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Item 5. Other Events

J.P. Morgan Chase & Co., a Delaware corporation ( JPMorgan Chase ), and Bank One Corporation, a Delaware
corporation ( Bank One ), have entered into an Agreement and Plan of Merger, dated as of January 14, 2004 (the
Merger Agreement ). The Merger Agreement provides for the merger of Bank One with and into JPMorgan Chase (the
Merger ). The Merger will be treated as a purchase business combination by JPMorgan Chase under U.S. generally
accepted accounting principles. Completion of the Merger is subject to various conditions, including the receipt of all
required regulatory approvals and the approval of the Merger by the stockholders of both JPMorgan Chase and Bank
One.

Upon completion of the Merger, which is expected to occur in mid-2004, each share of common stock of Bank One,
$0.01 par value per share, outstanding immediately prior to the effective time of the Merger, will be converted into
1.32 shares of JPMorgan Chase common stock, $1.00 par value per share.

Certain financial information for JPMorgan Chase and pro forma combined financial information for the combined
entity giving effect to the Merger is set forth below.

Management s Discussion and Analysis of the Financial Condition and Results of Operations for JPMorgan
Chase

Reproduced below is management s discussion and analysis of the financial condition and results of operations for
JPMorgan Chase prepared by JPMorgan Chase and included in its Quarterly Report on Form 10-Q for the quarter
ended March 31, 2004.

MANAGEMENT S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

J.P. Morgan Chase & Co. ( JPMorgan Chase orthe Firm ) is aleading global financial services firm with assets of
$801 billion and operations in more than 50 countries. The Firm is a leader in investment banking, financial services

for consumers and businesses, financial transaction processing, investment management, private banking and private
equity. JPMorgan Chase serves more than 30 million consumers nationwide and many of the world s most prominent
corporate, institutional and government clients. The Firm s wholesale businesses are known globally as JPMorgan, and
its national consumer and middle market businesses are known as Chase. The wholesale businesses comprise four
segments: the Investment Bank ( IB ), Treasury & Securities Services ( TSS ), Investment Management & Private
Banking ( IMPB ) and JPMorgan Partners ( JPMP ). IB provides a full range of investment banking and commercial
banking products and services, including advising on corporate strategy and structure, capital raising, risk
management, and market-making in cash securities and derivative instruments in all major capital markets. The three
businesses within TSS provide debt servicing, securities custody and related functions, and treasury and cash
management services to corporations, financial institutions and governments. The IMPB business provides investment
management services to institutional investors, high-net-worth individuals and retail customers and also provides
personalized advice and solutions to wealthy individuals and families. JPMP, the Firm s private equity business,
provides equity and mezzanine capital financing to private companies. The Firm s national consumer and middle
market businesses, which provide lending and full-service banking to consumers and small and middle market
businesses, comprise Chase Financial Services ( CFS ).

OVERVIEW
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Financial Performance of JPMorgan Chase First quarter change
4Q 1Q
(in millions, except per share and ratio data) 1Q 2004 4Q 2003 1Q 2003 2003 2003
Revenue $ 8,977 $ 8,068 $ 8,400 11% 7%
Noninterest expense 6,059 5,220 5,541 16 9
Provision for credit losses 15 139 743 (89) (98)
Net income 1,930 1,864 1,400 4 38
Net income per share  diluted 0.92 0.89 0.69 3 33
Average common equity 45,818 44,177 41,858 4 9
Return on average common equity ( ROCE ) 17% 17% 13% bp 400bp
Common dividend payout ratio 38 38 50 (1,200)
Effective income tax rate 34 31 34 300
Overhead ratio 67 65 66 200 100
Tier 1 capital ratio 8.4% 8.5% 8.4% (10)bp bp
Total capital ratio 114 11.8 12.2 40) (80)
Tier 1 leverage ratio 5.9 5.6 5.0 30 90

The momentum in global economic growth seen in 2003 carried into the first quarter of 2004, while business
optimism continued to build, supported by attractive financial conditions, ongoing strong productivity and
unprecedented recovery in corporate profits. Nevertheless, financial markets were volatile in the first quarter,
reflecting uncertainty about the U.S. employment outlook and the actions the Board of Governors of the Federal
Reserve System ( Federal Reserve Board ) might take on interest rates. Investors entered 2004 braced for rising interest
rates, but with hiring slack, the economy far below potential and inflation benign, a market consensus developed in the
quarter that the Federal Reserve Board s policy would remain on hold for most of the year.

These factors created a favorable capital markets environment for JPMorgan Chase, which contributed to earnings
growth in the Firm s IB and IMPB segments to their highest levels in over three years, and provided opportunities for
JPMP to realize gains. The strength in capital markets-related businesses more than offset an earnings decline at CFS,
which reflected the slowdown in the mortgage refinancing market. As a result of improved credit quality in the
commercial portfolio and ongoing portfolio management activities utilizing credit derivatives and loan sales, the Firm
improved its credit risk profile.

Net income for JPMorgan Chase of $1.9 billion, or $0.92 per share, was the highest quarterly result since the
December 2000 merger of The Chase Manhattan Corporation and J.P. Morgan & Co. Incorporated.
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Total revenue of $9.0 billion grew by 7% over the first quarter of 2003 and 11% over the fourth quarter. IB trading
revenues benefited from favorable fixed income market and currency conditions: corporate credit spreads remained
narrow, bond yields declined and the dollar continued to weaken against most major currencies. Equity market values
rose and equity issuance increased, adding to the strength in trading and contributing to the increase in private equity
gains at JPMP and in fees and commissions at IB, IMPB and TSS. Countering these favorable market conditions was

a decline in Global Treasury s revenues (securities gains and net interest income) and in mortgage origination volumes
across the industry. At Chase Home Finance ( CHF ), total mortgage originations declined by 39% compared with the
first quarter of 2003.

Total expenses of $6.1 billion increased by 9% year-over-year and 16% over the fourth quarter level. The fourth
quarter of 2003 had an unusually low base of expenses due to an adjustment to incentive accruals, which reduced
compensation costs to reflect full-year incentives. Incentive accruals were higher relative to prior periods because of
higher revenues. The largest expense increases compared with the first quarter of 2003 were in CHF, within CFS, and
TSS. As a result of the unprecedented refinancing boom during 2003, CHF increased staff throughout the year to keep
pace with volumes; expenses remained comparable to fourth quarter 2003 levels. Management expects expenses in
both CHF and TSS to moderate in future quarters to reflect the reduction in business volumes at CHF, and the
realization of synergies from acquisitions at TSS.

The first quarter of 2004 Provision for credit losses of $15 million declined significantly from both comparable
periods and was $429 million lower than net charge-offs in the quarter. Most of the reduction in the allowance for
credit losses was due to improvement in the quality of the commercial portfolio. During the first quarter of 2004, the
Firm s commercial nonperforming loans declined by 45% and criticized exposure levels declined by 49% compared
with the first quarter of 2003. At the same time, the consumer portfolio had lower delinquencies and net charge-offs
versus both comparable periods. As improvements in the quality of the commercial portfolio taper off and demand for
commercial loans picks up, reductions in the allowance for credit losses should moderate and credit costs could
increase from the first quarter 2004 level.

The Firm s capital position at March 31, 2004, was strong. Tier 1 capital of $44.7 billion increased by 16% from the
first quarter and 4% from the fourth quarter of 2003 as retained earnings increased. A rise in risk-weighted assets (as
defined by banking regulators) resulted in a Tier 1 ratio that was flat compared with the year-ago level and lower than
the year-end ratio. The regulatory weightings do not distinguish between the risk ratings of credit exposure. At the
same time, the Firm s internal measure of risk in the businesses, the amount of allocated capital, declined by 11% from
the first quarter and 2% from the fourth quarter of 2003, as IB reduced credit risk and JPMP reduced private equity
investments.

The table below shows JPMorgan Chase s segment results. These results reflect the manner in which the Firm s
financial information is currently evaluated by management and are presented on an operating basis. For a discussion
of the Firm s Segment results, including more information about operating results, see pages 32 50 of this Form 10-Q.
Prior-period segment results have been adjusted to reflect the alignment of management accounting policies or
changes in organizational structure among businesses.

