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MANAGEMENT REPORT

Business and Regulatory Framework

J.P. Morgan AG, resident in Frankfurt am Main, is an indirect-
ly owned 100 % subsidiary of JPMorgan Chase & Co. resi-
dent in Columbus, Ohio, us. J.P. Morgan Beteiligungs- und
Verwaltungsgesellschaft mbH in Frankfurt am Main is the
direct share holder of J.P. Morgan AG with whom a control
and profit/loss transfer agreement exists.

J.P. Morgan AG is managed by a Management Board “Vor-
stand” consisting of three members and supervised by a
Supervisory Board “Aufsichtsrat” with six members. The
Management Board meets regularly monthly, whereas the
Supervisory Board meets at least twice a year. The Supervi-
sory Board is also informed on a quarterly basis by means of
a business report and a risk report in compliance with the
MaRisk (Minimum Requirements for Risk Management).

The bank has a license according to section 1 para. 1 banking
law (Kwg) (item 1 to 5 and 7 to 9) and conducts banking busi-
ness with institutional clients, banks, corporate clients and
public sector clients.

J.P. Morgan AG is an integral part of the global J.P. Morgan
Group and forms the backbone of J.P. Morgan’s operations in
Germany. The full integration into J.P. Morgan’s global Trea-
sury & Securities Services segment provides us with the nec-
essary international production network to deliver client serv-
ices that do full justice to J.P. Morgan’s mission “First class
business in a first class way”. In 2008, the Bank continued to
concentrate on its core businesses in order to meet J.P. Mor-
gan’s endeavor to develop J.P. Morgan AG as its European

flagship bank for € payment transactions and as the global

custodian for the German investment market.

We focused again on a variety of activities to give Treasury
Services an even sharper profile and achieve further growth.
J.P. Morgan AG is globally responsible for the Group’s
€ clearing operations. Along side political developments to
generate a unified payment area in Europe and the prepara-
tions already made, our current projects in the market for
mass payments and our collaboration with our sister compa-
nies, we expect to deliver our leading technology centrally
from J.P. Morgan AG to a growing number of corporate
clients and financial institutions throughout the world.

On the basis of our global payment capabilities, our sales
teams offer highly-advanced solutions in the areas of cash,
treasury and trade finance management for both corporate
clients and financial institutions. As regards payments, we
have further enhanced our products and services specifically
in the field of urgent payments with clear liquidity advan-
tages for our clients. Within our Corporate Banking concept,
in which we offer key corporate clients extensive advisory
services relating to a broad range of products and issues, we
sparked further growth in cash management and supply
chain financing with selected target clients.

Within the Group's global Worldwide Securities Services seg-
ment, the Bank plays the role of a fully-licensed custody bank,
and has been offering services as a global custodian to Ger-
man institutional clients since as long ago as 1995. As a glob-
al custodian the Bank services some 200 investment funds
with over 600 different segments on behalf of its clients.
Alongside global custody services relating to securities safe



keeping and trade settlement, our extended service range
includes diversified products and additional services as well
as client reporting.

Providing a cutting-edge technological infrastructure and
ensuring a strong client focus are essential elements of our
strategy of generating future organic growth in additional
client segments. Through the internet access portal JPMorgan
access™ we now offer clients and asset managers alike
countless report compilation and reporting functions tailored
to the needs and wishes of their respective customers. More-
over, our transaction management module provides asset
managers and capital investment companies who do not have
their own link to the s.w.1.F.T. network with direct and effi-
cient access to J.P. Morgan when placing their business
instructions and payment orders.

In Treasury Services we differentiate between client cover-
age and our function as global operating hub for € payment
transactions. In client coverage, we are responsible for insti-
tutional clients, banks, corporate clients and public sector
clients resident in Germany or Austria, including subsidiaries
of international clients resident in these countries.

Based on our global worldwide role for € payment transac-
tions, which we manage with a core team in Frankfurt am
Main and support teams in sister companies of the Group in
Bournemouth (uk) and Mumbai as well as Bangalore (India),
we service a multitude of clients around the world, particu-
larly clients in countries where J.P. Morgan is active and pres-
ent. Measured by payment volumes in TARGET2 and EBA, J.P.
Morgan AG belongs to the three largest € Clearers in Ger-
many.
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In Worlwide Securites Services we offer our services as a
Depotbank according to the Investment Law foremost to Spe-
cial Funds and direct investments of institutional clients, cor-
porate clients and public sector clients in Germany, including
subsidiaries of international clients resident in Germany. J.P.
Morgan AG is one of the top three Depotbanks in Germany.

The business of J.P. Morgan AG is primarily influenced by
the world wide economic activity and the level of interest
rates for the segment Treasury Services, whereas the seg-
ment Worlwide Securities Services depends on the develop-
ment of world wide capital markets. Both key segments
depend fundamentally on the regulatory developments for
the banking industry.

In addition to regular meetings of the Management Board
and the Supervisory Board, a local operating committee with
all key corporate functions manages corporate governance in
everyday business on behalf of the Management Board. J.P.
Morgan AG's corporate functions support not only the Bank's
business segments but all other Group units in Germany, in
particular the Investment Bank, Private Bank and Investment
Management.

Both business segments are managed by a Member of the
Board respectively. Next to the key controlling numbers of
interest income and commission income a conservative risk
policy narrowly limiting credit and counterparty risk provides
the basis of a successful management of J.P. Morgan AG by
the Management Board.

All aspects of the business segments are transparently cov-
ered by a far reaching set of scorecards and controlled by the
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means of key risk and key performance indicators on a
monthly basis in meetings of business control committees
together with the international risk managers of the Group.
This enables the Management Board to identify changes and
risks and to react with corrective decisions in a timely man-
ner on an informed basis.

Over and above this, all data representing utilization, over-
drafts, level of collateral and key ratios according to SolvV
and LiqV are produced on a daily basis by the Finance and
Credit teams for the Management Board. These reports have
been completely redesigned during 2008 and will continu-
ously be further enriched to reflect the increased operational
risk during the financial crisis.

