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UNITED STATES

SECURITIES AND EXCHANGE COMMiSSION
WASHINGTON D.C 20549-4561

DMSION OF
___________________________CORPORATION FINANCE

llhIIIllhIiI/IhI/ihI/I/II///III/jjII/Jj////j February 17 2011

11005766

Martin Dunn IRec/edSF
OMelveny Myers LLP Act
1625 Eye Street NW Seclt ion____________________

Washington DC
20006400J

ER 172011

Re JPMorgan Chase LLg jiIabiItty 02..- 11- 2Dt
Incomrng letterdated January 102TF

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 Marianist Province of the United States Providence Trust the Sisters of

St Dominic of Caidwell 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 sununarize 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 brief discussion of the Divisions informal procedures regarding shareholder

proposals

Sincerely

Gregory Belliston

Special Counsel

Enclosures

cc Sister Barbara Aires S.C

Coordinator of Corporate Responsibility

The Sisters of Charity of Saint Elizabeth

P.O Box 47.6

Convent Station NJ 07961 -0476
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MylØs McCabe

Director of Peace and Justic

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 78207-46 19

Patricia Daly OP

Corporate Responsibility Representative

Sisters of St Dominic of Caidwell 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 La Mar M.M
Coordinator of Corporate Responsibility

Maryknoll Fathers and Brothers

P0 Box 305

MaryknollNY 10545-0305

Sister Henry Marie Zimmermann OSH
Treasurer

Benedictine Sisters of Virginia

Saint Benedict Monastery

9535 Linton Hall Road

Bristow VA 20136-1217

Nora Nash OSF

Director Corporate Social Responsibility

The Sisters of St.Francis of Philadelphia

609 South Convent Road

Aston PA 10914-1207
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Response of the Office of Chief Counsel

Division of Corporation Finance

Re JPMorgan Chase Co

Incoming letter dated January 10 2011

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 companys business lines

There appears to be some basis -for your view that-JPMorgan Chase may exclude

the proposal under rule 14a-8i7 as relating to JPMorgan Chases 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 boards

role in the oversight of JPMorgan Chases management of risk Accordingly we will not

recommend enforcement action to the Commission ifJPMorgan Chase omits the

proposal from its proxy materials in reliance on rule 14a-8i7 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



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 CFR 240 14a-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 determiiie initially whether or not it may be appropriate in particular matter to

recommend enforcement action to the Commission In connection with shareholder proposal
under Rule 14a-8 the Divisions staff considers the infbrmation furnished to it by the Company
in support of its intention to exclude the proposals from the Companys proxy materials as well

as any infonnation furnished by the proponent or the proponents representative

Although Rule 14a-8k does not require any communications from shareholders to the

Conrnissions stag 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 informatkn however should not be construed as changing the staffs informal

procedures and proxy review into formal or adversary procedure

It is important to note that the staffs and Commissions no-action responses to

Rule 14a-8j submissions reflect only informal views The determinations reached in these no-
action letters do not and cannot adjudicate the merits of companys position with respect to the

proposaL Onlya court such as U.S District Court can decide whether company is obligated
to include shareholder propOsals in its proxy materials Accordingly discretionary

determination not to recommend or take Commission enforcement action does not preclude

proponent or any shareholder of company from pursuing anyrights he or she may have against
the company in court should the management omit the proposal from the companys proxy
material
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VIA E-MAIL shareho1dervroposa1vsec ov

Office of Qilef Counsel

Division of Corporation Finance

U.S Securities and Exchange Commission

100 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 i4a-.8

Dear Ladies and Gentlemen

We submit this letter on behalf of our client JPMorgan Chase Co 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 Acf the Company

omits the enclosed shateholder proposal the Proposal and supporting statement the

Supporting Statement submitted by the Sisters of Charity of Saint Elizabeth the Marianist

Provmce of the United States the Providence Trust the Sisters of St Dominic of CaIdwell 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 Companys proxy materials for its 2011 Annual Meeting of Shareholders the 2011

Proxy Materials

Pursuant to Rule 14a-8j 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 Proponents representative Sister

Barbara Aires SC of the Sisters of Charity of Saint Elizabeth
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copy of the Proposal and Supporting Statement the Proponents cover letter submitting the

Proposal and other correspondence relating to the Proposal are attached hereto as Exhibit

SUMMARY OF THEPROPOSAL

On November 30 2010 the Company received letter from the Sisters of Charity of

Saint Elizabeth containing the Proposal for inclusion in the Companys 201 Proxy Materials

The Proposal reads as follows

BE IT RESOLVED that the BoarU of Directors report to shareholders at

reasonable cost and omitting proprietary infonnation by December 20114 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

companys business lines

11 ExCLUSION OF THE PROPOSAL

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 relianceon the following paragraphs of Rule l4a-8

Rule 14a-8i7 as the Proposal deals with matters relating to the Companys ordinary

business operations and

Rule 14a-8i tO as the Company has substantially implemented the Proposal

The Proposal May Be Excluded in Reliance on Rule 14a-8z7 because it

Deals With Matters Relating to the Companys Ordinary Business Operations

company is permitted to omit shareholder proposal from its proxy materials under

Rule 14a-8a7 if the proposal deals with matter relating to the companys ordinary business

operations In Commission Release No 3440018 May 21 1998 the 1998 Release the

Commission stated that the underlying policy of the ordmarybusiness exception is to confine

the resolution of ordinary business problems to management and the board of directors since it is

impracticable for sbarthollders to decide how to solve such probllems at an annual shareholders

meeting The Cornmission further stated in the 1998 Release that this general policy rests on

two central considerations The first is that tasks are so flmdarental to managements

ability to run company on dayto-day basis that they could not as practical matter be

subject to direct shareholder oversight The second consideration relates to the degree to

which the proposal seeks to micro-manage the company by probing too deeply into matters of

complex nature upon which shareholders as group would not be in aposition to make an

infonned judgment The fact that proposal seeks report from companys board of directors

instead of direct action is immaterial to these determinations -- shareholder proposal that
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calls on the board of directors to issue report to shareholders is excludable under Rule

14a-8i7 as relating to an ordinary business matter if the subject matter of the report relates to

the companys 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 hut 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 shareholder vote

In Staff Legal Bulletin No 14E October 27 2009 SLI 141 the Staff set forth

new position regarding its analysis of proposals seeking reports regarding risk-related matters for

purposes of Rule 14a-8i7 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 in olves matter of ordinary business to the company As

discussed below the Propolial dearly relates to the Companys ordinary business operations as it

addresses the Companys general risk management matters

For financial services firms such as the Company risk management is daily and

continuous practice that is an inherent partof the Companys day-to-day operations Thus the

subject mailer of the Proposal which requests report on the Companys risk management

structure it is integrated into business model and across all the operations of the

companys business lines involves matter of ordinary business to the Company While SLB

l4E indicates that proposal that focuses on the boards role in the oversight of companys

management of risk may transcend the day-to-day business matters of company and raise

policy issues so significant that it would be appropnate for shareholder vote the Proposal

does not focus on the boards role in managing risk indeed the Proposal including the

supporting statement mentions the Companys Board of Directors only when it asks that the

Board issue the report The Proposal and Supporting Statementdo not relate to the Boards role

in risk management -- both make no mention of this subject Rather the Proposal relates solely

to the nsk management structure staffing
and reporting lines of the institution and how it is

integrated into Companysi business model and across all operations of the

business lines Accordingly the Proposal relates to the Company ordinary business

operations and consistent with the Staffs statements in SLB l4E the subject matter of the

Proposal does not transcend the day-to-day business matters of the Company

The Staff has on several occasions permitted the exclusion of shareholder proposals that

related to company general risk management matters See McDonald st Corp January

28 2008 reconsideration denied March 2008 concurring in the omission of proposal

requesting that the board implement comprehensive risk strategy as relating to its ordinary

business activities Motorola Inc January 2008 same McDonald Corp March 14

2006 same The Mead Corporation January 31 2001 concurring in the omission of

proposal concerning the company liability projection methodology and evaluation of risk as

relating to its ordinary business activities As discussed above the Staffs position in SLB 14E

did not alter the position set forth in these no-action responses
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lveri if the Staff were to take the view that the Proposal relates in part to the significant

sOcial policy issue of the Boards role in the oversight of the Companys management of risk the

Proposal may he properly excluded as it relates to the significantly broader range of matters

relating to the risk management structure staffing and reporting lines of institution and how

it is integrated into Rhe Companysl business modeL Accordingly the exclusion of the

Proposal would continue t.o he consistent with Irior Staff positions as the Staff has expressed the

view that proposals relating tO b9.th ordinary business matters afl1 signilIcant social policy issues

may he excluded in their entirety in reliance on Rule 14a-8W7 .5cc Jlitlorgan Chase Co

February 25 2010 concurring in the exclusion of proposal relating t.o compensation that may

he paid to employees and senior executive officers ami directors in reliance on Rule 14a-8i7
because it concerned general employee compensation matters General Electric Company

February 2005 concurring in the exclusion of proposal intended to address offshoring

and requesting statement relating to any planned job cuts or offshore relocation activities in

reliance on Rule 14a-8i7 because it related to the companys ordinary business operations

i.e. management of the workforce Wal-Mart Stores Inc March 15 1999 concurring in the

exclusion of proposal requesting report on companys 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 l4a-8i7

because paragraph of the description of matters to be included in the report relates to ordinary

business operations Sec also General Electric Conpwv February tO 2000 concurring in

the exclusion of proposal relating to the discontinuation of an accounting method and use of

funds related to an executive compensation program in reliance on Rule as dealing

with both the significant policy issue of senior executive compensation and the ordinary business

matter of choice of accounting method

Based on the foregoing analysis the Company believes that it may properly Omit the

Proposal and Supporting Statement from its 2011 Proxy Materials in reliance on Rule

4a-8W7

The lropo.salMay Be Excluded in Reliance on Rule I-Ia-8i.WlO because the

Cnipany has Substantially Implemented the Proposal ilirough its Form 10-K

and Form i0-Q Filings

Rule 14a-8.i 10 permits company to exclude proposal from its proxy materials if the

company has already substantially implemnentccl the proposal which does not require

proposal to be implemented in full or precisely as presented See Release No 3.4-20091 August

1983 The exclusion set forth in Rule 14a-8i 10 is designed to avoid the possibility of

shareholders having to consider matters which already have been iavorably acted upon by

management Sec Exchange Act Release No 12598 July 1976 regarding the predecessor

rule to Rule l4a8i10 The Staff has stated that proposal is considered substantially

implemented when the companys practices are deemed consistent with the intent of the

proposal See Aluminum Company at America January 1996 Similarly the Stall has

declared that proposal is substantially implemented it the companys policies practices and
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procedures compare favorably with the guidelines ot the proposaL See Texac. Inc March 28

1991 Accordingly even if company has not implemented every detail ot proposal the

proposal may still he excluded provided that the company has szthsiantialiy implemented it

The Staff has consistently concurred with the view that company may omit proposal

because it has been substantially implemented through compliance with applicable laws and

regulations See e.g. Verizon Comnunzcanons Inc February 21 2007 concurring in the

omission of proposal that company disclose the relationship between each independent director

and the company considered by the board when determining each such directors independence

as substantially implemented because 407 of Regulation S-K requires disclosure of the

independence of director nominees and the transactions considered by the hoard in reaching that

conclusion Easinan Kodak Co February 1991 concurring in the OmissiOfl of proposal

that company disclose in annual
report

all fines paid for violating environmental laws as

substantially implemented because Item 103 of Regulation S-K requires disclosure of all fines

exceeding 100.000 Sec also Aing Pharnaceuiicals Inc March 17 201 concurring in the

omission of proposal that hoard amend the companys bylaws to give holders of 10% of

company 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

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 impkrnented because the company already was required to take such actions under

federal law

lere the Proposal calls tor the Board of Directors to report to shareholders the risk

management structure staffing and reporting lines of the institution and how it is integrated into

the Companys business model The Commissions rules already require
the Company to

provide significant disclosure regarding its risk management structure and practices in its

periodic reports
filed under ilie Exchange Act and the Company does in fact provide that

disclosure The Commissions guidance under Item 303 of Regulation S-K Managements

Discussion and Aflalysis of Financial Condition and Results of Operations MDA makes

clear that the companys risk management should be addressed in the MDA For example the

Commission has stated that the MDA should provide insight into material opportunities

challenges and risks such as those presented by known material trends and uncertainties on

which the companys executives are iliost focused br both the short and long term as well as the

actions they are taking to address these opportunities challenges and risk Exchange Act

Release No 48960 Commission Guidance Regarding Management .v Di.ccussion and %aIvss of

Financial Condition and exults 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 arc managed

Accordingly in tIme Companys Annual Report on Form 10K thr the fiscal year ended

lccember 31 2009 2009 form 10IC the Company addressed in dctaii its risk management

structure and the operation of that structure under the captions Risk Management Liquidity
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Risk Managernent Credit Risk Management Wholesale Credit Portfolio Consumer

Credit Portfolio Allowance for Credit Losses and Market Risk Management and this

disclosure was updated in the Companys subsequently-filed Quarterly Reports on Form 10-Q

We have included copies of the relevant portions of the 2009 Form10-K which total 39 pages of

disclosure on the Companys risk management structure and operations as ExhIbit to this

letter

Based on the substantial disclosure that the Compay has made as to its risk management

structure and practices the information that would be included iii 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 rehane on Rule

14a-8i 10

ilL 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 14a-8 As

such we respectfully request that the Staff concur with the Comparys view ard 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

Martin Dunn

of OMelveny Myers LLP

Attachments

cc Sister Barbara Aires SC
Sisters of Charity of Saint Elizabeth

Anthony Horan Esq

Corporate Secretary

JPMorgan Chase Co
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November 24 2010

Mr James Dimon CEO
iiMorgan Chase Co
270 Park Avenue

New York NY 10017-2070

Dear Mr Dimon

The Sisters of Charity of Saint Elizabeth ontinite to be concerned about risk management in the

operation of JPMCs financial services and its impact on the financial system We believe the

global financial crisis requires major changes in practices by our Company Therefore the

Sisters of Charity of Saint Elizabeth request the Board of Directors to report to shareholders risk

management structures and reporting lines as described in the attached proposal

The Sisters of Charity .of Saint Elizateth are beneficial owners of 200 shares of stock Under

separate cover you Will receive proof of ownership We will retain shares through the annual

meeting

have been authorized to notify you of our intention to file this resolution for consideration by

the stockholders at the next annual meeting and hereby submit it for inclusion in the proxy

statement in accordance with rule 4a4 of the General Rules and Regulations of the Securities

Act of 1934

If you should for any reason desire to oppose the adoption of this proposal by the stockholders

please include in the coxpo ions proxy material the attached statement of the security holder

submitted in support of this proposal as required by the aforesaid rules and regulations

Sincerely

Sister Barbara Aires SC

Coordinator of Corporate Responsibility

hoc

SIM/an



Restore Confidence in the Financial System
2011 JPMokgan Chase

WHEREAS the Securities and Exchange Commission is proposing the renstatement of rule titat was

eliminated in 1994 that would require companies to report each quarter their average daily or monthy

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 commented that Under these proposals investors

would have better information about companys financing activities during the course of report.ng

period not just period-end snapshot and With this information investors would be better able to

evaluate the companys ongoing liquidity and leverage risks Opening Statement SEC Open Meeting

September 17 2010

WHEREAS data compiled by Bloomberg flb 20

csbior urn sc states that For more than decade banks

and insurance companies convinced governments and nonprofits e.g Bay Area Toll Authonty in

Oakland CA Cornell University in Ithaca NY that financial engineering would lower interest rates or

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 complete meltdown of the financial system Our company

received $25l of TARP funds and continues to be ranked as significant systemic financial institution

WHEREAS excessive risk-taking by large financial institutions was key contributor to the scale and

severity of the recent recession

WHEREAS the International Monetary Fund reported that advanced economies pledged $10 triilon

financial sector support equivalent to 30% of 2009 World GDP

BE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and omitting

proprietary information by December 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

companys 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 atone

by the Dodd-Frank financial reform legislation which was signed into law in July 2010 unless it

accompanied by greater transparency and accountability across the sector

The proponents of this resolution have discussed with the Company the issue of nsk managenient

including the structure and processes that are in place to protect the institution its clients and customers

and financial system as whole though counterparty exposure This has included discussions about the

suitability of innovative tools and mechanisms and boutique servces that are offered in business

operations between lenders borrowers dealers underwriters and investors in both individual inst tutions

and across the industry Continuous monitoring testing and strenuous evaluation of these instruments for

soundness suitablity integrity and safety is needed and can be advanced through the adoption of this

resolution
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Securities and Exchange Commission

Judiciaxy Plaza

450 Fifth Street N.W
Washington DC 20549

Dear Madam/Sir

Enclosed is copy of the stockholders resolution and accompanying statement which

we as stockholders in J.P Morgan Chase have asked to be included in the 2010 proxy

statement

Also enclosed is copy of the cover letter Mr James Dimon CEO of 12 Morgan C1ase

Company

Sincerely

Sister Barbara Aires S.C

Coordinator of Corporate Responsibility

Encs

SBAIan

fl73 ZiO

NtW



Novern ber 242010

Is

Mr James Dimon

Chair CEO

.LP Morgan Chase Co

270 Park Avenue

New York NY 10017-2070

RE The Sisters of Charity of Saint Elizabeth

Dear Mr Dimon

This fetter along with the enclosed asset detail shall serve as proof of beneficial ownership

of 200 shares of J.P Morgan Chase Company for The Sisters of Charity of Saint Elizabeth

These shares 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

Sinc rely

Y4ette Andrews

Mnager investment Performance Analysis

Ashfield Capital Partners LC
415.391.4747

CC Sister Barbara Aires
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November 29 2010 RECEIVED BY THE

5entViafedEx NOV 302010

orrica OF THESECRETARY

Anthony Moran Corporate Secretary

Morgan Chase Co
270 Park Avenue

New York New York 10017-2070

Dear Mr Moran

am writing ou on behalf of the Mariarust Proc ince of the United States in support of fix

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 12011 the risk management structure staffing and reporting lines of the

mstttution and how it is integrated into their business model and across all the operations of the

companys business lines

lam hereby authorized to notify you of our intention taco-file this shareholder proposal with the

Ststcrs of Charity of St Elizabeth for consideration and action by the sharehokir at hc 20t1 Annul

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-S of the General Rules and

Regulations of the Securities and Exchange Act of 1934 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 to hold the

stnck through the date of the 2011 Annual MeetIng Verification of ownershi will follow

We truly hope that the company will be willing to dialogue with the filets about this proposal Please

nott that the contact person for this resolution/proposal
will be Sr Barbara Aires at Telephone 973-

290-5402

Sincerely

CA
MyUts McCabe

Director of Peace and justice

lianist Province of the United States

nLlosure 201 Sharcholder Resolution Restort Confidcms in the Financial System

TlheMarianists

425 Wtst Pine aourd St touk Mnosr ó3iOS23O 314533 1232



Restore Confidence In the Financial System
2911 JPMorgan Chase

WHEREAS the Securities and Exchange Commission iS proposing the reinstatement of rule that was

minated in 1994 that woukl require companies to report each quarter their average daily or monthly amount

of outstanding short4erm 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

lave better information about company financing activities dunng the course of reporting penod not just

periodend snapshot and With this information investors would be better able to evaluate the companys

ongoing liquidity and leverage iisks Opening Statement SEC Open Meeting September17 2010

WHEREAS data compfled by Bloomberg

states that or more than decade banks ano insurance

companies convinced governments and nonprofits fe Bay Area loft Authority Oakland GA Cornell

University in Ithaca NY that financial engineenng would lower interest rates on bonds sold for public pro ect

such as roads bridges and schools That has cost these entities more than $4 billion

WHEREAS the US government found itnecessary to commit more than $700 billion to the Troubled Assets

Relief Program in 2009 to prevent complete meltdown of the financial system Our company received $25b of

TARP funds and continues to be ranked as significant systemic financial institution

WHEREAS excessive iisk-taking by large financial institutions was key contributor to the scale and severity of

the rece recession

WHEREAS the International Monetary Fund reported that advanced economies pledged $10 trillion in financial

sector support- equivalent to 30% of 2009 World GDP

BE IT RESOLVED that the Board of Directors report to shareholders reasonable cost and omitting

proprietary information by December 2011 the risk management structure staffing and reporting lines of the

irstitution aid how it is integrated into their business model arid ticross all the operations of the company

busness 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 legislation which was signed into law in July 2010 unless it is accompanied by greater

transparency and accounthbflity 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 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 oorrowers

dealers underwriters and investors in both individual institutions and across the industry Continuous

monitoring testing and strenuous evaluation of these Instruments far soundness suitability integrity and safety

is needed and can be advanced through the adoption of this resolution
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November 28 2010

Anthony Horan

Corporate Secretary

JP Morgan Chase Co
2r0 Park Avenue
New York New York 1001 7-2070

DearMr Koran

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 2011 the risk management

structure staffing and reporting knes of the institution and how it is integrated into

their business model and across all the operations of the companys 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-S of the General Rules and

Regulations of the Securities and Exchange Act of 1834 representative of the

shareholders will attend the annual meeting to move the resolution as requirea 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 Meetino Verification of

ownership will follow

Wetruly 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

Respectfully yours

4w eJSl

Sister Ramona Eezner CDP
Trustee/Administrator

Providence Trust

Enclosure 2011 Shareholder Resolution



Restore Confidence in the Financial System
2011 JPMorgan Chase

WHEREAS the Securities and Exchange commission is proposing the reinstatement of rule that

was eliminated in 1994 that would require companies to report each quarter their average datiy or

monthly amount of outstanding short-term debt the maximum level of those bcrrowings an tneir

weighted average interest rate

WHEREAS Mary Schapiro Chair of the SEC has commented that Under those proposals

investors would have better information about companys financing activities during the course of

reporting period not just period-end snapshot and With this information investors woud Do

better able to evaluate the companys ongoinq liquidity and levPrage risks COoeiino Staternert

SEC Open Meeting September 17 2010

WHEREAS data compiled by Bloomberg httpiIwww bloorn .com/newsf2o10-1 1-10/wl-street-

coilects-4-biliion-from-taxnayers-as-swaps-beckfire.html states that For more than oecado

banks and insurance companies convinced governments arid nonprofits e.g Bay Area ToI

Authority in Oakland CA cornell University in ltha 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 complete meltdown of the financial system Our

company received S25b of TARP funds and continues to be ranked as significant systemic

financial instituUon

WHEREAS excessive risk-taking by large financial institutions was key contributor to the scae

and severity of the recent recession

WHEREAS the international Monetary Fund reported that advanced economes pledged $10 trllicn

in financial sector support equivalent to 30% of 2009 World GOP

BE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and

omitting proprietary information by December 2011 the risk management structure stafnng ana

reporting lines of the institution and how it is integrated into their business model and across alt the

operations of the companys business lines

Supporting Statement Restoring public trust and confidence in the financial system and in tne

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 ness
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 rranagernent

including the structure and processes that are in place to protect the institution its cltents and

customers and financial system as whole through couriterparty exposure This has included

discussions about the suitability of innovative toots and mechanisms and boutique services that are

offered in business operations between lenders borrowers dealers underwriters and tnvestors in

both individual institutions and across the industry Continuous monitoring testing and strenuous

evaluation of these instruments for soundness suttability integrity and safety is needed and can be

advanced through the adoption of this resolution



RCCEWCD BY THE

sers ci St Dominic ci aidwdll Ac

Office of Corporate Responsibility %3 se3 scu ic
South buuerton Ave 7a njEi HH4

Monwiair NJ 07042

November 29 2010

Mr James Dirnon

Chief Executive Officer

JP Morgan Chase Co

270 Park Avenue

New York NY 10017-2070

Dear Mr Dimon

The Sisters of St Dominic of Caldwell and other members of the Interfaith Center on

Corporate Responsibility have met few times this year to discuss the steps that need

to be taken to prevent another finandal 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 financial crises

The Community of the Sisters of St Dominic of Caldweli NJ is the beneficial owner of

three hundred seventy 370 shares of JP Morgan Chase which we intend to hold at

least until after the next annual meeting Verification of ownership is attached

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 hereby

submit it for inclusion in the proxy statement in accordance with rule 14-a-S 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 concerns

SincerelyJ/
.r asn

Patricia Daly 00

Corporate Responsibility Representative



Deputy Corporate Secretary and General Counsel

JP Morgan Chase

270 Park Avenue

New York NY 10017

November 292010

To Whom it May ConeÆrn

The letter of verification of ownership forthe Community of the Sisters of St Dominic will

follow sepantely

The hard copy will follow by mail

Thanks for your patience

2j

Patricia Daly OP



Restore Confidence in the Financial System
20i1 JPMorgan Chase

WHEREAS the Securities and Exchange Commission is proposing the reinstatement of rule that was

etirninated in 1994 that would require companies to report each quarter their average daily or monthly

amount of outstanding short-term debt the maximum level of those borrowings arid their weighted

average interest rate

WhEREAS Mary Sthapiro Chair of the SEC has commented that Under these proposals investors

would have better information about companys financing activities during the course of reporting

period not just period-end snapshot and With this information investors would be better able to

evaluate tne company ongoing liquidity and leverage risks Opening Statement SEC Open Meeting

