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SECURITIES AND EXCHANGE COMMISSION .
WASHINGTON, D.C. 20549-4561

T

'Re: ~ JPMorgan Chése & o‘z&rasg’ﬂ'ngion, 1Dl

. 205Avqilability:_02- 1% -
Incoming letter dated January 10, : 4 ‘ 20y

Dear Mr. Dunn:

This is in response to your letter dated January 10, 2011 concerning the
shareholder proposal submitted to JPMorgan Chase by the Sisters of Charity of Saint
Elizabeth; the Maﬁanist_ Province of the United States; Providence Trust; the Sisters of
St. Dominic of Caldwell, NJ; the Maryknoll Sisters of St. Dominic, Inc.; the Maryknoll
Fathers and Brothers; the Benedictine Sisters of Virginia; and the Sisters of St. Francis of
" Philadelphia. Our response is-attached to the enclosed photocopy of your
correspondence. By doing this, we avoid having to recite or summarize the facts set forth
in the correspondence. Copies of all of the correspondence also will be provided to the-
proponents. ;

In connection with this matter, your attention is directed to the enclosure, which
sets forth a brief discussion of the Division’s informal procedures regarding shareholder
proposals.

_Sincerely,

Gregory S. Belliston
~ Special Counsel

Enclosures

cc: Sister Barbara Aires, S.C.
Coordinator of Corporate Responsibility
The Sisters of Charity of Saint Elizabeth
P.O. Box 476 .
Convent Station, NJ 07961-0476
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* Mylés McCabe
Director of Peace and Justxc&
Marianist Province of the United States
- 4425 West Pine Boulevard
~ St. Louis, MO 63108-2301

. Sister Ramona Bezner, CDP
Trustee/Administrator
Providence Trust
515 SW 24th Street
San Antonio, TX 78207-4619 .

Patricia A. Daly, opP

Corporate Responsibility Representanve
Sisters of St. Dominic of Caldwell, New Jersey
‘Office of Corporate Responsibility

40 South Fullerton Ave.

Montclair, NJ 07042

Catherine Rowan

Corporate Social Responsibility Coordinator
Maryknoll Sisters

P.O. Box 311 '

Maryknoll, NY 10545-0311

Father Joseph P. La Mar, MM
- Coordinator of Corporate Responsibility
Maryknoll Fathers and Brothers
PO Box 305
Maryknoll, NY 10545-0305

Sister Henry Marie Zimmermann, OSB.
Treasurer

Benedictine Sisters of Virginia:

Saint Benedict Monastery

9535 Linton Hall Road

Bristow, VA 20136-1217

Nora M. Nash, OSF

Director, Corporate Social Responsibility
The Sisters of St. Francis of Philadelphia
609 South Convent Road

Aston, PA 10914-1207



February 17, 2011

Response of the Office of Chief Counsel
Division of Corporation Finance

Re:  JPMorgan Chase & Co.
Incoming letter dated January 10, 2011

i The proposal requests that the board report to shareholders “the risk management
structure, staffing and reporting lines of the institution and how it is integrated into their
business model and across all the operations of the company’s business lines.”

There appears to be some basis for your view that JPMorgan Chase may exclude
the proposal under rule 14a-8(i)(7), as relating to JPMorgan Chase’s ordinary business
operations. We note that the proposal relates to the manner in which JPMorgan Chase
manages risk. We further note that the proposal addresses matters beyond the board’s
role in the oversight of JPMorgan Chase’s management of risk. Accordingly, we will not
recommend enforcement action to the Commission if JPMorgan Chase omits the
proposal from its proxy materials in reliance on rule 14a-8(i)(7). In reaching this
* position, we have not found it necessary to address the alternative basis for omission
upon which JPMorgan Chase relies.

Sincerely,

Robert Errett
Attorney-Adviser



B " DIVISION OF CORPORATION FINANCE .
INFORMAL PROCEDURES REGARDING SHAREHOLDER PROPOSALS

© .. The Division of Corporation Finance believes that its responsibility with respect to
-matters arising under Rule 14a-8 [17 CFR 240.142-8], as with other matters under the proxy
rules, is to-aid those who must comply with the rule by offering informal advice and suggestions
_ and to determine, initially, whether or not it may be appropriate in a particular matter to
- recommend enforcement action to the Commission. In connection with a shareholder proposal
under Rule 14a-8, the Division’s staff considers the information furnished to it by the Company
in support of its intention to exclude the proposals from the Company’s proxy. materials, as well
~ as any information furnished by the proponent or the proponent’s representative. :

Although Rule 14a-8(k) does not require any communications from shareholders to the .
Commission’s staff, the staff will always consider information concerning alleged violations of .
the statutes administered by the Commission, including argument as to whether or not activities
proposed to be taken would be violative of the statute or rule involved. The receipt by the staff
~ of such information, however, should not be construed as changing the staff’s informal

procedures and proxy review into a formal of adversary procedure: :

. It is important to note that the staff’s and Commission’s no-action responses to

.- Rule 14a-8(j) submissions reflect only informal views. The determinations reachéd in these no-

-action letters do not and cannot adjudicate the merits of a company’s position with respect to the

* proposal. Only a court such as a U.S. District Court can decide whether a company is obligated
to include shareholder proposals in its proxy materials. Accordingly a discretionary
-determination not to recommend or take Commission enforcement-action, does not preclude a
[proponent, or any sharcholder of a company, from pursuing any rights he or she may have against
the company in court, should the management omit the proposal from the company’s proxy:
material. : ‘ ' '
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1934 Act/Rule 14a-8

January 10, 2011

Office of Chief Counsel

. Division of Corporation Finance

U.S. Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549

Re:  JPMorgan Chase & Co.
Shareholder Proposal of Sisters of Charity of Saint Elizabeth, et al.
Securities Exchange Act of 1934 Rule 14a-8

Dear Ladies and Gentlemen:

We submit this letter on behalf of our client JPMorgan Chase & Co., a Delaware
corporation (the “Company”), which requests confirmation that the staff (the “Staff”) of the
Division of Corporation Finance of the U.S. Securities and Exchange Commission (the
“Commission’’) will not recommend enforcement action to the Commission if, in reliance on
Rule 14a-8 under the Securities Exchange Act of 1934 (the “Exchange Act”), the Company
omits the enclosed shareholder proposal (the “Proposal’”) and supporting statement (the
“Supporting Statement’”) submitted by the Sisters of Charity of Saint Elizabeth, the Marianist
Province of the United States, the Providence Trust, the Sisters of St. Dominic of Caldwell, NJ,
the Maryknoll Sisters of St. Dominic, Inc., the Maryknoll Fathers and Brothers, the Benedictine
Sisters of Virginia, and the Sisters of St. Francis of Philadelphia (collectively, the “Proponent”)
from the Company’s proxy materials for its 2011 Annual Meeting of Shareholders (the “2011
Proxy Materials™).

Pursuant to Rule 14a-8(j) under the Exchange Act, we have:

+ filed this letter with the Commission no later than eighty (80) calendar days before the
Company intends to file its definitive 2011 Proxy Materials with the Commission; and

« concurrently sent copies of this correspondence to the Proponent’s representative, Sister
Barbara Aires, SC of the Sisters of Charity of Saint Elizabeth.
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A copy of the Proposal and Supporting Statement, the Proponent’s cover letter submitting the
Proposal, and other correspondence relating to the Proposal are attached hereto as Exhibit A. .

L SUMMARY OF THE PROPOSAL

On November 30, 2010, the Company received a letter from the Sisters of Charity of
Saint Elizabeth containing the Proposal for inclusion in the Company’s 2011 Proxy Materials.
The Proposal reads as follows:

“BE IT RESOLVED that the Board of Directors report to shareholders (at
reasonable cost and omitting proprietary information) by December 1, 2011, the
risk management structure, staffing and reporting lines of the institution and how
it is integrated into their business model and across all the operations of the
company’s business lines.”

. EXCLUSION OF THE PROPOSAL
A. Bases for Exclusion of the Proposal

As discussed more fully below, the Company believes that it may properly omit the
Proposal from its 2011 Proxy Materials in reliance on the following paragraphs of Rule 14a-8:

e Rule 14a-8(iX(7), as the Proposal deals with matters relating to the Company’s ordinary
business operations; and

e Rule 14a-8(i)(10), as the Company has substantially implemented the Proposal.

B. The Proposal May Be Excluded in Reliance on Rule 14a-8(1)(7) because it
Deals With Matters Relating to the Company’s Ordinary Business Operations

A company is permitted to omit a shareholder proposal from its proxy materials under
Rule 14a-8(1)(7) if the proposal deals with a matter relating to the company’s ordinary business
operations. In Commission Release No. 34-40018 (May 21, 1998) (the “1998 Release™), the
Commission stated that the underlying policy of the “ordinary business” exception is “to confine
the resolution of ordinary business problems to management and the board of directors, since it is
impracticable for shareholders to decide how to solve such problems at an annual shareholders
meeting.” The Commission further stated in the 1998 Release that this general policy rests on
two central considerations. The first is that *“[c]ertain tasks are so fundamental to management’s
ability to run a company on a day-to-day basis that they could not, as a practical matter, be
subject to direct shareholder oversight.” The second consideration relates to “the degree to
which the proposal seeks to ‘miero-manage’ the company by probing too deeply into matters of a
complex nature upon which shareholders, as a group, would not be in a position to make an
informed judgment.” The fact that a proposal seeks a report from a company’s board of directors
(instead of a direct action) is immaterial to these determinations -- a shareholder proposal that
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calls on the board of directors to issue a report to shareholders is excludable under Rule

- 14a-8(i)(7) as relating to an ordinary business matter if the subject matter of the report relates to
the company’s ordinary business operations. See Release No. 34-20091 (August 16, 1983).
Importantly, with regard to the first basis for the “ordinary business” matters exception, the
Commission also stated that “proposals relating to such matters but focusing on sufficiently
significant social policy issues (e.g., significant discrimination matters) generally would not be
considered to be excludable, because the proposals would transcend the day-to-day business
matters and raise policy issues so significant that it would be appropriate for a shareholder vote.”

In Staff Legal Bulletin No. 14E (October 27, 2009) (“SLB I4E”), the Staff set forth a
new position regarding its analysis of proposals seeking reports regarding risk-related matters for
purposes of Rule 14a-8(iX7). In SLB 14E, the Staff stated that it would evaluate these proposals
by looking to the subject matter of the report to determine “whether the underlying subject
matter of the risk evaluation involves a matter of ordinary business to the company.” As
discussed below, the Proposal clearly relates to the Company’s ordinary business operations as it
addresses the Company’s general risk management matters.

For financial services firms such as the Company, risk management is a daily and
continuous practice that is an inherent part of the Company’s day-to-day operations. Thus, the
subject matter of the Proposal, which requests a report on the Company’s risk management
structure “and how it is integrated into {its] business model and across all the operations of the
company’s business lines,” involves a matter of ordinary business to the Company. While SLB
14E indicates that “a proposal that focuses on the board’s role in the oversight of a company’s
management of risk may transcend the day-to-day business matters of a company and raise
policy issues so significant that it would be appropriate for a shareholder vote,” the Proposal
does not focus on the board’s role in managing risk; indeed, the Proposal (including the
supporting statement) mentions the Company’s Board of Directors only when it asks that the
Board issue the report. The Proposal and Supporting Statement do not relate to the Board’s role
in risk management -- both make no mention of this subject. Rather, the Proposal relates solely
to “the risk management structure, staffing and reporting lines of the institution and how it is
integrated into [the Company’s] business model and across all operations of the [Clompany’s
business lines.” Accordingly, the Proposal relates to the Company’s ordinary business
operations and, consistent with the Staff’s statements in SLB 14E, the subject matter of the
Proposal does not “transcend the day-to-day business matters” of the Company.

The Staff has on several occasions permitied the exclusion of shareholder proposals that
related to a company’s general risk management matters. See, e.g., McDonald’s Corp. (January
28, 2008, reconsideration denied March 3, 2008) (concurring in the omission of a proposal
requesting that the board implement a “comprehensive risk strategy™ as relating to its ordinary
business activities); Motorola Inc. (Jammary 7, 2008) (same); McDonald’s Corp. (March 14,
2006) (same); The Mead Corporation (Jannary 31, 2001) {concurring in the omission of a
proposal concerning the company’s liability projection methodology and evaluation of risk as
relating to its ordinary business activities). As discussed above, the Staff’s position in SLB 14E
did not alter the position set forth in these no-action responses.
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Even if the Staff were to take the view that the Proposal relates in part to the significant
social policy issue of the Board’s role in the oversight of the Company's management of risk, the
Proposal may be properly excluded, as it relates to the significantly broader range of matters
relating to “the risk management structure, staffing and reporting lines of the institution and how
it is integrated into {the Company’s] business model.” Accordingly, the exclusion of the
Proposal would continue to be consistent with prior Staff positions, as the Staff has expressed the
view that proposals relating to both ordinary business matters and significant social policy issues
may be excluded in their entirety in reliance on Rule 14a-8(1)(7). See JPMorgan Chase & Co.
(February 25, 2010) (concurring in the exclusion of a proposal relating to compensation that may
be paid to employees and senior executive officers and directors in reliance on Rule 14a-8(i)(7)
because it concerned general employee compensation matters); General Electric Company
(February 3, 2005) (concurring in the exclusion of a proposal intended to address “offshoring”
and requesting a statement relating to any planned job cuts or offshore relocation activities in
reliance on Rule 14a-8(1)(7) because it related to the company’s ordinary business operations
(i.e., management of the workforce)); Wal-Mart Stores, Inc. (March 15, 1999) (concurring in the
exclusion of a proposal requesting a report on company’s actions to ensure that it does not
purchase from suppliers who manufacture items using forced labor, convict labor, child labor or
‘who fail to comply with laws protecting employees’ rights in reliance on Rule 14a-8(i)(7)
because “paragraph 3 of the description of matters to be included in the report relates to ordinary
business operations”). See aiso, General Electric Company (February 10, 2000) (concurring in
the exclusion of a proposal relating to the discontinuation of an accounting method and use of
funds related to an executive compensation program in reliance on Rule 14a-8(i)(7) as dealing
with both the significant policy issue of senior executive compensation and the erdinary business
matter of choice of accounting method).

Based on the foregoing analysis, the Company believes that it may properly omit the
Proposal and Supperting Statement from its 2011 Proxy Materials in reliance on Rule
14a-83)(7).

C. The Proposal May Be Excluded in Reliance on Rule 14a-8(i)( 10) because the
Company has Substantially Implemented the Proposal Through its Form 10-K
and Form 10-Q Filings

Rule 14a-8(1)(10) permits a company to exclude a proposal from its proxy materials if the
company “has already substantially implemented the proposal,” which does not require a
proposal to be implemented in full or precisely as presented. See Release No. 34-20091 (August
16, 1983). The exclusion set forth in Rule 14a-8(i)(10) is “designed to avoid the possibility of
shareholders having to consider matters which already have been favorably acted upon by
management.” See Exchange Act Release No. 12598 (July 7, 1976) (regarding the predecessor
rule to Rule 14a-8(i)(10)). The Staff has stated that a proposal is considered substantially
implemented when the company’s practices are deemed consistent with the “intent of the
proposal.” See Aluminum Company of America (January 16, 1996). Similarly, the Staff has

declared that a proposal is substantially implemented if the company’s “policies, practices and
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procedures compare favorably with the guidelines of the proposal.” See Texaco, Inc. (March 28,
1991). Accordingly, even if a company has not implemented every detail of a proposal, the
proposal may still be excluded provided that the company has substantially implemented it.

The Staff has consistently concurred with the view that a company may omit a proposal
because it has been substantially implemented through compliance with applicable laws and
regulations. See, e.g., Verizon Communications Inc. (Febmary 21, 2007) (concuiring in the
omission of a proposal that company disclose the relationship between each independent director
and the company considered by the board when determining each such director’s independence
as substantially implemented because Item 407 of Regulation S-K requires disclosure of the
independence of director nominees and the transactions considered by the board in reaching that
conclusion); Eastman Kodak Co. (February 1, 1991) (concurring in the omission of a proposal
that company disclose in annual report all fines paid for violating environmental laws as
substantially implemented because Itemn 103 of Regulation S-K requires disclosure of all fines
exceeding $100,000). See also King Pharmaceuticals Inc. (March 17, 2010) (concurring in the
omission of a proposal that board amend the company’s bylaws to give holders of 10% of
company’s common stock power to call special shareholder meetings as substantially
implemented because under relevant state law 10% shareholders already have authority to call
special meetings); Johnson & Johnson (February 17, 2006) (concurring in the omission of a
proposal that required the company to verify employment eligibility of current and future
employees and to terminate any employee not authorized to work in the United States as
substantially implemented because the company already was required to take such actions under
federal law).

Here, the Proposal calls for the Board of Directors to report to sharcholders “the risk
management structure, staffing and reporting lines of the institution and how it is integrated into
the Company’s business model.” The Commission’s rules already require the Company to
provide significant disclosure regarding its risk management structure and practices in its
periodic reports filed under the Exchange Act, and the Company does, in fact, provide that
disclosure. The Commission’s guidance under Item 303 of Regulation S-K, Management’s
Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”), makes
clear that the company’s risk management should be addressed in the MD&A. For example, the
Commission has stated that the MD&A should “provide insight into material opportunities,
challenges and risks, such as those presented by known material trends and uncertainties, on
which the company's executives are most focused for both the short and long term, as well as the
actions they are taking to address these opportunities, challenges and risks.” Exchange Act
Release No. 48960, Commission Guidance Regarding Management's Discussion and Analysis of
Financial Condition and Results of Operations (December 19, 2003). Furthermore, Item 305 of
Regulation S-K expressly requires both quantitative and qualitative information about market
risks, including how the risks are managed.

Accordingly, in the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2009 (“2009 Form 10-K”), the Company addressed in detail its risk management
structure and the operation of that structure under the captions “Risk Management,” “Liquidity
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Risk Management,” *“Credit Risk Management,” “Wholesale Credit Portfolio,” “Consumer
Credit Portfolio,” “Allowance for Credit Losses,” and “Market Risk Management” and this
disclosure was updated in the Company’s subsequently-filed Quarterly Reports on Form 10-Q.
We have included copies of the relevant portions of the 2009 Form 10-K, which total 39 pages of
disclosure on the Company’s risk management structure and operations, as Exhibit B to this
letter.

Based on the substantial disclosure that the Company has made as to its risk management
structure and practices, the information that would be included in the report requested in the
Proposal has already been substantially provided to shareholders and therefore the Proposal has
been substantially implemented. Accordingly, the Company believes it may properly omit the
Proposal and Supporting Statement from its 2011 Proxy Materials in reliance on Rule
14a-8(1)(10).

HI. CONCLUSION

For the reasons discussed above, the Company believes that it may properly omit the
Proposal and Supporting Statement from its 2011 Proxy Materials in reliance on Rule 142-8. As
such, we respectfully request that the Staff concur with the Company's view and not recommend
enforcement action to the Commission if the Company omits the Proposal from its 2011 Proxy
Materials.

If we can be of further assistance in this matter, please do not hesitate to contact me at
(202) 383-5418.

Sincerely,

o,

Martin P. Dunn
of O’Melveny & Myers LLP

Attachments

cc: Sister Barbara Aires, SC
Sisters of Charity of Saint Elizabeth

Anthony Horan, Esq.
Corporate Secretary
JPMorgan Chase & Co.



EXHIBIT A

Shareholder Submitted by
THE SISTERS OF CHARITY, ET AL.



RECEIVED By 7=

OFFICE OF T8 sanrvasy
Nowvember24, 2016

Mr. James Dimon, CEO

J.P. Morgan Chase & Co.
270 Park Avenue

New York, NY 10017-2070

Dear Mr. Dinion,

oritiniite to be concerned about risk management in the
: %'ismmct on the financial system. We believe the

n : : hanges in practices by our Company. Therefore, the
Sisters of C%xamy of Saint Iﬁhmbeihrcquest the Board of Directors to report to shareholders risk
managemet siructures and reporting lines as described in the attached proposal.

The Sisters of Charity of Saint Elizabeth are beneficial owners of 200 shares of stock. Under
separate cover, you will receive proof of ownership. We will retain shates through the annual
meeting,

1 have been authorized to notify you of our intention to file this resolution for consideration by
the stockholders at the next annual meeting and 1 hereby submit it for inclusion in the proxy
statément, in accordance with rule 14a-8 of the General Rules and Regulations of the Securities

Actof 1934,

If you should, for any reason; desire to-oppose the adaptwn of this proposal by the stockholders,
please include in the corporation’s proxy malterial the attached statement of the security holder.
submitted in support of this proposal as required by the: aforesaid rules and regulations.

Sincerely,

Sorton Brntra Aeers.

Sister Barbara Alres, SC ‘
Coordinator of Corporate Responsibility

Ene
SBA/an




Restore Confidence in the Financial System
2011 — JPMorgan Chase

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1994, that would require companies to report each quarter their average daily or monthly
amount of otitstanding short-term debt, the maximum level of those borrowings and their weighted
average interest rate.

WHEREAS, Mary Schapiro, Chair of the SEC, has commented that: “Under these proposals, investors
would have better information about a company’s financing activities during the course of a reporting
period ~— not just a period-end snapshot,” and “With this information, investors would be better able to
evaluate the company's ongoing liquidity and leverage risks.” {Opening Statement, SEC Open Meeling,
September 17, 2010}

WHEREAS, data compiled by Bloomberg <biflp/fwwaw bicombergcominessR01041 1 Pwall-slresl:
soliecis-4-bilior-frem-arpavers-as-swans-backdire nimi> states thatt “For more than a decade, banks
and insurance companies convinced governments and nonprofits (e.g.. Bay Area Toll Authority in
Oakland, CA, Cornell University in fthaca, NY) that financial engineering would' lower interest rates on
bonds sold for public projects such as roads, bridges and schools.” That has cost these entities "more.
than $4 billion”,

WHEREAS, the US government found it necessary to commit more than $700 billion to the Troubled
Assets Relief Program in 2009 to prevent a complete meltdown of the financial system. Qur company
received $25b of TARP funds and continues to-be ranked as a significant systemic financial institution.

WHEREAS, excessive risk-taking by large financial institutions was a key contribulor to the scale and
severity of the recent recession;

WHEREAS, the International Monetary Fund reported that advanced sconomies pledged $10 trillion in
financial sector support - equivalent to 30% of 2000 World GDP;

BE IT RESOLVED that the Board of Directors report to shareholders (al reasonable cost and omilling
proprietary information) by December 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how it is integrated into their business model and across alt the operations of the
company’s business lines.

Supporting Statement: Restoring public trust and confidence in the financial sysiem and in the
corporations and institutions that operate in the financial services sector will not be accomplished alone
by the Dodd-Frank financial reform legisiation, which was signed into law in July 2010, unless it is
accompanied by greater transparency and accountability across the sector.

The proponents of this resolution have discussed with the Company the issue of risk management,
including the structure and processes that are in place to protect the institution, its clients and customers
and financial system as a whole thfough counterparty exposure. This has included discussions about the
suitabllity of innovative tools and mechanisms and boutique services that are offered in business
operations between lenders, borrowers, dealers, underwriters and investors in both individual institutions
and across the industry. Continuous monitoring, testing and strenuous evaluation of these instruments for
soundness, suitability, integrity and safety is needed and can be advanced through the adoption of this
resolution.



November 24, 2010

Securities and Exchange Commission
Judiciary Plaza :
450 Fifth Street, N.W.

Washington, DC 20549

Dear Madam/Sir:

Enclosed is a copy. of the stockholder’s resolution and accompanying statement which
we, as stockholders in L.P: Morgan Chase, have asked to be included in the 2010 proxy

statement.

Also, enclosed is a copy of the cover letter Mr. James Dimon, CEO of J.P. Morgan Chase

& Company.
Sincerely,

Sister Barbara Aires, S.C.
Coordinator of Corporate Responsibility

Encs

_ SBA/an
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Mr. James Dimon pec 01 )
Chair & CEO of HE e CRETAR
1.P. Morgan Chase & Co. oFFICE
270 Park Avenue

New York, NY 10017-2070
RE: The Sisters of Charity of Saimt Elizabeth

Dear Mr. Dimon,

This letter along with the enclosed asset detail shall serve as proof of beneficial ownership
of 200 shares of 1.P. Morgan Chase & Company for The Sisters of Charity of Saint Elizabeth.
These sharés have been held for one year and will be retained through the annual meeting.

if you should have any questions or require additional information, please do not hesitate
to contact me.

Sincgrely,

o ———

Yviette S. Andrews

Manager Investment Performance Analysis
Ashfield Capital Partners, LLC
415.391.4747

CC: Sister Barbara Aires
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November 29, 2010 RECEIVED BY THE

Sent Via FedEx NOV 30 2010

QFFICE OF THE SECRETARY

H
The Marianists

SEPERE D U DR PIRTES

Anthony |. Horan, Corporate Sceretary
J© Morgan Chase & Co.

270 Park Avenue

New York, New York 10017-2070

Dear M, Horan:

1 am writing you on behalf of the Marianist Province of the United States in support of the
stockholder resolution on Restore Confidence in the Financial System. In brief, the proposal requests
that the Board of Directors report to sharcholders (at reasonable cost and omitting proprietary
information) by December 1, 2011, the risk management structure, staffing and reporting lines of the
institution and how it is integrated into their business model and across all the operations of the
company’'s business lines.

I am hereby authorized to notify vou of our intention to co-file this sharcholder proposal with the
Sisters of Charity of 5t. Elizabeth for consideration and action by the shareholders at the 2011 Annual
Meeting,. I hereby submit it for inclusion in the proxy statement for consideration and action by the
shareholders at the 2011 annual meeting in accordance with Rule 14-a-8 of the General Rules and
Regulations of the Securities and Exchange Act of 1934. A representative of the shareholders will
attend the annual meeting to move the resolution as required by SEC rules.

We are the owners of more the $2000 in shares of JP Morgan Chase & Co. stock and intend o hold the
stock through the date of the 2011 Annual Meeting. Verification of ownership will follow,

We truly hope that the company will be willing to dialogue with the filers about this proposal. Please
note that the contact person for this resolution/proposal will be: Sr. Barbara Aires at Telephone: 973~
290-5402.

Sincerely,

My fos McCabe

Director of Peace and Justice
Marianist Province of the United States

Enclosure: 2011 Sharcholder Resolution - Restore Confidence in the Financial System

5475 West Pine Bovlsvard St Louis, Mizseyrt 3108 2201 KR B XK I viv 314 BRIOVVE box



Restore Confidence in the Financial System
2011 - JPMorgan Chase

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1994, that would require companies to report each guarter thair average daily or monthly amount
of outstanding short-term debt, the maximuin level of those borrowings and their weighted average interest rate.

WHEREAS, Mary Schapiro, Chair of the SEC, has commented that “Under these proposals, investors would
have better information about a company's financing activities during the course of a reporting period — not just
a period-end snapshot,” and *With this information, investors would be better able to evaluate the company’s
ongoing liquidity and leverage risks.” (Opening Statement, SEC Open Meeting, September 17, 2010)

WHEREAS, data compiled by Bloomberg <hitp:fivww, b .cominewsi2010-11-10/all-sirest-collects-4-
billion-from-taxpayers-as-swaps-backfire himl> states thal. “For more than a decade, banks and insurance
companies convinced governments and nonprofits {e.g.. Bay Area Toll Authority in Oakland, CA, Cormnell
Universily in fthaca, NY) that financial engineering would lower interest rates on bonds sold for public prajects
such as roads, bridges and schools.” That has cost these entities “more than $4 billion”.

WHEREAS, the US government found it necessary 1o commit more than $700 billion {o the Troubled Assels
Relief Program in 2008 to prevent a complete meltdown of the financial system. Our company received $25b of
TARP funds arid continues 10 be ranked as a significant systemic financial institution.

WHEREAS, excessive risk-taking by large financial institutions was 2@ key contributor to the scale and severily of
the recent recession,;

WHEREAS, the Interriational Monetary Funid reported that advanced economies pledged $10 triliion in financial
sector support — equivalent to 30% of 2008 World GDP,;

BE IT RESOLVED that the Board of Directors repori fo shareholders {(al reasonable cost and omitling
proprietary information) by December 1, 2011, the risk management siructure, staffing and reporiing lines of the
institution and how i is integrated into thelr business model and across all the operations of the company's
business lines.