Due to the heightening of the financial crisis the global eco-
nomic development has been even weaker than expected and

discussed in our semi-annual report.

In Treasury Services we could not hold up to the growth rates
seen in the first half of 2008. Demand for payment and sup-
ply chain financing services decreased on the back of reduced
capital market activity, the loss of one important client and
the rapid retracement of economic activity. In Worldwide
Securities Services the business suffered from reduced asset
prices and an increasing reservation towards finance and
market related services by our clients in the second half of
the year.

The flooding of money markets by the Central Banks after the
collapse of Lehman Brothers led to a remarkable increase of
clients’ deposits with J.P. Morgan AG (flight-to-quality) and
thus to an increase of our balance sheet by 89 %% compared
to the year before. Due to our extremely conservative credit

policy and a very careful liquidity management, we were not
able to reap the full benefit from these volumes with regard
to interest income. We thus had to accept markable slow-
downs in our previously double digit growth rates for interest
income and commission income, but based on our conserva-
tive credit policy we could again avoid any losses.

The bank has proven again its ability to achieve satisfactory
results even during a difficult year, based on a valid business
concept, a first class risk management and a conservative
business policy.

The number of employees at J.P. Morgan AG has been
slightly increased from 269 to 272 (+ 1.1 %) during the year
(due date: December 31, 2008). In 2008 the attrition rate
improved to 8.1 % compared to 9.7 % in 2007, a very accept-
able level. With 11 %% of all employees making use of flexi-
ble work arrangements offered, these numbers confirm the
quality of our human resources management, underlining
our commitment to adjust to the needs of our employees.

Following our business concept we have again put high
emphasis on the human resources selection process for new
hires and on continuous training of our staff.



Financial Report

In 2008, J.P. Morgan AG continued the successful perform-
ance development of prior years, although growth rates for
business volumes and earnings in both segments were lower
than expected in our semi-annual report. The key perform-
ance indicators for both business segments are interest
income and commission income. Despite our risk averse
credit policy for the increased liquidity in the fourth quarter,
interest income rose in the reporting year by another €2.3
million to € 39.5 million. Commission income rose slightly by
€0.3 million to €59.5 million.

Both our Treasury Services and Worldwide Securities Ser-
vices segments drove this positive trend, whereby shrinking
business dynamics, pressure on margins as well as lower
asset prices proved to provide contrarian influence. Other
operating income, first and foremost entailing services to
other Group units, grew 4 %, administrative expenses were

stable in business 2008.

Together with write offs for securities held to match pension
liabilities earnings from ordinary activities were 10 % less
and reached € 25.9 million in business 2008.

Taxes are consolidated for the Bank and its sole shareholder
J.P. Morgan Beteiligungs- und Verwaltungsgesellschaft mbH,
Frankfurt am Main, with whom a control and profit/loss
transfer agreement exists.

Principles and Objectives
J.P. Morgan AG'’s balance sheet is driven by deposits provid-
ed through the € clearing and the Depotbank business from
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our institutional clients and banks. Utilization of credit is lim-
ited to a large extent to short term overnight overdrafts to
cover technical shorts in cash positions in both business seg-
ments. Excess liquidity provided by these deposits in both
business segments is placed either within the Group or with
first class banks in the form of short term deposits.

Our general objectives include permanent liquidity and a risk
averse credit policy. It is our clear business policy to waive
potentially higher interest income through increased coun-
terparty risk or through term transformation.

Despite tight liquidity conditions at the market throughout
the year, J.P. Morgan AG always held sufficient liquidity. The
liquidity ratio is managed conservatively; it reached 1.50 at
year end and was at 2.96 on average through the year.

Capital Structure
The regulatory capital of J.P. Morgan AG amounts to €330

million and is split as follows:

Tier 1: €207 million share capital, reserves and
reserves for general banking risks
Upper Tier 2: €26 million profit participating certificate

Lower Tier 2: €97 million subordinated loan

Total Tier 2: €123 million
Off Balance Sheet Business
Within the business of Trade Finance most exposures taken
into the own books are directly collateralized through sister
companies within the Group.
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Cash Flow

Cash position at the end of

previous year 0 38,489
Cash Flow from operations 33,847 —-126,622
Cash Flow from investments -1,999 -3,723
Cash Flow from financing 0 91,864
Effects from foreign exchange

fluctuation 5,190 -8
Cash position at the end

of the year 37,038 0

Assets & Liabilities

Assets from non-bank clients increased by € 1,667 million to
€2,135 million by means of higher utilization of money mar-
ket transactions for cash management purposes, liabilities
from non-bank clients increased by € 2,085 million to €5,309
million by year end. Assets from banks increased by € 6,481
million to € 14,391 million, liabilities from banks increased
by € 5,735 million to €10,519 million by year end.

J.P. Morgan AG's balance sheet thus nearly doubled com-
pared to the year before and reached € 16,700 million at year
end 2008. The solvability ratio was at 20.54 and averaged at
18.84 through the year; as per March 2009 it was at 14.41.

Endorsement
There are no reportable events after the close of business
2008.

Risk Report

The Board of J.P. Morgan AG is responsible for the adequate
organisation of its risk management function which is defined
and documented in the firm’s Business and Risk Strategy.

Control functions which are independent of J.P. Morgan AG's
front office departments are in charge of the operational
implementation of the risk strategy, taking into account the
group-wide infrastructure and policies. Control functions in
J.P. Morgan AG comprise, among others, the Credit Officer
for the controlling and monitoring of credit risks and the
Chief Operating Officer (coo) for the controlling and moni-
toring of operational risks, liquidity as well as market risks.

Risk controlling and monitoring in J.P. Morgan AG are based
on the following principles:

— The risk strategy is directly derived from the business strat-
egy of J.P. Morgan AG which is defined by the Management
Board. Its implementation is done through local policies,
taking into consideration the integration of J.P. Morgan AG
into the Group.

— The organisational structure and respective processes have
been documented for all risk categories, defining responsi-
bilities and competencies for all functions involved.

