 101647

761381 538029 537056

2251469 1775670 1642862

969783 722905 761626

255432 277455 205367

137691 127176 125627

145843 133176 125627

228452 195594 182166

19765 13932 12601

2.56% 2.57% 2.29%

2.87 2.57 2.29

9520 6233 5143

2484 2130 1906

1.91% 1.67% 1.53%

0.10 0.08 0.18

3.13 277 243

Selected quarterly financial data unaudited
2008

headcount data 4th 3rd 2nd 1st 4th 3rd 2nd 1st

10786 13885 12953 11658 3394 5743 10105 9231

12378 12737 12670 13367 13832 8994 8294 7659

23164 26622 25623 25025 17226 14737 18399 16890

12004 13455 13520 13373 11255 11137 12177 8931

11160 13167 12103 11652 5971 3600 6222 7959

7284 8104 8031 8596 7755 3811 3455 4424

442 1976

3876 5063 4072 3056 1342 2187 2767 3535

598 1551 1351 915 719 2133 764 1162

3278 3512 2721 2141 623 54 2003 2373

76 1325 581

3278 3588 2721 2141 702 527 2003 2373

075 0.80 0.28 0.40 0.29 008 0.54 0.67

0.75 0.82 0.28 0.40 0.06 0.09 0.54 0.67

0.74 0.80 0.28 0.40 0.29 0.081 0.53 0.67

0.74 0.82 0.28 0.40 0.06 0.09 0.53 0.67

0.05 0.05 0.05 0.05 0.38 0.38 0.38 0.38

39.88 39.12 37.36 36.78 36.15 36.95 37.02 36.94

3946.1 3937.9 3811.5 3755.7 3737.5 3444.6 3426.2 3396.0

3974.1 3962.0 3824.1 3758.7 3737.5h 3444.6h 3453.1 3423.3

3942.0 3938.7 3924.1 3757.7 3732.8 3726.9 3435.7 3400.8

47.47 46.50 38.94 31.64 50.63 49.00 49.95 49.29

40.04 31.59 25.29 14.96 19.69 29.24 33.96 36.01

41.67 43.82 34.11 26.58 31.53 46.70 34.31 42.95

164261 172596 133852 99881 117695 174048 17881 146066

13

13

0.65 0.70 0.54 0.42 0.11

0.65 0.71 0.54 0.42 0.13

11.1 10.2 9.7 11.4 10.9

14.8 13.9 13.3 15.2 14.8

6.9 6.5 6.2 7.1 6.9

8.8 8.2 7.7 7.3 7.0

52 51 53 53 65

411128 424435 395626 429700 509983

360390 372867 345.563 333861 205943

633458 653144 680601 708243 744898

2031989 2041009 2026642 2079188 2175052

938367 867977 866477 906969 1009277

266318 272124 271939 261845 270683

157213 154101 146614 138201 134945

165365 162253 154766 170194 166884

222316 220861 220255 219569 224961

28019 23823

3.95% 3.18%

5.51 5.28 5.01 4.53 3.62

19741 20362 17517 14654 12714

6177 6373 6019 4396 3315

3.85% 3.84% 3.52% 2.51% 1.80%

231 1.93 1.19 0.32 0.33

4.60 4.79 4.69 3.61
..

2.59

Pre-provisisn profit is
total net revenue less noninterest espense The Firm believes that this financial measure is useful in assessing the ability of lending institution to generate income in excess of its

provision fur credit losses

hI The third and fourth
quarters

sf2008 incisded an accounting conformity loan loss reserve provision related to the acquisition nf Washington Mutuals banking operatinns

On September 25 2008 JPMorgan Chase acquired the banking operations of Washington Mutual On May 30 2008 wholly-owned subsidiary of JPMurgar Chase merged with and into The Bear Stearns Companies

Inc lBnar Stearns and Bear Stearns became wholly-owned subsidiary of JPMsrgan Chase The Washingtxo Mutual acquisition resulted in negative goodwill and accordingly the Firm recorded an extraordinary gain

For additional information of these transactions see Note2 on pages 151156 of this 4nnual Report

