UNITED STATES H“H‘ H‘H “N

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

DIVISION OF
CORPORATION FINANGE

February 17,2011

Martin P. Dunn

O’Melveny & Myers LLP
1625 Eye Street, NW
Washington, DC 20006-4001

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

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 Caldwell, NJ; the Maryknoll Sisters of St. Dominic, Inc.; the Maryknoll
Fathers and Brothers; the Benedictine Sisters of Virginia; and the Sisters of St. Francis of
Philadelphia. Our response is-attached to the enclosed photocopy of your
correspondence. By doing this, we avoid having to recite or summarize the facts set forth
in the correspondence. Copies of all of the correspondence also will be provided to the
proponents.

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

_Sincerely,

Gregory S. Belliston
Special Counsel

Enclosures

cc: Sister Barbara Aires, S.C.
Coordinator of Corporate Responsibility
The Sisters of Charity of Saint Elizabeth
P.O. Box 476
Convent Station, NJ 07961-0476
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Mylés McCabe

Director of Peace and Justice

Marianist Province of the United States
4425 West Pine Boulevard

St. Louis, MO 63108-2301

Sister Ramona Bezner, CDP
Trustee/Administrator
Providence Trust

515 SW 24th Street

San Antonio, TX 78207-4619

Patricia A. Daly, OP

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

40 South Fullerton Ave.

Montclair, NJ 07042

Catherine Rowan

Corporate Social Responsibility Coordinator
Maryknoll Sisters

P.O. Box 311

Maryknoll, NY 10545-0311

Father Joseph P. La Mar, M.M
Coordinator of Corporate Responsibility
Maryknoll Fathers and Brothers

PO Box 305

Maryknoll, NY 10545-0305

Sister Henry Marie Zimmermann, OSB.
Treasurer

Benedictine Sisters of Virginia

Saint Benedict Monastery

9535 Linton Hall Road

Bristow, VA 20136-1217

Nora M. Nash, OSF

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

Aston, PA 10914-1207



February 17, 2011

Response of the Office of Chief Counsel
Division of Corporation Finance

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

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

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

Sincerely,

Robert Errett
Attorney-Adviser



' DIVISION OF CORPORATION FINANCE .
INFORMAL PROCEDURES REGARDING SHAREHOLDER PROPOSALS

- The Division of Corporation Finance believes that its responsibility with respect to
matters arising under Rule 14a-8 [17 CFR 240.14a-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 determine, initially, whether or not it may be appropriate in a particular matter to
recommend enforcement action to the Commission. In connection with a shareholder proposal
under Rule 14a-8, the Division’s staff considers the information furnished to it by the Company
in support of its intention to exclude the proposals from the Company’s proxy materials, as well

as any information furnished by the proponent or the proponent’s representative.

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

It is important to note that the staff’s and Commission’s no-action responses to
Rule 14a-8(j) submissions reflect only informal views. The determinations reached in these no-
action letters do not and cannot adjudicate the merits of a company’s position with respect to the
proposal. Only a court such as a U.S. District Court can decide whether a company is obligated
to include shareholder proposals in its proxy materials. Accordingly a discretionary
determination not to recommend or take Commission enforcement action, does not preclude a
proponent, or any shareholder of a company, from pursuing any rights he or she may have against
the company in court, should the management omit the proposal from the company’s proxy
material.
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January 10, 2011

VIA E-MAIL (shareholderproposals@sec.gov)

Office of Chief Counsel

Division of Cerporation Finance

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

Washington, DC 20549

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

Dear Ladies and Gentlemen:

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

Pursuant to Rule 142-8(j) under the Exchange Act, we have:

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

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

L SUMMARY OF THE PROPOSAL

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

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

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

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

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

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

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

A company is permitted to omit a shareholder proposal from its proxy materials under
Rule 14a-8(i)(7) if the proposal deals with a matter relating to the company’s ordinary business
operations. In Commission Release No. 34-40018 (May 21, 1998) (the “1998 Release”), the
Commission stated that the underlying policy of the “ordinary business™ exception is “to confine
the resolution of ordinary business problems to management and the board of directors, since it is
impracticable for shareholders to decide how to solve such problems at an annual shareholders
meeting.” The Commission further stated in the 1998 Release that this general policy rests on
two central considerations. The first is that “[c]ertain tasks are so fundamental to management’s
ability to run a company on a day-to-day basis that they could not, as a practical matter, be
subject to direct shareholder oversight.” The second consideration relates to “the degree to
which the proposal seeks to ‘micro-manage’ the company by probing too deeply into matters of a
complex nature upon which shareholders, as a group, would not be in a position to make an
informed judgment.” The fact that a proposal seeks a report from a company’s board of directors
(instead of a direct action) is immaterial to these determinations -- a shareholder proposal that
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calls on the board of directors to issue a report to shareholders is excludable under Rule
14a-8(i)(7) as relating to an ordinary business matter if the subject matter of the report relates to
the company’s ordinary business operations. See Release No. 34-20091 (August 16, 1983).
Importantly, with regard to the first basis for the “‘ordinary business” matters exception, the
Commission also stated that “proposals relating to such matters but focusing on sufficiently
significant social policy issues (e.g., significant discrimination matters) generally would not be
considered to be excludable, because the proposals would transcend the day-to-day business
matters and raise policy issues so significant that it would be appropriate for a shareholder vote.”

In Staff Legal Bulletin No. 14E (October 27, 2009) (“SLB 14E”’), the Staff set forth a
new position regarding its analysis of proposals seeking reports regarding risk-related matters for
purposes of Rule 14a-8(i)(7). In SLB 14E, the Staff stated that it would evaluate these proposals
by looking to the subject matter of the report to determine “whether the underlying subject
matter of the risk evaluation involves a matter of ordinary business to the company.” As
discussed below, the Proposal clearly relates to the Company’s ordinary business operations as it
addresses the Company’s general risk management matters.

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

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

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

Rule 14a-8(i)(10) permits a company to exclude a proposal from its proxy materials if the
company ‘“has already substantially implemented the proposal,” which does not require a
proposal to be implemented in full or precisely as presented. See Release No. 34-20091 (August
16, 1983). The exclusion set forth in Rule 14a-8(i)(10) is “designed to avoid the possibility of
shareholders having to consider matters which already have been favorably acted upon by
management.” See Exchange Act Release No. 12598 (July 7, 1976) (regarding the predecessor
rule to Rule 14a-8(i)(10)). The Staff has stated that a proposal is considered substantially
implemented when the company’s practices are deemed consistent with the “intent of the
proposal.” See Aluminum Company of America (January 16, 1996). Similarly, the Staff has
declared that a proposal is substantially implemented if the company’s *“policies, practices and
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procedures compare favorably with the guidelines of the proposal.” See Texaco, Inc. (March 28,
1991). Accordingly, even if a company has not implemented every detail of a proposal, the
proposal may still be excluded provided that the company has substantially implemented it.

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

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

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

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

1. 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 Company’s view and not recommend
enforcement action to the Commission if the Company omits the Proposal from its 2011 Proxy
Materials.

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

Sincerely,
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Martin P. Dunn
of O’Melveny & Myers LLP

Attachments

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

Anthony Horan, Esq.
Corporate Secretary
JPMorgan Chase & Co.
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Shareholder Submitted by
THE SISTERS OF CHARITY, ET AL.



THE SISTERS OF CHARITY

OF SAINT ELIZAGLITH

RECEIVED gy THE

MOV 30

07 30 2010

OFFICE OF THE SEC‘azm_gv
November 24, 2010

Mr. James Dimon, CEQ

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

New York, NY 10017-2070

Dear Mr. Dimon,

The Sisters of Charity of Saint Elizabeth continue to be concerned about risk management in the
operation of JPMC’s 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 Elizabeth 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.

I have been authorized to notify you of our intention to file this resolution for considcration by
the stockholders at the next annual meeting and I hereby submit it for inclusion in the proxy
statement, in accordance with rule 14a-8 of the Gencral 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 corporation’s proxy matenal the attached statement of the sccurity holder.
submitted in support of this proposal, as required by the aforesaid rules and regulations.

Sincerely,

i e 530»/:44/ deros
Sister Barbara Aires, SC
Coordinator of Corporate Responsibility

FEnc
SBA/an




Restore Confidence in the Financiai System
2011 - JPMorgan Chase

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1994, that would require companies to report each quarter their average daily or monthiy
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 informalion about a company's financing activities during the course of a reporting
period — not just a period-end snapshot,” and “With this information, investors would be better able to
evaluate the company's ongoing liguidity and leverage risks.” (Opening Statement, SEC Open Meeting,
September 17, 2010)

WHEREAS, data compiled by Bloomberg <htip://www bicembera.com/news/2010-11-10/waii-siraei-
coliects-4-billion-from-taxpayers-as-swaps-backfire. himi> states that: “For more than a decade, banks
and insurance companies convinced governments and nonprofits (e.g., Bay Area Toll Authority in
Oakland, CA, Cornell University in ithaca, NY) that financial engineering would iower interest rates on
bonds sold for public projects such as roads, bridges and schools.” That has cost these entities “more
than $4 billion”.

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

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

WHEREAS, the International Monetary Fund reported that advanced ecenomies piedged $10 triliien in
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 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how it is integrated into their business model and across all the operations of the
company’s business lines.

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

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



THE SISTERS OF CHARITY.
OF SAINT ELIZABETH

November 24, 2010

Securities and Exchange Commission
Judiciary Plaza

450 Fifth Street, N.W.

Washington, DC 20549

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

statement.

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

Sincerely,

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

Encs
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November 24, 2010 RECENED
'm\“
Mr. James Dimon \3¥ 0 .
Chair & CEO - oF THE SeCRETAR
J.P. Morgan Chase & Co. OFFIC
270 Park Avenue

New York, NY 10017-2070
RE: The Sisiers of Charity of Saint Eiizabeth
Dear Mr. Dimon,

This letter 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.

Sincprely,

\ e e ]
., /%'M
YVette S. Andrews

Mjanagermvesfmnt-Performance Analysis

Ashfield Capital Partners, LLC
415.391.4747

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

1 ! Sent Via FedEx NOV 30 2010
The Marianists

€ UNTED STATES

OFFICE OF THE SECRETARY

Anthony |. Horan, Corporate Sccretary
]I’ Morgan Chase & Co.

270 Park Avenue

New York, New York 10017-2070

Dear Mr. Foran:

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

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

We are the owners of more the $2000 in shares of JP Morgan Chase & Co. stock and intend to hold the
stock through the date of the 2011 Annual Mecting. Verification of ownership will fotlow.

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

Sincerely,

7
‘%f"" e

My fes McCabe
Director of Peace and Justice
Marianist Province of the United States

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

4425 West Pine Boulevard St. Louis, Missouri 63108-2301 314.533.1207 214.533.C778 fox



Restore Confidence in the Financial System
2011 — JPMorgan Chase

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

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

WHEREAS, data compiled by Bloomberg <http://www.blogomberg.com/news/2010-11-10/wall-street-coilects-4-
billion-from-taxpayers-as-swaps-backfire.htm|> states that: “For more than a decade, banks and insurance
companies convinced governments and nonprofits (e.g., Bay Area Toll Authority in Oakland, CA, Cornell
University in 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 commit more than $700 billion to the Troubled Assets
Relief Program in 2009 to prevent a complete meltdown of the financial system. Our company received $25b of
TARP funds and continues to be ranked as a significant systemic financial institution.

WHEREAS, excessive risk-taking by large financial institutions was a key contributor to the 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 GDP;

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

Supporting Statement: Restoring public trust and confidence in the financial system and in the corporations
and institutions that operate in the 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 clients and customers and financial system
as a whole through counterparty exposure. This has included discussions about the suitability of innovative tools
and mechanisms and boutique services that are offered in business operations between lenders, borrowers.
dealers, underwriters and investors in both individual institutions and across the industry. Continuous
monitoring, testing and strenuous evaluation of these instruments for soundness, suitability, integrity and safety
is needed and can be advanced through the adoption of this resolution.
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| 515 SW 24th Street  San Antonio, TX 78207-4619
November 29,, 2010

Anthony J. Horan
Corporate Secretary
- JP Morgan Chase & Co.
270 Park Avenue
New York, New York 10017-2070

Dear Mr. Horan:

| am writing you on behalf of PROVIDENCE TRUST in support of the stockholder
resclution on Restore Confidence in the Financial System. In brief, the proposal

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

' 1 am hereby authorized to notify you of our intention to co-file this shareholder
proposal with the Sisters of Charity of St. Elizabeth for consideration and action by
the shareholders at the 2011 Annual Meeting. | hereby submit it for inclusion in the
proxy statement for consideration and action by the shareholders at the 2011
annual meeting in accordance with Rule 14-a-8 of the General Rules and

| Regulations of the Securities and Exchange Act of 1834. A representative of the

' shareholders will attend the annual meeting to move the resolution as required by
‘ SEC rules.

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

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

Respectfully yours,

Sister Ramona Bezner, 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 a rule that
was eliminated in 1994, that would require companies to report each quarter their average daily or
monthly amount of outstanding short-term debt, the maximum level of those borrowings and their
weighted average interest rate.

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

WHEREAS, data compiled by Bloomberg <http://www bloomberg.com/news/2010-11-10/wall-street-
collects-4-billion-from-taxpayers-as-swaps-backfire.html> states that: “For more than a decade,
banks and insurance companies convinced governments and nonprofits (e.g., Bay Area Toll
Authority in Oakland, CA, Cornell University in 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 commit more than $700 billion to the Troubled
Assets Relief Program in 2009 to prevent a complete meitdown of the financial system. Our
company received $25b of TARP funds and continues to be ranked as a significant systemic
financial institution.

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

WHEREAS, the International Monetary Fund reported that advanced economies pledged $10 trillion
in 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 1, 2011, the risk management structure, staffing and
reporting lines of the institution and how it is integrated into their business model and across all the
operations of the company’s business lines.

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 clients and
customers and financial system as a whole through counterparty exposure. This has included
discussions about the suitability of innovative tools and mechanisms and boutique services that are
offered in business operations between lenders, borrowers, dealers, underwnters and investors in
both individual institutions and across the industry. Continuous monitoring, testing and strenuous
evaluation of these instruments for soundness, suitability, integrity and safety is needed and can be
advanced through the adoption of this resolution.
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Sisters of St. Dominic of Caldweil New Jerse yomes or e sceremary

Qffice of Corporate Responsibility Y73 504-55300 voice
10 South Fullerton Ave. 973 H0Y-3803 fax
Montclair NJ 07042 '

November 29, 2010

Mr. James Dimon

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

New York, NY 10017-2070

Dear Mr. Dimon:

The Sisters of St. Dominic of Caldwell, NJ and other members of the Interfaith Center on
Corporate Responsibility have met a few times this year to discuss the steps that need
to be taken to prevent another financial 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 Caldwell, 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.

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

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

Sincerely,
j :;/ 5 /NN

Patricia A. Daly, OP
Corporate Responsibility Representative



Deputy Corporate Sccretary and General Counsel
J.P. Morgan Chase

270 Park Avenue

New York, NY 10017

November 29, 2010

To Whom it May Concern:

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

The hard copy will follow by mail.

‘Thanks for your patience,

-

.y
/K/wi S/

4 {

%

Patricia A. Daly, OP



Restore Confidence in the Financial System
2011 - JPMorgan Chase

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
eliminated in 1994, that would require companies to report each 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
wouid have better information about a company’s financing activities during the course of a reporting
period — not just a penod-end snapshot,” and “With this information, investors would be better able to
evaluate the company's ongoing liquidity and leverage risks.” (Opening Statement, SEC Open Meeting,
September 17, 2010)

WHEREAS, data compiled by Bloomberg <http /7www. bloomberg.convnzws/2010-1

-billion-from-taxpayers-as-swaps-tackfire.ntm:> states that. “For more than a decade. banks
and insurance companies convinced governments and nonprofits (e.g., Bay Area Toll Authority in
Oakland, CA, Cornell University in 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 bitlion”.

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

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

WHEREAS, the International Monetary Fund reported that advanced economies pledged $10 trillion in
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 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how it is integrated into their business model and across all the operations of the
company’s business lines.

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 clients and customers
and financial system as a whole through counterparty exposure. This has included discussions about the
suitability of innovative tools and mechanisms and boutique services that are offered in business
operations between lenders, borrowers, dealers, underwriters and investors in both individual institutions
and across the industry. Continuous monitoring, testing and strenuous evaluation of these instruments for
soundness, suitability, integrity and safety is needed and can be advanced through the adoption of this
resolution.
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—MARYKNOLL—SISTERS

November 29, 2010

Mr. James Dimon

Chicf Executive Officer
J.P. Morgan Chase & Co.
270 Park Ave.

New York, NY 10017

Dear Mr. Dimon,

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

We have appreciated the conversations we have had over the years with the Company on social
and ethical issues related to responsible 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.

1 am hereby authorized to notify 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-8 of the 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

earlicst convenience.

Sincerely,

Catherine Rowan
Corporate Social Responsibility Coordinator

enc



Restore Confidence in the Financial System
2011 — JPMorgan Chase

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

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

WHEREAS, data compiled by Bloomberg <htip://wwws bloomberg.com/news/2010-11- ali-

cis-4-billion-from-taxpayers-as-swaps-backfire htmi> states that: “For more than a decade, banks
and insurance companies convinced governments and nonprofits (e.g., Bay Area Toll Authority in
Oakland, CA, Comell University in ithaca, NY) that financial engineering would lower interest rates on
bonds sold for public projects such as roads, bridges and schools.” That has cost these entities “more
than $4 billion".

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

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

WHEREAS, the International Monetary Fund reported that advanced economies pledged $10 ftrillion in
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 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how it is integrated into their business model and across all the operations of the
company’s business lines.

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 clients and customers
and financial system as a whole through counterparty exposure. This has included discussions about the
suitability of innovative tools and mechanisms and boutique services that are offered in business
operations between lenders, borrowers, dealers, underwriters and investors in both individual institutions
and across the industry. Continuous monitoring, testing and strenuous evaluation of these instruments for
soundness, suitability, integrity and safety is needed and can be advanced through the adoption of this
resolution.
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% Merrill Lynch

November 29, 2010

To Whom It May Coneern:

This certifies that the Maryknoll Sisters of St, Dominic, Inc. are the

Dodd Newton Koeckert
Senior Vice President
Waalth Management Advisor
301 Tresser 8ivd., 10™ FL.
Stamford, CT 06961
203-356-8778

877-356-877%

beneficial owners of 100 shares of JP Morgan Chese and Co. These shares have

been held continuously for twelve months and will continue to be held
through the next annual meeting of the company.

S_incerely,
W

Dedd N. Koeckert
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Fathers and Brothers « Catholic Foreign Mission Sociaty of America, Inc.

Corporate Social Responsibility

PO Box 305 & Maryknolf, New York 1(1545-0305

Prone: {814} 941-7635 x2515 » Fax (314) 944-3601 o E-mail: jlamar@maryknoll.org ¢ vww.maryknoH.org

November 29, 2010

Mr. James Dimon, CEC

J.P. Margan Chase & Co.

270 Park Avenue By Fax: 2122702613
New York, NY 10017-2070 Criginal by Express Mai)

Dear Mr. Dimon,

The Maryknoll Fathers and Brothers remain concerned about the current fiscal crisis, its effect on
worldwide communities and our Company’s response to this criticz! situation. Whereas excessive risk
taking by large financial institutions was a 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 cmitting proprietary information) by December
1, 2011, the risk management structure, staffing and reporting lines of the institution and how it is
integrated into their business model and across all the operations of the company's business iines.

The Marykncll Fathers and Brothers are beneficial owners of 65 shares of stock. We will retain shzares
through the annual meeting.

Through this letter we are now notifying the company of our intention to co-file the enciosed resciutien
with the Sisters of Charity of St. Elizabeth N.J., and present it for inclusion in the proxy statement for
consideration and action by the shargholders at the next stockholders mesting in accordance with rule
14-a-8 of the General Rules and Reguiations ¢f the Securities Exchange Act of 1834,

it is our tradition, as religicus investors, to seek dialogue with companies (o discuss the issues involved
with the hope that the resolisticn might not be necessary. We trust that a dialogue of this sort is of interest
tc you as weil. Please feel free to call Sr. Barbara Aires, SC at [973-280-5402] if yeu have any suestions
about this resotution.

Sincerely,

Fapfer Jopeph P. La’Mar, MM
rdinator of Corporate Responsibility

Enc
ICCR
Sr. Barpara Aires

@ Frinted on recycled paper.



Raestore Confidence in the Financial System
2011 - JPRMorgan Chase

WHEREAS, the Securities and Exchange Commission is proposing the reinstatement of a rule that was
2hkminated in 1984, that wouid require companies to report each quarter their average daily or monthiy
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 progposals, investors
would have betier information about a company’s financing activities during the course of a reporting
period — not just a period-end snapshot,” and “With this information, investors wouid te better aoie to
evaiuate the company’s ongoing liquidity and leverage risks." (Operning Statement, SEC Open Meeting,
September 17, 2010)

WHEREAS, data compiled by Biloomberg <hitp//vwww Dicomberg cominsws20910-11-13mva

oliects-4-billion-from-taxpayers-as-swaps-backiize ntml> states that: “For more than a decade. banks
and insurance companies corvinced governments and nonprofits (e.g., Bay Area Toli Authority in
Oakland, CA, Corneil University in fthaca, NY) that financiai engineering woulc fower interest rates on
bonds sold for public projects such as roads, bridges and schools.” That has cost these entities “mocre
than $4 biliion”.

WHEREAS, the US government found it necessary to commit more than $700 billion io the Troubiec
Assets Relief Program in 2009 to prevent a complete meltdown of the financial system. Our company
received $255 of TARP funds and continues to be ranked as a significant systemic financiai institution.

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

WHEREAS, the International Monetary Fund reported that advanced economies piedged $10 trillion in
financial sector support —equivalent to 3G% of 2009 World GDP;

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

Supporting Statement: Restoring pubdlic 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 faw in July 2010. unless it is
accompanied by greater {ransparency and accountability across the sector.

The proponents cf 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 anc custcmers
and financial system as a whole through counterparty exposure. This has inciuded discussions about the
suitapbility of innovative tools and mechanisms and boutique services that are offered in business
operations between fenders, borrowers, dealers, underwriters and investors in both individual nstitutions
ard across the industry. Continuous monitoring, testing and strenuous evaiuatior: of these instruments for
soundness, suitability, integrity and safety is needed and can be advanced through the adoption of this
resolution.

a4 Printed ar led paper.
(.;_') Printed an recycled paper
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Masneial Advisor
Nuvember 29, 2010

Catholi Foreign Mission

PG Box 309

St rosephs Bldg & Contrglters
Marykneh, NY 10545

To Whaoam it May Congern;
The Catholle Foreign Mission Society of Americe inc. (CFMSA), aisu known as the Marykpoli Fathers and
Brothers are the beneticial owners of 65 shares of 1P Morgan Chase (JPM). These shares have been

conaistently held since 10/20/1999.

if you have ahy questions, please cali me at {9145 241-6461.

Sinceraly,
///?4?@4‘)/}
Michasl Gray, CFM

Vice President
Sevilar Financial Advisor
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@ &) Benedictine Sisters of Virginia

Saint Benedict Monastery <9535 Linton Hall Road » Bristow, Virginia 20136-1217 « (703) 361-0106

November 25. 2010 RECEIVED BY THe
RECEVED BY THE

Anthony J. Horan

Corporate Secretary L.C 912010 OFFICE OF YHE SECRETARY
JP Morgan Chase & Co. :

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 1, 2011, the risk management structure, staffing and reporting
lines of the institution and how it is integrated into their business model and across all the
operations of the company’s business lines.

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

We are the owners of 1000 shares of JP Morgan Chase & Co. stock and intend to hold
$2.000 worth through the date of the 2011 Annual Meeting. Verification of ownership will
follow.