Supporting Statement: Resforing public trust and confidence in the financial system and in the corporations
and institutions that operate in the financial services sector will not be accomplished alone by the Dodd-Frank
“financial reform legisiation, which was signed into law in July 2010, unless it is accompanied by greater
transparency and accountability across the sector.

The proponents of this resolution have discussed with the Company the issue of risk management, including the
structure and processes that are in place to protect the institution, its clients and customers and financial system
as a whole through counterparty exposure. This has included discussions about the suitability of innovative tools
and mechanisms and boutique services that are offered in business operations between lenders, borrowers,
dealers, underwriters and investors in both individual institutions and across the industry. Continuous
monitoring, testing and strenuous evaluation of these Instruments for soundness, suitability, integrity and safety
is needed and can be advanced through the adoption of this resolution.



Providence Trust  ssw=

515 SW 24th Street San Antonio, TX 78207-46138
November 29,, 2010

¢ Anthony J. Horan

Corporate Secretary

JP Morgan Chase & Co.

270 Park Avenue

New York, New York 10017-2070

Dear Mr. Horan:

I am writing you on behalf of PROVIDENCE TRUST in support of the stockholder

+ resolution on Restore Confidence in the Financial System. In brief, the proposal
requests that the Board of Directors report to shareholders (at reasonable cost and
omitting proprietary information) by December 1, 2011, the risk management
structure, staffing and reporting lines of the institution and how it is integrated info
their business model and across all the operations of the company's business lines.

| am hereby authorized to notify you of our intention to co-file this shareholder
proposal with the Sisters of Charity of St. Elizabeth for consideration and action by
the shareholders at the 2011 Annual Meeting. | hereby submit it for inclusion in the
proxy statement for consideration and action by the shareholders at the 2011
annual meeting in accordance with Rule 14-a-8 of the General Rules and
Regulations of the Securities and Exchange Act of 1834, A representative of the
shareholders will attend the annual meeting to move the resolution as required by
SEC rules. '

We are the owners of 2800 shares of JP Morgan Chase & Co. stock and intend to
| hold $2,000 worth through the date of the 2011 Annual Meeting. Verification of
ownership will follow.

We truly hope that the company will be willing to dialogue with the filers about this
proposal. Please note that the contact person for this resolution/proposal will be: Sr.
Barbara Aires at Telephone: 973-280-5402,

Respectiully yours,

Sister Ramona Bezner, CDP

Trustee/Administrator
Providence Trust

Enclosure: 2011 Shareholder Resoluion



Restore Confidence in the Financial System
2011 — JPMorgan Chase

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that
was. eliminated in 1994, that would require companies to report each quarter their average daily or
monthly amount of outstanding short-term debt, the maximurm fevel of those borrowings and their
weighted average interest rale.

WHEREAS, Mary Schapiro, Chair of the SEC, has commented that “Under these proposals,
investors would have better information about a company's financing activities during the course of a
reporting period < not just & period-end shapshot,” and "With this information, investors would be
better dble to evaluate the company's ongoing liquidity and leverage risks.” {Opening Statement.
SEC Open Meeting, September 17, 2010)

WHEREAS, daza compiled by Bloomberg <hitp:/fwww, bloomber com/ne: ’
- re.htmb> states that “For more than a decade,
banks aﬁd msurance companies convinced -governments and nonprofits (e.g., Bay Area Tell

Authority in Oakland, CA, Comell University in Ithaca, NY) that findricial engineering would: lower
interest rates on bonds sold for public projects such as roads, bridges and schools.” That has cost
these entities *more than $4 billion”.

WHEREAS, the US governmenit found it neceéssary to commit more than $700 billion to the Troubled
Assets Refief Program in 2009 {o prevent a complete meltdown of the financial system. Our
company received $25b of TARP funds and continues to be ranked as a significant systemic
financial institution.

WHEREAS, excessive risk-taking by large financial institutions was a key contributor to the scaie
and severity of the recent recession;

WHEREAS, the International Monetary Fund reported that advanced economies pledged $10 {rflion
in financial sector support — equivalent to 30% of 2009 World GDP;

BE 1T RESOLVED that the Board of Directors report to shareholders. {(at reasonable cost and
omitting progrietary information} by December 1, 2011, the risk management structure, stafiing and
reporting lines of the institution and how it is integrated into their business model and across all the
oceratwns of the company's business lines.

Supporting Statement Restoring public trust and confidence in the financial system and in the
corporations and institutions that operate in the financial services sector will not be accomplished
alone by the Dodd-Frank financial reform legistation, which was signed into law in July 2010, unless
it is accompanied by greater transparency and accountability across the sector.

The proponents of this resolution have discussed with the Company the issue of risk management,
including the structure and processes that are in place to protect the institution, s chents and
customers and financial system as a whole through counterparly exposure, This has included
discussions about the suitability of innovative tools and mechanisms and boutique services that are
offerad in business operations between lenders, borrowers, dealers, underwriters and investors in
both individua! institutions and across the industry. Continuous monitoring, tesling and strenuous
svaluation of these instruments for soundness, suitability, integrity and safety is needed and can be
advanced through the adoption of this resolution.
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November 29, 2010

Mr. James Dimon

Chief Executive Officer
1.P. Morgan Chase & Co.
270 Park Avenue

New York, NY 16017-2070

Dear Mr. Dimon:

The Sisters of St. Dominic of Caldwell, NJ and other members of the Interfaith Center on
Corporate Responsibility have met a few times this yvear to discuss the steps that need
o be taken to prevent another finandial crisis, As institutional faith based shareholders
we have raised concerns about predatory lending practices and questions about the risk
of some investment products. We offer this resolution to help focus our dialogue further
in the hope to prevent future finandial crises.

The Community of the Sisters of St. Dominic of Caldwell, NJ is the beneficial owner of
thres hundred seventy {(370) shares of JP Morgan Chase, which we intend to hold at
ieast until affer the next annual meeting. Verification of ownership is attached.

1 am hereby authorized to notify you of our intention to file the attached proposal for
consideration and action by the stockholders at the next annual meeting. I hereby
submit it for inclusion in the proxy statement in accordance with rule 14-a-8 of the
general rules and regulations of The Securities and Exchange Act of 1934,

Sister Barbara Aires, SC of the Sisters of Charity of St. Elizabeth will serve as the primary
contact for these concemns.

Sincerely,

s

‘% B
Iy T ¥4 A

LA e
Patricia A. Daly, OF
Corporate Responsibility Representative

&



Deputy Corporate Seerctary and General Counsel
1.P. Morgan Chase

270 Park Avenue

New York, NY 10017

November 29, 2010

To Whom it May Concern:

The letter of verification of ownership for the Community of the Sisters of St. Dominic will
follow scparately.

The hard copy will follow by mail.
Thanks for your patience,
.
y %ff b/
éf!,’

Patricia A. Daly, OP



Restore Confidence in the Financial System
2011 — JPMorgan Chase

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1994, that would require companies to report each quarier their average daily or monthiy
amount of ouistanding short-term debt, the maximum level of those borrowings and their weighted
average interest rate.

WHEREAS, Mary Schapire, Chair of the SEC, has commented that "Under these proposals, investors
would have better information about a company's financing activiies during the course of a reporting
period - not just a period-end snapshot,” and "With this information, investors would be better able to
evaiuate the company’s ongoing liquidity and leverage risks.” (Opening Statement, SEC Open Meeting,
September 17, 2010)

WN&REAS data compiied by Bloomberg <hlin e Hooreberg oomniiewsidUi00 40 Whsabses-

olecs-Lhiliondromd s-as-swaps-backfire niml> states that “For more than a decade banks
and insurance companies convinced govemments and nonprofits (e.g.. Bay Area Toll Authority in
Oakiand, CA, Comell University in Ithaca, NY) that financial engineering would lower interest rates on
bonds scid for public projects such as roads, bridges and schools.” That has cost these entities "more
than $4 billion”,

WHEREAS, the US gcvemment found it necessary to commit more than $700 billion to the Troubled
Assets Reizef Program in 2009 1o prevent a complete meltdown of the financial system. Our company
received $25b of TARP funds and continues to be ranked as a significant systemic financial mstttutxcn

WHEREAS, excessive risk-taking by large financial istitutions was a key contributor to the scale ang
severity of the recent recession;

WHEREAS, the International Monetary Fund reported that advanced economies pledged $10 triflion in
financial sector support — equivalent fo 30% of 2008 World GOP,

BE IT RESOLVED that the Board of Directors report to shareholders (at reasonable cost and omitting
proprietary information) by December 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how it is integrated into their business model and across all the operations of the
company’s business lines.

Suppomng Statement: Restoring public trust and confidence in the financial system and in the
corporations and institutions that operate in the financial services sector will not be accomplished aione
by the Dodd-Frank financial reform legisiation, which was signed into law in July 2010, unfess it is
accompanied by greater transparency and accountability across the sector.

The proponents of this resolution have discussed with the Company the issue of risk management,
including the structure and processes that are in place to protect the institution, its clients and customers
and finarcial systern as a whole through counterparty exposure. This has included discussions about the
suitability of innovative fools and mechanisims and boutigue services that are offered in business
operations between lenders, borrowers, dealers, underwriters and investors in both individual institutions
and across the industry. Continuous monitoring, testing and strenuous evaluation of these instruments for
soundness, suitability, integrity and safety is needed and can be advanced through the adeption of this
resolution.
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MNovember 29, 2010

Mr. James Dimon

Chief Executive Officer
1.8, Morpan Chase & Co.
270 Park Ave.

New York, NY 10017

Dear Mr. Dimon,

The Marykaoll Sisters of St. Domini «are the beneficial owners of 100 shares of J.P. Morgan
Chase & Co. The Maryknoll Sisters have held the shares continuously for over one year and
intend to'hold them until after the annual meeting. A letter of verification of ownership is
enclosed,

We have appreciated the conversations we have had over the years with the Company on social
and ethical issues related to responsible Jending and risk management. As the répercussionsof
the financial crisis continde to be felt by millions, we béliéve banks must do more.1o restore
confidence in the financial system.

1 am hereby authorized to notify you of our intention 16 present the enclosed proposal for
consideration and action by the stockholders at the next annual meeting, and 1 thereby submit it
for inclusion in the proxy statement in accordance with Rule 14-a-8 of the General Rules and
Regulations of the Securities and- Exchange Act of t934

“The contact person for. this resolution is Sister Barbara Aires mpresemmg the Sisters of Charity of
Saint ﬁlxzabem (973-290-5402). We look forward to discussing this issue w you at your
earliest convenience.

Sincerely,

Catherine Rowan
Corporate Social Responsibility Coordinator

€nc



Restore Cornfidence in the Financial System
20141 — JPMorgan Chase

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1894, that would require companies 1o report eatch quarier their average daily or monthly
amount of cuistanding short-term debt, the maximum Jevel of those borrowings and their weighted
average interes! rate.

WHEREAS, Mary Schapiro, Chair of the SEC, has commented that: "Under these proposals, investors
would have befter information about 2 company’s financing activities during the course of a reporting
pericd ~ not just & period-end snapshot,” and “With this information, investors would be belter able 10
evaluste the company's ongoing liquidity and leverage risks.” (Opening Statement, SEC Open Mesting,
September 17, 2010)

WHEREAS, data ootpiled by Bloomberg <alipfiwe bloombern cominewsZ01461 I walsiiset:
codignte~d-billion.f ors-as-swaps-bacidire hl> states that “For more than a decads, banks
and insurance companies convinced governments and nonprofits (e.g., Bay Area Toll Authority in
Qakland, CA, Comell University in fthaca, NY) that financial engineering would lower interest rates on
bonds sold for public projects such as roads, bridges and schools.” That has cost these entities “more
than $4 billion”,

WHEREAS, the US government found it necessary to commit more than $700 billion to the Troubled
Assets Relief Program in 2008 to prevent a complete meitdown of the financial system. Our company
received $25b of TARP funds and continues to be ranked as a significant systemic financial institution.

WHEREAS, excessive risk-taking by large financial institutions was a key contributor to the scale and
severity of the recent recession;

WHEREAS, the International Monetary Fund reported that advanced economies pledged $10 tillion in
financial sector support - equivalent to 30% of 2008 World GDP; -

BE {T RESOLVED that the Board of Directors report {o shareholders (at reasonable cost and omitling
proprietary information) by December 1, 2011, the risk management structure, steffing and reporting lines
of the institution and how it is integrated into their business model and across gl the operations of the
company’s business lines.

Supporting Statement Restoring public trust and confidence in the financial system and in the
sorporations and institutions that operate in the financial services sector will not be accomplished atone
by the Dodd-Frank financial reform fegislation, which was signed into law in July 2010, uniess it is
accompanied by greater transparency and accountability across the seclor.

The proponents of this resolution have distussed with the Company the issue of risk management,
including the structure and processes that are in place to protect the institution, its clients and customers
and financial system as a whole through counterparty exposure. This has Included discussions about the
suitability of innovative tools and mechanisms and boutique services that are offered in business
operations betwsen lenders, borrowers, deslers, underwriters and investors in both individual institutions
and across the industry. Continuous monitoring, testing and strenuocus evaluation of these instruments for
soundness, suitability, integrity and safety is needed and can be advanced through the adoption of this
resolution.
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November 29, 2010

To Whom It May Concern:

This certifies that the Maryknoll Sisters of SY, Dominic, Inc. ore the
bereficial owners of 100 shares of JP Morgan Chase and Co. These shares have
been held continuousty for twelve months and will continue to be held

through the next annual meeting of the company.
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November 28, 2010

Mr. James Bimon, CEO

J4.P. Morgan Chase & Co.

274G Park Avenue By fFax 212 2702813
New York, NY 10017-2070 Criginal by Express Mail

Dear Mr. Dimon,

The Maryknoll Fathers and Brothers remain concemed about the current fiscal crisis, its effect on
worldwide communities and our Company’s response to this critical situation. Whereas excessive risk-
taking by large financial institutions was a key confributor to the scale and severity of the recent
tecession, we believe that confidence in the financial systeim has been lost. Thus, we ask that the Board
of Directors report to shareholders {at reasongble cost and omitting propristary information} by December
1, 2071, the risk management structure, steffing and reporting lines of the institution and how i is
integrated info their busingss model and across zll the operations of the company’s business lines.

' The Maryknoll Fathers and Brothers are benieficial owners of 85 shares of stock. We wiil retan shares
through the annual mesting.

Through this letter we are now nclifving the company of our intention to co-file the enciosed resclution
with the Sisters of Charity of St. Elizabeth N.J,, and present it for inclusion in the proxy statement for
consideration and action by the shareholders al the pext stockholders meaeting in accordance with rulg
14-a-8 of the General Rules and Regulations of the Securities Exchange Actof 1834,

it is our tradition, as religivus investors, to seek dialogue with companies to discuss the issues invalvec
with the hope that the resolution might not be necessary. We trust that a dialogue of this sort is of interest
to you as well. Please feel free to call St. Barbara Alres, SC at [973-280-5402] if you have any questions
about this resolution,

Sincerely,

a: .

(& j
rdinator of Corporate Responsibifity
“%‘:‘m}
ICCR
Sr. Barbara Alres

@; Fiionnd on aycled pager.



Rastore Confidence in the Financial System
2041 - JPllorgan Chase

WHEREAS, the Securiies and Exchange Commission is proposing the reinstatement of a ride that was
siiminated in 1994, that would require companies ko report each guarter their average dally or monthly
amount of outstanding short-term debt, the maximum level of those borrowings and their weighted
average interest rate.

WHEREAS, Mary Schapiro, Chair of the SEC, has commenied that “Under these proposals, invesions
would have betier informstion about a company's financing aclivities during the course of a reporiing
pariod — not just 2 period-end snapshoet,” and “With this information, Investors would be beller able
svaiuate the company’s ongoing liquidity and leverage risks.” {Opening Statement, SEC Open Meeiing,
September 17, 2010}

WﬁEREAS data compiled by Bloomberg <hlipdwwir Bioompemroiingysi i1 i 3
solastsd Sion dom-taseavere-so-swansbasidie nimis gfates thall "“For more than 2 decaée panks
aﬁd insurance cornpanies convinced governments and ncnproﬁts {e.g., Bay Area Toll Authorily in
Cakiand, CA, Comell Universily in thaca, NY) that financial engineering would iower interes! rates on
bonds seld for public projects such as roads, bridges and schools.” That has cost these entitiss “more
than $4 hillion”.

WHEREAS, the US government found it necessary to commit more than $700 billion 1o the Troubled
Assets Relief Program in 2009 {6 pravent a complete melidown of the finahcial system. Qur company
received $25b of TARP funds and continues to be ranked as a significant systemic financial institution.

WHEREAS, sxcessive risk-laking by large financial institutions was 2 key coniributor & the scale and
seyerity of the recent recession;

WHEREAS, the International Monetary Fund reporied thet advanced economiss pledged $10 Willion in
financial secior support - equivalant to 30% of 2008 World GOP;

BE IT RESOLVED that the Board of Direciors report 10 sharsholders {af reasonable cost and omitting
oroprietary information) by December 1, 2011, the risk management structure, staffing and reporiing lines
of the instiiution and how it is integrated into their business model and across il the operzlions of e
company's businass lines.

Supporting Statement: Restoring public trust and confidence in the financial syslem and i the
corporations and institutions that operate in the financial services sector will not be accomplished alone

by the Dodd-Frank financial reform legislation, which was signed into law in July 200, unless it is
accompanied by greater iransparency and accouniability across the sector,

The proponents of this resolution have discussed with the Company the issue of risk management,
including the structure and processes that are in place to protest the institution, its clienls and customers
and financial system as & whole through counterparly exposure. This has included discussions aboul the
suitability of innovative tools and mechanisms and boutique services that are offered in business
operations between lenders, borrowers, dealers, underwriters and investors in both indhvigual instifutions
and across the indusity. Continuous moniloring, testing and strenuous evaluation of these instruments for
soundness, suitabifity, infegrity and safely is needed and can be advanced through the adoption of ¥us
respiution. )

{é\; Priared oo wopcied papen
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Catholic Foreign Mission

PC Box 309

St Josephs Bldg & Contraliers
Marvkngh, NY 10845

To Whom & pay Concern;

The Catholle Foreign Mission Society of Americe Ing. (CFMSA], als0 kaown as the Marvknali Faibers and
Beothers are the beneficial owners of 65 shares of 1P Morgan Chase {IPM], These shaves frave been
consistently held since 10/20/1999,

1 you have any questions, please cali me at {914) 241-6461.

Snceraly,
7,

 Michnel Gray, CFM
Vice President
Serins Finandal Advisor
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@ &7 Benedictine Sisters of Virginia

Saint Benedict Monastery « 95335 Linton Hall Road » Bristow, Virginia 20136-1217 « (703} 3610106

November 25, 2010 RECEIVED gy THe
RECSIVED BY THE

Am?mny 4. Horan

Corporate Secretary L.C g1 2010 OFFICE 06 Y8 58gaETany

JP Morgan Chase & Co. ’

2};@ Park Avenie ‘ QFFICE OF THE SECRETARY

Naw York, New York 1001 ?—é&‘?ﬁ
Dear Mr. Moran,

I am writing you on behalf of the Benedictine Sisters of Virginia in support the steckholder
resolution on Restore Confidence in the Financial System. In brief, the proposal requests that
the Board of Directors report to shareholders (at reasonable cost and omitting proprietary
information) by December 1, 2011, the risk management structure, staffing and reporting
lines of the institution and how it is integrated into their business model and across ail the
operations of the company's business lines.

{ am hereby authorized to notify you of our intention to co-file this shareholder proposal with
e Sisters of Charity of St. Elizabeth for consideration and action by the shareholders at the
2011 Annual Meeting. | hereby submit it for inclusion in the proxy statement for consideration
and action by the shargholders at the 2011 annual meeting in accordance with Rule 14-8-8 of
the General Rules and Regulations of the Securities and Exchange Act of 1934, A
representative of the shareholders will attend the annual meeting 1o move the resclution as
required by 8EC rules.

We are the owners of 1000 shares of JP Morgan Chase & Co. stock and ntend 1o hoid
$2.000 worth through the date of the 2011 Annual Meeling. Verlfication of ownership wil
foliow.

We truly hope that the company will be willing to dialogue with the filers about this proposal.
Please note that the contact person for this resolution/proposal will be: Sr. Barbara Aires at
973-280-5402.

Respectiully yours,

7

Gl Aty Py, Hrmsaigid 24,

w

b
Sister Henry Marie Zirnmermann, 08B
Treasurer

Enclosure: 2011 Sharsholder Resoiution



Restore Confidence in the Financial System
2011 - JPMorgan Chase

WHEREAS, the Securities and Exchange Comunission is proposing the reingtatement of a rule that was
sliminated in 1894, that would require companies {0 report each quarter their average daily or monthly amount
of cutstanding shori-term debt, the maximum level of those borrowings and thelrweighted average interest rate.

WHEREAS, Mary Schapiro, Chair of the SEC, has commented that: *Under these proposals, investors would
have betier information about a company’s financing activities during the course of a reporting period — 60t just
a period-end snapshot,” and “With this information, investors would be better able to evaluate the company's
ongoing liquidity and feverage risks." {Opening Staternent, SEC Open Mesting, September 17, 2010}

waageas data compiled by Bloomberg <ttty Hoomben corinews2 IS 1 e Bawid 1

fonm-texpayers-as-swars-backlice hinb> states that: *For more than a decade, banks and msuranca
csmpames convinced govmm&n%s and nenproﬁts {e.g., Bay Area Toll Authority in Oakland, CA, Comell
University in thaca, NY) fhat financial engineering would lower interest rates on bonds sold for public projects
such as roads, bridges and schools.”™ That has cost these entities “more than $4 billion”.

WHEREAS, the US government found it necessary to commit more than S700 billion to the Troubled Assets
Relief Program in 2009 to prevent a complete meltdown of the financial system. Cur company received $28b of
TARP funds and continues to be ranked as a significant systemic financia! institution.

WHEREAS, excessive risk-taking by large financial institutions was g key contributor to the scale and severity of
the recent recession;

WHEREAS, the International Monetary Fund reported that advanced sconomies pledged $10 tdilion in financiagl
sector suppor — equivalent to 30% of 2008 Word GDP;

BE IT RESOLVED that the Board of Direclors repont 1o shareholders (at reasonable cost and omilling
poprigtary mfdrmafzen) by December 1, 2011, the 1isk management structure, staffing and reporing fines of the
institytion and how it is integrated info their business model and across all the operations of the company's
business lines.

Supporting Statement: Restoring public trust and confidence in the financial system and in the corporations
and institutions that operate in the financlal services sector will not be accomplished alone by the Dodd-Frank
financial reform legisiation, which was signed info law in July 2010, uniess it is actompanisd by greater
transparency and accountabiiity across the sector. ’

The proponents of this resclution have discussed with the Company the issue of risk management, inciiding the
structure and processes that are in place o protect the institution, its clients and customers and financial system
as a whole through counterparty exposure. This has included discussions about the suitability of innovative {ools
and mechanisms and boutique services that are offered in business operations between lenders, borrowers,
dealers, underwriters and investors in both individual institutions and across the industry. Continutus
monitoring, lesting and strenuous evaluation of these instruments for soundness, suitability, integrity and safety
is needed and can be sdvanced through the adoplion of this resolution.
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THE SISTERS OF 87, FRANCIS

November 24, 2010

Mr. James Dimon, CEO
J.P. Morgan Chase & Co. ;
270 Park Ave.

New York, NY 10011-2070

Dear Mr. Dimon:

Peace and all good! The Sisters of St. Francis of Philadelphia have been shareholders in J. P.
Morgan Chase for many years. As faith-based investors we are asking you for a report on risk
management structurcs, staffing, and reporting lines across all operations as the enclosed resolution
details. It really is time to “restore confidence if the financial system™ and that will require integrity,
transparency and continuous monitoring on th@i part of leadership and management.

i

As a faith-based investor, I am hereby authorized to notify you of our intention to submit this
shareholder proposal with The Sisters of Charity of St. Elizabeth. 1 submit it for inclusion in the
proxy statement for consideration and action by the shareholders at the 2011 annual meeting in
accordance with Rule 14-a-8 of the General Rules and Regulations of the Securities and Exchange
Act of 1934. A representative of the shareholders will attend the annual meeting to move the
resolution as required by SEC rules. We truly hope that the company will be willing to dialogue with
the filers about this proposal. Please note that thee contact person for this resolution/proposal will be:
Sr. Barbara Aires, SC. Her phone number is 973-290-5402.

! ) ,
As verification that we are beneficial owners of common stock in J.P. Morgan Chase, | enclose a
jetier from Northern Trust Company, our portfolio custodian/record holder attesting to the fact. Itis
our intention to keep these shares in our portfolio at Jeast until after the annual meeting.

Respegtfully yours,

Aosrn TE. Hoatiy o2

Nora M. Nash, OSF

Director, Corporate Social Responsibility
Enclosures

cc
Barbara Aires, SC
Julie Wokaty, ICCR

Offce of Corporate Soxist Responsibility
19 South Comvent Rodd » Asrors, PA TI14.1207
G341 3587681 » Fax: 611558 3855 « Bk nfiosiphilacng « wawosfphdaoeg




Restore Canﬁdemeé in the Financial System
2011 - JPMorgan Chase

WHEREAS, the Securities and Exchange Commifssim is proposing the reinstatement of a rule that was
efiminated in 1994, that would require companies to report each quarter their average daily or monthly
amount of outstanding shortterm debl, the maximum level of those borrowings and their weighted
average interest rate. :

WHEREAS, Mary Schapiro, Chair of the SEC, has commented that: “Under these proposals, investors
would have bsiter information about a company’s financing activities during the course of a reporting
period — not just a period-end snapshot,” and “With this information, investors would be betier able to
evaluate the company’s ongoing liquidity and leverage risks.” (Opening Statement, SEC Open Meeting,
September 17, 2010) P

WHEREAS, dats compiled by Bloomberg <§§_tg;ifwww»bioombem.cnm!nﬁwglzm6-11-301waii~sfrget-
collects-4-billion-from-taxpavers-as-swaps-backfird himi> states that: “For more than a decade, banks
and insurance companies convinced govemmg?ts and nonprofits (e.g., Bay Area Toll Authority in
Oakland, CA, Comell University in Ithaca, NY) that financial engineering would lower interest rates on
bonds sold for public projects such as roads, bridges and schools.” That has cost these entities “more

than $4 billion™. %

WHEREAS, the US government found it necessary fo commit more than $700 billion to the Troubled
Assets Relief Prograny in 2009 to prevent a complete meltdown of the financial system. Our company
raceived $25b of TARP funds and continues 1o be ranked as a significant systemic financial institution.

WHEREAS, excessive risk-taking by large 'ﬁaanc?al institutions was a key contributor {o the scale and
severity of the recent recession; .

WHEREAS, the International Monstary Fund repé;ted that advanced economies pledged $10 trillion in
financial sector support — equivalent io 30% of 2009 Worid GDP;

BE IT RESOLVED that the Board of Directors report to shareholders (at reasonable cost and omitting
proprietary information) by December 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how it is integrated into their business model and across ali the operations of the
company's business lines. %

H
Supporting Statement: Restoring public trust ?nd confidence in the financial system and in the
corporations and institutions that operate in the financial services sector will not be accomplished alone
by the Dodd-Frank financial reform legislation, which was signed into law in July 2010, unless it is
accompanied By greater transparency and accaungabiﬁiy across the seclor.

The proponents of this resolution have éiscusséd with the Company the issue of risk management,
including the structure and processes that are in place to protect the institution, its clients and customers
and financial systern as a whole through countarp?rzy exposure: This has included discussions about the
suitability of innovative tools and mechanisms and boutique services that are offered in business
operations between lenders, borrowers, dealers, underwriters and investors in both individual institutions
and across the industry. Continuous monitering, testing and strenuous evaluation of these instruments for
soundness, suitability, integrity and safety is nseded and can be advanced through the adoption of this
resolution.