IdI Effective January 2009 the Firm implemented new FASB guidance for participating securities Accordingly prior-period amounts have been revised as required For further discussion of the Guidance

see Note 25 on page
232 of this Anneal Report

leO The calculation of second-quarter 2009 earnings per
share and net income applicable to common equity include one-time noncash reduction of $1.1 billion us$6.27 per share resulting from

repayment of U.S Troubled Asset Relief Program TARP preferred capital Excluding this reduction the adjusted Return on common equity ROE and Return on tangible common equity ROTCEl

were 6% and 10% for second-quarter 2009 For further disdussion see Explanation and ecunciliation of the Firms use of non-GAAF financial measures on page
5860 of this Annual Report

fl Tier common is calculated us Tier capital less qualifying perpetual preferred stock qualifying trust preferred securities and qualifying minority interest in sobsidiaries The Firm sues the Tier common

capital ratio non-GAAP financial measure to assess and compare the quality and composition of the Firms capital with thecapital of other financial services companies For further discussion see

Regulatory capital on pages 9092 of this Annual
Report

gl Excludes the impact of home lending purchased credit-impaired loans and loans held by the Washington Mutual Master Trust For further discussion see Allowance for credit losses on pages 123125

of this Annual Report

Common equivalent shares have been excluded from the computation of diluted eurningsper
share for the third urd fourth quarters

of 2008 as the effect or inconie/lnss before eotraordinary gain

would be untidilutive
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Supplementary information

Selected annual financial data unaudited
As of or for the year ended December 31

in millions except per-share headcount and ratio data 2009 2008d 2007 2006 2005

Selected income Statement data

Noninterest revenue 49282 28473 44966 40757 34693
Net interest income 51152 38779 26406 21242 19555
Total net revenue 100434 67252 71372 61999 54248
Tonal noninterest

expense 52352 43500 41703 38843 38926
Pre-provision profit 48082 23752 29669 23156 15322
Provision for credit losses 32015 19445 6864 3270 3483
Provision for credit losses accounting conformity 1534
Income from

continuing operations before income tax expense

benefit and extraordinary gain 16067 2773 22805 19886 11839
Income tax expense/benefit 4415 926 7440 6237 3585
Income from

continuing operations 11652 3699 15365 13649 8254
Income from discontinued operations 795 229

Income before
extraordinary gain 11652 3699 5365 14444 8483

Extraordinary gain 76 1906
Net income 11728 5605 15365 14444 8483
Per-common-share data

Basic earnings

Income from
continuing operations 2.25 0.81 4.38 3.83 2.30

Net income 2.27 1.35 4.38 4.05 2.37
Diluted earnings ef

Income from continuing operationx 2.24 0.81 4.33 3.78 2.29
Net income

2.26 1.35 433 4.00 2.35
Cash dividends declared per share 0.20 1.52 1.48 1.36 1.36
Book value per share 39.88 36.15 36.59 33.45 30.71
Common shares outstanding

Average Basic 3862.8 3501.1 3403.6 3470.1 3491.7
Diluted 3879.7 3521.8 3445.3 3516.1 3511.9

Common shares at period-end 3942.0 3732.8 3367.4 3461.7 3486.7
Share price

High 47.47 50.63 53.25 49.00 40.56
Low

14.96 19.69 40.15 37.88 32.92
Close 41.67 31.53 43.65 48.30 39.69

Marketcapitalization 164261 117695 146986 167199 138387
Financial ratios

Return on common equity

Income from
continuing operations 6% 2% 13% 12% 8%

Net income
13 13

Return on tangible common equity fg
Income from

continuing operations 10 22 24 15
Net income io 22 24 15

Return on assets

Income from continuing operations 0.58 0.21 1.06 1.04 0.70
Net income 0.58 0.31 1.06 1.10 0.72

Tier capital ratio
ii.i 10.9 8.4 8.7 8.5

Total
capital ratio 14.8 14.8 12.6 12.3 12.0

Tier leverage ratio 6.9 6.9 6.0 6.2 6.3
Tier common capital ratio 8.8 7.0 7.0 7.3 7.0
Overhead ratio 52 65 58 63 72