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

Respectfully yours.
vy
\_.ik,?_’,';_u AL g P vk 5},7»/4/,,,»(,1 i £nf3

Sister Henry Marie Zimmermann, OSB
Treasurer

Enclosure: 2011 Shareholder Resolution



Restore Confidence in the Financiai System
2011 - JPMorgan Chase

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

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

WHEREAS, data compiled by Bloomberg <http.//www bloomberg.cominews/i2015-11-1

r-from-taxpayers-as-swaps-vackfire him> states that: “For more than a decade, banks and insurance
companies convinced governments and nonprofits (e.g., Bay Area Toll Authority in Oakiand, CA, Corneli
University in Iithaca, NY) that financial engineering would lower interest rates on bonds sold for public projects
such as roads, bridges and schools.” That has cost these entities “more than $4 billion”.

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

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

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

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

Supporting Statement: Restoring public trust and confidence in the financial system and in the corporations
and institutions that operate in the 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 clients and customers and financial system
as a whole through counterparty exposure. This has included discussions about the suitability of innovative tools
and mechanisms and boutique services that are offered in business operations between lenders, borrowers,
dealers, underwriters and investors in both individual institutions and across the industry. Continuous
monitoring, testing and strenuous evaluation of these instruments for soundness, suitability, integrity and safety
is needed and can be advanced through the adoption of this resolution.
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THE SISTERS OF ST. FRANCIS OF PHILADELPHIA OFFICE OF 7i::! ;ECRETARY

November 24, 2010

Mr. James Dimon, CEO
J.P. Morgan Chasc & Co.
270 Park Avec.

New York, NY 10011-2070

Dear Mr. Dimon:

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

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

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

Respectfully yours,
Arn . Ffati; 2o

Nora M. Nash, OSF
Director, Corporatc Social Responsibility

Enclosures

cc:
Barbara Aires, SC
Julie Wokaty, ICCR

Office of Corporate Social Responsibilicy
GM South Convent Road » Astan, PA 190141207
611t 538-7661 « Fax: 610-358 3835 « -mad: anash{@osiphda.urg « waw.osfphdaorg




Restore Confidence in the Financial System
2011 - JPMorgan Chase

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

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

1
WHEREAS, data compiled by Bloomberg <http:/iwww.bloomberg.com/news/2010-11-10/wall-street-
coffects-4-billion-from-taxpavers-as-swaps-backfire.htmi> states that: “For more than a decade, banks
and insurance companies convinced governments and nonprofits (e.g., Bay Area Toll Authority in
Oakland, CA, Cornell University in Ithaca, NY) that financial engineering would lower interest rates on
bonds sold for public projects such as roads, brldges and schools.” That has cost these entities “more
than $4 billion”. 5
WHEREAS, the US government found it necessary to commit more than $700 billion to the Troubled
Assets Relief Program in 2009 to prevent a complete meltdown of the financial system. Our company
received $25b of TARP funds and continues to be ranked as a significant systemic financial institution.

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

WHEREAS, the International Monetary Fund rep(;('arted that advanced economies pledged $10 trillion in
financial sector support — equivalent to 30% of 2008 World GDP;

BE IT RESOLVED that the Board of Directors report to shareholders (at reasonable cost and omitting
proprietary information) by December 1, 2011, the risk management structure, staffing and reporting lines
of the institution and how it is mtegrated into thel( business model and across all the operations of the
company’s business lines. {
Supporting Statement: Restoring public trust and confidence in the financial system and in the
corporations and institutions that operate in the 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 account)ability across the sector.

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



The Northern Trust Company
S0 Sauthy La Salle Sireat
Chicago. fliinois 66023

(312) 630-6600

@ Northern Trust

QOctober 27,2010

To Whom It May Concem:

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

The Northern ‘Trust Company serves as cﬁstodian for the Sisters of St. Francis of
Philadelphia. The above mentioned shares are registered in a nominee name of the
Northern Trust.

This letter will further verify that Sister Nora M. Nash and/or Thomas McCaney are

reprcsentatives of the Sisters of St. Fran(f:is of Philadelphia and are authorized to act in
their behalf. '

Sinccrely,

,Géz_j;tl/ f ﬂjﬂa/
Sanjay Singhal
Vice President



EXHIBIT B

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



Management’s discussion and analysis

RISK MANAGEMENT

Risk is an inherent part of JPMorgan Chase’s business activities and
the Firm's overall risk tolerance is established in the context of the
Firm's earnings power, capital, and diversified business model. The
Firm's risk management framework and governance structure are
intended to pravide comprehensive controls and ongoing manage-
ment of the major risks inhetent in its business activities. It is also
intended to create a cufture of risk awareness and personal responsi-
bility throughout the Firm. The Firm’s ability to properly identify,
measure, monitor and report risk is critical to both its soundness and
profitability.

» Risk fdentification: The Firm’s exposure to risk through its daily
business dealings, incduding lending, trading and capital markets
activities, is identified and aggregated through the Firm's risk
management infrastructure. In addition, individuais who manage
risx positions, particularly those that are complex, are responsible
for identifying and estimating potential losses that could arise from
specific or unusual events that may not be captured in other mod-
¢ls, and those risks are communicated to senior management.

« Risk measurement: The Firm measures risk using a variety of
methodologies, induding calculating probable loss, unexpected
toss and value-at-risk, and by conducting stress fests and making
somparisons to extemal benchmarks, Measurement models and
related assumptions are routinely reviewed with the goal of en-
suring that the Firm’s risk estimates are reasonable and reflect
underlying positions.

= Risk monitoring/controt: The Firm's risk management policies
and procedures incorporate risk mitigation strategies and include
approval limits by custemer, product, industry, country and busi-
ness. These limits are monitored on a daily, weekly and montbly
basis, as appropriate.

« Risk reporting: Executed on both a fine of business and a con-
solfidated basis. This information is reported ta management on
a daily, weekly and monthly basis, as appropriate. There are
eight majer risk types identified in the business activities of the
Fign: liquidity risk, credit risk, market risk, interest rate rigk, pri-
vate equity risk, operational risk, legal and fiduciary risk, and
reputation risk,
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Risk governance

The Firm's risk governance structure starts with each line of business
being respensible for managing its own risks. Each fine of business
works closely with Risk Management through its own risk committee
and iw own chief risk officer to manage i risk. Each line of business
fisk committee is responsible for decisions regarding the business’ risk
strategy, policies and controls. The Firm’s Chief Risk Officer is a
member of the line of business risk committees.

Overlaying the line of business risk management are four corporate
functions with risk management-related ¢esponsibilities, incfuding
the Chief Investment Office, Corporate Treasury, Legal and Compli-
ance and Risk Management.

Risk Management is headed by the Firm’s Chief Risk Officer, who is
a member of the Firm’s Operating Committee and who reports 1o
the Chief Executive Officer and the Board of Directors, primarily
through the Board's Risk Palicy Committee. Risk Management is
responsible for providing an independent firmwide function of risk
management and controls. Within the Firm's Risk Management
function are units responsible for credit risk, market risk, operational
fisk and private equity risk, as well as risk reperting, risk pelicy and
risk technology and operations. Risk technology and operations is
responsible for building the information technology infrastructure
used to monitor and manage risk.

The Chief Investment Office and Corporate Treasury are responsi-
ble for measuring, menitoring, reporting and managing the Firm's
fiquidity, interest rate and foreign exchange risk.

Legal and Compliance has oversight for legal and fidudiary risk.

in 2ddition to the risk committees of the lines of business and the
abcve-referenced risk management functions, the firm also has an
Investment Committee, an Asset-Liability Committee and three
other risk-related committees — the Risk Working Group, the Global
Counterparty Comimittee and the Markets Committee. All of these
committees are accountable to the Operating Committee which is
involved in setting the Firm’s overal! fisk appetite. The membership
of these committees are composed of senior management of the
Firm, including representatives of lines of business, Risk Manage-
ment, Finance and ather senior executives. The committees meet
frequently ta discuss @ broad rarge of topics including, for example,
current market conditions and other external events, risk exposures,
angd fisk concentrations {0 ensure that the imgact of risk factors are
considered broadly across the Firm's businesses.

iPMorgan Chase & Co./2009 Annual Report



[ Operating Committee |
Assel-tiability Investment Risk Working Markets Global Counterparty
Committee (ALCO) Committee Group (RWG) Committee Committee
Card Commercial Asset
Investrment RFS - . 188 1o
—1  Bank Rk |t Risk | Se;i’s';“ Ba;;:‘g L Risk - Ma“;?simm Risk  1—
Committee Committee Committee Commintee Committee Commities Committee

Corporate Treasury and Chief Investment Office (LIquidity, Interest Rate and Foreign Exchange Risk)

Risk Management {Market, Credit, Operational and Private Equity Risk)

Legal and Compliance (Legal and Fiduciary Risk)

The Asset-Liability Committee ronitars the Firm’s overall interest
rate risk and liquidity risk. ALCO is responsible for reviewing and
approving the Firm's liquidity policy and contingency funding plan.
ALCO also reviews the Firm's funds transfer pricing policy {through
which lines of business "transter” interest rate and foreign ex-
change risk to Corporate Treasury in the Corporate/Private Equity
segment), earnings at risk, overall interest rate pesition, funding
requirements and strategy, and the Firm's securitization pragrams
{and any required liquidity support by the firm of such programs).

The Investment Committee, chaired by the Firm’s Chief Financial
Officer, oversees global merger and acquisition activities under-
taken by JPMorgan Chase for its own account that fall outside the
scope of the Firm’s private equity and other principal finance
activities.

The Risk Working Group is chaired by the Firm's Chief Risk Officer
and meets monthiy to review issues that cross fines of business
such as risk policy, risk methodolegy, Basel Il and other requlatory
issues, and such other topics referred to it by iine-of-business risk
committees or the Firm's Chief Risk Officer.

The Markets Committee, chaired by the Chief Risk Officer, meets
weekly to review, monitor and discuss significant risk matters,
which may include credit, market and operational risk issues;
market moving events; large transactions; hedging strategies;
reputation risk; conflicts of interest; and other issues.

1PMurgan Chase & Co./2009 Annual Regort

The Global Counterparty Committee designates to the Chief Risk
Officer of the Firm certain counterparties with which the Firm may
trade at exposure levels above portfolic-established thresholds
when daemed appropriate to support the Firm's trading activities.
The Committee meats guarterly to review total exposures with
these counterparties, with particular focus on counterparty trading
exposures, and to diret changes in exposure levels as needed.

The Board of Dicectors exercises its oversight of risk management,
principally through the Board's Risk Policy Committee and Audit
Commitree. The Risk Policy Committee oversees senior manage-
ment risk-retated responsibilities, incuding reviewing management
policies and perfarmance against these policies and related bench-
marks. The Audit Committee is responsible for oversight of quide-
lines and pelicies that govern the process by which risk assessment
and management is undertaken. In addition, the Audit Committee
reviews with management the system of internal controls and
financial reporting that is relied upon to provide reasanable assur-
ance of compliance with the Firm's operational risk management
processes.
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Management’s discussion and analysis

LIQUIDITY RISK MANAGEMENT

The ability to maintain a sufficient level of liquidity is crucial 10 finan-
cial services companies, particularty their ability 1o maintain appropri-
ate levels of liquidity during periods of adverse conditions. }PMargan
Chase's primary sources of liquidityinclude a diversified deposit base
and access to the lang-term debt {including trust preferred capital debt
securities) and equity capital markets, The Firm’s funding strateqy is
intended to ensure fiquidity and diversity of funding sources to meet
actual and contingent fiabifities during both normal and stress peri-
ods. Consistent with this strategy, IPMorgan Chase maintains large
pools of highly fiquid unencumbered assets and significant sources of
secured funding, and monitors its capadity in the wholesale funding
markets across various geographic regions and in various currendies.
The firm also maintains access ta secured funding capacity through
overnight borrowings from various central banks, Throughout the
recent financial crisis, the Finm successfully raised both secured and
unsecured funding,

Governance

The Firm's governance process is designed to ensure that its fiquid-
ity position remains strong. The Asset-tiability Committee reviews
and approves the firm's liquidity palicy and contingency funding
plan. Corporate Treasury formulates and is responsible for execut-
ing the Firms liquidity policy and contingency funding plan as well
as measusing, monitoring, reporting and managing the Firm's
liquidity risk profile. JPMorgan Chase uses 3 centralized approach for
liquidity risk management to maximize liquidity access, minimize
funding eosts and permit identification and coordination of global
liquidity risk. This approadh involves frequent communicarion with the
business segrnents, disciplined management of liquidity at the parent
haiding company, comprehensive market-based pricing of all
assets and fiabilities, continuous balance sheet management,
frequent stress testing of liquidity sources, and frequent reparting
to and communication with senior management and the 8oard of
Directors regarding the Firm's liquidity position,

tiquidity monitoring

The Firm monitors liquidity trends, tracks historical and prospec-
tive on- and off—balance sheet liquidity cbligations, identifies
and measures internal and external liquidity warning signais ta
permit early detection of fiquidity issues, and manages contin-
gency planning (including idertification and testing of various
company-specific and market-driven stress scenarios). Various
tools, which together contribute to an averall firmwide liquidity
perspective, are used 1o monitor and manage liquidity. Among
others. these include: {i} analysis of the timing of liquidity sources
versus liquidity uses (i.e., funding gaps) over periods ranging from
avernight to ane year: (i} management of debt and capital issu-
ances to ensure that the itliquid portion of the balance sheet can
be funded by equity, long-term debt (including trust preferred
capital deht securities} and deposits the Firm believes to be
stable; and (iii) assessment of the Firm's capacity to raise incre-
mental unsecured and secured funding.

tiquidity of the parent hotding company and its nonbank subsidi-
aries fs monitored independently as well as in conjunction with
the liquidity of the Firm's bank subsidiaries. At the parent holding
company level, long-tem funding is managed to ensure that the
parent holding company has, at a minimum, sufficient liguidity to
cover its obfigations and those of #ts nonbank subsidiaries within
thenext 12 months. For bank subsidiaries, the focus of fiquidity
risk management is on maintenance of unsecured and secured
funding capacity sufficient to meet on- and off-balance sheet
obligations,

A component of liquidity management is the Firm's contingency
funding plan. The goaf of the plan is to ensure appropriate liquid-
ity during normal and stress periods. The plan considers various
temporary and long-term stress scenarios where access to whole-
sale unsecured funding is severely limited or nonexistent, taking
into account both on- and off-balance sheet exposuses, and
separately evaluatas access to funding sources by the parent
holding company and the Firm's bank subsidiaries.

Recent events

The extraordinary levels of volatility exhibited in global markets
during the second half of 2008 began to subside in 2009. Market
participants were able to regain access to the debt, equity and
consumer loan securitization markets as spreads tightened and
liquidity retumed to the markets.

The Firm believes its fiquidity position is strong, based on fts liquidity
metrics as of Decernber 31, 2009. The Firm believes that is unse-
cured and secured funding capacity is sufficient to meet its on— ang
off-balance sheet obligations. JPMorgan Chase’s fong-dated funding,
including core liabilities, exceeded ifliquid assets.

On March 30, 2009, the Federal Reserve announced that, effec-
tive April 27, 2009, it would reduce the amount it lent against
certain loans pledged as collateral to the Federal Reserve Banks
for discount window or payment-system risk purposes, in order to
reflect recent trends n 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 a material impact on the firm's
aggregate funding capacity.

The Firm participated in the FDIC's Temporary Liquidity Guarantee
Program {the "TLG Program"), which was implemented in late
2008 as a temporary measure to help restore confidence in the
financial systern. This program is comprised of two components:
the Debt Guarantee Program that provided an FDIC guarantee for
certain senior unsecured debt issued through Octaber 31, 2009,
and the Transaction Account Guaraniee Program {the "TAG
Program”) that grovides unlimited insurance on certain noninter-
est-bearing transaction accounts. The expiration date of the TAG
Program was extended by six months, from December 31, 2009,
to June 30, 2010, to provide continued support to thase institu-
tions most affected by the recent finandat crisis and to phase out

iPvomgan Chase & C0./2009 Arnual Repert



the program in an orderly manner. On October 22, 2009, the Firm
notified the FDIC that, as of January 1, 2010, it would no longer
participate in the TAG Program. As a result of the Firm's decision
to opt out of the program, after December 31, 2009, funds held
in noninterest-bearing transaction accounts will no longer be
guaranteed in full, but will be insured up to $250,000 under the
FDIC's general deposit rules. The insurance amount of $250,000
per depositor is in effect through December 31, 2013. On January
1, 2014, the insurance amount will return to $100,000 per de-
positor for all account categories except Individual Retirement
Accounts (“IRAs*) and certain other retirement accounts, which
will remain at $250,000 per depositor,

Funding

Souices of funds

The deposits held by the RFS, CB, TSS and AM fines of business are
generally stable sources of funding for JPMorgan Chase Bank, NA.
As of December 31, 2009, total deposits for the Firm were $938.4
billion, compared with $1.0 triffion at December 31, 2008. A signifi-
cant portion of the Firm's deposits are retail deposits (38% at
December 31, 2009), which are less sensitive to interest rate
changes or market volatility and thesefore are considered more
stable than market-based (i.e., wholesale) liability balances. In
addition, through the normal course of dusiness, the Firm benefits
from substantial liability balances originated by RFS, CB, TSS and
AM. These franchise-generated liability balances include deposits,
as well as deposits that are swept to on—balance sheet liabilities
(e.g., commercial paper, federal funds purchased, and securities
loaned or sotd under repurchase agreements), a significant portion
of which are considered to be stable and consistent sources of
funding due to the nature of the businesses from which they are
generated. For further discussions of deposit and liability balance
trends, see the discussion of the results for the Firm's business
segments and the Balance sheet analysis on pages 63-81 and 84—
86, respectively, of this Annual Report.

Additional sources of funding include a variety of unsecured short-
and long-term instruments, including federal funds purchased,
certificates of deposit, time deposits, bank notes, commercial paper,
long-term debt, trust preferred capital debt securities, preferred
stock and common stock. Secured sources of funding include
securities loaned or sold under repurchase agreements, asset-
backed securitizations, and borrowings from the Chicago, Pitts-
burgh and San Francisco Federal Home Loan Banks. The Firm also
borrows from the Federal Reserve (including discount-window
barrowings, the Primary Dealer Credit Facility and the Term Auction
Facility); however, the Firm does not view such borrowings from the
Federal Reserve as a primary means of funding.

Issuance

Funding markets are evaluated on an ongoing basis to achieve an
appropriate global balance of unsecured and secured funding at
favorable rates. Generating funding from a broad range of
sources in a variety of geographic locations enhances financial
flexibility and limits dependence on any one source.

iPMcryan Chase & Co/2009 Annual Repont

During 2009 and 2008, the Firm issued $19.7 billion and $20.8
billion, respectively, of FDIC-guaranteed long-term debt under the
TLG Program, which became effective in October 2008. In 2009 the
Firm also issued non-FDIC guaranteed debt of $16.1 billion, indud-
ing $11.0 billion of senior notes and $2.5 billion of trust preferred
capital debt securities, in the U.S. market, and $2.6 billion of senior
notes in the European markets. In 2008 the Firm issued non-FDIC
guaranteed debt of $23.6 billion, including $12.2 billion of senior
notes and $1.8 billion of trust preferred capital debt securities in the
U.S. market and $9.6 billion of senior notes in non-U S. markets.
Issuing non-FDIC guaranteed debt in the capital markets in 2009
was a prerequisite to redeeming the $25.0 billion of Series K Pre-
ferred Stock. in addition, during 2009 and 2008, JPMorgan Chase
issued $15.5 billion and $28.0 billion, respectively, of 1B structured
notes that are included within long-term debt. During 2009 and
2008, $55.7 billion and $62.7 billion, respectively, of long-term
debt (including trust preferred capital debt securities) matured or
was redeemed, induding $27.2 billion and $35.8 billion, respec-
tively, of 1B structured notes; the maturities or redemptions in 2009
offset the issuances during the period. During 2009 and 2008, the
Firm also securitized $26.5 billion and $21.4 billion, respectively, of
credit card loans.

Replacement capital covenants

I connection with the issuance of certain of its trust preferred
capital debt securities and its noncumulative perpetual preferred
stock, the Firm has entered into Replacement Capital Covenants
("RCCs”). These RCCs grant certain rights to the holders of “cov-
ered debt,” as defined in the RCCs, that prohibit the repayment,
redemption or purchase of such trust preferred capital debt securi-
ties and noncumulative perpetual preferred stock except, with
limited exceptions, to the extent that JPMorgan Chase has received,
in each such case, specified amounts of proceeds from the sale of
certain qualifying securities. Currently, the Firm's covered debt is its
5.875% Junior Subordinated Deferrable Interest Debentures, Series
0, due in 2035. For more information regarding these covenants,
reference is made to the respective RCCs (including any supple-
ments thereto) entered into by the Firm in relation to such trust
preferred capital debt securities and noncumulative perpetual
preferred stock, which are available in filings made by the Firm
with the U.S. Securities and Exchange Commission.

Cash flows

For the years ended December 31, 2009, 2008 and 2007, cash
and due from banks decreased $689 million, $13.2 billion and
$268 million, respectively. The following discussion highlights the
major activities and transactions that affected JPMorgan Chase's
cash flows during 2009, 2008 and 2007.

Cash flowss from operating activities

JPMorgan Chase’s operating assets and liabilities support the
Firm's capital markets and lending actwities, including the origi-
nation or purchase of loans initially designated as held-for-sale.
Operating assets and liabilities can vary significantly in the normal
course of business due to the amount and timing of cash flaws,
which are affected by client-driven activities, market conditions
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Management’s discussion and analysis

and trading strategies. Management believes cash flows from
operations, available cash balances and the Firm's ability to
generate cash through short- and long-term borrowings are
sufficient to fund the Firm’s operating liquidity needs.

For the years ended December 31, 2009 and 2008, net cash pro-
vided by operating activities was $121.9 bilfion and $23.1 bitlion,
respectively, while for the year ended December 31, 2007, net cash
used in operating activities was $110.6 billion. In 2009, the net
dedine in trading assets and liabilities was affected by balance
sheet management activities and the impact of the challenging
capital markets environment that existed at December 31, 2008,
and continued into the first haif of 2009. in 2009 and 2008, net
cash generated from operating activities was higher than net in-
come, largely as a result of adjustments for non-cash items such as
the provision for credit losses. in addition, for 2009 and 2008
proceeds from sales, securitizations and paydowns of loans origi-
nated or purchased with an initial intent to sell were higher than
cash used to acquire such loans, but the cash flows from these loan
activities remained at reduced levels as a result of the lower activity
in these markets since the second half of 2007.

Forthe year ended December 31, 2007, the netcashused in trad-
ing activities reflected a more active capital markets environment,
largely irom dlient-driven market-making activities. Also during
2007, cash used 1o originate or purchase loans held-for-sale was
higher than proceeds from sales, securitizations and paydowns of
such loans, although these activities were affected by a significant
deterioration in liquidity in the second half of 2007.

Cash flovss from investing activities

The Firm’s investing activities predominantly include originating
loans to be held for investment, the AFS securities portfolio and
other short-term interest-earning assets. For the year ended
December 31, 2009, net cash of $29.4 bitlion was provided by
investing activities, primarily from: a decrease in deposits with
banks reflecting lower demand for inter-bank lending and lower
deposits with the Federal Reserve Bank relative to the elevated
levels at the end of 2008; a net decrease in the loan portfolio
across most businesses, driven by continued lower customer
demand and loan sales in the wholesale businesses, lower charge
volume on credit cards, slightly higher credit card securitizations,
and paydowns; and the maturity of all asset-backed commercial
paper issued by money market mutual funds in connection with
the AML facility of the Federal Reserve Bank of Boston. Largely
offsetting these cash proceeds were net purchases of AFS securi-
ties assaciated with the Firm’s management of interest rate risk
and investment of cash resulting from an excess funding position.