September 17 2010

WHEREAS data compiled by Bloornberg

states that For more than decade banks

and insurance companies convinced governments and nonprofits e.g Bay Area Toll Authority in

Oakland CA Cornell 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 to cotnrnit more than $700 billion to the Troubled

Assets Relief Program in 2009 to prevent complete meltdown of the financial system Our company

received $25b of TARP funds and continues to be ranked as significant systemic financial institution

WHEREAS excessive risk-tÆkin by large financial lnstitutions was key contributor to the scale and

severity of the recent recession

WHEREAS the International MOnetary Fnd reported that advanced economies pledged $10 ttiflion in

financial sector support equivalentto 30% of 2009 Woild GOP

BE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost arid omitting

proprietary information by December 2011 the risk management structure staffing and reporting lines

of the institution and how it is integrated into their business model and across oil the operations of the

companys business lines

Supporting Statement Restoring ublic 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 legislation which was signed into law in July 2010 unless it is

accompanied by greater transparency and accountabitity across the sector

The proponents of this resolution have discussed with the Company the issue of risk management

icluding the structure and processes that are in place to protect the institution its clients and customers

and financial system as whole through counterparty exposure This has included discussiohs about the

suitability of innovative tools and mechanisms and boutique services that are offered in business

operations between tenders borrowers dealers underwiters arid investors in both individual institutions

and across the industry Continuous monitonng testing and strenuous evaluation of these instruments

soundness suitability integrity and safety is needed and can be advanced through the adoption of this

resolution



RECEIVED BY ThE

NOV 30 ZUlU

ofltcEOF ThE SECfttThfl

MARYKNoLLS1sTERs-

November 29.2010

Mr James Dimon

ChiefExecutive Officer

.1. Morgan Chase Co
270 Park Ave

New YorkNY 10017

Dear Mr Dimon

The Marykaoll Sisters Of St Dominle Inc are the beneficial owners of 101 shares of LP Morgan

Chase Co The Marykuoll Sisters have held the shares.continuously for over one year and

intend to hold them until after the annual meeting 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 lending and risk management As the repercussions of

the financial crisis continue to be felt by millions we believe banks must do more to restore

confidence in the financial system

am hereby authorized to notil you of our intention to present the enclosed proposal for

consideration and action by the stockholders at the next annual meeting and thereby submit it

for inclusion in the proxy statement in accordance with Rule 14-a-S of tIle General Rules and

Regulations of the Securities and Exchange Act of 1934

The contact person for this resolution is Sister Barbara Aires representing the Sisters of Charity of

Saint Elizabeth 973-290-5402 We look forward to discussing this issue with you at your

earliest convenience

Sincerely

Catherine Rowari

Corporate Social Responsibility Coordinator

enc



Restore Confidence in the Financial System
2011 JPMorgah Chase

WHEREAS the Secunties and Exchange Commission is proposing the reinstatenent of 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 maximum level of those borrowings and their weighted

average interest rate

WHEREAS Mary Schapiro Chair of the SEC has commented that SUnder these proposals investors

would have better information about companys financing activities dunng the course of reporting

period not just period-end snapshot and SWith this information investors would be better able to

evaluate the companys ongoing liquidity and leverage nsks Opening Statement SEC Open Meeting

September 17 2010

WHEREAS data cotnpiled by Bloomberg

states that For more than decade banks

and insurance companies convinced governments and nonprofits Bay Area Toll Authonty in

Oakland CA Cornell University in Ithaca NY that financial engineering would lower interest rates on

bonds sold for public projects such as roads brides and schoOls That has cost these entities more

than $4 billloif

WHEREAS the US government found it necessary to commit more than $700 billion to the Troublec

Assets Relief Program in 2009 to prevent complete meltdown of the financial system Our company

received $25b of TARP funds and continues tobe ranked as significant systemic financial institution

WHEREAS excessive nsk-taking by large financial institutions was key contnbutor to the scale and

severity of the recent recession

WHEREAS the international Monetary Fund reported that advanced economies pledged $10 trIllion in

financial sector support equivalentto 30% of 2009 World GD

SE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and omitting

proprietary information by December 2011 the nsk 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

companys 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 legislation which was signed into law in July 2010 unless it is

accompanied by greater ransparency 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 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 underwnters and investors in both individual institutions

and across the industry Continuous monitonng testing and strenuous evaluation of these instruments for

soundness suitability integnty and safety is needed and can be advanced through he adoption of this

resolution
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November 29 2010

To Whom tt May Concern

This certifies that the Maryk Ii Sisters flt Inc are tht

beneficial owners of 100 shares of JR Mor9on Chose and Co These shores have

boon held continuously for twelve months and wilt tcfltinue to be held

throuh the Eat ernSt meeting of the company.

Sincerely

bodd $L Koeckert
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November 29 2010

Mr James Dimon CEO
JP Morgan Chase Co
270 Park Avenue

New York NY 10017-2070

Dear Mr Dirnon

By Fa 212 2702613

Orignai by Express Mail

The Maryknofl Fathers and Brothers remain concerned about the current fiscal crisis its effect ot

worldwice communities and ojr Company response to this critical situation Whereas excessive

takIng by large financial institutions was key contributor to the scale and severity of the recent

recession we believe that confidence in the financial system has been lost Thus we ask that the Board

of Directors report to shareholders at reasonable cost and omitting oropnetarj information by December

2011 the risx management struc4ure staffing and reporting lines of the irstitution and how it is

thtegrated into their business model and across all the operations of the companys business lines

The Maryknolt Fathers and Brothers are beneflcial owners of 65 shares of stock We Will retain shares

through the annual meeting

Through this letter we are now notifying the company of our intention to co-fee the enclosed resolution

with the Sisters of Charity of St ElIzabeth NJ and present it for inclusion in the proxy stateent for

consiceratron and action by the shareholders at the next stockholders meeting in accordance wit tale

14-a-S of the General Rules and Regulations of theSecurities Exchange Actof 1934

it is our tradition as religious investors to seek dialogue with companies to discuss the issues involved

with the hope that the resolution might not be necessary
We trust that dialogue of this sort is of interest

to you as well Please feel free to call Sr Barbara Aires SC at 1973-290-5402 if you have any OLC5 ions

about this resolution

iCCR

Sr Barbara Aires

OFflCEp ThE SEcgy

Stncerely

On nydtd Pim



estore Conedence in the Finartciat Syster
2011 JP 4rgan Chase

HREAS the Securities and Exchange Ccnmission is proposing the retnstatemert of rue ha was

unncted 1994 that would require companies to reoort each quarter their average dai.y or rrcn.h

amount of outstanding short-term debt the maximum level of those corrowings ad her weghtec

average interest rate

HREAS Mary Schapro chair the SEC has commented that Under these rpcsas inva cs

voLd have better information about company financing act vties during the ootrse of epo

not just peiod-end snapshot and With this nformation investors cud cc aetta ue
vauate the companys ongoing Iquicty and leverage risks Opening Statement SEC Open Meetn

Sepemoer 17 2010

Wi4ERAS data compiled by Boomberg

states that For more than cecade canKs

and insuance companies convinced governmen and nonprofits Bay Area Tel Autherty ir

Ouxtand CA Cornell iiniverstj in Ithaca NY that financiai engireeng would iowsr intares rates on

conds sold for pabilc projects such as roads bridges and schools That has cost tnese .ttias to.e

an $4 b.cion

iEREAS the US government founa necessary to commit more tnan 5730 bfflon to the rcubec

Assets Relief Program in 2009 to prevent comolete rneitdowr of the financiai system Ou ccrcn1

reces cc $25b of TARP funds and continues to be ranked as significant systemc franca

WHEREAS excessive risk-taking large financal institutins was key contrbutor to 50cc 2fl

severity of the recent recessiont

WPREAS the International Monetary Fund reported that advanced economies pledged $10 tr.ion in

-ancici soctor support equivalent to 30% of 2009 World GOP

SE IT RESOLVED that the Board of Directors report to sharehcders at reasonabia ccst and orttn

procr tary nformationj by December 2011 the ns managernant strucuro saffing ai aortng
ot ne nsurution and how it is integratea into their business nodei and acoss a1 the oneetisns

companys business lnes

Supporting S4atement Restoring pubic trust and confidence in Vie financial system ana

corporations and institutions that operate in the financial services sector wi3 not be aocompiihed acre

cy the Dodd-Trank financial reform legislation wbicn was signec into iaw in ..uy 2010 unlss

accompanied oy greater transparency and accountability across the stor

the proponents of this resolution have discussed with the Company the issue of risk mcnagement

ncludrg the structure and processes that are in place to protect the institution its clients ond ostcmec

and financial system as whole through counterparty exposure Ths has included dscussicns about

suitability innovative toos and mechanisns ard boutique services tat are offored fl DuSn 5t

operaicns oeween lenders bcrrowers doalers underwriters and .n cot nCV.ct.a fl5it cs
ard across the industry Continuous mo-iitoring testing and stenuous evauaton mess rsrune.s Icr

scuncness suitability ntagnty anc safety .s needed anc can be acva ted thouh the nccpttn

reso ution

cyvit ppc
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To Wham it May Concern

Cithollc toreign Msyin Sot ry America Irc cFMSA alto known as the Maryknoh Fatn

rothers atC the beneficial owners of 65 shares of Morgan Chase 1PM 1hes shai es have heeii

consstenty held since 10/20/1999

it you have anyquestiorks please call meat9t4 2416461

Mithmel Gray CFM

Vice President

Sonior Financial Advisor
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Benedictine Sisters of Virginia

Saint BenedIct Monastery 9535 Unton Hall Road Bristow Virginia 20136-i 21 703361-0

November 25 2010 tt THE

RECE%vED BY ThE

Anthony .1 Horan

Corporate Secretary
ZUlU

OFflCfact

JP Morgan Chase Co
270 Park Avenue OFFICE OF ThE SECRETARY

New York New York 10017-2070

Dear Mr Horan

am writing you on behalf of the Benedictine Sisters of Virginia in support 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 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 companys 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

7.011 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 4-a-S of

the General Rules and Regulations of the Securities and Exchange Act of 1934

representative of the shareholders will attend the annual meeting to move the resoludon as

required by SEC rules

We are the owners of 1000 shares of JP Morgan Chase Co stock and intend to fold

$2000 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 resolutionlproposal will be Sr Barbara Aires at

973-290-5402

Respectfully yours

4.4

Sister Henry Mane Zimmermann 058
Treasurer

Enclosure 2011 Shareholder Resolution



Restore Confidence in the Financial System
2011 JPM organ Chase

WHEREAS the Securities and Exchange Commission is proposing the reinstatement of rule that was

1wiinated in 1994 that would require companies to report each quarter their average daily or monthly anour

outstanding 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 wo

nave better information about companys financing activities during the course of reporting period net ju
penod-end snapshot and uWlth this infcrmation investors would be better able to evaiua.e te como

ngoing liquidity and leverage risks Opening Statement SEC Open Meeting September 17 2010

WHEREAS data compiled by Bloomberg 14c4Jjçrn Lt
states that For more than decade banks and insurance

encrrpanies convinced governments and nonprofits eg Bay Area Toll Authority in Oakland CA Crnc

University in Ithaca NY that financial engineenng would lower interest rates on bonds sold for public protects

suci 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 Asats

Re ief Program in 2009 to prevent complete meltdown of the financial system Our compaiy receivd $2$b

TARP funds and continues to be ranked as significant systemic financial instttution

WHEREAS excessive risk-taking by large financial institutions was key contributor to tne sae ard seve1t1

.ne recent recession

WHEREAS the International Monetary Fund reported that advanced economies pledged $10 trillion in financa

sector support equivalent to 30% of 2009 Wortd GDP

BE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and omiW
rcprietary information by December 2011 the risk management stnicture staffing and reporting lines of the

nM ton and how it is integrated into their business model and across all the operations of the ccmoarv

ess lines

Supporhng Statement Restonng public trust and confidence in the financ at system anc me corpoiaens

and institutions that operate in the financial services sector will not be accomplished alone cy the CodoFan
financial reform legislation which was signed into law in July 2010 unless it is accompanied grale

transparency and accountability across the sector

Tbe proponents of this resolution have discussed with the Company the issue of risk management ii eluding tnc

structure and processes that are in place to protect the institution its clients and customers and fnancial system

as whole through counterparty exposure This has included discussions about the suitability of innovative toots

and mechanisms and boutique services that are offered in business operations between lenders borrowers

lealers underwnters and investors in both individual institutions and across the industry Continujis

montonng testing and strenuous evaluation of these instruments for soundness suitability integrity and safets

.s reded and can be advanced through the adoption of this resolution



ThE
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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 Frands of Philadelphia have been shareholders in

Morgan Chase for many years As faith-bas$ investors we are asking you for report on risk

management structures staffing and reporting tines across all operations as the enclosed resolution

details It really is time to restore confidence irj the financial system and that will require integrity

transparency and continuous monitoring on th4 part ofieai Tp and management

As Iliith-based investor am hereby authoized to notify you of our intention to submit this

shareholder proposal with The Sisters of Charity of St Elizabeth submit it for inclusion in the

proxy statement for consideration and action by the shareholders at the 2011 annual meeting

accordance with Rule l4-a-8 of the General Rues and Regulations of the Securities and Exchange

Act of 1934 representative of the shareboders will attend the annual meeting to move the

resolution as required by SEC rules We truly hppe that the company will be willing to dialogue with

the filers about this proposal Please note that thb contact person for this resolution/proposal will be

Sr Barbara Aires SC Her phone number is 973-290-5402

As verification that we arc beneficial owners qf conunon stock in Morgan Chase enclose

letter from Northern Trust Company our portfolio custodian/record holder attesting to tne fact It

our intention to keep these shares in our portfolio at least until after the annual meeting

Respectfully yours

9t
Nora Nash OSE

Directot Corporate Social Resptnsibility

Enclosures

cc
Barbara Aires SC

Julie Wokaty ICCR

Office o.Ccrp.nc .RnoxibW
WjSrsahtannn toU 4snctj \j44 137

4W 4134441 Fw 61W458 5345 1nntk mnch4iph44.g .nacophtnn/



Restore Confidence in the Financial System
2011 -- JPMorgan Chase

WHEREAS the Secunties and Exchange Comrmssion is proposing the reinstatement of 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 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 companys financing activities during the course of reporting

period not just penod-end snapshot and With this information investors would be better able to

evaluate the companys ongoing liquidity and leverage risks Opening Statement SEC Open Meeting

September 17 2010

WHEREAS data compiled by Bloomberg /wwwbOornbCflCQm
ço.--biIlion-fri states Lhat For more than decade banks

and insurance companies convinced governments and nonprofits e.g. Bay Area Toll Authority in

Oakland CA Cornell University in Ithaca NY that financial engineering would lower interest rates on

bonds sold for public projects such as roads bndges 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 complete meltdown of the financial system Our company

received $25b of TARP funds and continues to be ranked as significant systemic financial institution

WHEREAS excessive risk-taking by large financial institutions was key contributor to the scale and

severity of the recent recession

WHEREAS the International Monetary Fund reported that advanced economies pledged $10 trillion in

financial sector support equivalent to 30% of 2009 World GOP

BE IT RESOLVED that the Board of Directors report to shareholders at reasonable cost and omitting

propretary information by December 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

companys 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 legislation 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 cUents and customers

and financial system as 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 these instruments for

soundness suitability integrity and safety is needed arid can be advanced through the adoption of this

resoiution
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October 27 2010

To Whom It May Concern

This letter will verify that the Sisters of St Frauds of Philadelphia hold at least $2000

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 nxct annual meeting

The Northern Trust Company serves as edstodian for the Sisters of St Francis of

Philadelphia The above mentioned shards are registered in nominee name of the

Northern Trust

This letter will further verify that Sistet Nora Nash and/or Thomas MeCaney are

representatives of the Sisters of St Fran4is of Philadelphia and are authorized to act in

their behalf

Sincerely

cj7
Sanjay Singhal

Vice President
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Managements discussion and analysis

RISK MANAGEMENT

Risk is an inherent part of lPMorgan Chases business activities and

the Firms overall risk tolerance is established In the context of the

Firms earnings power capital
and diversified business modeL The

Firms risk management framework and governance structure are

intended to provide comprehensive controls and ongoing manage

ment of the major risks inherent in its business activities It is also

intended to create culture of rsk awareness and personal responsi

bility throughout the Firm The Firms ability to property Identify

measure monitor and
report

nsk is atticS to both its soundness and

profitability

Risk identification The Firms exposure to risk through its
daily

business dealings including lending trading and capital markets

activities is identified and aggregated through the firms risk

management infrastructure In addition individuals who manage

risk positions particularly those that are complex are responsible

for
identifying

and
estimating potential

losses that could arise from

specter unusual events that may not be captured in other mod

els and those risks are communicated to set management

Risk measurement The Finn measures risk using variety
of

methodologies including calculating probable loss unexpected

loss and
value-at-risk

and by conducting stress tests and making

comparisons to external benclimark Measurement models and

related assumptions are routinely reviewed with the goal
of en

suring that the Firms risk estimates are reasonable and reflect

underlying positions

Risk monitoring/control The Firms risk management policies

and procedures incorporate risk mitigation strategies and include

approval limits by customer produc industry country
arid busf

ness These limits are monico on daily weekly and monthly

basis as appropriate

Risk reporting Executed on both line of business and con

solidated basis This information is reported to management on

daily weekly and monthly basis as appropriate There are

eigh major risk
types

identified in the business activities of the

Firm liquidity risk credit risk market risk interest rate risk pri

vate equity risk operational risk legal
and

fiduciary nsk and

reputation risk

Risk governance

The Firms risk governance structure starts with each line of business

being responsible
for managing its own risks ach line of business

worksclosely with Risk Management through its own risk committee

and its own thief risk officer to manage Its risk Each line of business

risk tommittee is responsible for decisions regarding the business risk

strategy policies and controls The Firms Chef Risk Officer isa

member of the line of business risk committees

Overlaying the line olbusiness risk management are four corporate

functions with risk managementrelated responsibilities including

the Chief Investment Office Corporate Treasury Legal
arid Compli

ance and Risk Management

Risk Managementis headed by the Firms Chief Risk Officer wheis

member of the Firms Operating Committee arid who reports to

the Chief Executive Officer and the Board of Directors printarily

through the Boards Risk Policy
Committee Risk Management is

responsible for providing an independent firmwide function of risk

management and controls Within the Firms Risk Management

function are units responsible
for credit risk market risk operational

risk and privateequityrisk as well as risk reporting riskpolicy and

risk tedinologyand operations Risk technology and operations is

responsible for building the information technology infrastmcture

used tomOnitor and manage risk

The Chief Investment Office and Corporate Treasury are responsi

ble for measuring monitoring reporting and managing the Firms

liquidity interest rate and foreign exchange risk

Legal
and Compliance has oversight for legatandfidudary rfsk

In addition to the risk committees of the lines of business and the

ebove-referented risk management functions the Firm also has an

fe ment Committee an Mt-liability Committee and three

other risk related committees the Risk Working Group the Global

Counterparty Committee and the Markets Committee All of these

comniltteesareaccountable to the Operating Committee which is

involved in
setting the Firms overall nsk appetite The membership

of these committees are composed of senior management of the

Firm including repesentaoves of lines of busiress Risk Manage

ment Finance and other senior executives The committees meet

frequently to discuss broad range of topics including
for example

current marketcoriditions and other external events risk exposures

and risk concentrations to ensurö that the impact of risk factors are

considered broadly across the Firms businesses
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The Asset-Liability Committee monitors the Firms overallinterest

rate risk and liquidityrisk AltO is responsible for reviewing and

approving the Firms liquidity policy
and contingency funding plan

4W also reviews the Firms funds transfer pricing policy through

which lines ofbusi traSeC interest rare and
foreign ex

change risk to Corporate Treasury
in the Corporate/Private Equity

segment earningsat risk overall interest rate position funding

requirements and strategy
and the Firms secuntizatton programs

and any required liquidity support by the Firm of such programs

The tmenr Committee chaired by the Firms Chief Financial

Officeroversees global merger and acquisitionactivitles
under

taken bylPMorgan Chase forks own count that fall outside the

scope of the Firms private equity and other prindpal
finance

activities

The Risk Working Group chaired by the firms Chief Risk Officer

and meets monthly us review issues that cross lines of business

such as risk policyriskmethodology Basel II and other regulasory

issues and sach other topics
referred to it by line-of business risk

committees or the Firms Chief Risk Officer

The Markets Committee chaired by the Chief Risk Officer meets

weekly to review monitor and discuss significant risk matters

which may include credit market and operational risk issues

market maying events large transactions hedging strategies

reputation risk conflicts of interest and other issues

The Global Counterparty Committee designatesto the Chief Risk

Officer of the Firm certain counterparties with which the Firm may

trade at exposure levels above portfolio-established thresholds

when deemed appropriate to support the Firms trading activities

The Committee meets
quarterly to review total exposures with

these
counterparties

with particular focus on counterpartytrading

exposures andtodirect changes in exposure levels as needed

The Boardof Directors exercises its oversight of risk management

principally through the Boards Risk Pohcy Committee and Audit

Committee The Risk Policy Committee oversees senior manage-

meat risk-relatethesponsibilities induding reviewing management

polities
and performance against these policies and reLated bench

marks The Audit Committee is responsible for
oversight

of guide

litres and
policies

that govern the process by which risk assessment

and management is undertaken In addition the Audit Committee

reviews with management the system of internal controls and

financial reporting that Is reliedupon to provide
reasonable assur

ance of compliance with theFirms operational risk management

processes

is



Managements discussion and analysis

UQIJIDITY RISK MANAGEMENT

The
ability to maintain sufficient level of liquidity is crucial to ban

del services companies particularly thek ability to maintain appropri

ate levels of liquidity during periods of adwonditionsiPMorgan

Chases rSaiy sources of
liquidity

indixlea diversified deposit base

and access to the bng-tenn4i thdng trust preferred capital debt

securities and equity capital markets The Firms funding strategy is

intended to ensure lkvidty and diversity of funding sources to meet

actual and
contingent

liabilities during both normal and stress pen

oth Continent with this strategyWMorgan Chase rnai talus large

pools
of

highly liquid
unencumbered assets and significant sources of

secured funding and monitors its capacity in the wholesale funding

markets acrossvarious geographic regions
and in various currendes

The Firm also maintains access to secured funding capacity through

overnight borrsings front various central banks Throughout the

recent flnancialcrlsis the Firm successfully raised both secured and

unsecured funding

Governance

The Finns governance process is designed to ensure that its liquid

ity position remamsstrong The Asset-Liability Committee reviews

and approves the rums liquidity policy and contlngencyftrnding

plan Corporatetreasury formulates and is responsinle for execut

ing the Firms liquiditypoilcyand contingency funding plan swell

as measuring monitoring reporting and managing the rss

liquidity
risk

proflle lPMorgan Chase uses centralized approach for

liquidity
nsk management to maximtze liquidityaccess mininuze

funding costs and permit
id flcatb and coordination of

global

liquidity nsk This approach involves frequent communication with the

business segments cipliried management of liquidity at the parent

holding company comprehensive market-based pricing of all

assets and liabilities continuous balance sheet management

frequent stress testing of liquidity sources and frequent reporting

to and communication with senor management and the Board of

Directors regarding the Firms liquidity position

Liquidity monitoring

The Firm monitors liquidity trends tracks historical and prospec

tive on- andoff-balance sheet liquidity obligations identifies

and measures internal and external liquidity warning signals to

permit early detection of liquidity issues and manages contin

gency planning including identification and testing of various

company-specific and market-driven stress scenarios Various

tools which together co ttrlbu eto an overall firmwide liquidity

oerspective are used to monitor and manage liquidity Among

others these include analysis of the timing of liquidity sources

versus liquidity uses Ce funding gaps over periods ranging front

overnight to one year ii management of debt and capital is

ances to ensure that the illquId portion of the balance sheet tart

be funded by equity long-term debt including trust preferred

capital debt securnies and deposits the firm believes to oe

stable and iii assessment of the Firms
capacity to raise incre

mental unsecured and secured Funding

Liquidity of the parent holding company and its nonbank sitsidi

aries is monitored independentlyas well as in
conjunction

with

the liquidity ot die Firms bank subsidiaries At the parent holding

company leveL Sg-term funding is managed to ensure that the

patent bolting company has ala minimum sufficIent hquidity to

cover its obligations and those of its nonbank subsidiaries within

the next 12 months For bank subsidiaries the focus of liquidity

risk management is on maintenance of unsecured and secured

funding capacity
sufficient to meet on-and off-balance sheet

obligations

component of
liquidity management is the Firms contingency

funding plan The goal of the plan is to ensure appropriate liquid

ity during rtorrnal and stress periods The plan considersvarious

temporary and long-term stress scenarios where access to whole

sale unsecured funding is severely limited on nonexisten taking

into account both on- and off-balance sheet exposures and

separately
evaluates access to funding sources by the parent

holding company and the Firms bank subsidiaries

Recent events

The extraordinary levels of volatility exhibited in global markets

during the second half of 2008 began to subside in 2009- Market

participants were able to regain access to the debt equity and

consumer loan securitizatiori markets as spreads tightened and

liquidity retumed to the markets

The Firm believes its liquklity position is Strong based on its
liquidity

metrics as of December 31 2009 The Firm believes that its unse

cured and secured funding capacity is sufficient to meet its on and

off-b dance sheet obligatloit .lPMorgan Chasesiongdated funding

including core liabilities exceedadilliquid assets

On March 30 2009 the Federal Reserve announced that effec

tue April27 2009 It would reduce the amount it lent
against

certain loans pledged as collateral to the Federal Reserve Banks

for discount window or payment-system risk purposes in order to

reflect recent trends in the values of those
types

of collateral On

October 19 2009 the Federal Reserve further reduced the

amount it lent against such collateral These changes by the

Federal Reserve did nOt have material impact on the Firms

aggregate funding capacity

The Firm participated in the FOICs Temporary Liquidity Guarantee

Program the fiG Program which was implemented in late

2008 as temporary measure tolp restore confidence in the

financial systens This program is comprised of two components

the Debt Guarafltee Program that provided an FDlC guarantee for

certafn senior unsecured debt issued through October31 2009

and the Transaction Account Guarantee Program the TAG

Program that provides unlimited insurance on certain noninter

estbeaning transaction accounts The expiration date of the TAG

Program wasextanded
bysix months from December 31 2009

to June 30 2010 to provide continued support to those instltu

irons most a1fectad oy the recent funanoal crisis 0rd to phase ort
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the program in an orderly manner On October 22 2009 the firm