Segment results Operating basis Return on average
Operating revenue Operating earnings allocated capital
First quarter First quarter First quarter
change change change
1Q 4Q 1Q 1Q 4Q 1Q 1Q 4Q 1Q
(in millions, except ratios) 2004 2003 2003 2004 2003 2003 2004 2003 2003
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Investment Bank $3,979 31% (% $1,110 29% 24%  28% 800bp 1,100bp
Treasury & Securities Services 1,106 3 19 119 17) 6 15 (600) (100)
Investment Management & Private

Banking 824 29 115 15 326 8 100 600
JPMorgan Partners 249 137 NM 115 400 NM 9 800 NM
Chase Financial Services 3,414 5 (®) 427 (24) (34) 18 (700)  (1,300)
Support Units and Corporate (122) 1 3 4 (75 NM NM NM NM
JPMorgan Chase $9,450 11 7 $1,930 4 38 17 400

IB reported operating earnings of $1.1 billion for the first quarter of 2004, its best performance in three years, up 24%
and 29% from the first and fourth quarters of 2003, respectively. The low interest rate environment, volatility in credit
markets, and improvement in equity markets produced increased client and portfolio management revenue in fixed
income and equities. This coupled with negative credit costs (i.e., a benefit to income) drove results.

TSS operating earnings of $119 million for the quarter were up 6% compared with the first quarter of 2003 and down
17% compared with the fourth quarter of 2003; the fourth quarter result included a $41 million pre-tax gain on the sale
of a nonstrategic business. Acquisitions in Institutional Trust Services and Treasury Services drove revenue and
expense growth in TSS. Higher global equity values resulted in increased fees in Investor Services, as pricing is tied to
asset levels. Average deposits for TSS were up 33% from
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the first quarter of 2003, though spreads on deposits were low given the low level of interest rates. At 15%, Return on
average allocated capital for TSS was negatively affected by goodwill from acquisitions.

IMPB increased operating earnings and assets under supervision in the first quarter of 2004 compared with the
year-ago and prior quarters, aided by increased equity market valuations in client portfolios and increased brokerage
activity. Net inflows in the quarter were at their highest levels in more than two years; strong inflows from the retail
segment were coupled with net positive institutional inflows for the first time in more than a year, a reflection of
improved investment performance.

JPMP performance improved significantly, with a positive $526 million increase in private equity gains from the first
quarter of 2003. Net gains on direct private equity investments, at $304 million, benefited from higher sales ($302
million in realized gains) and liquidity events such as initial public offerings and much lower negative net valuation
adjustments ($23 million) of companies in the portfolio.

CFS operating earnings declined by $221 million from the first quarter of 2003, 92% of which was due to the decline
in earnings at CHF. Strong production results in many of the businesses including increased purchase volume at
Chase Cardmember Services, deposit growth at Chase Regional Banking and Chase Middle Market, and higher home
equity originations at CHF  were more than offset by deposit spread compression, weak automobile leasing results and
higher severance and related costs.

Business outlook

Toward the end of the first quarter, U.S. economic data began showing a gradual strengthening in hiring and
improvement in business conditions. Management expects higher interest rates some time in the second half of 2004.
Rising interest rates may negatively affect the Firm s Home Finance and Global Treasury results compared with 2003.
However, rising rates may be indicative of robust economic growth, which is beneficial for many other businesses in
the Firm. IB had a stronger pipeline for fees than in December or March of last year. In addition, client trading activity
is independent of the direction of rate moves (although trading revenues in future quarters may be lower, as the first
quarter is usually seasonally strong). IMPB, Investor Services and JPMP are expected to benefit from rising equity
markets. Loan demand should increase as the economy continues to improve and corporations increase investments.
The level of deposits may decline as rates rise (although the interest rate spread could widen). Commercial net
charge-off ratios may be lower, but credit costs may rise as the reduction in the Allowance for credit losses slows.
Consumer loan losses may decline, but the interest rate spread on consumer loans may narrow.

Business events
Agreement to merge with Bank One Corporation

On January 14, 2004, JPMorgan Chase and Bank One Corporation ( Bank One ) announced an agreement to merge.
The merger agreement, which has been approved by the boards of directors of both companies, provides for a
stock-for-stock merger in which 1.32 shares of JPMorgan Chase common stock will be exchanged, on a tax-free basis,
for each share of Bank One common stock; cash will be paid for fractional shares. JPMorgan Chase stockholders will
keep their shares, which will remain outstanding and unchanged as shares of JPMorgan Chase following the merger.
The merger will be accounted for using the purchase method of accounting. The purchase price to complete the
proposed merger is approximately $58 billion.

The merged company, headquartered in New York, will be known as J.P. Morgan Chase & Co. and will have

combined assets of $1.1 trillion, a strong capital base, 2,300 branches in 17 states and top-tier positions in retail
banking and lending, credit cards, investment banking, asset management, private banking, treasury and securities
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services, middle markets and private equity. It is expected that cost savings of approximately $2.2 billion (pre-tax)
will be achieved by 2007. Merger-related costs are expected to be approximately $3 billion (pre-tax).

Immediately following the announcement of the agreement to merge, integration planning was initiated. To date,
detailed integration plans have been developed, with more than 2,000 milestones centrally monitored; decisions have
been made on most of the technology platforms that will be used by the combined firm. For further information

concerning the merger, see Note 2 on page 7 of this Form 10-Q.
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RESULTS OF OPERATIONS

The following section provides a discussion of JPMorgan Chase s results of operations on a reported basis.

Revenue First quarter change
4Q 1Q
(in millions) 1Q 2004 4Q 2003 1Q 2003 2003 2003
Investment banking fees $ 692 $ 846 $ o616 (18)% 12%
Trading revenue 1,720 754 1,298 128 33
Fees and commissions 2,933 2,871 2,488 2 18
Private equity gains (losses) 306 163 (221) 88 NM
Securities gains 126 29 485 334 (74)
Mortgage fees and related income 244 140 433 74 (44)
Other revenue 126 254 92 (50) 37
Net interest income 2,830 3,011 3,215 (6) (12)
Total revenue $ 8,977 $ 8,068 $ 8,406 11 7

Investment banking fees

For a discussion of Investment banking fees, which are primarily recorded in IB, see IB segment results on pages 34 37
of this Form 10-Q.

Trading revenue

For a discussion of Trading revenue, which is primarily recorded in IB, see the IB segment results on pages 34 37 of
this Form 10-Q.

Fees and commissions

The table below provides the significant components of fees and commissions:

First quarter change

4Q 1Q
(in millions) 1Q2004  4Q 2003 1Q 2003 2003 2003
Investment management and service fees $ o668 $ o618 $ 545 8% 23%
Custody and institutional trust service fees 442 431 358 3 23
Credit card fees 734 825 692 (11D 6
Brokerage commissions 401 316 259 27 55
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Lending-related service fees 139 172 124 (19) 12
Deposit service fees 274 279 285 ) 4
Other fees 275 230 225 20 22
Total $ 2,933 $ 2,871 $ 2,488 2 18

The increases from both periods for Investment management and service fees and Custody and institutional trust
service fees were primarily due to higher equity valuations of Assets under supervision (which includes assets under
custody); organic growth in the businesses including net inflows of assets under supervision; and to the acquisitions of
the Bank One corporate trust business in November 2003 (which contributed $22 million) and JPMorgan Retirement
Plan Services ( RPS ) in June 2003 (which contributed $21 million). Credit card fees rose by 6% from the first quarter
of 2003, reflecting higher servicing fees on the $1.5 billion growth in average securitized credit card receivables;
higher fees earned from the retained credit card portfolio as a result of the more robust customer purchase volume; and
the favorable impact of changes in the pricing of several card products and services. The decline in Credit card fees
from the immediately preceding quarter reflected the seasonal decrease in purchase volume.

Brokerage commissions increases from both periods were driven by the higher activity levels in the global equities
market. Lending-related service fees were up from the first quarter of 2003 as a result of the growth in business
volume, including a $3.3 billion, or 85%, growth in the automobile loan servicing portfolio. The decline in
Lending-related service fees from the prior quarter was principally attributable to a lower volume of standby letters of
credit negotiated in the quarter. The decrease in Deposit service fees compared with the first quarter of 2003 reflected
higher balances maintained by institutional customers in their deposit accounts, which reduced fees in lieu of
compensating balances or balance deficiency fees. The increase in Other fees was largely due to the acquisition of the
Electronic Financial Services ( EFS ) business from Citigroup in January 2004, which contributed $55 million.

For additional information on Fees and commissions, see the segment discussions of IMPB for investment
management fees on pages 38 40, TSS for custody and securities processing fees on pages 37 38, and CFS for

consumer-related fees on pages 43 49 of this Form 10-Q.
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Private equity gains (losses)

For a discussion of the factors that fueled the improvement in the Firm s private equity investment results, which are
primarily recorded in JPMP, see the JPMP segment discussion on pages 41 42 of this Form 10-Q.

Securities gains

Securities gains decreased by 74% from the first quarter of 2003 due to substantial gains realized last year as rates
declined. Most of the gains were realized by Global Treasury in connection with its management of the Firm s interest
rate risk exposure. CHF uses AFS securities to manage the economic risk of changes in the value of mortgage
servicing rights ( MSRs ). In the 2004 first quarter, CHF realized a loss of $4 million on its investment securities
portfolio, compared with gains of $96 million and $13 million in the 2003 first and fourth quarters, respectively.