For the year ended December 31, 2008, net cash of $283.7

billion was used in investing activities, primarily for: increased
deposits with banks as the result of the availability of excess cash
for short-term investment opportunities through interbank lend-
ing, and reserve balances held by the Federal Reserve (which
became an investing activity in 2008, reflecting a policy change of
the Federal Reserve to pay interest to depository institutions on
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reserve balarces); net purchases of investment securities in the
AFS portfolio to manage the Firm's exposure to interest raie
movements; net additions to the wholesale loan portfolio from
organic growth in CB; additions to the consumer prime mortgage
portfolio as a resuit of the decision to retain, rather than sell, new
originations of nonconforming prime mortgage loans; an increase
in securities purchased under resale agreements reflecting growth
in demand from clients for liquidity; and net purchases of asset-
backed commercial paper from money market mutual funds in
connection with the AML facility of the Federal Reserve Bank of
Boston. Partially offsetting these uses of cash were proceeds from
lcan sales and securitization activities as well as net cash received
from acquisitions and the sale of an investment. Additionally, in
June 2008, in connection with the Bear Stearns merger, the Firm
sold assets acquired from Bear Stearns to the FRBNY and received
cash proceeds of $28.85 billion.

For the year ended December 31,2007, net cash of $74.2 billion
was used in investing activities, primarily for: funding purchases in
the AFS securities portfolio to manage the Firm’s exposure to
interest rate movemenis; net additions to the wholesale retained
loan portfofios in (B, CB and AM, mainly as a result of business
g-owth; 3 netincrease in the consumer retained loan portfolig,
primarily reflecting growth in RFS in home equity loans and net
additions to the RFS’s subprime mortgage loans portfolio (which
was affected by management's dedsion in tke third quarter to
retain (rather than self) new subprime mortgages); growth in prime
mortgage loans originated by RFS and AM that were not eligible to
be sold to U.S. government agencies or U.S. government-sponsored
enterprises; and increases in securities purchased under resale
agreements as a result of @ higher level of cash that was available
for short-term investment opportunities in connection with the
Firm'’s efforts to build liquidity. These net uses of cash were partially
offset by cash proceeds received from sales and maturities of AFS
securities and from credit card, residential mortgage, student and
wholesale loan sales and securitization activities.

Cash flows from financing activities

Tne Firm’s financing activities primarily reflect cash flows related to
raising customer deposits, and issuing long-term debt (induding
trust preferred capital debt securities) as well as preferred and
common stock. In 2009, net cash used in finandng activities was
$152.2 billion; this reflected a dedline in wholesale deposits, pre-
dominantly in TSS, driven by the continued normalization of whole-
sale deposit levels resulting from the mitigation of credit concerns,
compared with the heightened market votatility and credit concerns
in the latter part of 2008; a decline in other borrowings, due to the
absence of borrowings from the Federal Reserve under the Term
Auction Facility program; net repayments of advances from Federal
Home Loan Banks and the maturity of the nonrecourse advances
under the Federal Reserve Bank of Boston AML Fadlity; the June
17, 2009, repayment in full of the $25.0 billion principal amount of
Series K Preferred Stock issued to the U.S. Treasury; and the pay-
ment of cash dividends on common and preferred stock. Cash was
also used for the net repayment of long-term debt and trust pre-
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ferred capital debt securities, as issuances of FDIC-guaranteed debt
and non-FDIC guaranteed debt in both the U.S. and European
markets were more than offset by redemptions. Cash proceeds
resulted from an increase in securities loaned or sokd under repur-
chase agreements, partly attributabie to favorable pricing and to
financing the increased size of the Firm's AFS securities portfolio;
and the issuance of $5.8 biflion of common stock. There were no
repurchases in the open market of common stock or the warrants
during 2009.

In 2008, net cash provided by financing activities was §247.8
hillion 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 infiows related to the
heightened volatility and credit concerns affecting the giobal
markets that began in the third quarter of 2008), as welt as
increases in AM and CB (due to organic growth); proceeds of
$25.0 billion from the issuance of preferred stock and the War-
rant to the U.S. Treasury under the Capital Purchase Program;
additionat issuances of comman stock and preferred stock used
for general corporate purposes; an increase in other berrowings
due to nonrecourse secured advances under the Federal Reserve
Bank of Boston AML Fadility to fund the purchase of asset-backed
commercial paper from money market mutual funds; increases in
federal funds purchased and securities ioaned ar soid under
repurchase agreements in cannection with higher client demand
for fiquidity and 10 finance growth in the Firm’s AFS securities
portfolio; and a net increase in long-term debt due to a combina-
tion of nan-FOIC guaranteed debt and trust preferred capital debt
securities issued prior to Decembet 4, 2008, and the issuance ot
$20.8 hiflion of FDIC-guaranteed long-term debt issued during
the fourth quarter of 2008. The fourth-quarter FDIC-guaranteed
debt issuance was offset partially by maturities of non-FDIC
guaranteed long-term debt during the same period. The increase
in long-term debt (induding trust preferred capital debt securities}
was used primarily to fund certain itliquid assets held by the

parent holding company and to build liquidity. Cash was alsc
used 1o pay dividends on common and preferred stock. The Firm
did not repurchase any shares of its common stock during 2008.

In 2007, net cash provided by financing activities was $184.3
billion due 10 2 net increase in wholesale deposits from growth in
business volumes, in particular, interest-bearing deposits at TSS,
AM and (B; netissuances of long-term debt (including trust
preferred capital debt securities) primarily to fund certain illiquid
assets held by the parent holding company and build liquidity,
and by IB from client-driven structured notes transactions; and
growth in commercial paper issuances and other borrowed funds
due to growth in the volume of fiability balances in sweep ac-
counts in TSS and €B, and te fund trading positions and to fur-
ther build fiquidity. 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 firm's access to liquidity sources, increase the cost of funds,
trigger additional collateral or funding requirements and decrease
the number of investors and counterparties willing to fend to the
Firm. Additionally, the Firm’s funding requirements for ViEs and
ather third-party commitments may be adversely affected. For
additional information on the impact of a credit ratings downgrade
on the funding requirements for ViEs, and on denvatives and coflat-
eral agreements, see Special-purpose entities on pages 86~87 and
Ratings profile of derivative receivables marked to market
{*"MTM*), and Note S on page 111 and pages 175-183, respec-
tively, of this Annuat Report.

Critical factors in maintaining high credit ratings include a stable
and diverse earnings stream, sirong <apital ratios, strong credit
quality and risk managemant controls, diverse kinding sources,
and disciplined liquidity monitoring procedures.

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

Short-term debt Seaior jong:term debt
Moody's S&P Fitch Moody's S&F Fitch
1PMergan Chase & Co. P-1 Al Fle Aa3 A+ AA-
JPMorgan Chase Bank, NA. P-1 A+ Fl+ A3l AA- AA-
Chase Bank USA, N.A P-1 A-l4 Fle Aal AA- Ap
Ratings actions affecting the Firm Following the Firm's earnings release on january 15, 2010, S&P

On March 4, 2009, Moady's revised the outiook on the Firm to
negative from stable. This action was the result of Moody's view
that the Firm’s ability to generate capital would be adversely af-
fected by higher credit costs due to the global recession. The rating
action by Moody's in the first quarter of 2009 did not have a mate-
rial impact on the cost or availability of the Firm's funding. At
December 31, 2009, Moody's autlook remained negative.

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

1PMorgan Chase & Cas2C09 Annial Report

and Moody's anncunced that their ratings on the Firm remained
unchanged.

If the Firm's senier long-term debt ratings were downgraded by one
additional notch, the Firm believes the incremental cast of funds or
loss of funding would be manageable, within the context of current
market conditions and the Firm’s liquidity resources. IPMorgan
Chase’s unsecured debt does not contain reguirements that would
calf for an acceleration of payments, maturities or changes in the
structure of the existing debt, provide any limitations on future
borrowings or require additional coliateral, based on unfavorable

29



Management’s discussion and analysis

changes in the Firm’s credit ratings, financial ratios, earnings, or
stock price.

On February 24, 2009, S&P lowered the ratings on the trust preferred
capital debt securities and other hybrid securities of 45 U.S. financial
institutions, including those of JPMorgan Chase & Co. The Firm's
ratings on trust preferred capital debt and noncumulative perpetual
preferred securities were lowered from A- to BBB+. This action was
the result of S&P’s general view that there is an increased likelihood
of issuers suspending interest and dividerd payments in the current
environment. This action by S&P did not have a material impact on
the cost or availability of the Firm’s funding.

On December 22, 2009, Moody's lowered the ratings on certain of
the Firm's hybrid securities. The downgrades were consistent with
Moody's revised guidelines for rating hybrid securities and subordi-
nated debt. The ratings of junior subordinated debt securities with
cumulative deferral features were towered to A2 from A1, while
those of cumulative preferred securities were downgraded to A3
fiom A2, and ratings for non-cumulative preferred securities were
lowered to Baat from A2.

On January 29, 2010, Fitch downgraded 592 hybrnid capital instru-
ments issued by banks and other non-bank financial institutions,
including those issued by the Firm. This action was in lire with
Fitch's revised hybrid ratings methodology. The Firm's trust pre-
ferred debt and hybrid preferred securities were downgraded by
one notch to A.

Ratings actions affecting Firm-sponsored securitization trusts

In 2009, in light of increasing levels of losses in the Firm-sponsored
securitization trusts due to the then worsening economic environ-
ment, S&P, Moody’s and Fitch took various ratings actions with
respect to the securities issued by the Firm's credit card securitiza-
tion trusts, including the Chase Issuance T:ust, Chase Credit Card
Master Trust, Washington Mutual Master Note Trust and SCORE
Credit Card Trust, including placing the ratings of certain securities
of such Trusts on negative credit watch or review for possible
downgrade, and, in a few circumstances, downgrading the ratings
of some of the securities.

On May 12, 2009, the Firm took certain actions to increase the
credit enhancement underlying the credit card asset-backed securi-
ties of the Chase Issuance Trust. As a result of these actions, the
ratings of alf asset-backed credit card securities of the Chase Issu-
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ance Trust were affirmed by the credit rating agencies, except for a
negative rating outlook by Fitch which remains, as of December 31,
2009, on the subordinated securities of the Chase Issuance Trust.

On May 19, 2009, the Firm removed from the Washington Mutual
Master Note Trust all remaining credit card receivables that had
been originated by Washington Mutual. As a 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 S&P
on December 23, 2009. S&P’s action was the result of their cansid-
eration of a linkage between the ratings of the securities of Wash-
ington Mutual Master Note Trust and the Firm's own ratings as a
result of the consolidation onto the Firm’s Consolidated Balar:ce
Sheet of the assets and liabilities of the Washington Mutual Master
Note Trust following the Firm's actions on May 19, 2009 (please
refer to page 208 under Note 15 of this Annual Report).

The Firm did not take any actions to increase the credit enhance-
ment underlying securitizations issued by the Chase Credit Card
Master Trust and the SCORE Credit Card Trust during 2009.
Certain mezzanine securities and subordinated securities of the
Chase Credit Card Master Trust were downgraded dy S&P and
Moody’s on August 6, 2009. and July 10, 2009, respectively. The
senior and subordinated securities of the SCORE Credit Card Trust
were placed on review for possible downgrade by Moody's on
January 20, 2010.

The Firm believes the ratings actions described above did not have
a material impact on the Firm’s liquidity and ability to access the
asset-backed securitization market.

With the exceptior: of the Washington Mutual Master Note Trust as
described above, the ratings on the Firm's asset-backed securities
pregrams are currently independent of the Firm’s own ratings.
However, no assurance can be given that the credit rating agencies
will not in the future consider there being a linkage between the
ratings of the Firm’s asset-backed securities programs and the
Firm's own ratings as a result of accounting guidance for QSPEs
and VIEs that became effective January 1, 2010. For a further
discussion of the new FASB guidance, see *Accounting and report-
ing developments” and Note 16 on pages 140-142 and 214-222,
respectively, of this Annual Report.
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CREDIT RISK MANAGEMENT

Credit risk is the risk of css from abligor or counterparty default.
The Firm provides credit (for example, through loans, lending-
refated commitments, guarantees and derivatives} to a variety of
customers, from large corporate and institutional clients to the
individual consumer. For the wholesale business, credit risk man-
agement includes the distribution of the firm's syndicated tean
originations into the marketplace with exposure held in the re-
tained portfotio averaging less than 10%. Whalesale loans gener-
ated by (B and AM are generally retained on the balance sheet.
With regard to the consumer credit market, the Firm focuses on
creating a portfolio that is diversified from both a product and a
geographic perspective, Loss mitigation strategies are being em-
ployed for all home tending partfolios. These strategies include rate
reductions, forbearance and other actions intended to minimize
economic loss and avoid foreclosure. In the mortgage business,
originated loans are either retained in the mortgage portfolio or
securitized and sold to U.S. government agencies and U.S. gavern-
ment-sponsored entesprises.

Credit risk organization

Credit risk management is overseen by the Chief Risk Officer and
implemented within the iines of business. The Firm's credt risk
management governance consisk of the following functions:

» establishing a comprehensive credit risk policy framework

= monitoring and managing credit risk across all portfolio
segments, including transaction and {ine approval

« assigning and managing credit authorities in connection with
the approval of al} credit exposure

s managing criticized exposures and delinguent loans

= caiculating the allowance for credit losses and ensuring appro-
priate credit risk-based capital management

Risk identification

The Firm is exposed to credit risk through lending and capital
markets activities. Credit risk management works in partnership
with the business segments in identifying and aggregating expo-
sures across ail lines of business,

Risk measurement

To measure credit risk, the Firm emplays several methodologies for
estimating the likelihood of obligor or counterparty default. Meth-
odologies for measuring credit risk vary depending on several
factors, including type of asset {e.g., consumer installment versus
wholesale loan), risk measurement parameters (e.g., delinquency
status and credit bureau score versus wholesale risk-rating) and fisk
management and collection processes {e.g., retait callection center
versus centrally managed workout groups). Credit risk measure-
ment is based on the amount of exposure shoutd the obligor or the
counterparty default, the probability of default and the loss severity
given a default event, 8ased on these factors and related market-
based inpuss, the Firm estimates both probable and unexpected
losses for the wholesale and consumer portfolios. Probabie fosses,
reflected in the provision for credit losses, are based primarily upon
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statistical estimates of credit losses as a result of obligor or coun-
terparty default. However, probable losses are not the sole indica-
tors of risk. If losses were entirely predictable, the probable loss
rate could be factored into pricing and covered as a normal and
recurring cost of doing business. Unexpacted losses, reflected in the
allocation of credit risk capital, represent the potential volatility of
actual losses retative 1o the probable level of losses. Risk measure-
ment for the wholesale portfolic is assessed primarily on a risk-
rated basis; for the consumer portfolio, it is assessed primarily on a
credit-scored basis.

Risk-rated exposure

For portfolios that are risk-rated {generally held in 18, CB, T5S and
AM}, probable and unexpecied loss calcutations are based on esti-
mates of probability of default and loss given default. Probability of
defauit is the expected default calcuiated on an abligor basis. Lass
given default is an estimate of losses given a defautt event and takes
into consideration collateral and structural support for each credit
facility. Caiculations and assumptions are based on management
infarmation systems and methodologies which are under continual
review. Risk ratings are assigned to differentiate risk within the
portfolio and are reviewed on an onguaing basis by Credit Risk Man-
agement and revised, if needed, to reflect the borrowers' current
financial position, risk prafites and the related collateral and structural
positions.

Grediit-scored exposure

For credit-scored portfolios (generally held in RFS and CS), prabable
loss & based on a statistical analysis of inherent losses over disaete
periods of time. Probable losses are estimated using sophisticated
portfolio modeling, aedt scering and dedision-support toals to
preject credit risks and establish underwriting standards. in addition,
common measures of credit quality derived from historicat loss ex-
perience are used to predict consumer losses. Gther risk characteris-
tics evaluated indude recent loss experience in the portfolios, changes
in origination sources, portolio seasening, loss severity and underfy-
ing credit practices, including charge-off policies. These analyses are
applied to the Firm's current portfolios in order to estimate delin-
quencies and severity of losses, which determine the amount of
probable losses. These factars and analyses are updated at least on a
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 dedi-
sion-making process of extending credit, and to ensure credit risks
are assessed accurately, approved properly, moritored regularly
and managed actively 3t both the transaction and portfolio {evels.
The policy framework establishes cradit approval authorities, con-
centration imis, risk-rating methodclogies, portfolio review pa-
rameters and quidefines for management of distressed expasure.
Wholesale credit risk is monitored regularly on both an aggregate
portfolio fevel and on an individuat customer basis. Management of
the Firm’s wholesale exposure is accomplished through a number
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cf means including loan syndication and participations, loan sales,
securitizations, credit derivatives, use of master netting agreements
and colleteral and other risk-reduction techniques, which are fur-
ther discussed in the following risk sections. For consumer credit
risk, the key focus items are trends and concentrations at the
portfolio level, where potential problems can be remedied through
changes in underwriting policies and portfolio guidelines. Con-
sumer Credit Risk Management monitors trends against business
expectations and industry benchmarks.

Risk reporting

To enable monitoring of credit risk and decision-making, aggregate
credit exoosure, credit quality forecasts, concentrations levels and
risk profile changes are reported regularly to senior credit risk
management. Detailed portfolio reporting of industry, customer,
product and geographic concentrations occurs monthly, and the
appropriateness of the allowance for credit losses is reviewed by
senior management at least on a quarterly basis. Through the risk
reporting and governance structure, credit risk trends and limit
exceptions are provided regularly to, and discussed with, senior
management, as mentioned on page 94 of this Annuat Report.

2009 Credit risk overview

During 2009, the credit environment experienced further deteriora-
tion compared with 2008, resuiting in increased defaults, down-
grades and reduced liquidity. In the first part of the year, the pace of
deterioretion increased, adversely affecting many finandal institutions
and impacting the functioning of credit markets, which remained
weak. The pace of deterioration also gave rise to a high level of
uncertainty regarding the ultimate extent of the downturn. The Firm’s
credit pertfolio was affected by these market conditions and experi-
enced ccntinued deteriorating credit quality, especially in the first part
of the year, generally consistent with the market.
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for the wholesale portfolio, criticized assets, nonperforming assets
and charge-offs increased significantly from 2008, reflecting contin-
ued weakness in the portfolio, particularly in commerdal real es-
tate. In the latter part of the year, there were some positive
indicators, for example, loan origination activity and market liquidity
improved and credit spreads tightened. The wholesale businesses
have remained focused on actively managing the portfolio, includ-
ing ongoing, in-depth reviews of credit quality and industry, prod-
uct and client concentrations. Underwriting standards across all
areas of lending have remained under review and strengthened
where appropriate, consistent with evolving market conditions and
the Firm’s risk management activities. In light of the current market
conditions, the wholesale allowance for loan loss coverage ratio
has been strengthened to 3.57% from 2.64% at the end of 2008.

The consumer portfolio credit performance continued to be nega-
tively affected by the economic environment of 2009. Higher unem-
ployment and weaker overall economic conditions have led to a
significant increase in the number of loans charged off, while contin-
uea weak housing prices have driven a significant incease in the
severity of loss recognized on real estate ioans that defaulted. During
2009, the Firm took proactive action to assist homeowners most in
need of financial assistance, including participation in the U.S. Treas-
ury Making Home Affordable {"MHA") programs, which are designed
to assist eligible homeowners in a number of ways, one of which is by
modifying the terms of their mortgages. The MHA programs and the
Firm's other loss-mitigation programs for financially troubled borrow-
ers generally represent various concessions, such as term extensions,
rate reductions and deferral of principal payments that would have
been required under the terms of the original agreement. The Firm's
loss-mitigation programs are intended to minimize economic loss to
the Firm, while providing alternatives to foreclosure.

Mcre detailed discussion of the domestic consumer credit environ-
ment can be found in Consumer Credit Portfolio on pages 114123
of this Annual Report.
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CREDIT PORTFOLIO

The following table presents JPMorgan Chase’s credit portfolio as While overait portfolio exposure declined, the Fiem provided more
of December 31, 2009 and 2008. Total wedit exposure at Decem- than $600 billion in new loans and fines of credit to consumer and
ber 31, 2009, decreased by $322.6 billion from December 31, wholesale dients in 2009, induding individuals, small businesses,
2008, reflecting decreases of $170.5 hillion in the wholesale port- large carporations, not-for-profit argantzations, U.S. states and
folio and $152.1 billicn in the consumer portfaio. Ouring 2009, municipalities, and other financial institutions.

lending-selated commitments decreased by $130.3 billion, man-
aged loans decreased by $112.4 billion and derivative receivatles
decreased by $82.4 biflion.

In the table below, reported loans include loans retained; loans held-for-safe {which are carried at the lower of cost or fair value, with changes in
value recorded in noninterest revenue); and fosns accounted for at fair value, Loans retained are presented net of uneared income, unamortized
discounts and premiums, and net deferred foan costs; for additional information, see MNote 13 on pages 200-204 of this Annual Report, Nonper-
farming assets include nonaccrual loans and assets acquired in satisfaction of debit (primarily real estate owned). Nonaccrual loans are those for
which the accruat of interest has been suspended in accordance with the Firm's accounting policies, which are described in Note 13 on pages
200-204 of this Annual Report. Average retained oan balances are used for the net charge-off rate calculations.

Total credit portfolio

As of or for the year ended Nonperforming 90 days or more past due Avetage annual
December 31, __ Cedtexposre  __ asser(d _ angsn el _ Nerchageofis  netcharge-oftaele)d
{in millions, excep? ratias) 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008
Total credit portfolie
Loans tetzined $ 627,218 § 728915 $ 17219 $ 892 $ 4,355 $3275 $ 22965 § 983% 3.42% 1.13%
Loans held-for-sale 4,876 8,287 238 12 — - - — — —
Loans at fair value 1,364 7696 m 20 — — — — — —_
Loans — reported 633,458 744,898 17,564 8,953 4,355 3.:7% 22,965 9.83% 342 1.73
Loans — securitizedid) 84,626 85,571 -— - 2,385 1,802 6,443 3,612 7.55 4.53

Total managed loans 718,084 330,469 17,564 8,993 6,740 5,077 29,408 13,447 3.88 208
Derwative recaivatiles 80,210 162,626 529 1,079 —-_ — NA NA NA NA
Resewsbles from customers 15,745 16,141 - — - — NA MA NA NA
interests in purchasad

receivables 2,927 —- — — — - - — —_ —

Total managed

credit-retated assets 816,966 1,009,236 18,093 10,032 6,740 5,077 29,408 13,447 3188 208
Lending-related

commitments 991,095 1,121,378 NA NA NA NA NA NA NA NA
Assets acquired in

loan satisfactions
Real estate owned NA NA 1,548 2,59 NA NA NA MA NA NA
Other NA MNA 100 149 NA NA NA NA NA NA
Total assets acquired

in loan satisfactions NA NA 1,648 2,682 NA NA NA NA NA NA
Total credit portfolio $1,808.067 § 2,130,614 S 19,741 $12.114 $ 6.740 35,017 $ 29,408 3 13,447 3.88% 2.08%
Net credit derivative

hedges notionalll} $ (48376) § (9145H $ {139) § - NA NA NA NA NA NA
Liquid securities collateral

held against derivatives {15,519) {19,816} NA NA NA NA NA NA NA NA

{a) Represents securstized cregi card receivables. For further discussion of credrt card secunitzations, see Nate 15 on pages 206- 213 of this Annual Report,

{b} Represents the ret notiona! amount of protection purchased and said of single-name and portfoiio credit derivatives used to manage both performing and ronperforming
credit exposures; these derivatves do not qualdy for hedge accounting undes U.S. GAAP. for additonal information, see Credit derivatives an pages 111-112 and Noze S on
pages 175-183 of this Arnuzl Report.

{¢) A¢ Decambes 31, 2009 and 2008, nonperforming ‘oans and assersexdluded: (1) martgage loans mswredt by U.S. government agences of $9.0 billion and $3.0 bision, respectvely; (2) reat
estaie awned asured by ULS, govermment agences of $579 milton and $364 milfion, respecivety, and (3) student joans that are 90 days past due and still acauing, whvch e insured by
U S. government ager:des under e Fedesal Famyly Education toan Program of $342 milkon ang $437 milion, respactively. These amoumes ase exduded. as reimbursement 1 raceeding
nomaty, In addion, the Fi's poicy is generally 16 exempt <red't @rd foans from being placed on renaegual status s permitted by reguiatoryguidance. Under guidance swed by the
Federal Financal Instuzions Examinanon Coundl, credit card ioans are charged off by the end af the manth in witich the acsourt becames 180 days past due or within 60 days from recew-
g ratificaton about 3 spedfied event{e.q., banknuptcy of the borower), whichever is earlier.