notified the FDIC that aiof January 2010 it would no longer

participate in the TAG Program As result of the firms decision

to opt out of the program alter December 31 2009 funds held

in
nrininterest-bearing

transaction accounts will no longer be

guaranteed in full but wIll be insured up to 1250000 under the

FD1Cs general deposit rules The insurance amount of $250000

per depositor is in effect through December 312013 On January

2014 theinsurance amount will return to $100000 per
de

posnor for all account caregones except Individual Reorement

Accounts IRAs and certain other retirement accounts which

will remain at $50000
per depositor

Funding

Sources of funds

The deposits held bythe RFS CS ISSandAM lines of business are

generally
stable sources of funding for JPMorgan ChaseBank NA

As of December 31 2009total deposits
for the firmwere $938.4

billion compared with $1.0 trillion atDetember 31 2008 signifi

cant portion of the Firms deposits are retail deposits 38% at

December31 2009 which are less sensitive to interest rate

changes or market volaullty and therefore are considered more

stable than market-based IA wholesale liability balances In

addition through the normal course of business the Flrmbeneflts

from substantial
liabllly

balances originated by RFS CS TSS and

AM These franchise-generated liability balances include deposits

as well as deposits that are swept to on-balance sheet liabilities

Ce commercial paper federal funds purchased and securmes

loaned or sold under repurchase agreements signiflcantportion

of which are considered to be stable and consistent sources of

funding due to the nature of the businesses from which they are

generated For further discussions of
deposit

and
liability

balance

trends see the discussion of the results for the Firms business

segments and the Balance sheet anays4s on pages 63SI and 84

86 respectively
of this Annual Report

Additional sources of funding indude avarletyofpnspredsbgrt

and long-term instruments inducing federal funds purchased

certificates of deposit time deposits bank notes commercial papet

long-term debt trust preferred capital debt securities preferred

stock and common stock Secured sources of
funding

include

securities loaned or sold under repurchase agreements asset-

backed securitizatioits and borrowings from the Chicago Pitts

burgh and San Francisco Federal Home San Banks The Firm also

borrows from the Federal Reserve inducing discount-window

borrowings the rimar Dealer Ctedit Fadlly and the Term Auction

Facility however the Firm does not view such borrowings from the

Federal Reserve asaprimary means of furnfl

Issuance

Funding markets are eviluated on an ongoing basis to achieve an

appropriate globalbalance of unsecured and secured funding at

favorable rates Generating funding from broad range of

sources in variety
of geographic locations enhances financial

flexibility
and limits dependence on any one source

During 2009 and 2008 the Firm issued $19.7 billion and $20.3

bi lion respectively of FDIC-guaranteed long term debt the

RG Program which became effective in October 2008 in 2009 the

Firm also issued non-FDIC guaranteed debt of $16.1 billion iriclud

ing $11.0 billion of senior notes and $2.5 billion of trustpreferred

capital debt securities in the US market and 526 billionof senior

notes in the European market in 2008 the Firm issued non-FDiC

guaranteed debt of $23.6 billion induding $12.2 billion of senior

notesand $1.8 billion of trust preferredcapital debt securities inthe

US mamketaqds96bmlinonofseniomnotesinnonUS markets

Issuing non-FDIC guaranteed debt the capital markets in 2009

was prerequisite
to redeeming the $250 billion of Senes Pre

ferredStock.lnaddltion during
2009 and 2008 iPMorgan Chase

issued 1155 billlonand $28.0 billion respectively
ofl8 structured

notes that are induded within
long-term

debt
During

2009 and

20 $55.7 billion and $62.7 billion respectively
of

lono-term

debt including trust pretened capital
debt secunties matured or

was redeemed Including $272 billion and $358 billion resoec

lively of 18 structured notes the maturities or redemptions in 2009

offset the issuances doming the period During
1009 and 2008 the

Firm also securitized $26.5 billion and 121 billion respectively of

credit card loans

Replacement capital covenants

In connection with the issuance of certain of its trust preferred

capital debt secumities and its noncumulativeperpeumalpreferred

stock the Firm has entered into Replacement Capital
Covenants

rRCCsI These RCCs grant certain rlgitsto the holders of cov

ered debt as defined in the RCCs that prohibit the repayment

redemption or purchase of such trust preferredcapital debt securi

ties and nononnulative perpetual preferred stock except wltn

limited exceptions to the extent that JPMorgan Chase has received

in each such case spedfled anountsof proceeds from the sale of

certain qualnfmg securities Currently the Firms covered debt is its

5a7S% Junkw Subordinated Deferrable lnterest Debentures Series

due in 2035 For more information
regarding thesecovenants

reference ismade to the respective RCCs including anysupple

ments thereto entered intoby the Firm in relation to such trust

preferred capitatdebt securities and noncumulative perpetual

preferred stoclr which are available In filings made by the Firm

eAch the U.S Securities anc Exchange Commission

Cash flows

For the yearsended December 3t 20092008 and 2007 cash

anddue frombanks decreased $689 million 1132 billion and

$268 million respectively The following discussion highlights
the

malor activities and transactions hat arfected JPMorgan Chases

cash flows during 20 2008 and 2007

Cash fibws tin ponthyxtMits

JPMorgan Chases operating assets and liabilities support the

Firms capital
markets and lending activities including the origi

nation or purchase of loans initially desi ated as held-for-sale

Operating assets and liabilities can
vary significantly

in the normal

cot.rse of business dLe to the amoLrt and
timing

of casn flows

wnrch are affected by client-driven activities market conditions
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and trading strategies Management believes cash flows from

operations available cash balances and the Fam ability to

generate cash through short- and Ideg-term borrowings are

sufficient to fund the Firms operating liquidity needs

For the years ended Decehtei 31 2009 and 2008 netcash pro

videdbyoperatTingactMtieswas$121.9billlonand$23Y1bfilon

respectivelywhilefortheearendedOecember3l 200Znetcash

used in operating actMtieswasSllO$ billion In 2009 the net

dedkie in trading assets and liabilities was affected bybalence

sheet managemflactMties and the impact of the challenging

capital markets environment that existed at December31 2008

and continued into the first half of 2009 ln-2009 and 2008 net

cash generated from operating activities was higherthan

come largely as result of a4ustrnents for non-cash items such as

the provision for credit losses In addition for 2019 and 2008

proceedsfrom sales securitizatlons and paydowns of loans migi

natedor purchased with an irdtial Intent to sell were higher than

cash usedto acquire such loans but thecashflows fromihese loan

actMtles remained at reduced levels as resultd the loweracMfy

in these markets since the second half of 2001

For the yearended December31 2001 tenet ash used in trad

Wig
activities reflected amore active capital

mtiulcets environment

largely
from client-driven maet-rnaking activities Also during

2007 cash used to originate or purchase loanshefonsale was

higher than proceeds from sales securitizations and paydownsoi

such leans although these activities were affected by sigaifitant

deterlorationin liquidityinthesecond half of 2007

Cash /hser ham EwestqaiMWes

The Arms investing activities predominantly include originating

loans to be held For investment the AFS securities portfolio and

other short-term interestearning assets For the
year

ended

December 31 2009 netcashof $29.4 billiortwas provided by

investing
activities primarily from decrease in deposits with

banks reflecting lower demand for inter-bank lending and Wirier

deposits with the Federal Reserve Bane relative to the elevated

levels at the endof 2008 net decrease in the loan portfolio

across most businesses driven by continued lower customer

demandand loan sales In the wholesale businesses lower charge

volume on credit cards slightly higher
credit card set jititatons

and paydowns and the maturity of all asset backed commercial

paper issued by money market mutuatfunds in connection with

the AtM facility of the Federal Reserve Sank of Boston largely

offsetting these cash proceeds were net purchases of AFS securi

ties assodated with the Firms management of interest rate risk

and invewtient of cash resulting from an excess fiindfing position

For the
year

ended December31 2008 net cash of $2832

billion was used In investing activities primarily
ion increased

deposits
with banks as the result of the availability of excess cash

for short-term investment opportunities through interbank lend

ing and reserve balances held by the Federal Reserve which

became an investing activity in 2008 reflecting policy change of

the Federal Reserve to pay interest to depository
institutions on

reserve balancesk net purchases of investment securities in the

AFS portfolio to manage the Firms exposure to interest re

movements net additions to the wholesale loan portfolio from

organic growth in CU additions to the con prime mortgage

portfolio as result of the decision to retain rather than sell new

originations
of nonconforming prime mortgage loans an increase

in securities purchased under resale agreements reflecting growth

in demand from dients for liquidity and net purchases of asset-

backed commercial paper from money market mutual Rinds in

connection with the AMI facility of the Federal Reserve Bark of

Boston Partially offsetting these uses or cash were proceeds from

loan sales and securitization activities as well as net cash received

frornacquisitions and the sale of an investment Additionally in

June2008 in connection with the Bear Stearns merger the Firm

sold assetsacquiredfrom Bear Stearns to the FRBNY and received

cash proceeds of $28.85 billion

For the
year

ended December 112007 net cash of 174.2 billion

was used in inv ng activities primarily fan funding purthasrisin

the MS secunties portfolio to manage the Arm exposure to

interest rate movements net additions to the wholesale retained

loanportfohosinlBCB and AM rnaihlyasaresultof business

growth anetinctease itt the consumerretained loan portfdlo

primarily reflecting growth in RFS in home equity loans and net

additions tothe RFSsime mortgage leans
portfolio which

wasaffected bymanagements decision in the third quarter to

retain rather than self new sufrsnme mortgages growth in prune

mortgage loans origInated by RFS and AM that were net eligible to

be sold to government agencies or US govemmenfrsponsored

enterprises
and lisa in securities purchased under resale

agreements as resriltol higher level of cash that wasavailable

for short term investment opporttinities in connection wIth the

Arms efforts to build liquidity These net uses of cant were partially

offset by cash pr cees received from sales and maturities of MS

securities and from credit card residential mortgage student and

wholesale loan sales andsecuritization activities

CS flaws ilrzsn hta acM it/n

The Arms financing activities primarily reflect cash flows related to

raising customer deposits and
issuing long-term debt including

rust preferred capital
debt secuties as well as preferred and

corinon stock In 2009 net cash used in financing activities was

$1512 billion this reflected decline in wholesale deposits pror

dominantly In 155 driven by the continued normalization of whole-

sale deposit levels resulting from the mitigation
of credit concerns

compared with the heightened market volatliity and credit concerns

in the latter parr of 2008 decline in other borrowings due to the

absence of borrowings from the Federal Reserve under the Term

Auction Faollty program net repayments of advances from Federal

Home Loan Banks and the matunty of the nonrecourse advances

under the Federal Reserve Bank of Boron AML Facility the June

17 2009 repaymentin full of he $25 Obitlion pnnopalarnountof

Series Preferred Stock issued to the Its Treasusyandthepay

ment of cash dividends on common and preferred stock Cash was

alsoused for the net repayment of long-term debt and trust pre
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ferred capital debt securities as issuancesofFOIC-guaranteed debt

and non-IDIC guaraned debt in both the US and European

markets were more than offset by redemptions Cash proceeds

resulted from an increase lii securities loaned or sold under repur

chase agreements partly attributable to favorable pricing and to

financing the increased size of tire Fkms MS scfliespordolio

and the issuance of $58billion of common stock There were no

repurchases lii the open market of common stock or the warrants

during
2009

In 2008 net cash providedby financing activideswas $241.8

bdhon due to growth in wholesale deposits in particular inter

est- and noninterest-bearing deposits in TSS driven by both new

and existing clients and due to the deposit intlowsrelated to the

heightened volatility and credit concernsàffectingthe global

markets that began in the third
quarter

of 20084 as well as

increases in AM and Cli due to
organic growth proceeds of

$25.0 billion from the issuance of preferred
stock and theWar

rant to the US Treasury under the CapitalPurdrase Progranc

additional issuances of common stock and preferred stock used

ttr general corporate purposes an increase in other borrowings

due to nonrecourse secured advances under the Federal Reserve

Bank of Boston AMI Facility to fund the purchase of asset-backed

commercial paper from money market mutual funds increases in

federat funds purchased and sec lIla loaned or sold under

repurchase agreements in connection with higher diem demand

for liquidity and to finance growth in the Firms MS securities

portfolio wide netinczeaseinlong-tenndebtdIuetoarornbina

don of non-FOIC guaranteed debt and trust preferred capital debt

securities issued prior to December 2008 and the issuance of

$201 billion of FDIC-guaranteed long-term debt issued during

the fourth quarter of 2008 The fourth quarter FDIC-guaranteed

debt Issuance was offset
partially by maturities of non FDIC

guaranteed long term debt dunng the same period Tire nciease

in long term debt induding trust preferred capital debt securities

was used primnarilyto fund certain illiquid assets

parent holding company and to build liquidity Cash was also

trsedt pay dividends on common and
pref erred stock The Firm

did not repurchase any shares of its common stock during 2008

In 2007 net cash provided by financing activities was $t84J

billion due to net increase in wholesale deposits from growth in

business volumes in particular interest-bearing deposits at 155

AM and Cli net issuancesof long-term debtQncluding trust

preferred capitaf debt securities primarily to fund certain
illiquid

assets held bytheparent holding company and build liquWftç

and bylS front dierit-driven structured hotestranswions and

growth in commercial paper issuances and other borrowed funds

due to growth In the volume of iraorlity balances in sweep ac

counts in TSS and Cli and to fund trading positions and to fur

ther build
liquidity

Cash was used to repurchase common stock

and pay dividends on common stock

Credit ratings

The cost and availability of financing are influenced by credit rat

ings Reductions in these ratings could have an adverse effect on

the Firms access to liquiditysourc increase the cost of iunds

trigger additional collateral or funding requirements anddecrease

the numberol investors and counterparties willing to lend to the

Firm
Additionally

the Firms funding requirements for VIEs and

other third-party commitments may be adversely affected For

additional information on thelmpactofacreditratingsdowograde

on the funding requirements
for ViEs and atderivatfveiandcdlat

end agreements see Speoai purpose enubes on pages 86-87 and

Ratings profile of derivative receivables marked to market

MTMj and Note Son page tilt and pages 175183 respec

tirely
of this Annual Report

Critical factors in maintaining high credit ratings include stable

and diverse eam ngs strewn strong capital ratios strong
credit

quality and risk management controls4 diverse funding sources

and disciplined liquidity monitoring procedures

The aedt ratings
of theparent holding company and each oldie Rmnts

significant bankhg sttsidiarles as of January 15 2010 yeasfolios

SW flub Mnedys SP Fitch

JFMorganthaseCo P-i A-I M3 An

JPMorgan chase Bank NA P-i 4-1 Fl Mi 44- 44-

ChaseBanktiSANA P-t A-li- Hi- Mi 44- 44-

RaWrrgsfloasaffeog the Am
On March44 2009 Moodys revised the outlook on the Firm to

negative froinstable This action was the result of Moodys view

that the Firms ability to generate capital would be adversely af

fected by higher credit costs due to the global recession The
rating

action by Moodys in the first quarter
of 2009 did not have mate

SI impact on the cost or availability of the Firms funding At

December31 2009 Moodys outlook remained negative

Ratings fmornSP and Fitch on JPMorgan Chase and its pmincinal

bank subsidiaries remained unchanged at December 31 2009

from December 31 2008 At December 31 2009 SPs outlook

remained negative while Fitchs outlook remained stable

Following
the Firms earnings release on January iS 2010 SM

and Moody announced that their
ratings on the Firm remained

unchanged

If the Firms senior long-term debt ratings were downgraded by one

additional notch the Firm believes the incremental cost of funds or

loss or funding would be manageable5 within the ctsntext of ctrent

market conditions and the Firm liquidity resources WMorgan

Chases unsecured debt does not contain requirements that would

cali for an acceleration of payments maturIties or changesirl the

structure of the extsting debt provide any limitations on future

borrowings or require additional collateral based on unfavorable
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changes in the fkms credit ratings financial ratios earnings or

stock priceS

On Ftibnrwy 14 2009 SP lowered the
ratings on the trust preferred

capital debt securities and other hybrid securities of 45113 financial

institutions induding those of iPMorgan Chase Co The Firms

ratings on trust preferred capital door and noncumulatrre perpetual

preferred securities were lowered from A-to 888 This action was

the result of 559s general view that there is an increased likelihood

issuers suspending interest and dividend payments in the current

environment This action by 559 did not have aniaterlalknpac on

the cost or availability of the Firms fUndii

On December22 2009 Moody lowered the
ratings on certain of

the Thms hybrid securities The downgrades were consistent with

Moodys revised
guidelines

for rating hybrid securities and subordi

nated debt The
ratings

of junior subordinated debt securities with

cumulative deferraltºatureswereloweredtoA2 from AT while

those of cumulative preferred securities were downgraded to A3

from A2 and
ratings

for non-cumulative preferred securities were

lowered to Baal from AL

On January 29 2010 Fitch downgraded 592 hybrid capital instru

merits issued by banks and othernowbank financial institutions

including
those Issued by the Firm This action was in line with

fltcW revised hybrid ratings methodology The Firins trust
prer

ferred debt and
hybrid preferred securities were downgraded by

onenotchtoA

RSgsactnhSdUngflmioOniaredsecmtaSntetrsfS

In 2009 in
light

of
increasing

levels of losses in the Firm-sponsored

secuntization trusts due to the then worsening economic environ

merit 55 Moodys and Fitch tookvarious ratings
actions with

respect to tie securities issued by the FIrms credit cad securitlza

tion trusts including
the Chase lssuarrceTnist Chase Ctedlt Card

Master Trust Washington Mutual Master Note Trust and SCORE

Cwdit Card Trust including placingihe ratings of certain securities

of such Trusts on negativecreditwatch or review for possible

downgrade and In few circumstances downgrading the
ratings

of tome of the securities

On May 12 2009 the Firm took certain actions to increase the

credit enhancement underlying the credit card asset tacked securr

ties of the Chase Issuance Trust As result of theseactions the

ratings
of all assetbacked credit card securities of the Chase Issu

anceTrustwereafflrmed by the tredit rating agencies except for

negative rating outlookbyFitch which remains as of Decertibet 31

2009 on the subordinated securities of the Chase Issuance Trust

On May 192009 the Firm removed from the Washington Mutual

Master Note Trust all remaining credit card receivables that had

been originated byWashingron Mutual As result of this action

the ratings of all asset-backed credit card securities of the Washing

ton Mutual Master Note Trust were raised or affirmed by the credit

rating agencies with the exception that the senior securities of the

Washington Mutual Master Note Trust were downgraded by 5P

on December23 2009 559s action was the result of their consid

eration of linkagebetween the ratings of the securities of Wash

ington
Mutual Master Note Trust and the Firms own ratings as

result of the consolidation orito1the Firms Consolidated Balance

Sheet of the assets and liabilmes of the Washington Mutual Master

Note
Trustfollowing

the Firms actions on May 19 2009 please

refer to page 208 under Note 15 of this Annual Report

The Firm did not take any actions to increase the credit enhance

ment underlying secuntizations issued by the Chase Credit Card

Master Trust and the SCORE Credit Card Trust during 2009

Certain mezzanine securities and subordinated securities of the

Chase Credit Card Master Trust were downgraded by 55 and

Moody son August 2009 and
July

10 2009 respectively The

senior and subordinated securities of the SCORE Credit Card Trust

were placed on reiiew for possible downgrade by Moody son

January 20 20i0

The 9um believes the
ratings actions described above did not have

material impact on the Firms
liquidity

and
ability to access the

asset-backed securltizatlon market

With the exception of the Washington Mutual Master Note Trust as

described above the ratings on the Firms asset-backed securities

progrann arecurrentty independentof the Firms own ratings

Flowerer no assurance can be given that the credit rating agencies

will not in the future consider there being linkage
between the

ratings
of the Firms asset-backed securities programs and the

Firms own ratings as result of accounting guidance for SPEs

and ViEsthat became effective January 2010 Fora further

discussion of the new FASS guidance see Accounting and
report

fog developmenrs andNote on pages 140142 and 214222

respectively of this Annual Report
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CREDIT RISK MANAGEMENT