Mortgage fees and related income

Mortgage fees and related income decreased by 44% from the first quarter of 2003 principally due to lower mortgage
originations. Originations were down 39% from the same quarter of last year. The increase of 74% from the prior
linked quarter reflected better origination margins and higher mortgage applications, as rates decreased from the
fourth quarter. For a further discussion of total mortgage-related revenues, see the segment discussion for CHF on
pages 45 46.

Other revenue

Other revenue rose 37% when compared with the 2003 first quarter, primarily the result of higher gains on credit card
and commercial mortgage loan securitizations. Net gains related to credit card securitizations (consisting of new and
revolving securitizations) was $39 million, up $26 million from the first quarter of the prior year; the gain on
commercial mortgage loan securitizations was $28 million, up $10 million from the 2003 first quarter. In addition, the
2003 first quarter included the recognition of certain nonoperating charges at American Century Companies, Inc.

( American Century ) that reduced equity income. The decline of 50% from the 2003 fourth quarter was attributable to
gains of $106 million (versus $24 million in the first quarter of 2004) from sales of securities acquired in loan
satisfactions; a gain of $41 million from the sale of a nonstrategic business in TSS; and a gain of $20 million from the
sale of a building in Geneva.

Net interest income

The declines of 6% from the fourth quarter and 12% from the first quarter of last year were the result of a lower
volume of commercial loans and lower volumes and lower spreads on available-for-sale investment securities. The
decrease in commercial loans in IB was driven by softer demand and the Firm s strategic initiative to improve its credit
risk profile; the reduction in available-for-sale investment securities reflected sales in 2003 in anticipation of higher
interest rates. Also contributing to the declines was the compression in the overall spread on interest earning assets,
including trading assets. Deposits at Chase Regional Banking, Chase Middle Market and TSS realized lower NII from
compressed spreads despite an increase in volume.

On an aggregate basis, the Firm s total average interest-earning assets for the first quarter of 2004 were $601 billion,
relatively stable in comparison with the $598 billion recorded in the first quarter of last year. The net interest yield on
these assets, on a fully taxable-equivalent basis, was 1.90% in the 2004 first quarter, 29 basis points lower than in the

same period last year.

NONINTEREST EXPENSE

11
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The following table presents the components of Noninterest expense:

Noninterest Expense First quarter change
4Q 1Q
(in millions) 1Q2004  4Q 2003 1Q 2003 2003 2003
Compensation expense $ 3,370 $ 2,577 $ 3,174 31% 6%
Occupancy expense 431 482 496 (11D (13)
Technology and communications expense 819 756 637 8 29
Other expense 1,439 1,405 1,234 2 17
Total noninterest expense $ 6,059 $ 5,220 $ 5,541 16 9

Compensation expense

The increase from the 2003 first quarter was attributable to salary raises and higher employee benefit costs including
social security related taxes. The 31% rise from the 2003 fourth quarter was largely due to higher performance-related
incentive accruals, principally in IB. The increase was partially offset by the transfer, beginning April 1, 2003, of
approximately 2,800 employees to IBM in connection with a technology infrastructure outsourcing agreement; the
related expenses of these employees, recognized in the prior year in Compensation expense, were approximately
$70 million. See Note 5 on page 9 for a discussion of the impact on 2004 expenses of a $1.1 billion contribution to the
plan in April 2004. In addition, severance-related costs of $103 million were recognized in the first quarter of 2004,
compared with $76 million in the first quarter of 2003 and $102 million in the fourth quarter of 2003.

28
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The Firm had 93,285 full-time equivalent employees at March 31, 2004, compared with 93,878 at March 31, 2003,
and 93,453 at December 31, 2003. The reduction in the number of employees in staff areas was mitigated by increases
in growing businesses.

Occupancy expense

The declines in Occupancy from both periods were primarily driven by charges for unoccupied excess real estate of
$78 million in the first quarter of 2003 and $71 million in the fourth quarter of 2003. Partially offsetting the decline
from the fourth quarter was the recognition of slightly higher property taxes and other building administration costs.

Technology and communications expense

The increase in Technology and communications expense from the first quarter of last year was primarily due to the
shift to this category of expenses as a result of the aforementioned IBM outsourcing agreement; last year
approximately $70 million of these expenses were recognized in Compensation expense, and $45 million of these
expenses were recognized in Other expense. (The IBM agreement was implemented in April 2003.) The increase was
also affected by higher amortization of capitalized software development costs, as well as higher market data and
IBM-related expenses, the latter items associated with the growing requirements of several business segments. The
increase from the fourth quarter also reflected growth in business volume.

Other expense

The following table presents the components of other expense:

First quarter change

4Q 1Q
(in millions) 1Q 2004 4Q 2003 1Q 2003 2003 2003
Professional services $ 372 $ 394 $§ 325 (6)% 14%
Outside services 376 311 272 21 38
Marketing 199 200 164 (1) 21
Travel and entertainment 118 128 89 (8) 33
Amortization of intangibles 79 74 74 7 7
All other 295 298 310 ) 5)
Total other expense $ 1,439 $§ 1,405 $ 1,234 2) 17

For Professional services, the increase from last year s first quarter was associated with higher counsel fees, related to
growth in securities underwriting transactions; whereas the decrease from the 2003 fourth quarter reflected lower
litigation-related legal expenses. The increase in Outside services from both the first and fourth quarters of 2003 was
primarily attributable to greater utilization of third-party vendors for processing activities in TSS and CFS. The
expense increase at TSS was affected by the acquisition of a business in the first quarter of 2004, which contributed
$26 million. The increase in Marketing from the first quarter of 2003 reflects higher direct marketing campaigns in
credit card and advertising by Regional Banking.

Provision for credit losses

13
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The 2004 first quarter Provision for credit losses was $15 million compared with $743 million in the 2003 first quarter
and was down $124 million from the 2003 fourth quarter, reflecting improvement in the quality of the commercial
loan portfolio. The decline from the first quarter of 2003 was also due to a higher volume of credit card
securitizations. For further information on the Provision for credit losses and the Firm s management of credit risk, see
the discussions of net charge-offs associated with the commercial and consumer loan portfolios and the Allowance for
credit losses, on pages 64 66 of this Form 10-Q.

Income tax expense

Income tax expense was $973 million in the first quarter of 2004, compared with $722 million in the first quarter and
$845 million in the fourth quarter of 2003. The effective tax rates were 33.5% for the first quarter of 2004, 34.0% for
the first quarter of 2003 and 31.2% for the fourth quarter of 2003. The differences in the tax rates were primarily
reflective of the changes in the proportion of income subject to federal, state and local taxes.

29
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EXPLANATION AND RECONCILATION OF THE FIRM S USE OF NON-GAAP FINANCIAL
MEASURES

The Firm prepares its Consolidated financial statements using GAAP. The Consolidated financial statements prepared

in accordance with GAAP appear on pages 3 6 of this Form 10-Q. That presentation, which is referred to as reported
basis, provides the reader with an understanding of the Firm s results that can be consistently tracked from year to year
and enables a comparison of the Firm s performance with other companies GAAP financial statements.

In addition to analyzing the Firm s results on a reported basis, management reviews the line-of-business results on an

operating basis, which is a non-GAAP financial measure. The definition of operating basis starts with the reported
GAAP results. In the case of IB, operating basis includes in Trading revenue the NII related to trading activities.
Trading activities generate revenues which are recorded for GAAP purposes in two line items on the income
statement: trading revenues, which include the mark-to-market gains or losses on trading positions; and net interest
income, which includes the interest income or expense related to those positions. Combining both the trading revenues
and related net interest income enables management to evaluate IB s trading activities by considering all revenue
related to these activities and facilitates operating comparisons to other competitors. For a further discussion of
Trading-related revenue, see IB on page 34 37 of this Form 10-Q. In the case of Chase Cardmember Services,
operating or managed basis excludes the impact of credit card securitizations on revenue, the provision for credit
losses, net charge-offs and receivables. JPMorgan Chase uses the concept of managed receivables to evaluate the
credit performance of the underlying credit card loans, both sold and not sold: as the same borrower is continuing to
use the credit card for ongoing charges, a borrower s credit performance will impact both the receivables sold under
SFAS 140 and those not sold. Thus, in its disclosures regarding managed receivables, JPMorgan Chase treats the sold
receivables as if they were still on the balance sheet in order to disclose the credit performance (such as net charge-off
rates) of the entire managed credit card portfolio. The operating basis for all other lines of business is the same as
reported basis. For a further discussion of credit card securitizations, see Chase Cardmember Services on pages 46 47
of this Form 10-Q.