The Northern Trose Conpany
36 Konah Lu Salle Streer
Uhicage, Hinois 60603

£ 3125 S56GON

( ﬁ%%j Northern Trust

October 27, 2010

To Whom It May Concern:

This letter will verify that the Sisters of S;. Francis of Philadelphia hold at least $2,000
worth of JP Morgan Chase & Company. These shares have been held for more than one
year and will be held at the time of your next annual meeting.

The Northern Trust Company serves as custodian for the Sisters of St. Francis of
Philadelphia. The above mentioned shares are registered in a2 nomince name of the
Northern Trust.

This letter will further verify that Sister Nora M. Nash and/or Thomas McCaney are
representatives of the Sisters of St. Francis of Philadelphia and are authorized to act in
their behalf.

Sincerely,

et [ooal
77
Sanjay Singhal

Vice Presidant




EXHIBIT B

Disclosure Excerpts regarding Risk Management from
THE COMPANY’S 2009 ANNUAL REPORT



Management’s discussion and analysis

RISK MANAGEMENT

Risk is an inherent part.of IPMorgan Chase’s business actvities and
the Firm's averall risk tolerance is egrablished in the context of the
Firn's zamings powey, capital, and diversdified business madel, The
Firm's risk management hamework and governance structure are
intended 1o provide compmehensive contrals and prgoing manage.
ment of the major risks inhereat in its business activities, itis also
intended te craate a culture of tisk awareness and personal responsi-
bility throughout the Firm. The Firm's ability to properly identify,
mmeasure, monitor and report fisk is eritical 1o both its soundness and
profitability.

o Risk identification: The Fiem's exposure to dsk through its daily
tusiness dealings, induding lending, trading and capital maikets
activities, is identified and aggregated through the Firm's risk
management infrastructure. In addition, individuals who manage
fisk positions, particularly those that are complex, are responsible
for identifying and estimating potential losses thatcould arise fom
specific or unusual events that may not be captured in other mod-
els, and those risks are communicated to senfor management.

o Risk measurement: The Firm measures dsk using a variety of
mathodologies, including calulating probable-oss, unexpected

foss and value-atrisk, and by conducting stress tests and making

comparisons to external benchmarks, Measurement models and
refated assumptions are routinely reviewed with the goal of en-
suring that the Finw's risk estimates are reasonable atd reflect
underlying positions,

» Risk monitoring/contrel: The Firm's risk management policies
and procedutes inrorporate risk mitigasion strategles and intlude
approval fimits by customer, product, industry, country and busi-
ness, These limits are monitored on 3 daily, weekly and monthly
basis, as appropriate.

» Risk reporting: Executed on both-a fine of busiress and 2 con-
solidated basis. This information is reported to management on
a daily, weekly and morhly basis, s appropriate. There are
eight major risk types identified in the business activities of the
Firem: Yiquidity dsk, ceedit risk, market risk, Interest tate sk, pri-
vate equity risk, operational risk, legal and fiduciary risk, and
reputation risk,

Risk governance

The Firm's risk governance structure starts with each fine of business
helng 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 1o manage is risk. Each line of business
fisk-commitzes is responsible for decisions regarding the business’ risk
strateny, policies and contrals. The Firm's Chief Risk Officerisa
member of the fine of business risk commitiees,

Qvetlaying the line of business risk management are four corporate
functions with risk management-related responsibilities, including
the Chief Investment Office, Corporate Treasury, Legal and Compli-
ance and Risk Management.

Risk Management is headed by the Fiem’s Chief Risk Officer, who is
3 mamber of the Firnt's Operating Committee snd who reports (o
the Chief Executive Officer and the Board of Directors, primarily
through the Board's Risk Poficy Committes; Risk Management is
responsible for providing an independent firmwide functios of risk
managerent and controls. Within the Finn's Risk Management
function ate units responsible for credit risk, market risk, operational
risk 20d private equity risk, as well a3 dek reporting, risk policy and
tisk technology and operations. Risk technofogy and operations is
tesponsible for building the information tachnology infrastructine
uised to.monitor and manage risk.

The Chief Investment Office and Corporate Treasury are esponsk
e for measuting, maritoring, reporting and managing the Fim's
liquidity, irtterest rate and foreign exchange sisk.

Legal and Compliance has oversight for legal and fidudiary sk,

In eddition to tha fisk committees of the lines of business and the
shove-referenced visk management funciions, the Firm also has ap
Investment Commintee, an Asset-Lisbility Committee and three
other risk-related committees — the Risk Working Group, the Global
Counterparty Committee and the Markets Commitiee. All of these
wommittees are-accountable to the Operating Committee which is
involved in setting the Firm's overall sk appetite. The membership
of these commitiees are composed of senior managament of the
Firm, indluding representatives of lines of business, Risk Manage-
ment, Finance and other senior executives. The committees meet
frequently 1o discuss a broad range of topics induding, for example,
current market conditions and other external events, risk exposures,
and sisk concentrations 1o ensure that the impact of risk factors are
considered broadly across the Firm's businesses,
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Committee Commitiee Commitee: Commities Committes Commities Committes

Legal and Compllance (Legal and Fiduciary Risk)

Coporate Treasury and Chief Investment Office {Liguidity, interest Rate and Foreign Exchange Risk)
Risk Management {Market, Credit, Operational and Private Equity Risk)

The Asset-Liatility Committee monitors the Firm's.overall interest
rate risk and fiquidity risk, ALCO is responsible for reviewing and
spproving the Fiem's liquidity policy and contingency funding plan.
ALCD alto reviews the Firm's funds transter pricing polity {through
which fines of business "transter” interest rate and foreign ex-
thange tisk to Corporate Treasury in the CorporateiPrivate Equity
segment), sarningsat dsk, overal interest rate position, funding
requirements and strategy, and the Firm's securitization programs
{and any required liquidity support by the Firm of such programs),

The lavestroent Committee, chaired by the Firm’s Chief Financial
Officer, oversees globial merger and acquisition activities under-
taken by JPMorgan Chase for 3ts own account that fall outside the
scope of the Firm's private equity and other prindipal finance
activities. .

The Risk Working Group is chaired by the Firm's Chief Risk Officer
and misats tanthly to review issues that cross fines of business
such as risk polity, risk methodology, Basel It and ather regulatory
issues, and.such other topics referred to it by fine-of-business risk
committees orthe Firm's Chief Risk Officer.

The Markets Committes, chaired by the Chief Risk Officer, meets
weekly to teview, monitor and discuss significant risk matters;
wiich may include cradit, market and eperational risk issues;
market moving events; large transactions; hedging strategies;
reputation visk; conflicts of Interest; and other issues.

3PMoigan Chate & Lo42009 Berudd Regont

The Global Counterparty Committee designates o the Chief Risk
(fficae.of the Firm cenain counterparties with which the Firm may
trade at exposire levels abiove portfolio-established thresholds
when deemed appropriate to support the Firm’s trading sctivities.
The Committes mests guarterly to review total exposures with
these countarparties, with particular focus on counterparty trading
exposures, and to direct changes in exposurs levels as needed.

The Board of Direciars exercises its oversight of risk management,
principally through the Board's Risk Policy Committee and Audit
Comanittee. The Risk Policy Committee aversees senior manage-
ment risk-related responsibilities, induding reviewing management
policies and pedormanice against these policies snd related bench-
marks. The Audit Committee is tesponsible for eversight.of guide-
lines and policies that govern the process by which risk assessment
and management is uridertaken. In addition, the Audit Committee
reviews with management the system of internal <ontrols and
financial reporting that is relied upon to provide reasonable assur-
ance of complfance with the-Firm's operational risk managenent

processes.



Management’s discussion and analysis

LIQUIDITY RISK MANAGEMENT

The ability to maintain a sfficient level of liquidity s cudal o m
dial services companies, particularly thelr ability to maintain appropri-
ate levels of fiquidity during periods of adverse conditions. JPMargan
Chase’s primary sources of iguidity indude 2 diversified deposit base
and access to the long-term. debit lincluding trust preferred capital debit
secutities) and equity capital markets. The Firm's funding strategy is
intended to ensure liquidity and diversity of funding sources 1o meet
actual and contingent Habilities during both normal and strass peri-
ods. Consistent with this strategy, JPMorgan Chase maintaios large
pools of Righly liquid unencumbered assets and significant sources of
secured funding, and monitors its capadity in the whotésale funding
markets across various geographic regions and in various cumenties.
The Firm alse maintains access (o secured funding capacity through
overnight borrowings from various central banks. Throughout the
recent financial ¢risls, the Firm successfully ralsed both secured and
unsecured funding.

Governance

The Firm's.governance process is designed 1o ensure that its Tiquid-
ity position remains strong. The Asset-lishility Committee reviews
and approves the Firm's liquidity policy and condingency funding
plan. Corporate Treasury formulates and is respensible for axennt-
ing the Firm's liquidity policy and contingency funding plan as well
2 measuring, monitoding, reporting and managing the Fie's
liquidity sisk profile, 1PMorgan Chase uses 3 cenralized approach for
liquidity risk management to maximize fiquidity access, minimize
Tieuidity risk. This aporoach involves frequent communication with the
business segments, disciplined management of fiquidity at the parent
holding company, comprehensive market-ased pricing of alf
assets and lahilites, continuous balance sheet management,
frequent stress testing of liguidity sources, and frequentreporting
10 and communication with serior management and the Board of
Directors regarding the Firm's liquidity position.

Liquidity monitoring

The Firm monitoes Bguidity trends, tracks historical and prospec-
tive on~ and off-balance sheet liquidity obligations, identifies
and measures internal and external liquidity warning signals 1o
permit early detection of liquidity issues, and manages contin-
gency planning fincluding identification and testing of varicus
company-spediic and markel-driven stress scenarios). Various
tools, which together contribute 10 an overall Brmwide liquidity
perspective, are used 1o monitor and manage fiquidity. Among
athers, these indude: (i anzlysis of the timieg of fiquidity sources
versus fiquidity uses {Le,, funding gaps) over periods ranging from
avernight to ane yeat: i} management of debt and capital issu-
ances 1o ensure that the illiguid portion of the balance sheet can
be funded by equity, fong-term debt {including trust preferred
capital debt securities] and deposits the Firm believes to be
stable; and {ii} assessment of the Firm's capadity to ralse mcre—
mental unsecured and secured funding.

Liguidity of the parent holding comgany and its nonbank subsidi-
aries is-monitored independently as well as in conjunction with
the liquidity of the Fimm's bank subsidiaries. At the parent holding
company fevel, long-term funding is managed to enswra that the
parent holding company has, at & minfmur, sufficent iguidity to
cover its sbligations and those of its nonbank subsidiaries within
the next 12 months, For bank subsidiades, the focus of liquidity
risk management is on maintenance of unsecured and secured
funding capacity sufficient 1o meet an« and off-balance sheet
obligations.

A component of liquidity management is the Firm’s contingency
funding plan. The goal of the plan is to ensure appropriate liqiid-
ity during normal and stress perieds. The plan considers various
temporary and long-term stress scenarios where access to whole-
sale unsecured funding is severely limited or nonexistent, taking
inta account both on- and off-balanice sheet exposures, and
separstely evaluates access to funding sources by the parény
holding company and the Firm's bank subsidiaries,

Recent evenis

The extraordinary fevels of volatility exhibited in global markets
during the second half of 2008 began 10 subside in 2009. Market
participants were able to regain access to the deby, equity and
consumnes lnan securitization markets & spreads tightened and
Hiquidity retumed to the markets,

The Fite befieves its liquidity position is strong, based on its liquidity
mitrics as of Decerriber 31, 2009, The Firm believes that s unse-
cured and secured funding capacity is sufficient to meet its on- and
off-balance sheet obligations. JPMorgan Chase’s long-dated funding,
including core liabilities, exceeded illiquid assets,

On March 30, 2009, the Federal Reserve announced that, effec-
tive April 27, 2008, it would reduce the amount it lent against
certain foans pledged as colfateral 1o the Faderal Reserve Banks
for discount window or payment-system risk purposes, in order to
reflect recent wends in the values of those types of collateral. On
Qctober 19, 2009, the Federaf Reserve further reduced the
amount it lent against such colfateral, These changas by the
Federal Reserve did not have 2 material impact on the Firm's
aggregate funding Capacity.

the Fiem partidpated in the FDICs Temporary Liquidity Guatantee
Program {the "TLG Program”™), which was implemented in late
2008 as 3 temporary measure o help restore confidence in the
financial system. This program is coraprised of two components:
the Delyt Guarantee Program that piovided an FDIC guarantee for
certain senior unsecured debt issued through October 31, 2009,
and the Transaction Account Guarantes Program {the "TAG
Program”} thet provides unlimited insurante an cenain noninter
est-hearing transaction accounts, The expiration date of the TAG
Program was extended by six months, from December 31, 2608,
10 June 38, 2010, to provide continued support to those institu-
tions most affectad by the recent finandal erisis and to phase out
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the program in an orderly manner. On October 22, 2009, the Firm
natified the FDIC that, asof Janwary 1, 2019, it would a0 Janger
participate in the TAG Program. As 3 result of the Firm's dedision
10 opt out of the program, after December. 31, 2008, funds held
in noninterest-bearing transaction accouns will no longerbe
guaranteed in full, but will be insured up to $250,000 under the
FDIC's general deposit rutes. The insurance amount of $250,000
per depositor is in effert through December 31, 2013, On Januasy
1, 2014, thednsurance amount will return 1o $100,000 ger de-
positer for all account categories except individuat Retirement
Accounts {“1RAs ") and certain other retirement accounts, which
will remain at $250,000 per depositor.

Funding
Sources of funds
The deposits held by the RFS, (B, 755.and AM ines of business are
generally stable sources of funding for IPMorgan Chase Bank, NA,
As of Decersber 31, 2009, total deposits for the Firm were $938.4

billion, compared wish $1.0 triffion at December 31, 2008. A signifi-
cant portion of the Firm's deposits are retail deposits (38% at
December 31, 20095, which are less sensitive to interest rate
changes of markel volatility and therefore are considered more
stable than market-based (i.e., wholasale} Hability balances. In
addition, through the normal course of business, the Flrm benefits
from substantial liability balances originated by RES, (8, 158 andt

_ AM. These franchise-generated liability balances inchude deposits,
a¢ well 35 deposhts that are swept to on-balance sheet fiabilites
{e.g., commercial paper, federat funds purchased, and securities
loaned of sold under repurchase agreements), a 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 lability balance
trends, see the discussion of the results for the Firm's business

- segments and the Balance sheet analysis on pages 6381 and 84~
86, raspectively, of this Annual Repont.

Additionak sources of funding indude a variety of unsecured short-
and long-term instruments, including federal funds purchased,
certificates of deposit, time deposits, bark notes, commerdal paper,
long-term debt, trust preferred capital debt securities, prelemed
stock and common stack. Secured sources of funding indude
securities loaned or sold under repuichase agreements, asset-
hacked securitizations, and borrowings from the Chicago, Pitts-
Burgh and San Francisco Fedural Home Loan Barks. The Firm also
hoows from the Federal Reserve {induding discount-window
borrowings, the Primary Dealer Credit Fadlity and the Term Alction
Facifity): however, the Firm does not view such borrowings from the
Federaf Reserve 25 3 primery means of funding.

Issuance

funding markets are evaluated on an ongoing basis 1o achleve an
appropriate globial batance of unsecured and secured funding at
favorable rates, Generating funding from 3 broad range of
sources in avariety of geographic locations enhances financial
flexibitity and limits dependence on any ane source.
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Dusing 2009 ang 2008, the Firm issued $19.7 billion and $20.8
tiifion, respectively, of FDIC-guaranteed fong-term debt under the
LG Program, which became effective in October 2008. In 2009 the
Firrn also issuad non-FDIC quaranteed debt of $16.1 biflion, indud-
ing $11.0 billion of senior notes and $2.5 billion of trust prefenred
capital debt securities, i the U.S. market, and $2.5 billion of senioe
notes in the Eusopean matkets. in 2008 the Firm issued nonFOIC
guaranteed debt of $23.6 billion, inchuding $12.2 bilfion of senior
notes and $1.8 bilfion of wst praferred capital debt securities in the
U.S. market and $9.6 billion of senior notes in non-U.§. markets,
{ssuing non-FOIC guaranteed debtin the capital marketsin 2009
was a prerequisite to redeeming the $25.0 billion of Series K Pre-
ferred Stock. I addition; during 2009 and 2008, 1PMorgan Chase
issued $15.5 bilfion and $28.0 biflion, respectively, of 1B structured
nates that are included within long-term debit, During 2009 and
2008; $55.7 billicn and $62.7 biflion, respectively, of long-term
debt {including trust preferred capital debl securitias) matured of
was redesmed, including $27.2 billion and $35.8 billion, respec-
tively, of 1B structured notes; the maturities or redemptions in 2009
offset the issuances diring the period. During 2009 and 2008, the
Fitr also securitized $26.5 billion and $21.4 billien, respectively, of
redit card loans.

Replacement capital covenants

s connection with the issuance of cerrdin of ts frust preferred
capitat debt securities and #ts noncumulative perpetual preferred
stock, the Fim has entered into Replacemant Capital Covenants
{*RCCS™). These RCCs grant certain rights to the holders of "cov-
ered debt,” 2s defined in the RCCs, that probibit the repayment,
redemption or purthase of such trust preferred capital debt securi-
tizs and noncumulative perpetual preferred stock-exceps, with
fireized exceptions, 50 the extent that JPMorgan Chase has received,
in each such casa, specified amounts of proceeds from the sale of
canain qualifying securities, Currently, the Firm's covered debtisits
5.875% Jurior Subordinated Deferreble Interest Debentures, Series
0, duein 2035, For more information regarding these covenants,
reference is made to the respective RCCs {inchuding any supple-
ments thereto) entered into by the Firm in relation to such trust
preferred capital debt securities and noncumulative perpetual
preferred stock, which are avaifable in filings made by the Firm
with the 1.5, Seaurities and Exchange Commission.

Cash flows

For the years.ended December 3%, 2009, 2008 and 2007, cash
and due from banks decreased $689 million, $13.2 billion and
3268 million, respectively. The following discassion highlights the
faajer activities and transactions tat affected iPMorgen Chase's
cash fows during 2008, 2008 and 2007,

Lash fows from operating activities

1PMorgan Chase's aperating assets and fiabilities support the
Fiern's capital markets and lending acivities, including the origi-
nation of purchase of loans initally designated as held-for-sale.
QOperating assets and liabilities can vary significantly in the pormal
canrse of business due to the amount and timing of cash flows,
which are affected by dient-driven activitios, market conditions

37



Management’s discussion and analysis

and yading sirategies. Management believes cash flows frem
operations, svailable cash balances and the Finn's ability
generate cash through shost- and long-term borrowings are
sufficient to fund the Firm's operating liquidity needs,

For the years ended December 31, 2009 3nd 2008, netcash pro-
vided by operating activities was $121.9 biffion and $23.1billion,
respectively, while for the year ended Decermber 31, 2007, net cash
used in operating activities was $110.6 billion. In 2009, the net
decline-in wrading assets and liabifiries was affected by balance
sheet maniagement activities and the impact of the challengirig
capital markets efvironment that existed at December 31, 2008,
and-continuéd into the first haif of 2009, 1n- 2009 and 2008, nét
cash generated from operating activities was higher than netin-
come; fargely as a result of adiustments for non-cash items such &5
the provision for credit fosses. In addition, for 2009 and 2008
proceeds from sales, securitizations and paydowns of loans origi-
niated or purchased with an initial intent 10 sell werehigher than
cash used to acquire such loans, but the cash flows from these loan.
activities remained at reduced levels as a result of the lower actvity
in these markets since the second half of 2007.

For the year ended Decomber 31, 2007, the net cash used in trad-
ing activities reflected a more active capital markets environment,
fargely from dient-driven market-making activities, Also during
2007, cash.used to originate ot purchase loans held-for-sale was
higher than proceeds from sales, securitizations and paydowns of
such icans, although these activities were affected by 2 significant
deterioration in fiegidity in the second talf of 2007,

Cash flows from investing actvities

The Firm's investing activities predominantly include criginating
loans 1o be heid for lnvestment, the AFS securities portfolio and
other short-term interest-earning assets. For the year ended
Decomber 31, 7009, netcash of $29.4 bilhion was provided by
investing activities, primarily from: a decrease in deposits with
banks reflecting fower demand for intes-bank kending and lower
deposits with the Federal Reserve Bank relative to the elevated
Jevels at the end-of 2008; a net decrease in the lean portfolio
across most businesses, driven by continued lower customer
demand and Joan sales in the wholesale businesses, lower charge
yolume on credit cards, slightly higher credit card securitizations,
and paydowns; and the maturity of ail asset-backed commercial
paper issupd by money market mutual funds in connection with
the AML facilizy of the Federal Reserve Bank of Boston. Largely
offsetiing these cash proceeds were net purchases of AFS seci-
ties associated with the Firm's management of interest rate risk
and investment of cash resulting fram an excass funding position,

For the yest ended Dacember 31, 2008, nat cash of $283.7
billion was used In investing acivities, primarly for: increased
deposits with banks as the result of the availability of excess tash
for short-term investment opportunities through interbank lend-
ing, and reserve balances held by the Federal Resarve {which
became an investing activity in 2008, reflecting a policy change of
the Federal Reserve to pay interest to depository institutions on
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reserve belancesy net purchases of investment securities in the
AFS portholio to manage the Firm's exposure 10 interest rate
movements; net additions 12 the whelesale loan portfelio from
organic growth in £8; additions 1o the consumer prime mongage
portolio a5 a resilt of the decision to retain, rather than sefl, new
ariginations of nonconforming prime mongage loans; & increase
in securities purchased under resale agreements reflecting growth
in demand from diemts for liquidity; and nat purchases of asset-
tacked commercial paper from money market mutual funds in
connection with the AML facility of the Federal Reserve Bank of
Hoston, Partially offsetting these uses of cash were proceeds from
igan 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 Steams merger, the Firm
sold assets sequired from Bear Stearns to the FRBNY and received
cash proceeds of $28.85 biffion.,

For the year ended December 31,2007, net cash of §74.2 billion
was used in investing activities, primarily for: funding purchasesin
the AFS securities portfalio to manage the Firm's exposure to

" ineevest rate movements; net additions to the whiolesale retained

foan portiofios i 1B, CB and AM, mainly as aresult of business
growth; 3 net inaease i the consumer retained loan portfolio,
primarily reflecting growth in RFS in home equity loans and et
additions 1o the RFS's subprime mortgaye loans portfolio {which
was affected by management’s decision in the third quarter o
retain {rather than self} new subptime morigages), growth in prime
mortgage loans criginated by RES and AN that were not eligible to
be sold to US. government agencies or U.5. govemment-sponsored
enterprises; and increases in sequwrities pirchased under resale
agreements 25 & result of  higher tevel of cash that was avallable
for shart-term investment upportyrities in conpection with the
Firm's efforts to build fiquidity. These net uses of cash were partislly
offset by cashy proceeds réceived from sales and maturities of AFS
securities and from credit card, residential mongage, student and
wholesale loan sales and securitization activities.

Cash ows from fnanting actvities

The Firm's finanding activities primarily reflect cash flows related to
raising customer deposits, and issuing longterm debt {indluding
tryst preferred capital debt securitiesyas well as prefered and
common stock. in 2009, net cash ysed in finanding scvities was
$152.2 bitlion; this reflectad a dedline in wholesale deposits, pre-
dominantly in 1SS, driven by the continued normalization of whole-
sale deposit levels resuiting from the mitigation of cedit concerns,
compared with the heightened market volaiiity and credit concems
in the latter part of 2008, 2 decline in other borrowings, due o the
absence of homowings from the Federal Reserve under the Term
Buction Faclity program; net repayments of advances from Federat
Hore Logn Banks and the maturity of the nonrecourse advances
under the Federal Reserve Bank of Bostan AML Facifity; the June
17, 2009, tepaymentin full of the $25.0 bifion principal amount of
Serjes K Preferred Stock issued to the 415, Treasury, and the pay-
ment of cash dividends on common and preferred stock. Cash was
also-used for the net repayment of iong-term debt and frust pre-
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ferred capital debt secutivies, as issuances.of FOIC-guaranteed debt
and non-FDIC guarsmeed deb in both the U.S, and European
markets were more than offset by redemptions. Cash proceeds
eesulted from an increase in sexunities loaned or soid undey repur-
chase agreements, party attributable to favorable pridng and to
financing the increased size of the Firm's AFS securities portiolio;
and the issuance of £5.8 billion of common stack. There were no
wpurchases in the open market of common stock or the warrants
during 2009,

in 2008, net cash provided by finanding antivities was §247.8
biffion due to: growth in wholesale deposits, in particular, Inter-
est- anid noninterest-bearing deposits in 1SS (driven by both new
and existing clients, and due to the deposit inflows related to the
heightened volaiility and credit concerns affecting the globat
markets that began i the third quarter of 2008), as well a5
increases in AM and CB {due to organic growth); proceeds of
$25.0 billiors from the issuance of preferred stock and the War-
rant 10 the 1.8, Treasury under the Capital Purchiase Program;
additional issuances of commeon stock-and preferred stock used
for general corporate purposes; an increase in other barrowings
due to nonrecourse secured advances under the Federal Reserve
Bark of Boston AML Facility 1o fund the purchase of asset-backed
commercial paper from money market mutaal funds; increases in
federal funds purchased and securities loaned or sold under
repurchase agreements in connection with higher dient demand
for Bquidity and 1o finance growth in the Firm's AFS securities
portfolio; and a net increass in fong-term debt due to 2 combina-
tion of non-FDIC guaranteed debt and trust preferred capital debt
socurities issyed prior to Detember 4, 2008, and the issuahce of
$20.8 billion of FDIC-guaranteed long-term debt issued during
the fourth quatter of 2008, The fourth-quarter FOIC-guaranteed
debt issuance was offset partially by maturities of non-FDIC
guaranteed long-term-debit Gring the same perind. The intrease
iz long-term debt (induding trust preferred capital debt securitfes}
was used primarily to fund certain tliquid assets held by'the

parent holding company and to buitd liguidity. Cash was also
usad 1o pay dividends on common and preferred stock, The Firm
did riot repurchase any shares of its common stock during 2008.

In 2007, net cask: provided by financing aaivities was $184.1
billion due to 2 net increase in wholesale deposits fom growth in
husiness volumes, it particular, inferest-bearing deposits a1 TS5,
AM and UB; netissuances of tong-term debt {including trust
preferred capital debt securities) primarily to fund certain dliquid
assats held by the parent holding company and build Bquidity,
and by 1B fiom clignt-driven structured notes-transactions; and
growah in commerdal papsr issuances and other borrowed funds
due 10 growth inthe volume of Hability balances in sweep ac
counts in 155 and CB, and to fund trading positions and to fur-
ther build liquidity. Cash was used to repurchase common stock
and pay dividends on commbon stock,

Credit ratings

- The cost and availability of financing are influenced by credit rat-

ings. Reductions in these ratings could have an adverse effec on
the Firm's sccess to Faeidity sources, increase the cost of funds,
1rigger additional collateral or funding requirements and decrease
the number of investors and counterparties willing to lend to the
Firm. Additionally, the Firm's funding requirements for Vifs and
ather third-parly commitments may be adversaly affected. For
additional information on the impact of 2 credit ratings dovwngrade
or the funding requirements for ViEs, and on derivatives and colat-
eral agreements, see Special-purpose entities oo pages 86-87 and
Ratings profile of derivative receivables marked 1o market
{"MTM"™), and Note 5 on page 111 and pages 175183, respec
thegly, of this Anrual Repon.

Critical factors in maintaining high credit ratings include a stable
and diverse eamnings stream, sicong capital ratios, strong credit
quality and risk management contrls, diverse funding sources,
and disciplined liquidity monitoring procedures.

The credit ratings of the parent holding company and each of the Firm's significant banking subsidiaries as of January 15, 2010, were as fallows.