Credit risk is the risk of loss from obligor or ceumerparty default

The Firm provides credit for example through loans lending-

related commlunei guarantees and derivatives to varrgof

customers from large corporate and irsuiutional dientsto the

individual consumer For the wholesale business credit risk man

agement Includes the distribution of the Fins syndicated loan

originations into the marketplace with exposure held in there

rained ponlolio averaging less than 10% Wholesale loans gener

atedbyCB and AM are generally retained on the balance sheet

With vegaS to the consumer credit market the Firm focuses on

creating portfolio that is diversified from both product and

geographic perspectIve
Loss mi igation strategies

are being ens

ployed for all home lending portfolios These strategies include ate

reductions forbearance and other actions intended to minimize

economic loss and avoId foreclosure In the mortgage business

originated
loans are either retained in the mortgage portfolio or

securitized and sold to US government agencies andUi govern

ment-sponsored enterprises

credit risk organization

Credit nsk management is overseen by the Chief Risk Officer and

implemented within the lines of business The Firms credit risk

management governance consists ofthe
following

functions

establishing comprehensive credit risk policy framework

monitoring and nianaging credit risk across all portfolio

segments including transaction and line approval

assigning
and managing credit authorities in connection with

the approval of all credit exposure

managing criticizedexposures and delinquentioans

calculating the allowance fOr credit losses and ensuring appro

priate
crediuisktiased capital management

Risk identification

The Firm is exposed to cedit SC through lending and capital

markets activities Credit risk management works in partnership

with the business segments in identilng and aggregating expo

sures across all lines of business

Risk measurement

Tomeasure credit risk the Firm employsseveral methodologies for

esmnatirgttte likelihood of obtigor or counterparty
default Met

odologies
for measuring credit risk vary depending on several

factors including twe o1 asset Ce consumer installment versus

wholesale loan risk measurement parameters eg delinquency

status and credit bureau score versus wholesale risk-ratingand risk

management and collection processes e4 retail collection center

versus centrally managed workout groups Credit risk measure

ment is based on the amount of exposure should the obligor or the

counterparty
default he probability

of default and the loss
seventy

given default event Based on these factors and related market-

based inputs the firm estimates both probable and unexpected

losses for the wholesale and consumer portfolios Probable losses

reflected in the provision for credit losses are based pnmanly upon

statistical estimates of credit losses as result of obligor or coun

terpatrydefaultllowever probable losses arE not the sole indica

lors of risk If losses were ertirely predictable
the probable loss

rae could be factored into pricing and covered as it normal and

recurring
cost of doing business Unexpected losses reflected in the

allocation of credit risk capital represent
the potential volatility of

actual losses relative to the probable level of losses Risk measure

nient for the wholesale portfolio is assessed primarily on risk-

rated basis for the consumer portfolio it assessed primarily on

credit-scored basit

fiJsk-rategsasvm

For portfolios that cre risk rated generally held in 19 CR TSS and

AM probable and unexpected loss cakulations are based on esti

matesof probability of default and loss given default Probability of

defaulththeexpecteddefituftcalculated on an obliger
basin Loss

defSt is an estimate of losses given default event and rakes

into consideration collateral and structutal support for each credit

facility Calculations and assumptions are based on management

infOrmation systems and methodologies which are under continual

renew Risk ratings ae assigned to differentiate risk within the

portfolio and are reviemed on an ongoing basis by Credo Risk Man

agement and revised
if neederi to reflect the borrowers current

financial
position

risk profiles and the related collateral and structural

positions

Crethy-scoredeçoswe

For credit-scored portk generally
held in RFS and CS probable

loss isbasedori listkai analysis of inherent losses over discrete

periods of lime Probable losses are estimatedusing sophisticated

portfolio modeling credit scoring and decision-support
tools to

prqect credit nsks and establish underwriting standar In addition

common measures ofceditquality derived fromhistorkal loss eu

penence are used to predict consumer losses Other nsk tharacteris

tics evaluated Indude recent loss
experience

in the portfolios changes

in
origination sot ces portfolio seasoning loss severity

and underly

ing
credit

practices including charge-off policies
These

analyses are

applied
to the Firms current portfolios in order to estimate delin

quencies and severity of losses which determine the amount of

probable losses These factors and analyses are updated at least ona

quarterly
basis or more frequently as market conditions dictate

Risk monitoring

The Firm has developed policies and practices
that are designed to

preserve
the independence and

integrity
of the approval and deci

sion-making process of extending credit and to ensure credit risks

are assessed accurately approved properly monitored regularly

and managed actively at both the transaction and portfolio levels

The policy framework establishes credit approval authorities con

centration limits risk
rating methodologies portfolio review oa

rameters and guidelines for management of distressed exposure

Wholesale credit risk is monitored regularly on both an aggregate

portfolio level and on an individual customer basis Management of

the Firms wholesale exposure is accomplished through number

PMcman c-4w conoos 4i iepan
Sri



Managementts discussion and analysis

of means including loan syndication aodpartidpations loan sale%

securitizatlons credit deriiratives use of master netting agreements

and collateral and other risk-reduction techniques which are fur

therdiscussedinthefolisng risk sections For onsumer credit

risk the key locus items are trends and concentrations at the

portfollblevet where potential problems can be remediedthrough

changes in underwriting policies and portfolio guidelines Con

surner Credit Risk Management monitors uendsagainstbusiness

expectations and industry benchmarks

Risk reporting

To enable monitoring of credit St and decision making aggregate

credit exposure credit quality forecasts concentrations levels and

Sc proffe changes are reported regularly to senior credit risk

management Detailed portfolio reporting of industry customer

product and geographic concentrations occurs monthç the

appropriatenessof the allowance for credit losses is reviewed by

senior management at least on quarterly
basis Through the risk

reporting andgovernance structt credit risk trendsandlirnit

exceptions are provided regularly to and discussed with senior

management as mendotiedon page 94 of this Annual Report

2009 Credit risk ovetvlew

During 20Q9 the credit environ texperlenced further dOteriora

con comparedwith 2008 resulting
in increased defaults down

grades andre lntfroftheptnepof
deterIoratIon increased adversely affSng many finandalinstiuitions

and fri ing the futictioning of credit markets Which remained

weak The pace of deterioration also gaveriseto high level of

uncertaintyregarding the ultimate extent of the downturn The fintfs

credit portfolio was alfectedhy these market conditions andexperi

enced continued deteriorating credit quality especially in thefirt
part

of theyear generallyconsistent with themarket

For the wholesale portfolio criticized assets nonperforrning assets

and charge-offs
increased sigotficantly horn 2008 reflecting

comm

ued weakness in the portfolio particularly in comrneroal real es

tattinthelatterpanoftheyeaAhereweresome positive

indicators for example ban origination ach and market liquidity

unproved and credit spreads tightened The wholesale businesses

have remained focused on actively managing the portfolio
includ

ing ongoing in-depth reviews of credit qualrtyand industry prod

uct and client concentrations Underwriting standards across all

areas of lending have remained undEr review and strengthened

Mhere appropriate consistent with evolving market conditions and

the lrrns risk managemerttactiv tieS In light of the current market

conditions the wholesale allowance for loan loss coverage ratio

ha been strengthened to 3.57%from 2.64% at the end of 2008

The consumer portfolio
credit performance continued to be nega

tively
affected by the ecortomicenvironment of 2009

Higher unem

ployment and weaker overall economic conditions have led to

significant increase in the number of loans charged while contin

ued weak housing pnces have driven significant increase in the

severity of loss recognized oh real estate loans that dEfaulted

2009 the Firm took
proact

lire action to assist homeowners most in

need of ftnanciatassistancfldudingpartlcipatk in the 11.5 Treas

ury Making Home AffOrdable rMHAI pr amswbidt are designed

toasslstefiglblehonieownersina number of wap one of which istty

modifying the terms of imortgages The MM programs and the

Firm sother loss-mitigation programs for finanoally troubled borrow

ersgenerallyrepresentvaric
concession suthastenn extensions

rate reductions and defEitatof
principal payments that would have

been requited under the temis of tiworiginalageement The rums

loss-riiitigation programs are intended to minimize economic loss to

the Firm while providing alternatives toforedosure

Mere detailed discussion of the domestic consumer credit environ

ment can be inundinConsumerCred Portfolio on pages t4123

of this Annual Report
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CREDIT PORTFOLIO

The following table presents JPMorgan Chases credit poftfc
Ito as While overall portfolio exposure dedined the Firm provided more

of December 31 2009 and 2008 Total credit exposure at Decem- than $600 billion in new bans and lines of credit to consumerand

her 31 2009 decreased by $322 billion from December31 wholesale clients in 2009 induding indivitluals small businesses

2008 reflecting decreases of 11705 billIon in the wholesale
port large corporations not for-profit organizations

115 states and

folio and $1521 billion in the consumer portfolio DurIng 2009 munrcipalities
and other financial institutions

tending-related commitments ed by $130.3 billion man

aged loans decreased by Si 124 billion and derivative receivables

decreased by $824 billion

in thetabie below reported loans indude loans retainect loans heidJor-sale which are tarried at the lower of cost orfair vhse with changes in

value recorded in noninterest revenue and bans accounted for at law value Loans retained are presented net of unearned income unamortized

discounts and premiums and net defErred loan costs for additional information see Note 13 on pages 200-204 of this Annual Report Nonper

forming assets include nnnaccrual bans and assets acfled in satisfaction of debt prImarily
real estate ownedJlonaccrual loans are those for

which theaccrual of interest has been suspended in accordance with the Firms accounting policies which are described in Note 13 on pages

200-204 of this An Report Average retained loan balances areused for the net charge-off ratecakUiations

Total credit portfolio

As ol toe the nded
rnpeefomtin %nicrepastdut Average

annual

December31 Oath anmasoe _jifltlLgsmniof4L Net chageths stdietgtiulfnS

Ito mdhoss eacemtatlos 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008

TuutoSftpwlfeliu

toanstetetned 627218 728915 17219 8521 54355 $3275 122965 9835 342% 173%

toarssheldforseie 4.876 8287 234 12

toansallattafue 1364 7696 111 20

taanseepeettd 633458 /44898 17564 89S3 4355 3J5 72.965 9835 3.42 tl3

ioansseturttred9l 84626 85571 2335 1802 6443 3612 755 43

tobIffianagedIOdos 71808.4 430469 17564 8953 6740 5.077 2940 i3447 388 208

Dee eeeecebabea 80210 162616 529 1079 NA NA NA PtA

Reieatnheea 15 163141
NA NA NA NA

iniwasts in purchased

tecefeables 2927

tótalÆnagid
credIt relatedasacls 816966 1009236 18093 16332 6740 5.077 29408 13447 383 08

tend4ngrdated

pssrstents 991095 1121318 744 NA NA 744 NA NA NA NA

Assets acquired in

loan satlsfacifons

Reaestofeonned NA NA 1548 2533 NA NA NA NA NA NA

Other NA NA 100 149 NA NA NA NA NA NA

Total assets acquired

in loan satisfactions NA NA 1648 2682 NA IA NA NA NA NA

Toalcredtpoetfolio 51.808061 r.613 19741 512714 6.740 StCJ/ 29403 3447 3.88% 2.38%

Net ued.t detnalirie

ergesnaonoIib3 148.3761 191.4St1 139 FaA rCA NA NA NA MA

guru securies coliateea

tteidagarrsttvatves 15519 198161 NA NA NA NA NA NA NA NA

ra tewe.sers ascot toed cedri card rece.vabes roe hither that jsaon of cre44 case seo.rrtzatons see F-ore 15 pages 236213 of flas Aorta firoon

iS Rriprescrts Vie ret notoflal arnourt olatectrir rascnrsed and sod of sriensne ens prrto.o tied oersatses os-il tot aaa 00th peilorning arid rorpetrsetmrg

tieds etpotr.tes there sferivarses do not
ct_a fy of hedge accou-trng order U.S 04.47 For addrtcrrai nftnztton see Credt derrsatses on pages

III ill arid Note cm

2ages
145183 rms tpsmj

Aflsvgec31 cC9ardh0flitflefanrngcar$ada tsexdsdodOiervrtgage oats nstredoytLSgerrstentaof$9ObionandS3.Obioltreswcthebti23te4

raiennidrerduS.gertagerctst5579nttoornd$i64mbontespeeyadUntrrtbarstetate9OdasPaMthiandStiacQtLttWhthaem2tedbY

US gcsnwtagerdes utile pta leakS rst Ed.mcatmoe than Pnsgarr of 5542 ir..on and 5437 n9153\ especatfl
These aniotasra at esiltiled aaxtsrtursernere soeacaethg

norn hr adton te rsgenecaito enewpr tied cod oarar bemg paceo on raacotasteimn asperentscd by ega4soa.4n At gordarce .ssoed
Sty

the

Feciera Thracal btsrrrziore fxatracn cnt teat card oars are dmwd off bytheerdot the month in wrath reaowt batons 180 dap pest Se cemt 60n hon reen

rgrcshcarnt abec eofedment ieg tarknaydta botmoweri whcheeee seater

dl Lsuies p..rcPated trio noa.red forms tat are acquired as part ot Ire Wathsgten Mtua riaract art wir cit are accounted for on soul bass Sate eaCt pool

ar.cnztd foe vs nge asset wn rise csaapos4e tritest rate arid an iggseo.sre eapectatmor casir tows tire past d.re status ci tire oots as tat of mncts.oai oars

that The soars nest nears- Oecause se It .5 reroqrasrg nercst retire cc toot ccci of 44rs they are all consdeeed to be pcrmr.g

etfl9ecf canoe were cscuated tLsttg II ai eage ettared oats of 5612.3 son aid 55670 hi W5 ended Dererthet 31 200 arid 2008 casoecne.

S854tstorrdS76ti4.onsrueyeatseeidedDecerther 31 2009ard2008 eessectvelc ardl3lavtagetmaregsdoansof
S/SI titonand

5846.5 heLen for the yeats treNd Orcstsbee 31 2009 and OCt teepectite

eq rirawirta ret ctwge4itf retos ve cactrfaed ncsrdasg aveage purchases credit renpa red ors of 58545 ci and $22 b4ior at tecenbec 31 2009 end 200 tspec

cely scli4ng the rrpea of putcfrsad credit irsoaatd oars lie ts.al naeegeeI tet ctm0rge.oft rate would iase been 4.37% asi 215% eospecrsey
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Managements discussion and analysis

WHOESA1E CREDIT PORTFOUO

As of Decumber3l i009 ate exposure J8 C8 15$ end AM related po tightening credit spreads volatile forelgn

dceasQd by $1703 biUlon frorDecember 31 2008 The $170.5 exhahgecatesandrlslngrateson interest rate swaps Loans and

bdhen decrease was primatil deven by dweases of $824 b4bon lendingrelated mitments decreased across most whofesate lees

derivative recewabtes $579 bitfion of loans and $327 biftion of of bustness as lower customer demand continued to affect the level

tending-related commitments The decrease in derivative receivables of
lending activut

Wholesale

9odayspastdue

As of or the year ended December31 Credit xposis Jljij and still acouino

in niilliors 2009 2006 2009 2008 2009 2008

oans retaned 200 911 248089 56559 52350 S332 63

loans hor-sale 2.134 251 234 12

loansatlairiah 1.384 7696 111 28

lreoorted 5204t75 5262044 S6904 52.382 5332 S163

aerelables 802iO 162626 529 1079

aeoi%blatfrOm customers 15745 16141 ---

interests in ourdiased ables 2921

Toleuedlt4efatedassetS 303057 44C8t1 1433 461 332 $3

Lendlr related comm merits 347 155 379 871 NA NA NA NA

Totatwolesalcredttexposure 5650212 5820682 57433 53461 5332 5163

48 316 491451 139 NA NA

-- 15519 1198$ NA NA NA NA

sttn atprçtedian pardased and idid of w4e-name endp ooedste to manage both pdonpedann
segcrede expeseres

these derwatvesdo euatfj for hptt aoroumng ur4erU GAAP For eedtct.v rfomaoon see Credit denioam on pages IM and

Son
pages

575-493 olditsAnnoat Report

des assess aspulied lasts seistaclont or addoonal adoteater see the whsate nonpesfosaraig assets by boa aess segmettableon pages 103-409

04 this Annual Report
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The following table presents summariesof the maturity
and

ratings prof iles of the wholesale portfolio
asof December 31 2009 and 2008 The

ratrnqs stale is based on the Firms internal risk
ratings

which generally correspond to the
ratings as defined by S5P and Moody

Wholesale txedit exposure -rnaturity and ratings profile

Totat etcdudlng lOans

h-for-sa$eaons

at fair value

teens belosaleand

loans at fair vkiOa

Retelvabes from cistomers

Total exposure

Net credit denrae hedges

14

16

$21

Wholesale credit exposure selected industry exposures

The Finn focuses onthe man tend diversifica on of ksbdus

try exposures with particular attention paid to industribs with actual

or otentialaedteencernt Customer recehables
representing

prImarily margin loans to prime and retail brokerage thentsof 1157

billion are irduded in the table These margul loans are generally fully

collateralized by cash orhigh qu ds siosalisfy daily
mini

mum coilateral requlremeots Exposures deemed crtodzedgenerally

represent ratings prolllesimllar rating of CCCv/Caa1

and lower as defined by SP and Moodys The total aitkized

component of the prtfollo exduding loans held4or-sale and loans

at fair value increased to $33.2 billion at December 31 2009 from

$2S0 billion atar-end 2008 The increase was primarily related

to downgcadeswithin the portfollo

During the fourth quarter
of 2009 the Firm revised certain

industry

dassrfkationsto betteueflect nsk correlations and enhance the

Firms management of
industry nsk aelow are sornotanes of the top

25 industry exposures as of December 31 2009 and 2008 For

additional information on industry concentrations see Note 32 on

pages 242243 of this Annual Report

Maredb00
December 31 2009 Dee in Due dl year Due after made f4onimesentgre total

fin billions except ratios rear or tess throui years years Total AM/Aaa to 888 l8aaI 88lSal below Total of tO

teens 29% 40% 31% 100% 11a 82 5200 59%

DerivatIve receivables 12 42 46 100 61 19 80 76

endmgelated cemimtments 41 57 100 281 66 347 81

Total excludIng loans

hetd4or sale and loans

at fair value 34% 50% 15% 100% 460 167 627 73%

oansheitfrfor-saleand

loans at fdlrvdlueI

Rfrmcustornrs 16

ntertstsrn purdtesed

receivables

Totalxpce $650

tOrt cretht derIvative hedges

notiorialb 49% 42% 9% 100% 4B 48 100%

Manuftyprofiled Ratings profile

Oecembe 31 2008 Due rT Due after
year

Due aftw jyegnenf rede 10 Nwurwesertgrade Told

in Ions except ratios tear or less ttuou years years
Total MNAaa to 8138 lBaa3 BW/8al below Total of 10

Loans 32% r13% 25% 100% 161 87 248 r5%

Derivative receivables 31 36 33 100 127 36 163 18

Lndinq_related commitments 31 59 100 317 63 380 83

34% 50% 16% 100% $605 5186 791 71%

41% 41% 6% tO 82 91 90%

tories hdd4brsalo andloensasfa aloe raeprbnsrity to syndkamed toansnanskvrrd receleedporhe1o

tit Reprewns Ute net notional amounts of proteceor purclased and seidots tfenarneandpoclfalo rethdevatrrits used m7agette tredit asposures these

derwettes do not quatly for
hedge accousreng

under ttS GM
The matuoty Ixotie of loans and len8rngrdated comrntments is based on the rernainng onrtracrual matltrt The irasunry irrofe derivatnre recewetivs is based or

The marwey proite of rwerrgeerpwe lee Deittamire contreotsen
pages

110412of thIs Annual Report he lerther veiageevpo%mte

lMnisen Chase t1OO9 4rimri tenofl



Managements discussion and analysis

Wholesale credft exposure selected industy exposures

December 31 200

Mn ma tiands

This lSlpdustHe

Real estate 168509

Banks and froance cowpares 54.053

Heataso 35605

Stare and munidpai goenunents 34726

urtitS 21178

Constanecpniduas 27004

Asset inaragers 24920

Odardgas 23322

Retafr and coniwner seratcas 20413

HSdinçjcornpanies 16018

iathnology 14169

lpswanca 13421

Madr and equipment

maSacnving 12759

MSsImfrng 12547

Media 12.379

Telecom servIces 11285

Secwttles tWmsaSndvIns 10832

Busstssendces 10667

SuWlegmaarrtttlon 10448

Chrkal$laiac 9310

transpenation 9.149

Cern qcrmcnment 9557

Automotiut 9357

leHrseE 6822

AgrcuItwolpaper manfactuiPq 5801

13519

Subtotal 5627442

tows heW tot sate and toasts

lÆvtut 4094

RecSthies front customers 15745

interest in pusdiased recelvattestc 2927

Total $650212

1% 55% 1t810 119

81 8424 203
83 5700 329

93 1850 466

81 3877 1.238

04 9105 515

32 3142 630

73 5854 386

58 7867 782

86 2107 110

63 4004 1288

69 3401 599

57 5122 350

56 4.906 639

55 389 1692

69 3273 251

76 2467 145

61 3859 344

43 4537 1399

87 2626 611

2745 598

99 77

41 4252 1240

40 2274 ia
37 3132 500

22 66 15448 3205

100% 13% 5133557 $33183

1545

36% 888 U68
119 3718

10 2545
204

182 3486
35 3638

40
16 fZ561

35 3073
275 421

28 1730
2735

12 1327
24 1963

444 1406
31 24553

289
1013

98 1141
22 1357
61 870

4814
52 1541

151 301
10 897

10 197 3.383

100% 53.132 54t376

35
6353

125
193
360

2.105

320
130
793

62
2139

242
30

421
$115519

Ctedl of investreart Noninnestrneiwndt

nnrefdl norifolo made Norcritdzed CSCJS

CaterS

%of Net Credit heid againstS4 dswgeo1fsl derivatIve dvadve

sorifello becoveriS tredoese iecIvabesf

133351 134128 13.132 Sf483763 $115519
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Detamber 3t 2008

.0 m4ons stew ratoyl

Top 25 hssatniesa

Real estate

Barks and inarcecoirpanes

Heeltocare

State and runcpal goserments

Un tos

Consumer products

Asset managers

06and
gas

Retail and cpnm.mre services

Holding companies

Technology

lnswance

Machinery and egiupment

merthctwing

Metals/mi rg

Media

Ieewns saivices

$ecurkies finns and eedanges

Business servces

Bb Ideg mrateras/caistncion

Chelna1s/ptastmcs

trantpijtatOri

Cernra government

Autontorve

.eisure

Arc...lumelpaper mr.arufactieing

subtotal

toarofteidta deai4 oars

at iah value

f.ere.vabes4om ctstones

nerest .sctased recevabesl

Credit of Investment tionewestnent grade

neposmrieol portfolio tirade 4orciticized Crowed

813284 10% 70% 11849 5.951

75577 19 79 12953 2.849

33032 83 5092 436

36772 94 1218 847

34246 83 5844 114

26.766 65 9.504 792

49256 85 5.418 819

24746 15 5940 231

23.223 54 9357 1311

14466 70 4182 116

1/025 67 5.391 230

17744 /8 3138 712

14501 64 5095 130

14980 61 5.579 252

3177 61 3779 1305

13231 63 3363 499

25.590 81 4144 138

11.247 64 3285 149

12065 49 4925 142

11719 55 3.357 591

10253 64 3364 319

t4441 98 276

11444 52 3687 1775

8158 42 2827 1.928

6920 43 3.226 726

181713 23 85 72321 2449

5qocas 130% 77% 1S9379 525591

23% 5212 2141

11 28 5016

5338

677

LOU
32 8.114

15 115

15 6.621

5120

689

32
5016

22 3743

71 21491

25 3435

70/3

151

46 357

23 2601

2709

1j6
4548

Il 1Z975

721

835

4805

103% 5432 591.4511

48
9457

199

134

6$
54

53031

5S
309

846

92
898

35

2301
cnoalnI

Colateral

Sol Net Credit bald
agaInst

cnltctwd dtarge-offn/ de$iarive derindse

nortlobo recocerlesi hattaeskl racsalfesf1

13955 2253

16141

Total $825632 $h9379 P8255 $432 59141 519816

at Rankr.gs are based on eaposure at December 31 2009 The ranler of the irdustres peserced in the 20C8 table are based or the rank mrs of ssch industries at
year

end

2009 not acn.al rargs in 200W

hal for riore rtoinatmco onvrrposuies to SPEs mnded it nil other see lore ISon pages 214222 ot this Amine Report

Ic Represents unthoded interests pools of recereables and saner types of ansem due to tre corsoldator during 2009 of ore of the firm adore stered mult-seller condurts

dl Credit eposi.re ret of risk pardcrpar.ons a4 exdLcles the rreretr of credit derrealve hedges end cokaeral held against derrerrse receiiabes or loans

tel teeesencs the ret nanonaf amounts of protection psecliased and sold of sir4e-nane and pomrfo-io cnn den novas rueo to manage the crcd4 eaposures these derivatives

00 nat qr.ar ly or hedge accounting

Represents other r.q socurdes cotaterat utah
sy the firm as 01 tiecembce 31 2009 ad 2008 revpectvy

Presereo below is discussion of several industries to which the firm

ras
signflcant exposure as well as mndu4stnes the firm ccrtinues to

rr.orkor because of actual or potenbal credit concerrss For additional

irformnatuon refer to the tables boe and on the preceding page

Real estate Exposure to this industry decreased by 15% or

$11.8 billion from 2008 as loans and conirnitments were man

aged down edomtnantly through repayments and loans

sales This sector continues to be challenging as property
val

ues in the emain under pressue particularly in certain

regions The ratios of nonperformurig loans and net charge-ohs

to loans have increased from 2008 due to deterioration the

onmneroal real estate pOnfolmo carticilarly the attn i-all

of 2209 The mwalti-famly oorttclo whmck ectmesents almost

tall of the commercial real estate exposre accounts for me

smallest
proportonn

of nonperforming loans and net chinrge

off The commercial lessors portfolloinvolves real estate

leased to retail industrial and office spacetenants while the

commercial construction and development portfolio indudes

financing the construction of office and professional build

ings
and malls Commeroal real estate exposure in is pre

dominantly secured CSs exposure represents the majorilyof

the Firms commercial real estate exposure 18 manages less

than One fifth of the total firms commercial teal estate expo

sure lBs exposure represents primarily unsecured len6ng to

Real Estate Investment Trust REffC lodging and home-

building clients The increase in criticized real estate exposure

was largely result of downgrades within the overall portfolio

reflecting the continued weakening credit environment

Puoegan Chase CoJ2009 Mnimul Itepon 107



Managements discussion and analysis

The foltowing table
ptasents

additional nforrnaton on the wholesale teal estate industry
for the

periods
ended December31 a009 and 2008

of ret

%okredd Cnctred Netre Nat cbtoffv aotfr
oonfoto axootxe kans toans to toto ioansb etoves teens

Decabtr 3t 2009

es1eCate9orie$

Mutt.farn $32073 41% 3986 91109 3.57% 5199 064%

Cemartaflestora 18512 27 4017 1057 6.97 232 1.53

cowe ccnstrudenenUwoant 6.593 10 1519 313 6.81 105

ortei4a 11331 16 2454 409 6.44 152 2.39

TotalcommedalreaLestate $68509 100% 111975 $Z888 5.05% 5688 1.20%

%ctnet

Oaember 31 2008 Cedtt alrretht Ccttead Norperlermeg
of nenperiomrn

f4erdare.oftV hargeafl

mrtioos axrajt ranos eoposure poittebo expose eans cans to total toansb cewnes to to at leans fbI