30
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The following summary table provides a reconciliation from the Firm s reported to operating results:

Reconciliation from reported to operating basis

Consolidated income statement First quarter change
1Q 4Q 1Q
(in millions) 2004  4Q 2003 1Q 2003 2003 2003
Reported
Revenue:
Investment banking fees $ 692 $ 846 $ 616 (18)% 12%
Trading revenue 1,720 754 1,298 128 33
Fees and commissions 2,933 2,871 2,488 2 18
Private equity gains (losses) 306 163 (221) 88 NM
Securities gains 126 29 485 334 (74)
Mortgage fees and related income 244 140 433 74 (44)
Other revenue 126 254 92 (50) 37
Net interest income 2,830 3,011 3,215 (6) (12)
Total revenue 8,977 8,068 8,406 11 7
Noninterest expense 6,059 5,220 5,541 16 9
Operating margin 2,918 2,848 2,865 2 2
Provision for credit losses 15 139 743 (89) (98)
Income before income tax expense 2,903 2,709 2,122 7 37
Income tax expense 973 845 722 15 35
Net income $ 1,930 $ 1,864 $ 1,400 4 38

Reconciling items(@

Revenue:

Trading-related revenue(?) $ 576 $ 518 $ 683 11% (16)%
Fees and commissions(©) (149) (184) (169) 19 12
Other revenue 39) 29) 4 (34) NM
Net interest income:

Trading-related(®) (576) (518) (683) (11 16
Credit card securitizations(¢) 661 675 630 2) 5
Total net interest income 85 157 (53) (46) NM
Total revenue 473 462 457 2 4
Noninterest expense

Operating margin 473 462 457 2 4
Securitized credit losses(¢) 473 462 457 2 4

Income before income tax expense
Income tax expense
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Net income

Operating results

Revenue:

Investment banking fees

Trading-related revenue (including trading NII)
Fees and commissions

Private equity gains (losses)

Securities gains

Mortgage fees and related income

Other revenue

Net interest income (excluding trading NII)

Total operating revenue
Noninterest expense

Operating margin
Credit costs

Income before income tax expense
Income tax expense

Operating earnings

: BANK ONE CORP - Form 8-K

$

$ 692
2,296
2,784

306
126
244
87
2,915

9,450
6,059

3,391
488

2,903
973

$ 1,930

31

$

$ 846
1,272
2,687

163
29
140
225
3,168

8,530
5,220

3,310
601

2,709
845

$ 1,864

$

$ 616
1,981
2,319

(221)
485
433

88
3,162

8,863
5,541

3,322
1,200

2,122
722

$ 1,400

NM

(18)%

88

334
74

(61)
(8)

11
16

NM

12%

16
20
NM

(74)
(44)
()
®)

(59)

37
35

38
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(a) Represents only those line items in the Consolidated income statement affected by the reclassification of
trading-related net interest income and the impact of credit card securitizations.

(b) The reclassification of trading-related net interest income from Net interest income to Trading revenue primarily
affects the Investment Bank segment results. See pages 34 37 of this Form 10-Q for further information.

(c) The impact of credit card securitizations affects Chase Cardmember Services. See pages 46 47 of this Form
10-Q for further information.

Management uses the SVA framework as its primary measure of profitability for the Firm and each of its business
segments. To derive SVA, the Firm applies a cost of capital to each business segment. The capital elements and
resultant capital charges provide the businesses and investors with a financial framework by which to evaluate the
trade-off between the use of capital by each business unit versus its return to shareholders. JPMorgan Chase varies the
amount of capital attributed to lines of business based on its estimate of the economic risk capital required by the line

of business as a result of the credit, market, operational and business risk for each particular line of business and
private equity risk for JPMorgan Partners. JPMorgan Chase believes this risk-adjusted approach to economic capital
compensates for differing levels of risk across businesses, and therefore a constant 12% cost of capital can be applied
across businesses with differing levels of risk. The cost of capital for JPMorgan Partners is 15%, because JPMorgan
Chase believes that the business risk for JPMP is so sufficiently differentiated that, even after risk-adjustment, a
higher cost of capital is warranted. Capital charges are an integral part of the SVA measurement for each business.
Under the Firm s model, average common equity is either underallocated or overallocated to the business segments, as
compared with the Firm s total common stockholders equity. The revenue and SVA impact of this over/under
allocation is reported under Support Units and Corporate. See segment results on pages 27 28 of JPMorgan Chase s
2003 Annual Report for a further discussion of SVA, and the Glossary of Terms on pages 74 75 of this Form 10-Q for
a definition of SVA.

The following table provides a reconciliation of the Firm s operating earnings to SVA on a consolidated basis:

First quarter change

4Q 1Q
(in millions) 1Q2004  4Q 2003 1Q 2003 2003 2003
Shareholder value added
Operating earnings $ 1930 $ 1,864 $ 1,400 4% 38%
Less: preferred dividends 13 13 13
Earnings applicable to common stock 1,917 1,851 1,387 4 38
Less: cost of capital 1,367 1,337 1,239 2 10
Total Shareholder value added $ 550 $ 514 $ 148 7 272

In addition, management uses certain non-GAAP financial measures at the segment level. Management believes these
non-GAAP financial measures provide information to investors in understanding the underlying operational
performance and performance trends of the particular business segment and facilitate a comparison with the
performance of competitors. These include Total return revenue in IB, Tangible shareholder value added and Tangible
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allocated capital in IMPB, and managed receivables and managed assets in Chase Cardmember Services. For a
discussion of these line of business specific non-GAAP financial measures, see the respective segment disclosures in
segment results on pages 32 50 of this Form 10-Q.

Management measures its exposure to derivative receivables and commercial lending related commitments on an
economic credit exposure basis. See Credit risk management in this Form 10-Q on pages 54 62.

The following table provides a reconciliation of the Firm s average assets to average managed assets, a non-GAAP
financial measure on a consolidated basis:

First quarter change

4Q 1Q
(in millions) 1Q 2004 4Q 2003 1Q 2003 2003 2003
Average assets $771,318 $778,519  $778,238 (D% (D%
Average credit card securitizations 33,357 33,445 31,834 5
Average managed assets $804,675 $811,964 $810,072 (1) (1)

SEGMENT RESULTS

JPMorgan Chase s lines of business are segmented based on the products and services provided or the type of customer
serviced and reflect the manner in which financial information is currently evaluated by the Firm s management.
Revenues and expenses directly associated with each segment are included in determining that segment s results.
Management accounting and other policies exist to allocate those remaining expenses that are not directly incurred by
the segments.

The segment results also reflect revenue- and expense-sharing agreements between certain lines of business. Revenue
and expenses attributed to shared activities are recognized in each line of business, and any double counting is

eliminated at the segment level.

32
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These arrangements promote cross-selling and management of shared client expenses. They also ensure that the
contributions of both businesses are fully recognized. Prior-period segment results have been adjusted to reflect
alignment of management accounting policies or changes in organizational structure among businesses. Restatements
of segment results may occur in the future. See Note 22 on pages 22 23 of this Form 10-Q for further information
about JPMorgan Chase s five business segments.

Contribution of businesses for the first quarter of 2004

As of March 31, 2004, the overhead ratio for each business segment was: IB, 59%; TSS, 83%; IMPB, 77%; and CFS,
59%. Overhead ratios provide comparability for a particular segment with its respective competitors; they do not
necessarily provide comparability among the business segments themselves, as each business segment has its own
particular revenue and expense structure.