— The organisational and operational structure of J.P. Morgan
AG follows the principle of a clear segregation of duties
between Front Office (“Markt”) and Back Office (“Markt-
folge”) in order to avoid conflicts of interest.

— The firm has the necessary processes in place for identify-
ing, assessing, treating, monitoring and communicating
risks in compliance with its risk policies in order to identi-
fy material risks at an early stage based on regular sce-
nario analysis.



— Appropriate limits for all significant risk categories have
been adequately defined and are effectively controlled.

The Chief Financial Officer (cro) is responsible for the daily
monitoring of the firm's risk capacity and compliance with
regulatory capital requirements. He reports — like the Credit
Officer and the coo — directly to the member of the J.P.
Morgan AG Board representing the Back Office (“Markt-
folge”).

A timely and independent reporting to the Board, covering
the various risk categories has been implemented with a
daily, weekly, monthly and quarterly frequency.

The risk capacity is constantly controlled. The economic cap-
ital used for the various risk categories is shown in the table
below (all amounts in T €):
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The firm has an independent internal audit function reporting
directly to the Chairman of the Management Board. Based on
a regularly updated risk assessment the internal audit func-
tion determines an annual audit plan focusing on the effec-
tiveness and appropriateness of the internal control system
and the compliance with regulatory requirements. The inter-
nal audit function reviews the firm’s business activities based
on a risk-oriented audit approach, covering all in-house and
outsourced activities and processes. In addition, J.P. Morgan
AG relies on the group-wide internal audit activities of J.P.
Morgan Group.

Credit Risk

The counterparty risk is the most significant risk category in
J.P. Morgan AG due to its core activities, resulting in the
potential drawdown of overdraft facilities by clients which
hold their transactional cash account for € payments or
global custody activities in J.P. Morgan AG. Prerequisite
for the allocation of overdraft facilities can be — due to an
unfavourable client rating — the implementation of defined
risk mitigation steps, such as the provision of collateral.

Since J.P. Morgan AG does not run an active trading book,
other credit risk categories, such as issuer risk, replacement
risk and settlement risk, play a minor role for the firm’s risk
profile.

Dec. 31, 2008 Sep. 30, 2008 June 30, 2008 Dec. 31, 2007

Risk Category

Credit Risk 116,980
Operational Risk 15,431
Market Risk 5,337
Economic Capital 137,748

85,019 128,363 131,000
15,431 15,431 13,124
5,133 4,923 0
105,583 148,717 144,124
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The credit risk strategy is derived from the J.P. Morgan AG'’s
business strategy and is an integral component of the firm’s
overall approach to risk management, defining the risk profile
with regard to clients groups, industries, countries and prod-
ucts. The MaRisk guidelines for J.P. Morgan AG define in addi-
tion the credit organisation, processes for risk controlling, pos-
sible steps for risk mitigation as well as mandatory credit risk
reporting. These guidelines complement the group-wide cred-
it policies. The Board of J.P. Morgan AG makes its credit deci-
sion following clearly defined responsibilities between Front
Office (“Markt”) and Back Office (“Marktfolge”).

Worst case scenarios are calculated regularly. Even assum-
ing an extreme scenario of complete usage of intra day limits
for overnight overdrafts by all clients at the very same time,
the capital of J.P. Morgan AG is sufficient under GroMiKV
regulations.

The daily monitoring of counterparty risks on client level is
done by Treasury & Credit Control, using the group-wide
exposure control system which records individual limits and
its usage on account but also on single borrower units (“Kre-
ditnehmereinheit”). Daily activities mainly focus on the mon-
itoring of intra-day and overdraft facility usage.

Compliance with the approved limit structure, the monitoring
of J.P. Morgan AG's risk capacity as well as the analysis of
the firm’s portfolio (e.g. maturities, credit products, segments
and countries) are summarized in weekly, monthly and quar-
terly reports to the Management Board of J.P. Morgan AG.
J.P. Morgan AG has procedures for intensified loan manage-
ment as well as the treatment of problem loans, but had not
need to apply these procedures to any of the outstanding
exposures during 2008.

Operational Risk

Operational Risk is the risk of loss resulting from inadequate
or failed processes, people and systems, or from external
events. An “Operational Risk Event” is an incident or occur-
rence that prevents successful completion of a defined busi-
ness process or activity and is for that relevant for all process-
es and activities within J.P. Morgan AG. This definition also
covers legal risk which is defined as the risk of loss resulting
from failure to comply with laws as well as prudent ethical
standards and contractual obligations.

The firm has the necessary processes in place for identifying,
assessing, treating, monitoring and communicating risks in
compliance with the group-wide risk policies in order to iden-
tify material risks at an early stage. These processes are out-
lined in the firm’s MaRisk Guidelines, assigning the overall
responsibility to the Chief Operating Officer, and are further
specified in the firm’s Operational Risk Manual.

J.P. Morgan AG calculates the Operational Risk Capital
Requirement (orRCR) for Pillar 1 & Pillar 2 purposes using the
Basic Indicator Approach (B1A). The calculation of the ORCR
is considered to be complementary to the qualitative risk

framework.

To monitor and control operational risk, J.P. Morgan AG
makes usage of the group-wide system of comprehensive
policies and a control framework designed to provide a sound
and well-controlled operational environment. The goal is to
keep operational risk at appropriate levels, in light of the
firm’s financial strength, the characteristics of its businesses,
the markets in which it operates, and the competitive and
regulatory environment to which it is subject. For this pur-
pose an inventory of all functions has been established, cov-
ering all functions performed by or on behalf of J.P. Morgan



AG. This inventory is regularly reviewed and allows for an in-
depth analysis of inherent risks. The final assessment of the
residual risks is based on the results of the semi-annual con-
trol self assessment which records errors, fines and losses,
identifies control weaknesses and respective action plans for
risk mitigation and minimisation. The coo provides a sum-
mary of these results and possible risk events to the J.P.
Morgan AG Board in his quarterly MaRisk Report.