Selected balance sheet data period-end

Trading assets 411128 509983 491409 365738 298377
Securities 360390 205943 85450 91975 47600
Loans 633458 744898 519374 483127 419148
Total assets 2031989 2175052 1562147 1351520 1198942
Deposits 938367 1009277 740728 638788 554991
Long-term debt 266318 270683 199010 145630 119886
Common stockholders

equity 157213 34945 23221 11 5790 07072
Total stockholders

equity 165365 166884 123221 115790 107211
Headcount 222316 224961 180667 174360 168847
Credit quality metrics

Allowance for credit losses 32541 23823 10084 7803 7490
Allowance for loan losses to total retained loans 5.04% 3.18% 1.88% 1.70% 1.84%
Allowance for loan losses to retained loans

excluding purchased

credit-impaired loans 5.51 3.62 1.88 1.70 1.84

Nonperforming assets 19741 12714 3933 2341 2590
Net charge-offs 22965 9835 4538 3042 3819
Netcharge-off rate 3.42% 1.73% 1.00% 0.73% t.00%
Wholesale net charge-off/recovery rate 1.40 0.18 0.04 0.01 0.06
Consumer net charge-off rate 4.41 2.71 1.61 1.17 1.56

Pre-provision profit is total net revenue less noninterest expense The Firm believes that this financial measure is axeful in assessing the ability of
lending institution to generate income

in excess of its prxvixion for credit looses

Ib Results for 2008 included an accounting conformity loan loss reserve provision related to the acqxisition of Washington Mutual Banks banking operations
Id On October 2006 JPMorqan Chase Co completed the exchange of selected corporate trust businesses for the consumer business banking and middle-market

banking businesses of The Bank
of New York Company Inc The results of

operationx of these corporate trust businesses are reported as discontinued operations for each of the periods presented
Id On September 25 2008 JPMurgan Chase acquired the banking operations xf Waxhington Mutual On May 30 2008 wholly-owned subsidiary of

JPMorgan Chase merged with and into Bear Stearns and Bear
Stearns became

wholly-owned subsidiary of JPMorgan Chase The
Washington Mutual acquisition reoulted in negative goodwill arid accordingly the Firm recorded an extraordinary gain For addi

tional information on these transactions see Note 2on
panes 151-156 of this Annual Report

Effective January 2009 the Firm
implemented new FASB guidance for participating securities Accordingly prior-period amounts have been revised as required For farther discussion of the

guidance xee Note 25on
page 232 of this Annual Report

The calculation of 2009 earnings per xhare and net income
applicable to common equity include one-time noncash redaction of $1.1 billion or $0.27 per share resulting from

repayment of

TARP preferred capital in the second quarter of 2009 Excluding this reduction the adjusted ROE and ROTCE were 7% and 11% for 2009 For further discussion see Explanation and reconcilia

tion of the Firms use of oon-GAAP financial measures on pages 5860 of this Annual
Report

IgI For further discussion of ROTCE non-GAAP financial measure see Explanation and reconciliation of the Firms use of non-GAAP financial measures on page 5860 of this Annual
Report

hI Tier common is calculated as Tier capital less
qualifying perpetual preferred xtock qualifying trust preferred securities and qualifying minority interest in subsidiaries The Firm uses the Tier

common capital ratio non-GAAP financial measure to assess and compare the quality and composition of the Firms capital with the capital of other financial services companies For further dis
cussion see Regulatory capital on pages 9092 of this Annual Report

Excludes the impact of home lending purchased credit-impaired loans and loans held by the Washington Mutual Master Trust For further discussion see Allowance for credit losses on pages 123125
of this Annual Report
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Glossary of terms