33
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INVESTMENT BANK

For a discussion of the business profile of the IB, see pages 29-31 of JPMorgan Chase s 2003 Annual Report. The
following table sets forth selected IB financial data:

First quarter

Selected financial data change

4Q 1Q
(in millions, except ratios and employees) 1Q 2004 4Q 2003 1Q 2003 2003 2003
Revenue
Investment banking fees $ 682 $ 834 $ 620 (18)% 10%
Trading-related revenue (¢) 2,270 1,207 1,931 88 18
Net interest income 374 463 690 (19) (46)
Fees and commissions 485 437 378 11 28
Securities gains 129 13 383 NM (66)
All other revenue 39 92 8 (58) 388
Total operating revenue 3,979 3,046 4,010 31 )
Expense
Compensation expense 1,401 827 1,312 69 7
Noncompensation expense 943 944 871 8
Severance and related costs 18 67 105 (73) (83)
Total operating expense 2,362 1,838 2,288 29 3
Operating margin 1,617 1,208 1,722 34 (6)
Credit costs (188) (241) 245 22 NM
Corporate credit allocation 2 5 (12) NM NM
Income before income tax expense 1,807 1,444 1,465 25 23
Income tax expense 697 582 568 20 23
Operating earnings $ 1,110 $ 862 % 897 29 24

Shareholder value added

Operating earnings $ 1,110 $ 862 % 897 29 24
Less: Preferred dividends 5 5 6 (17
Earnings applicable to common stock 1,105 857 891 29 24
Less: cost of capital 477 513 618 (7) (23)
Total shareholder value added $ 628 $ 344 $ 273 83 130
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Average allocated capital $ 15,973 $ 16,966 $ 20,871 (6) (23)
Average assets 513,983 511,342 525,773 1 2)
Return on average allocated capital 28% 20% 17% 800bp 1,100bp
Overhead ratio 59 60 57 (100) 200
Compensation expense as % of operating revenue

(b) 35 27 33 800 200
Full-time equivalent employees 14,810 14,567 14,398 2% 3%

Business revenue
Investment banking fees

Equity underwriting $ 177 $ 254 3 107 (30)% 65%
Debt underwriting 358 423 353 (15) 1
Total underwriting 535 677 460 21 16
Advisory 147 157 160 (6) ®)
Total investment banking fees 682 834 620 (18) 10
Capital markets and lending
Fixed income 2,065 1,368 1,966 51 5
Equities 673 341 431 97 56
Credit portfolio 347 360 394 4) (12)
Total capital markets and lending 3,085 2,069 2,791 49 11
Total revenue (excluding Global Treasury) 3,767 2,903 3,411 30 10
Global Treasury 212 143 599 48 (65)
Total revenue $ 3,979 $ 3,046 $ 4,010 31 (D)
Memo
Global Treasury
Total revenue $ 212 $ 143 $ 599 48 (65)
Total-return adjustments (229) 79 (64) NM (258)
Total-return revenue (¢) $ an 3 222 $ 535 NM NM
34
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(a) Includes net interest income of $576 million, $513 million and $683 million for the three months ended
March 31, 2004, December 31, 2003, and March 31, 2003, respectively.

(b) Excludes severance and related costs.

(c) Total return revenue ( TRR ), a non-GAAP financial measure, represents revenue plus the change in
unrealized gains or losses on investment securities and hedges (included in Other comprehensive income) and
internally transfer-priced assets and liabilities. TRR is a supplemental performance measure used by
management to analyze performance of Global Treasury on an economic basis. Management believes the TRR
measure is meaningful, because it measures all positions on a mark-to-market basis, thereby reflecting the true
economic value of positions in the portfolio. This performance measure is consistent with the manner in which
the portfolio is managed, as it removes the timing differences that result from applying the various GAAP
accounting policies.

IB operating earnings were $1.1 billion in the first quarter, compared with $897 million in the first quarter of 2003 and
$862 million in the fourth quarter of 2003. Earnings performance was driven by higher equity and fixed income
capital markets results including record trading revenues compared with the first and fourth quarters of 2003. A
significant improvement in commercial credit quality, offset in part by the anticipated reduction in Global Treasury,
also contributed to the increase over the first quarter of 2003. Return on average allocated capital was 28% for the
quarter, compared with 17% and 20% for the first and fourth quarters of 2003, respectively.

Operating revenues of $4.0 billion were 1% lower than in the first quarter of 2003 and up 31% from the fourth quarter
of 2003. Investment banking fees were $682 million, up 10% from the 2003 first quarter on higher equity and bond
underwriting fees, which were driven by increased market volumes, and partially offset by lower loan syndication and
advisory fees. These fees were down 18% from a strong 2003 fourth quarter, due primarily to lower equity
underwriting, loan syndication and advisory fees. The decline in equity underwriting compared with the fourth quarter
of 2003 reflected lower market volumes of rights issues in Europe; the decline in loan syndication fees reflected lower
volumes in new commercial loan syndications. According to Thomson Financial, the Firm maintained its No. 1
ranking in global syndicated loans and No. 2 ranking in global investment-grade bonds. For the first quarter of 2004
compared with full-year 2003, the Investment Bank increased its ranking in global announced M&A to No. 3 from
No. 5, while its ranking in U.S. equity and equity-related declined to No. 7 from No. 4. However, in U.S. initial public
offerings, the Firm improved its ranking from No. 14 for full-year 2003 to No. 4.

Composition of Capital Markets & Lending Revenue and Global Treasury:

Trading-related Fees and Securities NII and Total
revenue commissions gains other revenue

(in millions)

First quarter 2004

Fixed income $ 1,877 $ 82 $ 10 $ 9% $ 2,065
Equities 333 325 15 673
Credit portfolio 56 78 213 347
Capital markets & lending revenue 2,266 485 10 324 3,085
Global Treasury 4 119 89 212
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Fourth quarter 2003

Fixed income

Equities

Credit portfolio

Capital markets & lending revenue

Global Treasury

Total

Edgar Filing: BANK ONE CORP - Form 8-K

$ 2,270

$ 1,154
94
(30)

1,198

$ 1,207

35

$

$

$

485 $

71
258
108

437

437

129

13

413 $

140 §$
(1)
301

430

125

555§

3,297

1,368
341
360

2,069
143

2,212
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Trading-related Fees and Securities NII and Total
revenue commissions gains other revenue

(in millions)

First quarter 2003

Fixed income $ 1,735  $ 102 $ 6 $ 123 $ 1,966
Equities 199 200 6 26 431
Credit portfolio (13) 76 331 394
Capital markets & lending revenue 1,921 378 12 480 2,791
Global Treasury 10 371 218 599
Total $ 1,931 $ 378  § 383  § 698 $ 3,390

IB s capital markets and lending activities include fixed income and equities revenue and revenue from the Firm s
credit portfolio, which includes corporate lending and credit risk management activities. The capital markets and
lending revenue includes both client (i.e., market-making) revenue and portfolio management revenue; the latter
reflects net gains or losses, exclusive of client revenue, generated from managing residual risks in the portfolios, as
well as gains or losses related to proprietary risk-taking activities to capture market opportunities. IB evaluates its
capital markets activities by considering all revenue related to these activities, including Trading-related revenue, Fees
and commissions, Securities gains, lending-related NII and other revenue.

Capital markets and lending revenue (excluding Global Treasury) for the quarter was $3.1 billion, up 11% and 49%
from the first and fourth quarters of 2003, respectively, due to substantial gains in equities as well as continued strong
performance in fixed income. Equity capital markets revenue of $673 million increased substantially, up 56% and
97% over the first and fourth quarters of 2003, respectively. Results were driven by higher trading revenue in both
equity derivatives and convertibles, reflecting higher client revenues in derivatives and increased portfolio
management in an upward-moving market environment. Higher brokerage fees and commissions within the equity
cash business were driven by higher market volumes. Fixed income revenue of $2.1 billion increased by 5% from the
first quarter and 51% from the fourth quarter of 2003, driven by increased trading revenues. The increases in trading
revenue reflected strength in both client and portfolio management activities, driven by the continued favorable
interest rate environment. Client-related trading revenues were up in both the credit markets and interest rates
businesses. In particular, foreign exchange posted record results, driven by increased volumes in foreign exchange
options. Credit Portfolio revenue of $347 million was down 12% and 4% from the first and fourth quarters of 2003,
respectively, driven primarily by lower loan volume and a continued decline in credit risk capital, resulting in lower
NII for the period. The lower NII was partially offset by an increase in Trading revenue due to spread widening on
credit derivatives that are used to manage risk in the loan portfolio. For additional information, see the Credit risk
management discussion on credit derivatives on pages 61 62 of this Form 10-Q.

Global Treasury s operating revenue was $212 million, down 65% from the first quarter of 2003 and up 48% from the
fourth quarter of 2003. The decrease from the year-ago quarter reflected lower levels of NII, driven by lower coupon
reinvestment rates compared with the prior year. Securities gains decreased by 68% from the first quarter of 2003 due
to substantial realized gains last year in the Firm s AFS investment securities portfolio. The increase in securities gains
from the fourth quarter of 2003 was attributable to the higher volume of sales in connection with Global Treasury s
repositioning activities to manage, in part, the Asset/liability exposure of the Firm. Global Treasury is managed on a
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total-return revenue basis, which includes revenue plus the change in unrealized gains or losses on investment
securities and risk management activities (included in Other comprehensive income) and internally transfer-priced
assets and liabilities. Global Treasury s total-return revenue was negative $17 million for the first quarter of 2004,
down from $535 million in the first quarter and $222 million in the fourth quarter of 2003. The decline was driven by
spread widening on mortgage-backed securities, which are used to help manage the Firm s overall interest rate
exposure. Global Treasury s activities complement, and offer a strategic balance and diversification benefit to, the
Firm s trading and fee-based activities. For a reconciliation of Global Treasury s total revenue to total-return revenue,
see page 34 of this Form 10-Q.