J.P. Morgan AG also covers resiliency risk under the opera-
tional risk category. Resiliency risk is the risk that a firm car-
ries in its day to day operations to be able to recover from a
business impacting incident and continue critical functions
such that legal, regulatory or customer obligations are met in
a timely manner. J.P. Morgan AG undergoes regular busi-
ness impact assessments, which determines the recovery
time objectives as well as the appropriate business continuity
and recovery plan for each line of business. The implement-
ed recovery plans which take into account various scenarios,
such as loss of people, unavailability of 1T systems as well as
the closure of its office building, are successfully tested on an
annual basis.

Liquidity Risk

J.P. Morgan AG defines liquidity risk as the risk of loss arising
from the firm’s inability to meet its obligations when they
come due without incurring unacceptable losses.

The management and monitoring of liquidity risk is defined
by the Management Board of J.P. Morgan AG in the firm’'s
business and risk strategy, whereas the treasury policy
defines the framework for J.P. Morgan'’s treasury manage-
ment activities and summarizes the daily control of J.P. Mor-
gan AG'’s liquidity position.
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The J.P. Morgan AG Board concluded that the allocation of
capital is not an adequate approach to cover the risk of a sud-
den outflow of liquidity in the € clearing business, leaving
J.P. Morgan AG with clearing obligations which could not be
met. Instead the Treasury Policy defines a number of stress
scenarios which analyse J.P. Morgan AG's possibilities for a
contingency funding in order to ensure the necessary lig-
uidity to continue its core activities even under unfavourable

market conditions.

Stress scenarios include both the sudden outflow of liquidity
as well as a sudden increase in utilization of overdraft lines.
Scenarios are then calculated assuming the day of lowest
excess liquidity in the given quarter. In all scenarios liquidity
needs of J.P. Morgan AG are covered.

The liquidity management is handled by the Treasury func-
tion in compliance with group-wide policies and J.P. Morgan
AG'’s treasury policy. Compliance with these policies as well
as defined warning thresholds are daily monitored by Trea-
sury & Credit Control. Escalation procedures in case of a
significant drop in liquidity have been established. The lig-
uidity development is summarized in weekly reports and
reviewed by the Management Board of J.P. Morgan AG on a
monthly basis.

Market Risk

J.P. Morgan AG defines market risk as the risk of loss due to
changed market conditions and market prices. Interest rate
risks as well as currency risks have been classified as second-
ary risk categories, since J.P. Morgan AG does not maintain
an active trading book. J.P. Morgan AG does not hold any
shares or enters into any equity or commodity derivatives
(e.g. forwards, options, futures). Thus, share price risk and
commodity price risk are currently fully excluded from the
firm'’s risk strategy.

9
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Interest rate risks mainly result out of J.P. Morgan AG's treas-
ury activities in managing its € liquidity, while currency risks
are solely generated through the daily coverage of client Fx
positions at a very limited scale.

The management of market risks is defined in the business
and risk strategy and governed by the Treasury Policy, defin-
ing limits for the firm’s interest rate and currency positions.
These positions are valued and adequately monitored.

J.P. Morgan AG'’s interest rate risk is managed against a 100-
basis point value limit. For the management of the currency
risk, solely a spot limit has been defined.

Treasury & Credit Control is responsible for the daily moni-
toring of these limits. Usage of limits and impact on the firm'’s
risk capacity is reported to the Management Board of J.P.
Morgan AG on a monthly and quarterly basis.

Risk Capacity

The Chief Financial Officer (cro) is responsible for the daily
monitoring of the firm's risk capacity and compliance with
regulatory capital requirements. He reports directly to the
member of the J.P. Morgan AG Board representing the Back
Office (“Marktfolge™). In order to calculate the economic cap-
ital requirements, J.P. Morgan AG applies (a) the credit risk
standard approach (“Kreditrisiko-Standardansatz”), (b) the
basis indicator approach for operational risk and (c) marked-
to-market with basis point values for market risks.

A detailed analysis of the firm’s risk capacity, using various
stress scenarios with regard to credit risk and liquidity risk, is
performed on a quarterly basis. The results of this analysis
are summarized in the quarterly MaRisk Report and present-
ed to the Management Board of J.P. Morgan AG.

Definition of Limits

Especially for the controlling of the firm’s liquidity risks for
which the Management Board decided not to allocate any risk
capital, a series of limits were defined, complementary to the
regulatory limits of LiqV and SolvV, which are monitored on a
daily basis. These limits are defined in the treasury policy and
comprise deposit guidance limits, bidding limits, position lim-
its as well as warning thresholds.

The treasury policy has been approved by the Manage-
ment Board. In addition, the treasury policy defines roles
and responsibilities as well as escalation procedures, in
case of threshold excesses or even limit breaches.

Approval of New Products & Markets

In order to identify and assess the risk associated with the
implementation of new products or the expansion into new
markets, J.P. Morgan AG has implemented a “New Business
Initiative Approval” (NBIA) process. The decision for the
need of an NBIA process is made independent from the Front
Office function by the Chief Operating Officer who also sub-
mits the initial assessment of the various inherent risks,
results of the test phase and the final recommendation to the
Management Board for approval before the products can be
migrated into production.

Integrating various functions such as Financial Control,
Tax, Legal, Compliance and Risk Management under coor-
dination of the coo guarantees an independent review. This
group documents all results of the process for submission
for approval by the Management Board.



Outlook

Due to the various initiatives on sharpening the profile, in
corporate governance and risk management started during
the last years, J.P. Morgan AG is very well positioned to both,
mastering the continued crisis situation and benefiting over
proportionally from a turn around of the economy during the
next years.

This is certainly due to the leading position of J.P. Morgan
globally and the Group's continued investments into technol-
ogy supporting our local efforts for the highest quality of serv-
ices, best people management and closeness to our clients.
Risks to our business are limited in our view to a potential
overreaction of regulators after the experience of the finan-
cial crisis. However, we assume that regulators develop and
introduce a coordinated and measured concept for the regu-
lation of financial markets to avoid negative consequences
for economic and capital market activity.