CoinmrdI real estate subategorles

Multi tandy
36.183 45% 191 293 087% II

Cnnraraa laasoi 21 037 76 649 74 043 002

Coresoal con truc000 develcpioest 6.688 706 82 95 010

Other01 16.371 21 2415 357 389 205 2.23

ToalcosnercsHatesta 4021t4 1% $5e1 5s106 $12 033%

Ia 0the dn REfit e0nslyhcme0uddersandotker rea4 rotate

$572 ttten and $64.5 bf the end eboi 31 2009 end 200L retprcr

Banks ai4 finance compalsies Exposure to this industry do- component remained elevoteddue to the conthtuedweakness in

creased by 28% or $21 bIllion from 2008 prnnardy as result the industry particularly in gaming The gaming portfolio conan

of lower derivative exposure to commercial banks ues to be managed actively

.Automotlve CndItioas in the U.S had improved bytbe end of All other other in thewbolesale credit exposure concentration

2009 largely as result of the emmont supported restnicutr table on pages 105-107 of this Annual Report at December31

Ingot General Motois and Ctulerintherst half of 2009 and the 2009 exdudugioans held-for-sale and loansat0iryatue in-

related effectson automorivesuppliors Exposure to this Induroy duded $135.8 billion editexpost to seven indostsyseg

decreasedby lB%orS2 bmnandaiocizedexposuredo- meats ExpouresrelatedLoSPEsandtolMvtaIs Private

creased 30% or $535 mdlion front 2008
largely

due to loan to- Education CivIc Orgamzations were 44% and 47% respectrvely

payments and sales Most of tie ltirnt remaining omctzed of tnis category SPEs provide secud inancvig generally backed

exposure in this segment remains performing arid is substantially by receivables loans or bonds ongmaed by diverse group of

secured rompanies in thdusthes that are no highly correlattd Fr further

discussloncfSPfsseeNotel6onpages2l4-222otthlsAanual
leisure Exposure to this industry decreased by 16% or $1

Report
The remainIng all other exposure sweP.drrerslfied across

IndustrieahdounP comprise more than 1.0% of total exposre

Loans

The foflowirig table
presents

wholesale loans and nonperfàrmlng assets by business segment as of December 31 2009 and 2008

Orcember 31 2009

Assets acquired iii loan

Loans Non1osrning satisfactions

Held-lonsate teal estate Nerferming

millitast Retained and lairvalue Total tans Derwatives owned Other assets

InvesmenlOank 45544 512567 49111 53504 $529 5203 94236

Commercial Benxing 97 108 324 91 432 2801 187 2989

TreasuiySecurltiesSeMces 18972 18.972 t4 14

Asset f4anaganient 37155 37755 580 582

CorporatalPrtiratr Eqtty 698 207 905

Total 200077 54099 204173 S6904 529 5392 57 826

tPMor thew Ca.12109 Aotul 4npon



Qrmber3l 2008

In the normal course of business the Firm provides loans to

variety
of customers from largecorporate and InstItutional clients

to high-net-worth individuals

Retained wholesale loans were $200.1 billion at December31

2009 compared with $248.1 billion at DeceMber31 2008 The

$48.0 billion detrease across mostholesale titles of business

reflected lower customer demand Loans held for sale and loans at

lair value relate primanly to syndicated loans and loans transferred

from the retained portfolio
Held-for-sale loans and loans carried at

fair value were $4.1 billion and 5140 billion at December 31 2009

and 200L respectiv4 The decreases in both held-foriale loans

and loans at fair value reflected sales reduced carrying values and

lower vokimes in the syndication market

The rum actively manages wholesale ateosurethrou5hioan

and commitment sales During 2009 and 2008 the Fum sold 539

billion of loans and commitments in each year recognizing losses of

538mill ion and $41 million in each period respectively These results

include ainsor losses or sales of nonperfcirmlng loans if any as

dIscussed ott page 110 of this Annual Report These aclMtiesare not

related tothe Fkmssel nactivlties sstkh are undermken for

liquidity and balance sheet-managenlertt purposi For further

discussion of secuntizatlon activity see liquidity
Rts Management

and Note l5onpages96-lOOandZO-213 respectively
of this

Annual Report

Nonperformlng wholesale loans were 56.9 bIllion at December 31

2009 an increase of $4 billion from December31 2008 reflect

ing cortinued detenoration in the credIt environmens predomi

nantly related toloans in the real estate leisure and banks and

finance companies industries As of December 31 2009 wholesale

loans restructured as part
of troubled debtrestrucwringwere

approximately 51.1 billion

oeceenber3t 2009

Nonperfomflng

loans

844
1060

$6904

Nonperfornng

______loans
2123

259

2.382

Loans

keld-lonale

Retained andfai eahie

Noriperforming

innililionsi Total Leans Derivatives

lnvestmenrBank 71357 113660 85017 51175 $1O7 52501

Cornnerdal Banking tls13O 295 115425 1016 14 1142

Treasury Securities Services 24 508 24 508 30 30

Asset Management 36188 36188 147 25 172

CorporatelPrivateEqu4y 906 906

Total $248089 $13955 $262044 1282al 1079 5349 539 13849

Assets acquirec
in loan

satisfactIons

Iteal estate

owned Other

247

102

Nonperfornting

assets

rat the edahowance to 10w kisses otS2.0 Mon endDli eden me to non dibens atowana coverage
rados 31% and

30% ax December 31 2009 andz trascectlvely WS nonpedor tytoans represent
33$%andO.9t% Ottotli w1oesa1e loans at December31 2009 and

iooa resp tisel

fbI derivatives represent 1essthas 10% of the terM denkarire receivables net of cash collateral at both December31 2009 and 20

Wholesale

fin millions

The folio ng table presentsthe geographic
distribution of wh edale leans nortperfdr.mitig as of ecember3 2009 and 2008 The

oeoaikd donof the wholesale pottfokisdetermkted based predon 1k tly onthe dotrofthele

l.oans and nonperformlngioafls US- and Non-US

Loans

U.S 149085 186776

Non-U.S 55090 75268

Endlngbalance
$204175 126204.4

PMm9wi Cbrst Co12009 Arrival anpon



Managements discussion and analysis

The following table presentsthe chatgeinthe nonperforming bat

portfolio for the
years

ended December31 2009and2008

Nonperfosng loan activity

Wholesale

Year ended December31 in millions 2009 2008

Beginning balance Z382 514

Additions 13$91 3381

Redenic

Paydowns anti other 964 859

Gross charge-oils 2974 521

Returned to performing 341 93

Sales 790 40

Total reductIons 9069 511

Netaddatlons 4522 1868

Ending balance 6904 2382

The following table
presents

net charge-oUt which ared lined as

gross charge-offs less recoveries for the years ended December31

2009 and 2008 The amounts tn the table below do not include

gains from sales of nonpetformirtg loant

Net charge-offs

WhciesÆt

Year endedoecember 31

In millions except ranos

Loans-reported

Average loans retained

Net charge-off

Average annual net Rate

Dedwtive contracts

tn the normal course of business the Firm uses derivative instru

ments to meet the needs of customers to generate revenue

through trading activities to manage exposure tofluottiations in

interest rates currencies and other mattes and to manage the

Firms credit exposure For further discussion of these contracts see

Note Sand Note 32 on pages 175183 and 242243 of this

Annual Report

The following tables summarize the net derivative receivables MTM

for the periods presented

Derivative receivables marked to market

Total net of cash collateral

Liquid securitin cdlaterat held

ageirsi derivatrveieceivaales 15519

Total net of all collateral 64991 142810

Ia Iii 2009
cross-oreicy cutest axe swaps preiiquslreporreo mieerer

rate contracts were reclassified to foreign exchange contracts to cotta

onsisiant with industry practice The effect of fldiange resulted in

reclassificatIon of 5141 Shoe of crossaesq oterest rare swaps to or

rig change contracts as of Decanter 31 2008

The amount of derivative receivables reported on the Consoli

dated Balance Sheets of $80.2 billion and $162.6 billion at

December31 2009 and 2008 respectrvely are the amount of

the MTM or fair value at the derivanve contracts after
giving

effect to egally
enforceable master netting agreements cash

ccl ateral held ty rIce Fitm and CVA These amounts on the Con

solidated Balance Shears represent the cost to the Firm to replace

the contracts at current market rates should the counterparty

default However in managements view the appropriate meas

ure of current credit risk should also reflect addirional liquid

securities held as collateral by the Firm of $15 billion and $19

billion at December 31 2009 and 2008 respectively resulting
in

total exposure net of all collateral of $64.7 billion and $142.8

bIlion at December 31 2009 and 2008 respectively
The de

crease of $78.1 billion in derivative receivables MTM net of the

above mentioned collateral from December 31 2008 was pm-

manly related to tightening credit spreads volatile foreign exchange

rates and rising rates on interest rate swaps

The Finn also holds additional collateral delivered by dients at the

initIation of transactions as well as collateral related to contracts that

have
non-daily

call
frequency

and collateral that the Firm has

agreed to return but has not yet settled asof the
reporting

date

Though this collateral does not reduce the balances noted in the table

above it is available as security against potential exposure that could

arise should the MTM of the clients derivative transactions move in

the Firms favor As of December 31 2009 and 2008 the Firm held

16.9 billion and 5222 billion of this additional collateraL respec

tively The derivative receivables MTM net of at collateral also do

not include other credit enhancements such as letters of credit

While useful as current view of credit exposure the net MTM

value of the derivative receivables does not capture the potential

Fjtjre variability of that credit ex.oosure To
capture

the potential

future variability credit exposure the Firm calculates on client-

by-client basis three measures of potential derivatives-related

credit loss Peak Derivative Risk Equivalent fDREi and Average

exposure AVG These measures all incorporate netting and

collateral benefits where applicable

Peak exposure to
counterparty

is an extreme measure of exposure

calculated ata 97.5% confidence level ORE exposure is measure

that expresses
the risk of derivative exposure on basis intended to

be equitralent to the risk of loan exposures The measurement is done

by equating the unexpected loss in derivative counterparty exposure

which takes into consideration both the loss volatility and the credit

rating
of the couriterparty with the urea ected loss in loan expo

sure whkh takes into consderarion only the credit ating of the

counterparty
ORE is less extreme measure of potential credit loss

than Peak and is the primary measure used by the Firm for credit

approval of derivative transactions

Firally
AVG is measure of the expected WTM value of the Firms

derivative receivables at future lime periods including the benefit

of collateral AVG exposure over the total life of tre derivative

contract is used as the
primary

metrrc for pricing purposes and is

used to calculate credit capital and the CVA as further descnbed

below AVG exposure was $49.0 billion and $83 bilion at De

cember 31 2009 and 2008 respectively
compared with derivative

receivables 1MM net of at collateral of $647 billion and $1428

oiilion at December 31 2009 and 2008 respectively

The MTM value of the Firms derivative receivables incorporates an

adiustment the CIA to rerlect the credrt quality of counterparties

2009 2008

223047 5219612

3132 402

1.40% 0.18%

December31

in

Interest ratela

Credit derleatit

Foreign exchange00

cqutty

Derivative receivables MILl

2009 2008

26777 49996

18815 44695

21984 38820

6635 t4285

qgg
_______

14830

80210 t6i 626

10 91/ssgan
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The OVA is basedlon the Firms AVG to counterparty and the

counterpartys credit spread in thecredit derivatives market The

pnmary components of changes in OVA are credit spreads new

deal activity or .anwinds and charges In the undelytng market

environment TheFirm.believes that aciverisk management is

essential to controlling the dynamic credit risk in the derivatives

portfolio In addition the Firm takes into consideratIon the poten

SI for correlation between the Firms AVG to counterparty
and

the counterparts 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 rale foreign ex

change equity and commodity derivative transactions

The accompanying graph shows exposure profilestoderivaths

over the nextten years as calculated by the ORE and AVG.mØtrks

The two measures generally show declining exposure alter the first

year if rio new tradEs wEre added to the portfolio

Exposure prolileof deitvatlves measures

Can
50

1W

SO

._

3_

The following
table summarizes the ratIngs profile of the FinWs derivofite receivables MTPrl net of other liquid securities collateraL for the

dates indicated

Ratings profile of dedvaliverec4vablnMUA

Exposure net of 44 net Exposure net of exposure net

of all collateral or all Santa of all collateral of all collateral

AAA/AaaM/Aa3 $25530 40% 68708 48%

AJAtto.A4A3 1L432 19 24.748 17

398/SaattE888-4Baa3 8343 14 tS747

B8WBal to 543 14371 23 28188 20

cCc4caa1asbelew 2815 5421

Total 64691 100% 147 810 100%

The Firm activefypursu use otcotlateral.agreementsterniti

gate counterparty credit risk in derrvatrves The percentage of the

Firms derivatives transactions subject to collateral agreements

excluding foreign exchange spot trades which are not typically

covered by collateral agreementsdue to their short maturity- was

89% as of December31 2009 largely unchanged from 88% at

December 31 2008

The Firm posted $56.7 billioitid$flt billion of collateral at

December 31 2009 and 2008 respectively

Certain derivative and coil teal agreements include provisions that

require the
counterparty

andlor the Firm upon specified down

grades lithe respective credit ratings
of their legal entitles to p5

collateral for the benefit of the other party At December 312009

the impact of
single-notch

and six-notch ratings downgrade to

.lPMorgan Chase Co and its subsidiaries primarily iPMorgan

Chase Bank NA would have required $11 bIllIon and $3.6

billion respective of additional collateral to be posted bythe

Firm Certain denvative cortracts also provide for termination of the

contract gerierallyupon downgrade to specified rating of either

the Firm or the counterparty at the thertexisting MIM value of the

derivative contracts

Credit derivatives

Credit derivatives are financial contracts that isolate credit risk from

an underlying Instrument such as loan or security and transfers

that risk from one party the buyer of redit protection to another

the seller of credit protection The Firm is both purchaser and

seVer of credit protection As purchaser of credit protection the

Firm has risk that the
counterparty providing the credit

protect
on

will default As seller of credit
protection

the Firm has risk that

the underlying
instrument referenced in the contract will be

subject

toacredrtevent OftheFlrms$SOZoifliomoftotalderlvatlve

receivables MTM at December31 2009 1188 billion or 23%

was associated with credit derivatives before the benefit of liquid

seturitiEs collateral

One type of credit derivatives the Firm enters into with counterpar

ties are credit default swaps COY For further detailed discus-

won of these and her types of credit denvatives see Note Son

pages 175183 of this Annual Report Thelarge majority
of CDS

are subject to collateral arrangements to protect the Firm from

counternarty credit risk In 2009 the frequency and size of defaults

fur both trading courtterparties and the underlying debt referenced

in credit erivatives were well above historical norms The use of

collateral to settle
against defaulting counterparties generally

performed as designed in signuficandy mitigating
the Firms expo

sure to these countetparties

The Firm uses credit derivatives for two primary purposes first in

its capacity as market maker in tie dealerldlent business to

meet the needs of customers and socond in order to
mitigate

the Firms own credit risk associated with its overall derivative

receivables and traditional commercial credit lending exposures

loans and unfunded commitments

Rating equivalent

December31

rn na5nnt rtoOtl OlSæflt

2009 ieee
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Managements discussion and analysis

The following table presents
the Firms notional amounts of credit

derivatives protection purchased and sold as of December 31 2009

and 2008 distinguishing between dealeridrent
activity

and credit

xrtfolio activity

Nottaarnlxfl

2toedciert Ciet pflllrrO

December 31 rcinr nut on oecon orecron

bdF3rs ocrtasS reid c.veedt41lb sold Total

2009 52.997 $Z947 49 51 $5994
2909 5493 54102 92 Si 3388

tnrJwiad $30 tf and $41 u-I ion at Oecerrrbm 31 2009 and 2008

respecwely ol notional aeposure
wrthn

pioteclion purdrasedwhnre tire Firm

tan protection
srsdwih identical underMng relererce nstruments rota lot-

thee discussion on oath denvatives see bte or cages 175183 of this

Annual Ilepon

lii Included $19.7 bcliiai and 54 Dilirin at Oecensber 31 2009 and 2008

ins ecricely thai repiesented the notional amount for stnzcnaed portfolio

protection rise nit retans the first rMk of toss on thra portiorn

Dea/er/crtbusrness

Wthin the dealer/client business the Firm actively manages credit

derivatives by buying and selling credit protection predominantly on

corporate
debt obligations according to drent demand for credit risk

protection on the underlying reference instrurnents Protection may be

bought or sold by the Firm on single reference debt instruments

lsingle-name credit derivatives portfolios of referenced instru

ments portfolio credit derivatives or quoted indices indexed

credit derivatives The risk positions are largely
matched as the Firms

exposure to
given

reference entity under contract to sell protec

don to counterparty may be offset partially or entirety with

contract to purchase protection
from another

counterparty
on the

same underlying
instrument Any residual default exposure and

spread rrsk is
actively managed by the Firms various trading desks

At December 31 2009 the total notional amount of protecton

purchased and sold decreased by $2.4 trillion from year-end 2008

The decrease was primarily due to the impact of industry
efforts to

reduce offsetting trade activity

Credit potfr act/ott/es

Management of the Firms wholesale exposure is accompiished

through numuer of means including loan syndication and partio

potions loan sales securitizations credit derivatives use of master

netting agreements end collateral and other risk-reduction tech

niques the Firm also manages its wholesale credit exposure by

purchasing protection through and portfolio credit

derivatives to manage the credt risk associated with leans lend

ing-related
commitments and derivative receivables Gains or losses

on the credit derivatives are expected to offset the unrealized

increase or decrease in credit risk on the loans lending-related

commitments or derivative receivables This activity does not reduce

the reported level of assetson the balance sheet or the level of

reported offbalance sheet commitments although it does provide

the hrrn with credit risk protection The Firm also diversifies its

exposures by selling credit protection which increases exposure to

industries or clients where the Firm has little or ito client related

exposure however this
activityis

not material to the Firms overall

credit exposure

Use of single-name and portfolIo credit derivatives

Notional amount

of protection

ptuthased and sold

December 31

in millions 2009 2008

credit derivatives used to mrarlage

loans and lendingrelated cornmitmenis 36.873

Derivative receieatdes 11958

Total protection putcnasectV 48831

rotal protection sold 453

Credit derivatives hedges notional 48376

Irciuded $19.7 biton and $14.0 balicn at oecenter 31 2009 and loris

respectreeiy tat represented the noriora anioi4nr for structured portfolio

ixoreclira the Fern retain the first risk of loss on thu poitfoiro

The credit derivatives used by JPMorgan Chase for credit portfolio

management activities do not qualify
for hedge accounting under

U.S GAAP these derivatives are reported at fair value with gains

and losses recognized in principal transactions revenue In contrast

the loans and lending-related commitments being risk-managed are

accounted for on an accrual basis This asymmetry in accounting

treatment between loans and
lendtng-related

commitments and

the credit derivatives used credit oortfolio management activities

causes earnings volatility that is not
representative

in the Firms

view of the true changes in value of the Firms overall credit expo

sure The MTM related to the Firms credit derivatives used for

managing credit exposure as well as tne MTM related to the CVA

which reflects the credit quality of derivatives counterparty expo

sure are included in the
gains

and losses realized on credit deriva

lives disclosed in the taufe below These results can vary from

period
to period dje to market conditions that affect specific posi

tions in the oortfolio

still

10861

19208
en

591451

Year ended December 31

in ntiltiortsl

ff5 snl iwinat si nisa

Net oalns/tlosseshPl

2009 2503

t53258 5226

1.920 23591

51338

2007

5350

j363

13

pomese hedges denot çralily for hedge accounting under US GAfl

hetxdudesiossesol$Lltondndgakisof%SaOAdlioOaM$li3miWonfth

the years ended December31 2009 2008 andIlOOi respectk4 of other

priecpid 5revenuethOtwe not associated skit hedtfngactses
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Lending-related commitments

JPMorgan Chase uses Iendirzgrelated financial instruments such as

commitments and guarantees to meet the financing needs of its

cjctorners The contractual amount of these financial instruments

represents the maximum possible credit risk should the counterpat

ties draw down on these commitments or he Firm fulfills its obbga

non under these guarantees and the counterparues subsequertly

fail to perform according to the terms of these contracts

Wholesale lending-related commitments were $347.2 billion at

December 31 2009 compared seW $379.9 billion at December

31 2008 reflecting
lower customer demant In the Firms view

the total contractual amount of these wholesale lending related

commitments is not representative
of the kms 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 basrs for allocating credit nsk

capital to these consmnntents the Firm has established loan

equivalenC amount for each commitment this amount represents

the
portion

of the unused commitment or othercontingent expo

sure that is expected based onaverage portfolio historical experi

ence to become drawn upon in an event of default by an obligor

The loan-equivalent amounts of the Firms
lending-related corn

mitrnents wee $379.3 billion and $2043 billion as of December

312009and2008respectivety

Top 10 emergIng markets country expostwe

Emerging markets country exposure

The Rim has comprehensive internal
process

for measuring and

managing exposures to emerging markets countries There is no

common definition of emerging marlcets but the Firm
generally

includes in its definition those countries whose sovereign debt

ratings are equivalent to NA or lower Exposures to country

indude MI credit-related lending trading and investment activities

whether tross-border or locally funded In addition to monitoring

country exposures the Firm uses stress tests to measure and man

age theriskof extreme loss associated with sovereign crises

ThetablebŁlow presents the Firms exposure by country to the

top ten emerging markets The selection of countries is based solely

on the Firms largest total exposures by country and not the Firms

view of any actual or potentially adverse credit conditions Exposure

is reported based on the country where the assets of the obligor

counterparty or guarantor are located Exposure amounts are

a4rsted for collateral and for credit enhancements e.g guaran

tees and letters of credit provided by third parties outstandings

supported bya guarantor located outside the country or bathed by

collateral heldoutside the country are assigned to the
country

of

the enhancement provider In addition the effect of credit deriva

tive hedges and other short credit or equity trading positions are

reflectedin the table below Toal exposure indudes exposure to

both govetnment and private-sector entities in country

At December 31 2009 Cross-border Total

in bakyis tandloigtd Tradingth Other4 Total toca$t ermosure

South Korea 2.7 17 1.3 5.7 $33 $9.0

India 1.5 2.7 1.1 5.3 03 SS

Brazil 18 0.5 10 Z3 2.2 4.5

China 04 08 30 3.0

Taiwan 01 08 0.3 12 18 30

Hongkon3 13 0.2 13 16 2.6

Mexico 1.2 0.8 0.4 2.4 2.4

Chile iS 04 0.5 1.9 1.9

Malaysia 01 1.3 03 1.7 0.2 13

ssimca 04 08 05 17 17

At December 31 2003 rot border Total

in billions
Lenthngxi iradingin Other 1St l.ocait6 exposure

Southkorea 19 14 509 5.4 52.3 513

India 2.2 2.8 OS 53 06 63

Irma 18 16 03 31 08 45

Brazil 1.8 0.5 2.3 1.3 3.6

Taiwan 02 0.3 06 25 3i

Hong Kong 1.3 03 12 2.8 2.8

OnitednrabEnatas 0.7 25 23

MSco 13 0.3 03 25 2.5

SouthAfrica 09 0.5 0.4 L8 LB

utsia 0.2 0.3 1.8

tendrótbsaidaccsedkneresrteztalofltermtbS49tposisidtbsdisaccerana trnmeraryaa pwriopattrs.wd

ait3vm uxrarrrnn to enS credit

to flatg tnd4es ti hoar posure on cnwbotderdebr Soqury reurrerris held boom or iusgaod nennt xcotns aid nrçusted lotte nctot orter redgt or4t

uetrMnrfls and çj cor reosozrxaonderzaenrdlotar tdraror an seowees frandog uste Sigriwre teones horo4l

in orroptesecnsmaecjrocarexpoxn boded coss-sordef ioong onee mestrorflm tori roses

toponieoposrre tooco diqordiboored hotly Aryexposwe noonwer gtasecooere detnedacsoss-baderexposa
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Managements discussion and analysis