Operating expense of $2.4 billion was up 3% from the first quarter and 29% from the fourth quarter of 2003. The
increase from the year-ago quarter was attributable to higher compensation expenses, as a result of salary increases,
higher employer taxes on a higher level of restricted stock vestings, and increased travel and entertainment and legal
costs. The increase over the prior quarter was largely due to higher compensation expenses, reflecting higher
incentives on stronger business performance. Partially offsetting these increases were lower severance and related
costs. The overhead ratio for the first quarter of 2004 was 59%, an increase of 200 basis points over the first quarter of
2003, driven by the expense increases mentioned above.

Credit costs were negative $188 million for the quarter, compared with credit costs of $245 million for the first quarter
of 2003 and negative $241 million for the fourth quarter of 2003. The reduction in credit costs from the prior-year
quarter was primarily attributable to a reduction in the allowance for credit losses as credit quality improved. For
additional information, see Credit risk management on pages 64 66 of this Form 10-Q.

36
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Outlook: 1B is expected to continue to benefit from the improved economic environment. IB fees and client trading
activity are largely independent of the direction of interest rate moves, although trading revenue in subsequent
quarters may be lower as the first quarter is usually seasonally strong. Commercial credit costs may rise, reflecting an
increase in demand for loans and lower recoveries.

First quarter Full-year
Market Share/Rankings (¢) 2004 2003
Global syndicated loans 14% #1 17% #1
Global investment-grade bonds 8 #2 8 #2
Global equity & equity-related 5 #38 8 #4
U.S. equity & equity-related 6 #7 11 #4
Global announced M&A (2) 34 #3 15 #5

(a) Derived from Thomson Financial Securities Data, which reflect subsequent updates to prior-period information.
Global announced M&A is based on rank value; all other rankings are based on proceeds, with full credit to
each book manager/equal if joint. Because of joint assignments, market share of all participants will add up to
more than 100%.

(b) First quarter 2004 ranking and market share reflect the announced merger between JPMorgan Chase and Bank
One Corporation. Excluding this transaction, the market share would have been 25%, and the ranking would
have been No. 4.

TREASURY & SECURITIES SERVICES
For a discussion of the profiles for each business within TSS, see pages 32 33 of JPMorgan Chase s 2003 Annual
Report. The following table sets forth selected financial data of TSS:

Selected financial data First quarter change
4Q 1Q

(in millions, except ratios and employees) 1Q 2004 4Q 2003 1Q 2003 2003 2003

Revenue

Fees and commissions $ 745 $ 676 $ 598 10% 25%

Net interest income 313 304 290 3 8

All other revenue 48 91 38 ()] 26

Total operating revenue 1,106 1,071 926 3 19

Expense

Compensation expense 343 320 312 7 10

Noncompensation expense 571 503 449 14 27

Severance and related costs 7 23 4 (70) 75

Total operating expense 921 846 765 9 20

Operating margin 185 225 161 (18) 15

Credit costs 1 1 NM

Corporate credit allocation 2) 5 12 NM NM
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Operating income before income tax expense

Income tax expense

Operating earnings

Shareholder value added
Operating earnings
Less: Preferred dividends

Earnings applicable to common stock
Less: cost of capital

Shareholder value added

Average allocated capital

Average assets

Average deposits

Return on average allocated capital
Overhead ratio

Assets under custody (in billions)
Full-time equivalent employees

Revenue by business
Treasury Services

Investor Services
Institutional Trust Services (@)
Other (@(b)

Total Treasury & Securities Services

182
63

$ 119

$ 119

118
96

$ 22

$ 3,196
19,757
98,951

15%
83

$ 8,001

14,738

$ 535
399
258
(86)

$ 1,106

37

230
86

$ 144

$ 144

143
82

$ o6l

$ 2,734
20,525
89,647

21%
79

$ 7,597

14,518

$ 485
381
252
(47)

$ 1,071

172
60

$ 112

$ 112
111

82

$ 29
$ 2,773

17,508
74,524

16%

83
$ 6,269
14,201

S 474
341
199
(88)

$ 926

2D
27

A7)

(17)%

A7)

17

(64)

17

“4)
10

(600)bp
400

5%
2

10%

(83)

6%

(24)

15
13
33
(100)bp

28%
4

13%
17
30

19
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(a) Includes a portion of the $41 million gain on the sale of a nonstrategic business in the fourth quarter of 2003:
81 million in Institutional Trust Services and $40 million in Other.
(b) Includes the elimination of revenues related to shared activities with Chase Middle Market.

TSS reported operating earnings of $119 million, a 6% increase from the first quarter of 2003 and a 17% decrease
from the fourth quarter of 2003. Return on average allocated capital for the quarter was 15%, compared with 16% for
the first quarter and 21% for the fourth quarter of 2003.

Operating revenue was $1.1 billion in the first quarter of 2004, an increase of 19% and 3% from the first and fourth
quarters of 2003, respectively. Fees and commissions were up 25% and 10% from the first and fourth quarters of
2003, respectively, primarily driven by the acquisition of Citigroup s Electronic Financial Services business by
Treasury Services, and by Institutional Trust Services acquisitions of Bank One s corporate trust business and of
Financial Computer Software, L.P. In addition, Fees and commissions were higher due to increased debt and equity
market appreciation, coupled with increased organic growth (i.e., new business and volume growth of existing clients)
at Investor Services and Institutional Trust Services. Excluding the acquisitions, Fees and commissions would have
increased by 11% from the first quarter of 2003. Net interest income increased by 8% and 3% from the first and fourth
quarters of 2003, respectively, due to higher U.S. and non-U.S. deposits, partially offset by lower interest rate spreads
on deposits, attributable to the low interest rate environment. All other revenue was 26% higher than in the first quarter
of 2003, primarily driven by higher foreign exchange revenue, which is the result of increased transaction volume at
Investor Services. All other revenue was 47% lower than in the fourth quarter of 2003, which included a $41 million
gain on the sale of a nonstrategic business.

Operating expense increased by 20% and 9% from the first and fourth quarters of 2003, respectively. Compensation
expense was up 10% and 7% from the first and fourth quarters of 2003, respectively, primarily driven by the
aforementioned acquisitions, coupled with staff increases to support the new business and volume growth, as well as
higher incentives. Noncompensation expense was up 27% and 14% from the first and fourth quarters of 2003,
reflecting the impact of the aforementioned acquisitions, higher professional services for strategic investments and
technology projects, and increased costs to support new business and higher volumes. Severance costs were up
$3 million from the first quarter of 2003 and down $12 million from the fourth quarter of 2003. In addition, fourth
quarter 2003 severance and related costs included $4 million in charges to provide for losses on subletting unoccupied
excess real estate. The first quarter 2004 overhead ratio was 83%, compared with 83% and 79% for the first and fourth
quarters of 2003, respectively. The increase from the fourth quarter was the result of the aforementioned gain on the
sale of a nonstrategic business recorded in the fourth quarter of 2003. Excluding the gain on the aforementioned sale,
the fourth quarter 2003 overhead ratio would have been 82%.

Assets under custody of $8.0 trillion in the first quarter of 2004 were 28% and 5% higher than in the first and fourth
quarter of 2003, respectively, due to increases in the debt and equity markets as well as new business and organic
growth.

Outlook: Management anticipates improving overhead ratios for TSS over the balance of the year, as the expense
synergies from the acquisitions by Treasury Services and Institutional Trust Services materialize and as revenues in
Investor Services benefit from improving equity markets.