2 ter

N Moody's SEP Fitch Moody's S&P Fitch
iPMargan Chase & Co. LS A v a3 Av AX-
JPMorgan Chase Bark, NA B-1 Ad+ Fi+ Aat AA- BA-
Chase Sank USA, NA P1 Al Fl+ Azl Al- AR~
Ratings actions alfecting the firm Following the Firm's earnings release on jenuary 15, 2010, S&P

0n March 4, 2009, Moody's revised the outiook on the Firm 1o
negative from stable. This action was the result of Moody's view
that the Firm’s ability 1o generate capital would be adversely af-
fected by Righer credit costs due to the globial racession. The rating
action by Moody's in the first quarter of 2009 did not heve 2 mate-
rial impact on the cost of availability of the Firm's funding, A1
December 31, 2009, Mosdy's outlook remained negative.

Ratings from S&P and Fitch on JPMorgan Chase and its prindpal
bank subsidiaries remained unchanged at Decamber 31, 2008,
from Decamber 31, 2008. At December 31, 2009, S&F's outlock
remained negative, while Fitch's sutlock remained stable.

PMergan Chase & 002009 Anmai Repont

and Woody's anncunced that thelr ratings on the Firm remained
unchanged.

if the Firm's senior long-term debt ratings were downpraded by one
additional notch, the Finm believes the incemental cost of funds ar
ioss of funding would be manageshle, within the context of current
market conditions and the Firm’s liquidity resources. IPMorgan
Chase's unsecurad debt does not contain requirements that would
calt for an arceferation of payments, maturities o changesin-the
structure of the existing debt, provide any fimitations on future
borrowings or require additional collateral, based on unfavorable
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changes in the Firm's credit ratings, finandial ratios, earnings, of
stack price.

On Febriary 24, 2009, SEP lowered the ratings on the trust préferred
capital debt securities and other hybrid securities of 45 US, financial
institwtions, induding those of JPMorgan Chase & Co. The Firm's
satings on trust preferred capital debt and noncumulative perpetial
preferred sequrities were lowered from A- 1o BES+. This action was
the result of S&P's general view that there is an increased Fkelihood
of issuers suspending interest and dividend payments inthe qarrent
environment. This action by S&P did not have amaterial impacton
the cost o avallability of the Firm's funding,

On December 22, 2009, Moody's lowered the ratings on certain of
the Firm's hybrid securities. The downgrades were consistent with
Moody's revised guidelinas for rating hybrid securities and subordi-
nated debt. The ratings of junior subordinated debt securities with
cumulative deferral Teatures were lowered to AZ from AT, while
thiose of cumblative preferred securities were downgraded o A3
from A2, and ratings for non-camulative preferred securities were
lownred to Baal fom A2,

Qn fanuary 29, 2010, Fiteh downgraded 592 hybrid cagital instru-
ments issued by banks and other non-bank fipandial institutions,
including those isued by the Firm. This action was in line with
Fitch's revised hybrid ratings methodology. The Firm's trust pre-
fesred debt and hybrid preferred securities were downgraded by
onenofchto A

- Ratings actions affecting Finmspornsored secamiization tusts

in 2009, in fight of increasing levels of losses in the Firm-sponsared
securitization wusts dug Yo the thenworsening economic endiron-
ment, S&P, Moody's and Fiuch took various ratings actions with
respect to the securities issued by the Firm's credit tard securitiza-
tion trusts, including the Chase Issuance Trust, Chase Credit Card
Master Trust, Washirgton Mutual Master Note Trust and SCORE
Credit Card Trust, induding placing the ratings of certain securities
of such Trusts.on negative credit watch or review for possible
downgrade, and, in a few drcumstances, downgrading the ratings
of some of the securities.

On May 12, 2009, the Firm took centain actions to increase the
credit enhancement underlying the credit card adset-backed securk
ties of the Chase Issuance Trust, As 3 result of these actions, the
ratings of ol asset-backed wadit card securities of the Chase lssu-

ance Trust were affirmid by the credit rating agencies, sxcept for a
regative rating outiook by Fitch which remains, as of December 31,
2009, on the subordinated securities of the Chase issuance Trust,
06 May 19, 2009, the Fitm remaved fom the Washington Mutual
Master Note Trust all remaining credit card receivables that had
been originated by Washington Mutual. As 2 result of this action,
the ratings of sll:asset-backed credit card securities of the Washing-
ton Muthal Master Note Trust were raised or affirmed by the gadit
rating 2gencies, with the exception that the senior securities of the
Washington Mutual #Master Note Trust were downgraded by S&P
on December 23, 2009, S&F's action was the result of their consid-
sration of a lickage between the ratings of the securities of Wash-
ington Mutual Master Note Trust dnd the Fir's own.ratings a5 3
result of thie consofidation onta the Firm's Consolidated Balerce
Sheet of the assets and lisbifities of the Washington Mutsal Master
Note Trust following the Fiem's actions on May 19, 2009 iplease
reler to page 208 under Nate 15 of this Annual Report).

The Fiem did not take any actions 1o inczease the credit enhance-
ment tnderlying securitizations issued by the Chase Credit Card
Master Trost and the SCORE Credit Card Yrust during 2009,
Certain mezzanine securities and subtrdinated securities of the
Chase Credit Card Master Trust were downgraded by 58P and
Moody's on August 6, 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 Moody's on
lanvdry 20, 2010,

The Firm believes the ratings actions desuibed above did not have
& materla) impact on the Firm's liquidity shd ability to access the
asset-backed securitization market.

With the exception of the Washington Mutual Masier Note Trust as
deseribad above, the ratings on the Fiam's asset-backed securities
programs are currently independent of the Firm's own ratings.
However, no assurance can be given that the credit rating agenties
will not in the future consider there being a linkage between the
ratings of the Firm’s asset-backed securities programs and the
Firm's own ratiigs as 2 result of accounting guldance for GSPEs
and VIEs that became effective fanuary 1, 2010, For a further
discussion of the new FASB guidance, see “Accounting and repost-
ing developments” and Note 16 o pages 140-142 and 214-222,
respactively, of this Annual Report.
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CREDIT RISK MANAGEMENT

Creditrisk s the risk of loss from obligor or counterparty default,
The Firm provides ceadit ffor example, threugh loans, lending:
telated commitments, guaraniges and derivetives) to & varety of
customers, from large corporate and institutional dients to the
individuat consumer. For the wholesale business, credit risk man-
agement intludes the distribution of the Firm’s syndicated loan
originations into the marketplace with exposure held in the re-
tained portiolio averaging less than 10%. Wholesale loans gener-
ated by €B and AM are generally retained on the balance sheet.
With regard 1o the consumer ¢redit market, the Firm focuses on
creating a.portfolio that is diversitied from both a productand a
geographic perspective, Loss mitigation strategies are being e
ployed for it howe lending portfolios. These strategies inclide rate
saductions, forbearante gnd other actions intended {o minimize
ecanomic loss and avoid foreclosure. In the mortgage business,
otiginated loans are either retained in the morigage portfolio o
securitized and sold to 1.5, government agendies and U.S. govern-
ent-sponscred enterprises,
Credit risk organization
Credit risk management s overseen by the Chief Risk Officer and
implemented within the lings of business. The Firm’s credit risk
management governance consists of the following functions:

» establishing 2 comprehensive credit risk policy framewark

» monitoring and managing credit risk across &l partfolio
segments, induding wansaction and line approval

o assigning and managing credit authorities in connection with
the approval of 3l ¢redit exposure

» managing criticized exposures and delinquentlgans

» caltulating the allowance for creditlosses and ensuting appro-
priate credit risk-based capital management

Risk identification

The Fitm & exposed to credit risk through lending ard capital
markets activities, Credit risk management works in partaership
with the business segments in identifying and aggregating expo-
sures across alf nes of business. ‘

Risk measurement

To measure cradiveisk, the Fem emplays several merhwoiognes for
estimating the likelihood of obligor or counterparty default Meth-
cdologles for measuring ¢redit risk vary depending on several
factars, including type of asset {a.g., consumer instaliment versus
wholesale loan), risk measurement parameters {e.g., delinquency
status and credit bureau score versus wholesale risk-rating) ard risk
management and collecion processes {e.g., retail collection center
versus centrally managed workeut groups). Credit sk measire-
ment i hased on the amaount of exposure should the obligor of the
counterparty defaul, the probability of default and the loss sevedty
given a default event. Based on these factors and related market-
based inputs, the Firm estimates both probable and unexpected
losses for the wholesale and consumer portfalios. Probable losses,
retiected inthe provision for credit losses, ave based primarily upon
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stavistical estimates of credit losses a5 a tesult of obligor or coun-
terparty default. However, probiable losses aré not the sole indica-
tors of risk. iflosses were entirely predicable, the probable loss
rate-could be factered into pridng and coversd a5 a normal and
recuring cost of doing business, Unexpected lasses, reflected in the
alfocation of credit risk capital, represent the potential volatility of
acwal losses relative to-the probable Jevel of losses. Risk measure
ment for the wholesale portfolio is assessed primarily 6n a risk-
rated basis; for the consumer portfolio, it is assessed primarly on 2
creditscored basis.

Risk-tated exposure

Far portfolios tat-are risk-rated {generally held in 18, C8; 7SS and
AMY), pirobable and uriexpected loss calculations are based on esti-
mates of probability of default and Joss given default. Probability of
default is the expected default calculated on an obligor basis. Loss
given default is an estimate of losses given a default event and takes
ima consideration collateral and strucural sepport for each credit
facility, Calaulations and assumptions are based on management
information systems and methodologies which are under continual
review. Risk ratings are assigned to differentiate risk withis the
partiofio and are reviewed 00 an ongoing basis by Credit Risk Man-
agement and ravised, i needed, 1o reflect the borrowers’ cument
financial position, tisk profiles and the related collateral and structusal
positiens.

Credit-scored exposure

For eredit-scored portfolios {generally held in #F5.and CS), probatle
foss is based on 3 statistical analysis of inherent losses over discrete
periods of time. Probable lusses are estimated using sophisticated
ponticlio modeling, credit scoring and dedision-support tooks to
project crecit risks and establish underwriting standards. I addition,
common measurss of creditquality derived from historial loss e
perience are-used to predict consuiner losses. Other risk characreris-
tics evaluated include recant loss experience in the portiolios, changes
in ofigination Sources, portiolio seasoning, loss severity and underly-
ing tredit practices, including charge-off policies. These analyses are
applied to the Firm's current portfolios in order to estimate delin-
guencies and severity of losses, which determine the amount of
probable losses: These factors and analyses are updated at feaston 2
quartedy basks or more frequently as market conditions dictate.

Risk monitoring

The Firm has developed policies and practices that are designed 1o
preserve the independence and integrity of the approval and ded-
sior-making process of extanding tredit, and to ensure credit risks
are agsessed accurately, approved properly, moritored teguiady
and managed actively 31 both the ransaction and portdolio fevels.
The policy framework establishes credit approval authorities, con-
canmration imits, riskerating methodelogies, porticlio review pa-
rameters and guidelines for management of distressad exposure.
Wholesale credit risk is monitored reqularly on both dh aggregate
portiolio level and on an Individual customer basis. Management of
the Firm's wholesale exposure is accomplished thraugh 3 number
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of means including loan syndication and participations, loan sales;
securitizations, Gredit derivatives, use of master netting agresments
and collateral and other risk-reduction technigues, which are fur-
ther discussed'in the following risk sections. For constimer crediy
risk, the key focus #ems are trends and concentrations &t the
portfolioevel, where potential problems can be remedied through
changes in undenwriting poficies and portfolio guidelines. Con-
sumer Credit Risk Management moniters trends against business
expectations and industry benchmarks.

Risk reporting

To anable manitoring of credit risk and decigion=making, atgregate
cradit éxposure; credit quality forecasts, concentrations levels and
sisk profile changes are reported requlady 1o senior credit sk
managerment, Detailed portiulic reponting of industry, customer,
product and geographic concentrations occurs monthly, and the
appropriateness of the allowance for credit losses Is reviewed by
seniof management at least on a quarterly basis. Through the risk
reporting and governance structure, credit risk trends.and limit
exceptions are provided regutarly to, and discussed with, senior
management, as mentioned on page 94:of this Annual Report.

2008 Credit risk overview

During 2009, the credit environment experienced further deteriora-
tion compared with 2008, resulting in increased defaulis, down-
grades and reduced fiquidity. Inthe first partof the year, the pace of
deteripration increased, adversely affecting marny finandial institutions
and impacting the functioning of credit markets, which remained
wesk, The pace of deterioration also gave rise to 3 High level of
uncertainty regarding the ultimate extent of the downtum, The Finn's
cradit porttolic was affected by these market conditions and exper-
enced continued deteriorating credit quallty, especially in the first part
of the year, generally consistent with themarket,

02 -

For the wholesale portfolio, criticized assets, nonperforming assets
and chatge-offs increased significantly from 2008, reffecting contin-
ved weakness in the portfolio, particularly in commercial real es-
tate, In the taer partof the year, there were some positive
indicators, for example, fodn origination activity and market liquidity
improved and credit spreads fightened. The wholesale businesses
have remained focused on actively managing the gortfolia, includ-
ing ongoing, in-depth reviews of credit quality and industry, prod-
uct and dent concantrations. Underwriting standards across alt
areas of lending have remained under review and strengthened
where appropriate, consistent with evolving market conditions and
the Flem's fisk management activities. in light of the current market
conditions, the wholesals allowante for loan loss coverage ratio
has been strengthened 1 3.57% from 2.64% at the end of 2008.

The consumes portfolio credit performance continued to be nega-
tively affacted by the economic environment of 2009, Highier tnem-
ployment and weaker overall economic conditions have ledto a
significant increase in the aumber of loans charged off, while contin-
ued wedk housing prices have driven 2 significant increase in the
severity of loss recognized on real estate loans that defaulted, During
2009, the Firm took proactive action 10-assist homeawners most in
ried of financial assistance, induding partidpation in the US. Trees-
ury Making Home Affordable {"MHA"} programs, which are designed
1o assic ehigible hometvarers inva number of ways, sne of whichisby
modifying the terms of thelr morigages. The MHA programs and the
Fism's other loss-mitigation programs for financizlly woubled borow-
eri generally represent variots concessions, such a5 tenm extensions,
rate reductions and deferrat of principal payments that would have
beer required urder the terms of the briginal agreement. The Fem's
ioss-mitigation programs are intended to minimize economic loss to
the Firm, while providing altesnatives 1o foreclosure,

Mete detailed discussion of the domestic consumer credit emdron-
ment can be found in-Consumer Credit Portlolio on pages 114-123
of this Annual Report,
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CREDIT PORTFOLIO
The following table presents iPMorgan Chase's credit portolio as White averall portfolio exposure declined, the Figm provided more

of Dacember 31, 2008 and 2008. Tetal cradit exposure af Decem- than $800 biffion in new Ioans and lines of gedit to consumer and
ber 31, 2009, decreased by $322.6 billion from December 31, wholesale dients in 2009, induding individuals, smiall businesses,
2008, reflécting decreases of $170.5 bilfion in the wholesale port- farge corporations, not-for-profit organizations, U.S. states and
folio and $352.1 billion in the consumer portfalio. During 2009, mupicipalities, 3nd pther financial institutions,

lending-related commitments decreased by $130.3 billion, man-
aged loans decreased by $112.4 billion and derivative receivables
decreased by $82.4 billion.

in thetable below, reported loans incdude foans retained; loans held-for-sale (whith-are carvied atthe lower of cost or falr value, with changes in
value recorded in sioninterest reventel; and loans accodited for at faly value. Loans retained are tresented net of ungamed income, unamontized
discounts and premiums, and net deferred loan costs; for additional information, see Note 13 on pages 200204 of this Amnual Report. Nonper-
forming assats include nonaccrual loans and assets acquived in satisfaction of debt {primarily real estate owned). Nonaccrual loans are those for
which the accrisal of interest hias been suspended in accordance with the Firm's accounting policies, which are destribed in Note 13 on pages
200204 of this. Anaual Report. Average retained loan balances are used for the net charge-off rate cakculations.

Total credit portfolio
&s of orfor the yeis ended Nerperonming G0 days of mure past due _ Average atnyal
December 31, e Sodtenooare . aseslld  aedgWecqung®® | Netchagegis e
{in millions, exeeptiatios) 2009 2008 2000 2008 2009 2008 2009 2008 2009 2008
Total credit portfolie
Coang reszined $ 627218 § 728315 SILMY  $8SN §4358 $3375  SI2%65 § 983 342% 173%
Loans held-for-sate 4875 3,287 234 1 -~ - - - — —
Loans at fai value 1,364 1,69 111 pLi — - e e o -
Loatss ~ reported 533458 /44898 17,384 3653 4,355 355 22965  9.835 342 173
Loags — secaritizedidl 84626  855M — - 2,385 1,802 6443 3612 1.55 433

Total managed joans Fi8 084 230468 12,564 1553 5,740 S077 29,408 1344) 3.88 108
Derivative receivabies 80216 152626 523 1,079 — - NA HA NA MA
Recsivabins om customerns 15,745 16,14} e — . o NA HA NA NA
Interests in purchased

seceivables 280 - — s - — — - — —

Total maneged : ‘

credit-related assets 816966 1LD0ODF 18,083 - 10032 8,740 5077 25,408 13,847 358 2.08
Lending-related

commitments 391095 1171318 NA HA HA A NA HA NA RA
Assels acquired in ) ) )

joan satisfactions
Real estate owned NA HA 1,548 2533 NA MA NA HA NA NA
Otrer ‘ NA NA 100 149 NA. NA NA HA NA N&
Total assets acquired. ' C i -

in loan satistacticns: __ha HA 1,648 2,682 NA NA _ha MA. A NA
Toual credit nortolia  $1.808.061 3 LINAIE S 15,741 §13714  $ 5740 . 55077 5 39,408 8 LiA7 3.88% 708%
R 2 3,74 3.8

hedges nctionallby $ {48376} % [MLasy $ (138 § o~ NA NA HA HA NA NA
Liguid securities collateral

held against derivatives {15518} (o8} NA NA HA NA NA HA NA NA

{4} Repraserss Secaritived cratit tiard receivables. For further discussion of tredit Cun securitizations, see Note 1500 pages 206213 of this Annual Ragory.

{t) Ropresents the pet novionst anourt of protecisn parchased and $oid of single-name ard poofolin credit decvats used to manaye duth perfoming and rorperloviing
credit sxpostiras; thess derivatives do st quaiily for hedge accounting undpr US, GAAP, For additiona information, see Tredi dervatives an pages 113312 and Note Son
pages 175183 o his Arppaf Repant. » , ‘ :

&3 At Derombier 31, 2000 and 2008, sonpedonming loars and assers exdiudind £41 srontgage Toass inaired Dy 115, government agendies of $9.0 billion and 33.0 Blinn respecively, 1 1ed
esare wned nisisted by US, gowsrment agences of $379 milion and $364 milion, wespecively: and (3) snuden loans thar a0 days past due a0d sUA acaing, which e insured by
S, goverrman agendes ey the Faderal Famsly Edation Loan Program of $542 irilion and $437 milion, respectively, These amounts are extiuded, asidimbursement is proceeding
romaly, in adtion, the Faw's poliy Is generally 1o exemgs cred cand loans from Seing phsced on nonaconaal stetus 25 permitted by segulaiey guidance. Under quiiancessued by e
Fodara: Financa! nsizins Examsnation Coundl, credit cand ioas are shamged off by the end of the month In which the 2o00unt becames 180 Gays past due or within §0 days fom ree
‘pgriotfication sbour 3 Spedfied event fo.g., baskmipiy of the bomowies), whichever s earfer,

{4 Excludes purthased credit-mpaited lodns that wers acquited as parr of the Washwgton Mutual ransactinn, which are scoounted for on 2 900! dasis. Since sach poal i
accounted for s 3 single 35seT with 2 single composie intarest rate and an aggregate expectation of cash Hows, the past due status of the pools, or that of indtvicuat loans
within e gools, i not meahingful, Because the Bim isrecogniding interest intome on each poal of ivans, they are af congdered 1o be perdorming.

{e) Net charge-cff ratios were clquiated using: {1) everage retined foans of $672.3 180n and 5567.0 bilien for the years ended Decersbier 3%, 1009 and 2008, respectively;

12) avernge securiiized loans oF $85.4 bilfon ard $79:8 billion k¢ the years ended Decernber 31, 2008 and 2008, respecavely; énd (3) average minaged oans of $757.7 tilfion and
$645.5 biion for the years ended Decomber 31, 2009 and 2008, respectively,

) Firmive ret drge-aff fatios were Calculated indiiding sverage porchiased credit-impained Joans of $85.4 biion and $22.3 bilfiox at December 31, 2009 and 2608, respec-
tively, Bxcluding the impact of purchased ceditimoaired foans, the total nt's managed net charge-off rise would have been 4.37% and 2,15% respectively.
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WHOLESALE CREDIT PORTFOLIO

As of December 31, 2009; whelesale exposure (8, €8, T5S and AM}
dacreased by $170.5 billon from Decernber 31, 2008. The $170.5
billion decrease was primarily driven by decreases of $82.4 billion of
derivative receivables, $57.9 bilfion-of loans and $32.7 biflion of
tending-related comynitments. The decrease in derivative receivabiles

was primarlly related 1o tightening credit spreads, volatile foreign
exchange rates and tising rates on interest rate swaps. Loans and
lending-related commitmients decreased scross most wholessle fines
of business, as lower customer demand continued 1 affect the level
of lending acivity.

Wholesale
90 days past due

Asof o for the year ended Dacember 31, . Hongerforming toans®) il Fcruin
{in millions) 1009 2008 2608 2008 2009 2008
toans retained $200,077 $ 248,089 $86559 $23%0 $332 3163
Loans helg-lor-sale 2734 6,258 34 12 - -
Loans at lair value 1,364 1696 111 20 — —
Loans ~ reported o $204175 5262044 $6904 3238 $332 §$ 163
Derivative recefvables 80,210 162,626 529 1979 —_ e
Receivables from customers 15,245 16,141 - e - -
interests i purchased receivables 2,927 fnd et - e o
Totat wholesale credit-related assers 303,057 440,313 7433 34851 332 163
Lending-related commitments 342,155 379.8N __NA _MA NA NA
Total wholesale credit exposure. 5650212 § 820,682 $7,433 53467 $332 §$ 163
Net credit defivitive hedges niotioriaftd) $ (48,376} {91,451} $ {139 L NA MA
Lnaid securities collateral held soainst derivatives {15.519) {19816} NA HA NA NA

@ mxﬂmmzm#m

m’ﬁe;:e S-on pages 175143 of this Annpal Repont.

ion purchased and soid of singie-oame and portfalio crodit derivatives used to menane both performng
these deivatives do not qually for bedge accounting under 1.5, GAAP. For additonalinformation, see Credit derivatives on pages 111-112, 2nd

st eonperiotm-

{8 Exciudes assets acquired in Todn seristacrions, For additions aformation, see the wholssale nonperfonming aisers by fine of business segment 1able on pages 108109

of thig Aneusl Regatt.
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Thie 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 Firmt's internal risk ratings, which generally correspond to the ratings as defined by S&P and Moady's.

Wholesale credit exposure - maturity and ratings profile
Matarity orofile(d

Ratings proffie

rerrs

December 31, 2009 Duein 1 Duealter tysar  Due akter ineestment-grade 7167} Moninyesymenigrade Yotal %
{in billions, except ratios) yesroriess thoughSyears  Syears fotal  AAMAsato888-/8aa3  BB+iBal & below Total of iG
ioang 29% 40% 31% 100% $118 s 82 $ 200 59%
Derivative recaivabiias 7 42 46 6% 19 80 %
tending-related commitments 4t 57 1 281 56 347 8%
Yotaf excluding loans

held-for-sale and loans

at fair value 34% 50% 15% 106% %460 $ 167 627 73%
Loang heid-for-sale 2nd

foans at fair value(o) 4
Receivables from customers 16
inteyasts in purchased

receivables 3
Total exposure $ 650
Net ceedi derivative hedges B )

notionaif} 49% 2% 9% 100% $_148) $ — $148)  100%

Mawrity profiletd Ratings profifa

Detember 31, 2008 Dueind Due after Tyear  Due 2ter ! = "G Mopipvesimenbnrage it %
{in billions, except ratios} vearorless through Syears  Syean oral _AANAaato8BB-Baa3  BE+/Bal & belowe Jotal of G
Loans ) 3% 43% X% 100% $161 S 87 § 248 5%
Darivative seceivables 31 26 33 i 127 36 163 8
Lending-relsted commitments 37 59 4 31 £3 380 83
Total excluding ioans T T

neld-for-sale and loans

at fair value 346% 0% 1% 100% $605 5186 1 7%
toans heid-for-sale and

foans at fair vakueld) 14
Recebvabies from cusiomers 15
Tatal exposure 334
Net credit derivative hadges

notionaid) 47% 47% 6% 100% ) $ 9 § 8y 9%

{3} Louns heldfor-sale and Toans a5 fait value yelare pémanily to syndicaned todes and tuars wansterred fromthe ratained portfoso.
{8} Represants th-vet notienal amounts of botection furchased and Sold of sngie-pame and portishio credi desvatiieg used to manage thi Gl Epoiures: these

derivatives do not quadify for hedge accounting under U.S. GARP,

() The mutusity peotile o foans and Terdingrelated commitments i based on the remairing contracaual matueity, The maturity profile of denvatve receivables is based on
she manyy profile of aveage suposure. Sew Derivative tontracts on pages 110~1 12 of this Annual Repors for frihes distussion of average sxpovire,

Wholesale credit exposure ~ selected industry exposures
Trse Firm focuses on the tranagement and diversification of its indus-
1y exposures, with panticular attention paid to industries with acwal
ar potential credit concerns, Customes receivables representing
primarily margin loans to prime and retall brokerage dients of $15.7
biflion ae induded in the table. Thesa margin loans are generally hully
collateralized by cash or highly fiquid secorities to-satisfy daily mini-
rrum colateral requirements, Exposures deemed critidized generally
represent a ratings profile similar to'a rating of "CCC+"1"Caal”
and lower, as defined by S&P and Moody's, The total aitidzed

Prrogen Chate & Co.12009 Arnual Report

component of the portiolio, exdluding loans held-for-sale and loans
At fair value, increased 10'$33.2 billion at Decernber 31, 2009, from
$25.0 billion at year-snd 2008. The inwease:was primarily related
1w downgrades within the portfolio,

Buring the fourth quarter of 2009, the Firmrevised certain industry
dassifications to bener reflect risk correlations and enhance the
Firm's management of industry risk. Below are summaries of the top
25 indhstry exposures as of December 31, 2009 and 2008. For
additional information on industry concentrations, see Note 32 on
pages 242-243 of this Arnual Report.
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Wholesale credit exposure ~ selected industry exposures

Coilzteral
%oof Net Cradit haid against

December 33, 2009 Credit %ef  iaestment Noninvestment-grade cititized  chargeoffs  dervative derpvative
fin mallions, fatios) axposureld)  portfolio grade Noncritized  Ceincized gortfulie  fevowsries)  hedoes{e) receablestf)
Top 25 tndustries'
Real estite $ 68,509 1% 55% S 18810 $ 11,975 36% § 588  S{1,168) $ 135
Banks and finance companies 54,053 9 4] 8424 2,053 6 19 {3,718} {8,353)
Healthcare 35,605 ] 83 5700 329 1 10 {2.545) {125)
State and munkipal govermments 34,726 5 93 1,850 466 4 — {208 {133)
{ifities 17178 4 a1 38 1238 4 182 {3,486) {360}
Consurmor products 27.008 4 64 3,105 515 4 35 {3.638) {4
Asset marsgers 23920 4 22 3742 630 2 7 {40) {2,105}
Od and gas 23,322 4 B 5,854 386 1 16 {2,560 {6)
Retak and comsumer senvices 0673 3 58 7,867 782 2 35 {3.673) R
Helding companies 16,018 3 86 2,107 110 — 275 {423} {320}
Technology 14,163 2 63 4004 1.288 4 8 (L1730} {130
inswance 13,421 2 69 3,601 539 2 7 {2,735 {793)
Machingey-srd squipment

mantaciiting 12,159 2 57 S5 350 1 17 ann 4]
Metalg/minng 12,547 2 56 4,308 839 Z ol {1.963) -
Madis 12379 2 55 3,898 1692 5 484 {1,606} -
Telecom sandees 11,265 2 69 3213 251 1 3 (3,455) {89
Securities Binvs and exthanges 10,832 2 76 2457 145 —_ — {289} 2,139
Business services 10,667 2 61 3859 344 1 B {on ——
Bulkiing mareriaisiconstruction 0448 2 43 45517 1,399 4 98 (1140 —
Chomicaldiplasties 9,870 2 87 2628 6§11 2 2 1350 —
{ransportation 9,739 1 27 2,745 588 2 81 i35 {262)
Centeal governmant 9,557 1 99 b2 — — ot {A.814) (30}
Automative 9,357 3 4 4,252 1,240 4 5 {1,541} —
Leisire 8822 1 40 2274 1798 5 151 {301) —
Agricuitrelpapes manufactuing 5,801 1 i 3,132 500 2 10 {897 —
2 oertl 135,291 z 8% BMS 3285 19 197 (3383 {821
Subtotal $ 827442 100% 73% $133.557 $33,183 100%  $3.132  £(48,376) ${15519}
Loars held-for-sale and ioars &1 o

falrveiun 4,098 1,545
Recaivables Fom tustorhers 15,745
Tnetest in purshesed reogivaliiedld) 2,927
Total $650,212 $ 133,557 538,728 §$3,132 5{48.376} ${13.519)
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Colaterad