{d) Excludes purchased wedt-impaired loans that were acquired as part of the Washmgton Mutual transaction, which are accounted for on a pool basis. Since each pool is
accounted for as 3 single asseTwath a sngle composite interest 1ate and an aggregate expectation of cash f'ows, the past due status of the paals, or that of individsal loans
within the pools, is nat meaningful. Because the Frrv: is recognizing interestircame on each pogt of foars, they are all considered to be performing.

{e) Net charge-oif ratios were caicuiated using: {t) average retaimed loars of $672.3 bilion and $567.0 biltior for the years ended December 31, 2009 and 2008, respectvely;

{2) average seeuritized loans of $85.4 bikan and $79.6 billion for the years ended December 31, 2009 and 2008, respectvely; and (3) average managed loans of $757.7 billion and
$646.5 hifl:on for the years ended December 31, 2009 and 2008, respectively.

{) Firmwide ret charge-off 1atios were catculated inciuding average purchased credii-impaired loans of $85.4 bition and $22.3 billion at December 31, 2009 and 2008, respec-
tively. Excluding the impact of purchased credit-impaired ioans, the total Firm's managed ret charge-off tate would have been 4.37% and 2.15% respectively.
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WHOLESALE CREDIT PORTFOLIO

As of December 31, 2009, whelesale exposure {18, CB, 7SS and AM)
decreased by $170.5 biflion from December 31, 2008. The $170.5
billion decrease was primarily driven by decreases of $82.4 billion of
derivative recejvables, $57.9 billion of loans and $32.7 hiflion of
lending-related commitments. The decrease in derivative receivables

was primarify related to tightening credit spreads, volatile foreign
exchange rates and rising rates on interest rate swaps. Loans and
lending-related commitments decreased across most wholesale lines
of business, as lower customer demand continued to affect the level
of lending activity.

Wholesate
90 days past due

As of or for the year ended December 31, Credit exposure Nonperforming loans® and still acanying_
{in milliors) 2009 2008 2009 2008 2009 2008
Loans retained $ 200,077 § 248,089 $ 6,559 2,350 $ 332 $163
Loans held-for-sale 2,734 6,259 234 12 —_ —
Loans at fair vaive 1,364 7,696 111 20 — -
Loans ~ reported $204,175 $ 262,044 $ 6,904 %2387 $332 § 163
Derlvative receivables 80,210 162,626 529 1,079 e —
Receivables from customers 15,745 16,141 — - - s
Interests in purchased receivables 2,927 - — - —_ —
Total wholesale credit-related assets 303,057 440,811 7,433 3,481 332 183
Lending-related commitments 347,155 379,871 NA NA NA NA
Total wholesale credit exposure $ 650,212 § 820,682 $ 7,433 $ 3,461 $ 332 $ 163
Net cradit derivative hedges notionall@) $ (48,376) S {91.451) $ (139} § - NA MA
Liquid securities collateral held against derivatives {15,519) {19,816) NA NA NA NA

{a} Represents the net notional amount of pratection purchased and soid ot sing'e-name and portolio cedit derivatives used to menage both pertorming and conperform-
ing credit exposures; these derivatives do not qualify for hedge asounting under U.S. GAAP. For additional irformaton, see Credit desivatives on pages 111-112, and

Nate S on pages 175~183 of this Annual Regort,

{b) Excludes assets acquired in oan saristachons. For additiona :rformatian, see the wholesale norperforming assers by iine of business segment table on pages 108-109

of this Annial Repart.
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The following table presents summaries of the maturity and ratings profiles of the wholesale portfolio as of December 31, 2009 and 2008. The
ratings s<ale is based on the Firm's internal risk ratings, which generally correspond to the ratings as defined by S&P and Moody's.

Wholesale credit exposure — maturity and ratings profile

Maturity profileld

Ratings profile

December 31, 2003 DJuein 1 Oue after I year  Due aker Inyestment-grade (CIG™)  Npninvestment-arade Total %
{in billicns, except ratios} year or less through S years S years AAA/Aaz to 36B-/3aa3 BB-+Bal & beiow Total of iG
Loans 19% 40% 31% 100% $118 $ 82 $ 200 59%
Derivative receivables 172 42 46 61 19 80 76
Lending-related commitments 41 57 2 281 66 347 8t
Total excluding loans

held-for-sale and loans

at fair value 348% 50% 16% 100% $ 460 $ 167 627 73%
Loans hetd-for-sale and

loans at fair valuetd) 4
Receivables from customers 16
interests in purchased

receivables 3
Total exposure $ 650
et credit derivative hedges

notionatd 49% 42% 9% 100% $ (48) $ — $ {48} 100%

Matarity profileld) Ratings orofile

December 31, 2008 Duein 1 Due after 1 year  Due aiter Investment-grage {*1G")  Ngpinvestment-grade Total %
{in billions, exeept ratios) year of less through S years S years AAW/A2a to BBB-Baa3  BB+iBat & below Totat of IG
Loans 32% 43% 25% 100% 4 161 § 87 $ 248 55%
Derivative receivables 31 36 33 127 36 163 78
Lending-related commitments 37 59 4 317 &3 380 33
Total excluding loans

hetd-for-sale and loans

at fair value 34% 0% 18% 100% $ 805 $ 186 91 7%
Loans held-for-sale and

loans at fair valye(2) 14
Receivabies lrom customers 16
Total exposure $ 321
Net credit dervative hedges

notignzl®) 47% a7% 6% 100% § {82) $ (9 5 (81) 0%

{a) Loans hetd-for-sale and loans at fair value relare prmarily to syndicated loans and foans transfesred from the retained portfoii,
{b) Represents the net notional amourtts of protection gurchased and sold of singie-name and pertfolio credit derivativas used to mariage the gedit exposures; these

derivatives do not quilify for hedge accounting under U.S. GAAP.

{¢} The maturity prof:ke of foans and lerding-related commitments is based on the remaimng contracual maturity. The maturity profile of derivative receivebles is based o
the marwsiy profie of average exposuse. See Derivalive contr2¢ts on pages 110-112 of this Annual Repart for further discussion of average exposure,

Wholesale credit exposure - selected industry exposures
The Firm focuses on the management and diversification of its indus-
try ewposures, with particular attention paid to industries with actual
or patential Gedit soncerns. Customer receivables representing
primarily margin loans to prime and rerail brokerage dlients of $15.7
billion are included in the table. These margin loans are generally fully
coilateralized by cash or highly liquid securities to satisfy daily mini-
mum coifaterat requirements. Expostires deemed criticized generally
represent a ratings profile simitar to a rating of "CCC+7 /" Caal”
and lawer, as defined by S&P and Moody's. The total criicized
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componerit of the oortfolio, excluding loans held-for-sale and loans
at fair value, increased to $33.2 hillion at December 31, 2009, from
$25.0 billigr at year-end 2008. The ingease was primarily related
to downgrades within the portfolio.

During the fourth quarter of 2009, the Firm revised certain industry
dassifications ta better reflect risk correfations and enhance the
firm's management of industry risk. Below are summaries of the top
25 industry exposures as of December 31, 2009 and 2008. For
additional information on industry corcentrations, see Note 32 on
pages 242-243 of this Annual Report.
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Wholesale credit exposure - selected industry exposures

Callateral
% of Net Credit hed against

December 31, 2009 Credit % of 1vestment Noninvestment-grade citicized  charge-offy  desivative derivative
{in millions, except ratios) exposure(d)  portfolio grade Noncriticzed (titcized portfolio  (recoveries)  hedgesfe) recewvables(f)
Top 25 industries!a)
Real estate $ 68,509 11% 55% $18.810 $ 11,925 36% $ 688 $(1,168) 3 (35}
Banks and finance campanies 54,053 9 81 8,424 2,053 6 719 (3,718) {(8,353)
Healthcare 35,605 6 83 5.700 329 1 10 (2,545) {125)
State and municipal govermments 34,726 S 93 1,850 466 1 -_— {204) {193)
Utifities 27,178 4 81 3,877 1,238 4 182 (3,486) (360}
Consumer products 27.004 4 ad 9,105 515 2 35 {3.638) (4)
Asset maragers 24,920 4 82 3,742 630 2 7 {40) {2,108)
G and gas 23,322 4 3 5,854 386 1 16 (2,567) {6}
Retai\ and consumer services 20,673 3 58 7,867 782 2 35 {3,073) —-
Holding companies 16,018 3 86 2,107 110 — 275 421) {320)
Technalogy 14,169 2 63 4,004 1,288 4 28 (1,730) {130)
Insurance 13,421 2 69 3,601 599 2 7 {2,735) {793)
Machinery and equipment

manufaciring 12,759 2 57 5,122 350 1 12 {1,327 (1)
Metalsimiring 12,547 2 56 4,906 639 2 24 {1,963) —_
Media 12,379 2 55 3,898 1,692 5 464 {1,606) —
Telecom sarvices 11,265 2 69 3,273 251 1 31 {3,455} {62)
Securities firms and exchanges 10.832 2 16 2,467 145 - — (289} {2,139)
Business serviees 10.667 z 61 3,859 344 1 8 {10 —_
Building mater:ais/construction 10,448 2 43 4,537 1,399 4 98 (1.34%) _
Chemicals/plasties 9,870 2 67 2,626 611 2 22 (1.357 —_
Transpostation 9,749 1 66 2,745 588 2 61 (870} {242)
Central government 9,557 1 99 77 — - o (4,814) (30)
Automative 9,357 1 21 4,252 1,240 4 52 {1,541) —_
Leisure 6,822 1 40 2,273 1,798 5 151 (301) —_
Agricutture’paper manufacturing 5.801 1 37 3,132 500 2 10 (897) —_—
All othedb) 135,79t 22 86 15,448 3,205 10 197 {3,383) (621)
Subtotal $ 622,442 100% 73% 5 133,557 $ 33,183 100% 33,132  $(48,376) $ (15.519)
Loans held-for-sale and loans at

fair value 4,098 1,545
Receivables from tustomers 15,745
Interest in puchased ruceivables(@ 2,927
Total $ 650,212 $ 133,557 534,728 $3,132 ${48,376) $ {15,519}
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Calfateral

) % of Net Credit held against

December 31, 2008 Credit % of Investment Noginvestmenl-grade aititized  charge-off  derivative derwative
{in millions, except rztins) exposure{d]  portfolio grade Noraiicizeg Criticized portfollo  (recoverdes)  hedges(e) receivables(f)
Top 25 industries'd)
Real estate § 80,284 0% 70% § 17849 § 5961 3% §212 § {2.141) S {a8)
Banks and financa companies 75.577 10 79 12,953 2,84¢% 1y 28 (5.01€) {9,457)
Heaithcare 38,032 S a3 6,092 436 2 2 (5,338) {199)
State and munipal govemments 36,772 H) 94 1278 847 3 —_ 677} {132)
Untiiies 34,246 4 i3] 5,844 114 -_ 3 (9.007} {65)
Consumer products 29,766 4 65 9,504 792 3 2 {8.114) {54)
Asset managers 49,256 3 85 6418 819 3 15 {115} (5,301)
Gii and gas 24,746 3 75 5,940 3 1 15 6.627) n
Retait and consumer services 23223 3 54 9,357 1,311 5 6) {6,120} {59)
Holding companies 14,466 2 70 4,182 116 1 " {589} {309}
Techrology 17,025 2 67 5,391 30 1 - (3.922) {3)
Insurance 17,744 2 3 3,138 m 3 - {5.016} {846)
Machinery and equipment

manufactsing 14,501 2 64 5,095 100 — 22 {3,743} {6}
Metals/miting 14,980 2 61 5.579 262 ] n {3,149} 3)
Media 13,377 2 61 3,779 1,305 5 26 {3.435} -
Telecom sexvices 13,237 2 63 4,368 499 2 {5) {2.0673 {92)
Seaurties firms and excthanges 25,590 3 81 4,744 138 | — (154} (898)
Business services 11,247 1 64 3,885 145 1 3% (357) —
Building materalsiconsmuction 12,06% 2 49 4,925 1,342 5 2 {2.601) =
Chemicals/piasties 11,719 1 66 3357 591 2 5 {2.709) s
fransporration 10,293 1 64 3,364 319 1 - {1,567) -
Central government 14,44 bd 93 276 — - -~ {4,548) (3%
Attomotive 11,448 1 52 3,687 1,775 ¢ {1 {2.97%) m
Lpiswre 8,158 1 42 2,827 1,928 i {1} 72m —_
Agricsiturelpaper manufacturing €,920 1 43 3,226 126 3 1 {835) g
Al gther(d) 181,713 23 86 22321 2,449 9 {6) {4,805) {2,301}
Subiotal § 750,586 100% 1% $ 159,379 $ 25,997 10C% 1452 §131,451) $(19,816)
Loans held-for-sale ard ioans

at Fair value 13,955 2,258
Receivabies from customers 16,141
Iiterest in purchased receivabiesid —
Total $ 820,682 5159379 § 28,255 $ 402 § {41,451} $ (19,816}

{a) Rankings are based on exposure at Decernber 31, 2009. The rankings of the industries presented in the 20G8 table are based on the rankings of such industries & year-end

2009, not actual rankings in 2008

{b) For mose mformation on exposures 1o SPES included in 3l otfer, see Note 16 on pages 214--222 of this Anaual Report.
{¢) Represents undivided imerasts in pools of receivatiles and similar types of assets due to the consolidation during 2009 ef ore of the Firm-administered mulg-selter conduits.
(d} Crodtexposure is ret of fisk paricipations and excludes the henefit of ¢redin Gefivateve Nedges and coltateral keld against derivative receivables o loans,
{e) Represents the net potional amourts of peateion purchased and sold of single-narme ard portfolio credit dervatives used to manage the qeda exposures; these dervatives

do not qualfy for hedge aceounting.

if)  Represents other liquid securitios colatarat held by the Firm as of December 31, 2009 and 2008, respectively.

Presented below is @ discussion of several industries to which the Firm
has significant expasure, as well as industries the Firm continues 1o
monitor because of actual or potential credit eoncems. For addimonal
information, refer to the tables abave and on the preceding page.

» Real estate; Exposure to this industry decreased by 15% or
$11.8 billion from 2008 as loans and commitments were man-
aged down, predominantly through repayments and loans
sales. This sector continues to be challenging as property val-
uesin the U.S. remain under pressure, particutarly in cerntain
regions. The satios of nonperfarming loans and net charge-offs
to loans have increased from 2008 due to detericratien in the
commercial real estate portfolio, particularly in the latter hait
of 2009. The muhi-famity porttolio, which represents aimost
haif of the commercial real estate exposure, accounts for the
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smalfest proporticn of nonperforming loans and net charge-
offs. The commercial fessors portfolio involves real estate
leased to retail, industrial and office spaca fenants, while the
commercial construction and developmeant portfolio includes
financing for the canstruction of office and professionat build-
ings and malls. Commercial real estate exposure in (B is pre-
dominantly secured; C8’s exposure represents the majority of
the Firm's commerdial real estate exposure. 18 manages less
than one fifth of the total Firm's commercial real estate expo-
sure; [B’s exposure represents primarily unsecured lending to
Reat Estate Investment Trust (*REITs"), lodging, and home-
buillding clients. The increase in ariticized teal estate exposure
was largely a result of downgrades within the overall portfolio
reflecting the continued weakening credit environment.
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The foligwing tabie presents additional information on the wholesale real estate industry for the periods ended December 31, 2009 and 2008.

. % of net
December 31, 2009 Credit % of aedit Crticied  Nonpeforming % Of nonperioming ey charge-offss charge-offs
{in millions, excepR ratios) expasure portiokio exposure loans gz tototal loanslB!  (recoveries) to totatloans )
Commercial real estate subcategories
Mult-family $32,073 47% S 3,985 $1,109 157% $ 199 0.64%
Commercial lessors 18,512 27 4,017 1,057 6.97 232 1,53
Commeraial construction and develapment 6,593 10 1,518 313 6.81 105 2.28
Qther{d) 11,331 16 2,454 409 6.44 152 2.39
Total commercial real estate $ 68,509 100% $ 11,975 $ 2,888 5.05% 3 688 1.20%
) % of net
December 31, 2008 Credit % of wedit Criticzed  Nongerforming % Of nonperfomming  ner chame-offy  charge-offs
{in miltions, except ratios) expasure porttolio exposure igans foans 1o tota! loansi®)  (recoveries) to total loans ()
Commeircial real estate subcategories
Muhi-fzmily $ 36,188 45% $1,191 $293 0.87% s —%
Commerciai lessors 21,037 2% 1,649 74 0.43 4 0.02
Commarcizi construction and development 6,688 8 706 82 1.95 4 0.10
Orherld) 16,371 2 2,415 357 3,89 205 2.23
Total commercial real estate § 30,284 100% § 5,061 § 886 1.25% § 212 0.33%
ta) Osher includes lodging, REHs, single family, hamebuilders and ather real estate.
{b) Ratios were caleulated using end-of-period retained ioans of $57.2 biflion and $64.5 billior: fot the years ended December 31, 2009 and 2008, respeciively.
» Banks and finance companies: Exposure to this industry de- compenent remained elevated due to the contirued weakness in
creased by 28% or $21.5 billion from 2008, primarily as a resuit the industry, particularly in gaming, The gaming portfetio contin-
of lower derivative exposure to commercial banks. ves to be managed actively.
= Automotive; Conditions in the U.S. had improved by the end of » Ali ather: All other in the wholesale credit exposure concentration
2009, largely as a result of the government supported restructur- table on pages 106~107 of this Annual Report at December 31,
ing of General Motors and Chrysler in the first half of 2009 and the 2009 {exduding koans held-for-sale and loans at fair value) in-
related effects on automorive suppliers. Exposure to this industry cluded $135.8 hiltion of credit exposure to seven industry seg-
decreased try 18% or $2.1 billion and citicized exposure de- ments. Exposures related 1o SPES and 10 Individuals, Private
creased 30% or §535 mittion from 2008, largely due to loan re- Education & Civic Organizations were 44% and 47%, respectively,
payments and sales. Most of the Firm's remaining criticized of this category. SPEs provide secured financing {generally backed
exposure in this segment remains performing and is substantially by receivables, loans or bonds) originated by a diverse group of
secured. companies in industries that are not highly correlated, For further
) o discussion of SPEs, see Note 16 cn pages 214-222 of this Annual
» Leisure: Exposure 1o this industry decreased by 16% or $1.3 y page . .
e o Report, The remaining all other expasure is weil-diversified across
billion from 2008 due to foan repayments and sales, primarily in . ) ] o
. . ot ) = industries and none comgrise more than 1.0% of total expasure.
gaming, While exposure to this industry declined, the eriticized
Loans
The following table presents wholesale loans and nonperforming asses by business segment as of December 31, 2009 and 2008,
December 31, 2609
Assels acquired in loan
Loans Nonpearforming satistactions
Held-for-sale Real estate Nanperforming
{in millions} Retained and fair value Total Loans Derivatives owned QOther assets
Investment Bank § 45,544 $3567 S 4911 $3,504 $5290 $ 203 $— $4,236
Commercial Banking 97,108 324 87,432 2,801 — 187 1 2,989
Treasuty & Securities Servicas 18,972 —_ 18,972 14 — —_ —_ 14
Asset Management 37,755 -_— 37,755 580 —_ 2 - 582
Corporate/Private Equity 698 207 5 — = - 5
Total $ 200,077 $4,098  $204175  $6,9043  §529 $ 392 $ 1 $ 7,826
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December 31, 2008

Assets acquired in loan

Loans Nenperforming satisfactions

Held-for-sale Real estate Nonperforming
{in miflions) fetained and fair value Total Laans Derivatives owned Other assets
Iovesiment Bank 3 71,357 $13660  $ 85017 $ 1,175 $1,079'0 5247 §— $2,501
Commercial Banking 115,130 295 115,425 1,026 -— 152 14 1,142
Treasury & Securities Services 24,508 - 24,508 30 — — - 30
Assel Management 36,188 — 36,188 147 - — 25 172
CorporateiPrivate Equity 906 — 906 4 — — - 4
Total § 248,089 §13955 262,044 52,3809 $1.079 § 349 $ 39 $ 3,849

{a) The Firm held aliowance for foan losses of $2.0 billion and $712 milfion related to nonperforming reained loans resulting in allowance eoverage faties of 31% and
0%, at Cecember 31, 2003 and 2008, respectively, Wholesale nonperfarming loans represent 3.38% and 0.21% of total who'esaie loans at December 31, 2009 and

2008, respectively,

{b} Nonpetforming derivatives represent less than 1 0% of the :otal derwanve receivables net of cash collateral &t beth December 31, 2009 ard 2008.

In the normal course of business, the Firm provides loans to a
variety of customers, from large corporate and institutional clients
to high-nat-worth individuals.

Retained wholesale leans were $200.1 billion at Cecember 31,
2009, compared with $248.1 billion at December 31, 2008, The
$48.0 willion decrease, across most wholesale lines of business,
reflected lower customer demand. Loans hetd-for-sale and loans at
fair value relate primarily to syndicated loans and foans transferred
from the retained portfolio. Held-for-sale loans and loans carried at
fair value were $4.1 billion and §14.0 billion at December 31, 2009
and 2008, respactively. The decreases in both held-for-sale loans
and loans at fair value reflected sales, reduced carrying values and
lower volumes in the syndication market.

The Firm actively manages wholesale credit exposure through loan
and commitment sales. During 2009 and 2008, the firm sold $3.9
Lillion of loans and commitments in each year, recogrizing losses of

$38 million and $41 miflion in each period, respectively. These results
inchude gains or tesses on sales of nonperforming loans, if any, as
discussed on page 110 of this Annual Report. These activities are not
relazed to the Firm's securitization activities, which are undertaken for
liquidity and balance sheet—management purpases. For further
discussion of securitization activity, see Liquidity Risk Management
and Note 15 on pages 96100 and 206-213, respectively, of this
Annual Report.

Nonperforming wholesale loans were $6.9 billion at December 31,
2009, an increase of $4.5 billion from December 31, 2008, reflect-
ing continued deterioration in the ciedit environment, predori-
nantly related to foans in the real estate, leisure and banks and
finance companies industries. As of December 31, 2009, wholesale
foans restructuted as part of a troubled debt restructuring were
approximately $1.1 billion,

The following table presents the geographic distribution of wholesaie ioans and nenperforming loans as of December 31, 2009 and 2008. The
geographic distribution of the wholesale portfolio is determined based predeminantly on the domicile of the borrower.

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

___December 31, 2009 _ Decomber31,2008
Wholesale Morperforming Nonperforming
(in millions) Loans loans Loans l6ans

U.s. $ 149,085 $5,844 $ 186,776 $2.123
Non-4.S. 55,090 1,060 75,268 259
Ending balance $ 204,175 $ 6,904 § 262,044 § 2,382
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The following table presents the change in the nonperforming loan
portfolio for the years ended December 31, 2009 and 2008.

Nonperforming loan activity

Wholesale
Year ended December 31, {in millions} 2009 2008
Beginning balance $ 2,382 § 514
Additions 13,591 3,381
Reductions:
Paydowns and other 4,964 853
Gross charge-offs 2,974 52t
Returned to performing 34 93
Sales 790 40
Total reductions 9,069 1,513
Net additions 4,522 1,868
ending balance S 6,904 $ 2,382

The fotlowing table presents net charge-offs, which are defined as
gross charge-offs less recoveries, for the years ended December 31,
2009 and 2008. The amounts in the table below do not inciude
gains frem sales of nonperforming loans.

Net charge-offs

Wholesale

Year ended December 31,

{in millions, excapt ratios) 2009 2008
Loans ~ reporfed

Average |oans retained $ 223,047 $219612
Net charge-offs 3,132 402
Average annual net charge-off rate 1.40% 0.18%

Derivative contracts

in the normal course of business, the Firm uses derivative instru-
ments ta meet the needs of customers; to generate revenue
through trading activities; to manage exposure to fluctuations in
interest rates, currencies and other markets; and to manage the
Firm’s credit exposure. For further discussion of these contracts, see
Note 5 and Note 32 on pages 175183 and 242-243 of this
Annuat Report.