INVESTMENT MANAGEMENT & PRIVATE BANKING

For a discussion of the business profile of IMPB, see pages 34-35 of JPMorgan Chase s 2003 Annual Report. The
following table reflects selected financial data of IMPB:

29



Edgar Filing: BANK ONE CORP - Form 8-K

Selected financial data

1Q 4Q 1Q
(in millions, except ratios and employees) 2004 2003 2003
Revenue
Fees and commissions $ 657 $ 617 $ 510
Net interest income 117 118 116
All other revenue 50 87 15
Total operating revenue 824 822 641
Expense
Compensation expense 321 299 283
Noncompensation expense 314 317 296
Severance and related costs 1 19 7
Total operating expense 636 635 586
Operating margin 188 187 55
Credit costs 10 36 6
Operating income before income tax expense 178 151 49
Income tax expense 63 51 22
Operating earnings $ 115 $ 100 $ 27

38

First quarter change

4Q
2003

6%

(D
(43)

(D
(95)

(72)

18
24

15

1Q
2003

29%
1
233
29
13
(86)
242
67

263
186

326
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Shareholder value added

Operating earnings $ 115 $ 100 $ 27 15% 326%
Less: preferred dividends 2 2 2

Earnings applicable to common stock 113 98 25 15 352
Less: cost of tangible allocated capital 36 37 37 3) 3)
Tangible shareholder value added (¢ 77 61 (12) 26 NM
Less: cost of goodwill capital 127 129 125 2) 2
Total shareholder value added $ (50 $ (6% $ 137 26 64
Average tangible allocated capital $ 1,316 $ 1,318 $ 1,338 ()
Average goodwill capital 4,152 4,148 4,145

Average allocated capital 5,468 5,466 5,483

Average assets 35,259 34,108 33,634 3 5
Return on tangible allocated capital (@) 36% 30% 8% 600bp 2,800bp
Return on average allocated capital 8 7 2 100 600
Overhead ratio 77 77 91 (1,400)
Full-time equivalent employees 7,922 7,853 7,647 1% 4%

(a) The Firm uses return on tangible allocated capital and tangible SVA, non-GAAP financial measures, as two of
several measures to evaluate the economics of the IMPB business segment. Return on tangible allocated capital
and tangible SVA measure return on an economic capital basis (that is, on a basis that takes into account the
operational, business, credit and other risks to which this business is exposed, including the level of assets) but
excludes the capital allocated for goodwill. The Firm utilizes these measures to facilitate operating comparisons
of IMPB to other competitors.

IMPB reported operating earnings of $115 million in the first quarter of 2004, an increase of 326% from the first
quarter and 15% from the fourth quarter of 2003. Return on average allocated capital for the first quarter of 2004 was
8%, compared with 2% in the first quarter of 2003 and 7% in the fourth quarter of 2003. Return on tangible allocated
capital was 36%, compared with 8% in the first quarter of 2003 and 30% in the fourth quarter of 2003. For further
information on tangible allocated capital, see footnote (a) in the table above.

Operating revenue was $824 million, 29% higher than in the first quarter of 2003 and flat to the fourth quarter of
2003. Global equity markets continued to improve during the first quarter of 2004 (as exemplified by the S&P 500
index, which rose by 33% since the first quarter of 2003, and the MSCI World index, which rose by 41%). The
increase from the prior-year quarter in Fees and commissions primarily reflected global equity market appreciation;
the impact of the acquisition of American Century Retirement Plan Services Inc., renamed JPMorgan Retirement Plan
Services ( RPS ), in June 2003; and increased brokerage activity. Higher earnings from the Firm s investment in
American Century, in addition to the impact of accounting for the RPS joint venture prior to the acquisition, drove the
increase in All other revenue. Additionally, Other revenue for the first quarter of 2003 included a gain on the sale of a
Brazilian investment management business, offset by charges incurred at American Century. The increase in Fees and
commissions from the prior quarter reflected global equity market appreciation and AUS net inflows, offset by a
decline in All other revenue associated with real estate gains recorded in the fourth quarter of 2003.
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Operating expense of $636 million was 9% higher compared with the first quarter of 2003 and flat compared with the
fourth quarter of 2003. The increase from the year-ago quarter reflected the impact of the acquisition of RPS on
compensation and noncompensation expense, as well as higher compensation expense reflecting strong earnings and
increased marketing expense; these were offset by real estate and software write-offs taken in the first quarter of 2003.
The increase from the prior quarter reflected higher compensation and marketing expense, offset by real estate and
software write-offs taken in the fourth quarter of 2003. Credit costs were $10 million, up from $6 million in the
prior-year quarter and down from $36 million in the prior quarter, reflecting provisions taken in the fourth quarter of
2003 and the first quarter of 2004.

The overhead ratio for the quarter ending March 31, 2004, was 77%, a decrease from 91% for the quarter ended
March 31, 2003, and flat compared with the fourth quarter of 2003. The decrease reflected improved operating
leverage, as the beneficial impact of higher market valuations on revenues outpaced growth in expenses.
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Assets under supervision(®

(in billions)

Asset class
Liquidity

Fixed income
Equities and other

Assets under management
Custody/brokerage/administration/deposits

Total assets under supervision

Client segment

Retail

Assets under management
Custody/brokerage/administration/deposits

Assets under supervision

Private Bank

Assets under management
Custody/brokerage/administration/deposits

Assets under supervision
Institutional
Assets under management

Total assets under supervision
Geographic region

Americas

Assets under management

Custody/brokerage/administration/deposits

Assets under supervision

Europe, Middle East & Africa and Asia/Pacific

Assets under management
Custody/brokerage/administration/deposits

Assets under supervision

Total assets under supervision

March
31,
2004

164
144
276

584
213

797

112
78

190

141
135

276
331

797

370
183

553

214
30

244

797

December
31,
2003

$ 160

144
255

559
199

$ 758

$ 101

71

172

138
128

266

320

$ 758

$ 360

170

530

199
29

228

$ 758

First quarter change

MarchDecember
31, 31,
2003 2003
144 3%
144
207 8
495 4
127 7
622 5
72 11
17 10
89 10
125 2
110 5
235 4
298 3
622 5
350 3
99 8
449 4
145 8
28 3
173 7
622 5

March

31,

2003
14%

33

18
68

28

56
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Assets under supervision rollforward:

Beginning balance $ 758 $ 720 $ 644 5 18
Net asset flows 14 2) (8) NM NM
Market/other impact (%) 25 40 (14) (38) NM
Ending balance $ 797 $ 758 $ 622 5 28

(a) Excludes AUM of American Century.
(b) Other includes the acquisition of RPS in the second quarter of 2003.

Total Assets under supervision at March 31, 2004, of $797 billion were 28% higher than at March 31, 2003, and up
5% from December 31, 2003. Assets under supervision increased from the first quarter of 2003, reflecting market
appreciation and, to a lesser extent, the acquisition of RPS and AUS net inflows. The increase from the fourth quarter
of 2003 reflected market appreciation and AUS net inflows. Not reflected in Assets under management is the Firm s
449% equity interest in American Century, whose Assets under management were $90 billion at quarter-end, compared
with $71 billion as of the first quarter of 2003 and $87 billion as of the fourth quarter of 2003.

Outlook: IMPB is expected to benefit from improving equity markets, which should result in new inflows while
increasing the value of assets under supervision.

40

34



Edgar Filing: BANK ONE CORP - Form 8-K

JPMORGAN PARTNERS

For a discussion of the business profile of JPMP, see pages 36 37 of JPMorgan Chase s 2003 Annual Report. The
following table sets forth selected financial data of JPMorgan Partners:

Selected financial data First quarter change
1Q 4Q 1Q 4Q 1Q
(in millions, except employees) 2004 2003 2003 2003 2003
Revenue
Direct investments
Realized gains $ 302 $ 202 $ 46 50% NM
Write-ups / (write-downs / write-offs) (23) (52) (176) 56 87%
MTM gains (losses) @ 25 48 6) (48) NM
Total direct investments 304 198 (136) 54 NM
Private third-party fund investments t)) 39) (94) 79 91
Total private equity gains (losses) 296 159 (230) 86 NM
Net interest income (loss) (59) (65) (71) 9 17
Fees and other revenue 12 11 14 9 (14)
Total operating revenue 249 105 (287) 137 NM
Expense
Compensation expense 38 33 34 15 12
Noncompensation expense 32 38 29 (16) 10
Total operating expense 70 71 63 () 11
Operating income (loss) before income tax expense 179 34 (350) 426 NM
Income tax expense (benefit) 64 11 (127) 482 NM
Operating earnings (loss) $ 115 $ 23 $ (223) 400 NM

Shareholder value added

Operating earnings (loss) $ 115 $ 23 $ (223) 400 NM
Less: Preferred dividends 2 2 2

Earnings (loss) applicable to common stock 113 21 (225) 438 NM
Less: cost of capital 182 210 221 (13) (18)
Shareholder value added $ (69 $ (189) $ (446) 63 85
Average allocated capital $ 4,899 $ 5,541 $ 5,985 (12) (18)
Average assets 7,780 8,199 9,428 &) (17
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Return on average allocated capital 9% 1% NM 800bp NM
Full-time equivalent employees 302 316 342 D% (12)%

(a) Includes mark-to-market gains (losses) and reversals of mark-to-market gains (losses) due to public securities
sales.

JPMP reported operating earnings of $115 million for the 2004 first quarter, compared with an operating loss of
$223 million in the first quarter of 2003 and operating earnings of $23 million in the fourth quarter of 2003.