’ ) % of Het Credit: held against

Becember 31, 2008 Contit %t investment Honinvestmeatgrade . oiiieed  chargeofiy  derative détvaive
{in miiars, except tatias) expostrelo}  pontali gade  Noraiicied  Crificred = coiole  Getoveded) | bedoeddd)  reivabledd
Tap 25 industriessd) S )
Real estate $ 80284 W% % $ 17848 § 5361 3% §212 § 123410 S {8}
Banks and finance companies #5577 b0 9 12953 2543 1 8 5018} {3,457}
Heditheare 383432 S 83 6092 436 2 2 {5,338} {198}
Srate and muncipsl governiments 82 $ 9% 1,278 347 3 o &1 {134)
Uriities 34,236 4 83 5,844 114 — 3 8000 65}
Consurper produtts ) 29,758 4 85 9,504 24 3 32 {8.114) 543
ASSeT maragers 43,256 £ 5 5418 819 3 5 {195} $5.303)
O andgas 8148 3 75 5544 31 H 15 $.620 i
Retait and consumes setvices 23223 3 54 9357 131 % 6} {6,120} {55}
Holding comganies 14,466 2 w 4,182 118 1 N {689} {309)
Tethnotogy 11085 2 57 5391 30 1 — 3.R% 3
Insueance W4 z B 3,138 Fari 3 i (5,016} {8as}
Machinety and equipment )

menufacning 14,501 2 54 5.09% 0 — 2 {3,743) {6}
Metaldmitirg 14,980 2 81 5378 262 H ¥ 3,149 3}
Media 1377 ¥4 &1 370 1365 5 % (3,435 —
Telecam sorvices 13237 2 53 4,368 4 p) 15} {7,073} {92)
Securdies fims and éxchanges 25,596 3 & 4,744 138 1 - {151} {898}
Business services 11,247 t 64 3885 1435 3 46 {357 -
Building materiaishionstrucion 12,065 2 49 4925 1,342 5 R ey i
Chemicaly/plagtics 1179 1 T 88 3,357 591 1 5 {2,109} -
Transpovration 16,253 i 64 3,364 N9 1 - {1,567} e
Lonted guvernaeny 14,441 z o8 276 o o o {4,548) {35)
Automotive 11,448 1 52 3,687 LIS 7 1] 12,975 {1
Laisure 8,158 t 42 1827 1,928 H {4 [$224] —
Agrieunsreipaper marufaciring 6920 1 s 3226 1% 3 1 1835} -
Al orber® 1BL713 23 % n3n 2449 g ® i) {2301}
Sobtotal § 796,586 % Tr%_ 159319 325807 0% sS4 301450 §119.316)
toans held-do sde and idans

at fair vidue 13,955 358
feceivables fomy customers 16,341
nterast in purchased recavabiedld) - . .
Total $ 820,582 . $159318 $88 5407 § {91,431 $1{19.818}
fa} Rankings are based on exposure 3t December 31, 2009 The rankings of the industries presened in the 2008 table are based on the rankings of such industries at yeas-end

2009, not acual rankings in 2008,

for more infumation on axposures o SPES included in. alf ather, see Note 16 on pages 214~222 of this Annus! Report,

Represents undiided intereyrs in godls of receivables and Sinitar types of assers due'ta the conselidation durisg 2009 of one of the Fitm-adninistered mult-seller condutts.
Craci enposire Ts ret of fisk pardcipasions:-and exdudes the benedit of credis derivarive hedges and coliarerdt held agalnst dedivative recetrables or bans,
Represents the pet notional amoints of peatection puechased and soid of single-name and portfodio credis dervatives used to manage the crodinexposures; these dervatives

o aixt gty for hediye accnting

Repepsents other iguid Securties callaieral beld by the Fiom as of Decerber 31, 2008 and 2008, respectively.

Presented below is 3 discussion bf several industries wo which the Firm

has significant exposure, as well as industries the Firm continues to

monitor because of actual or potential wedit concemns. For additional

information, refer 1o the tables above and on the preceding page.

* Real estate; Exposirs 1o this industry degeased by 15% or
$11.8 billion from 2008 25 loans and commitments vwere man-
aged down, predominantly through repayments and loans
sales, This sector cantinuesto be challenging as property val-
es iy the US. remaln under pressure, parsicalarly in certain
regions. The ratios of nonperfurming loans and net charge-offs
torfoans have increased from 2008 due 1o deterioration in the
commercial real estate portfolio, particularly in the latter halt
of 2009. The multi-family pontfolio, which represents almast
haif of the commercial real estate exposurs, accounts for the

SPMogan Chase & Co42009 Arnual Report

smallest proportion of nonperforming loans and net charge-
offs. The commercial lessors portfolio-invalves real estate
feased to retall, industrial and office space tenants, while the
commercial construction and development portfalio indudes
financing for the construction of office ard professional build-
ings and malls. Commerdial real estate exposure in CB is pres
dominantly secured; (B's exposure represents the majerity of
the Firm's commerdial real estate exposure, I8 manages less
than one fifth of the total Firm's commerciaf real estate expo-
sure; (8% exposure represents primarily unsecured lending 10
Reaf Estate Investment Trust {"REITS”), Jodging, and home-
building dients. The increase in oriticized real estate exposure
was fargely a result of downgrades within the overall portolio
refiecting the continued weakening wedit environment,
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The foliowing table presents additional information on the whelesale real estate industry for the pericds ended December 31, 2009 and 2008.

%Hofesy

Decesber 31, 2009 Ceedit Sohoedt  Covideed  Nompedorming o nonperdonnied netchagedly  chargeofts
in miltions, excet vatios) , exposize poriofo axposure jcars loarstioniioanddl  lecoveried)  toottloans ®
Commercial real estate subcategories
Hutti-family $32.073 4% $ 3986 $1,108 357% $198 564%
Commercal lessars 18,512 k2 4017 1052 697 232 153
Losmmential convtiuction and development £593 10 1318 3 681 105 228
Othedd) 14,331 18 2,854 109 644 182 239
Total commercial real estate $68,508 100% $11,975 $ 2,888 5.05% 5 688 1.20%

: . %oinet
Decamber 31, 2008 Credit Shofgedt  Crficeed  Nonperfoming % of nonperloming serchamelly  chergeolis
{in mitfions, except ratios) exposure gortiolio XpUSGrE ioars  loas tototetloanstdl  frecoveries) totets) inans )
Commvercial réal estate subcategories . . '
Multi-Ramily § 35188 45% LR AL $293 287% s O ~%
Lrenmarcial lossors 2r.e37 6 1,649 74 343 4 4.02
Cammercial constrisction ang development 6,688 8 06 B2 195 L3 .10
Gtherddl 15,371 21 2415 357 383 #5 2.23
Total commercial real estate $ 30,781 {h% § 5,561 $ 806 1 5% $212 . $.33%

12) Qehey includes lodging, REITs, singfe family, homebiiiders and uther rea! essate.

{&) Ratios were cakulated using end-ot-period retairied ioans of $57.2 bition snd $64.5 bithon for the years ended December 31, 2009 and 2008, respectively,

» Banks and finance companies; Exposute 1o this industry de-
creased by 28% or $21.5 billion from 2008, primarily as 4 result
of lower derivative exposure to commercial banks.

» Ajtomotive: Conditions in the U5, bad imgroved by the end of
2009, Jargely as a result of the government supported testructir-

ing of General Motors and Chuysier inf the first half of 2009 and the

eedated effects on autometive suppliers. Exposure to this industry
decreased by 18% or $2.1 biflion and ¢riticized exposure de-
creased 30% or $535 million from 2008, largely due to loen re-
payments nd sahes. Most of the Fimy's remaining giticized
exposare in this segment remairs performing and is substantially
secured.

o Leisure: Exposure 1o this industry decreased by 16% or $1.3
willion from 2008 due toJoan repayments and sales, primatily'in
gaming, While exposure to this industry declined, the criticized

Loans

component remained elevated due to the continued weakness in
the industry, particularly in gaming. The gaming perticlio contin-
ues 1o be managed actively.

« Al other: All other in the wholessle credit exposure concentration

table on pages 106~107 of this Aanual Report at December 31,
2008 {excuding loans held-for-sale and loans at fair value) in-
cluded $135.8 biflion of credit exposure to seven industry seg-
ments. Expasutes refated 1o 5PEs and 1o individuals, Private
Fdueation & Civic Crganizations were 44% and 47%, respectively,
of this category. SPEs provide secured finanding (generally backed
by receivables, loans or bonds) originated by a diverse group of
companies in industries that are not highly conelated. For further
discussion of SPEs, see Note 16 on pages 214-222 of this Annual
Report. The remaining all other exposire is well-diversified across
industries and rione comprise more than 1.0% of total exposure,

The following table presents wholesale loans and nonperorming assets by business segment as of December 31, 2009 and 2008.

December 31, 2008
Assets acquired in loan
Loans Honperforming satistactions

Held-for-safe Reaf estate Nongerforming
(i wiflions) Retained _ and falrvalue Totat Loans Derivatizes owned Other assels
Tavesyment 8ank $ 45544 §3367 $ 4911 $3,504 § 5299 %203 $ $4236
Commertial Sanking 87,108 324 9432 2,801 - 182 1 2,989
Treasury & Securities Services 18,972 — 18,972 i3 —_— — — 14
Asset Maragement 37,755 - 37,755 580 _— 2 B 582
ComuatelPrivate Fouity 698 207 905 5 ~— e - 5
total $ 200,077 $4.098 $ 208375 $ 5,904 $529 S35 $ 1 5 7.826
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Decomber 31, 2008

Assets aequired in loan
Lgans Nonperfoeming satistactions

Haidefor-sale ) Heal estate Nonperforning
{in millions) Retained and fabr valug Towt toans Derivatives owned Other assets
investment Bank $ 71357 S13BE0 S 85017 $1.175 51,0790 § 247 § $2,501
Commercial Banking 15,130 25 115,425 1,026 — 192 1 1142
Yreasury & Securities Sesvices 24,508 — 24,508 E 1) e o o 36
Asset Management 36,158 —_— 36,58 147 - — 5 m2
Corporate/Private Equity 966 | 806 4 —— - —— 4
Total S28089 313955 $262004 323 1079 $ 348 $ 39 $3849

2 The Firm heidshowance for Toan losses of-$2.0 bitlion and $712 milkon refated to nonparfoeming retained isans resuiting in alicwance toverage ratios of 31% and
30%, &t Decerstier 31, 2009 and 2008, téspectively, Wholdsalé sonperfcrming foany represent 3,38% and 0:91% of tatal whiciesaie loans at Decermber 31, 2009 and

2008, respectively

b Nonperfomping derivatives represent ‘ess than 1.0% of the total defivative receivabies net of cash cofisteral &t both December 31, 2009 ard 2008,

in the normal course of business, the Firm provides loansto a
varigty of custamers, from large-corporate and institutional dients
16 high-net-worth individuals.

Retained wholesale loans were $200.1 billion at Decemiber 3,
2009, compared with $248.1 billion at Dacember 31, 2008. The
$48,0:billion decréase, across most wholesale lines of business,
refiected lower custemer demand, Loans held-for-sale and loans at
fair value relate primasily to syndicated loans and loans transferred
fom the retained portfotio, Held-for-sale loans and loans caried at
fair value were $4.1 billiont and $14.0 billion at December 31, 2009
and 2008, respactively. The decreases in both held-for-sala loans
and loatis at fair value retlected sales, reduced canying values and
fower vohsmes in the syndication market,

The Firm actively manages wholesale credit exposure thiaugh loan
and commitment sales, During 2009 and 2008, the Frm sold $3.9
biflion of loans and commitments in each year, recognizing losses of

$38 million and S471 milfion in each period, respectively. These results
inckade gains or fusses o sales of nonpedorming loans, if any, as
discussed on page 110 of this Annual Report, These activities are not
related 10 the Firm's secusitization activities; which are undentaken for
liquidity and balsnce sheat-management purposes. For uther
discussion of securitization activity, see Liquidity Risk Management
and Note 15 on pages 96-100'and 206213, respectively, of this
Annual Report,

Nonperforming wholesale loans were $6.9 billion at December 31,
2009, an ingease of $4.5 billion from December 31, 2008, reflect
ing continuied detericration in the redit environment, predomi-
nantly felated to foans in the rea) estate, leisure and banks and
finance companies industries: As of December 31, 2009, wholesale
{oans restuctured as part of 3 roubled debt restructuring were
approximately $1.1 billion,

The following table presents the geographic distribution of wholesale foans and nonperforming loans as of December 31, 2009 and 2008. The
geographic distribution of the wholesale portfolio is determined based predominantly on the domiciie of the borrower.

Loans and nonperforming loans, U.S. and Non-U.S.

Wholesale Nerperforming lonperforming
{in miliions} Loans foans Loans lgans

us. $ 149,085 $5.844 $186,776 $2,123
NondlS, 55,090 1,060 75,268 259
Ending balante 204,175 $ 6,504 $ 162,044 $2382
Porgan Clase & (o003 Antusl Report 109
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g

The following table presents the change inthe nonperforming loan
porifolio for the yedrs ended Decernber 31, 2008 and 2008,

Nonperforming foan activity
Wholesale
Your ended Decorbier 31, fnmillions) 2008 2008
Beginning balance %2382 0§ 31
Additions 13,551 3,381
Reductions:
Paydowns snd other 4,964 858
Gross charge-offs Z97% 73
Returnsd 1o perforning k] 3
Sales 750 40
Total reductions 9,069 151
Net additions 4522 1,868
Ending balance S 6,904 S 2382

The foliowing table presents niet charge-offs, which are défined as
gross charge-offs less recoveries, for the Vears ehded December 31,
2009 and 2008. The amounts in the table below do not include
gains from sales of nonperforming loans.

Net charga-offs

Wholesale:

Year-ended Decomber 31,

{in millions, except ratios} 2008 2008

Loans — reported
Average loars retained $ 223,047 $219.612
Net charge-offs 3132 402
Average annual niet therge-off 1ate  1.40% . 0.18%

Derivative contracts

in the rormal course of business, the Firm uses derivative instru-
ments to meet the needs of customers; o generate revenua
shrogh trading activities; to manage exposure o fluctuations in
interest rates, qurrencies and other markets; and to manags the
Firm's credit exposure. For further discussion of these contracts, see
Note S and Note 32 on pages 175183 and 242243 of this
Annual Report.

The following tatiles summarize the net derivative receivables MM
$or the perlods presented. :

Derivative receivahles marked to inarket

Detember 31, Darivative recaivables MIM
Gin mifions} 2609 ) 2008
nterest ratef2) § 25,777 $ 49.99
Credit derivatives 18,835 44,695
Foreign exchangelal 21,988 38,870
Eouity 6,635 14,28%
" Compmodity 5,995 14,830
Total, net of cash coffateral 80,210 162,626
tiquid securities collateral held
against derivative receivatles {15,519 {13,816}
Total, net of all collateral $ 64,691 $ 142818

{a} in 2009, tross-outrenty mierest Lare SRaps praviqUsly reported in interast
ate Lonracts were rectassified 1o fordign-enchangs conltacts to bemore
consistent with industry practice, The effect of this change resulted ina
reciassification of $14:1 Hillion of cross-currenty interest raw swaps o fore
#gh exthangs tontrasas of December 31, 2008,

Tha amount of derivative recelvables repocted on the Consoli-
dated Balance Sheats of $80.2 tillion. and §162.6 billion at
Decerber 31, 2000 and 2008, respectively, are the amount of
the MM or {air value of the derivative contracs after giving

i3]

effect 10 legally enforceable master netting agreements, cash
coltaterat held by the Fiem and CVA. These amounts on the Con-
selidated Balance Sheets regiresent the cost to the Firm 10 réplace
the contracts at-current market rates should the counterparty
default. However, in management’s view, the appropiriate-meéas-
ure of current eredit risk should also reflect additional liquid
securities held as collateral by the Firm of $15.5 bilfion 2nd $19.8
biltion at December 31, 2009 and 2008, tespectively, resulting in
total exposure, net of all collateral, of $64.7 billion-and $342.8
billion at December 31, 2009 and 2008, respectively. The de-
crease of $78.1 billion in derivative receivables MTM, net of the
shove mentioned collateral, rom December 31, 2008, was pri-
marify related to tightening rédit spieads, volatife foreign exchange
rates and fising rates on interest rate swaps.

The Firm also holds additional collateral delivered by dients at the
initiation of transactions, as welhas collateral refated to contracrs that
have a non-daily-call frequenicy and collateral that the Firm has
agreed o retum but has not yet serdled as of the reporting dare,
Though this collateral does et redice the befances noted in the table
above, it is avallable as security against potesitial exposure that could
arise should the MTM of the diient’s derivative fransactions move in
this Fii's favor. AS of Dicember 31, 2009 and 2008, the Fiem held
$16.9 bittion and $22.2:billion of this addiional collateral, respec-
tively. The derivative receivables MM, niet of all collateral, alsodo:
rot inclide other credit enhancements, such as letters of credit.

While useful 35 3 current view of crédit exposurg, the net MTM
yalue of the derivativa receivables toes not capture the potential
future variability of that credit exposure. To capture the poteritial
futurevariability of credit exposure, the Firm calculates, onea client-
by-cient basis, three measures of potential derivativas-reloted
tradit foss: Peak, Derivative Risk Equivalent {"DRE"), and Average
expasure {"AVG"). These measures all incorporate netting and
colisteral beefits, where applicable.

Peak exposure 16 4 counterpanty’ls an exreie measure of expusure
calatated at a 97.5% tonfidence level, DRE exposure is:a measure
that expresses the sisk of derivative exposure on a basis intended to
b equivalent to the risk of loan exposures., The measurement is done
by equating the unexpected loss in a derivative counterparty exposure
{which takes into consideration both the loss volatifity and the aedit
rating of thie counterpary) with the trexpected loss in 2 loan expo-
st bwkilch takes into consideration only the credit rating of the
counterparty}. DRE is 3 Jess exreme measure of potential credit loss
then Peak and is the primary measure used by the Firm for credit
approval of derivative transactions,

finally, AVG s 2 medsure of the expected MTM value of the Firm's
derivative recelvables at future time periods, including the benefit
of zollateral. AYG exposure aver 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 exposue was $49.0 billion and $83.7 biflion at De-
cember 31, 2009-and 2008, respectively, tompared with derivative
receivables MTM, net of all collatersl, of $64.7 billion and $142.8
Billion at Decembér 31, 2009 and 2008, respectively,

The MTM value of the Firm's derivative receivables incorporates an
adjustment, the VA, so-teflect the wedit quality of counterparties.
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The CVA is based on the Firm’s AYG 10 2 counterparty and the
counterpaity’s credit spread in the credit derivativas market, The
primary components of changes i CVA dre credit spreads, new
deal activity or unwinds, and changes in the underlying market
ervironment. The Firm believes that active 1isk management is
essential to controlling the dynamic cedit risk in the derivatives
pontfolio. In addition, the Fimtakes imo consideration the poten-
sl for correlation between the Firm’s AVG fo a counterparty and
the counterparty's.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-
thange, equity. and commuodity derivative transactions.

Tha accompanying graph shows exposure profiles to derivatives
over the nextten years as calculated by the DRE and AVG metrics.

The two measures generally show declining exposure after the first
year, if i new trades were added to the portfolio.

Exposure profile of desivatives measures
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The following table summarizes the ratings profile of the Firm's derivative receivables MM, net of ather fiquid securities colfateral, for the

dates indicated.

Ratings profile of derivative receivables MTM

Rating equivalent - : SU—— 008 :
December 31, Exposutie net of % of exposire net Exposure riet of % of exposire net
{in millions, except fatios) of 8li coltatera of all coliateral of all collateral of ol collaterat
AANA2a 10 AA-TARS 425530 0% § 68,708 48%
AL 1o ATA3 12,432 19 28748 7
2888+/Baat to BEB-Baa3 5343 14 15,747 3]
88+4/Bal to B-83 14,51 23 28,186 0
CCC+iCant and below 2815 L 543 3
Yotal ) . § 64,691 100% $ 142810 0%

The Firm actively pursues the use of collateral agreements to miti-
gate counterpanty credit sisk in derivatives. The percentage of the
Firs's derivatives transactions subject to collateral agreements —
excluding foreign exchange spot trades, which are not typically
covered by wollateral agreements-due to their shoet maturity « was
89% as of December 31, 2009, fargely unchanged from 88% at
December 31, 2008. '

The Firm posted $56.7 billion and $99.3 biiion of collateral at
Dacember 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, 1o post
caliateral for the henefit of the other party, At December 31, 2009,
the impact of @ single-notch and shenotch ratings downgrade o
IPMorgan Chase & Co,, and its subsidiaries, primarily JPMorgan
Chasa Bank, 8.A,, would have required $1.2 Biltion and $3.6
biftion, respectively, of additioral collateral to be posted by the
Fiem, Centain dérivative contradis also provide for terminiation of the
contract, generally upon 3 downgrade 10 a spediied rating of either
the Firm or the counterpany, 2t thethen-existing MTM value of the
derivative conteacts,

Credit derivatives

Lredit derivativs are finandal contracts that isolate credit risk from
an underlying Inscrument (such as 2 foan or security) and wansfers
that risk Fom one party {the buyer of cedit protecdan) w another
{the seller of gadit protection}. The Firm is both a purchaser and
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seber of credit protection. As a purchaser of credit protection, the
Firm has risk that the counterpacty providing the credit protection
will default. As a seller of credit protection, the Fiem has sk that
the underlying instrument referenced in the contract will be subject
10 3 gradit event, Of the Firm's $80.2 biflion of total derivative
receivables MTM at December 31, 2009, $18.8 bilfion; or 23%,
was associated with-credit dedvatives, before the benefit of liquid
secyrities collateral.

One type of cradit derivatives the Firm erters into with counterpar-
ties are credit default swaps {*CDS*}. For further detailed discus-
sior of these and other types of credit dedvatives, see Note S on
pages 175183 of this Annual Report. The farge majority of €BS
are subject 1o colfaterat arrangements 1o protect the Firm from
counterparty credit sisk. In 2009, the frequency and size of defaults
for both trading counterparties 2nd the underying debt referenced
in credit derivatives were well above historical porms. The use of
collateral 1o sextle against defaulting counterparties generally
performed as designed in significantly mitigating the Firm's expo-
sure to thase counterparties.

The Fiem uses credit derivatives for two primary purposes: first, in
its capadity as a markef-maker ia the dealeridient business to
meet the needs of customers; and second, in order to mitigate
the Fipm's o credit risk assodiated with Its overall derivative
receivables and traditional commercial credit lending exposures
{ioans and unfunded commitments),



Management’s discussion and analysis

The following table presents the Firm’s notional amounts of credit
derivatives protection purchased and sokd as of December 31, 2009
and 2008, distinguishing between dealericliént activity and credit
gortiolio activity,

puicisesd @B} g Tots]

{ntilions} puichased(@l  cold

2008 53,957 $2.947 5 49 37 E559
2008 54197 $aW 3 97 $1 33

{a) inciuded $3.0 trillion and 4.0 tition.at Decerber 31, 2009 dnd 2008,
respectively, of notional exposwre withip protection purchased where the Finn
has pictection 5ol with denticat underipng reference inswraments, For a fur-
ther discussion on crecit derivatives, see Note 5 on pages 175183 of this

{b} included $19.7 bitior and $34.9 billior at Decernbey 31, 2009 and 2008,
tespettively, thal epresenied the niticnal amount foc srectured portnlio.
protection; the Firn retains the first ek of Toss on this portiafio,

Dealer/client business

Within thie dealerclient business, the Firt saively manages credit
derivatives by buying and seffing credit protection, predominantiy.on
corporate debt obligations, according to dient demand for creditrisk

protection:on the underlying reference Instruments. Protection may be:

bought of seid by the Firm on single reference debt instruments
{“single-name" credit derivatives), postiolios of referenced instru-
ments {"portfolia” credit derivatives) or quoted indices {“indexed”
credit derivatives), The risk positions are largely matched asthe Firm's
SXpOSHFE 1o a given refarencs entity under 3 contract 1o sell protec
tion 1o a counterparty may be offset pactially; orentirely, with a
contract o purchase protection from another coumerpany on the
same undedying instrument. Any residual defadit exposure and
spread risk is sctively maraged by the Firm's various ading desks.

At Decernber 31, 2008, the totalnotional amountof protection
purchased and sold decreased by $2.4 trilfion from year-end 2008.
The decrease was primarily dueto the impact of industey efforts to
reduce offserting trade activity.

Credit portfolio activities

Management of the Firm’s wholesale exposure is accomplished
through a number of means including loan syndication apd pattici-
pations, loan sales, securitizations, credit dedvatives, use of master
netting agreements, and colfateral and other risk-reduction tech-
niques. The Firm alse manages its wholesale cradit exposure by
purchasing protection through single-name and portiolio credit
derivatives to manage the credit risk associated with loars, lend-
ing-relazed commitments and derivative receivables, Gains orlosses
an the credit derivatives are expected w-offsetthe unreslized
fncrease or decrease i credit risk onthe loans, lending-related
commitments or derivative receivables. This activity does nof reduce

"2

thivteported level-of assets on the balance sheet of the level of
reported off-hatance sheet commitments; although it does provide
the Fiem with credit risk protection. The Firm slor diversifies its
exposures by selling credit protection, which increases exposure to
industries or clients where the Firm has little of no client-related
exposure; however, this activity is not material to the Firm's overall
cradit exposure.

Usé of single-name and portfolio credit desivatives

Notional amount
of profection
puschased and sold
Decomber 31, ‘
{in millions} 2009 2008
Credit derivatives used to manage:
Loans and fending related commitments § 36,873 §81,227
Derivative ceceivables 11,958 10,861
Yot protection purchasedié) $ 43,833 §92.088
Total protection sold 455 §37

Credit derivatives hedges notional 5 48,376 $91.451
{a¥irciuded $19.7 biton and $34 9-bicn at December 31, 2009 and 2008,
respectively, that represented the cotiorat amount fr sinktured portioto
protection; the Fire retairs the firstrisk of loss on This portfolio.
The credit désivatives used by JPMorgan Chase for credit portiolio
managementactivities do not qualify for hedge accounting under
U.S. GAAP: these darivatives are reported at fair value, with gains
and K56 récognized in:principal transactions revenue. In contrast,
the foans and lending-related commitments being risk-managed are
accounted for-on an acorual basis. This asymmety in accounting
wreatment, between loans and lending-related commitments and
the redit derivatives used Iy Gadit portiolio management activities,
¢auses samnings volatlity that is.not representative, in the Fitm's
view, of the true changes in value of the Firm's overall gredit expo-
sure; The NITM refated to the Fitin's credit derivatives used for
managing credit exposure, as well 2 the MTM related tothe (VA
{which reflects the credit quality of derivatives counterparty expo-
siire) are Inclided in the gaing and losses reglized on credit deriva-
tives disclused in the table balow. These resufts can vary from
period to period due to market conditions that affect spedific posi-
tionts o the portlolio.