Expectations for the Bank

Staying with our conservative credit policy we do not expect
credit losses during the year despite the increasing recession
of the economy. We expect a small decline in our commis-
sion income due to reduced economic and market activities.
With regard to interest income, we also expect a decline due
to the low interest rate environment and our continued con-
servative credit policy without any term transformation.

Assumptions

These expectations are based on our assumption of a con-
tinuation of the recession way into this year. We also believe
that the ecs does not have real alternatives to rate cuts and

MANAGEMENT REPORT

assume a “near zero rate policy” way into 2010. We likewise
also expect that well into 2010 market activity will remain
restrained and asset values only recover slowly.

Development of Segments

Based on the scenario described above we will continue to
manage both segments with a tough cost discipline. We have
already started last year to consequently rise efficiencies with-
out sacrificing the quality of our services or the investments
into technology. We will also expand our efforts to win new
clients and business based on investments in client service
areas executed already last year, and we do expect returns on
these investments already in 2009.

Liquidity & Solvency

The liquidity and solvency of J.P. Morgan AG is given at all
times owing to the business model driven structure of our
balance sheet. Additionally the bank will continue to manage
a high liquidity ratio which stands at 1.85 for March 2009,
and will continue to stay away from term transformation to

achieve a higher interest rate margin.
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Assurance by the Board

We hereby assure that to the best of our knowledge and in
line with the applicable accounting principles for financial
reporting, this report offers a fair picture of the Bank's assets,
financial/liquidity and earnings that corresponds to the facts
and that the course of business, the business results and the
Bank’s position are presented in such a way as to convey a
true and fair picture, and that the material opportunities and
risks of the Bank's presumable future performance in the
remainder of the current business year are described.

Frankfurt am Main, April 29, 2009
J.P. Morgan AG

Frankfurt am Main
The Board

THOMAS MEYER OLIVER BERGER
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14 BALANCE SHEET

Cash and due from banks 37,038

Interbank placings 2.2. 14,390,964 7,910,121
Commercial and industrial loans 2.3. 2,135,319 468,391
Bonds and other fixed-income securities 2.4. - 302,008
Shares and other non-fixed-income securities 2.5. 109,853 108,041
Equity investments 2.6. 89 89
Fixed assets 2.7. 15,118 17,617
Other assets 11,284 10,595
Prepaid and deferred expenses 51 105
Total assets 16,699,716 8,816,967

Liabilities to banks 10,518,922 4,783,948
Liabilities to customers 2.10. 5,309,379 3,224,083
Certificated liabilities 2.11. 342,675 322,926
Other liabilities 2.12. 86,937 69,945
Deferred income and accrued expenses 65 44
Provisions 2.13.+2.14. 113,297 98,266
Subordinated debt 2.15. 97,052 91,864
Profit participation rights 2.16. 26,076 26,076
Fund for general banking risks 2.17. 56,300 56,300
Stockholders’equity 2.18.-2.20. 149,013 143,515
Total liabilities and stockholders’equity 16,699,716 8,816,967
Contingent liabilities 2.23. 142,428 94,685

Other commitments - -



INCOME STATEMENT

Interest income
Interest expense

Income from shares and other variable rate securities
Income from investments

Commission Income

Commission Expenses

Net income from financial operations

Other operating income

General administrative expenses

Amortization and depreciation of fixed and intangible assets
Other operating expenses

Write downs of and provisions against receivable and certain securities
and additions to accruals relating to the credit business

Income from write-ups of receivables and
securities and write-backs of credit provisions

Net operating income
Income taxe
Other taxes, if not recorded under other operating expenses

Profits transferred as a result of a profit transfer
of partial profit transfer agreement

Net income for the year
Profit available for appropriation

3.1

3.2

3.3.
3.4.

3.5.

361,860
322,363
39,497

IN

68,534
9,043
59,491

323
20,579
84,246

3,382

169

6,215

64
-6,151

25,949

11
1

25,937

308,352
271,119
37,233

10

68,269
9,063
59,206

a1
19,746
84,072
3,263
1

49
4

28,930

8

28,922
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16 NOTES

1. General remarks

J.P. Morgan AG, Frankfurt am Main, is a registered joint stock corporation under German law,
active in Germany in the main fields of transaction banking, securities custody business, deposits
and loans business.

The J.P. Morgan AG balance sheet and income statement have been prepared in accordance
with the provisions of the German Commercial Code (HGB) and the Regulation on Accounting
Principles for Banks and Financial Service Institutions.

The balance sheet and income statement formats are consistent with those in the previous year.

The accounting and valuation policies are unchanged from those used for the 2007 financial
statements.

Receivables and liabilities in foreign currencies were translated using the reference exchange rate
determined by the European Central Bank on the balance sheet date. Foreign currency transac-
tions were translated at the time of the underlying business transaction at the respective end-of-
month rate. Gains from exchange rate conversions were entered in the income statement under
the item for “net income from financial operations”.

2. Key accounting and valuation principles and explanations

Cash reserve 37,038 0
Cash balances - -
Deposits at central banks 37,038 -
of which: at the Deutsche Bundesbank 37,038 -

Cash balances are carried at their nominal value. As at year-end, cash balances were deposited
with the German Central Bank (“Deutsche Bundesbank®).



NOTES

in € thousands (section 9 RechKredV) Dec. 31, 2008 Dec. 31, 2007

Other interbank placings 14,390,964
Structure of remaining maturities:
—Due on demand 3,048,708
—With a remaining maturity or notice period of

1. up to three months, 11,342,255

2. three months up to one year, -
3. one year up to five years, -
4. more than five years -

of which: loans to associated companies 5,146,739

7,910,121

6,358,444

1,551,677

7,798,506

Interbank placings are entered at nominal value or at the lower of cost/market plus interest

deferrals.