CONSUMER CREDIT PORTFOLIO

.QMorgan Chases consumer portfolio consists primarily of residential

mortoages home
equity loans credit cards auto loans student

loans and business banking loans with primary focus on serving

the prime consumer credit murket The port1olio also includes home

equity
loans and lines of credit secured by junior liens mortgage

loans with interest-only payment options to predominantly prime

borrowei as well as certain payment-option loans acquired from

Washington Mutual that may result in
negative

amortization

substantial portion of the consumer loans acquired in the Wash

ington Mutual transaction were identified as credit-impaired based

on an analysis
of

high-risk characteristics including product type

loan-to-value ratios FICO scores and delinquency status These

purchased credit-impaired loans are accounted for on pool basis

snd the Dools are considered to be performing At the time of the

acquisition these foarts were recorded at lair value including an

estimate of losses that were expected to be incurred over the esti

mated remaining lis of the loan pools Therefore no allowance for

loan losses was recorded for these loans as of the transaction date

ln 2009 management conduded that it was probable that higher

expected future credit losses 1or certain pools of the purchased

credit-impaired portfolIo would result in decrease in expected

future cash flows for these pools As result ar allowance 1or loan

losses oi $1.6 billion was establshed

The credIt performance of the consumer portfolio across the entrre

product spectrum continues to be negatively
affected

by the eco

romic environment Higher unemployment and weaker overall

economic conditions have ted to significant increase in the number

of 1oans charged off while continued weak housiog prices
have

dirien significent increase the severity loss reoognized on real

estate loans that default Delinquencies and nonperforming loans

coninued to in 2009 The increases in these credit quality

metric were due in part to foreclosure moratorium programs

which ended in early 2009 These moratoriums halted
stages

of the

foredosure process white me 11.5 Treasury developed its homeowner

assistance program It MHA and the Firm enhanced its foreclo

sure-prevention programs Due to high volume of foreclosures after

the moratoriums processing
Irrelines for loreciosures were don

gated by approximately 100 days Losses iated to these loans

continued to be recognrzed in accordance with the Firms normal

ci-arge-off practices
but some delinquent loans that woutd have

otherwise beers foreclosed upon remain in the mortgage and nome

equity
loan portfolios Additional deterioration in the overall eco

romic environment idud ng continued deterioration in the labor

and residential real estate markets could cause delinquencies
and

losses to increase beyond tne Firms current expectations

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

to consumer loam by tightening both underwriting and loan qualifi

cation sandath for both real estate and ron-real estate lending

products For residential real estate lending tighter income verifica

tion more conservative collateral valuation reduced loan-to-value

maximums and nigher FICO and custom risk score requirements are

Mt some of the actions tuken to date to mitigate risk related to new

oiginations The Firm believes that tnese actions have Detter aligned

loan pricing witn the underlying credit risk of the loans In addition

originations of subprime mortgage loans stated income and broker-

originated mortgage and home equity loans have been eliminated

entirely to further reduce originations with high-risk
characteristics

The firm has never originated option adiustable-rate mortgages The

tightening
of underwriting criteria for auto loans i-as resuted in the

reduction of both extended-term and
high

loan-to-value financing

As further action to reduce risk associated with lending-related

commitments the Firm has red-iced or canceled certain tines of

credit as permitted by law For example the Firm may reduce or

close home
equity

lines of crecit when there are significant decreases

in the value 0r the underlying property or when there has been

demonstrable dedine in the creditworthiness of the borrower Simi

larly certain inactive credit card lines have been dosed and it

bar of active credit card hr-es have been reduced

1114 flrrjae chew cantos Msurii fierxirt



The foflowinqtabe presents managed consutner cred related information incioding RS CSanthesidential rear estate loans repotd the

CwporatPrwe qwty segment for the dates nthc4ted For fwthe iformaqn about the 1rrm nonaccrual and cbare-off accounting policies

see Note 13 ipages 200204 otthisAnniel Report

Consumer portfolIo

90 days or more

yearended Nonpedorming pueand Aeanrtial

etthffratO

mfflom eptraties 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008

Consumer kans excludIng

purchased uedlt4mpaired

loans and loans held4orsale

Home equty senior ten00 27.3765 29793 477 291 234 86 080%

Homeequityioini00 74.049 84.542 1188 1.103 444 2.305 542

Pnrne
norlgage

66892 72265 4355 895 1894 526 274

Subprlnie mortgage 12526 15330 3248 2690 1648 533 11 86

0ptronARM 8536 9018 312 10 63 071

46031 42403 171 148 427 568 144

Credrtcard_reportedOOte 78786 104 746 3481 2649 9634 4556 1107

AR other loans 31700 33i1 900 430 542 463 1285 459 3.88

Total on umerlnans I896 392013 10660 457t 4023 3112 19833 9A33 545

Coflsurner loans purchased

credtt4mpÆed11

tlomeequay 28520 28555 NA NA NA NA NA NA NA NA

Prhre mortgage 19693 21455 NA NA NA NA NA NA NA NA

Snemongage 5.993 6360 NA NA NA NA NA NA NA NA

Ootrci ARMs 29 039 31 643 NA NA NA HA NA NA NA NA

Total consumer loans pue
chasedaedlt-loipalred 81245 888t3 NA NA NA NA NA NA NA NA

Total consumer loans

retamed 427141 480826 10660 6571 4023 3112 19833 0433 441 271

Loans hekl4or .ale 2142 7028

Total conaWnet loans

reported 429283 487854 10660 G$7t 4023 3212 19833 9433 4.61 271

Ctedtcar4ewiitixeM 84628 85.571 2385 l802 6443 3612 7.55 453

Total consumer loans

managed 513 909 568 425 10864 8571 6408 4.914 26 276 13045 491 306

Totalconsumer loans

managedezcluding

purchased ft-ImpaIred

loanin 432664 479612 10660 6571 6408 4914 26276 13045 585 322

Consumer lendiflgreloted

commitsnents

Home equity seninr ledclN 19246 27998

home y-.ju
rtenlbihh 37231 67745

Prime mortgage 1654 5079

Suitpime mortgage

OprfonARMs

AutO loans 5467 4326

Ceditcatd00 569113 623 70
All other leans 11.329 17251

Total lending-related

commitments 643940 741507

Total consumer credit

potifollo S1.157S49S1309932

MemorCreditcardmanagad 163 4125 190317 55866 4..1 516077 4.168 9.33% 501%

Rrpomarns inn 1organ Chase holdt the trst eori1y thierest on the property

imerits roam where PMr9an Chew holds
aseoulty

mterasttlrat Is subordinate in other lrerr

r3 Edrdssoperamg hase-rela.ad arsetsof 52 billion and 522 ton thr December 312009 arid 2008 rescerelf

ricludet 51.0 bIllion of in sarDrcembr131 2009 held by the WashIngton Mu astertruar wtikh were e1ed orno tht Firms CtriceSheecsat
lar thcmg the seemrd

quarter
of 2009

of Includes be retharges and em net of an alkanance lee uncolecxrbe aerroums

01 Chat fls ore nor recorded on rrwTirered aed- inrareed oaw mini actual osses excete emarreed insoes that were rewded as niuthase occoureno uscoitrits at the

033%

3.12

1.02

610

130

547

1.58

2.90

zrre of acqustir- date no crarge-ofs hive been rersicro fr mew it da ee were cepctred mparabin the ran cdrt irpaiec pcwtfsro he..date

ar.rc.an aets a..ti hrt been 16 biLon

gi Reqeaserts secriied cred cord recrrnbies rot hJZhc4 ssicti ued card o.rr1iatorts ee CS on pe .2
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Managements discussion and analysis

Li The cxedt caa and hone
equity lendingrelared cornrrrems repenant the total eranabe hnes cr5 trx these prodsicts the Inn has rot rapetenced and does nix

anticpate that aaa.atila tires ot credit would be ut at list sense me For credo card coirrf rents and horre equity tnmrrtmenns Id tartan cordittoas are maO
the Inns car reduce or cancel fese hires credit by rxoadng the borrower pine notice or at caine cases esthout notice as perintad by law

At December 31 2009 and 2008 ronparrnrrg loans eactritfet lrnongage toanstired byUS goneenmentagencire
of 59.0bron and $3 Obbon respcvvety

and

strident oansthat are 90 caafs pest dire and stAt accrus4 wInds are sashed by U.S
gsvernrrent agencies wider the Federal family Silocofon Loan Pnogarss of $542

rr to5 and $437 rrjlion respectnely These aeounts are excluded as rerrbsroement proceeding naSty In addsdon the Irrms pohcy is generally to exempt credit teed

loans from
being placed cis nonaccn.al saatr as perrrvttad by regulatory guidance Under gudance asued by the federal Frnancal Institutions basinination Councd oedrt

card loans are charged oft
by

the end the intact wWch the account becomes ISO days peat due or wihin 50
days

from
recemng

notification atesin specified eceni

leg. oarkraptcy of the borrowed Micreven .5 eater

Excirdes purchased creditnpafred loans that were aflrled partot Use Washington Mstaf flasacthon wsrdt are acoorasted tot sri basis Since eaos

accitriastod baa sitseassetarWsatisgleo deieemerawaisd asaggregate expectokonot cads Uows eta pJesrarn te or thatofisrthvidu$leans

Cite the pocieJs nor nseals3kA Becasee Use Fees ie recoamcreig eaeresteicome on each eltons they are el considered to be peefoming

by Average censurer oars lwId.Fct.sae erd OutS at lanraiue were 52 hilbort and $22 Order foe the years ended Oecerrber 31 2009 arid 2008 respectively these

arounts mere esdrrded when catcs..atirsg tenet cisargeeff rates

The foflowing table
presents consumer nonperformung assets by business segment as of December 31 2009 and 2008

Consumer nenperformlnq assets

20OL
Assets acquired

in loan satisfactions

As ol December 31 hlonperftrnviing ASestatit hionperforming

fin milions loans owned Jf 45545

ltetarllssarioaIServrces4 $40611 51154 99 511864

Card Services$

s.v.pvuv..o..iv...r 46 48 19 20

Total $10660 1156 99 $11915 S7i 214 1O 8865

asn Decerrbei 31 2009 and 2008 rcrenforrnng loans and assets excludert mortgage loans insured byUS goner inert ercesom $9.0 blhon and $3.0 flier rasper

tluyct2lree.escoedinsieedbyu.gmgendessisionerosands3ednuition re aclreflrdcflsnudennioantshatare Oodayspassearslsthac

aun wfnch are ets.rredr.yui goneniment agenoes
staler the Feds Faenly Edixation thai fragrant ol $542 trillion arid $437 its on respectriely These aaiotasts are

excluded asroinrkrxseirert is ptocesdnsg noernsiiy toaddelors the Ferns policy is ganeralfrtaeaenp credit card train lrcins bersg placed on nosaccruat steers as permitted

byregirlatoryguidance under guidance lssned by the Federal Financial rslitsitorss xansnatiorr Corasol creaM card loans are charged off by tIre and of the morrIs in wends

the acccrrrmt becomes 180 days past dun width 60 days horn receiarng notification about specified event e.g. bankruptcy ci the borrowers whichever eerier

The followin cussion relates to the spedflcban productand

kingitelatedcategorles within the consumer portfoila Purchased

credit-impaired loans are excluded ft indMdual loan product

discussions and addressed separately below

Home equity Home
eryjityloans at December 31 2009 wore

$101.4 billion decrease of $12.9 Its from year-end 2008 The

decrease primarily reflected lower loan originations coupled with

loan payclowns and drge4f The 2009 prowiston for credit

losses for the home
equrty portfolto included net increases of $21

billion to the allowance for loan losses reflecting the Impact of the

weak housing prkes and higher unemployment Senior lien nonper

forming loans increased from the prior year due to the weak eco

nomic environment while Junior lien nonpeiforming loans were

relatively uncisanged Net change-off have increased from the prior

year due to higher frequenq and
severity

of losses

Mrtgage Mortgage loans at Decent 3120 which include

prime mOrtgages subprittle mortgages edjustable-rateriaosigages

opoors ARMs acquired in the Washtngton Mutual transaction

and mortgage barns held-for sale were $883 billion
representing

an $85 billion decrease from year-end 2008 The decrease is due

to lower ixinse mortgage loans retained in the portfolio and higher

loan tharge-offs as well as the run-off of the subprirne ansi option

ARM portfolios Net dsarge-olfs have increased front tne pnco year

across all segments of the mortgage portfolio due to both
higher

frequency anita sIgnificant increase in the severity of losses

Prime mortgages of $67.3 billion decreased $5.2 billion from

December 31 2008 The 2009 provision for credit losses included

net increase of $14 billion to the allowancefor loan losses reflect

ing the Impact of the weak economic envlroesment Early stage

delinquencies improved in the latter part of the yeac while tate-

stage dehnqLenoes have ncreased as result of poor foreclosure

moratoriums and ongoing trial modification
activity driving an

increase in nonperforrning bans

Subprirne mortgages of $123 billion decreased $28 billion

from December 312008 as resull of paydowns discontinua

tion of new origsnatlons
and charge offs on delinquent loans

The 2009 provisiOn for credit losses induded net Increase of

625 million to the allowance ion loan losses rellectung the

impact of Molt loss seventies drhienbydedirilng home prices

Optlo ARMs of $8.5 representless thnS%ofndn

purchased credit impaired real estate loans and ware $482 niliion

lower than Detember 31 2008 due to run-off of the pontolloJlsis

portfolio is primarIly comprised of loans with low loan-to-vakte

ratios and high borrower FlCOs Accordingly the Firm
currently

expects substantially lower losses on this portfoliowhen compared

with the purdsasedcredit-impakedootionAflM portfolio The

cn.nrnulative amount of unpaid interest added to the unpald principal

balance due to negative
amortization of option ARMs was 518

million at December 31 2009 New originations of optIon ARMs

were discontinued by Washington Mutual prior
to the date of

WMorgan Chases acquisition
of Washington MutuaL The Firm has

nut originated ar4 does not originate option ARMs

Assetsacquired

in loan satisfactions

Nonpertormimng Real Ste Nonperforrning

loans owned Other assets

6548 1183 310 8841

t4 WMoryan inst Co12G39 Mnuai Repel



Auto foarw As of December 31 2009 auto loans were $46.0

billion an increase of $3.4 billion from
year-enci 2008 partially

as result of new originations
in connection with the gov

ernments cash for clunkerC program in the third quarter

Delinquent loans were slightly lower than the prior year Loss

seventies also decreased as result of
higher

used-car
prices

nationwide The auto loan portfolio reflects high concentration

of prime quality
credits

credit card JPMorgan Chase analyzes
its credit card portfolio

on managed basis which includes credit card receLvables on the

Consolidated Balance Sheets and those receivables sold to inves

tors through securitizations Managed credit card receivables

were $163.4 billion at December 31 2009 decrease of $26.9

billion from year-end 2008 reflecting lower charge volume and

higher level of charge-offs

me 30-day managed delinquency rate increased to 628% at

December 31 2009 from 497% at December 31 2008 and the

managed credit card ret charge-off rate increased to 9.33% in

2009 from 501% in 2008 These increases reflect the current

weak economic environment esoecially
in

metropolitan
statistical

areas MSAs experiencIng
the

greatest housing price deprecia

tion and highest unemployment and to the credit performance of

loans
acquired

in the Washington Mutual transaction The allow

ance for loan losses was increased by $2.0 billion for 2009

reflecting provision
for loan losses of $2.4 billion partially

offset

by the reclassification of $298 million related to an issuance and

retention of securities from the Chase Issuance Trust The man

aged credit card portfolio continues to reflect well-seasoned

largely
rewards-based portfolio that has good U.S geographic

diversification

Managed credit card receivables exciudrng the Washington

Mutual portfolio were $143.8 billion at December 31 2009

compared with $162.1 billion at December 31 2008 rhe 30-day

managed delinquency rate was 5.52% at December31 2009 up

from 4.35% at December 312008 the managed credit card net

charge-off rate exduding the Washington Mutual portfolio

increased to 845% in 2000 from 4.92% in 2008

Managed credit cam receivables of the Washington Mutual

portfolio were $197 billion at December 312009 compared

with $28.3 brlljon at December 31 2008 Excluding
the impact of

me purchase accounting adjustments related to the Washington

Mutual transaction and the consolidation of the Washington

Mutual Master Trust rhe Washington Mutual portfolios 30-day

managed delinquency rate was 12.72% at December 31 2009

compared with 14% at December 31 2008 and the 2009 net

charge-off rate was 18.79%

All other All other loans
primarily

include business banking

leans which are highly
collateralized loans often with personal

lean guarantees student loans and other secured and unse

cured consumer loans As of December 31 2009 other loans

ircluding
loans held-for-sale were $33.6 blihion down $2.0

billion from year-end 2008 primarily as result of lower business

banking loans The 2009 provision for credit losses reflected ret

increase of $580 million to the allowance for loan losses and an

increase in net chargeoffs of $826 million related to the business

banking and student loan portfolios reflecting the impact of the

weak economic envIronment

Purchased credit-impaired Purchased credit-impaired loans

were $81.2 billion at December 31 2009 compared with $88.8

billion at December 31 2008 This portfolio represents loans

acquired
in the Washington Mutual transaction that were re

corded at fair value at the time of acquisition The fair value of

these loans included an estimate of credit losses expected to be

realized over the remaining lives of the loans and therefore no

allowance for loan losses was recorded for these loans as of the

acquisition date

The Firm regularly updates the arneunt of expected loan pnndpal

and interest cash flows to be collected for these loans Probable

decreases in expected loan principal cash flows trigger the recog

nitron of impairment through the provision
for loan losses Prob

able and significant increases in expected loan principal cash

flows would first result in the reversal of any allowance for loan

losses Any remaining increase in the expected principal cash

flows would be recognized prospectively in interest income over

the remaining lives of the underlying loans

During 2009 management concluded thai it was probable that

higher expected prindpal credit losses for the purchased credit-

impaired prime mortgage and octron ARM pools
would result in

decrease in expected cash flows for these pools As result an

allowance for loan losses of $11 billion and $491 million respec

tively was established for these cools The credit periormance of

the other pools has generally been consistent with the estimate of

losses at the acquisition date Accordingly no impairment for

these other
pools

has been recognize

J5OLt chase CoJ009 Asavi itepon
try



Managements discussion and anal sis

Concentrations of credit risk consumer loans other than purchased credit-impaired loans

Following is tabular information and where appropriate supplemental discussions about certain concentrations of credit risk for the firms

consumer loans otherthan purchased credit-impaired loans indMng

Geographicdistribuiion of loans including certain residential real estate loans with high loan-to-value ratios and

toansthatare3Otdayspastdue

The following tables tthe geographic distribution of managed sumer aedit ourstandings by product as of December 31 2009 and

2008 exdudingpurchased credit-impaired
loans

Consumer loans by geographic region -exduding purchased credit-Impaired loans

Total Total

Decernbet 31 Horn llama To1 consumer consumer

2003 eqraty equity-
Prime Subprlme Option lometozw Card Alt other trans Card loans

thbridons seniorten poor lee rrorqae moqti3age MISts pottf Auto rtpwted oars reported secureS manaqed

California $36 $16.9 $191 $17 534 451 $4.4 $110 $18 $62.3 $114 $731

Plewtork 3.4 124 9.2 1.5 09 27.4 34 6.0 43 414 6.7 46.1

texas 4.2 2.7 2.5 0.4 0.2 10.0 43 5.6 3.8 23.7 6.5 30.2

Florida 12 41 6.0 1.9 07 t39 13 52 09 21.8 48 26.6

lIkens 13 48 3.4 0.6 04 110 24 39 24 tO 49 24.6

Ohio 2.3 1.9 04 0.3 5.3 3.2 3.1 2.9 143 3.4 17.9

Newlersey 0.8 33 2.3 04 0.3 73 1.8 3.0 Os 133 36 17.1

Mldrlger 13 1.9 1.4 0.3 4.9 2.1 2.4 2.5 ItO 2.9 144

ArSia 1.6 3.6 1.6 03 0.1 7.2 13 13 14 12.0 2.1 14.1

Perinsylvarla 0.2 1.2 0.7 0.4 01 2.6 2.0 2.3 0.3 8.2 3.2 12.4

Washlnpon 0.9 2.4 1.9 0.3 0.4 59 0.6 13 0.4 6.4 13 95

Colorado 0.4 17 18 02 0.2 4.3 10 16 0.8 77 21 98

MotMr 5.7 16.6 166 40 1.4 44.3 171 310 10.6 1030 315 1345

Total $274 $744 $67.35 12.5 $83 189.7 $46.0 $78.8 $336 $346.1 5846 54327

total Total Total

Howe Home borne ronsuner crtrrstamer

tleconter3l 2008 equty equity-
Prroe Subpnrne Opren loan Card AOoder loans Card roar.s

fet hilsons sensor ten lunrorFen rrsoitoar motoqaqe ARMs ponfoilo Auto reported loans tepad securitired manaqed

Calfirnia $35 5193522512 538 524 543 114.8 52.0 17155115 586.0

MesYork 13 13.0 104 13 05 28.3 37 8.3 43 410 6.6 52.6

texas 50 31 27 04 02 114 18 41 261 323

Floilla 13 10 6.0 2.3 05 153 13 6.8 GO 24.7 12 295

rlhrxas 19 53 33 07 03 115 22 53 25 21 46 261

Ohio 26 LII 03 0.4 17 33 4.1 13 164 14 19.8

Mwersey 08 42 2.5 08 63 86 16 42 09 53 36 18.9

Mrthrgan 14 22 13 04 53 IS 34 28 130 28 158

NOons 1.7 42 1.6 0.4 0.2 8.1 1.6 23 13 135 1.8 15.1

Peonsytvania 0.2 14 0.7 05 0.1 2.9 13 33 0.7 9.2 12 12.4

WSr31on 1.0 2.8 23 03 05 6.9 04 2.0 0.4 8.9 1.6 11.5

COlorado 03 1.9 tO 03 03 4.3 0.9 2.1 OS 0.8 2.1 10.9

flother 62 201 163 45 13 45.0 153 401 10.5 1151 31.1 147.2

Total 293 845 72.5 153 90 $211 $426 $1047 $35.6 $3940 856 4796

JPMbrgan these Co12009 Mnsal tacit



Top States Consumer Loans Managed

Leccnber 31 2C0J

Top States Consumer loans Managed
at December 31 2008

The following table presents the geogtaphK ribution of certain residential real estate loans with current estimated combined loaa-to-vake

arios lTVs ii excess of 100% as of December 31 2009 and 2008 exdudiag purchased credit-impaired bars acquired in the Wasningion

tutuab transaction The estimated oflateral values ued to cbculare the curtent estimated combined LIV ratios in the following table were

derived from nationally recognized home price index measured at the M$As bevel Because home price indices can have wide variability and

ouch derived real estate values do nec represent
actual appraised loan-bevel collateral values the resulting ratios are necessarily imprecise

and

should herefore be viewed as estimates

Geographic distibution of resIdential real estate loans with conceit estimated combined tills 100%al

December 31 2009 ttcrne equry Prire Subpnrr.e

biilkrns ccem ratios juror lienIc naçefttd fl0tt Total mial boansC1

ifor ra 3.3 9.4 11 188 50%

ilewYrxk 2.3 1.3 0.3 3.9 17

Arizona 2.8 1.1 0.2 4.1 75

Porita 2.8 3.9 L3 8.0 67

%4iigai 1.3 0.9 0.2 24 67

Ait othe 3.1 6.1 1.8 16.0 22

Totat combined LW 100% 25.6 22.7 4.9 53.2 35%

As percentage ol total loans 35% 34% 39%

Total pontio a.craqa mmarnad LW at origoabon 74 74 79

tal oonolo awaqe current s1rtaced cortbined LTV 97 93 101

Oecenber 31 2OSt rlirne ecuty Prr Sutiprirr.e

tin b.ions exceot tatioai jwor tere nqaelcJ noageic Tctal total laansCt

ckrra 8.4 1.3 .6

New yoic 03 11 ii

Arizona 2.9 09 4.0 65

Flrj 19 73 55

Mkhgan L3 06 03 27 56

other 73 3.3 124

TotalcombinedLWl00% 24.8 ISO 46.2 2%

As percentage of total loans 39% 22% 34%

Tota potloiia aoerage cmnb-ned LW at oetginatiot 75 72 19

Tocal oUo average curent estimated combined JVtbi 91 63 93

4o.re rqucy-jur or ier pnirre morgege nd ubprte rtort-ae
ioan ltt cn.rcnrt escimated clrbrnrd LWs nezti tean 40% tp to .rro rntnuding 160% wnv

173 OitOri Sl1.6b.n arul 534lcv rvlr t0ecerrber 31 2609

the ewraoe clret ecmated ccrrbiryd LIV rnrc fevers lre outttandirng baarrcs Cl the blarce treec day dr/ed by vstrrrvrd curnert prvcty veiie Crirrt

-- -.. I... ...1 .. L...........9...