Year ended Decerber 31,

fin millions) 2009 2008 2007
Hetlges of lendingrelared commitmentsi@l$ (3,258  $2216  $350
CVA and hedges of CyAlE 1920 (2359) 363}
Net gains/{losses)t $(5,338) § (43§ {13)

{3) Thiesa hedges do riot quaily for hedge atcounting undee 4.5, GAAP,

{b) Excltides losses of §2.7 bifkon 3nd gains of §530 milon and 3373 milion for
the years eced December 31, 2008, 2008 and 2047, respecively, of other
principal wansactions Tevenue thatare not associated with hedging actmities.
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Lending-related commitments

1PMorgan Chase uses lendingarelated finandal instruments, such as
commitments and guarantees, to mest the finandng needs of its
customers. The contractual amount of these finandal instruments
represents the maximum possibile credit sisk should the counterpar-
tigs draw down on these commitments of the Firm fulfills its.obliga-
tign under these guararess, and the counterparties subsequently
fail 1o perform sccording to the terms of these contracts:

‘Wholesale lending-relatad comemitments were $347.2 biflion at
December 31, 2009, compared with $379.9 billion 2t December
31, 2008, reflecting lower customer demand. in the-Firm's view,
the total contractual amount of these wholesale tending-refated
commitments is 0ot representative of the Firm's 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 a “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.
enice, to become drawn upan in an event of 2 default by an obligor.
The loan-eguivalent amounts of the Fitm’s lending-related com-
mitments were $179.8 billion and $204.3 billion a5 of Decermber
31, 2009 and 2008, respectively.

Top 10 emerging markets country exposure

Emerging markets country exposure

The Firm has 3 comprehensive internal process for measuring and
managing exposures to emerging markets countries. There isno
common definition of emerging markets, but the Firm generally
inchudes in its definition those countries whose sovereign debt
ratings are equivalent to "A+” or lower. Exposures ta a country
include afl credit-refated lending, trading and investment activities,
whether tross-border of locally funded. In addition to monitoring
country exposures, the Firm uses stress tests to measure and man-
age the risk of extreme foss assocated with sovereign crises,

The table below presents the Firm's exposure, by country, to the
top ten emerging markets, The selecdon of countries is based solely

" on the Firm's largest total exposures by country and not:the Firm's

view of any actual or potentially-adwerse credit conditions. Exposure
is reported based on the country where the assets of the obligor,
counterparty o guarantor are located. Exposure amounts are -
adjusted for collateral and for credit enhancements {e.g., guaran-
tees and letters of credit) provided by thied panties; outstandings
suppiorted by 3 guarantor ocated outside the country or backed by
coliatetal held outside the country are assigned o the country of
the enhancament provider, In addition, the effect of aredit deriva-
Yive hedges and other short credit of equity rading positions are
rellected in the table helow. Total exposure includes exposure 1o
both government and private-sector entities in 3 country.

At December 31, 2008 Coss-bosder Total
G bifions) Lentingt2) Tradingfbl Ciharld Totzl toeafld) exposute
South Xoyea $27 $ L7 $13 $57 $33 $9.0
india 15 27 1.1 53 0.3 586
Beadl 1.8 {8.5) 18 2.3 22 45
China 1.8 0.4 o8 30 — 30
Taiwan 8.1 0.8 0.3 1.2 1.8 "38
Horg Kong 13 0.2 1.3 6 LSS 28
Mexico 12 0.8 0.4 2.4 — 24
Chile 0.8 0.8 .5 18 e 1.9
ttalaysia 8.1 1.3 0.3 1.7 0.2 1.9
South Africa 0.4 8.8 0.5 1.7 - 1.7
At Dacember 31, 2008 __ Cross-border Total
{in iltions) Lending Tradingt Otherdd Toul Local® exposure
SeuthyKored 528 316 $ 83 554 $2.3 §77
ndia 2.2 28 03 58 06 65
Ching i8 18 83 33 a8 45
Brasd 18 — as 23 13 is
Taiman 01 02 03 623 5 3.4
Hong Kang 13 0.3 1.2 23 e 28
United ArabEmitates 1.8 a7 — 25 — 5
Hexico 18 : a3 83 25 o 25
South akica ] 0.5 84 18 e 18
Autsia 1.3 8.2 43 1.8 —— 1.8
{a}  tendinginchudis bans sed stovet imevest secelvable, interest-bearing depusits with Davks, atcemances, Sthix monetary 35sets, Issued letters of cradit net of partidpetions. and
e ommtents 1w extend et
B} Tradiog icudes: {1) Issuer mxpesire on dass-bonder dobit arvd equity i t5, heid boty in trading sod & $ and sdjusted for the impadtot insuer hedges, duding
wedi detivatives; and {3) derrrative snd foraigr ¢ aswel a5 secwities Bnancng wades fresale agreements aod secwrities borowed).
G O ity fotal axpi funded poer, indudng it in docal entites.
i {ocl expomre s defined a 10§ countty derominated in focal tiarprcy and hooked cally. Any sxposure pot meeting these oitens 5 defined as coss border exposuse.
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Management’s discussion and analysis

CONSUMER CREDIT PORTFOLIO

PMorgan Chase's consumer portfolio consists primarily of residential

mortgages, home equity loans, cedit cards, auto loans, student
loans and business banking loans, with 5 primary focus on senving
the prima consumr cradit market. The pontfolip also inchudes bonw
equity-Joans.and lines of tredit secured by junior fiens, morigage
loans with interest-only paymens options to predaniinantly prime
borrowers, as well as certain payment-option leans acquired fram
Washington Mutual that may resilt in negative amortization.

A substantial portion of the constimer oans acquirediin the Wash-
ington Mutual ransscrion were identified as credit-impaited based
on an analysis.of high-risk characterlsties, including product ype,
lpan-to-value ratios, FICO scores and delinquency status. These
purchased credit-impaired loans:are accounted for on a pootbasis;
and the pools are considered to be performing. Atithe time of the
acquisition, these loans were recorded at fair value, including sn
sxtimate of losses that were expected 10 be incurred over the esti-
miated remaining fives of the loan pools, Theretore; no allowance for
foan losses was recorded for these doans as 6f the tranisaction date,
In 2009 management canckided that it was protabile that higher
expected futire credit losses for cartain pools of the purchased
creditimpaired porticlio would resultin 3 decrease in expected
futgre cash flows for these pools. As a result, an alfowance for loan
lossesof $1.6 billion was established,

The cedit performance of the consumer portiolio across the entire
product spactrum continges to-be negatively atfected by thasco-
nomic environment. Higher unemplayment and weaker overall
ecoabmic conditions have lad Yo g significant increase in the number
of loans charged off, while continued weak housing sricos have
driven a significant incresse in the severity of lossrecognized on real
estate foans that default. Definguencies and nonperforming loans
continued toinrease in 2009, The ingreases in these credit quality
merrics were due, in pan, to fareclosure moratoriun progranms,
which ended in gary 2009, These moratotiums halted stages of the
foreclosure process while the LS. Treasury developed its homeowner

sssistance program (e, MHA} and the Firm enhanged TS forecle-
sure-prevention.programs. Due 10 a high volume of foredosures after
the moratoriums, processing tmelines for foreclostres were elon-
gated by sporodimately 100 days. Losses related 16 these loans
continued 1 be recognized in accordance with the Firmy's normal
thargesoff practices, but some delinquent loans that would have
othenwise been foreclosed uporn remain in the mortgage and home
equity foan portfolios. Additional deterforation in the overall eco-
nomic environment, induding continued deterioration in the labor
andd residential real estate markets, could cause delinguendies and
fosses toinaease beyond the Firm's current expectations,

Since mid-2007, the Firm has taken attions to reduce risk exposure

{0 consumer Joans by tightening both underwriting and foan qualifi-

cation standards for both real estate and non-real estate lending
products, For residential real estatefending, tighter Income verifica:
tior, more conselvative coflateral valsation, reduced loan-towalue
maxitrus, ahd higher FICO-and custom tisk score requirements are
just'somi of the actions taken 10 dat to mitigate risk related to new
osiginations. The Firm believes that these actions have betier aligned
Joan: pricing with the underlying credit risk-of the joans. In addiion,
‘originations of subprime mortgage loans, stated incorme and broker-
originated mortgage-and home equily loans:have been eliminated
entirely 1o further reduce originations with high-risk dharacteristics.
The Fiet has never originated optich adjustable-rate mongages. The
tightening of undenriting criterts for auto Joans has resulted in the
nduction of both axtended-tarm and high loan-to-value financing.

As a further action o reduce risk assodiated with lending-related
commitments, the Fitny has reduced or canceled certain lines of
credit 2. permitted by faw. For example, the Firm may reduce o
close home equity fines of credit when there are significant decreases
i the vale of the underying propeny or when there has been 3
demonstrable dedine is the credinworibiness of the boscower. Sifi-
larly, certain inactive credit card lines have been closed and a num-
ber of active credit card fines have een reduced.
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‘The following teble presents managed consumer credit-velated information finduding RES, CS and residential real estate Ioans reported in the
Corporate/Privare Equity segment) for the dates indicated, For further infortation about the Firen's nonaccrual and charge-off accotinting policies,
see Note 13 on pages 200204 of this Annual Report.

Consumer porifolio
} 90 days of moee
As of o for the year ended Nonperforming past due-and Average ansual
Dacamber 31, —Cedtexpowge oo™ silacning®  Netchageofls  Reb
{in millions, except ratios) 1009 2008 2009 2608 2009 208 2608 2008 2009 2008
Consumer loans ~ excluding
purchased credit-impaired
loans and lnans held-for-sale .
Home equity — senior Tlenda) $ 27376% 29791 0% A7r 0§ 291 0§ ~ § - § 234 % 86 0.80%  03I3%
Home eqiity ~ junior liestt) 74043 84582 1,188 1,303 o - 4,448  230% 552 342
Prime mortgage 66892 72,266 4,355 1,895 _— — 1,394 536 274 1.02
Subpritme mortgage 12,526 15330 3,248 2590 —_— s 1,648 933 11.36 §10
QOption ARMS 8536 9018 3 1] - s 63 i o7 —
Auto foansld 45031 42803 11 148 — — 627 568 144 120
C:ed%tcard-:emmdfﬁ'ﬁe) 78,786 104745 3 4 3481 2548 9,634 4,556 11.07 5.47
Al other loans 31,700 33715 900 40 342 463 1,285 453 388 1.58
Total consumer loany 3458% 332073 10660 6571 4023 3112 19833 2 9433 5.45 256
Consumer joans - purchased
credit-impaired( .
Horne eauity 26,520 283555 KA NA NA NA NA NA NA NA
Priime moTigage 19,693 21,855 NA NA NA RA NA NA NA NA
Subpiime mortgage 5993 6760 NA NA NA RA NA A NA NA
Ogtion ARMS 23,039 31843 NA HA NA HA NA A NA: NA
Totak consumer joans ~pur-
chased ¢redit-impajred 81,245 83313 NA A NA NA NA NA NA NA
Total consumer loans —
reta?_md 42?.!%} 430,826 10,660 5571 4,023 3,142 13,,533 £,433 4.41 222
Loans helc-fersale- 2,142 2028 P st — - B B e ——
Total consurner foans ~ .
_teported 429,283 482854 10660 6571 4023 3Nz 19833 943 441 ¥}
Creditcard ~ secusitized(0! 84,626 85571 — ~ 2385 1802 6443 362 7.55 453
Total consumer foans—
managed 5135909 558425 10,660 8,571 6,408 4314 26,276 13045 4.9 306
Total consumer loans'~
managed -~ excluding
purchased credit-impaired
foans? 432,664 4795612 10,660 6571 6.408 49%4 26276 13,045 585 322
Consumer lendingrelated
commitments: o
Home equity ~ serior llenfallh) 19,246 27,998
Horme equity - inior entbitn 37,231 61745
Prime mongage 1,654 5079
Subprime mortgage - —
Option AfMs - —
Autg loans 5487 4726
Credit cardl®) 569,113 523,702
All other logns 11,228 12,257
Totaliending-related : )
commitments $43,940 741,507
Total consumer credit
portfolic $1,157.849%1,303.332 )
Mermo: Credis card -~ managed $ 163412% 198317 % 3 3 4 553866 $ 4451 $18077 5 R 9.33% 501%

(4} Represents joans where JPMuorgan Chase hokds the Sist secunty interest on the property.

{5} Rapresents foans where Phiurgan Chase hulds 3 secusity wterest that is subordinate in rank 1o other tierns.

{Q Exchurey eperating lesseratated assets of $2.9 Hifon and $2.2 blion for Docermber 31, 2009 and 2008, respectively.

(¢} includes $1.0 billon of loars at Dexember 31, 2009, held by the Washington Metusi Magter Frust, which were consalidated oo the Fiaw's Consgiidated Salance Sheetsat
fair vahee dueing the second quarel of 2009,

(€} Includes bitied hratre charges and fes et of an slowsnce for uncollectibie smounss

{f} Charge-offs are not recorded on purchased Gedit-impaired loans untit acual losses exgeed estimated losses hat ware rocorded as purchase accounting adiusiments at the
ime of acqstion, To date, no charge-oifs have been recorded for these foas. If drarge-offs were reparted comparable 1 the non-cedit inpaired portiolln, et date
principat chargueolfs would have een $16.7 bdkion,

{6} Reprasents securitizad Cradit card receivables, For a hutther discussion of tedit cand securifizations, see TS on pages 72-74 of this Anvudi Report.
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{h} The credit card angd home equity lending related comrmitments represent the total availabl lines of wredit Toe these proGucty. The Fitm has riot experienced, and doesnet
anticipate, that o avaitabto lines of aedit woudd be utilized a1 the same time. For credit <ardl rommitments #nd home eqtity commitments (i cartain conditions ace met),
the Fier can resdice o cancel these fines of cradit by providing the borrawer prior notics or, 3 Some <ases, Without satice as peimitted by Jaw,

i} At Decembag 31, 2009 ahd 2008, nonperforming icans exciuded: {1) mongage loans risured by US. government agencies of $9:0 bilfion and $3.0 billion, rexpectively: end
{2} student Joans that are 9 days past due and sSll accrung, which are insured by 8.5, guvernipent sgncies urder the Federal Famity Education Loan Program, of $542
witlion and $437 miltion, vespectively. These amountsare excuded; 2 réimbursement is proceeding normalfy. in addition, the Firm’s policy i3 generally 1o exempt treskt card
feans from being placed on nonacuat status as permitted by régulatory gudance. Under giidance issued by the Federal finantial institusions Examination Coundd, cedt
a8 loans are charged off by the end of the'manth i whic the actount becomes 180 days past due or within 60 days from receiving nanfication sbout 3 specified event
{2.9.. bankruptcy of the borrower), whichever is earfies,

{3 Exchutdes purchased cradi-impaired foand that were scquirad as part of the Washinglon Mutual ransaction, which ace accouniod Tor on 2 pool bagis. Since each podlis
accounted B a5 2 single asset with 3 single composite interest rabe and an dgregate sxpeciaion of cash flows, the past due stalis of fhe pooks, o that of individual laans
wiitfvine the pools, isnotineaninghl, Becauss e Firm i raconnizing interest intome ta gach podl of bons, Bey are ol considered 1o e perdtiming.

Ky Average consumer ioans hefd-for-sale and foans 2t fair value were $2.2 Diflion and 32.8 billion for the years ended Detember 31, 2009 2nd 2008, respectively. These
amounts were sxduded when calulating the ret charge-sifrates,

The following table presents consumer nonperforming assets by business segment as of December 31, 2008 and 2008,
Consumer nonperforming assets

Assats arquized Assets acquired
. in loan satisfactions in foan satisfactions
As of December 31, ﬁmperfemmg feal astate Honperfcming Mw;er{cmmg Real estaie Honperforming
{in rillions) loans gweed Other assers gwred Otbser §sets
Retait Financisi Services®  $10,611 $L158 5 89 S1LBe4 3 s,s‘?as 5 2188 % 10 $ 8841
Card Servicestd) 3 - - 3 4 - - 4
CorporaterPrivate Eqaity % 2 - 48 18 ! - 2
Total $10,660 $ 1,156 $ 494 311915 £ 6571 § 1ika $ 16 § B.885

{3} AtDecember. 31, mmmmmmmmmmmmmsmws governiment agences of §9.0 biffon and $34 bilior, respec-
Thvely, (2 reat estare owned insured by US. of 3579 million and $364 million, respectively: and (3} student loans that are 90 days past e and st ac-
:.«ang,wmasemwvsmmsmmmwfmmmmmw@mm $437 neifiun, respectively. Thase amounts are
exciuded, as reimburserert is pioceeding noanady. b adddion, mimmﬁr.yssgmmimumwmmmmmmeeémmaimasmm
by requlatory guidance, Under guidancs Bsted by the Federal Finandial Sstitutions Examvpation Cournd, credit card loans are charged off by this end of the morithiin whith
the acecunt ecomes 180 days past due dr within 60 days from reciving fiotfication about a specified event [e.g., bankrupacy of the barmawer), whithever is aarlier,

The following discussion relates to-the spedfic loan product and
{ending-relatad categories within the consumér portfolio. Purdiased
credit-impaired loans are exduded fom individual loan product
discussions and addresséd separately below. -

Home equity: Home equity loans at December 31, 2003 were
$101.4 biflion, 4 decrease of $12.9 bilfion from yeat-end 2008, The
decrease primariiy reflected lower loan originations, coupled with
loan paydowns and charge-offs, The 2009 provision for aredit
losses for the home equity portfolio included net increases of $2.1
bilfion 1o the aliowance for loan losses, reflecting the Impactof the
weak hoysing prices and higher unemployment. Senior fien nonger-
forming loans increased from the prior year due to the weak aco-
nomic envirgnment, while junior ien nonperforming loans were
relatively unchanged. Net charge-Gffs have increased from the prior
year due o higher frequency and severity of losses.

Mortgage: Morgage losns at December 31, 2008, whith indude
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-and 2008, Thedecrease i due
10 ower prime mortgage loans retained in the portfolio and higher
loan charge-offs, as well a5 the nun-off of the subprime and option
ARM perdolics. Net charge-offs have increased from the prior year
across all segments of the martpage portfolic due to both higher
frequency and'a significant increase in the severity of losses.

Prime mongages of $67.3 billion decreased $5.2 bilfion fom
December 31, 2008. The 2009 provision for credit Josses induded a
net increase of $1.0 biffion 1o the allowance for loan losses reflect
ing thee impact of the weak economic environment, Eafly-stage
delinquendies improved in the latter part of the year, while late-
stage delinquendes have increased as 3 result of prior foredlosure
fnoratoriums and ongeing trial modification activity, driving an
increase in fonpetforring loans.

Subprime mortgages of $12.5 billion decreased $2.8 billion
$from December 3%, 2008, a5 a-result of paydowns, discontinua-
tion of new originations and charge-offs on definguent loans.
The 2009 provision for credit losses included a net increase of
$625 million to the atlowance for foan losses, reflecting the
impact of high loss severities driven by dedining home prices.
Option ARMs of $8.5 biflion represent less than 5% ¢f non-
purchased credit-impaired real estate loans and were $482 milkion
Ipwnr than Becember 31, 2008, dué w rin-off of the portolio. This
portfolio is primarily comprised of loans with low lean-to-valie
ratios and high borrower FICOs. Accordingly, the Firm currently
expects substantiafly lower losses on this portiolio when compared
with the purchased credit-impaired ootion ARM portfolio. The
curmulative amount of unpaid interest added 1o the unpaid principat
balance due w negative amonization of option ARMs was 578
milion at December 31, 2009. New oiiginations of option ARMs
were discontinued by Washington Mutual prior to the date of
$PMorgan Chase’s acquisition of Washington Mutual The Firm has
not origirated, and does ot orginate, opticn ARMs.

IPMergan Chase & Co.2003 Annuai Repot



Auto loans: Asof December 31, 2009, aute loans were $46.0
billion, an increase of $3.4 billion fom year-end 2008, panially
as.a result of new criginations in connection with the U5, gow-
ernment’s cash for dunkers” program:in the third quarter.
Delinquent foans were sighily lower than the prioe year, Loss
severities also decreased as aresult of higher used-car prices
nationwide: The aute loan portfollo reflects 4 High concentration
of prime quality credits.

Credit card: PMorgan Chase analyzes its credit c3rd poriolio
on amanaged basks, which indludes credit card receivables on the
Consolidated Balance Sheets.and those receivables sold to inves-
1ors through securitizations. Managed cradit card receivables
were $163.4 billion 2t December 31, 2009, a decreasaof §26.9
bittion from year-end 2008, reflecting lower charge volume-and 2
higher level of charge-offs.

The 30-day managed définquency rate increased 10 6.28% at
December 31, 2009, kom 4.97% at Decernber 31, 2008, anid the
managed credit card net charge-off rate increased 1o 9.33%n
2008, from: 5.01% in 2008, These increases reflect the current
weak economic environment, espedially in metropolitan statistical
areas {"MSAS”) experiencing the greatest housing price deprecia-
tion and highest uneraployment and to the credit performante of
loans acquired in the Washington Mutual transaction. The allow-
ance for ioan josses was increased by $2.0 billion for 2009,
reflecting a provision for foan losses of $2.4 billior, partially offset
by the reclassification of $298 million related to-andssuarice and
retantion of securitios frém the Chase Isuance Trust. The man-
aged credit card portfolio continues to refiect 3 well-seasoned,
largely rewards-based portfofio 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
rranaged 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, exdluding the Washington Mutual portfelio
increased to 8.45% in 2009:from 4.92% in 2008.

tanaged credit card receivables of the Washington Mutual
portfolio were $19.7 billion at December 31, 2009, comparad
with $28.3 billion at December 31, 2008, Excluding the impac of
the purchase accounting adjustments refated to the Washingion
Mutual mansaction and the tonsolidation of the Washington

JP¥eegan Chase 8 Co.02009 Anpual Report

Mutual Master Trust, the Washington Mutual portfoli’s 30-day
tmanaged delinguency 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: A ather loans primarily include business banking
laans {which are highly collateralized leans, often with persanal
lsan guarantees), student loans; and other secured and urise-
cured consumer Joans. As of Decembier 31, 2009, other loans,
inclading foans held-for-sale, were $33.6 billion, down $2.0
billion from year-end 2008, primarily as a result of lower business
banking Toans. The 2009 provision for credit losses reflected a net
ircrease of $580 million to the allowance for loan fosses-and an
increase in net charge-offs of $826 million selated 1o the business
banking and student loan portfolios, reflecting the impact of the
weak gconiamic environment.

Purchased credit-impaired; Purchased gredit-impaired joans
were'$81.2 billion at December 31, 2009, compared with $88.8
bilfion at December 31, 2008. This porticlio represents loans
acquired in the Washington Mutual transaction that were re-
corded.at fair value.at the time of acquisition, The fair value of
thesa loans inclided an estimate of credit losses.expected 1o be
reafized over the remaining lives of the Joans, and therefore no
alfowance for loan losses was récorded for these fpans as of the
acquisition date,

The Firm reguiarly updates the amaunt of expected foan prindpal
and interest cash flows to be collected Tor these foans. Probable
decreases in expected loan principal cash flows trigger the recog-
nition of impairment through the provision for foan losses: Prob-
sble-and sigrificant increases in expected loan prindpal cash
Hows would first restlt in the reversal of any alfowance for foan
fasses. Any temaining increase in the ‘expected principal cash
flows would be recognized prospectively in Interest income over
the remaining livas of the underlying loans.

During 2009, managemen: concluded that it was probable that
higher éxpected principat credit losses for the purchased aredit-
impaired prime mortgage and option ARM pools would resultin a
decrease in expected cash flows for these pools. As @ result, an
sllowance for loan fosses of $1,1 billion and $491 million, respec-
tively, was established for these pocls. The credit performance of
the cther pools has generally heen consistent with the estimate of
losses at the acquisition date. Accordingly, no impairment for
these other pools has been recognized.
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Management’s 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 Firm's

consurmar loans, other than purchased cedit-impaired lodns, induding:

» Geographic distibution of loans, including certain residential real estate loans with high loan-to-value ratios; and
» Loansthat are 30+ days past due.

The foflowing tables present the geographic distribution of mﬁaged consumer ¢redit 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

. Tout ot
December 1Y, Hame Home Totat consumet consmer
2003 equity-  equity-  Prme  Subpime  Option  romelows Cad  Algsher  loans- Card Toatis-
G bitdons) weniorfien javorfen  mongsge morigage  ARMs  porddedie AU  repored  oans idported  securdfized  managed
Catifornia $ 36 $169 $ 19Y $ 7 $38 5 451 $44 SN0 $ 18 s 623 S 1H4e § 137
New York 34 124 9.2 5 09 274 38 64 4.2 4.4 6.7 489
Texas 4.2 2.3 25 94 6.2 100 43 55 38 3.7 §35 30.2
Flotida 12 4.1 80 1.9 0.7 139 18 5.2 0.4 1.3 4.8 26,6
Hinaly 1.8 438 34 4.6 04 110 4 3.3 24 18.7 43 4.6
Ohig .3 1.9 03 03 — 53 3.2 31 28 145 34 179,
New jerey 6.8 33 23 5 o3 18 13 30 0.2 35 38 1743
Michigan 1.3 1.9 14 03 — 43 i1 2.4 25 1.9 29 14.8
Atona 1.6 is 1.6 03 8] 72 15 1.7 16 120 .1 14.1
Peragybvania 0.2 1.2 8.7 0.4 0.1 2.6 20 23 08 82 32 114
Washington (X ] 24 1.9 a3 04 59 06 15 2.4 8.4 1.5 9.9
Loivrado 6.4 4.7 1.8 2.2 0.2 43 1.0 18 o3 17 24 88
All ather 5.7 166 16.8 49 14 44.3 17.1 310 10.6 103.0 31.5 134.5
Total $224 $740 0§ 673 S 125 § 85 0§ 1897 $460 3788 § 338 $ 348.1 $845 35 4327
Tovat ot Totad
Home Home home consmes consumer
Decomber 3%, 2008 equity~  equity-  Prme  Subprse  Option ioan Card Ajother  joans— Card ipans —
{in bilficas} senjorfen wmiorien mongage momcage  ARMs  pertfoln Auo  repored  foars coored  seewitred  mansded
Calfoenia $ 3% § 183 § 28 % 22 % 38 § 520 § 47 § uB § 22 $ 735 % 125§ 8¢
Newe York 13 118 10.4 1.7 4.9 B3 37 33 a1 454 66 515
Texas 58 kN 7 04 8.2 114 k¥4 X 4.} p: ¥ 8 328
Flonda 33 38 g 23 0.9 155 15 68 49 w3 52 ok
Hinais 19 53 33 27 0.3 13 2.2 53 25 5 &5 Fi X
Chin 26 2.0 a7 04 - 57 33 4.1 33 164 34 19.8
New Jersey 63 4.2 5 o8 63 86 16 42 09 153 36 189
Michigan 14 22 .3 o4 - 53 15 34 2.8 138 28 5.8
Arizona 1 ¥4 42 18 0.4 0.2 81 1€ 23 19 133 1.8 5.7
Pennsylvania 0.2 14 a7 (133 &1 23 12 39 a7 a2 32 24
Washington 18 28 z3 03 25 §8 26 0 04 49 18 115
Colorado 05 & 1% 23 0.3 49 43 pA | 2.9 83 21 108
Al other 8.2 0.1 16.3 43 15 439 155 4.3 185 1153 32.1 147.2
Total $ 298 § 845 § 125 % 53 1 30 I XLUATRE LR $ 35.6 33940 $ 856 § 4798
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mMm porhisel dedinpaled e Scqired in the Visshingion Mol Yanalon

Top 5 States Consumer Loans - Managed

Top 5 States Consumer Loans - Managed ¥

. {at December 31,:2009) {at December 31, 2008)
170% 17.9%
Alf wther A gther
53:1% New Yok 52.7% Mow York.
1% 11.0%
(] Texss
10% 6a%
51% s 2%

57%:

54%

such derived reai esta%eva&eséo nbt represent actual apptaised ican-im—i collateral va!ues, the reszzimg ratigsare :setessar:!y unpvecise arud
shoutd therefore be viewsd as estimates:

Geographic distribution of residentlal real estate loans with current aﬁmawx’if combiried LTVs > 100%2)

December 31, 2009 Home squity~ Pr Subprime %ol
fi-billions, excesreatios) mmﬁ mgar;éﬂiﬂ) morigageld Total totet loansie)
Calttornia: 3 24 5 1Y 5188 50%
Sew Yark i3 13 03 18 17
Arizony 43 13 0.2 4.1 75
Florida 238 33 13 848 67
Michigu 13 09 9.2 24 67
All other 81 61 13 160 p7)
Tmi comb%ned T 5100% 5 B85 §$ 27 T 5532 35%
Asapemenmgwimﬁ Toans 35% 34% 3% 35%

E 7 79

k) 83 101
December 31, zmsiﬁ Prime. Subiprime _ % of
iny ilfions, ‘except atios) mongaoeld  monnageld Tosl otal foansfe}
Calomiz § 78 3 13 §178 40%
New York a6 03 27 1
Eeizong 03 42 44 85
Fierida 8 L5 13 55
Michigan b a5 63 22 58
Altother . 15 33 & 124 8
Total combined &PJ M@o% § 48 $ 162 3 52 % 487 2%
A5 2 porcentaoe of okl Bans 9% 2% 34% %
Tatal porsiolio svetage combined LIV 3t priginaten 15 72 %
Tots! porticlio average cuent estimated combiret LTV - g 83 e
5} Home equity-hemior lien, rimé morigage and subprime mmmmﬁtmwmmwﬁgemmnaﬁ%wmwdmm‘mﬁ%wm

ity migane

$17.9 bilfon, $17.6 bilien and ?33%%:&?&%&& at Decembies 31, 2009,

{5} “The sverage current estinated combised LIV watio efiects the mn&xg Batance ot the balance sheez dare, didded by the slimated eurrent propersy valoe Curemt
property vakes g estimated Sased of home valuation models uizing ized home price index vaitation estimaiss,

i Represents comtingd foar-to-value. which considers off avedable tep aas‘kms felated 10 tha priberty,

{4¥ Includes mongage loans insured by the LS gwemms mgrmo% $5.3 Bion and $1.8 bilion &t Dscarnber 31, 3500 and 3003, respactively.