ACH Automated Clearing House

Advised lines of credit An authorization which specifies the

maximum amount of credit facility the Firm has made available to

an obligor on revolving but non-binding basis The borrower

receives written or oral advice of this facility The Firm may cancel

this facility at any time

AICPA American Institute of Certified Public Accountants

Alternative assets The following types of assets constitute

alternative investments hedge funds currency real estate and

private equity

Assets under management Represent assets actively managed

by Asset Management on behalf of Institutional Retail Private

Banking Private Wealth Management and Bear Stearns Private

Client Services clients Includes Committed Capital not Called on

which we earn fees Excludes assets managed by American Cen

tury Companies Inc in which the Firm has 42% ownership

interest as of December 31 2009

Assets under supervision Represent assets under management

as well as custody brokerage administration and deposit accounts

Average managed assets Refers to total assets on the Firms

Consolidated Balance Sheets plus credit card receivables that have

been securitized and removed from the Firms Consolidated Bal

ance Sheets

Beneficial interest issued by consolidated VIEs Represents

the interest of third-party holders of debt/equity securities or other

obligations issued by VIEs that JPMorgan Chase consolidates The

underlying obligations of the VIEs consist of short-term borrowings

commercial paper and long-term debt The related assets consist of

trading assets available-for-sale securities loans and other assets

Benefit obligation Refers to the projected benefit obligation for

pension plans and the accumulated postretirement benefit obliga

tion for OPEB plans

Combined effective loan-to-value ratio For residential real

estate loans an indicator of how much equity borrower has in

secured borrowing based on current estimates of the value of the

collateral and considering all lien positions related to the property

Contractual credit card charge-off In accordance with the

Federal Financial Institutions Examination Council policy credit card

loans are charged off by the end of the month in which the account

becomes 180 days past due or within 60 days from receiving notifi

cation about specific event e.g bankruptcy of the borrower

whichever is earlier

Credit card securitizations Card Services managed results

excludes the impact of credit card securitizations on total net reve

nue the provision for credit losses net charge-offs and loan receiv

ables Through securitization the Firm transforms portion of its

credit card receivables into securities which are sold to investors

The credit card receivables are removed from the Consolidated

Balance Sheets through the transfer of the receivables to trust

and through the sale of undivided interests to investors that entitle

the investors to specific
cash flows generated from the credit card

receivables The Firm retains the remaining undivided interests as

sellers interests which are recorded in loans on the Consolidated

Balance Sheets gain or loss on the sale of credit card receivables

to investors is recorded in other income Securitization also affects

the Firms Consolidated Statements of Income as the aggregate

amount of interest income certain fee revenue and recoveries that

is in excess of the aggregate amount of interest paid to investors

gross credit losses and other trust expense related to the securitized

receivables are reclassified into credit card income in the Consoli

dated Statements of Income

Credit derivatives Contractual agreements that provide protec

tion against credit event on one or more referenced credits The

nature of credit event is established by the protection buyer and

protection seller at the inception of transaction and such events

include bankruptcy insolvency or failure to meet payment obliga

tions when due The buyer of the credit derivative pays periodic

fee in return for payment by the protection seller upon the occur

rence if any of credit event

Credit cycle period of time over which credit quality improves

deteriorates and then improves again The duration of credit cycle

can vary from couple of years to several years

Deposit margin Represents net interest income expressed as

percentage of average deposits

Discontinued operations component of an entity that is

classified as held-for-sale or that has been disposed of from ongo

ing operations in its entirety or piecemeal and for which the entity

will not have any significant continuing involvement discontin

ued operation may be separate major business segment com

ponent of major business segment or geographical area of

operations of the entity that can be separately distinguished opera

tionally and for financial reporting purposes

EITF Emerging Issues Task Force

FASB Financial Accounting Standards Board

FICO Fair Isaac Corporation

Forward points Represents the interest rate differential between

two currencies which is either added to or subtracted from the

current exchange rate i.e spot rate to determine the forward

exchange rate

Headcount-related expense Includes
salary

and benefits ex

cluding performance-based incentives and other noncompensation

costs related to employees

Interchange income fee that is paid to credit card issuer in

the clearing and settlement of sales or cash advance transaction

Interests in purchased receivables Represents an ownership

interest in cash flows of an underlying pool of receivables trans

ferred by third-party
seller into bankruptcy-remote entity gen

erally
trust
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Glossary of terms