6.1%
vi eels

5.7%

Pepneeetv coafloscs ofhe product cpvs ri tae ygeaarhrc ocatror

9-ceTbc ..0C8 rro co cry vico or ve vip eron li..vl r1c

rP2ors Chrle sCo12e31 Mvrsril



Managements disussion and analysis

Consumer 30 day delinquency information

Dmber3L0n mHexceptretida

Conutner loans- excludIng pwchased uedlt4do$ns00
Hrneequhy senIor lien

Homeeqtity orben

me
Subpcime mortgage

ARMs

loans

card.- reported

All other leans

Total Qfl$Umer loans-eXdudifl9 flurchased credr4mpaared

loans- reported

Credit card seoffrtee8

Total consumer loans.-exdudlng purchased aedit-lmpaed

loans mmaged

833 585 3.04%

ZSiS Z563 lAG 103

553Ib 82d 439d

4232 3160 3379 24S3

43$ 0.75

750 963 163 226

6093 5653 1.13 540

tlO6 708t 3.91 1.99

2t09 11480 523% 4.44%

4114 381 4.93 4.45

25.873 11291 5.98% 444%

U..
10 261 464 28% 97%

The dednpaedi0ans.shith basedonthernp$ at balance we 27J9% end 1189% atDecanther 31 2009 and 2008

pecttsety

dus 30 day delrqcerr mortgage
oans that are nstred byOS government egenoes ol 191 beon and $15 hflen at December 312009 and 2008 respec

twery These arnourns are excluded as mmb.raerrem proceeding normal

f4Exdus 30 day detnquern loans that are 30 days or more past
due and srd aenidng vblch are inveed by LLS govemmeor a9endes under the federal family

tdixaeon Loan Proam ot $942 nettort and 1824 thRino at December 31 2009 and 2008 respectIvely W.eseamounm are recede irsement is proceeding

The dencemnatce lot the cakuIvbon of the 30 day deUnquenq rate atdudrn erual reel estate loans reporedm the tPrmate
Cqwty segmenc and

mortgage loans mused byti goverrenent agerces The 30
day

de
rency retee these loan balances was It 24% and 14% at December31 2009 and

2008

Consumer 30 day delrnquenCes have utcreased to 623% of the consumer loan portfrobo at Decemoer 31 2009 in companson to 444% at

Cecember 31 20 driven predominately by an increase In residential real estate delinquencies which Increas 13.4 billion Late stage

diinquendes 150 days delinquent Increased gnifIcantly reflecting the impacts of trial loan cations and foredoswe moratorium

baddogs Losses related to these loans continue to be reccrgnf2ed in accordance with the Firms normal chargeoff practices as such mese

loans are reflected atthefr estimated collateral va tie Early stage delinquencies 30 89 days delinquent In the residenliI real estate portfo

los have remained relatively flat year over year

The consumer credit portfolio is geographically
diverse The

greatest concentration of loans is in California which represents

18% of total on-balance sheet consumer bar sand 24% of total

resldentiatreal estate loans at December 2009 compared to

19% and 25% respectively at December 2008 Of the total on-

balance sheet con loan portfolio $149.4 billion or 43%

areconcentrated in California New York Arizona Florida and

Michigan at December 2009 compared to $111 bdhon or 43%

at December 2008

Declining home prices have had signiant impact on the esti

mated collateral value undedyrng the lrrm residenttal real estate

loan portfolio
In general the delinquency rate for loans with high

current estimated combined LIV ratios is
greater

than the delirr

quency rate for loans in which the borrower has
equity

in the

collateral WhUe
large portIon

of the loans with current call

mated combined LW ratios
greater

than 100% continue to pay

and are current the continued
willingness

and
ability

of these

borrowers to pay is curreily Uncertain Nonporforming loans in

the residential real estatd portfolio totaled 19.6 billion of which

64% was greater
than 15Odays past

due at December 31 2009

Of the nonparforming loans thatwere
greater

than iSO days past

due at December 31 2009 approxImately 36% of the unpaid

principal balance of these loans has been chargeddotvn to

estimated collateral value

30m day delinquettloans 30daydelinquencsrat

2Q09 2008 2009 2008
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Concentrations of credit risk purchased credit-impaired loans

The following table presents the currenl estImated combined IF ratio as well as the ratio of me
carryirg

value of the
undettyrng

loans to the

currert estimated collateral value or purcnased credit-impaired
loans Because such loans were initially measured at fair value the ratio of the

carrying value to the current estrmated collateral value will be lower than the current estimated combined ITt ratio which is based on the unoaid

princical balance The estimated collateral values used to cakulate these ratios were derived from nationally recognized home price rndex meas

ured at the MS.A level Because home price indices can have wide vartabibty and such derived real estate values do not represent actual apprased

loanlevel collateral values the resulting ratos are necessarily im recise and should therefore be viewed as estimates

Combined LIV ratios and ratios of carrying values to current estimated collateral values purchased credit-impaired

Ratio of carrying

value to current

December 31 2009 Current estimated Carrying
estimated

fin billions except
ratios Unpaid principal

balancetb cocrrbirred Lw ratiotcX0l valuet collateral value

Option ARinIsta 37.4 123% 29.0 93%tf

Home equity 32.9 127 26.5 102

Prime mortgage 22.0 121 19.7 1029

Subprime mortgage 9.0 122 6.0 81

Ratio of
carrying

value to current

December 31 zoostel Current estimated carryiflg
estrmated

tn billions except ratios Unpaid eriticipal balarrceb combined trv ratiotcXd valuef colrateral value

Option ARMs .51.6 t13% 316 86%

linneertuirf
39.8 tts 286 82

Prime
mortgage

25.0 107 21 44

Subprirne mortgage 10.3 112 6.8 73

The curctjalrve arrorzr of urparri irnerest that has been Seed tote unpaid principal tiaance ci optrca ARMs was $1.9 Mien at December 31 2009 Assunvrvg

incite interest rates the lam worsId expect rite foltong balance ol current loans to erpererice payrnert
recast $6.3 tenon 2010 aria $3.9 blitin 2011 or

witch $4.8 llrcn and 37 b-ion Mete tote purcrrased credttrpaned portlino

bl Represents he contractual amount of prurcpar owed

ci Represenrshe aggregate rrrpsrd prnc.pal balance of loans r$vded by he estimated currerr rrroperry veh.e Current property
values are ertrrnated based on harre

valuation models utilizing natirrnel recognized
home prce .nrjerr darjarion estimates

Represents current esrmated cornbaed roantovalue which ConSrs all avaeatrle ten positrons related to the property

fe Carryng values nrJt.de the effect of fan caine adiustmernts
rhatwere applied to the consumer purctrared credr rnpaned porrfolrri at tedare of acquisiticri

Ratios of
carrying vase to current esitmared cartaerel aatue or the pnme rrortgage and option ARM portfo.ncs are ret the alowance Ion loan lasses of $1.1 olion

and 5591 rn2licer respective as December 31 2009

gI December 2008 estimated coleteral veres far the heritage Waurngton Mutual portiofo have been dranped to crlorrn to values denived train home pr.ce index used

at ire Wteorgan chase pcntfoi.a
Home price ird.ces

genera ry
have arterenr valuation methods and assnarpnrans

ard rftereore can ed vide
rarge

of estimates

Purchased aedit-impatred loans in the states ci California and

Florida represented 54% and 11% respectively of total pur

chased credit-impaired oans at December 31 2009 compared

with 53% and 11% respectively at December 31 2003 The

curent estimated combined LIV ratios were 137% and 149% for

Calimornia arid Florida loans respectively at December 31 2009

compared wtth 121% and 125% respectively at December 31

2008 Loan concentrations in California and Florida as well as

the contrnurng decline in housing prices in those states have

contributed negatively to both the current estimated combined

IF ratro and the moo of carryrng value to current collateral value

for loans nn the purchased creditimpaired portfolio

While the carrying value of the purchased oeditimpaired loans is

margnitally
below the current collateral value of the loans the

ultimate perotmance of this portfolio Is highly dependent on the

borrowers behavior and ongoing ability and nlllingness to con

tinue to make payments on homes with negative equity
as well as

the cost of alternattve housing The pwchased credit-impaired

portfolio was recorded at fair value at the time of acquisittonl

which tnduded an estimate 0f losses expected tobe incurred over

the estimated remaining lives of the loan pools Dunng 2009

management conduded that it was probable that
higner

than

expected luture principal credit losses would result in decrease

in the expected future cash flows of the pnme and option ARM

pools Ma result an allowance for oan tosses of $1.6 billion was

established

JPMmgan chase ton009Anrual eepori
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Managements discussion and analysis

Residential real estate loan modification activities

During 2049 the Firm reviewed Its residential real estate portfolio

to identify homeowners most fri need of assistance opened new

regional counseling centers hired additional loan counselors

introduced new flnancingalternatives proactvelyreached out to

borrowers to offer preiualifled modifications andcommenced

new process to independently review each loan before moving it

into the foredosureprocess In addition during the first quarter

of 2009 the ItS Treasury introduced the MHA programs which

are designed to assist eligible homeowners in number Sways

one of which is by modifying the terms of their mortgages The

Firm rs participating in the MI4A programs while
continuing

to

expand its other loss-mitigation efforts ft financially distressed

borrowers who do not qualify for the MHA programs The MIIA

programs and the Firms other loss-mitigation programsfor

finandaifr troubled borrowers generally represent
various conces

sions such as term extensions rate reductions and deferral of

pnr-opal payments that would have otherwise been required

under the terms of the original agreement When the Firm modi

lies home equity lines of credit in troubled debt restructurings

future lending commitments related to the modified loans are

canceled as part of the terms of the modification Under all of

these programs borrowers must make at least three payments

under the revised contractual terms during trial modification

period andbe successfully re-underwritten with income verffica

non before Sr loans can be permanently modified The Firms

loss-mitigation programs are intended to minimize economic loss

to the Firm while providing alternatices to foreclosure The

success of these programs ishighlj dependenton borrowers

ongoing ability and willingness to repay
In accordance with the

modified terms arid could be adversely
affected by additional

shifts In borrower

behavior For both thefirmn0s on-balance sheet loansand loans

serviced for oth approximately 600000 mortgage rnodiflca

dons had been offered to borrowers in 2009 Of these 39000

have achieved permanent modification Substantially all of the

loans contractually modified to date were modified under the

Firms other loss mitigation programs

Nonpeifonieng

on-bSance

sheerloansin

December it 2009 On-balance

fin millions
sheet loans

Restructuredresfdentlal real estate loans exciurilog

purchased credit-impaired lealismi

Homeeqiàiyseniorlien 168 30

Hmee-juriror lien 222 43

Prime
mortgage

634 243

Subprime mortgage 1998 598

OplionARies

Total restructured residential real estate loans exdudiiw purchased credit impaired loans 030 920

Restructured pwdiased credit-impaired band0

Home equity 453 NA

Prime
mortgage

1526 NA

Subimne mortgage 1954 NA

Option ARMs 2972 NA

Total restructured purchased credit-Impaired loans 905 teA

Real estate owned REO As part of the residential real

estate foreclosure process loans are written dov.n ro the fair value

of the underlying
real estate asset less costs to soil In those in

stances where the Firm gains title ownership and possession
of

individual properties at the completion of the foreclosure process

these REQ assets are managed for prompt sale and disposition
at

the best possible economic value Any further
gains or losses on

REQ assets are recorded as
part

of other income Operating eit

The following table
presents

information relating to restructured on-balance sheet residential real estate loans for which concessions have

been granted to borrowers experiencing
financial

difficulty as of December 31 2009 ModificatiOns of purchased credit-impaired loans con

tinue to be accounted for and reported as purchased credit-enpawed loans and the impact of the modification is incorporated into the firms

quarterly assessment of whether probable and/or significant change in estimated future principal cash flows has occurred Modifications of

loans other than purchasedcreditimpaired are generally
accounted for and reported astioubied debt restructurings

Restructured residential real estate loansto

estrucnaiedrrsidentiel rear estate loariswereinmiatai atOecerrrber 31 200t

QArnousrms repay
ithec veohesuucnxedresldertttaired essaib loans

fc Amounts represen the unpaid principal frsdpurdiasedeedr impared roa
Id Norperorrmng loans rnodiiied ma rolled debt

reslrucmnig may be returned accrual status nber
repeymneer easonebly wed and he borrower i-es roSe

minununnul six payrrteins under the rein terms

pense such as real estate taxes and maintenance are charged to

other expense REQ assets declined from year-end 2008 as result

of the foreclosure moratorium in early 2009 and the subsequent

increase rn loss mitgation activities It is anticipated that REO

assets will increase over the next several quarters as loans moving

through the foreclosure
process are expected to increase
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Portfolio transient The firm regularly evaluates market conch

hans and overall economic retarns and makes air initial deterrnina

hon as to whether new originations
will be hekl4or-4nvestment or

sold within the foreseeable future The Firm also periodicafly evalu

ares the expected economic returns of previously originated loans

under prevarbng market conditions to determine whether their

designation asheld4ofrsale or hedt-lrtvstdtent continuesto be

appropriate When the firm determines that change In th$deslg

ALLOWANCE FOR CREDIT IMSSES

nation is appropriate the loans are transferred to the
appropriate

classification Since the second half of 2007 all newprime molt-

gage originations that cannot be sold to ff3 government agencies

and U.S government-sponsored enterprises
have been designated

as held-lot-investment Prime mortgage loans originated with the

intent to sell are accounted for at fair valbe and dassifled as trad

ing
assetsin the Consolidated Balance Sheets

iPMorgan Chases allowance for loan losses covers the wholesale

risk-rated and consumer primarily scored loan portfolios and

represents managements estimate of robable credit losses inherent

in the rms loan portfolio Management alsocomputes an allow

ance for wholesale
lending-related commitments using

methodol

ogy similar to that used for the wholesale loans During 2009 the

Firm did not make any significant changes to the methodologies or

policies
described in the following paragraphs

Wtrolesale loans are charged crlf to the allowance for loan losses when

it is highly certain that loss has been realized this determination

considers many factors induding the prioritization
of the Firms daim in

bankruptcy expectations of the workout/restructuring of the loan and

valuation of the borrowers equity Consumer loans out than pur

chased credit-impaired hats are generally charged off to the allowance

for loan losses upon reaching speofS stagesoldelinquency in accor

dance with the federal Finanoal Institutions Examination Council policy

For example credit card loans are charged off by the end of the month

in which the account becomes 180 days past due or within 60 days of

ieceivlng
notification about specified event e.g bankruptcy

of the

borrower whichever is earlier Residential mortgage products are

generally charged off to an amount equal to the net realizable value of

the
underlying collateral no later than the date the loan becomes 180

days past oue Other consumer oroducts if collateralized are generally

charged off to the net realizable value of the underlying
collateral at

l20dayspastdue

Deierrrrining
the

appropriateness
of the allowance is complex and

requires judgment about the effect of matters that are inherenrly

uncertain Assumptions about unemployment rates housing prices

and oveiall economic conditions coukl have significant impact on

ttte Firms determination of loan quality Subsequent evaluations of

the loan portfolio in light of then-prevailing factors may result in

signtllcant changes in the allowances for loan losses and lending-

related commitments in future periods At least quarterly the allow

ance for ciedit losses is revIewed by the Chief Risk Officer the Chief

Financial Officer and the Controller of the Firm and discussed with the

Risk Policy and Audit Committees of the Board of Directors of the

Firm As of December 31 2009 lPMorgan Chase deemed the allow

ance for credit losses to be
appropriate i.e. sufficient to absorb

losses inherent in the portfolio including those not yet identifiable

For further discussion of the components of rite allowance for credt

losses see Critical Accounting Estimates Used by the Firm on pages

135139 and Note 14 on pages 204206 of this Annual Report

The allowance for credit losses increased by 58 51iori from the

prior year
to 32.5 billion Esduding held-for-sale loans loans carried

at air value and purchased credit-impaired consumer loans the

allowance for loan losses represented 551% of loans at December

312009 compared with 3.62% at December31 2008

The consumer allowance for loan losses increased by $7.8 billion

horn the prior year primarily as aresultof an increased allowance for

loanlosses residentIal real estate and credit cart The increase

included additions to the allowance for loanlosses of $5.2 billion

driven by higher
estimated losses for residential mortgageand home

eqtllty bansasthe weakIabor market and weak overall economic

conditionshave resulted ininoreaseddelinquet and continued

ttShousvt9prces have driven significant increase in
lossseverity

The allowance for loan losses related to credit card increased $20

billion frut the prior year1 ingcontinuedeakness in the credit

environment The increase reflects an addition of $2.4 billion through

the
provision

for loan losses partially offset by the reclassification of

$298 million relatedto the issuance and retention of securities from

the Chaselsstiance Trust

Thevetidesale allowance for ban losses increased by $600 million

from December31 2008 reflecting the effect of continued weak

enkrgcredkenvirornt

TOprovide for the risk of loss inherent in the firms
process

of extend

mg credit an allowance for lerding-elated commitments is held for

the Firrryrhith isreom incither liabilities The allowance is coot

puted using methodology similar to that used for the wholesale

loan portfolio modified for expected rnaturrtmesand probabilities of

dEawdowrtForatrthsdiscuslon on the allowance for lending-

related conenitments see Note 14 on page 204-206 of this Annual

Report

The allowance for
lending-related

commitments for both wholesale

and consumer which Isreported in other liabilities was $939 million

and $659 million atDecember 312009 and 2008 respectively
The

increase reflects downgrades within the wholesale
portfolio

due to

the ctxtfinued weakening creditenvironment during 2009

ThE credit ratios iæthdtable below are based ott rethitmEd loan bal

ances which exclude loans reId-for-sale and loans accounted for at

fair value As of December 3f 2009 and 2008 wtiolesaieretained

loans were $200.1 billion and $248.1 billion respectively and con

surner retained loans were $427.1 billion and $480.8 billion respec

tively for the
years

ended December31 2009 and 2008 average

wholesale retained loans were $2230 bitmlion and $2196 billion

respectively
and average consumer retained loans were $4492

billion and $3474 brikon respectively
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Managements discussion and analysis

Summary of changes kithe allowance for credit losses

2008

nded Pecethbet 31

2009

Whohat Ccnwcrer Total WfsnesConene Total

Allowance for loan basest

Oe9nngbalanceatiaeruarf 6545 16619 23164 3534 6080 9234

3226 20792 24013 521 10.243 10764

least recoeenes 94 959 053 119 313 929

Netdsargeoffs 3132 19333 22.963 402 9433 t835

Protnn for loan losses

Provaodhtgaccouwqcorketny 3834 23031 31 135 2895 16765 19560

McountSlgconfotmitya 641 956 1.577

lotabprovneonforboankssses 3634 28051 31735 3536 17701 21 237

Acquired allowance resultasq front Washenqton Mt.tat

transaction 229 2306 2535

.Qtheslb 43 330 332 28 35 17

EndngbabanceatDecembiet3l 7145 24451 31602 6545 516619 523164

Component

AssetspeceficC$ 2046 996 3042 712 379 1091

1oanufabased 099 21 330 26979 833 16 240 12 073

Pwthaseddthtirrpsed 1531 1.581

Totababbowanceforloanfosaes 145 24451 31802 6545 16619 23 164

Allowance for bendssrelated commibnents

atnlngbalasteatlanuatyl $634 25 359 835 850

ProsSon bendinptelatedcomm4ntents

Pnstonecludngacctwgccesfotsvy 230 10 280 1214 215

Accounjeg coeteseI4 49 143

Total provision to lendispanlated commitments 290 10 280 200 44l 258

to al
resulting from Washngton Mutual

transaction
66 66

OtISI

EndmgbalancaatOecember3l 5927 12 9.39 634 25 69

Cgtrçonetr

Assatspectfic 297 297 29 29

formufabased 630 12 842 605 2$ 630

Totalallowancelorlendingrelattdceatsmltments 927 12 339 034 659

mIfiiianceTortiapossea 8.012 24469 32541 7179 16644 $23823

Credit radoar

Aftowance Ice loan losses totetannd loans 51% 73% 5S4% 264% 46% 318%

Net cfrargeoff
ratese 1.40 4.41 3.42 0.18 2.71 1.73

Credit ratios escluding boone lendlng.pueclsased

óedit.bnpaked loans and loans held bt SeE

Washington Mutual Master Treat

Aliowarxefor.ioanfossestoxetainedhsansC 3.57 8.83 5.51 264 414 3.62

at tnted to the Washtrgtor Mtcual transaction 2008

Us Predomesarti rcs4es rec.assaeon in 2009 related to the osuros ard tarot of stones from te flaw issuance Trust as well as rec.asioitons of abivana

balances rated to bursts uarsfets tretweeas wholesale aed corw-ner businesses IncIse q55 quarter of 2003

Cc Relates tot tb-rated oars that has-n been placed on eonaccsual status and Icans tat fast been tnodted na troubled debt restructuring

Cd The asse-specec corsumer abowaece for tar ones rOuses trcajbed debt rettructurng tIers-es of $754 ml or and $258 iiIon at December IL 2009 and 2003

especzleflc Prior period amounts hose beet reclassifieo to conform to the cirrent txesentarlon

Ccl C1-arge-otfs era not recotdnd or putdsased credit anipared laar.s ulsi nat tosses esceed estfrratad zses that wee recorded as piachase accotattng aljisonencs at tie tme of

acqtushcrL

4udes the mcac of purchased creest ngared loans tat were acquired as tart of th
WasWngton

Mutual t-ansactbn and lasts fo by the Waslsngroa fMua Master

Trust whithwereconsodated onrotha Penss balance sheet atfais-aloedts.rgflsecord qi.artwof 2009.Ao of Oecerrotr3l 2009 an atwanceor ban losses of

lallon was recorded for the purchased cram rnparS bars witch has also been eecuded frcrn ficabe arcs so allowance was recorded for the cans tat were crc

so cased horn tsse Washr3tot Mutue Master Inist as of December 35 2609 to date no chorgteifs nasa been recotoed for
any at these oans

The following table indite credit rallo ext idfriqthe following

item hattie letting purchased credit unpatred loans acqutred in the

Washington MuS Ci-ansactiort and credit card loatisheld by the

Washington Mutual Master Trust witch were cqnolldated onto the

Firms oalance sheet at fair value dunng the second
quarter

of 2009

The purchased credit4rnpafred loans se accounted for at fair value

on the acquisition date which incorporated managements estimate4

as of that date of credit losses over the remaining life of the poatfo

11 Accordingly no allowance for loan losses was recordedior these

loans as of the
acquisition

dare Sthsequentevakiatrons of estimated

credit detehoration in this portfolio resulted in the recording
of an

allowance for loan losses of $1 bdlion at December31 2009 For

more information on lome lending purchased credit impaired bans

see pages 111 and 121 olthls Annual Report For more information

on tf consolidation of assets from the Washington Mutual Master

Trust see Note 15 on pages 206 13 of this Annual Report
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The ktlation of the allowance for loan losses to total retained loans exdudigboth home lending purchased dt-mpaired loans and loans

held by the Washington Mutual Master Trust preserned below

Decamber 31 On excern rato 2009 2008

Awancefor oan oses 31602 23164

Les$ A1owarce far ssedaerin inpdioans 581

utd allowance lar loan lanes 30021 23 364

total ioan retained 621218 5128915

tess Fiuawlde pdtinip2ired loans 8t380 89.03$

Loan bald blltlie Wadsqmn Mutual erlnist 1.002

Adusledloans 5544836 5639827

Allowanoa for loan loese.s toem8ng leans edudfng purthased credhlmpalred loans and loans held by

the Washrn9ton Motual Maniac luist 551%

The foUowtng table presents the allowance for credit losses by business segcneit at December31 2009 and 2008

Mane fard sses

2009 2008

0ecember3 Lan related tenrjeJated

m4ons Loan losses ormrinerns Total loan losses cammmtnrents

Investment Bark 3756 485 4243 3.444 363 5604

CoimiercialBank.ng 3025 349 3374 2326 206 3032

Tceivlcet 84 84 172 14 63 137

4sset Management 269 278 391 1%

CoparateJPdva1eEua to 10

Total iMiofesale 345 927 8.072 548 634 319

Rma4 Finanoal Seneces 14 716 32 34 788 8918 25 8943

CatdSereires 9612 9622 2692 7692

Carpa3al64eEii

Total Conawner 24487 12 24439 16639 25 36644

Total $31602 8939 532541 323k4 569 523823

Provision for credit losses

The managed prossson
for aedthsseswas $3S billion fortheyearended December31 2009 up by $139 blillon from the

prioeyear
The pnor-year

induded $15 bilbonth etoom Washington Mutuals allowanceh loan losses wb aftected both the consumer and witolesale ponfohos

For the purpose of the follorsing analsi this charge is edudeti The consumer.managed prosssIon
for credit losseswa8 $345 billion fcr the

year

endedDecernbec3L comparedwftJ 204biIlon intheprlon year reanrea ei3theaowancefarcredebssesn thhomeieng

anedaoard loan ponfohos Induded in the 2009 addelori lathe wance for loan ksses was $1 6bilhon ireasa related to estimated detenora

Lion in the Washingwi Mutual pcsdsased credit impaired pociolIo The wholesale provision or credit losses was $40 bdllon for the
year

ended Decem

bet 31 2009 comparedwith $23 billion frtthc
prior year nd contInued weàknessintheaedic environment

Prn4oftse
Loan losses Lntdta1rnenis total

2009 2008 2007 2009 2108 2007 2009 28 2007

lnvensnentBank 2154 2236 376 8125 5201 S.8 2279 2118 654

Cormernal 8ankng 314 515 230 140 41 49 3454 464 279

Trees ySecisties Seivices 34 52 11 21 30 55 82 19

Asset Management 183 81 1191 188 85 18

Canrxate/P60a1efqonX5 616 691

Total Wholesale 3.684 3836 598 290 I2091 336 3914 3.327 934

einandat5enices 15950 9908 2621 if 30 15940 9906 26t0

Card eneces.reponed 12019 6456 3333 12019 6453 3331

CoWaPrWateEm4yfalf48 82 1339 11 4$ 82 1293 111

TotalConsumer 28051 70 5940 10 49 28041 1152 5930

Total provisIon to credit

lassesreported 3I73S 21237 6.538 281 1252 326 32015 20979 8366

Crethcord- sactwzed 5443 632 381 443 612 2380

Total provision far aedlt

lossesmanaged 538.178 524849 52918 $280 5258 8326 538453 24591 59244

Indudesac lngrelatedTotheWaskingon Mutual nentactios 12008

Tb hiejudev rovmoe espense
related to ansacqt..ied the Bear Stearns

mrrge
es 1e second quarter of 2008

itt Indudesaw elated to .or-invesntllrhnemMagdstiarttbaed ran AM to theC atefllrivaw Equity segment

dt Naverrbe 2008 the 3cm transierrad 588 Mon oth4anqual4credit card loans from the egacyC asepafoilo to sea.r trrarma rr.st previously estaUrshedby