The following tables summarize the net derivative receivables MTM
for the periods presented.

Derivative receivables marked to market

December 31, Derivative receivables MTM
{in miltions} 2009 2008
nterast ratef2} $ 26,777 § 499%
Credit derivatives 18,815 44 695
Foreign exchangeld) 21,984 38,820
Equity 6,635 14,285
Commodity 5,999 14,830
Total, net of cash colfateral 80,210 162,626
Liquid seturities collateral held

against derivative receivables {15,519) {19,816)
Total, net of aH collateral $ 64,691 § 142,810

{al In 2009, eross-cutrency interest rate swaps previously reporied ininterest
tate contracts were reciassified to foreign exchange contracts te be mare
consistent with industry practice. The eifect of this change resulted in a
rectassification of $14.1 billion of cross-currency interest rate swaps to for-
eign exchange contraces as of December 31, 2008.

The amount of derivative receivables reported on the Consoli-
dated Balance Sheets of $80.2 billion and $162.6 billion at
December 31, 2009 and 2008, respectively, are the amount of
the MTM o fair value of the derivative contracts alter giving

10

effect to fegally enforceabie master netting agreements, cash
collateral held by the Firm and CVA. These amounts on the Con-
solidated Baiance Sheets represent the cost to the Firm to replace
the contracts at current market rates should the counterparty
default, However, in management’s view, the appropriate meas-
ure of current credit risk should alsa refiect additional liquid
securities held as collateral by the Firm of $15.5 billion and $19.8
billion at December 31, 2009 and 2008, respectively, resulting in
total exposure, net of alt collateral, of $64.7 tillion and $142.8
billion at December 31, 2009 and 2008, respectively. The de-
crease of $78.1 billion in derivative receivables MTM, net of the
above mentioned collaterad, from December 31, 2008, was pri-
marily refated to tightening cedit spreads, volatile foreign exchange
rates and rising rates on interest rate swags.

The Firm atso holds additional collateral delivered by dients at the
initiation of transactions, as well as callateral related to contracts that
have a non-daily call frequency and coflateral that the Firm has
agreed to return but has not yet settled as of the reporting date.
Though this colfateral does not reduce the balances noted in the table
above, it & available as security against potential exposure that could
arise should the MTM of the client’s derivative transactions move in
the Firm's favor, As of Decernber 31, 2009 and 2008, the Firm held
$16.9 billion and $22.2 billion of this additional collateral, respec-
tively. The derivative receivables MTM, et of a collateral, alse do
not include other credit enhancements, such as letters of credit.

Wrile usehd as a cuirent view of credit exposurs, the net MTM
valve of the derivative receivables does not capture the potential
future variability of that credit exposure. Ta capture the potential
future variabitity of credit exposure, the Firm calculates, on a client-
by-client basis, three measures of potential derivatives-related
credit luss: Peak, Derivative Risk Equivalent ("DRE"), and Average
exposure {"AVG"). These measures all incorparate netting and
collateral benefits, where applicable.

Peak exposure te a counterparty is an extreme measure of expasure
calculated at @ 97.5% confidence level. DRE exposure is a measure
hat expresses the risk of derivative exposure on a basis intended to
be equivalent to the risk of loan exposuses. The measurement is done
by equating the unexpected foss in a derivative counterparty exposure
(which takes into consideration both the loss volatifity and the credit
rating of the counterparty) with the unexpected loss in 2 loan expo-
sure {which takesinta consideration only the aedit rating of the
counterparty). DRE is a less extreme measure of potential credit foss
than Peak and is the primary measure used by the Firm for credit
approval of derivative transactions.

finally, AVG & 2 measure of the expected MTM value of the Firm's
derlvative receivables at future time periads, induding the benefit
of coliateral. AVG exposure over the total life of the derivative
contract is used as the orimary metric for pricing purposes and is
used to calcutate credit capital and the CVA, as further described
below. AVG exposure was $49.0 bilion and $83.7 billion at De-
cember 31, 2009 and 2008, respectively, compared with derivarive
receivables MTM, net of all coltateral, of $64.7 billion and $142.8
billion 3t December 31, 2009 and 2008, respactively.

The MTM value of the Firm's dersivative receivables incorporates an
adjustment, the CVA, 1o reftect the credit quaiity of counterparties.
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The CVA is based on the Firm’s AVG 1o a counterparty and the
counterparty's credit spread in the credit derivatives market, The
primary components of changes in CVA are credit spreads, new
deal activity or unwinds, and changes in the underlying market
environment, The Firm believes that active risk management is
essential to controlling the dynamic credit risk In the derivatives
portfolio. In addition, the Firm takes into consideration the poten-
tial for correlation between the Firm's AVG to a counterpany and
the counterparty’s credit quality within the credit approval process.
The Firm risk manages exposure to changes in CVA by entering into
credit derivative transactions, as well a interest rate, foreign ex-
change, equity and commodity derivative transactions,

The accompanying graph shows exposure prafiles to derivatives
over the next ten years as calculated by the DRE and AVG metrics,

The two measures generally show declining exposure after the first
year, if no new trades were added to the portfolio,

Exposure profile of derivatives measures
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The follcwing table summarizes the ratings profile of the Firm's derivative receivables MTM, net of other figuid securities coifateral, for the

dates indicated.

Ratings profile of derivative receivables MTM

Rating equivalent 2008

December 31, Exposure net of % of exposure net Exposure net of % of exposure net
{in miltions, exceptratios) of a coltaterat of all coliaterat of ali collateral of all collateral
AAA/A3D 10 AA-JAA3 $25,530 40% § 68,708 48%
A+iAl 10 A+A3 12,432 19 24,743 17
BBB+/Baal to BBB-MBaa3 9,343 14 15.747 it
BB+/Ba!t to B-/83 14,571 23 28,186 20
€CC+iCaal and below 2,815 4 5,421 4
Tatal $ 64,691 100% $ 142 310 100%

The Firm actively pursues the use of coliateral agreements to miti-
gate counterparty credit risk in derivatives, The percentage of the
Firm's derivatives transactions subject to coflateral agreements —
excluding foreign exchange spot trades, which are ot typically
covered by coliateral agreements due to their short maturity — was
89% as of December 31, 2009, largely unchanged from 88% at
December 31, 2008.

The Firm posted $56.7 billien and $99.1 billion of cotlateral at
December 31, 2009 and 2008, respectively.

Certain derivative and colfateral agreements include provisions that
require the counterparty andfor the firm, upen specified down-
grades in the respective credit ratings of their legal eniities, te post
callateral for the benefit of the other party. At December 31, 2009,
the impact of a single-notch and six-notch ratings downgrade te
JPMorgan Chase & Co,, and its subsidiaries, primarily JPMorgan
Chase Bank, N.A., would have required $1.2 billion and $3.6
biflion, respectively, of additiona! collateral to be posted by the
Firm. Certain derivative contracts also provide for termination of the
contract, generaily upon a downgrade to a spedified sating of either
the Firm or the counterpany, at the then-existing MTM value of the
derivative contracts.

Credit derivatives

Credit derivatives are financial contracts that isolate credit risk from
an underlying instrument (such as a lean or security) and transfers
that risk from one party (the buyer of credit protection) te another
{the seller of credit protection). The Firm is both a purchaser and
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selier of credit protection. As a purchaser of credit protection, the
Firm has risk that the counterparty providing the credit prolection
will default. As a seller of credit prozection, the Firm has risk that
the underlying instrument referenced in the contract will be subject
to a credit event. Of the Firm's $80.2 biflion of total derivative
receivables MTM at Decerber 31, 2009, $18.8 billion, cr 23%,
was associated with credit derivatives, befare the beneflt of liquid
securities coflateral.

One type of credit derivatives the Firm enters inte with counterpar-
ties are credit default swaps ("CDS™). For further detailed discus-
sion of these and other types of credit decivatives, see Note 5 on
pages 175—183 of this Annual Report, The large majority of CDS
are subject to collateral arrangemenis te protect the Firm from
counterparty credit nisk. in 2009, the frequency and size of defaults
for both trading counterparties and the underlying debt referenced
in credit derivatives were welf above historicat norms. The use of
collateral to settle against defaulting counterparties generally
performed as designed in significantly mitigating the Firm's expo-
sure 10 these counterparties.

The Firm uses aredit derivatives for two primary purposes: first, in
i capacity as a market-maker in the dealer/client business to
meet the needs of customers; and second, in order to mitigate
the Firm's own credit risk associated with its overall derivative
receivables and traditional commercial credit lending exposures
{loans and unfunded commitments).
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Management’s discussion and analysis

The following table presents the Firm's notional amounts of credit
derivatives protection purchased and sold as of Decernber 31, 2009
and 2008, distinguishing between dealer/client activity and credit
oortfolic activity.

Nationai ameount

Dealeridient Credit portolio
December 31, Pwctectior  Motection Protection Protection
{in billions) _ purcased®  sold purcnased@b) 5ol Total
2009 $2,997 §2,947 $ 49 (R 5599
2008 $4,193 § 4,102 5 92 $1 § 8388

(a) Indluded $3.0 triflion and $4.0 trdlion at December 31, 2009 and 2008,
respectively. of notronal exposure within protection purchased whete the Firm
has protection sofd with identical underiying reference instruments. For a fur-
ther discussion on aredit derwatives, see Note 5 on pages 175183 of this
Annuzl Report,

(b} Included $19.7 billion and $34.8 bilfon at Decembet 31, 2003 and 2008,
fespectively, that represented the riotional amount for structured portiolio
protection; the Firm retains the first risk of loss on this portfotie.

Dealer/chient business

Within the dealericlient business, the Firm actively manages credit
derivatives by buying and selling credit pratection, predominantly on
wrporate debt obligations, according to dclient demand for credit risk
protection on the underlying reference instrumants. Protection may be
bought or seld by the Firm on single reference debt instruments
{"single-name” credit derivatives), portfolios of referenced instru-
ments {"portfolic” credit derivatives) or quoted indices {“indexed”
aedit derivatives). The risk positions are largely matched as the Firm's
exposure 10 a given reference entity under a contract 1o sell protec-
tion 10 a counterparly may be offset partially, o entirely, with a
contraqt 1o purchase protection from another counterparty on the
same underlying instrument, Any residuat default axposure and
spread risk is actively managed by the Firm's various trading desks.

At December 31, 2009, the total notional amount of protection
purchased and sold decreasad by $2 4 triflion from year-end 2008.
The decrease was primarily due to the impact of industry efforts to
reduce offsetting trade activity.

Credit portfolio activities

Management of the Firm's wholesale expasure is accomplished
through a number of means including loan syndication and partici-
pations, loan sales, securitizations, credit derivatives, use of master
netting agreements, and collateral and other risk-reduction tech-
niques. The Firm also manages its wholesale credit exposure by
purchasing protection through single-name and portolio credit
derivatives to manage the credit risk associated with loans, lend-
ing-related commitments and derivative receivables. Gains or losses
on the credit derivatives are expected to offset the unrealized
increase or dectease in credit risk on the loans, lending-refated
commitments or derivative receivables. This activity does not reduce

"2

the reported level of assets on the balance sheet or the level of
reported off~balance sheet commitments, although it does provide
the Firm with credit risk protection. The Firm also diversifies its
exposures by sefling oedit protection, which increases exposure to
industries or ctients where the Firm has little or no client-related
exposure; however, this activity is not material to the Firm’s overall
credit expesure.

Use of single-name and portfolio credit derivatives
Notional amount
of grotection
purchased and sold

December 31,
{in mitlions) 2009 2008
Credit derivatives used 10 manage:

Loans and lending-related commitments $ 36,673 §81,227
Derivative receivables 11,958 10,861
Total protecion purchasedi@ $ 48,831 $ 92,088
Tatai protection sold 459 637
Credit derivatives hedges notional 3 48376 $ 91,451

{a) included $19.7 biifion and $34.9 billion a1 December 31, 2009 and 2008,
respectvely, that represedted the notioral amount for structured portictio
grorection; the Firm retains the first risk of loss on this portfolio.

The credit derivatives used by JPMorgan Chase far credit portfotic

management activities do not qualify for hedge accounting under

U.S. GAAP; these derivatives are reported at fair valug, with gains

and Yosses recognized in principal transactions revenue. In contrast,

the loans and lending-related commitments being risk-managed are
accounted for an an acoual basis. This asymmetry in accounting
wreatment, detween loans and fending-related commitments and
the credit derivatives used in credit portfclio management activities,
causes earnings volatility that is not representative, in the Firm's
view, of the true changes in value of the Firm’s overall credit expo-
sure. The MTM related to the Firm's credit derivatives used for
managing credit exposure, as well as the MTM related to the (VA

{which reflects the credit quality of derivatives counterparty expo-

sure) are included in the gains and losses realized on credit deriva-

tives disclosed in the table below. These results can vary from
period to period due 10 market conditions that affect specific posi-
tions in the portfoio.

Year ended December 31,

{in mitfions} 2009 2008 2007
Hedges of lending-related commitments!al§ (3,258)  § 2,216 $ 350
CVA and hedges of CVAI 1,920 (2,359) {363}

Net gains/{losses)\"} $(1,338) § (143  § (13)

{3) These hedges do not quaiy for hedge accounting under .S, GAAP.

{b) Excludes Josses of $2.7 billion and gains of $330 million 2nd $373 million for
the years snded December 31, 2009, 2008 and 2007, respectively, of other
principal fransactiors revenue that are nat associated with hedging actwvities.

1PMoman Crase & C¢42009 Annua! Report



Lending-related commitments

JPMorgan Chase uses lending-related financial instruments, such as
commitments and quarantees, to meet the financing needs of its
customers. The contractual amount of these finandal instruments
represents the maximum paossibie credit risk should the counterpar-
ties draw down on these commitments or the Firm fulfills its obliga-
tion under these guarantees, and the counterparties subsequentty
fail to perform according ta the terms of these contracts.

Wholesale lending-related commitments were $347.2 billion at
December 31, 2009, compared with $379.9 billion at December
31, 2008, rellecting lower customer demand. In the Firm’s view,
the total contractual amount of these wholesale fending-related
commitments is not representative af the Firm's actual credit risk
exposure or funding requirements. In determining the amount of
credit risk exposure the Firm has to wholesale lending-related
commitments, which is used as the basis for allocating credit risk
capital to these commitments, the Firm has established a “loan-
equivalent” amount for each commitment; this amount represents
the portion of the unused commitment or other contingent expo-
sure that is expected, based on average portfolio historical experi-
ence, to become drawn upon in an event of a defauit by an obligor.
The loan-equivalent amounts of the Firm's lending-related com-
mitments were $179.8 billion and $204 3 billion as of December
31, 2009 and 2008, respectively.

Top 10 emerging markets country exposure

Emerging markets country exposure

The Firm has a comprehensive internal process for measuring and
managing exposures 10 emerging markets countries. There is no
common definition of emerging markets, but the Firm generally
includes in its definition those countries whose sovereign debt
ratings are equivalent to “A+" or fower. Exposures 1o a country
include al} credit-related lending, trading and investment activities,
whether cross-border or locally funded. in addition to menitoring
country exposures, the Firm uses stress 1ests to measure and man-
age the risk of extreme loss associated with sovereign crises.

The table below presents the Firm's expasure, by country, to the
top ten emerging markets. The selection of countries is based solely
on the Firm’s largest total exposures by country and not the Firm's
view of any actual or potentially adverse credit conditions. Exposure
is reported based on the country where the assets of the obfigor,
counterparty or guarantor are located. Exposure amounts are
adjusted for collateral and for credit enhancements (e.g., guaran-
tees and letters of credit) provided by third parties; outstandings
supported by & guarantor lecated outside the country or backed by
coliatera! held outside the country are assigned 1o the country of
the enbancement provider. In addition, the effect of cedit deriva-
tive hedges and other short credit or eguity trading positions are
reflected in the table below. Total exposure indudes exposure to
both government and private-sector entities in a country.

At December 31, 2009 Cross-barder Total

(in biflions) Lending(?) Tradingfb! Otheri Total Locaild} exposure
South Korea $2.7 $ 1.7 $13 $87 $3.3 $9.0
India 1.5 2? 1.1 5.3 0.3 5.6
Brazil 18 {0.5) 1.0 23 2.2 4,5
China 1.4 0.4 0.8 30 _— 39
Taiwan 9.1 0.8 9.3 1.2 1.3 30
Hong Xong 1.1 0.2 13 1.6 -_ 26
Mexico 1.2 0.8 04 24 — 24
Chile 0.8 0.6 0.5 1.9 _— 1.9
Malaysia 0.1 13 9.3 1.7 0.2 19
South Africa 0.4 0.8 0.5 1.7 — 1.7
At December 31, 2008 Cross-borger Total

{in bill:ons) Lending{a) Trading'®) Othertd Tota$ Localld) exposure
South Korea 5 29 16 $ 09 $ 54 $2.3 $1.7
India 2.2 2.8 8.9 5.9 '8+ 65
China 1.8 16 03 37 08 4.5
Brazil 18 — 0.5 23 13 16
Taiwan o 0.2 03 26 2.5 31
Hong Kong 1.3 03 1.2 28 28
United Asab £mirates 1.8 0.7 - 25 — 2.5
Mexico 19 03 03 25 -~ 15
South Africa 0.9 Qs 04 18 _ 18
Russia 1.3 3.2 0.3 1.8 - 138

(a) lendngnchudes loans and acoued interest recaivable, interesl-beanng deposits with barks, acceqtances, other monetary asset, issued fetters of radit net of partiapatons, ang

undrawn com Titments % extend cedit,

{b)  Trading inctudes; {1) issuer axposure on cross-border dedt and equaty instruments, held doth in trading and investment 3ccounts snd adiusted for the impact of Bsuer hedges, induding
wredit derivatives; and {2) counterparty expaswre on derivatve and foraign exchange contracts as well 2s sequriies fingnaing trades (resaie agreements and seurities borrowed).

(0  Orther rep mairly local exgx

funded coss-border, including @pital irvestments m local enfities.

()  tocal exposure is defired as exposure 10 a country denemiraled in local curency and booked locally. Ary exposure not meeting these triteria is defined a3 cosy border exposure.
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Management’s discussion and analysis

CONSUMER CREDIT PORTFOLIO

IPMergan Chase's consumer portfolio consists primarily of residentiai
mortgages, heme equity loans, credit cards, auto loans, student
leans and business banking loans, with a primary focus on serving
the prime consumer credit market. The portfolic also incfudes home
equity foans and lines of credit secured by junior liens, mortgage
loans with interest-only payment opiicns to predominantly prime
borrowers, as well as certain payment-option loans acquired from
Washington Mutual that may result in negative amortization.

A substantial portion of the consumer foans acquired in the Wash-
ington Mutual transaction were identified as credit-impaired based
on an analysis of high-risk characteristics, induding product type,
loan-to-value ratios, FICQ scores and delinquency status. These
purchased credit-impaired loans are accounted for on a pool basis,
and the pools are considered to be performing. At the time of the
acquisition, these foans were recorded at fair value, including an
estimate of losses that were expected 1o be incurred over the esti-
mated remaining lives of the toan pocls. Therefore, no allowance for
loan losses was recorded for these loans as of the wansaction date.
In 2009; management cancluded that it was probable that higher
axpected future credit losses for certain pools of the purchased
credit-impaired portfolio would result in a decrease in expected
future cash fiows for these pools. As a result, an atowance for loan
losses of $1.6 billicn was established.

The credit performance of the consurner portfolio across the entire
product spectrum continues o be negatively affected by the eco-
nomic environment. Higher unemployment and weaker overal}
economic conditions have led to a significant increase in the number
of laans charged off, while continued weak housing prices have
driven 2 significant increase in the severity of foss recognized on real
estate loans that defauit. Delinguencies and nonperforming loans
continued 1o increase in 2009. The increases in these credit quality
metrics were due, in part, to foreclosure moratorium programs,
which ended in early 2009. These moratoriums halted stages of the
foreclosure process while the U.S. Treasury developed its homeowner
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assistance program {i.e., MHA) and the Firm enhanced its foreclo-
sure-prevention programs. Due to a high volume of foraclosures after
the moratoriums, processing tirmelines for foreciosures were elon-
gated by approximately 100 days. Losses related to these loans
continued 1o be recognized in accordance with the Firm’s normal
charge-off practices, but some delinguent loans that would have
otherwise been foreclosed upon remain i the mortgage and home
equity loan portfolios. Additional deterioration in the overall eco-
nomic environment, including cantinued deterioraticn in the labor
and residential real estate markets, could cause delinquendies and
losses to increase beyond the Firm’s current expectations.

Since mid-2007, the Firm has taken actions to reduce risk exposure
to consumer loans by tightening both underwriting and loan qualifi-
cation standards for both real estate and non-reat estate lending
products. Far residential real estate fending, tighter income verifica-
tion, more conservative collateral valuation, reduced loan-tc-value
maximums, and higher FICO and custom risk score requirements are
just some of tha actions taken to date to mitigate risk related to new
originations. The Firm believes that these actions have better aligned
loan pricing with the underlying credit risk of the loans. In addition,
originaticns of subprime mortgage loans, stated income and breker-
originated mortgage and home equity foans have been eliminated
entirely to further reduce originations with high-risk characteristics.
The Firm has never originated option adjustable-rate mortgages. The
tightening of underwriting criteria for auto foans has resulted in the
reduction ef both extended-term and high loan-to-value financing.

As a further acticn to reduce risk associated with Jending-refated
commitments, the Firm has reduced or canceled certain lires of
credit as permitted by faw. For example, the Firm may reduce or
close home equity fines of credit when there are significant decreases
in the value of the underlying property or when there has been a
demanstrable dedline in the aeditworthiness of the borrower, Simi-
larly, certain inactive credit card lines have been closed and a num-
ber of active credit card fines have been reduced.
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The following table presents managed consumer credit—related information (including RFS, CS and residential real estate loans reported in the
Corporate/Private Equity segment) for the dates indicated. For further information about the firm's nonaccrual and charge-off accounting policies,
see Note 13 on pages 200-204 of this Annual Report.

Consumer portfolio

90 days or more
As of or for the year ended Nonperforming past due and Average annual
December 31, Credit expqsyre toans() still accruing Net chargg-offs_  netcharge:off rate®t
fin miffions, except ratios} 2009 2008 2009 2008 2009 2008 1009 2008 2009 2008

Consumer loans - excluding
purchased credit-impaired
loans and loans held-for-sale

Home equity — senior tien(a) $ 223763 29793 § 477 0§ 297 $ — § — § 234 § 86 0.80% 0.33%

Home equity — junior tien{b) 74,043 84542 1,188 1,103 - — 4,488 2305 5.62 3.12

Prime mortgace 66,892 72,266 4,355 1,895 — wm 1,894 526 .74 1.02

Subprime mortgage 12,526 15,330 3,248 2,690 e — 1,648 933 11.86 6.10

QOption ARMs 8,536 9,018 312 10 — - 63 S 0.7t —_

Auto leansi<) 46,031 42,603 127 148 — - 627 568 1.44 130

Credit card - reporte aldXe) 78,786 104,746 3 4 3,481 2,649 9,634 4,556 11.07 5.47

Al other loans 31,700 33,715 900 430 542 453 1,285 459 3.88 1.58
Total consumer loans 345,896 392,013 10,660 6,571 4,023 3,112 19,833 5,433 5.45 290
Consumer loans — putchased

credit-impaired!