Investment-grade An indication of credit quality based on

JPMorgan Chases internal risk assessment system Investment

grade generally represents risk profile similar to rating of

BBB-/Baa3 or better as defined by independent rating

agencies

Managed basis non-GAAP presentation of financial results

that includes reclassifications related to credit card securitizations

and to present revenue on fully taxable-equivalent basis Man

agement uses this non-GAAP financial measure at the segment

level because it believes this provides information to enable inves

tors to understand the underlying operational performance and

trends of the particular business segment and facilitates compari

son of the business segment with the performance of competitors

Managed credit card receivables Refers to credit card receiv

ables on the Firms Consolidated Balance Sheets
plus

credit card

receivables that have been securitized and removed from the Firms

Consolidated Balance Sheets

Mark-to-market exposure measure at point in time of the

value of derivative or foreign exchange contract in the open

market When the mark-to-market value is positive it indicates the

counterparty owes iPMorgan Chase and therefore creates

repayment risk for the Firm When the mark-to-market value is

negative JPMorgan Chase owes the counterparty in this situation

the Firm does not have repayment risk

Master netting agreement Angreement between two coun

terparties
that have multiple derivative contracts with each other

that provides for the net settlement of all contracts through single

payment in
single currency in the event of default on or termina

tion of any one contract

Mortgage product types

Alt-A

Alt-A loans are generally higher in credit quality than subprime

loans but have characteristics that would
disqualify

the borrower

from traditional prime loan Alt-A lending characteristics may

include one or more of the following limited documentation

ii high combined-loan-to-value CLTV ratio hi loans se

cured by non-owner occupied properties or iv debt-to-income

ratio above normal limits Perhaps the most important character

istic is limited documentation substantial proportion of tradi

tional Alt-A loans are those where borrower does not provide

complete documentation of his or her assets or the amount or

source of his or her income

Option ARMs

The option ARM residential real estate loan product is an adjustable-

rate mortgage loan that provides the borrower with the option each

month to make
fully amortizing interest-only or minimum pay

ment The minimum payment on an option ARM loan is based on the

interest rate charged during the introductory period This introductory

rate has usually
been

significantly
below the

fully
indexed rate The

fully indexed rate is calculated using an index rate plus margin

Once the introductory period ends the contractual interest rate

charged on the loan increases to the
fully

indexed rate and
adjusts

monthly to reflect movements in the index The minimum payment is

typically insufficient to cover interest accrued in the prior month and

any unpaid interest is deferred and added to the principal
balance of

the loan

Prime

Prime mortgage loans generally have low default risk and are made

to borrowers with good credit records and monthly income that is

at least three to four times greater than their monthly housing

expense mortgage payments plus taxes and other debt payments

These borrowers provide full documentation and generally have

reliable payment histories

Siíbprine

Subprime loans are designed for customers with one or more high

risk characteristics including but not limited to unreliable or

poor payment histories ii high loan-to-value LTV ratio of

greater than 80% without borrower-paid mortgage insurance iii

high debt-to-income ratio iv the occupancy type for the loan is

other than the borrowers primary residence or history of

delinquencies or late payments on the loan

MSR risk management revenue Includes changes in MSR asset

fair value due to inputs or assumptions in model and derivative

valuation adjustments

NA Data is not applicable or available for the period presented

Net yield on interest-earning assets The average rate for

interest-earning assets less the average rate paid for all sources of

funds

NM Not meaningful

Nonconforming mortgage loans Mortgage loans that do not

meet the requirements for sale to U.S government agencies and

U.S government sponsored enterprises These requirements include

limits on loan-to-value ratios loanterms loan amounts down

payments borrower credit worthiness and other requirements

OPEB Other postretirement employee benefits

Overhead ratio Noninterest expense as percentage of total net

revenue

Personal bankers Retail branch office personnel who acquire

retain and expand new and
existing

customer
relationships by

assessing customer needs and recommending and selling appropri

ate banking products and services

Portfolio activity Describes changes to the risk
profile

of
existing

lending-related exposuresand their impact on the allowance for

credit losses from changes in customer profiles
and inputs used to

estimate the allowances
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Glossary of terms