The increase in interbank placings is attributable to the more conservative investments with

other banks.

in € thousands (section 9 RechKredV) Dec. 31, 2008 Dec. 31, 2007

Commercial and industrial loans 2,135,320
Structure of remaining maturities:
—without a fixed maturity 128,871
—with a remaining maturity or notice period of
1. up to three months, 2,003,245
2. three months up to one year, -
3. one year up to five years, 1,212
4. more than five years 1,992
of which: loans to associated companies 86,694

468,391
458,033
6,128

2,017
2,213

276,126

Commercial and industrial loans are entered at nominal value or at the lower of cost/ market

plus interest deferrals.

The rise is the result of the investment of excess cash balances with clients with prime credit rat-

ings.
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Bonds and other fixed-income

securities - 302,008

—Due the following year - 302,008

Bonds and fixed-income securities

—issued by public bodies - 302,008
of which: eligible as collateral for Deutsche Bundesbank - 302,008

Of which publicly-listed securities
» Exchange-listed - 302,008
» Not exchange-listed - -

The bonds and other fixed-income securities were valued pursuant to section 253 para. 3 HGB
strictly according to the lower of cost and market at purchase cost or nominal value plus interest
deferrals, the lower publicly quoted price or the lower market value. Bonds that were held owing
to a securities lending transactions were valued at the date they were loaned.

Bonds held in the portfolio owing to securities lending transactions in 2007 were valued at the
price on the date they were loaned. As at Dec. 31, 2008 the portfolio contained no securities
lending transactions.

This item exclusively covers retail and special funds to secure pension obligations.

The equities and other floating-rate securities are carried at purchase cost or at the lower mar-
ket value.

Owing to declining market values, as at Dec. 31, 2008 these were written back at the lowest
value in line with the lower stock market price of € 4,631,616.

The securities held at the balance sheet date and defined as “not publicly listed” were listed the fol-
lowing year on the Luxembourg Stock Exchange, Luxembourg.

Shares and other non-fixed-income securities 109,853 108,041

Of which publicly-listed securities
» Exchange-listed 12,942 12,094
» Not exchange-listed 8,236 7,272



NOTES

89 89

Equity investments

of which: to banks 89 89

The participations are valued at purchase cost. There is a double liability from investments in the
amount of € 600.000.

Other assets and Technical plant and
in € thousands business equipment equipment Total

Tangible asset

Cumulative purchase costs
as at Jan. 1, 2008

Additions
Disposals

Cumulative purchase costs
as at Dec. 31, 2008

Scheduled depreciation
in the current year

Cumulative depreciation
as at Dec. 31, 2008

Status as at Dec. 31, 2008

Net carrying value

20,348 7,648 27,996
522 531 1,053
-393 -627 —-1,020
20,477 7,552 28,029
2,156 1,227 3,382
8,218 4,693 12,911
12,259 2,859 15,118
14,001 3,616 17,617

Fixed assets are made up entirely of office equipment, furnishings and fittings.

Tangible assets are carries at purchase cost less straight-line depreciation. Additions of minor-
value assets are valued in line with section ¢ para. 2a German Income Tax Act (EStG) and written
off.

Other assets and liabilities are valued strictly in line with the principle of lower of cost or market.
Deferred expenses or income has been entered and allocated to the respective balance-sheet
item.

Liabilities are carried at the sums repayable and certificated liabilities are entered at nominal

value.
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Due provisions have been made for uncertain liabilities. There were no losses threatened from
pending business transactions.

Interest from interest swaps and total return swaps were deferred on a pro-rated basis and car-
ried at receivables or liabilities, with interest claims being netted against interest commitments
for the respective transaction. Interest swaps were values at present value, whereby future cash
flows due was discounted at market interest rates as at the balance sheet date. No provision for
unrealized losses needed to be established. Unrealized losses from hedging transactions that
compared with liabilities on the balance sheet were not considered in the annual financial state-
ments.

in € thousands (section 9 RechKredV) Dec. 31, 2008 Dec. 31, 2007

Liabilities to banks 10,518,922 4,783,948
Structure of remaining maturities:
—Due on demand 4,144,160 2,478,112
—with agreed maturities or notice period of
1. up to three months, 6,373,951 1,554,594
2. three months up to one year, 811 501,123
3. one year up to five years, - -
4. more than five years - 250,119
of which: liabilities due to associated companies 7,948,640 3,038,916

Liabilities due to banks have risen owing to a greater volume of sight deposits from Group entities
as at Dec. 31, 2008.

in € thousands (section 9 RechKredV) Dec. 31, 2008 Dec. 31, 2007

Liabilities to customers 5,309,379 3,224,083
Structure of remaining maturities:
—Due on demand 3,484,821 2,398,674
—with agreed maturities or notice period of
1. up to three months, 1,289,124 336,960
2. three months up to one year, 420,471 399,864
3. one year up to five years, 39,963 68,585
4. more than five years 75,000 20,000

of which: liabilities due to associated companies 60,530 435,518
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Liabilities due to customers rose primarily owing to higher deposists by non-banks. Liabilities

due to Group entities in 2007 consisted mainly of restitution obligations from securities lending

transactions that were due in 2008 and were not prolonged.

in € thousands (section 9 RechKredV) Dec. 31, 2008

Certificated liabilities 342,675
Bonds issued 342,675
—Due the following year 342,675

Other certificated securities -

Structure of remaining maturities:

—with agreed maturities or notice period of
1. up to three months, -
2. three months up to one year, -
3. one year up to five years, -
4. more than five years -

of which: own acceptances and promissory notes outstanding -

Dec. 31, 2007

322,927
322,927
322,927

Securitized liabilities result from bonded loans issued. The categorization by remaining period

to maturity also considers possible advance termination notice.

In business year 2008 additional bonded loans were issued.

Other liabilities consisting of: 86,937
—Profit/loss transfer agreement 25,937
—Profit shares for the profit participation rights

(J.P. Morgan Beteiligungs- und Verwaltungsgesellschaft mbH) 4,410
—Withholding tax 45,728
—Value added tax 9,410
—Any other liabilities 1,452

69,945
28,922

4,918
34,247

1,858

The profit shares for the capital subject to profit participation rights are attributable to J.P.