(e} Represents total foans.of the product types ioted i this table by geogtashic focation,

 Deoember 2008 estimated coliaters! vmbﬁﬁmwwashmmm@ﬂ have been chenged 1 cerfiin to vilues derhed from the home prics index used
fur the Phorgan Chase portiolie: Hunse price indices generally have (@Werent valuativn methods and sssimprions and theritre can yiell 9 withd range of estimates.
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Management’s discussion and analysis

The consumer credit portfolio is geographically diverse. The
greatest concentration of fnans is in Califomia, which represents
18% of total en-balance sheet cansumer ladas and 24% of total
residential real estate loans at Decembrer 2003, compared 1o
19% and 25%, respectively, at December 2008, Of the total on-
balance sheet consimet loan portfolio, $149.4 billion, or 43%,
are concentrated in Californis, New York, Arizona, Florida and
Michigan at December 2009 compared o $171.1 bilfion, or 43%,
at December 2008, :

quericy ate for loans in which the borrower has equity in the
collateral, While a farge portion of the teans 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 curenitly uncertain, Nonperforming loansin
the residential real estate portiolio totaled $9.6 billion, of which
4% was greater than 150 days past dus at December 31, 2009.
Of the nanperforming loans that were greater than 150 days past
due 3t December 31, 2003, approximately 36% of the unpaid

Dedlining home prices have had 3 significant impact on the esti- prindipal balance of these loans hs been charged-dowin to

mated collateral valus underlying the Firm's residential reat estate estimated collateral value.
ioan pordfolio. n general, the definquency rate for loans with high
current estimated combined LTV atios is greater than the delin-
Consumer 30+ day definquenicy information
30+ day delinquent loans 30+ day delinquency sate
December 31, i millions. except ratios) 2008 2008 2003 2008
Consumer foans - excluding purchased treditimpaired foansd
Home equity - senior lien $ 833 s 583 3.04% 1.36%
Home equity - jurior lien 2,515 2,563 340 303
Prime mongage 5,532} 3,180 8.2118 4399
Subprime mongece 4,232 3,760 nn 2453
Ogption ARMS 438 €8 513 {11
Autoloans . 150 363 153 1%
sedit card ~ reported 6,093 5853 1.3 540
All other lgans 1,306 7081d 2.91 199
Total consumer loans - excluding purchased gedit-inpawed
loans - reported _ $ 21699 s 17,480 6.23% 444%
Creda tard ~ seauritized 4,114 3811 493 445
Total consumer foans —~excluding purchased tredit-impaired
ioans - managed § 25,873 § 21291 5.98% 4.44%
Memo: Credit card ~ managed ¢ 10,367 § 5464 §.28% 437%

{2) The delinguenty rate for purchased creditimpaired ioans, whith is based o the unpaid principal balance, was 27.75% aed 17.83% at Decomber 31, 2008 and 2008,
respectively, :

1) Excludes 30+ day delinuent morgage foans that are insured by US. government agencies of $9.7 bilfion and §3.5 biflion 2t December 31, 2009 and 2008, respec-
tively: These amounts are excluded, as reimburserment is proceeding normally.

1) Exciudes 30+ day definquent foans that are 30 days or more past due and stll scosuing, which are insured by US. government agencies. under the Faderal Family
£ducation Loan Program, of $942 mition and $824 million at Decernbér 31, 2009 and 2008, tespectively, These amounts are exciitlied as reumbursement is praceeding

Ad) ‘mm for the calculation of the 30+ day delinquecy sate includes: (1) sosiderial reat estate Inans reported in the Corporare/Private Equity segment; and {2
nggzsgaqe foans i;.swed bydlS, government agencies. The 30+ day definquency rate excluding these loan balarces was 11.24% and 5.14% at December 31, 2009 and

Consurmer 30+ day delinquencies have increased o 6.23% of the consumer loan partfolio at Decermber 31, 2009, in comparison to 4.44% at
December 31, 2008; driven predorinately by an ncregse in residential real estate delinquencies which increased $3.4 billion, Late stage
delinguencies {150+ days definquent) increased significantly reflecting the impacts of trial loan modifications and foreclosire moratorium
backlogs. Losses related 1 these loans continug ta be recogaized in sccerdante with the Firm's normal charge-off practices; as such, these
toans are reflected at their estimated coflateral value, Early stage delinquencies (30 - 89 days delinquent} in the residential real estate portfo-
fios have femained refatively flat year aver year.
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Concentrations of cradit risk ~ purchased credit-impaired loans

The Sollowing table presents the curtent estimated combined LTV ratio, a5 well as the satio of the carrying value of the undedying loans 1o the
curtent estimated coflateral value, for puschased credit-impaired loans, Because such foans were initially measured at fair vahue, the ratio of the
canying vakue o the current-estimated.colfateral value will be lower than the current estinsated combiried LTV Fatio, which isibased on thé unpaid
principal balance, The estimated collateral values used 16 calculate thesé ratios were derived Trom 2 nationally recogriized Home price index meas-
wred at the MSA level, Because home price indices can have wide variabilty; and such derived real estate values do not represent actual appraised
loansdevel coliateral values, the resulting ratios are niecassarly impredise and should therelore be viewed-as estimates.

Combiined LTV ratios and satics of canrying valies to current estimated collateral values — purchased credit-impaired

fatio of carrping
value to current
December 31, 2069 Current esticated Catrying estimated
{in bilions, except ratics}  Unpaid princpal balance!  combined LTV ratiofol) valughe) cotlateral value
Option ARpastal T $314 ' 128% ' $ 290 98%(0
Home-equity 329 127 265 102
Prime mortgage 220 121 19.7 1020
Subprime mortgage 9.0 122 50 81
HRatio of carrying
. value to curent
December 31, 200819) _ Current estimated Carrying estimated
" fin billions, exceps ratios) Unpaid grincipal balanceld) _combined LTV ratiold) valuele) _gliateratyalue
Option ARMS $ 416 113% $ 318 86%
Home equity : 398 5 ' 286 8
Prime murtgage 5.0 107 2138 9
Subprime mortgage $0.3 112 68 3

{2} Thecumplative smoentof unpaid interest that has been added 1o the unpald rincipat Salance of optiorr ARMs was $1.9 bithion at December 31, 2008, Assuming
prarket interest Fates, the Fum would expecs the foltowing batanite of cisirent isuns to ispefiénce & paymeet fetast: $5.3Bi0on & 2010 &0 S3BBlion n 2011, 0f
which $4:8 billion and $3.7 Bfien selate 10 the purchased creditimpaited pertiaby.

{h) Representsizhe contraciual amount of prindpal owed. , _ v ,

{0 Represents tha aggregate unpaid principal balance of loans divided by the estimated tument praperty vaiue. Cufent pebferty valies are estimatid based sn borse
valuation modes utiizing nationatiy recoghized home pricy index valuation astimates.

{4} Represents current estimated combined inan-orvalue, which considers aft avaable Tiun-positions related 1o the peopeny.

1) Cautying walues iitls the effectof fairuaive adfoments that were anplind 10 the consimer purchased credivimpaiedportiofio o the date:of acquisition.

i} Raviosof canying vaiue 1o carvent astimated collateral valise for the prime mortgage and ption ARM portfolios are vet of the allowance Tor loan fnsses of $1.1 bilflon
and $481 eillion, sespectively, as of December 31, 2005,

{gh December 2008 estimated coiateral values ‘or the heritage Washington Mutuat porfolio have been thanged ta conlormy st values detived Trom home price index used
for the IPMorgan. Chase porfolio. Home price indices generaly have different vakiation methods and assumptions and therefore can yield 2 wide 1ange of esiimates,

Purchased credit-impaired loans it the states of California and
Florida represented 54% and 11%, réspectively, of 1otal pur-
chased creditsimpaired Joans 3t December 31, 2009, compared
with 53% and 11%, 1espectively, at December 31, 2008. The
current estimated combined LTV ratios were 137% and 149% for
Califorria and Florida loans, respeciively, at December 31, 2009,
compared with 121% and 125%, respectively, at December 31,
2008, Loan concentrations in California and Florida, aswell as
the continuing dedline in housing prices in thase states, have
contritinted negatively to both the current estimated combined
LTV ratio.and the ratio of carrying value to curent colfateral value
for loans in the purchased credit-impaired portiofio.

iPMoman Chase & €0./2009 Annual Repont

Vihile the carrying value of the purchiased credit-impaired loans i
marginally below the current collateral value of the loans, the
ultimate performance of this portfolio s highly dependant on the
bortowers' 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 creditimpaired
sortfolio was recorded at fdir value at the time of acquisition
which incdluded an'estimate of losses expected to be incurred over
the estimated remaining fives of the Joan pools. During 2008,
frianagemerit concluded that it was probable that higher than
expected future principal credit losseswould result in 3 decrease
i the expacted future cash flows of the prime and option ARM
pools. As a result an aftowance for joan losses of $1.8 billion was
established.
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Management’s discussion and analysis

Residential real estate foan modification activities:
During 2009, the Firm reviewed its residential real estate portolio
1o identiy homeowners most in need of assistance, opened new
regional counseling centers, hired addiional loan counselors,
introduced new financing altematives, proactively reached out to
borrowers to offer pre-qualified modifications, and commenced a
tiew process to independently review sach loan befare moving it
into the foredosute process. in addition, during the fisst quarter
of 2009, the U.5. Treasury inoduced the MHA progeams, which
are designed 10 assist eligible homeowners in a number of ways,
one of which is by modifving the terms of their mortgages. The
Fiemvis participating in the MHA prograrss while continuing 10
expand its other loss-mitigation efforts for finandially distressed
borrowers who do not qualify for the MHA programs. The MHA
programs and the Firm’s other loss-mitigation programs.for
financially troubled borrowers generally represent vasious conces-
sions such as term extensions, rate reductions and deferral of
principal payments that would have otherwise been required
under the 1ems of the original agreement, When the Firm modi-

fies home equity fines of credit in yroubled debr restructurings,

- ftre lending commitments related to the modified loans are

canceled as part of the terms of the medification. Under all of
these progras, borrowers must make at least three pagments
under the revised contractual terms diving a trial modification
period and be successfully re-underaritten with income verifica-
tion before their loans can be permanently modified. The Firm’s
loss-mitigation programs are intended to minimize econamic loss
to the Finn, while providing altematives to foreclosure. The
success of these programs is highly dependent on borrowers’
ohgoing ability and willingness fo repay In accordance with-the
modified serms and could be adversely atfected by additional
deterioration in the economic environment or shiftsin borrower
behavior. For tioth the Firm's on-bialance sheet loans and loans
serviced for others, approximately 600,000 mortgage modifica-
tions had been offered to borrowers in 2009. Of these, 89,000
have achidved permanent modification, Substantially alf of the
Iaans contractually modified to date were modified under the
Firm's other lass mitigation pragrams,

The following table presents information relating tovestuctired on-balance sheet residential real estate loaris for which concessions have
been granted to borrowers experiencing finandial difficulty as of December 31, 2009 Modifications of purchased credit-impaired loans con-
Tinue to he accounted for and repored as purchased credit-impaired Joans, and the impact of the modification is incorporated inte the Firm's
quarterly assessment of whether a probable andjor significant change in estimated future principal cash flows has occurred. Modifications of
loans other than puschazed credit-impaired are generally accounted for and reported as troubled debt restructutings.

Restructured residential real estate loans®

December 31, 2003 Oa-balance on-balance
{in millions) shiset joans sheerfoanstd)
Restructured residential real estate loans ~ excluding
purchased credit-impaired Joansd)
Homa equity ~ senior lien 3 %8 1 30
Home equity ~ junior fien 22 a3
Prifie monigage 834 243
Subpeme mortgage 1,858 598
Option ARM3 _ . . t 6
Total restructired residential real estate loans — excluding purchased credit-impaired loans 3. 3030 5 8%
Restructured purchased creditimpaired Joans(d
Home squity b4 453 NA
Prime mortgage 1,526 NA
Subprime mortgage 1,9%4 NA
{Option ARMS . 3,972 HA
Total restructured purchased credit-impaired loans $ 6305 XA

{3) Restrucsurad sesicintial real estate loang wers immaterial at Decomber 33, 2008,

{0} Amgurs rapresent the warrying value ol restructured radidenyial real estate foans.

{6} Smounts represent the unpaid prindpel balamos of restructured purchased aredit impaired foans.

{6} Nanperforming ‘oans moditied in 2 troubled debt reswruciurng may be retumed to accrual states when repayment is seasonably assured and the bomrower has made 2

sinimun of Six payments under the rew terms.

Real estate owned {"REQ"): As part of the residentiaf real
sstate loreclosure process, loans are written down to the talr value
of the underlying real estate asset, less costs 1o sell Inthose I
stances where the Firtm gains title, ownership and possession of
individuat properties at the completion of the foredosure process,
these REQ assets are manzged for prompt sale and disposition at
the best possible economic value, Any further gains of losses an
REQ assets are recorded as pant of other income, Operating ex-

pense, such as real estate taxes and maintenance, are dharged 1o
other expense. RED assets dedined hrom year-end 2008 as 2 result
of the foreclosure moratorium in early 2009 and the subsequent
increase in joss mitigation activities, It i anticipated that REQ
assets will increase over the next several quarters, as loans meving
through the foredasure process are expected 1o increase,
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Portfolio transfers: The Firm reqularly evaluates market condi-
tions and averall econamic rererms.and makes an initial determina-
tion as to whether new originations will be held-for-investment o
sold within the foreseeable future. The Firm also periodicafly avaly-
ates the expected economic returns of previously-originated loans
under prevailing marketconditions to determine whether their
designation as held-far-sale or hetd-for-investiment contifues o be
appeopriate, When the Firm datermines that 2 change In this desig-

ALLOWANCE FOR CREDIT LOSSES

nation Is approgriate, the Joans are transterred to the appropriate
classification, Since the second half of 2007, all new prifhe mont-
gage originations that.cannot be sold 10 U.S. government agencies
and U5, govesnment-sponsored enterprises have been designated
as held-for-imvastment, Prime mortgage loans-originated with the
intent 10 sell are accounted for a1 fair value and dassified a5 trad-
g assets in the Consolidatéd Batance Skeets,

1Phorgan Chase's allowance for loan losses covers the whelesale
{risk-rated)-and consumer {primarify scored) loan portfclios. and
tepresents management’s estimate of probable cradit losses inherent
in the Firm's loan pondolio. Management also computes an allow-
ance for wholesale Jending-related commitments using a methodol:
ogy similar to-thatused for the wholesale loans: During 2009, the
Firm did not make any significant changes 1o the methodologies o
poficies desaribed in the following paragraphs.

Wholesale loanis are chiarged off to the allowance for foan losses when
it is highly certain that a loss has been realized; this determination
considers many factors, induding the prioritization of the Firm's daim in
Barknuptey, expectations of the workoutirestrucyting of the loan, and
valuation of the borower's equity, Consumer loans, other then pur-
¢hiased ceditimpatied leans, are generally Charged off 1o the allowance
for ioan Josses upon reaching specified stages of definquency, in acear
dance with the Federal Financial Instiutions Examination Coundd policy.
For example, credit cand loans are chidrged off By the end of the month
inwhich the account becomes 180 days past due or within 60 days of
Feceiving notification about aspédfied event {e.g., bankrupicy of the
borrowes), whichever is earfier. Residential martgage products are
generally charged off 10-an amouns equal o the net realizable value of
the uriderlying cilatéral, o fatér than the date the loan becomes 180
days past due. Other cohsumer products, i collateralized; are generally
chrged 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 overali economiic conditions could have a significant impacd on
the Firm's determinationnf loan quelity. Subsequent evaluations of
the loan portfolio, in fight of then-prevailing factors, may resultin
significant changes in the alfowances for loan losses and leniding-
related commitments in future perfods. At least quarterly, the aliow-
ance for credit losses is reviewed by the Chief Risk Officer, the Chisf
Financial Officer and the Controlfer of the Firm and discussed with the
Risk Policy and Audit Committees of the Board:of Directors of the
Firmn. As of December 31, 2009, sPMorgan Chase deemad the allow-
ance for credit losses 10 be appropriate (e, sufficentto absorb
losses inherent in the portfolio, including those not yet identifiable)

. For a furthir discussien of the components of the allewance for cedit
losses, see Critical Accounting Estimates Used by the Firm on pages
135-139and Note 14 on pages 204206 of this Annual Report.

The affowance for credit ipsses incrsased by 38.7 biflion from the
arior year to $32.5 billion. Exduding held-for-sale loans, loans carried
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2t fair vakie, and merchased wedit-impaired consumer loans, the
allowance for loan lesses represented S.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 bilkan
from the prioe year, primarily as a result of an increased allowarice for
foan-fosses in residential real estate and cedit card, The jncrease
inckided additions 1o the allowance for Joarrlosses of $5.2 billidn,
driven by higher estimated losses for residential mortgage and home
equity loans-as the weak labor market and weak overall economic
corditions have resslted inncraased delinquencies, and continued
weak housing prices have driven a significant increase in lss severity.
The llowance for loan Josses related 10 credit ¢aed increased $2.0
bilfion 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 lesses; partially offser by the reclassification of
$298 million relater to the issuance snd retention of securities from
the ChaseJssuance Trust.

Thewholesale allowance for foan losses increased by $600 million

from December 31, 2008, reflecting te sffect of 2 continued weak:
ening credit environment.

“To.provide for the «isk of foss inherent in the Firsy's process of extend-

ing tredit an allowance for lending-cefated commitments is held for
the Firn, which is feported in:ather lisbilities: The allowance is.com-
puted using a methodology similar to that used for the wholesale
foan portfolio, modified for expected maturities and probabilities of
drawdowe, For & further discussion on the alfowanice for lending-
related commitments, see Note 14 on page 204-206 of this Annual
Repont,

The atiowanice for lending-related commitments for both wholesale
and consumer, which s reported in other Yahilities, was $939 million
and $659 million at Decomber 31, 2009 and 2008, respectively. The
increase reflects downgrades within the wholesale portiolio due to
the continued weakening credit environment during 2009,

The credit eatios inthe table below aé besed on fetaited loan bak
ances, which exciude loans held-for-sale and loans accounted for at
falr value: As of December 31, 2009 and 2008, whelesale retained
{oans were $200.1 billion and $248. bilfion, respectively; and con-
sumer retained loans were $427.1 bilfion and $480.8 billion, respec-
tively. For the years ended Decembier 31, 2009 and 2008, avetage
whelesale retained loans-were $223.0 billion and §219.6 billion,

 respectively; and average consumet retained loans were $449.2

billion and $347.4 billion, respectively.
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Management’s discussion and analysis

Summary of changes in the allowance for credit losses

2009 pini]

Year ended Decerribae 3%,
{in miliens Wholusaie Consuper Towt Whalesale Corsumer Torat
Allowance for ioan losses:
Beginning balance &t Januany 1, $ 6545 $ 16,619 $ 23,164 3 303 $ 6080 5 o924
Gross charge-oifs 3,228 20,792 13,018 521 16.243 18,764
Grass freoveries) {904} £959) {1,053} 219 310 £979)
Net charge-offs ) ) 3.132 19,833 22,965 02 8,433 3,835
Provision for loan fosves: ;

Provision sxtuding sccouning onfouniy 3,684 28,051 31,735 2855 16,755 19.6680

Accourting conformitd®) o — - 641 336 1571

Total provision for loan Josses 3,584 28,051 31,735 3,536 12761 21,137
Acquired aHlowante resulting from Washington Mutual )

transaction ~— — - 229 2.306 1535
otherld) 48 330) 332 r? ) 5} )
Ending balance af Decembet 31 § 7.145 § 24457 § 31802 P § 16815 § 23,154
Components:

Asserspeciiccid) S 2,046 $ 59 $ 304 s s i $ 1,09

Foanula-based 3,089 21,880 26,979 5833 16,240 22,073

Purchased credit-impaired - 1,581 1,581 - - —
Total aliowance Tor joan losses A 3 23457 § 31502 S 4545 3 16,619 $ 23,164
Allowance for lercling-related commitments: )
Begirning balance at January Y, $ 634 $ 5 $ 659 3835 5 5 $ 850
Provissan lof lendingelated tommiments

Provision excaing accounting confonuity %0 {10y 280 {21 {1 215

Accounting eonformina) - - - 5 {48} 3
Total provision for lending-related commitments | 250 18 280 ] [7 ) [ 1258}
Acquired aliowarce resulting from Wastngion Wotal

framsaction s s — s 66 -]
Orher® 3 & — 8 i, 1
Endding batance at Decomber 31 S 97 $ 12 $ 333 5 634 § 25 § 559
Components:

Asset-specific $ &y $ — $ 297 5 o £ - L - |

foemisly-based B30 12 842 &35 5 639
Total alfowance for lending-related cmdtmelm a2 3 12 $ 339 § 43 L] 4 659
Tatal allowance for credit Josses ___$ san2 $ 24,489 $ 32541 3 7118 y 16,644 23823
Credit ratios:
Sisowance for loan fussas toretained foans 357% 5.73% 5.048% 2E4% 3.46% 3.18%
Net charge-off rates(e} 1.40 441 3.42 0.18 23 173
Credit-ratios excluding hone jending puschased

credit-impaired joans and loans held by the

Washington Mutual Master Trust
Allowarice for loan losses to reraired loansll) 357 6.63 551 264 424 362

{3} Retated 10 the Washington bunsal ransaction in 2008,

(b}ﬁedmmmwmm;mﬁmmMandwnmammﬁmkmmm:mmaswﬂasxedassimnmaia&o«m
Balances feleted 10 busivess Banslors between wholissale s éorsumer busitesses in the Hrst quansr of 2008,

{< Relates to fsk-rated ioans that have beep placed on.nonacorual status and loans that have been modified in 2 Soubled debt restructun

{4} The assezspecific consumer aliowance for loan fosses indudes troubled dabt restructiring resarves of $754 mitfion aod $258 mitkon ax m@mw 31, 2009 and 7008;
tespecrivaty, Prior peried ampunts have been reclassified 1o tonforen 1o the curent presentation.

fe} Chasge-oifs are ot Fexirded on pusdsased areditimpaired foars Gt acnual losses exceed estimated losses that were recorded 35 puchase atcounting adiustments at the tme of

Aguistion,

6 Exdludes the impac of perchased credit-mpaired foans that were acquited a5 part of the Wadington Mitua! Yransaction and loans held by the Washington Munial Magter
Trust, which were consnidated onto the Frm's balance sheet at fair vatue Guring the second quarer of 2609, As of December 31, 2009, an aliowante for loan losses of $1.6
Hitfion veas recorded for the purchased credis-impaired foans, mchbasstsammmmsmmaimamm&hmmwawwm»
seidaters from ghe Washiegron Misual Master Trus as of Decesnbier 31, 2002, To dave, 150 charge-ails have been recarded for any of these loams.

The following table includes & tredit ratio exduding the Tollowing fio, Accordingly, no allowance for loan losses was reconded for these
tems: home lending purchased credit-impaired loans acquited in the 1oans 35 of the acquisition date. Subsequent evaluations of estimated
Washington Mutual bansaaion; and credit card loans held by the eredit deterioration in this portfolio resulted in the recording of an
Washington Munsel Master Trust, which wete consolidated onto the llowance for loan losses of $1.6 bilfien at December 31, 2009, For
Firm's balance sheet at fair valus during the second quarter of 2008, mare information on home lending purchased cedit-impaired loans,
The purchased credit-impaired loans were accounted for & Tolrvalue see pages 117 and 121 of this Annual Report. For more information
on the acquisition date, which incorperated management’s estimate, - on the consolidation of assets from the Washington Mutual Master
a5 of that date, of credit fusses over the remaining life of the parde- Trust, see Note 15 on pages 205213 of this Annual Report,
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The cakulation of the sliowance for loan losses o total retained loans, excluding both home lending purchased credit-impaired loans and foans
hield by the Washington Mutual Master Trusy, is presented below.