Principal transactions Realized and unrealized gains and losses

from trading activities including physical
commodities inventories

that are accounted for at the lower of cost or fair value and

changes in fair value associated with financial instruments held by

the Investment Bank for which the fair value option was elected

Principal
transactions revenue also include private equity gains and

losses

Purchased credit-impaired loans Acquired loans deemed to be

credit-impaired under the FASB guidance for purchased credit-

impaired loans The guidance allows purchasers to aggregate

credit-impaired loans acquired in the same fiscal quarter into one or

more pools provided that the loans have common risk characteris

tics e.g FICO score geographic location pool is then ac

counted for as single
asset with single composite interest rate

and an aggregate expectation of cash flows Wholesale loans were

determined to be credit-impaired if they meet the definition of an

impaired loan under U.S GAAP at the acquisition date Consumer

loans are determined to be purchased credit-impaired based on

specific
risk characteristics of the loan including product type loan-

to-value ratios FICO scores and past due status

Receivables from customers
Primarily represents margin loans

to prime and retail brokerage customers which are included in

accrued interest and accounts receivable on the Consolidated

Balance Sheets for the wholesale lines of business

Reported basis Financial statements prepared under U.S GAAP

The reported basis includes the impact of credit card securitizations

but excludes the impact of taxable-equivalent adjustments

Seed capital Initial JPMorgan capital invested in products such

as mutual funds with the intention of ensuring the fund is of

sufficient size to represent viable offering to clients enabling

pricing
of its shares and allowing the manager to develop com

mercially attractive track record After these goals are achieved the

intent is to remove the Firms capital from the investment

Stress testing scenario that measures market risk under

unlikely
but plausible events in abnormal markets

Unaudited Financial statements and information that have not

been subjected to auditing procedures sufficient to permit an

independent certified public accountant to express an opinion

U.S GAAP Accounting principles generally accepted in the United

States of America

U.S government and federal agency obligations Obliga

tions of the U.S government or an instrumentality of the U.S

government whose obligations are fully and explicitly guaranteed

as to the timely payment of principal and interest by the full faith

and credit of the U.S government

U.S government-sponsored enterprise obligations Obliga

tions of agencies originally
established or chartered by the U.S

government to serve public purposes as specified by the U.S Con

gress
these obligations are not explicitly guaranteed as to the

timely payment of
principal

and interest by the full faith and credit

of the U.S government

Value-at-risk VaR measure of the dollar amount of poten

tial loss from adverse market moves in an ordinary market envi

ronment
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J.P Morgan International Council