Beteiligungs- und Verwaltungsgesellschaft mbH, Frankfurt am Main. The profit transfer as at

Dec. 31, 2008 relates exclusively to business year 2008.
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Provisions 113,297 98,266
of which for
—pensions and similar commitments 98,301 86,536

Pension provisions were formed on the basis of an actuarial report in line with the regulations of
section 6a EStG. The calculation of the provision is a computed interest rate of ¢ %% and is based
on the actuarial tables by Prof. Dr. Klaus Heubeck 2005 G.

Provisions 113,297 98,266
of which for
—other provisions 14,996 11,730

The provisions stated contain all discernible commitments that relate to past business occur-

rences or past events.

Other provisions consist largely of accrued expenses for personnel expenses and reconversion
commitments for the rented office building.

Subordinated debt 97,051 91,864

of which: Subordinated debt relating to associates 97,051 91,864

The subordinated debts meets the criteria set out in section 10 para. 5a German Banking Act.

As contractually agreed, the debt is originally denominated in us dollars; and interest payments
are made quarterly as of the loan being taken up, starting as of March 20, 2007. Interest is cal-
culated on the respective 3-months usp-LIBOR (London Interbank Offered Rate). A prop-rated
interest deferral of € 47,828 is likewise carried under the item for “subordinated debt”. The
decrease is attributable to the fact that the us dollar lost ground against the euro.
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Profit participation rights 26,076 26,076

J.P. Morgan Beteiligungs- und Verwaltungsgesellschaft mbH,
Frankfurt am Main

Funds for general banking risks

Status as at Jan. 1, 2008 56,300
Additions -
Disposals -
Status as at Dec. 31, 2008 56,300

Schedule of changes
in stockholders’equity

Status as at Jan. 1, 2008 60,000 53,737 113,737
Additions - 5,499 5,499
Disposals - - -
Status as at Dec. 31, 2008 60,000 59,236 119,236

With the merger agreement of August 19, 2008 and the resolutions approving this of the same
date, J.P. Morgan Services GmbH (HRB 28604), Frankfurt am Main, was merged into the legal
entity taking it over, J.P. Morgan AG. In this context, in line with the assignment contract of
August 19, 2008 an additional payment to stockholders’ equity was agreed pursuant to section
272 para. 2 item 4. German Commercial Code (HGB).

The capital stock amounts to € 60,000,000, subdivided into 11.735 common shares. All 11.735
common shares are held by J.P. Morgan Beteiligungs- und Verwaltungsgesellschaft mbH, Frank-
furt am Main.
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Other retained
in € thousands Statutory reserves earnings reserves Total

Schedule of changes
in retained earnings

Status as at Jan. 1, 2008 6,000 23,778 29,778
Additions - - -
Disposals - - -
Status as at Dec. 31, 2008 6,000 23,778 29,778

Other items relating to associates
Other assets 631 643
Other liabilities 30,347 33,840

Assets and liabilities in foreign currencies
Assets 1,651,103 1,646,132
Liabilities 1,649,666 1,639,852

Contingent liabilities

Liabilities from guarantees and
indemnification agreements 142,428 94,685

The increase results from greater business activities in 2008 and from the translation of sums in
foreign currencies.
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3. Notes to the income statement

Net interest income 39,497 37,233
Interest income from 361,860 308,352
Lending and money market transactions 361,860 308,352
Fixed-income securities and debt securities interest expense - -
Interest expenses 322,363 271,119

The increase in interest income reflects the greater volume of payment transactions and custody
business.

Commission income 59,491 59,206
Commission income remained more or less steady in 2008. Income from payments transactions

remained unchanged on the year, while custodian bank business was slightly improved by addi-
tional clients being developed.

Other operating income 20,579 19,746
of which from:

Services provided for Group entities 19,085 17,491
Other operating income 1,493 2,255

Other operating income includes services provided for Group entities and from a major event.
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General administrative expenses 84,246 84,072
« of which for: Personnel expenses
— Wages and salaries 24,690 25,376
- Social security contributions, retirement benefits
and welfare 9,567 8,528
of which: for retirement benefits 6,927 5,864
» Other administrative expenses 49,989 50,168

Write downs of and provisions against

receivable and certain securities and additions to accruals
relating to the credit business 6,215 8

The value impairment results from the write-down at the lowest value of retail funds held to
hedge pension commitments.

4. Further information

Market values as at Dec. 31, 2008 Market values as at Dec. 31, 2007

Interest-related transactions

Interest swaps 4,588 4,588 2,237 2,237
Equity-related transactions

Total Return Swaps 32,519 81,734 122,830 26,031
Total 37107 86,322 125,067 28,268

On the balance sheet date, the following forward transactions existed that had not been settled:
interest swaps and total return swaps.

The interest rate forward contracts relate to closed positions in which the bank acting as inter-
mediary. The total return swaps were concluded to hedge against market risks.
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J.P. Morgan Beteiligungs- und Verwaltungsgesellschaft mbH, Frankfurt am Main, is sole share-
holder and a profit transfer agreement exists with it. Therefore, no dependent companies report
pursuant to section 312 German Stock Corporation Act (AktG) needs to be compiled.

The consolidated financial statements for the largest and smallest groups of companies are pre-
pared by JPMorgan Chase & Co., New York, whose shares are traded on the New York Stock
Exchange and on various European and Asian stock exchange. The consolidated financial state-
ments can be obtained on request from J.P. Morgan AG, Frankfurt am Main.

The bank is a member of the deposit guaranty fund run by the Federation of the German Bank-

ing Industry.

On average for the year the bank had 285 staff members. As at Dec. 31, 2008 the schedule for
employees was as follows:

Payroll structure 2008 2007

Average for the year 285 269
Payroll structure
Authorized officers 21 20
Officers 108 110
Commercial clerks 156 136

Total compensation of the Management Board came to € 1.465 million. Thereon applied € 241
thousands on restricted stock units. Total compensation of Supervisory Board members totaled
€ 5 thousands.