Washngton Mutual the Trust Asa rest.ltof convert 4seruedn qu Chaseongrnaadon book ecelvabesro theirusti te1Ins rntecest td basa Pigher

overall lois rate rerlctsse otl total assets tt1n the Trtist approeirrate 1400 m4ron of rnomranaal
provslon espenee was rototdui sng te bath quarter ma

jrcramental provision espeote wcs recorded in the COtPCIfatll segoen an ire action rnla.ed to air acqrrsrwi
of Wash.rrgron htctua lertirig opera1tas tot rrher

see Note ISon pages 2062l3 of this Annual eport
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Managements discussion and analysis

MARKET RISK MANAGEMENT

.arket rsk is the exposure to an adverse change in the market

value of ort folios and financial instruments caused by change in

market prices or rates

Market risk management

Market Risk is an independent risk management function aligned

prirnanly with each of the Firms business segetents
Market Risk

works in
partnership

with the business segments to identify and

monitor market risks throughout the Firm as well as to define

market risk policies and procedures The risk management function

is headed by the Firms Chief Risk Officer

Market Risk seeks to facilitate efficient riskireturn decisions

reduce
volatility

in operating performance and make the FiriWs

market risk profile transparent to senior management the Board

of Directors and regulators Maket Risk is responsible for the

foflowing functions

Establishing comprehensive market risk policy framework

Independent measurement monitorfng and control of business

segment market risk

Definition approval and monitoring of limits

Performance of stress testing and qualitative risk assessments

Risk identification and dassification

Each business segment is responsible
for the comprehensive tdenti

ication and verification of market risks within its units The highest

concentrations of market rrsk are found in IS Consumer l.ending

and the Firms Chief Investment Office in the Coroorate/Private

Equity segment

iS takes markets and trades its products across several different

asset classes These asset classes primarily include fixed income risk

both interest rate risk and credit spread risk foreign exchange

equities
and commodities risk These trading risks may lead to the

potential dechne in ret income due to advetse changes in market

rates In addition to these trading nsks there are risks in lBs credit

portfolio from retained loans and commitments derivative credit

valuation adjustments hedges of the credit valuation adjustments

and mark-to-market hedges of the retained loan portfolio
Addi

tioral risk posittons result from the debit valuation adjustments

taken on certain structured liabilities and derivatives to reflect the

credit quality
of the Firm

The Fims Consumer tending business unit includes the Firms

mortgage pipeline and warehouse loans MSRs and all related

fredges These activities give rise to complex interest rate risks as

well as option
and basis risk Ootion risk arises primarily from

prepayment options embedded in mm gages and changes in tht

probability of nSy originated mortgage comrnitnients actual

closing Basis risk results from differences in the relative move

ments of the rate indices underlying mortgage exposure and other

Interest rates

The Chief Investment Office is primarily concerned with managing

structural market risks which arise out of the various business

activities of the firm Theseinclude structural interest rate risk arid

foreign exchange risk MarketRisk measures andmonitors the

gross
structural exposuresas wtif as the net exposures related to

these activities

Risk measurement

Tools used to measure risk

Because no single measure canreffect alt aspectsrof market

risk the Firmuses various metrics both statisticalandnonsta

tisticaf includlng

flonstatistitaf risk measures

Vatue-risk

Loss advisories

Drawdowns

Economic value Stress testing

Earnrngs at nsk stress testing

Risk identification for large exposures RlFL

Nonstatistical risk measures

Nonstatistical nsk measures other than stress testing include net open

positions basis point values option sensitiiitles market values

position concentrations and position turnover These measures pro

vide
granular

information on the Finns market risk exposureJhey

areaggregatedbyibusinessafldbyrisktype andareusedfor

monitoring limits one-off approvals and tactical control

Value-at-risk

lPMorgan Chases pnmwy statisticaf risk measure VaR estimates

the ootenual loss from adverse market moves in normal market

environment and provides consistent cross-business measure of

nsk pjpflles and levels of diversification VaR is used for comparing

risks across businesses monitoring limits and as an input to eco

nomic capital calculations Each business day as part ofitsrisk

management activities the Rim undertakes comprehensiveVaR

calculation that includes the majority of Its market risks These VaR

results are eported to senior management

WMorgM1 Chase co.i2009 Angtuatleport



Tocakutate Vail the Firm uses histuical simulailon based on

one day time horizon and an esrpectedta4-Ioss methodology which

measures risk across instruments and portibilos in consistent and

comparable way The simulation Is based on data for the previous

12 months This approach assumes that historical dianges in

market values are representative of future changeiths assumption

may not always be accurate particulary when there Is volatility in

the market environment For certain products such
asldndirig

fadlities andlsomemortgage-related securities forwhith price-based

time series are not readily available market-based data are used in

conjunction with sensitivity
factors to estimate the risk It is likely that

using an actual price-based time series for these products if avail

able would impact the Vail results presented In addition certain

risk parameters such as correlation risk among certain Sruments

are norsliy captured in Vail

In the third quarter of lOOt the Firm revised its reported lB
Trading

arid creditportfolio Vail measure to include additional riskpositiors

previously evdudid from Vail thus creating mote comprehensive

view of the Flrms market risks In addition the Firm moved to

cakulating
Vail

using
95% confidence level to provide more

stable measure of the Vail for day-to-day risk management The

following sections describe JPMorgan Chases VaR measures under

both the legacy 99% confidencelevel as well as the new 95%

confldencelevat The Firm intends to present Vail solely at the 95%

confidence level commenang In the first qtarter of 2010 as infor

matlon for two complete year to date periods will then be available

The table below shows the results of the Firms Vail measure using
the

legacy
99% confidence-leveL

99% Coflfldence-tevel VaR

IS trading VaRby risk type and credit portfolio VaR

Mlrtheyearended 2009 2008 At December31

December31 Won rntilionsl Averane Minimum Maximum AvemaDe Minimum Maximum 2009 2008

Byrisktype

Find income

Foreign echange

Equities

commodhies and oilier

Diversilca

Wading Vail

CretiitporrtolloVait

Diversification

Total trading and credit

nortloffo Vail

$221 $112 $269 5181 99 5409 $123 $253

30 10 61 34 13 90 18 10

15 13 248 51 19 187 64 69

32 16 58 32 24 53 23 26

S__S___
221 $103 5357 5196 96 420 $129 1266

lOt 30 221 69 20 218 31 171

rso tiMId NM 630 hIlt tiMid 2O 1200

248 $132 $397 $202 96 5449 5145

The resutsiorthe Jear ended Decanter 31 2008 tnchrde We omhso
ereageitlorgan

Chase Co onyresutss and seen monns of contsediPlMrgan

Chase Co aed8eSreamnsresufrs

fb Averaeardperlbd-endvacwereiessthan the the veRs is market risk comporien whith is due to risk offsets ring from pertf$io dtsesiratirxL

The thversiflcation tHem reflects the fact that the risks were not perfectly correlatet The osk ala portedo cit positions is therefore rsualy less than the stir elite

risks of the positions thernsetses

Desgriated as not nseamngfrd NM1 because the minimum and mailman may occur cnrtfFerentdqstr ferent risk
cnrnporierts

end hence 415 not irearsngftd

to computes poritoilo
diversification effect
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Managements discussion and analysis

The 99% confidence level trading VaR includes substantially all

trading
activities in 18 Beginning in the fourth

quarter
of 2008 the

credit spread sensitivities of certain mortgage products were in

cluded in Dad rig VaR This change had an insignificant Impact on

the average fourth quarter VaR For certain other products included

in the trading VaR particular risk parameters are not fully captured

for example correlation risk Trading VaR does not include held-

for sale KindS loan and unfunded commitments positions how

evei it does include hedges of those positions the OVA taken on

derivative and structured liabilities to reflect the credit quality of the

Firm the MSR portfolio and securities and instruments held by

other corporate funcuons such as Private Equity See the OVA

Sensitivity table on page 130 of this Annual Report for further

details For discussion of MSRs and the corporate functions see

Note on pages 155173 Note lion pages 222225 and Corpo

ate/ Private Equity on pages 8283 of this Annual Report

2009 VaR results 99% confidence level VaR

lBs average total trading
and credit portfolio VaR was $248 million

for 2009 compared with $202 rrilllion for 2008 primarily driven by

market volatility Volatility began to significantly
increase across all

asset dasses from lace 2008 and persisted through the tirst quarter of

2009 From the second quarter
of 2009 onwards volatility

in the

markets gradually declined however the impact of the volatile

periods was stiR reflected in the 2009 VaR numbers

Spot total trading and credit portfolio
VaR as of December 31 2009

was $146 million compared with $317 million as of December 31

2008 The decrease in the
spot

VaR in 2009 reflects the reduction in

overall risk levels as well as the afo ementioned decline in market

volatility by the end of 2009 when compared to the end of 2008

For 2009 compared with the prior year average trading VaR diversi

fication increased to $131 million or 37% of the sum of the compo

rient from $108 trillion or 36% of the stan of the components in

the prior year ln general over the course of the year VaR exposures

can vary significantly as positions change market volatility
fluctuates

and diversrflcation benefits change

VaR backtesting 99% confidence level VaR

To evaluate the soundness of its VaR model the Firm conducts

daily back-testing
of VaR

against daily 18 market riskrelated

reveirue which is delined as the change in value of principal trans

actions revenue excluding private equity gains/flosses plus any

trading-related net interest income okerage commissions un

derwriting fees or other revenue The daily lB market riskrelated

revenue exdudes gains and losses on held-for-sale funded loans

and unfunded commitments and from OVA The following histo

gram illustrates the
daily

market riskrelated
gains

and losses for lB

trading businesses for the
year

ended 2009 The chart shows that

lB posted market riskrelated gains on 219 out of 261 days in this

period with 54 days exceeding $150 million The inset graph looks

at those days on which tB
experienced

losses and
depicts

the

amount by which 99% confidence level VaR exceeded the actual

loss on each of those days losses were sustained on 42 days

during the
year

ended December 31 2009 with no loss exceeding

the VaR measure The Firm would expect to incur losses greater

than that predicted by VaR estimates once in every 100 trading

days or about two to three times year

DaIly lBitaflng and Credit Portfolio Market Rtsk4 elated Gains and t.osses

99% Confidence Level WR
WatsndM Dmcnimr 70l

is

to

to

10

ii

ii

Ii

gt
II fl

5k Siicin
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The table below shows the results of the Firms VaR measure using 95% confidence level

Tear ended

.0ecerth 31

2009Cm millions

isvaRbyrisktypi

Fixedincome 80 180 160

Foreineehange 10 38 18

Equities 43 39 47

Commodities and other 14 25 20

Oivemslatlon benelitto tO trading VaR 54 jIOB 91
laTradIngYag 93 174 154

Credit portfolio VaR 21 71 52

Owersa.in Isenefitto tO iradmg and credit portkeo VaR 42
Total 18 trading and credit ponfollo VaIl 105 194 164

ConsurnertendlngvaR 28 112 57

Chiettnwstnntoffhce CII VaR 76 114 103

Owersiflcatignbeielit to total other VaR 13 48 36
TotalotherVÆfl 91 tlt$ 124

0ersaionbeneflttotowl 18 and other VaR 73 85 82
Total lBandother VaR $123 85 206

VaR measurement

The Firms 95% VaR measure above includes all the risk positrons

taken into account under the 99% confidence level VaR measure

as weil as syndicated lending facilities that the Firm intent to

distribute The Firm utilizes proxies to esthnate the VaR for these

products since daily
time sends are largely not available In addi

tion the 95% VaR measure also includes certain
positions

utilized

as part of me Firers risk management function within the Chief

Investment Office rcio and in the Consumer Lending businesses

to provide
Total 113 and other VaR measure The CII VaR includes

positrons primarily in debt securities arid credit products used to

manage structural risk and other risks including interest rate credit

and mortgage risks arising from the Firms ongoing business activi

lies The Consumer tending VaR includes the Firms mortgage

pipeline and warehouse loans MSRs and all related hedges In the

Firms view including these items in VaR produces more com

plete perspective
of the Firms market risk

profile

The 95% VaR measure continues to exclude the OVA taken on

certain structured liabilities and derieatives to reflect the credit quality

of the rem It also adudes certain actheries such as Privare Equity

princal Investing eg mezzanine financing
tax-oriented invest

ments etc and balance sheet capital management positions and

longer-term investments managed by the CII These longer-term

positions are managed througo the Firms eamings-at-nsk and otner

cash flow-monitoring processes rather than
using

VaR measure

Pminopal investing
activities and Private

Equity positions are managed

using stress and scenario analysis

2009 VaR result 95% confidence level VaR

Spot 113 andother VaR as of Decentbem 312009 was $123 million

compared with 5286 million as of December31 2008 The decease

in spot VaR in 2009 isaconsequence of reductions in overallrlsk as

well as declining martetvaiatility In general over the course of the

year VaR exposures can varg significantly as positions change

market volatility fluctuates and diversification benefits change

VaR backtestlngSS% confidence level VaR

To evaluate the soundness of its VaR model the Firm conducts

daily back
testing

of VaR
against

the Firms market riskrelated

revenue which is oeflned as follows the change in value of
princi

pal transactions revenue for lB and CII excluding private equity

gains/flosses
and revenue from longer term CII Investments

trading-related net interest income for 18 RIS and ClO excluding

longer-term CII investmentsit IS brokerage commisslonsIunder

writing
fees orother revenue revenue from

syndicated lending

facilitlesthat the firmintent to distribute and mortgage fees and

related income for the Firms mortgage pipeline end warehouse

loans MSRs and all related hedges The daily firniwide market risk

related revenue excludes gains and losses from OVA

95% Confidence Level VaR

Total 10 tradIng VaR by risk type credit portfolio VaR and other VaR

__S Oecenthw2t

2009 2008

faResultslom iseyearendedtiecnrser3t 2008 arenotavaable
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Managernenfs discussion and analysis

The following histogram Illustrates the daily market riskrelated gainsand losses fortS and ConsumerlCiO positions for 2009 The chart shows

that the Firm posted market rislcielated
gains on 227 out of 261 days in this penod with 69 days exceeding $150 mdhon The inset graph

looks at those days on which the Finn experienced losses and depicts the amount by which the 95% confidence level VaR exceeded he actual

toss on each of those days Losses were sustained on 34 days during 2009 and exceeded the VaR measure on one day due to high market

volatility in the first
quarter

of 2009 Under the 95% confIdence mtewal the Firm woLid expect to incur daily losses greater
than that pie

dicted by VaR estimates about twelve times year

30

Daily 18 and Other Market RIsk-Related Gains and l.osses

%%Confidence tevel VaR
%Nsntt 0eaater 31 3O

se sxisosn itEaflr

2l

-z

The
frillowing

table provIdes infdrmatlon about the
gross sensitivity

of DVAto one-basis point increase in iPMorgan Chases credit

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

parallel shift in lPMorgan Chases entire credit curve As credrt

curves do not typically move in paraflel fashion the sensitivity

multiplied by the change in spreads at single maturiq point may

not be representative
of the actual revenue recognized

Debit valuation adjustment sensitivity

Basis Point Increase in

fPisorqan Chase Credii Spreadtin niillkris

December 31 2009 $39

tiecenber3t 2008 137

thu advisories and-drawdowns

toss advisories and drawdow are tools used to highriqht-to senior

management trading
losses above certain levels and initiate discus

sion of remedies

Economic value stress testing

While VaR reflects the risk of loss due to adverse changes in normal

markets stress testing captures
the Firms-exposure to unlikelybut

plausible events in abnormal markets The irm conducts economic-

value stress tests using multiple scenarios that assume credit

spreads widen signiflcantly equity prices decline- and significant

changes in interest rates across the major currendes.- Other scenar

ios focus on the nsks predominant in individual business segments

and include scenarios that focus on the potential
for adverse

movements in complex portfolios Scenarios were updated more

frntlyin2009and in some cases redeflnedto
reflectthesignifl

cantmaketveladbtywtiidi began in late 2008 Along with VaR

stress testing-is Important in measuring and controlling risk Stress

testing enhances the understanding of the Fkm risk profile and

loss potential and stress losses are rnonitored-aiainst limits Stress

testing
is also utilized in one-off approvals and cross-business risk

measurement as well as an input to economic capital allocation

Stress-test results trends and explanations based ui.airrent market

risk positions are reported to the Firms senior management and to

the lines of business whelp them better measure and manage risks

and to understand -event risksensitive positions

eradae4Stsilt.r
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Earnings-at-risk stress testing

The VaR and stress-test rneas described above illustrate the

total economic sensitivity of the Firms Consolidated Balance

Sheets to changes in market variables The effect of interest rate

exposure on reported net intome is also importarit Interest rate

risk exposure In the Firm score nontrading business actlvrnes

tie assetihatulity management positions results from onand

offbalance sheet positions and can occur due to variety
of

factors including

Differences in the timing among the maturity or repricing

of assets liabilities and offbalance sheet Instruments trw

example if liabilities reprice quicker than assets and funding

interest rates are declining earnings will increase initially

Oil erences In the amounts of assets lIabilities bnd off-balance

stieetinstruments that are reprIcing at the same time For nampk

ii ntore deposit liabilities are repricing
than assets when general

ihte it rates are declining earnings
will increase inSl

Differences in the amounts bywhich short-term and long-term

market interest rates change for example changes in the

dope of the yield curve because the Firm has the ability to

lend at long-term fixed rates arid borrow at variable or short-

term fixed rates Based on these scenarios the Firms earnings

would be affected negatively by sudden and unanticipated

increase in short-term rates paid on Its liabilities e.g depos

its without corresponding increase rn long term rates re

reined on its assets eg loans Conversely higher long-term

rates received on assets generally are beneficial to earnings

particularly
when the increase is not accompanied by rising

short-term rates paid on liabilities

The irripactof changes in the maturity of various assets liabili

ties or oftbalance sheet instruments as interest rates change

For example if more borrowers than forecasted pay down

higher-rate loan balances when general interestratesare de

dining earnings may decrease initially

The Firm manages interest rate exposure related to its assets and

liabilities on consolidated corporate wide bass Business units

transfer their interest rate risk to Treasury through transfer

pricing system which takes into account the elements of interest

rate exposure that can be risk-managedin financial markets

These elements include asset and liability balances and contrac

tual rates of interest contractual principal payment schedules

expected prepayment experience interest rate reset dates and

maturities rate indices used lot repricing and any itrierest rate

ceilings
or floors for adjustable rate products AIltransfer-pricing

assumptions are dynamically reviewed

The Firm conducts simulations of changes in net intere income

from its nontrading activities under variety of interest rate

celarros Earnings at risk tests measure the potential change in

the Firms net interest income and the corresponding impact to

the Firms pretax earnings over the following 12 nths These

tests highlight exposures to various rate-sensitive factors such as

the rates themselves tg the prime lending rate pricing stratet

gin on deposits optionality
and changes in product mix Thetests

indudeforecasted balance sheet changes such as assht sales and

securitizatlons aswell as prepayment and reinvestment behavior

Immediate changes in interest rates present limited view of risk

and so number or alternative scenarios are also reviewed These

scenarios include the implied forward
curve1 nonparallel rate shifts

and severe interest rate shocks on selected key rates These scenar

ios are intended to provide comprehensive view of
.lllMorgan

Chase earnings at risk over wide range of outcomes

lPMorgan ChasWs h-month pretax earnings sensitivity profile as of

December31 2309 and 2008 is as lollows

inniillkxist ZOQIp tlç4 -lQQbp ZOObp

December 31 2009 1594 554 tiMid tiMid

December it 2008 336 672 NMt4 MMD

Dawn 100- and 200-bass part parallel sharks result in Fed Funds target

rate of zero and neganet
three- and n-month Ireastey rates Ike earnings-

at-rob re of sudt lese-pebabaly scenario are nor meanmgfui

The change in earnings at nsk from December 31 2008 results

from higher level of MS securities and an updated baseline

scenario that uses higher
short-term interest rates The Firms risk

to rising rates is largely the result of increased hinding costs on

assets partially
offset by widening deposit margins which art

currently compressed due to
very

low short-term interest rates

Additionally another interest rate scenario involving steeper

yield
curve with long-term rates rising

100 basis points
and short-

term rates staying at current levels results in 12neonth pretax

earnings benefit of $449 million The increase in ecrninos is due

to reinvestment of maturing assets at the higher long-term rates

with funding costs remaining unchanged

Risk identification for large exposures

Individuals who manage risk positions particuiariy those that are

complex are responsible
for

identifying potential losses that

could arise from specific unusual events such as potential tax

change and estimating
the probabilities of losses arising from

such events This information is entered into the Firms RIFLE

database Management of trading businesses control R1FLE

entnes thereby permitting
the Firm to monitor fUrther earnings

vulnerabi ity not adequately covered by standard risk measures

Risk monitoring and control

Limits

Market risk is controlled primarily through series of limits

Linits reflect the Firms nsk
appetite

in the context of the rnaret

environment and business
strategy

In setting limits the firm

takes Into consideration factors such as market volatility product

liquidity business trends and management experience

lPMomsi Orate cs.aooe Anurl itepait
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Managements discussion and analysis

Market risk management regularly
Sews and updates risk limits

Senior management induding the Firm Chief ExecutIve Qiticer

and Chief Risk Officer Is responsible for reviewing and approving

risk limits on an ongoing basis

The Firm maintains different levels of limits Corporate-level limits

include VaR and stress limit Simila4 line-of-business lends include

VaR and stress limits and maybe supplements by loss advlsorles

honsiatistical measurements and instrument authorities Businesses

are responsible for adhering to establishedimits against
witch

exposures are monitored and reported Limit breathes are reported in

timely manner to senior management and the affected business

segment isrequired to reduce trading positions or consult with senior

management on the appropriate acrion

Qualitative review

The Market RiSk Management group also performs periodic reviEs

as necessary of both businesses and products with exposure to

market risk to assess the
ability

of the businesses to control their

market risk Strategies market conditlons product details and risk

controls are reviewed andspecifk recommendations for improve-

merits are made to management

Model review

Some of the Firm rinanoal Instruments cannot be valued based on

quoted market prices but are erstead valued using pricing
models

Such models are used for management of rlskpoSiti such as

reporting against lirnits as welt as for valuation The Model Risk

PRIVATE EQUITY RISK MANAGEMENT

ct which is independent of the businesses and marketrisk

management reviews the models the firm uses and assesses model

appropriateness
and

consistency
The model reviews consider

number of factors about the models suitability for valuation and risk

menienSa particular product including
whether it

accurately

reflects the characteristics of the transaction and itssigniflcant risks

thesuitability
and

convergenceproperties
of numerical algorithms

reliability of data sources consistency of the treatment with models

for similar products and sensitivity to input parameters and assump

tions that cannot be priced from the market

Reviews are conducted of new or changed models as well as previ

ously accepted models to assess whether there have been any

changes In the product or market that may impact the modets valid

icy and whether there are theoretical or competitive developments

that may requite reassessment of the modefs adequacy Forasum

mary of valuations based on models see Critical Accounting Esti

matesusedby the Fmrmon pagesi35139 of this Annual Report

Risk reporting

Nonstatistlcalexp sures value-at-risk loss advisories and lImi

excesses are reported daily to senior management Market risk

exposure trends value-at-risk trends profit-and-loss changes and

portfouloconcentratiors are-reported weekly Stress-test results

are reported at leastevery two weeks to the businesses and

senior management

Risk management

The Firm makes
cipal

Investments in private equity The illiquid

nature and long-term holding period assorciatedwith these lnvest

ments differentiates private equity
risk from the risk of positions

held in the tradingportfolios The Firmsapproach to managing

private equity
riskis consistent with the Flrrivs general risk govern

ance structure Controls are in place establishingexpected levels for

total and annual investment in order to tiol the overall size of

the portfolio Industry
and geographIc concentration limits are in

place and intended to ensurö diversification of the portfolio All

investments are approved byan inve met committee that lit

dudes executives who are not part
of the investing

businesses Art

independent valuation function is responsible for reviewing the

appropriateness of the carrying values of
private equity

investments

in accordance with relevant accounting policies At December 31

2009 and 2008 the carrying
value of the Private Equity portfolio

was $7.3 billion and $t9 billion respectively
bf which $7621

mnition and $483 million respectively represented publicly-traded

positions For further information on the Private Equity portfolio

see page 83 of this Annual Report
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