Hon George Shultz Arminuo Fraga Neto

Former Prime Minister of Great

Britain and Northern Ireland

London United Kingdom

Hon Bill Bradley

Former U.S
Allen Company LLC

New York New York

Michael Chaney

Chairman

National Australia Bank Limited

Perth Western Australia

Anatoly Chubais

Director General

Russian Corporation of

Nanotechnologies Rusnano

Moscow Russian Federation

AndrØ Desmarais

Chairman and

Co-Chief Executive Officer

Power Corporation of Canada

Montreal Canada

Founding Partner

Gavea Investimentos Ltd

Rio de Janeiro Brazil

Xi-Qing Gao

Vice Chairman President and

Chief Investment Officer

china Investment Corporation

Beijing Peoples Republic of China

Jürgen Grossmann

Chief Executive Officer

RWE AG

Essen Germany

William Harrison Jr

former Chairman and

Chief Executive Officer

JPMorgan Chase Co

New York New York

As of December 31 2009

Minoru Makihara

Senior Corporate Advisor and

Former Chairman

Mitsubishi Corporation

Tokyo Japan

David OReilly

Chairman and Chief Executive Officer

Chevron Corporation

San Ramon California

Michael Pram Rasmussen

Chairman of the Board

AR Mller-Maersk Group

Copenhagen Denmark

Sir John Rose

Chief Executive

Rolls-Royce plc

London United Kingdom

Ratan Naval Tata

Chairman

Tata Sons Limited

Mumbai India

Marco Tronchetti Provera

Chairman and Chief Executive Officer

Pirelli SpA

Milan Italy

Cees J.A van Lede

Former Chairman

Board of Management

Akzo Nobel

Arnhem The Netherlands

Douglas Warner Ill

Former Chairman of the Board

JR Morgan Chase Co

New York New York

Ernesto Zedillo

Director

Yale Center for the Study of

Globalization

New Haven Connecticut

Jaime Augusto Zobel de Ayala

Chairman and Chief Executive Officer

Ayala Corporation

Makati City Philippines

As of December31 2009 Hon

George Shultz retired as Chairman

from the Council and as of January

2010 The Rt Hon Tony Blair was

appointed Incoming Chairman

Chairman of the Council

Distinguished Fellow

Hoover Institution

Stanford University

Stanford California

Riley Bechtel

Chairman and Chief Executive Officer

Bechtel Group Inc

San Francisco California

Jean-Louis Beffa

Chairman

Compagnie de Saint-Gobain

Paris-La Defense France

The Rt Hon Tony Blair

Chairman of the Council Elect

Quartet Representative and

Ex-Officio Members

James -Dimon

Chairman and Chief Executive Officer

JPMorgan Chase Co

New York New York

Andrew Crockett

President

JPMorgan Chase International

San Francisco California

William Daley

Vice Chairman and

Head of Corporate Responsibility

JPMorgan Chase Co
Chicago Illinois

Walter Gubert

Vice Chairman

JPMorgan Chase Co

Chairman JPMorgan Chase EMEA

London United KingdomCarla Hills

Chairman and Chief Executive Officer

Hills Company

Washington D.C

Franz Humer

Chairman

Roche Holding Ltd

Basel Switzerland

Abdallah Jumah

Former President

Saudi Arabian Oil Company

Dhahran Saudi Arabia

Hon Henry Kissinger

Chairman

Kissinger Associates Inc

New York New York

Mustafa Koc

Chairman of the Board of Directors

Koc Holding AS
Istanbul Turkey

Hon Lee Kuan Yew

Minister Mentor

Republic of Singapore

Singapore

Martin Feldstein

Professor of Economics

Harvard University

Cambridge Massachusetts
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Regional Advisory Board

Richard Bernstein James Fernandez Leo Liebowitz William Rudin
Chairman and Executive Vice President and CEO Chief Executive Officer President

Chief Executive Officer
Tiffany Co Getty Realty Corp Rudin Management Company Inc

R.A.B Holdings Inc

Rachelle Friedman William Mack David Sammons
Rod Brayman President and Co-CEO Founder and Chairman President and CEO
President JR Music and Computer World AREA

Property Partners Subaru Distributors Corp
Windmill Distributing Company LIP

Neil Golub Peter Markson John Shalam

Robert Catell President and CEO Chairman and Chairman

Chairman The Golub Corporation Chief Executive Officer Audiovox Corporation

Advanced Energy Research Paris Accessories Inc

and Technology Center Tod Johnson Julie Shimer

Chairman and James McCann President and CEO

Christopher Combe Chief Executive Officer Chief Executive Officer Welch
Allyn

Chairman and President The NPD Group Inc 1-80D-Flowers.com
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Richard Kunes John Morphy Former President and COO
Joseph .1 Corasanti Executive Vice President Senior Vice President The Topps Company Inc

President and Chief Financial Officer Chief Financial Officer

Chief Executive Officer The Estee Lauder Companies Inc and
Secretary Kenneth Wallach

CONMED Corporation Paychex Inc Chairman and CEO

Richard LeFrak Central National-Gottesman Inc

Emil Duda Chairman and James Nederlander

Senior Executive Vice President Chief Executive Officer President Fred Wilpon
and Chief Financial Officer LeFrakOrganization Nederlander Producing Company Chairman

Lifetime Healthcare Company of America Inc
Sterling Equities Inc

Excellus Health Plan Inc Richard Leventhal

Chairman and Samuel Newhouse Ill ________________________

Roger Farah Chief Executive Officer General Manager Frank Lourenso

President and Chief Operating Fedway Associates Inc Advance Publications Inc Chairman

Officer
Regional Advisory Board

Polo
Ralph Lauren John LiDestri

Chief Executive Officer

LiDestri Foods Inc
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Chief Financial Officer
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Finance
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Controller
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Public Policy
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