Home eguity 26,520 28,555 NA NA NA NA NA NA NA NA

Prime martgage 19,693 21,855 NA NA NA NA NA NA NA NA

Subprime morgage 5,993 6,760 NA NA NA NA NA NA NA NA

Option ARMs 29,039 31,643 NA NA NA NA NA NA NA NA
Total consumer lgans ~ pur-

chased credit-impaired 81,245 88,813 NA NA NA NA NA NA NA NA
Total consumer loans —

retained 427,141 480,828 10,660 6,571 4,023 3,112 19,833 9,433 4.41 2.1
Loans helth-for-sale 2,142 2028 — — — — —_ — — —
Total consumer loans -

reported 429,283 482,854 10,660 6,571 4,023 3112 19,833 9,433 4.41 2.7
Credit card - securitized!9) 84,626 85.571 — — 2,385 1,802 6,443 3,612 7.5% 453

Yotal consurmer loans —

managed 513,909 568,425 10,660 6,571 6,408 4914 26,276 13,045 4.91 3.06

Total consumer loans ~
managed — excluding
purchased credit-impaired

joans() 432,664 479612 10,660 6,571 6,408 4514 26,276 13,045 5.85 3.22
Consumer lending-related
commitments:
Home equity ~ senior ienfakh) 19,246 27,998
Home equity ~ junior lien(b)(h} 37,231 62,745
Prime mongage 1,654 5079
Subprime morigage — —
Option ARMs —_ —
Auto Ipans 5,467 4,726
Credit cardih? 569,113 623,702
All other loans 11,229 12,257
Total lending-related
commitments 643,940 741,507
Total consumer credit
portfotio $1,157,849 §1,309,532
Memo: Credit card - managed $ 163,4129% 150317 % 3 § 4 $5866 5 4451 $16,077 § 8168 9.33% 501%

(2} Represents ioans where JPMorgan Chase halds the first secunty :nterest on the property.

(b} Represents icans where |PMorgan Chase halds a security interest that is subordinate in rank o other tiens.

{c) Exdudes cperating lease-related assets of §2.9 dillior ard $2.2 bilion for Docember 31, 2009 and 2608, respectively.

{d} includes $1.0 billion of Ioans at December 31, 2009, held by the Washingtor Mutual Master Trust, which were consolidated onta the Fire's Consoudated Balance Sheets at
far value during the second quarter of 2009.

{e) Includes bifted finance charges and fees net of an altowance for uncotiectible amounts.

{f} Charge-offs are rot recarded on purchased gedit-impaired ioans until actual losses exceed estimated losses that were recordad as purchase accounting adustments at the
time of acquisition, To date, no charge-offs kave been recorded for these toans, If charge-offs were reported comparable 2o the ron-gedit impaired portfolio, life-to-date
principal sharge-offs would have been $16.7 biiion,

(g) Represents securkized credit card receivables, For 2 further discussion of aredit card securitizations, see CS on pages 72-74 of this Aenual Report.
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Management’s discussion and analysis

() The aedit card and home equity lending-related commitments represent the total avaifable lines of credit for these products. The firm has r:ot experienced, and does not
anticipate, that alt avaitable lires of credit would be utilized at the same time. For aredit card commigments and home equity commitments (if certain conditions are met),
the Firm can reduce or cancel these lines of edit by prov:ding the borrower prior notice or, in some cases, without notice aspermitted by law.

li) At December 31, 2009 and 2008, nonperforming Icans exciuded: (1) mortgage loans ‘nsured by U.S. government agencies of $9.0 biflion and $3.0 billion, respectively; and
(2) student toans that are 90 days pest due and still accruing, which are insused by U.S. government agenctes under the Federal Family Education Loan Program, of $542
million and $437 million, respectively. These amounts are excluded, as reimbussement is proceeding normally. I addition, the Firm's policy is generally to exempt credit card
loar:s ‘rom being placed on nonaccrual status as permitted by regulatory gu:dance. Under guidance issued by the Federal Financal Institutions Examination Council, credit
card foans are charged off by the end of the month in which the account becomes 180 days past due or within 60 days from receiving notfication about a specified event
(e.g., bankruptcy of the borrower), whichever is earker.

(1) Excludes purchased credil-impared loans that were acquired as part of the Washington Mutsal Uransaction, which are accounted for on a pool basis. Since each pool is
accounted for 3s 3 single asset with a single composite interest rate and an aggregate expectation of cash flows, the past due status of the poos or that of indivdual loans
within the pools, is not meaningful. Because the Firm is recognizing interest mcome on each pool of loans, they are all considered to be

{k) Average consumer ioans he'd-for-saie and loars at far vatue were $2.2 biflion ard $2.8 bilton for the years ended Decerber 31, 2009 and 2008, tesoedwely These
amounts were exduded when calcuiating the ret charge- off rates.

The following table presents consumer nonperforming assets by business segment as of December 31, 2009 and 2008.
Consumer nonperforming assets

2009 2008
Assetsacquired Assets acquired
in loan satisfactions in l0an satisfact:ons

As of December 31, Nonperforming Real estate Nonperfcrming  Nongerfcrming  Real estate Nonperforming
(in millions) foans owned Other assls loans owred Other assets

Retail Finanaal Servicestd)  $10,611 $ 1,154 S 99 $11,864 $ 6,548 $ 2.182 $ 110 § 8841
Card Services(d) 3 — — 3 4 — — 4
Corporate/Private Equity 46 2 — 48 19 1 — 20
Total $10,660 S 1,156 ] 99 $11,915 § 8.571 § 2,184 § 10 § 8,865

(a) At December 31, 2009 and 2008, nonperforming loars and assets exckided: (1) mortgage loans insured by U.S. gavernment agerces of $9.0 billion ard $3.0 bilion, respec-
tively; (2) reat estate owned insured by U.S. govemment agences of $579 milion ard $364 million, respectively; and (3) student ioans that are 90 days past due and stt ac-
auing, which are insured by U.S. government agencies under the Federal Family Education Loan Program, of $542 million and $437 mition, respectely. These amounts are
excluded, as reimbursement is proceeding nomatly. In addition, the Firm's policy is generaily to exempt crednt card loans from beir:g piaced on nonaccrual siatus as pemitted
by requlatory guidance. Under guidance issued by the Federal Financial Irstitutions Examination Council, aedit card loans are charged off by the end of te month in which
the account becemes 180 days past due or within 60 days from recemng notification about a specified event {e.g., bankrupscy of the borrower), whichever :s earlier.

Prime mortgages of $67.3 billion decreased $5.2 billion from
December 31, 2008. The 2009 provisian for credit losses induded a
netincrease of $1.0 billion to the allowance for loan losses reflect-
ing the impact of the weak economic environment. Early-stage
delinquencies improved in the latter part of the year, while late-
stage delinquendes have increased as a result of prior foreclosure
moratoriums and ongoing trial modification activity, driving an
increase in nonperforming loans.

The following discussion relates to the spedific loan product and
lending-related categories within the consumer portfolio. Purchased
credit-impaired loans are excluded from individual foan product
discussions and addressed separately below.

Home equity: Home equity loans at December 31, 2009 were
$101.4 billion, a decrease of §12.9 billion from year-end 2008. The
decrease primarily reflected lower foan originations, coupled with
loan paydowns and charge-offs. The 2009 provision for cedit
losses fer the home equity portfolio included net increases of $2.1
billion to the allowance for loan losses, reflecting the impact of the
weak housing prices and higher unemployment. Senior lien nonper-
forming loans increased from the prior year due to the weak eco-
nomic environment, while junior lien nonperforming loans were
relatively unchanged. Net charge-offs have increased from the prior
year due to higher frequency and severity of losses.

Subprime mortgages of $12.5 billion decreased $2.8 billion
f-om December 31, 2008, as a result of paydowns, discontinua-
tion of new originations and charge-offs on delinquent foans.
The 2009 provision for credit losses included a net increase of
$625 million to the aliowance for loan losses, reflecting the
impact of high lass severities driven by declining home prices.

Option ARMs of $8.5 billion represent less than 5% of non-
purchased credit-impaired real estate loans and were $482 million

Mortgage: Morgage loans at December 31, 2009, which indude
prime mortgages, subprime mortgages, adjustable-rate mortgages
("option ARMs") acquired in the Washington Mutual transaction
and mortgage loans reld-for-sale, were 388.3 billion, representing
an $8.5 billion decrease from year-end 2008. The decrease is due
10 lower prime mortgage loans retained in the portfolio and higher
loan charge-offs, as well as the run-off of the subprime ard option
ARM partfolios. Net charge-offs have increased from the prior year
across all segments of the mortgage portfolio due to both higher
frequency and a significant increase in the severity of losses.
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lower than December 31, 2008, due to run-off of the portfolio. This
portfolio is primarily comprised of loans with low loan-to-value
ratios and high borrower FICOs. Accordingly, the Firm cursently
expects substantially lower losses on this portfolio when compared
with the purchased credit-impaired option ARM portiolio. The
cumulative amount of unpaid interest added to the unpaid principal
balance due to negative amortization of option ARMs was $78
million at December 31, 2009. New originations of option ARMs
were discontinued by Washington Mutual prior to the date of
JPMorgan Chase's acquisition of Washington Mutual. The Firm has
not originated, and does not originate, option ARMs.
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Auto loans: As of December 31, 2009, auto loans were $46.0
billion, an increase of $3.4 billion from year-end 2008, partially
as a result of new originations in connection with the U.S. gov-
ernment’s “cash for clunkers” program in the third quarter.
Delinquent loans were slightly lower than the prior year. Loss
severities also decreased as a result of higher used-car prices
nationwide. The auto loan portfolio reflects a high concentration
of prime quality credits.

Credit card: JPMorgan Chase analyzes its credit card portfolio
on a managed basis, which includes credit card receivables on the
Censolidated Balance Sheets and those receivables sold to inves-
tors through securitizations. Managed credit card receivables
were $163.4 billion at December 31, 2009, a decrease of $26.9
billion from year-end 2008, reflecting lower charge volume and a
higher level of charge-offs.

The 30-day managed delinquency rate increased to 6.28% at
December 31, 2009, from 4.97% at December 31, 2008, and the
managed credit card ret charge-off rate increased to 9.33% in
2009, from 5.01% in 2008. These increases reflect the current
weak economic environment, especially in metropolitan statistical
areas ("MSAs") experiencing the greatest housing price deprecia-
tion and highest unemployment and to the credit performance of
loans acquired in the Washington Mutual transaction. The allow-
ance for loan losses was increased by $2.0 billion for 2009,
reflecting a provision for loan losses of $2.4 billion, partially offset
by the redlassification 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 a well-seasoned,
largely rewards-based portfolio that has good U.S. geographic
diversification.

Managed credit <ard receivables, excluding the Washington
Mutual porttolio, were $143.8 billion at December 31, 2009,
compared with $162.1 biilion at December 31, 2008. The 30-day
managed delinquency rate was 5.52% at December 31, 2009, up
from 4.36% at December 31, 2008; the managed credit card net
charge-off rate, excluding the Washington Mutual portfolio
increased 1o 8.45% in 2009 from 4.92% in 2008.

Managed credit card receivables of the Washington Mutual
portfolio were $19.7 billion at December 31, 2009, compared
with $28.3 billion at December 31, 2008. Excluding the impact of
the purchase accounting adjustments related to the Washington
Mutual transaction and the consolidation of the Washington
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Mutual Master Trust, the Washington Mutual portfolio’s 30-day
managed delinguency rate was 12.72% at December 31, 2009,
compared with 9.14% at December 31, 2008, and the 2009 net
charge-off rate was 18.79%.

All other: Alf other loans primarily include business banking
Icans {which are highly collateralized loans, often with personal
Ican guarantees), student loans, and other secured and unse-
cured consumer loans. As of December 31, 2009, other loans,
including loans held-for-sale, were $33.6 billion, down $2.0
bilion from year-end 2008, primarily as a result of lower business
banking loans. The 2009 provision for credit losses reflected a net
ircrease of $580 million to the allowance for loan losses and an
increase in net charge-offs of $826 million related to the business
banking and student loan portfolios, reflecting the impact of the
weak economic environment.

Purchased aredit-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 amount of expected loan principal
and interest cash flows to be colleczed for these loans. Probable
decreases in expected loan principal cash flows trigger the recog-
nition of impairment through the provision for loan losses. Prob-
able and significant increases in expected loan principal cash
flows would first resultin the reversal of any allowance for loan
losses. Any remaining increase in the expected principal cash
flows would be recognized prospectively in interest inccme over
the remaining lives of the underlying loans.

During 2009, management concluded that it was probable that
higher expected principal credit losses for the purchased credit-
impaired prime mortgage and option ARM pools would fesult in a
decrease in expected cash flows for these poals. As a result, an
allowance for loan losses of $1.1 billion and $491 million, respec-
tively, was established for these pools. The credit performance of
the other pools has generally been consistent with the estimate of
losses at the acquisition date. Accordingly, no impairment for
these other poals has been recognized.
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Management’s discussion and analysis

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

Following is tabular information and, whese appropriate, supplemental discussions about certain cancentrations of credit risk for the Firm's

consumer loans, other than purchased credit-impaired foans, including:

¢ Geagraphic distribution af [oans, including certain residential real estate loans with high loan-to-value ratios; and

« Loans that are 30+ days past due.

The following tables present the geagraphic distribution of managed consumer credit outstandings by product as of December 31, 2009 and

2008, excluding purchased credit-impaired loans.

Consumer loans by geographic region - excluding purchased credit-impaired loans

Total Totad
December 31, Hormre Home Total consumes consumer
2009 equity - etuity - Prime Subprime  Option  home foan Carg Alt orhet  loans— Card lgans—
{in bitliens) sepior lien jumior lien  morgage  mortgage  ARMs portfofio Auto teported ‘08Ms reported  securitized  managed
Caiiforma $ 3.6 $16.9 $ 199 $ w7 $383 % 45t $434 $ 10 $ 1.8 $623 $ 114 ¢ 1327
New York 34 124 9.2 1.5 0.9 274 38 6.0 4.2 41.4 6.7 48.1
Texas 4.2 2.7 25 04 0.2 10.0 43 5.6 38 23.7 6.5 302
Flarida 1.2 4.1 6.0 19 0.7 13.9 1.8 5.2 0.9 N8 4.8 6.6
{llinois 1.3 1.8 34 0.6 04 11.0 24 3.9 24 19.7 49 246
Chio 23 19 08 0.3 — 23 3.2 31 29 14.5 34 17.9
New Jetsey 0.8 38 23 0.6 03 7.4 1.8 3.0 0.9 13.5 36 17.1
Michigan 13 1.9 1.4 03 el 49 21 2.4 25 11.9 29 148
Arizona 1.6 36 1.6 0.3 0.1 72 1.5 1.7 1.6 12.0 2.1 14.1
Pennyhvania 0.2 1.2 0.7 0.4 0.1 2.6 20 28 6.3 8.2 3.2 114
Washington 6.9 24 1.9 03 0.4 5.9 0.6 1.5 0.4 8.4 1.5 9.9
Colorado 0.4 1.7 1.8 0.2 0.2 43 1.0 1.6 08 %3 2.1 98
All ather 5.7 16.6 16.6 4.0 1.4 44.3 12.1 31.0 10.6 103.0 31.5 134.5
Total $2.4 $740 % 673 $ 125 $ 85 $ 1897 $460 §788 § 336 $ 348.1 $ 846 § 4327
Total Total Total
Home Home heme consumer consumer
Degember 31, 2008 equity—  equity — Prime  Subprieme  Option ioan Card Allother  ‘oans - Card IDars -
fin billions) seniot lien  junior fen  mortgage  mortgage ARMS portiolio Auto reposied l0ans repocted  securitized  managed
Calformia $ 319 §$ 193 S 28 $ 22 % 38 § 520 & 47 $ 148 $ 20 § 735 § 125 $ 860
New York 33 110 10.4 127 09 283 37 83 4.7 46.0 66 526
Texas 50 31 27 0.4 0.2 11.4 38 74 4.1 26.7 6.1 328
Florda 13 50 50 2.3 09 155 1.5 68 0.9 247 5.2 299
1knois 18 53 33 0.1 0.3 1.5 2.2 5.3 25 s 46 6.1
[ L1%] 26 20 Q9.7 04 — 5.7 33 4.9 3.3 16.4 34 19.8
New jarsey 0.8 4.2 i35 0.8 03 §b 16 4.2 03 15.3 36 189
Michigan 14 22 1.3 04 —-— 53 15 34 2.8 130 2.8 158
Arizona .7 42 16 0.4 0.2 81 16 23 19 139 18 15.7
Peresylvania 0.2 14 0.7 05 0.1 29 1.7 39 a.7 9.2 32 1.4
washington 1.0 28 23 03 ¢S 69 08 20 0.4 9.9 5 115
Colorado 05 18 19 03 03 49 29 2.1 6.9 g8 2.1 10.9
All other 62 pLA 16.3 4.3 15 45.0 15.9 40.1 10.5 1151 32.1 147.2
Total § 298 $ 845 § 225 § 153 % 90 § 2111 § 416 $104.7 $ 35.6 $ 3940 § 856 § 479.6
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Top 5 States Consumer Loans - Managed ®! Top 5 States Consumer Loans - Managed ®
{at December 31, 2009) {at December 31, 2008)

California
17.9%

All other Al ather S
53.1% 52.7% 2% New York
a2 11.0%
I M3y
i Tenas
6.8%
Honda
litingis 6.2%
5.4%
{9) Excluding the purchased tredit-impaired 'oans quired in the Washingian Mutual tramaction

The following table presents the geographic distribution of certain residential rea estate loans with current estimated combined Joan-to-value
rauos (“LTVs™) in excess of 100% as of December 31, 2009 and 2008, excluding purchased aedit-impaired toans acquired in the Washingion
Mutual transaction. The estimated collateral values used ta caculate the current estimated combined LTV rarios in the following table were
derived from a nationally recognized home price index measured at the MSAS level. Because home price indices can have wide variability and
such derived real estate values do not represent actual appraised loan-level collateral values, the resulting ratios are necessarily imprecise and
should therefore be viewed as estimates.

Geographic distribution of residential real estate loans with current estimated combined LTVs > 100%(@)

December 31, 2009 Home equity ~ Prime Subprime 9% of

{in billions, axcept ratios} junios lien{d morigage(cid) mongagel¢ Total totel loans{e)
California 5 83 $ 9.4 $ 11 $ 18.8 50%
Naw York 23 1.3 0.3 39 17
Ariaona 28 1.1 0.2 4.1 75
Florida 2.8 39 13 8.6 67
Michigan 13 0.9 0.2 24 67
All other 8.1 6.1 1.8 16.0 22
Total combined LTV >100% $ 25.6 § 227 S 49 $ 53.2 35%
As 3 percentage of tota! loans 5% 34% 38% 35%

Total portfolio average combined LTV at origination 74 74 19

Total portiolio average current estimated combined LTVD} 97 93 101

December 31, 2008{0 Home equity — Prime Subprime o of

(in bittions, except ratios) junior Jienfd mongagelXtd) mongageld Total total |oans(e}
Catifornia § 84 § 18 S 13 I 176 40%
New York 1.8 08 03 2.7 1
Arizona 2.9 0.9 0.2 4.0 65
Fiorida 219 29 1.5 73 95
Michigan 1.3 0.6 03 2.2 56
All othat 1.5 3.3 1.6 12.4 16
Total cambined LTV >100% § 248 § 16.2 § 52 $ 462 27%
As a percentage of total foans 29% 22% 34% 7%

Total portfolio average combined LTV at origination 75 12 79

Total portfolio average current estimated combined LTV(b) 91 83 91

{a) Home equity-jurior lien, prime morigage and subprime mortgage loans wath current estimated combined LTVs greater than 80% up to and inciuding 100% were
$17.9 biltion, $17.6 biltion and $3.5 tillion, respectivaly, at Dacember 31, 2009.
) The average qurrent estimated combined LTV ratio reffects the outstanding baiance 2t the balance sheet date, divided by the estimated currern property value. Current

property values are estimated bases on home valuasion models utifizing natianally recognized home price index vaiuation estimaes.

{<) Represents comirned loan-tovalue, which considers alf avaiiable tien positions related 10 the property.

{d) Includes mortgage loans insured by the LL.S. goverament aag‘r;.
le

{e) Represents ratal laans af the product types noted in this t

cies of §5.3 titliom and $1.8 biltion at December 31, 2009 and 2008, respectively.
by geographic location,

{} December 2008 estimated coltateral valses for the heritage Washington Mutual portialio have been changed 1o ¢onform o vaives derived from the home price index used
for the JPMergan Chase portfolio. Home price indices generally have different vaiuation methods and assumpsions and therefore can yield a wide range of sstimates.
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Management’s discussion and analysis

The consumer credit partfolio is geographically diverse. The
greatest concentratior: of loars is in California, which represents
18% of total on-balance sheet consumer foans and 24% of totat
residential real estate leans at December 2009, compared to
19% and 25%, respectively, at December 2008. Of the total on-
balance sheet consumer loan portfolio, $149.4 billior, or 43%,
are concentrated in California, New York, Arizona, Florida and
Michigan at December 2009 compared to $171.1 billion, or 43%,
at December 2008.

Declining home prices have had a significant impact on the esti-

quency rate for loans ir: which the borrower has eguity in the
collateral. White a farge portion of the loans with current esti-
mated combined LTV ratios greater than 100% continue 10 pay
and are current, the continued willingness and ability of these
borrowers to pay is currently uncertain, Nongerforming loans in
the residential real estate portfofio totaled $9.6 billion, of which
64% was greater than 150 days past due at December 31, 2009.
Of the nonperforming loans that were greater than 150 days past
due at December 31, 2009, approximately 36% of the unpaid
principal balance of these {cans has been charged-down to

mated collateral value underlying the Firm’s residential real estate estimated colfateral value.

loan portfolic. In general, the delinquency rate for loans with high
current estimated combined LTV 1atios is greater than the delin-

Consumer 30+ day delinquency information

30+ day delinguent loans 30+ day delinguency rate

December 31, (i millions, except ratios) 2009 2008 2009 2008
Consumer loans - excluding purchased credit-impaired loansia)

Home equity ~ senior lien S 833 b 585 3.04% 1.96%

Home eguity ~ junior lien 2,518 2,563 3.40 303

Prime mortgage 5,532(} 3,180} 8.21d 4.35(d)

Subprime mortgage 4,232 3,760 33.79 24.53

Option ARMs 438 68 5.13 0.75

Auto Joans 750 963 1.63 228

Credit card —~ reported 6,093 5,653 .73 S.40

All other ioans 1,306/d 708(¢ 3.91 1.59
Total consumer Joans — excluding purchased credit-impaired

loans - reported $ 21,699 § 17,480 6.23% 4,44%

Credit card - securitized 4,174 3,811 493 4.45
Total consumer toans - excluding purchased credit-impaired

loans — managed $ 25,873 § 21,291 5.98% 4,44%
Memo: Credit card — managed $ 10267 § 9464 6.28% 4.97%

(2) The delinguengy rate for purchased adit-impaired 1oans, which 1s based on the unpaid principal balance, was 27.79% and 17.89% at December 3%, 2009 and 2008,
respectively.

{b) txcludes 30+ day delinquent mortgage foans that are insured by U.S. government agencies of $3.7 billion and $3.5 biilion 1 December 31, 2009 and 2008, respec-
tively. Thesa amounts are excluded, as reimbursement is proceeding normatly.,

{<} Excludes 30+ day delinquent loans that are 30 days or more past due and still accruing, which are insured by U.5. government agencies under the Federal Family
Education Laan Program, of $942 millien and $824 milhon at Decerber 37, 2009 and 2008, respectively, These amounzs are excluded as reimbursement is proceeding
normatly.

{d) The denominater for the calculation of the 30+ day delinguency rate includes: {1} residential real estate loans reported in the Corporate/Private Equity segment; and (2}
morigzge loans insured by U.S. government agencies. The 30+ day delinguency rate excluding these loar balances was 11.24% and 5.14% at December 31, 2009 and
2008, respectively,

Consumer 30+ day delinguencies have increased to 6.23% of the consumer loan partfolio at December 31, 2009, in comparison to 4.44% at
December 31, 2008, driven predominately by an increase in residential real estate delinquencies which increased $3.4 billion. Late stage
delinguencies {150+ days delinquent) increased signdicantly reflecting the impacts of trial loan modifications and foreclosure moratorium
backlogs. Losses related 10 these faans continue 1o be recognized in accordance with the Firm's normal charge-off practices; as such, these
loans are reflected at their estimated collateral value. Early stage delinguendies {30 - 89 days delinquent) in the residentiat real estate portfo-
lios have remained relatively fiat year over year.
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Concentrations of credit risk — purchased credit-impaired loans

The following table present the current estimated combined LTV ratio, as well as the ratio of the carrying value of the underying loans to the
current estimated coltateral value, for purchased credit-impaired loans, Because such loans were initially measured at fair value, the ratio of the
carrying value to the current estimated collateral value will be lower than the current estimated combined LTV ratio, which is based on the unpaid
principal balance. The estimated collateral values used 10 calculate these ratios were derived from a nationally recognized home price index meas-
ured at the MSA level, Because home price indices can have wide variabifity, and such derived real estate vakies do not represent actual appraised
loan-fevel collateral values, the resulting ratios are necessarily imprecise and should therefore be viewed as estimates.