In the year under review, no loans were granted to Board members.

Retirement benefit obligations for this group of persons totaled € 23.044 million as at Dec. 31,
2008. Total compensation for former Board members and their surviving dependents came
€ 360 thousands.
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Expense item for fees
which has been recorded in 2008 for

the year end audit 286 266
Management Board:
Thomas Meyer, Banker Chairman
Oliver Berger, Banker
Martin Schitz, Banker
Supervisory Board:
Mark S. Garvin, Managing Director Chairman

Chairman of Treasury & Securities Services International,
JPMorgan Chase Bank, National Association

Alexander Caviezel, Managing Director Deputy Chairman
Treasury Services EMEA,
JPMorgan Chase Bank, National Association

Peter T. Schwicht, Managing Director
Asset Management,
JPMorgan Asset Management (Europe) S.a r.l.

John Jetter, Banker (until December 31, 2008)
Karl-Georg Altenburg, Banker (as of January 1, 2009)
Carl H. Schneppensiefer, Banker (until March 31, 2008) (Employee representative)
Rudolf Wissel, Banker (Employee representative)
Thomas Freise, Client Service Manager (as of September 9, 2008) (Employee representative)

Frankfurt am Main, April 29, 2009
J.P. Morgan AG

Frankfurt am Main
Management Board

THOMAS MEYER OLIVER BERGER
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(Translation of the auditor’s report issued in German language on the annual financial state-
ments prepared in German language by the management of J.P. Morgan AG, Frankfurt am
Main.)

We have audited the annual financial statements, comprising the balance sheet, the income
statement and the notes to the financial statements, together with the bookkeeping system, and
the management report of the J.P. Morgan AG, Frankfurt am Main, for the business year from
January 1 to December 31, 2008. The maintenance of the books and records and the preparation
of the annual financial statements and management report in accordance with German commer-
cial law are the responsibility of the Company’s Board of Managing Directors. Our responsibility
is to express an opinion on the annual financial statements, together with the bookkeeping sys-
tem, and the management report based on our audit.

We conducted our audit of the annual financial statements in accordance with s (Article) 317
HGB (“Handelsgesetzbuch”: “German Commercial Code”) and German generally accepted stan-
dards for the audit of financial statements promulgated by the Institut der Wirtschaftsprifer
(Institute of Public Auditors in Germany) (1pw). Those standards require that we plan and per-
form the audit such that misstatements materially affecting the presentation of the net assets,
financial position and results of operations in the annual financial statements in accordance with
(German) principles of proper accounting and in the management report are detected with rea-
sonable assurance. Knowledge of the business activities and the economic and legal environ-
ment of the Company and expectations as to possible misstatements are taken into account in
the determination of audit procedures. The effectiveness of the accounting-related internal con-
trol system and the evidence supporting the disclosures in the books and records, the annual
financial statements and the management report are examined primarily on a test basis within
the framework of the audit. The audit includes assessing the accounting principles used and
significant estimates made by the Company’s Board of Managing Directors, as well as evaluating
the overall presentation of the annual financial statements and management report. We believe
that our audit provides a reasonable basis for our opinion.

Our audit has not led to any reservations.
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In our opinion based on the findings of our audit, the annual financial statements comply with the
legal requirements and give a true and fair view of the net assets, financial position and results of
operations of the Company in accordance with (German) principles of proper accounting. The
management report is consistent with the annual financial statements and as a whole provides a
suitable view of the Company's position and suitably presents the opportunities and risks of future

development.

Frankfurt am Main, April 29, 2009
PricewaterhouseCoopers
Aktiengesellschaft
Wirtschaftspriufungsgesellschaft

CHRISTIAN F. RABELING PPA. KIRSTEN BLOM
Wirtschaftsprifer Wirtschaftspruferin
(German Public Auditor) (German Public Auditor)
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The Supervisory Board supervised the Management Board throughout the year on the basis of
written and oral reports and discharged its duties according to the law. Important matters of
business management were examined by the Supervisory Board and reviewed together with the
Management Board. The Supervisory Board met twice to discuss the Bank’s economic situation,
its strategy and risk management. In particular, the Supervisory Board was informed about
default risks in the lending business and operational risks in all business areas.

There were no changes to the Management Board during the year. The Management Board con-
sists of Thomas Meyer (Chairman) as well as Oliver Berger and Martin Schitz.

John Jetter resigned from the Board effective December 31, 2008. Effective January 1, 2009
Karl-Georg Altenburg was appointed to the Supervisory Board by the shareholder. Thomas
Freise was appointed to the Supervisory Board to replace Carl Schneppensiefer as representa-
tive of the employees. During the year the Supervisory Board was comprised of:

Mark S. Garvin (Chairman), Alexander Caviezel (Deputy Chairman), John Jetter, Peter Schwicht,
and, elected by the employees, Carl Schneppensiefer (until March 31, 2008), Thomas Freise
(effective September 9, 2008) and Rudolf Wissel.

The year-end Financial Statements and the Management Report for 2008 fiscal year as well as all
relevant accounting records have been examined by the duly appointed auditing firm Pricewater-
houseCoopers AG, Frankfurt am Main. The auditing firm issued an unqualified audit opinion.



32 SUPERVISORY BOARD REPORT

Based on the final examination of the year-end Financial Statements and the Management
Report by the Supervisory Board, the Financial Statements as of December 31, 2008 and the
Management Report have been approved by the Supervisory Board. The annual statement of
accounts is herewith determined.

The Supervisory Board would like to express its thanks to the Board of Management and to all

employees for their performance and commitment.
May 14, 2009

The Supervisory Board

MARCA
MARK S. GARVIN
Chairman



J.P. Morgan AG, Frankfurt am Main
JunghofstraBe 14
60311 Frankfurt am Main

Heisters & Partner, Buro fur Kommunikationsdesign, Mainz

Druckerei und Verlag Klaus Koch GmbH, Wiesbaden



J.PMorgan