Dacember 31, fin mitlions, excant ratios} 2009 2008
Aloweance for loan toises . $ 31,602 § 23,188
tess Alowance for parchased gedit-dmpared Inans 1,581 o

Adjusted aliowance for Toanlosses $ 30011 $ 23164
fotal loans setained $622,218 $ 728918
tess: Frmwide purchased weditimpaised foans ' 31,380 39,088

Loans held by the Washingron Mutual Magter Trust 1,002 -
Adjusted loans $544,836 $639.827
Alloweance for ioan fnsses to ending foans excluding purdhased credit-impaired lvans and loans held by

the Washington Mutual Master Trust ) 5 _351% 382%
The folfowing table presents the allowance for credit fosses by business segment at December 31, 2009-and 2008.
s Alteawante for et losses —
2609 2008

December 31, Tending-reated Tencog roiated
{in milliong} : Loan losses Sommitments fonal Loan losses gomumitmens Iotal
vesiment Bark $ 3756 $485 $ 428y $ 3444 § 360 $ 3804
Commercial Banking 3,028 349 337 2,826 W06 3,032
Troasury & Securities Services 88 84 172 4 B3 137
Asset Management 69 g 278 91 5 195
CorporataiPrivate Equty 7 Ce R, 1 - )
Total Whalesale PAL] 927 8,072 6,343 534 7,179
Rovad Finandial Serices 14,776 12 14,788 8,918 F&i 8,943
Card Seevices 9672 e 9612 1692 e 1682
ComarateiPrvate Eauiny g W g 9 o £
Total Consumer 34,457 12 24,469 £519 P €634
Total $ 31,602 ) %338 $ 32541 323,164 ) $ 553 $ 23,823

Provision for credit losses

The managed provision for cedit losses was $38.5 billion forthe year ended December 31, 2003, up by $13.9 billion from the prior year. The prior-year
inchuded a $1.5 billiors charge to conform Washington Mutual's allowance for loan losses, wiid afiected bothrthe consummer and wholesale portfolios.
For the purpase of the foflowing analysis, this charge & exduded, The consumer-managed provision for credit losses was $34.5 bilion for the year
ended December 31, 2009, compared with $20.4 biflion in the price year, reflecting an increzse in the alfowance for credit losses in the fome lending
and credit card loan portfofivs. Induded in the 2009 addition to the allowance for loan kisses was a $1.6 bilion fnreasa related to estimated deteriora-
tion in the Washington Mutusl puschased credit-impaired portiolio, The wholesate provision for credit fosses was $4.0 billion for the year ended Decem-
ber 31, 2008, compared with $ 2.7 billon ivthe prior year, reflecting continued weakness in the credit environment,

Yea erded December 31, Praision foe cradit fosses
(o miliims) Lose losses Lending-related commitinents ] Tojal
- 2009 2068 Ldger o 08 2008 2007 2008 g 201

Investment Bank § 2,154 $ 206 % 376 $125 201 $2718 $ 2219 § 1815 % 654
Cotmmercial Berking 1314 505 230 140 %Y 49 1454 464 273
Treasury & Secixities Sefvices 34 52 1 i » 8 55 82 19
Agset Managament 183 87 e 5 2 1 188 8 {i3}
Corparate/Ptivate Equy ) () 876 - m 5 - {2 ) -

Total Wholesale ’ 3,634 3536 598 290 295 336 3.974 332 934
Retai Finandal Services 18956 9,906 252 {10} 4] {10y 15940 FE05 b3
Card Services - reported 12519 £4% 3,331 o — - 12,019 5,456 3,33
Corporate/Private Equindahdid) 22 1338 ay - {28} — 8 1,291 1

Total € 28,051 . 3338 {10} {43} {10 28,041 17,652 5,330
Yotal provision for credit

losses - reported 31,735 21,237 £538 230 {258 316 32015 0979 5364
Cradt Gard — senuriived §443 3512 2383 et - - 6,443 3812 2,380
“Tatat provision for credit

Iosses - managed $35.118 52488 $3%18 $280 $.{258) $33% $38458 3 7359 19242

{3} includes accounting confoumity peovisions relatad 1o the Washington Mutuat transaction in 2008,

b} Includes provision expense refarad 10 joans acquired in the Beer Stesrns merger in the second quarter of 2008

i<} inchudes amounts relotad 1o heid-for-investment prime mortgages transferred from AM Yo the Corporate/Private Equity segment.

(¢} in Hovernber 2008, the Fem transterred $5.8 biion of higher quality credit card foans from the legacy Chase portfolio to @ securitization trust previously established by
Washington Mutual {"the Trust'}, As 2 restin of conversing higher tredit quality Chasa-originated on-book receivabies 10 the Trust's sefier's interest which bas 8 higher
erall foss rate vélecive af th total assets within the Teust, appraximately $400 willion of incremental provision expense was recorded turing the fourth quarter, This
intramental provision expense was vecordad in the Corporale segment as the xction refated 10 the acquisicion of Washingtan Mutual's barking operations. For hurther
discussion of credit card securtizations, see Note 15 on pages 206213 of this Arnual Repert.
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Management’s discussion and analysis

MARKET RISK MANAGEMENT

Market risk is the exposureto an adverse change in the:market
value of portfolios and finandal instrurments caused by a change'in
market prices or 1ates.

Market risk management

Market Risk is an-independent tisk sanagement function, aligned
primarily with eactyof the Firm'’s business segments. Market Risk
works in parmership with the business segments to identify and
monitor market fisks throtighout the Firm as well asto define
market risk palicies and procedures. The risk management function
is headed by the Firm's Chief Risk Officer.

Market Risk seeks to facilitate efficient-riskireturn dedisions,
seduce volatility in operating performance and make the Finm's.
market risk profile transparent to senior management; the Board
of Directors and regulators. Market Risk is responsible for the
following functions:

+ Establishing a comprehierisive market risk policy framework

# independent measurement, monitoring and cantrol of business
segmant marxet risk

+ Definition, approval and smonitoring-of fimits

+ Performance of stress testing and qualitative risk assessments

Risk identification and dassification

Each business segment is responsible for the comprehensive ident-

Heation anid verification of market risks within its units, The highest

toncentrations of market risk are-found in 18, Consumer Lending,

gad the Firm's Chief lrvestment Office in the Corporate/Private

Equity segment.

18 makes matkets and trades its products across several ditferent

asset chasses; Thase asset classes primarily indlude fixed income risk

{both interest rate risk and credit spread risk), foreigrexchange,

equities and comimodities 7isk. These wading sisks may fead o the

patential decline in net income due to-adverse changes in market

rates, In addition to thes trading risks, there are risks in IB's credit

portiolio from retained loans and commitments, derivative cradit
valuation adjustments, hedges of the ¢redit valuation adjustments
and sivark-to-sharket hedges of the retained loan partfolic. Addi-
tionat risk pasitions result from the debit valuation adjustments
taken on certdin structured liabilities and derivatives o reflect the
credit quality of the Firm.

The Firm's Consumer Lending business unif includes the Firm’s
mortgage pipeling and warehouse foans, M5Rs and afl sefated
hedges. These activities give rise 1o complex Interest rate risks, a8
weil as option and basis risk. Option risk arises primarily from
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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 morgage exposyre and other
interest rates.

The Chief Investment Cffice is primarily conterned with managing
structural market risks which arise out of the various business
activities of the Firm. Theseindude structural interest rate risk, and
foreign exchange risk, Market Risk measures and monitars the
gross suuctural exposures aswell as the net exposures related to
these activities.

Risk measurement

Tools used 1o measure risk

Because ho single measure can reflect all aspects-of market
tisk, the Firm.ises various metrics, both statistical and nonsta-
tistical, including:

» Nonstatistical risk measutes

» Value-at-risk

= {oss advisories

« Drawdowns

» Economic value Stress testing

» Earnings-at-risk Stress testing

s Risk identification for large exposures {"RIFLE"}

Nonstatistical risk measures .
Nonstatistical risk measures other than stress testing indude net open
positions, basis point values, bption sensitivities, market values,
posiricn concentrations and position urmover, These measures pro-
vide gramular information on the Firm's market risk exposure. They
afe aggregated by fine of business and by risk type, atd are used for
monitoring limits, cne-off approvals and tactical tontrol,

Value-at-risk

IPMorgan Chase’s pritmary statistical risk measirg, VaR, estimates
the potential foss from adverse market moves in a normal market
anvitonment anid provides a consistent crass-business measure of
tisk peofiles and levels of divarsification, VaR is used for comparing
risks-across businesses, monitoring imits; end as an input to eco-
nomic capital calculations. Each business day, as part of ifs.risk
management activiries, the Firm undertakes a comprehensive VaR
caleufation that includes the majority of Its market fisks. These VaR
results are reported 1o senior management,

1PWorgan Chase & Co.12009 Anaual Report



To calaulate VaR, the Firm uses historical simulation, basedon 3
one-day time hotizon and an expected tai-loss méthodology, which
measures risk across instruments and portiolios in a consistent and
comparable way. The simulation is based on data Tor the pravicus
12 months. This approach assumes that historical changes in
mirket values are representative of future changes; this assummption
may niot ahvays be accurate, particularly when there Is volatility in
the market snvironment, For certain products, such aslending
facilities and some mongage-related securities for which price-based
time seties are not readily available, market-based data are used in
conjunction with sensitivity factors 1o estimate the risk. fis likely that
using an actwal price-based time serles for these producs, i avall-
able, woudd imbact the VaR results presented. In addition, certain

risk parameters, such as comelation risk among certain instruments,
are not fully captured in VaR,

In the third quarter of 2008, the Firm revised its reported 1B Trading
and credit portfolio VaR measure to ndude addirionat risk positions
previously exduded from VaR, thus ¢reating 3 more complehensive”
view of the Firm's market risks. In addition, the Firm moved to
caleulating VaR using a 35% condidence level to provide 3 more
stzble measure of the VaR for day-to-day risk managemnent. The
following sections describe JPMorgan Chase’s VaR measures under
both the legacy 99% confidence level as well a5 the new 95%
confidence fevel. The Firm intends to present VaR solely at the 95%
confidence fevel commending in the first quarter of 2010, asinfor-
mation for Two complete year-to-date periods will thes be-available.

The table below shows the results of the Firm's VaR measute using the legacy 99% confidence fevel.

99% Confidence-Level VaR
1B trading VaR by risk type and credit portfolio VaR
As of or for the year ended 2009 . 2008 At December 31,
Decembet 31, 4Min miions)  Aversge  Minimum  Maximum _Average  Minimum  Moximum 2009 2008
gi:eé iﬁ% $ $112 $284 $ 131 5 9 $ 409 123 3253
Foreign exchangs 30 10 67 31 13 40 18 ki)
Eauities ‘ 5 13 248 57 18 147 64 69
Commndities and othes 3z 16 58 32 2 53 23 b3
Diversification AEL . Nmid gos®l  umld il Ll s
Trading VaRt $ 227 5102 5357 § 186 3 % $ 410 $12% § 166
Credit portfolio VaR 101 30 F24] £9 20 218 37 H A
Diversification Boj _ nmid Nl G300 i nmid 2o {120/%
Total trading and credit \

portfolio VaR $ 248 $132 $357 $a2 $ 96 $ 449 $148 $ 37

{3} The resuits for the year ended December 31, 2008, include five months of heritage JPMosgan Chase & Co, only results and seven montiss of combined 1PMorgar

Chase & Co. and Bear Srearns sesults.

() Averaye and pedod-end VaRs ware fess than the sum of the YaRs of its maiket 1isk componients, which is due o risk offsets resuting from pentiotio dversificarion.
The tiversification effect reflects the fact that the risks were nof perfectly ronelated. The nisk ot a portfolio of positions is sherefore usually less than the sum cf the

sisks of the povitions themsehies,

{0 Designated a5 rioy mearngful {“NK ") because the minimum and maximum may scoir-on different days for different 1K componerts, and hence 2 is sot mexningful

16 compute a prrdolla diversificadon effaa.

1?Margan Dhase B CoJ2003 Annuat Repodt
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Management’s discussion and analysis

The 99% confidence level trading VaR includes substantially si
trading activities i 1B, Beginring in the foursh quarter of 2008, the
credit spread sensitivities of certain mortgage products were ins
cluded in wading VaR. This thange had anvinsignificant impact én
the average fourth quarter VaR. For certain other products included
in the trading VaR, particalar risk paraineters are not hully captured
-{or example, conrelation risk. Trading VaR does notinclude; held-
for-sale fundad loan.and unfunded commitments positions {How-
ever, it does inclizde hedges of those positions); the DVA taken on
derivative and structured Habilities to reflect the wredit quality of the
Firmy; the MSR portiolio; and securities and instruments held by
other carporate functions, such as Private Equity. See the OVA
Sensitivity table on page 130 of this Annual Report for further
details. For 3 discussion.of MSRs and the corporate functiohs, see
Hote 3 on pages 156~173, Note 17 on pages 222275 2nd Corpo-
rate/ Private Equity on pages 82-83 of this Annual Report.

2009 VaR results (99% confidence level VaR)

1B's average total trading and ¢radit portfolio VaR was $248.million
for 2009, compated with $202 imillion for 2008, primarily driven by
market volatility. Volatility begen to significandy increase-across olt
gsset dasses from Jate 2008 and peisisted through the first quarter ol
2009. From the second quarter of 2009 onwards, volatility in the
markets gradually declined; however, the impact of the volatile
periods was stll reflected in the 2008 VaR numbers,

Spot toral vading and cradic gortfolio VaR as of December 31, 2008,
was $145 miflion; compared with $317 miffion as of December 31,
2008. The decrease in the spot VaR in 2009 seflects the reduction in
overall risk levels as well a5 the afarementioned decline in market
volatifity by the end of 2009 when compated to the end of 2008.

For 2008, compared with the prior year, average trading VaR diversi-
fication increased 1o $131 million, or 37% of the sum of the compa-
pents; from $108 million, or 36% of the surm of the componentsin
the prioe vear. Tn general, over the course of the year, VaR exposires
can vary Significantly 35 positions-change, market volatiiity fluctuates
and diversification benefits change.

VaR backtesting (99% confiderice Javel VaR)

Ta evaluate the soundness of its VaR model, the Firm-conducts
daily back-testing of VaR against daily 1B:market risk-related
reverte, which s defined as the change in value of prineipal trans-
actions revenue [excluding private squity gains/fiosses)) plus any
trading-related net interest income, brokerage commissions, un-
derwriting fees or other revenue. The daily 1B market risk—telated
revenue mxdudes gains and losses on held-for-sale funded loans
and unfunded commitments and from DVA. The following histo-
gram ilustrates the daily markey risk-related gains and losses for 18
trading businesses for the year ended 2009. The chart shows that
1B posted market risk-related gains on 219 out of 261 days in this
period, with 54 days exceeding $160 milfion. The inset graph looks
at those days on which 1B experienced-losses and depicts the
amviount by which:99% conlidence level VaR exceeded the actual
lass on each of those days. Losses were sustained on 42 days
during the year ended December 31, 2009, with no loss exceeding
thie VaR measure, The Firm would expett 1o incur Josses greater
than that predicted by VaR estimates ance in every 100 trading
days, arabout wo 10 three tmes 2 year.

Dally 1B Trading 3nd Credit Portislio Market Risk-Related Galns and Losses -
185% Confidence Lovel VaRy
Yoar encdod Becombior 31, 2009
L2 B i S AR, 506 ORI, sssismsinsnis I %
*
®
® - I i
$ it . %
5“ P N RN
& EE R EREREN
3 - EEEEERE
3 I ME N EEEE
3 5 lmitlon
- ¥
1
o g H
£ e P e 3 ; : ?«3 : somin. ;"1
§ § § 8 © % % & ® § % % ¥ 8% § 8
> 7 - ¥ A b M ¥ v 'y v * v v . »
* M ] » g ° s » » ~ - & * » »
g 8 3 ° # 3 8 § & % § §
5 in millions

523

IPMorgan Chase & (072008 Annui Repont



The table below shows the results of the Firm’s YaR measure using a 95% confidence level.

95% Confidence Level VaR
Total 18 trading VaR by risk type, credit portfolio VaRk and other VaR
Year ended
Decermber 31,
e Detember 3, Averagela)
{in mitlions} 2009 008 2009
18 VaR by 1izk type:
Fixed intome $ 80 § 180 $ 150
Foragn exchange 10 38 18
£quities 43 33 47
Cammpdities and other 14 25 p:ij
Oivarsification benefit to 18 trading VaR {54) {108} {8
1B Trading VaR $ 83 $ 174 s 154
Credit portfolio VaR 21 ki 82
Diversification benefit to 18 trading and credit portfolio YaR ) (57) {42}
Total 13 trading and credit portfolio VaR. $ 105 $ 194 $ 184
Consumer Lending YaR i3 nz 57
Chief Investment Office (CO) VAR 75 14 103
Diversification benefit to total utthaR {13) 48 {36)
Total other VaR - s 91 S s
Diversilication benefit 10 10tal 18 and ather VaR @3] () B2)
Yotal 18 and other VaR 5 123 S 85 % 206

{a} Results for the year ended December 31, 2008, are not avadable,

VaR measurement

Tha Firm’s 95% VaR measure shove includes ail the risk positions
taken into account under the 99% confidence Jevel VaR measure,
as weall a5 syndiceted lending facllidies that the Firm intends 10
distribute. The Firm utilizes proxies 1o estimate the VaR for these
products since dafly time serles are Jargely not availeble. In addi-
tion, the 95% VaR measure aiso includes certain positions utilized
as part of the Firm's risk management function within the Chiel
invesiment Office ("CI0™Y and in the Consumer Lending businesses
to provide & Total 1§ .and other VaR measure. The €10 VaR includes
positions, primarilyin debt securities and credit produgts, used to
manage structural risk and other risks, including interest rate, ¢redit
anid mortqage fisks arising fom the Firni's ongoing busingss activi
ties. The Consumer Lending VaR includes the Firm's mortgage
pipeline and warehouse loans, MSRs and all related hedges. In the
fiem's view, including these items in VaR produces a more com-
plete perspective of the Firm’s market tisk profile. '

The 95% Vak measire continuss to exclude the DVA taken on
centain struchured Habilities and derivatives to reflect the credit quality
of the Firm. 1t also excludes certain activities such as Private Equity,
principal investing {e.g., mezzanine finanding, tax-oriented invest-
ments, eic.} and balanice sheet, capital mianagement positions and
lengenterm investments managed by the 0. These longer-term
positions are managed through the Firnt's eamings-at-riskand other
cash fion-monitoring procasses rather than by using a VaR measere,
Principal investing activities and Private Equity posidons sre hanaged
using stress and scenaro analysis,
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2009 VaR results {95% confidence level VaR)

Spot 18 and other VaR as of December 31, 2009, was $123 milfion,
compared with 3286 milfion as of December 31, 2008, The decreate
in spot Valt in 2008 s a-consequence of reductions in overall risk as
well 35 declining market volatiity. In general, over the course of the
year, VaR exposurés-can vary significantly a5 positions change,
market volatfity Huctuates and diversification benefits change.
VaR backtesting (95% confidence level VaR)

To evaluate the soundness of its VaR model, the Firm conduats
daily hack-festing of VaR against the Fiem's market risk~related
revenue, which is defined as follows: the change in'value of prind-
pal wransactions revenue for 1B and CI0 {excluding private equity
gainsiliosses) and revenue from longer-term CIO investmenis);
tading-refated net interest income for 1B, RFS and CIO (excluding
longer-term CIO investments); I8 brokerage commissions, under-
writing fees orather revenue; revenue from syndicated lending
facilities that the Firm intends to distribute; 2nd mortgage fees and
related income for the Firm's mortgage pipeline and warehouse
loans, MSRs and all related hedges. The daily fiomwide market risk~
related revenue exdudss gains and losses from DVA,
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Management’s discussion and analysis

The following histogram Hlustrates the daily market ris~related gains and losses for 1B and ConsumenfCI0 positions for 2009. The chart shows
that the Firm posted market risk—related gaing on 227 out of 261 days in this perod, with 63 days exceeding $160 million. The inset graph
fooks at those days on which the Firm experienced losses and depicts the amount by which the 5% confidence level YaR exceeded the actual
{oss on each of those days. Losses were sustained on 34 days during 2009 and exceeded the VaR measure on one day due 1 high market
volatility in the first quarter of 2009. Under the 95% confidence interval, the Fitm would expect to incur dally losses greater than that pre-

dicted by VaR estimates about twelve times 3 year.

Dally 1B and Other Market Risk-Related Gains and Losses

{55% Confidence Lavel VaR)
Yoarended Decomber 31, 2003
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The following table provides information about the gross sensitivity
oF DVA 10 a ohe-basis-point increase in JPMorgan Chase’s trédit

spreads. This sensitivity represents the impact from-a one-basis-point

paraflel shift in JPMorgan Chasa's entire credit cutve. As cadit
curves do not typically move in 3 paraliel fashion, the sensitivity
multiplied by the change in spreads at a single matutity point may
not be representative of the actual revenue recognized,
Debit valuation adjistment sensitivity

1 Basis Point Intrease in

{in millions} Pisoroan Chase Credit Spresd
December 31, 2009 $39

December 31, 2608 $37

Lass advisories and drawdowns

{oss advisories and drawdowns are took used to highlight fo senior
management vading losses above certain levels and initiate distus-
sion of remedies.
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Economic value stress testing

While VaR reflects the risk of loss due to adverse chariges in normal
markets, stress testing captures the Firm's exposure to unlikely but
plaugible events in abnormal markets, The Firm conducts economic:
value stress tests using multiple scenarios that assume credit
spreads widen significandy, equity prices decline and significant
changes in interest rates across the major curendes, Other scenar-
ios focus on the risks predominant in individusl business segments
and include scenarios that focus on the polential for adverse
moveraents in complex portfolios. Scenarios were updated mere
frequently in 2008 and, in some cases, redefined to reflect the signifi-
cant markel volatility which began in late 2008, Along with VaR,
stress testing is important io measuring and controfling risk. Strexs
1esting enhances the understanding of the Firm's risk profile and
joss potential, and stress losses are monitored against limits, Stress
testing is also utilized in one-off approvals and cross-business risk
measurement, a5 well a5 an input to economic capital dllocation.
Steess-test results, rends and explanations based on.current market
risk positions are reported to the Firm's senfor management and 10
the fines of business tohelp them beteer measure and manage risks
and to understand event dsk-sensitive positions.
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Earnings-at-risk stress testing

The VaR and stress-test measures described above ilustrate the
1ctal ecoromic sensitivity of the Firm's Consolidated Balance
Sheets to changes in market variables, The effect of interest rate
exposure on reponed net income is also important. interest rate
risk-expasure in the Firm's care nontrading business activities
{i.2., asseuliability management positions) results from on=and
off-balance sheet positions and can accur due to a variety of
facrers, induding:

= Differences in the timing ameng the maturity o7 repricing
of assets, liabiiities and off~balance sheet instruments, For
example, if lishilities raprice quicker than assetsand funding
interest rates.are declining, earnings will increase initially.

» Differences in the smounts of assets, liabilities 2nd off-baldnce
sheet instruments that dee rpricing at the same time. For example,
if miorés deposit liatilities are repricing than assets when general
Interest rates are dedlining, 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 viald curve, hecause the Firm has the abifity 1o
fand at long-term fixed rates and borrow at variable or shont-
term fixed rates), Based on these scenarios, the Firm's earriings
would be affected neyatively by a sudden and unantidpated
Increase invshort-term rates paid on its Habifities {e.g., depos-
its} witheut & conresponding increase in 1Dng-term rates re-
celved on its assets {e.g., loans). Conversely, higher long-term
rates received on assets generally are beneficial to eatnings,
particularly when the increase is not accompanied by rising
shot-term rates paid on Gabilities,

» The impact of chianges in the maturity of various assets; fiabiti-
ties or off-balance 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 expusure related fo its assets and

liabilities on a consolidated, corporate-wide basis. Business units
sransfer their interest zate risk to Treasury through & wansfer-

oricing system, which takes into account the elements of interest

cate exposure that can be risk-managed in financial markets,
These elements include asset and liability balances and contrac-
tuat rates of interest, contractual principal payment schedules,
expecied prepayment experience, interest rate reset dates and
maturities, rate indices used for repricing, and any interest rate
ceilings or floors for adjustable rate producis. All wansfer-pricing
assumptions are dynamically reviewed.

Tae Firm conducts simulations of changes in net interest income
from its nonzrading activities under 3 variety of interest rate
scenarios. Earnings-atisk tests measure the potential change in
the Firm's net interest income, and the corresponding impact to
the Firim's pretax earnings, over the following 12 months. These
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tests highfight exposures t6 various rate-sensitive factors, such as
the rates themselves {e.g., the prime lending rate), pricing strate-
gles on deposits, optionality and changes in product mix, The tests
include forecasted balance sheet changes, such a5 asset sales and
securitizations, as well as prepayment and reinvestment behavior.

immediate changes in interest rates present a limited view of risk,
and so 2 numbsr of alternative scenarios are akss reviewed. These
scenarios include the implied forward curve, nonparsilel rate shifts
and severe interest rate shocks on selected key rates. These scenar-
ios are intended 10 provide 2 comprehensive view of JPMorgan
Chase's eamnings atrisk over a wide range of outcomes.

IPMiorgan Chase's 12-month pretax earnings sensitivity profile as of
December 31, 2009 and 2008, is as follows.
v Immediate change I ates
{n milligns) s2005n o« 100k -100hp -200Dp
Decomber 3, 2009 S${1,5%4) § (554}  NM@  NM@®
December31,2008 S 336 8 672 NM@  wm@d
£3) Down 100- and 200-basis-poiey parallid shocks resulr 1 a Fed Funds wrget
rats of zer, and negative thees- and si-month Troastey rates. The earnings-
atisk results of sudi 2 fow-grobabiity stenario are not mesningiul,
The change in earings at sk from December 31, 2008, results
from 3 higher levet of AFS securities and an updated baseline
scenario that uses higher short-lerm interest rates., The Fiem's risk
1o fising rates is largely the result of increased funding tosts on
assets, partially offset by widening deposit margins, which are
cutrently compressed dus 10 very low short-1emm interest rates.

Agditionafly, another intérest rate scenario, involving a steeper
yield curve with long-term 1ates rising 100 basis points and shert-
e rates Staving at cutrent levels, results in a Y2-month pretax
earnings benefit of $449 million. The increase in earmings is due
1o reirvestment of maturing assets 3t 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 losées that
could afise from specific, unusual events, such as a potential tax
change, and estimating the probabilities of fosses arising from
such events. This information is entered into the Firm's RIFLE
database. Management of wading businesses control RIFLE
entties, thereby permitting the Firm to monisor further earnings
vulnerability not adequately covered by standard risk measures,

Risk monitoring and control

Limits . :

Market tisk is controlled primanily through a sedes of imits.
Limits reflecy the Firm’s risk appetite in the context of the market
snvironment and buginess strategy. in setting limits, the fim
1akes Inte consideration factors such 25 market volatility, product
figuidity, business trends and management experience.
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Management’s discussion and analysis

Market risk management regulady feviews and updates risk Brmits.
Senior management, including the Fism's Chief Executive Officer
and Chief Risk Officer, is responsible for reviewing and approving
risk fimits on an angoing basis.

The Firm maintains different levels.of imits. Corporate-fevel linits
include VaR and stress imits. Similarly, line-of-business limits include
VaR and stress limits and may be supplemented by loss advisories,
nonstatistical measurements and instrument authorities. Businesses
ae responsible for adhering 16 established Iimits, against which
exposures are monitored and reported, Limit braaches are reported in
atimely manrar 1o senfor managemeny, and the affected business
segmient is required 1o reduce Irading positions or consull with senior
management on the appropdate action.

Qualitative review

The Market Risk Management group also performs periodic reviews
35 necessary of both businesses and products with exposure fo
market risk to assess the abifity of the businesses to controf their
wrket risk, Strategles, market conditions, product details and risk
controls are reviewed and specific recammendations for improve-
ments are made to management. ’

WModel review

Some of the Firm's finandial instruments cannotbe valued based on
quoted market prices bt are instead valued using pricing models.
Such models are used for management of risk positions, sich &s
teporting against fimits, as well as for vakiation. The Model Risk

PRIVATE EQUITY RISK MANAGEMENT

Group, which is independent of the businesses and markey risk
fmanagement, reviews the models the Firm uses and assesses model
approprigteness.and consistenicy. The model reviews consider a
nismber of factors. about the model's suitability for valuation and fisk
management of a particuler product, including whether it accurately
reflects the characteristics of the wansaction and its significant risks,
the suitability and convergence properties of numerical algorithms,
reliability of data sources, consistercy of the treatment with models
for simifar products, and sensitivity to input parameters and asstmp-
tions that tznnot be priced from the market.

Reviews are conducted of new or changed models, as well 35 previ-
cusly accepted models;. to assess whether there have been any
changes in the product or market that may impact the model's valid-
ity and whether there are theoretical or competitive developments
thar may require reassessment of the model's adequacy. For a sum.
mary of vahuations based on models, see Critical Accounting Esti-
mates Used by the Firm on pages 135139 of this Annual Report.

Risk reporting ,

Nonstatistical expasures, value-at-risk, loss advisories and it
extesses are reported dailly 20 senior management, Market risk
exposure trands, valus-at-rsk trends, profit-and-loss changes and
portfolio concentrations are reported weekly. Stress-test results
are reported at least every TWo weeks o the businesses and
senior management.

Risk management

The Firm makes principat investments in private equity. The ifliquid
nature dnd long-term holding period associated with these invest
ments differentiates private aquity risk from the risk of pesitions
held in the trading portfalios. The Firm's approach to managing
private equity risk is consistent with the Firm's general risk govern-
ance structure, Controls-are in place establishing expected levels for
total and annual investment in crder to control the overall size of
the portfolio. Intustry and geographic conceraration fimits are in
place and intended to ensuré diversification of the portfolio, Al
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investments.are approved by an investment committée that i
cludes executives who are not part of the investing businesses. An
independent valuation huncrion is responsible for reviewing the
appropriateness of the cartying values of private equity investments
in ateordance 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
fmitlion and $483 milfion, réspectively, represented publicly-traded
positions. For furthar information on the Private Equity portlolio,
see page 83 of this Annual Report.
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