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

Ratio of carrying
value to current

Oecember 31, 2009 Current estimated Carrying estimated

{in billions, except ratios) Unpaid principal balance®  combined LTV ratiolcKd) valel®) colfaterat value
Option ARMs(a) $ 374 128% $290 983
Home equity 329 127 165 102
Prime martgage 20 121 18.7 1020
Subprime mortgage 9.0 122 6.0 81

Ratio of carrying
value to querent

Decermber 31, 20083 Current estimated Camying estimated

(in @iflions, except ratios) Unpaid principal balance®!  combined LTV ratiolcXd) valuel®) tollateral value
Option ARMS § 416 113% $ 316 86%
Home equity 398 15 28.6 82
Prime mortgage 25.0 107 218 84
Subprime mortgage 10.3 112 5.8 3

{a} The cumuiative amount of unpaid interest that has been added 10 the unpaid prindpal balance of option ARMs was §1.9 biflion at December 31, 2083. Assuming
market Interest rates, the Firm would expeat the fglowing halance o current 0ans [0 experience a payment recast: $6,2 billion in 2010 and $3.9 billion in 2011, of
whick $4.8 hillion and §3.7 biflion relate 10 the purchased credit-impaired pertfolio.

{b) Represents the zontractual amount of princpal ewed.

{c) Represents the aggregate unpaid prncipal batance of loans divided by the estimated current soperly vajue. Curent property values are estimated based on home
waluation models utilizing nationally recognized hame priceindex valuation estimates.

(d) Represents clrrent estimated comikned foan-to-value, which considers all avaiiable l:en positions retated 1o the property.

(&) Camying vaiues include the effect of fair vaiue adjustments that were applied ta the consumer purchased credit-imparred pottioli at the date of acquisiion.

{f) Ratios of carrying vafue 1o current estimated colfaterai value for the prime mortgage anc option ARM portfoiics are net of rhe alfowance for loan fosses of $1.1 billion
and $491 miflion, respectively, as of December 31, 2009,

(@) December 2008 estimated collateral vafues for the heritage Washingtor Mtual portioiio have been changed 10 corform to values derived from home price index used
for the IPMargan Chase portfolio. Home priec indises gereraily have differem vaiuation methods and assumptions and therefore can yield a wide range of estimates.

Purchased credit-impaired loans in the states of California and
Florida represented 54% and 11%, respectively, of total pur-
chased credit-impaired loans at December 31, 2009, compared
with 53% and 11%, respectively, at December 31, 2008. The
current estimated combined LTV ratios were 137% and 149% for
California and Florida loans, respectively, at December 31, 2009,
compared with 121% and 125%, respectively, at December 31,
2008. Loan concentrations in Cafifornia and Florida, as well as
the continuing decline in housing prices in these states, have
contributed negatively to hoth the current estimated combined
LTV ratio and the ratio of carrying value to current collateral value
for foans in the purchased credit-impaired portfolio.

iPMorgan Chase & C0./2009 Anrtual Report

While the carrying value of 1he purchased credit-impaired loans is
marginally befow the current collateral value of the foans, the
ultimate performance of this portfatio is highly dependent an the
porrowers' behaviar and ongoing ability and wilfingness to con-
tinue to make payments on homes with negative equity as well as
the cost of alternative housing. The purchased credit-impaired
portfalio was recorded at fair value at the time of acguisition
which included an estimate of losses expected to be incurred over
the estimated remaining lives of the loan pools. During 2009,
management concluded that it was probable that higher than
expected future principal credit losses would result in 3 decrease
in the expected future cash flows of the prime and option ARM
poals. As a result an aliowance for joan losses of $1.6 billion was
established.
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Management’s discussion and analysis

Residential real estate loan modification activities:
During 2009, the Firm reviewed its residential real estate portfolio
to identify homeowners most in need of assistance, opened new
regional counseting centers, hired additional lean counseiors,
introduced new financing altematives, proactively reached out to
horrowers to offer pre-qualified modifications, and commenced a
new process to independently review each loan before moving it
into the foreclosure process. In addition, during the first quarter
of 2009, the LS. Treasury introduced the MHA programs, which
are designed to assist eligible homeowners in a number of ways,
one of which is by madifying the terms of their martgages. The
Firm is participating in the MHA programs whife continuing to
expand its other loss-mitigation efforts for financially distressed
borrowers who do not qualify for the MHA programs. The MHA
programs and the Firm's other loss-mitigation programs for
financially troubled borrowers generally represent various conces-
sions such as term extensions, rate reductions and delerral of
principal payments that would have otherwise bean reguired
under the terms of the original agreement. When the Firm modi-

fies home equity lines of credit in troubled debt restructurings,
future lending commitmenis related 1o the modified foans are
canceled as part of the terms of the medification. Under alt of
these programs, borrowers musi make at least three payments
under the revised contractual terms during a trial modification
period and be successfully re-undenwritten with income verifica-
tion before their foans can be permanently modified. The Firm's
loss-mitigation programs are intended to minimize economic loss
1o the Firm, while providing alternatives to foreclosure. The
success of these programs is highly dependent on horrowers'
ongoing ability and willingness to repay in accordance with the
madified terms and could be adversely affected by additional
detericration in the economic environment or shifts in barrower
behavior. For bath the Firm's on-balance sheet loans and loans
serviced for others, approximately 600,000 mortgage modifica-
tions had been offered to borrowers in 2009. Of these, 89,000
have achieved permanent modification, Substantiaity all of the
loans contractually modified to date were modified under the
Firm's other loss mitigation programs,

The following table presents information relating to restructured on-balance sheet residential real estate foans for which concessions have
been granted to borrowers experiencing financial difficulty as of December 31, 2009. Mcdifications of purchased credit-impaired loans con-
tinue to be accounted for and reported as purchased credit-impaired ioans, and the impact of the modification is incorporated into the Firm's
quarterly assessment of whether a probable andfor significant change in estimated future principai cash flows has occurred. Modifications of
loans other than purchased credit-impaired are generally accounted for and reported as troubled debt restructurings.

Restructured residential real estate loans(®

Nongperforming

December 31, 2009 On-~balance on-balance
{in millions) sheet loans sheet loans(®)
Restructured residential real estate [oans - excluding

purchased credit-impaired loanst®!

Home equity — senior lien b 168 § 30

Home equity — jurior lien 222 43

Prime mortgage 634 243

Sutprime mortgage 1,998 598

Option AR 8 6
Yotal restructured residential real estate loans — excluding purchased credit-impaired loans § 3,030 § 320
Restructured purchased credit-impaired laans(c

Home equity b 453 NA

Prime mortgage 1,526 NA

Subprime mortgage 1,954 NA

Option ARMs 2,972 NA
Total restructured purchased credit-impaired loans $ 6,905 NA

(a) Restrucured residential real estate loans were immatenial at Decemder 31, 2008,
{b} Amounts regresent the canrying vaiue of iestructured res:dent:ai real estate loans,

(<) Amounts represent the unpaid principal balance of restructised purchased aedit-impaired loans,
{d} Nonperforming foans modified in a troubled debt teswucturing may be retumed to acaual stalus when repayment is reasorably assured ard the borrower has made 2

mirimum of six payments under the rew terms.

Real estate owned {"REQ"): As part of the residential real
estate foreclosure pracess, loans are written down to the fair value
of the underlying rea! eszate asset, less costs to self. In those in-
stances where the Firm gains title, ownership and possession of
individuat properties at the compietion of the foreclosure process,
these RED assets are managed far prompt sale and disposition at
the dest possible economic value. Any further gains or losses on
REQ assets are recorded as part of other income. Operating ex-

122

pense, such as reaf estate taxes and maintenance, are charged to
other expense. REQ assets dedined from year-end 2008 as 2 result
of the foreclosure moratorium in early 2009 and the subseguent
increase in loss mitigation activities. [t is anticipated that REQ
assets will increase aver the next several quarters, as [oans moving
through the foreclosure process are expected to increase.
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Portfolio transfers: The Firm reqularty evaluates market condi-
tions and overall econemic returns and makes an initial determina-
tion as to whether new originations will be held-for-investment or
sold within the foreseeable future. The Firm also periodically evalu-
ates the expected economic returns of previously originated loans
under prevailing market conditions 10 determine whether their
designation as held-for-sale or held-for-investment continues to be
appropriate. When the Firm determines that a change in this desig-

ALLOWANCE FOR CREDIT LOSSES

nation is appropriate, the loans are transferred to the appropriate
classification. Since the second half of 2007, aii new prime mort-
gage originations that cannot be sold to U.S. government agencies
and U.S. government-spansored enterprises have been designated
as held-for-investment, Prime mortgage loans originated with the
intent to sell are accounted for atfair value and dassified as trad-
ing assets in the Consolidated Balance Sheets.

JPMorgan Chase's aflowance for loan losses covers the whelesale
(risk-rated) and consumer {primarily scored) loan portfolios ard
represents management’s estimate of probable credit losses inherent
in the Firm's loan portfolio. Management also computes an ailow-
ance for wholesale lending-related commitments using a methodol-
ogy similar 1o that used for the whalesale loans. During 2009, the
Firm did not make any significant changes to the methodologies or
policies described in the following paragraphs.

Wholesale loans are charged off to the allowance for foan losses when
itis highly certain that a loss has been realized; this determination
corsiders many factors, induding the prioritization of the Firm's daim in
bankruptcy, expectations of the warkout/restructuring of the ‘oan, and
valuatior: of the borrower's equity. Consumer foans, ather than pur-
chased credit-impaired loans, are generally charged off to the allowance
for loan dosses upon reaching specified stages of delinquency, in accor-
dance with the Federal Financial Institutions Examination Council peficy.
For example, credit card loans are charged off by the end of the month
in which the acoount becomes 180 days past due or within 60 days of
receiving notification about a specifiedevent {e.g., bankruptcy of the
bomower), whichever is earlier. Residential mortgage products are
generally charged off ia art amount equal to the net realizable value of
the undertying collateral, no fater than the date the loan becomes 180
days past due. Other consumer products, if callateralized, are generally
charged off to the net realizable value of the underlying collateral at
120 days past due.

Determining the appropriateness of the allowance is complex and
requires judgment about the effect of matters that are inherently
uncertain. Assumptions abcut unemployment rates, housing prices
and everall economic conditions could have a significant impact on
the Firm's determination of foan quality. Subsequent evaluations of
the loan portfciio, in light of then-prevailing factors, may result in
significant changes in the allowances for loan losses and lending-
related commitments in future periods. At least quarterly, the atlow-
ance for credit losses is reviewed by the Chief Risk Officer, the Chief
Financiat Officer and the Controller of the firm and discussed with the
Risk Pelicy and Audit Committees of the Beard of Directors of the
Firm. As of December 31, 2009, PMorgan Chase deemed the allow-
ance for credit losses to be appropriate {i.e., sufficient ta absorb
losses inherent in the portfolio, including those not yet identifiable),

for a further discussion of the components of the alfowance for credit
losses, see Critical Accounting Estimates Used by the Firm on pages
135-139 and Note 14 on pages 204-206 of this Annual Report.

The allowance far credit losses increased by $8.7 billion from the
orior year to $32.5 bilfion. Excluding hefd-for-sate loans, loans carried
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at fair vatue, and purchased crediz-impaired consumer loans, the
allowance for [oan iosses regresented 5.51% of loans at December
31, 2009, compared with 3.62% at December 3%, 2008.

The consumer allowance for foan losses increased by $7 8 billion
from the prior year, primarity as a result of an increased allowance for
loan losses in residential real estate and aredit card. The increase
included additions to the allowarnce for loan osses of $5.2 billian,
driven by higher estimated losses for residential mortgage and home
equity loans as the weak labor market and weak overafl economic
corditions have resulted in increased delinquencies, and continued
weak housing prices have driven a significant increase in tass severity.
The allowance for loan tosses related to credit card increased $2.0
biltion from the prior year, reflecting continued weakress in the ¢redit
environment. The increase reflects an addition of $2.4 billion through
the provision for foan losses, pantially offset by the reclassification of
$298 million reiated 1o the issuance and retention of securities from
the Chase Issuance Trust.

The wholesale allowance for loan losses increased by 3600 miffion
from December 31, 2008, reflecting the effect of 2 continued weak-
ening aredit enviropment.

To provide for the risk of loss inherent in the Firm’s process of extend-
ing credit an allowance for lending-related commitments is held for
the Firm, which is reported in other liabilities, The aflowance is com-
puted using a methodology similar tc that used for the wholesale
loan portfolie, medified for expected maturities and probabilities of
drawdown. For @ further discussion on the aliowance for lending-
related commitments, see Note 14 on page 204-206 of this Annual
Report,

The allowarie for lending-related commitments for both wholesale
and consumer, which is reported in other liabilities, was $939 million
and $659 million at December 31, 2009 and 2008, respectively. The
increase reflects downgrades within the wholesale portfolio due to
the continued weakening credit environment during 2009.

The uedit ratios in the table below are based on retained loan bal-
ances, which excude loans held-for-sale and loans accounted for at
fair value. As of December 31, 2009 and 2008, wholesale retained
loans were $200.1 billion and $248.1 billion, respectively; and con-
sumer retzined loans were $427.1 billion and $480.8 billion, respec-
tively. For the years ended December 31, 2009 and 2008, average
whotesale retained loans were $223.0 biilion and $219.6 tilfion,
respectively; and average consumer retained loans were $449.2
biflion and $347.4 billion, respectively.
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Management’s discussion and analysis

Summary of changes in the allowance for credit losses

2009 2008

Year ended December 31,
{in mititons) ‘Wholesaie Consume: Total Wholesale Consumer Totat
Allowance for loan Josses:
Beginning balance at January 1. $ 6,545 $ 16.61% § 23,164 § 3154 § €082 § 924
Gross charge-oifs 3,226 20,792 24,018 521 16.243 10,764
Grass (recoveries) {94) {959} {1,053) {119) {810} {829)
Net charge-offs 3,132 19,833 22,965 402 9,433 9,835
Prowsian for laan |osses:

Provision exciuding accounting conlommity 3,684 28,05¢ 31,735 2,895 16,765 19,660

Accourting (onforrn}ty‘a) —_ —_ — 641 936 1,377

Total provision for !oan losses 3,684 28,051 31,735 3,536 17,701 21,237
Acquired atlowantce resulting iram Washington Mutual

transaction -— - — 229 2,306 2,535
Otherld 43 {380) (332) 28 {35) 4]
Ending balance at December 31 $ 7,145 $ 24,457 S 31,602 § 6,545 $ 16,619 § 23,164
Camponents:

Asset-specific(cHd) $ 2,046 $ 996 $ 3,042 § M s 378 $ 1,09

formuiz-based 5,099 21,880 26,979 5,833 16,240 22,073

Purchased credit- impatred — 1,581 1,581 — — —
Total aliowance for loan losses $ 17,145 5 24,457 S 31,602 5 6545 5 16,619 § 23,164
Allowance for lending-related commitments:
Beginning balance at January 1, $ 634 S 25 $ 659 3 83 ] 13 § 850
Provissan for lending-related commitments

Prowsion exciuding accountng conformay 290 {10} 280 (214) {1 {215)

Accounting conformin/d) -— — — S {48) {43)
Total provision for tending-related commitments 290 (10} 280 (209) (451 1258)
Acquired allowance resulting rom ¥ashungtan Mutual

transaction — — — — 66 6a
Otherld} 3 3 - 8 in 1
Ending balance at December 31 S 927 $ 12 S 939 S 634 3 25 § 639
Components;

Asset-specific s 297 $ — $ 297 § 29 S —_ b 29

Formula-based 630 12 642 605 25 630
Total allowance for lending-related commitments ~ $ 927 $ 12 $ 939 634 $ B $ 659
Total allawance for credit losses b 8,072 S 24,465 $ 32,541 7118 § 16,644 $ 23,823
Credit ratios:
Allowarce for loan iosses to retained ioans 157% 5.73% 5.04% 2.64% 346% 3.18%
Net charge-off rates(e} 1.40 .41 3.42 0.18 un £
Credit ratios exchiding home lending purchased

credit-impaired loans and Ivans held by the

Washington Mutual Master Trust
Allgwance for foan losses to rexained oanstD 3.57 6.63 5,51 264 4.24 3.62

(3) Retated fo0 the Washington Mutual transaction in 2008.

(b} Predominanty mchides a reckasstication in 2009 related 10 the Ssuzree and retention of securities from the Chase Issuance Trusy, as well as redassifications of afiowanee
balances reiated 10 business transfors between whoiesale and consumer businesses in the first quaster of 2008,

{c} Relates to risk-rated loans that have beer placed on nonaccrual status and lcans that have been modified in a woubled debt restructuring.

(d} The asset-speafic consumer allowance for loan losses indudes troubted debt restructuring reserves of $754 million and $258 million a1 December 31, 2009 and 2008,
respeczively. Pricr period amounts have been reciassified 1o tanform 1o the cumeat presentation.

(e} Charge-cifs are not recorded on purdhased aedit-impaved loars untl actLa! losses exceed estimated Jsses that were recorded as puichase accounting adiustments at the time of
aquIsiIon.

i) Exdludes the impact of purchased aedit-impaired loans that were acguired as part of the Washington Mutual mansaction and faans held by the Washington Mutuai Master
Trust, which were consolidated onto the Firm’s balance sheet at fair vaiue during the second quarter of 2009. As of December 31, 2009, an aliowanca for loan losses of $1.6
bilfian was reeorded for the purchased crecit-mpaired loans, which has also been excluded irom appiicable ratos. No allowance was recarded for the oars that were con-
soiidated from the Washaigton Mutuai Master Trust as of December 31, 2009. To date, no charge-offs have been reccrded for any of these ioans.

The following table includes a aredit ratio excluding the fallowing
items: home lending purchased credit-impaired foans acquired in the
Washington Mutual ransaction; and credit card loans held by the
Washington Mutual Master Trust, which were consolidated onto the
Firm's balance sheet at fair value during the secand quarter of 2009.
The purchased credit-impaired loans were accounted for at fair value
on the acquisition date, which incorporated management's estimate,
as of thet date, of credit losses over the remaining life of the portfo-

ta

tio. Accordingly, no allowance for loan losses was recorded for these
toans as of the acquisition date. Subsequent evaluations of estimated
credit deterioration in this portfolio resulted in the recording of an
allowance for loan losses of $1.6 billion at December 31, 2009. For
more information cn home lending purchased credit-impaired foans,
see pages 117 and 121 of this Annual Repart. For more infermation
on the consolidation of assets from the Washington Mutual Master
Trust, see Note 15 on pages 206—213 of this Annual Report,

sPMorgan Chase & Co./2009 Annual Repart



The calculation of the allowance for loan losses to totat retained laans, excluding both home lending purchased credit-impaired loans and loans
held by the Washington Mutual Master Trust, is presented below.

Dacember 31, {in miiiions, except ratios) 2009 2008
Allowance for loan losses $ 31,602 § 23,164
Less: Allowance for purchased credit-impaired loans 1,581 -
Adjusted allowance for ‘oan losses $ 30,021 $ 23,164
Tota! loans retaired $627,218 § 728915
Less: Firmwide purchased uedit-impaired lcans 81,380 39,038
Loans keld by the Washington Muual Master Trust 1,002 -
Adjusted foans $ 544,836 639,827
Allowance for loan lesses to ending (oans excluding purchased credit-impaired loans and Joans held by
the Washington Mutual Master Trust 5.51% 3.62%

The following table presents the allowance for credit losses by business segment at December 31, 2009 and 2008.
Allowance for credit losses

2009 2008

Oecember 31, Lerding-reiated tenging-related

(i muliigns) Loan lgsses commiiments Toral Lpan |asses commitments Toral
Invesiment Bark $ 3,756 $ 485 § 3241 $ 3344 4 360 $ 3,504
Commercial Banking 3,025 349 3374 2,826 206 3032
Treasury & Securities Services 88 84 172 74 63 13?7
Asset Management 269 9 278 191 5 196
Corporate/Private Equity 7 — 7 10 — 12
Total Wholesale 7,145 927 8,072 6,549 634 7,179
Retail Fingncial Services 14,776 12 14,788 2918 25 8,943
Card Serviees 9,672 — 9,672 7,692 - 7,692
CosporaieiPrivate Equity ] — 9 g — 9
Total Consumer 24,457 12 24,459 16,619 25 16,644
Total $ 31,602 $ 939 $ 32,541 § 23,164 S 639 § 23,823

Provision for credit losses

The managed provision for cedit losses was $38.5 billion for the year ended December 31, 2009, up by $13.9 bitlion from the prior year. The priar-year
inciuded a $1.5 billion charge to conform Washirgton Mutual’s allowance for laan losses, which affected both the consumer and wholesale partfalios.
For the purpose of the following analysis, this charge is exduded. The consumer-managed provision for credit losses was $34.5 hillion fer the year
ended December 31, 2009, compared with $20.4 biliion in the prior year, reflecling an increase in the altowance for credit iasses in the home tending
and oedit card loan portfolios. Included in the 2009 addition 10 the allowance for loan Josses was a $ 1.6 billion increase related to estimated deteriora-
tion in the Washington Murual purchased aedit-impaired portfolio. The wholesale pravision for credit fosses was $4.0 billion for the year ended Decem-
ber 31, 2009, compared with $2.7 billion in the prior year, reflecting continued weakness in the aredit environment.

Year ended December 31, Prowision for credit lesses
(i miltions) Loan losses Lend?ng-related conmitments Tetal
2009 2008 2007 2009 2008 2007 2009 2008 2007

Investment Bank $ 2,154 § 2216 § 376 $125 §i20m) $278 $ 2219 § 2019 $ 654
Cammercral Banking 1.314 505 230 140 {41} 49 1,454 464 279
Treasury & Securities Serviees 34 52 1 21 30 8 5% 82 19
Asset Management 183 87 {19) 5 {2) 1 188 85 (18)
Carporate/Private Equityl3Xd) (1) 676 e (1) 5 — ) 681 —

Total Whoiesale 3,684 3,536 598 290 1209} 336 3.974 3.32¢ 934
Retail Fimanciat Services 15,950 9,906 2,620 10 ) {10 15,940 9,905 2,610
Card Services — reported 12,019 6,456 331 — _— —_ 12,019 6,456 333
Corporare/Private Equityl@cid} 82 1,339 {11} — 148) - 82 1,291 {11}

Total Consumer 28,051 17,101 3,940 (16) (49) (10) 28,041 17,652 5,930
Total provision for aedit

Josses - reported 1,735 21,297 6.538 280 {258) 326 32,015 20979 6,864
Credt card ~ securrized 6,443 3,612 2,380 — _— — 6,443 3.612 2,380
Total provisian for aedit

losses -~ managed $38,178 524,849 §8918 $ 280 § {258) $32 $38458 $ 24,591 $9,244

{a) Inctudes accounting cortormity provisians related to the Washington Mutual transaction in 2008.

(h) Indudes prevision expense relared to loans acquired in the Bear Stearns merger in the second quarter of 2003,

10) Includes amounts related to held-for-investment prime mortgages transferred from AM 1o the Corporate/Private Equity segment,

(d) In Novernber 2008, the Firm transferred $5.8 bitlion of higher quaiity aedit card loans trom the legacy Chase portfalio to a securitization trust previously establshed by
Washington Mutual ("the Trust”). As a result of convesting higher credit quality Chase-originated on-book receivabies to the Trust’s seller’s intetest which has 2 higher
gverall loss cate reftective of the total assets within the Trust, appraximately $400 million of incremental provision expense was recorded during the fourth quarter. This
incremental provision expense was tecorded in the Corporate segment as the action reiated 1o the acquisition of Washingzon Mutual’s banking operations. For further
discussion of credit card securtizations, see Note 15 on pages 206-213 of this Annual Report.
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Management’s discussion and analysis

MARKET RISK MANAGEMENT

Market risk is the exposure to an adverse change in the market
value of portfalios and financial instruments caused by a change in
market prices or rates.

Market risk management

Market Risk is an independent risk management function, aligned
primarily with each of the Firm's business segments. Market Risk
works in partnership with the business segments to identify and
monitor market risks throughout the Firm as well as to define
market risk policies and procedures. The risk management function
is headed by the Firm's Chief Risk Officer.

Market Risk seeks to facilitate efficient risk/return decisions,
reduce volatility in operating performance and make the Firm's
market risk profile transparent to senior management, the Board
of Direczors and regulators. Market Risk is responsible for the
following functions:

o Establishing a comprehensive market risk policy framewark

« Indepandent measurement, monitoring and cantrol of business
segment market risk

o Definition, appreval and monitering of limits
» Performance of stress testing and qualitative risk assessments

Risk identification and classification

Each business segment is responsible for the comprehensive ident-
fication and verification of market risks within its units. The highest
concentrations of market risk are found in 1B, Consumer Landing,
and the Firm's Chief Investment Office in the Corporate/Private
Equity segment.

iB makes markets and trades its products across several different
asset classes. These asset classes primarily include fixed income risk
{both interest rate risk and credit spread risk), foreign exchange,
equities and commodities risk. These trading risks may lead to the
patential decline in net income due to adverse changes in market
rates. In addition to these trading risks, there are risks in iB's credit
pertfolio from retained loans and commitments, derivative credit
valuation adjustments, hedges of the credit valuation adjustments
and mark-to-market hedges of the retained loan portfolio. Addi-
tional risk pasitions resuft from the debit valuation adjustments
taken on certain structured liabilities and derivatives to reflect the
credit quality of the Firm.

The Firm's Consumer Lending business unit includes the firm's
mortgage pipetine and warehouse loans, MSRs and all related
hedges. These activities give rise to complex interest rate risks, as
well as option and basis isk. Option risk arises primarity from
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prepayment options embedded in mortgages and changes in the
prebability of newly originated mortgage commitments actually
closing. Basis risk results from differences in the relative move-
ments of the rate indices underlying mortgage exposure and other
interest rates.

The Chief Investment Office s primarity concerned with managing
structural market risks which arise out of the various business
activities of the firm. These include structural interestrate risk, and
foreign exchange risk. Market Risk measures and monitors the
gross structural exposures as well as the net exposures related to
these activities.

Risk measurement

Tools used to measure risk

Because no single measure can reflect all aspects of market
risk, the Firm uses various metrics, both statistical and nensta-
tistical, including:

Nonstatistical risk measures

Value-at-risk

Loss advisories

Crawdowns

Econamic value stress testing

Earnings-at-risk stress testing

Risk identification fer large exposures {"RIFLE™)

Nonstatistical risk measures

Nonstatistical risk measures other than stress testing include net open
positions, basis point values, option sensitivities, market values,
position concentrations and positicn turnover. These measures pro-
vide granular information on the Firm’s market risk exposure. They
are aggregated by iine of business and by risk type, and are used for
monitoring limits, cne-off approvais and tactical conwal.

Value-at-risk

JPMorgan Chase's primary statistical risk measure, V2R, estimates
the potential loss from adverse market moves in a normal market
environment and provides a consistent cross-business measure of
risk profiles and fevels of diversification. VaR is used for comparing
risks across businesses, monitoring limits, and as an input to eco-
nomic capital calculations. Each business day, as part of its risk
management activities, the Firm undertakes a comprehensive VaR
calculation that includes the majority of its market risks. These VaR
results are reported to senior management.
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To calculate VaR, the Firm uses historical simulation, based on a
one-day time horizon and an expected tait-loss methedology, which
measures risk across instruments and portfolios in a consistent and
comparable way. The simulation is based on data for the previous
12 months. This approach assumes that historical changes in
market values are representative of future charges; this assumption
may not always be accurate, particularly when there is volatility in
the market environment. For certain products, such as lending
facilities and some mortgage-retated securities for which price-based
time series are not readily available, market-based data are used in
conjunction with sensitivity factors to estimate the risk. [t is likely that
using an actual price-based time series for these products, if avail-
able, would impact the VaR results presented. In addition, certain

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

In the third quarter of 2008, the Firm revised its reported IB Trading
and credit partfolio VaR measure to include additional risk positians
previously excfuded from VaR, thus creating a more comprehensive
view of the Firm's market risks. [n addition, the Firm moved to
calculating VaR using a 95% confidence {evel to provide 3 more
stable measure of the VaR for day-to-day risk management. The
following sections describe JPMorgan Chase’s VaR measures under
both the legacy 99% confidence level as well as the new 95%
confidence level. The Firm intends to present VaR solely at the 95%
confidence level commencing in the first quarter of 2010, as infor-
mation for two complete year-to-date periods will then be available.

The table below shows the resuits of the Firm’s VaR measure using the legacy 99% confidence fevel,

99% Confidence-Level VaR
iB trading VaR by risk type and credit portfolio VaR

As of or for the year ended 2009 2808 At December 31,
December 31, (@ fin millions) _ Average Minimum Maximum Average Mimmum _ Maximum 2009 2008
By risk type:

Fixed incgme $ 2 $112 $289% § 181 3 9% $ 409 $123 $ 253
Foreign exchange 30 10 67 32 13 20 18 70
Equities 75 13 248 57 19 187 64 69
Commadities and other 32 16 58 32 24 3 23 26
Diversification {131)) Nmld NM(© (108)(b} Nt nwmid (o9} {152)(0}
Trading VaR $ 227 $103 $ 357 $ 196 $ 9% 1420 S129 5 266
Credit portfofic VaR 101 30 221 69 20 218 37 17
Divarsification {80)d) (<) NMic 63)® Nplc NMmle) (20)®) {120/}
Total trading and cradit

__portfalio VaR $ 248 $132 $397 § 202 $_96 $ 449 $ 146 $ 317

{a) The rasults for the year ended December 31, 2008, include five months of herage JPMargan Chase & Ca. only resuits and seven months of combined |PMorgan

Chase & Co. ard Bear Stearns resuks,

{b) Average and period-end VaRs were less than the sum of the VaRs of ifts market «15k components, which is due 10 risk offsets resulting from portfoiio diversification.
the civersification effect rafiects the fact that the risks were not perfectly correiated. The risk of a portfolia of positions is ihercfore usually less than the sum of the

(isks of the positions themsebves,

{d  Designated as not mearingful {"NM”) because the minimum and maximur: may occur on different days for different risk components, and hence it is nat meaningful

10 compute a portfolio diversification effe.

JPMorgan Zhase & C0./2009 Annual Aeport

127



Management'’s discussion and analysis

The 99% confidence level trading VaR includes substantially alt
trading activities in 1B. Beginning in the fourth guarter of 2008, the
credit spread sensitivities of certain mortgage products were in-
cdluded in trading VaR. This change had an insignificant impact on
the average fourth quarter VaR. Fer certain other products included
in the trading VaR, particular risk parameters are not fully captured
-- for example, correlation risk. Trading VaR does not include: held-
for-sale funded loan and unfunded commitments positions {(how-
ever, it does indude hedges of those positions); the DVA taken on
deivative and structured liabilities to reflect the credit quality of the
Firm; the MSR portfolio; and securities and instruments held by
other corporate functions, such as Private Equity. See the DVA
Sensitivity table on page 130 of this Annual Report for further
detaifs. For a discussion of MSRs and the corporate functions, see
Note 3 on pages 156~173, Note 17 on pages 222-225 and Corpo-
ratef Private Equity on pages 82-83 of this Annual Report.

2009 VaR results (99% confidence leve! VaR)

IB’s average total trading and credit portfolio VaR was $248 million
for 2009, compared with $202 million for 2008, primartly driven by
market volatility. Volatility began to significantly increase across all
asset classes from late 2008 and persisted thraugh the first quarter of
2009. From the second quarter of 2009 onwards, volatility in the
markets gradually declined; however, the impact of the volatile
perods was still reflected in the 2009 VaR numbers,

Spot 1otal trading and credit portfolio VaR as of December 33, 2009,
was $146 mitlion, compated with $317 miilion as of December 31,
2008. The decrease in the spot VaR in 2008 reflects the reduction in
overalt risk levels as well as the aforementioned decline in market
volatility by the end of 2009 when campared to the end of 2608.

For 2009, sompared with the prior year, average trading VaR diversi-
fication increased to $131 millicn, or 37% of the sum of the compo-
nents, from $ 108 million, or 36% of the sum of the components in
the prior year. In general, over the course of the year, VaR exposures
can vary significantly as positions change, market volatility fluctuates
and diversification benefits change.

VaR backtesting (99% confidence level VaR)

To evaluate the soundness of its VaR model, the Firm conducts
daily back-testing of VaR against daily 1B market risk-related
revenue, which is defined as the change in value of principal trans-
actions revenue {excluding private equity gainsKlosses)) plus any
trading-related net interest income, brokerage cammissions, un-
derwriting fees or other reverue. The daily (B market risk—related
revenue excludes gains and losses an held-for-sale funded loans
and unfunded commitments and from DVA. The following histo-
gram illustrates the daily market risk-related gains and fosses far 1B
trading businesses for the year ended 2009. The chart shows that
IB posted market risk—related gains on 219 cut of 261 days in this
period, with 54 days exceeding $160 miltion. The inset graph locks
at those days on which IB experienced losses and depicts the
amount by which 9% confidence level VaR exceeded the actual
ioss 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 10 incur losses greater
than that predictec by VaR estimates once in every 100 trading
days, or absul twe 10 three times a year.

D3y 18 R becs market risk-reloted losws

Dafty 1B Trading and Credit Portfofto Market Risk-Related Galns and Losses
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The 1able below shows the results of the Firm's VaR measure using 2 95% cantidence level.

95% Confidence Level VaR
Total B trading VaR by risk type, credit portfolio VaR and other VaR
Year ended
December 33,
At Decepr 1 Average(a)
{in millions) 2009 2008 2009
1B VaR by risk type:
fixed income $ 80 § 180 § 160
Foreign exchange 10 38 18
Equities 43 19 47
Commodities and other 14 25 20
Diversification benefit ta IB trading VaR (54) {108) {91)
IB Trading VaR $ 93 § 174 S 154
Cradit portfofio VaR 21 77 52
Diversification benefit to 1B vading and credit portfofio VaRk (9) {S7) {82}
Total 18 trading and credit portfolio YaR $ 105 § 154 $ 164
Consumer Lending VaR 28 112 57
Chief Investment Office {C10) VaR 76 114 103
Diversification benefit to total other VaR (13) {48) {36)
Total other VaR $ 91 5 178 $ 124
Divessification benefit 10 1otal IB and gther VaR {73) (86) (82)
Total IB and other VaR $123 § 236 $ 206

{3) Results tor the year ended Decembear 31, 2008, are not avaiable.

VaR measurement

The Firm's 95% VaR measure above includes all the risk positions
taken inta account under the 89% contidence level VaR measure,
as well as syndicated lending facilitfes that the Firm intends to
distribute. The Firm utifizes proxies 10 estimate the VaR for these
products since dally time series are |argely not avaitable. In addi-
tion, the 95% VaR measure also includes certain positions utilized
as part of the Firm's risk management function within the Chief
investment Office (“CIO™} and in the Consumer Lending businesses
to provide a Total I8 and other VaR measure. The Ci0 VaR includes
positions, primarily in debt securities and credit products, used to
manage structural risk and other risks, including interest rate, credit
and mertgage risks arising from the Firm's ongoing business activi-
ties. The Consumer Lending VaR includes the Firm’s mortgage
pipeline and warehouse foans, MSRs and all related hedges. In the
Firm's view, including these items in VaR produces a more com-
plete perspective of the Firm's market risk profite.

The 95% VaR measure continues 10 exclude the DVA taken on
certain structured liabilities and derivatives to reflect the credit quality
of the Firm. It also excludes certain activities such as Private Equity,
principal investing {e.g., mezzanine financing, tax-oriented invest-
ments, etc.) and balance sheet, capital management positions and
longer-term investments managed by the Cl0. These longer-term
positions are managed through the Firm's eamings-at-risk and cther
cash flow—monitoring processes rather than by using a VaR measure.
Principal investing activities and Private Equity positions are managed
using stress and scenario analysis.

JPMorgan Chase & C0./2009 Annual Repont

2009 VaR results (95% confidence level VaR)

Spot IB and other VaR as of December 31, 2009, was $123 million,
compared with $286 million as of December 31, 2008. The decrease
in spot VaR in 2009 is a conseguence of reductions in overalt risk as
well 35 declining market volatility. in general, over the course of the
year, VaR exposures can vary significantly as positions change,
market volatility fluctuates and diversification benefits change.

VaR backtesting {95% confidence level VaR)

Ta evaluate the soundness of its VaR model, the Firm conducts
daily back-testing of VaR against the Firm's market risk—related
revenue, which is defined as follows: the change in value of princi-
pal transactions revenue for IB and CiQ (excluding private equity
gains/(losses) and reverue from longer-term C10 investments);
trading-related net interest income for 1B, RFS and CI0 {excluding
longer-term CIQ investments}; (B brokerage commissions, under-
writing fees or other revenue; revenue from syndicated fending
facilities that the Firm intends to distribute; and mortgage fees and
related income for the Firm's mortgage pipeline and warehouse
loans, MSRs and all refated hedges. The daily firmwide market risk—
related revenue excludes gains and losses from DVA.
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Management’s discussion and analysis

The following histogram illustrates the daily market risk—refated gains and losses for (8 and Cansumer/CIO positions for 2009. The chart shows
that the Firm posted market risk-related gains on 227 out of 261 days in this period, with 62 days exceeding $160 million. The inset graph
Iooks at those days on which the Firm experienced losses and depicts the amount by which the 95% confidence level VaR exceeded the actual
foss on each of thase days. Lasses were sustained on 34 days during 2009 and exceeded the VaR measure an one day due to high market
volatility in the first quarter of 2009, Under the 95% confidence interval, the Firm would expect to incur daily losses greater than that pre-

dicted by VaR estimates about twelve times a year.

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

{95% Contidence Level VaR)
Yo ended Decembes 31, 2009
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The following table provides information about the gross sensitivity
of DVA to a one-basis-point increase in JPMorgan Chase's credit
spreads. This sensitivity represenk the impact from a one-basis-point
parailel shift in iPMorgan Chase's entire credit curve. As credit
curves do not typically move in a paraflet fashion, the sensitivity
muitiplied by the change in spreads at 2 single maturity point may
not be representative of the actual revenue recognized.

Debit valuation adjustiment sensitivity
1 Basis Point increase m

{in mitfions} JPMorgan Chase Credit Spread
December 31, 2009 $39
December 31, 2008 § 37

Loss advisaries and drawdowns

Loss advisories and drawdowns are tools used to highlight to senior
management trading losses above certain levels and initiate discus-
sion of remedies.
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Economic value stress testing

While VaR reflects the risk of loss due to adverse changes in normal
markets, stress testing captures the Firm's exposure to unfikely but
plausible events in abnormal markets. The Firm conducts economic-
value stress tests using multiple scenarios that assume credit
spreads widen significantly, equity prices decline and significant
changes in interest rates across the major currencies. Other scenar-
ios focus on the risks predominant in individual business segments
and include scenarios that focus on the potentiat for adverse
movements in complex portfolios. Scenarios were updated more
frequently in 2009 and, in some cases, redefined to reflect the signifi-
cant market volatility which began in late 2008. Atong with VaR,
stress testing is important in measuring and controfling risk. Stress
testing enhances the understanding of the Firm's risk profile and
loss potential, and stress losses are manitored against limits. Stress
testing is also utilized in ane-off approvals and cross-business risk
measurement, as well as an input to econamic capital aflocation.
Stress-test resuits, trends and explanations based on current market
fisk positions are reported to the Firm's senior management and to
the lines of business to help them berter measure and manage risks
and to understand event risk—sensitive positions.
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Earnings-at-risk stress testing

The VaR and stress-test measures described above illustrate the
1otal economic sensitivity of the Firm’s Consolidated 8alance
Sheets to changes in market variables. The effect of interest rate
exposure on reporied net income is also important. interest rate
risk expasure in the Firm's cere nontrading business activities
(i.e., assevliability management positions) results from on-and
off-balance sheet positions and can occur due to a variety of
factors, including:

« Ditferences in the timing among the maturity or repricing
of assets, liabilities and off~balance sheet instruments. For
example, if liabilities reprice quicker than assets and funding
interest rates are declining, earnings will increase initiaily.

» Differences in the amounts of assets, liabilities and oft-balance
sheet instruments that are repricing at the same time. For example,
if more deposit liabilities are repricing than assets when general
interest rates are declining, eamings wilf ingease initialy.

o Differences in the amounts by which short-term and long-term
market interest rates change {for example, changes in the
slope of the yield curve, because the Firm has the ability to
lend at long-term fixed rates and borrow at variable or short-
term fixed rates). Based on these scenarios, the Firm's eamings
would be affected negatively by a sudden and unanticipated
increase in short-term rates paid on its liabilities (e.g., depos-
its) without 3 corresponding increase in lang-term rates re-
ceived on its assers (e.g., loans). Conversely, higher long-term
rates received on assets generally are beneficial to earnings,
particularly when the increase is not accompanied by rising
short-term rates paid on liabilities,

The impact of changes in the maturity of varicus assets, liabiti-
ties or off-balance sheet instruments as nterest rates change.
For example, if more borrowers than forecasted pay down
higher-rate loan balances when generai interest rates are de-
clining, earnings may decrease initially.

The Firm manages interest rate exposure related to its assets and
liabilities on a consolidated, corporate-wide basis. Business units
transter their interest rate risk to Treasury through a transfer-
pricing system, which takes into account the elements of interest
rate exposure that can be risk-managed in financia! markets.
These elements include asset and liability balances and contrac-
tal rates of interest, contractual principal payment schedules,
expected prepayment experience, interest rate reset dates and
maturities, rate indices used for repricing, and any interest rate
ceilings or flcors for adjustable rate products. Al transfer-pricing
assumptions are dynamicaily reviewed.

The Firm ccnducts simulations of changes in net interest income
from its nontrading activities under a vasiety of interest rate

scenarios. Earnings-at-fisk tests measure the potential change in
the Firm'’s net interest income, and the cetresponding impact to
the Firm's pretax eamings, over the following 12 moaths. These
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tests highlight exposures to various rate-sensitive factors, such as
the rates themseives {e.g., the prime lending rate}, pricing strate-
gies on deposis, optionality and changes in product mix. The tests
include forecasted balance sheet changes, such 2s asset sales and
securitizations, as well as prepayment and reinvestment behavior.

Immediate changes in interest rates present a limited view of risk,
and $o a number of alternative scenarios are also reviewed. These
scenarios include the implied forward curve, nonparaltel rate shifts
and severe interest rate shocks on selected key rates. These scenar-
ios are intended to provide a comprehensive view of JPMorgan
Chase’s earnings at risk ever a wide range of outcomes.

JPMorgan Chase's 12-month pretax earnings sensitivity profile as of
December 31, 2009 and 2008, is as follows.

Immediate change in rates
{in millisns) +200bp +100bp -100bp -2000p
December 31,2009 ${1,594) $ (554) NMmial NMi3)
Decenber 31,2008 § 336 § 672 Nmla) Na)

(@) Down $00- and 200-basis-poirt paralle shocks result in a Fed Funds target
rate of zerq, and negative thiee- ard six-month Treaswy rates. The earnings-
at-fisk results of such a low-probalylity scenario are not meaniagiul,

The change in earnings at risk from December 31, 2008, results

from a higher levei of AFS securities and an updated baseline

scenario that uses higher short-term interest rates. The Firm’s risk
to rising rates is largely the result of increased funding costs on
assets, partially affset by widening deposit margins, which are
currently eompressed due to very low short-term interest rates.

Additionally, another interest rate scenario, involving a steeper
yield curve with long-term rates rising 100 basis points and short-
Term rates staying at cutrent levels, results in a 12-month pretax
earnings benefit of $449 million. The increase in earnings is due
to reinvestment of maturing assets at the higher fong-term rates,
with funding costs remaining unchanged.

Risk identification for large exposures

Individuals who manage risk pasitions, particularly those that are
compiex, are responsible for identifying potential losses that
could arise from specific, unusual events, such as a potentiai tax
change, and estimating the probabilities of lasses arising from
such events. This information is entered into the Firm's RIFLE
database. Management of trading businesses control RIFLE
entries, thereby permitting the Firm to monitor further earnings
vulnerability not adequately covered by standard risk measures.

Risk monitoring and contro!

Limits

Market risk is controlied primarily through 2 series of limits.
Limits reflect the Firm's risk appetite in the context of the market
environment and business strategy. In setting limits, the firm
takes into consideration factors such as market volatility, product
liguidity, business trends and management experience.
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Management’s discussion and analysis

Market risk management reqularly reviews and updates risk fimiw.
Senior management, including the Firm's Chief Executive Officer
and Chief Risk Officer, is responsible for reviewing and approving
risk limits on an ongoing basis.

The Firm maintains different levels of fimits. Corporate-level limits
include VaR and stress limits. Similarly, line-of-business fimits include
VaR and stress limis and may be supplemented by loss adviseries,
nonstauistical measurements and instrument autherities. Businesses
are responsible for adhering to established limits, against which
exposures are monitored and reported, Limit breaches are reported in
a timely manner to senior management, and the affected business
segment is requiired to reduce trading pasitions or consult with senior
management on the appropriate action.

Qualitative review

The Market Risk Management group also performs periodic reviews
as necessary of both businesses and products with expasure 10
market risk to assess the ability of the businesses te contro! their
market risk. Strategies, market conditions, product details and risk
controls are reviewed and specific resommendations for improve-
ments are made to management.

Model review

Some of the Firm's finandal instrurnents cannat be vatued based on
quoted market prices but are instead valued using pricing models,
Such models are used for management of risk pesitions, such as
reporting against limits, as well as for valuation. The Model Risk

PRIVATE EQUITY RISK MANAGEMENT

Graup, which is independent of the businesses and market risk
management, reviews the models the Firm uses and assesses model
aporopriateness and consistency. The model reviews consider a
number of factors abaut the model’s suitability for valuation and risk
management of a particular product, including whether it accurately
reflects the characteristics of the transaction and its significant risks,
the suitahility and convergence properties of numerical algorithms,
reliability of data sources, consistency of the treatment with madels
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 welt as previ-
ously accepted models, to assess whether there have been any
changes in the procuct or market that may impact the model's valid-
ity and whether there are theoretical or competitive develepments
that may require reassessment of the model's adequacy. For 3 sum-
mary of valuations based on models, see Critical Accounting Esti-
mates Used by the Firm on pages 135-139 of this Annual Report.

Risk reporting

Nonstatistical exposures, value-at-risk, loss advisories and jimst
excesses are reported daily to senior management. Market risk
expasure rends, value-at-risk trends, profit-and-loss changes and
portfalic concentrations are reported weekly. Stress-test results
are reported at least every two weeks to the businesses and
Senior management.

Risk management

The Firm makes principal investments in private equity. The illiquid
nature and leng-tarm hoiding periad associated with these invest-
ments differentiates private equity risk from the risk of positions
held in the trading portfolios. The Firm's approach to managing
orivate equity risk is consistent with the Firm’s general risk govern-
ance structure. Controfs are in place establishing expected levels for
total and annual investment in order ta control the overall size of
the portfolia. Industry and geographic concentration limits are in
place and intended 10 ensute diversification of the portfolio. All
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investmants are approved by an investment committee that in-
cludes executives who are not part of the investing businesses. An
independent valuation function is responsible for reviewing the
appropriateness of the carrying values of private equity investments
in accordance with relevant accounting policies. At December 31,
2009 and 2008, the carrying value of the Private Equity portfolio
was $7.3 billion and $6.9 billion, respectively, of which $762
million and $483 million, respectively, represented publidy-traded
positions, Fer further information on the Private Equity portolio,
see page 83 of this Annual Report.
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