Total private equity gains in the first quarter were $296 million, compared with losses of $230 million in the first
quarter of 2003 and gains of $159 million in the fourth quarter of 2003. During the first quarter, JPMP s direct private
equity investments recorded net gains of $304 million, compared with a net loss of $136 million in the first quarter of
2003 and a net gain of $198 million in the fourth quarter of 2003. JPMP s direct private equity results included
$302 million in realized gains, mark-to-market gains of $25 million on direct public investments, and net write-downs
and write-offs of $23 million taken on direct private investment positions. Limited partner interests in third-party
funds resulted in net losses of $8 million, compared with net losses of $94 million and $39 million in the first and
fourth quarters of 2003, respectively. First quarter results include a significant realized gain attributable to a private
sale completed in the Consumer Retail & Services sector. Overall, JPMP s performance benefited from active public
and private capital markets during the period, which generated opportunities for liquidity events and value recognition
through sales, recapitalizations and initial public offerings.
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JPMP investment portfolio

The carrying value of the JPMP private equity portfolio at March 31, 2004, was $6.8 billion, a 6% decrease from
December 31, 2003, and a 16% decrease from March 31, 2003. JPMP has exited selected investments that are not
central to its portfolio strategy, with the goal to reduce, over time, JPMP s private equity portfolio to approximately
10%, as adjusted, of the Firm s common stockholders equity. As of March 31, 2004, the portfolio has been reduced to
approximately 14%.

The private equity business is highly cyclical, and JPMP s results are subject to significant volatility associated with
the public equity markets, availability of high-yield financing for leveraged buyout transactions and investor appetite
for private equity. With improving economic conditions, JPMP may have increased opportunities to exit profitably
direct investments as well as make new investments that are anticipated to generate high returns.

JPMP invested $162 million in direct private equity for the Firm s account during the first quarter of 2004, primarily in
buyouts in the Consumer Retail & Services sector.

The following table presents the carrying value and cost of the JPMP investment portfolio for the dates indicated:

March 31, 2004 December 31, 2003 March 31, 2003
Carrying Carrying Carrying

(in millions) Value Cost Value Cost Value Cost
Public securities (46 companies) (4)(0) $ 697 $ 520 $ 643 $ 451 $ 478 $ 624
Private direct securities (791 companies)
(b) 5,177 6,562 5,508 6,960 5,912 7,439
Private third-party fund investments (234
funds) (b)(¢) 961 1,512 1,099 1,736 1,780 2,360
Total investment portfolio $ 6,835 $ 8,594 $7,250 $9,147 $8,170 $10,423
% of portfolio to the Firm s common equity 15% 16% 19%
% of portfolio to the Firm s common equity
as adjusted (@) 14% 15% 20%

(a) The quoted public value was $1.1 billion at March 31, 2004, $994 million at December 31, 2003, and
$685 million at March 31, 2003.

(b) Represents the number of companies and funds at March 31, 2004.

(c) Unfunded commitments to private equity funds were $1.2 billion at March 31, 2004, $1.3 billion at
December 31, 2003, and $1.8 billion at March 31, 2003.

(d) For purposes of calculating this ratio, the carrying value excludes the post-December 31, 2002 impact of public
MTM valuation adjustments, and the Firm s common equity excludes SFAS 115 equity balances. The market
appreciation or depreciation (i.e., MTM) of public securities since December 31, 2002, has been eliminated,
because it would cause the numerator of the ratio to increase or decrease without there having been any
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additional acquisition or disposition of investments by JPMP. The SFAS 115 equity adjustment has been
eliminated because it would cause the amount of JPMorgan Chase s stockholders equity to increase or
decrease as a result of changes in the value of the Firm s AFS securities and thus cause the denominator of the
ratio to increase or decrease as a result of changes in the carrying values of securities that have no relation to
JPMP s business. Making these adjustments allows JPMP to track, on a consistent basis, its progress in
reducing the carrying values of its investments so that they do not constitute more than 10% of JPMorgan
Chase s total common stockholders equity.

Outlook: JPMP s performance is expected to improve as a result of improving equity markets and higher merger
activity.
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CHASE FINANCIAL SERVICES

For a description of CFS and a discussion of the profiles for each of its businesses, see pages 38 43 of JPMorgan
Chase s 2003 Annual Report. For information regarding loans and residual interests sold and securitized, see Note 11
on pages 12 14 of this Form 10-Q. The following table reflects selected financial data of CFS:

Selected financial data First quarter change
4Q 1Q
(in millions, except ratios and employees) 1Q 2004 4Q 2003 1Q 2003 2003 2003
Revenue
Net interest income $ 2,245 $ 2447 $ 2,300 8)% 2)%
Fees and commissions 876 948 825 )] 6
Securities gains 18 102 NM NM
Mortgage fees and related income 241 137 432 76 (44)
All other revenue 52 59 33 (12) 58
Total operating revenue 3,414 3,609 3,692 5 (8)
Expense
Compensation expense 766 698 720 10 6
Noncompensation expense 1,170 1,114 1,064 5 10
Severance and related costs 63 53 14 19 350
Total operating expense 1,999 1,865 1,798 7 11
Operating margin 1,415 1,744 1,894 (19) (25)
Credit costs 748 855 877 (13) (15)
Operating income before income tax expense 667 889 1,017 (25) (34)
Income tax expense 240 330 369 27 35
Operating earnings $ 427 $ 559 $ 648 24) (34)

Shareholder value added

Operating earnings $ 427 $ 559 $ 648 24)% BH%
Less: preferred dividends 3 3 3

Earnings applicable to common stock 424 556 645 24) (34)
Less: cost of capital 283 271 251 4 13
Total shareholder value added $ 141 $ 285 $ 394 5D (64)
Reconciliation of Average reported assets to Average managed assets

Average reported assets $174,218 $184,215 $170,570 5) 2
Average credit card securitization 33,357 33,445 31,834 5
Average managed assets $207,575 $217,660 $202,404 5) 3
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Reconciliation of Average reported loans to Average managed loans

Average reported loans $153,416 $ 158,923 $ 142,209 3) 8
Average credit card securitization 33,357 33,445 31,834 5
Average managed loans $ 186,773 $192,368 $174,043 3) 7
Average allocated capital $ 9472 $ 8,972 $ 8,489 6 12
Average deposits 111,228 108,703 105,972 2 5
Return on average allocated capital 18% 25% 31% (700)bp  (1,300)bp
Overhead ratio 59 52 49 700 1,000
Full-time equivalent employees 45,306 46,111 44,264 2)% 2%

CFS reported first quarter 2004 operating earnings of $427 million, a decrease of 34% and 24% from the first and
fourth quarters of 2003, respectively. Return on average allocated capital for the first quarter was 18%, compared with
31% for the first quarter and 25% for the fourth quarter of 2003. Average allocated capital increased by 12% from the
first quarter of 2003 and 6% from the fourth quarter of 2003, primarily due to an increase in market risk capital that is
associated with the MSR risk management activities of Chase Home Finance.

Operating revenue was $3.4 billion, a decrease of 8% and 5% from the first and fourth quarters of 2003, respectively.
The national consumer credit businesses, which includes Chase Home Finance, Chase Cardmember Services and
Chase Auto Finance, contributed 74% of first quarter 2004 operating revenue. The declines in revenue were primarily
driven by the anticipated slowdown in the mortgage refinance business, as well as the continued negative impact of
the low interest rate environment on the deposit businesses. Net interest income of $2.2 billion was down 2% and 8%
from the first and fourth quarters of 2003, respectively, primarily due to lower interest on a lower level of AFS
securities used to manage the interest rate risk associated with MSRs and lower spreads as a result of low interest
rates. Fees and commissions increased by 6% from the first quarter of 2003, driven by higher credit card interchange
fees due to higher consumer purchases, and decreased by 8% from the fourth quarter of 2003 due to seasonally lower
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credit card revenue. Securities gains declined from the first and fourth quarters of 2003, primarily due to fewer
securities sales associated with MSR risk management activities. Mortgage fees and related income of $241 million
decreased from $432 million in the first quarter of 2003 and increased from $137 million in the fourth quarter of 2003.
First quarter 2004 mortgage originations were lower when compared with both the first and fourth quarters of 2003,
due to the decline in the mortgage refinance market. First quarter 2004 MSR hedging revenue improved over the
fourth quarter of 2003.

Operating expense of $2.0 billion was up 11% and 7% compared with the first and fourth quarters of 2003,
respectively. Compensation expense increased from both the first and fourth quarters of 2003. The increase from the
year-ago quarter was primarily due to higher home equity production, as well as increases in the sales force for home
equity and other higher-margin distribution channels. The increase in compensation expense from the fourth quarter
was primarily due to higher salaries, benefits and incentives. Noncompensation expense increased from the prior
periods primarily due to higher marketing costs, professional services and volume-related expenses. Severance and
related costs increased from the prior periods due to restructuring in various lines of businesses, particularly in Chase
Regional Banking; costs incurred to move certain credit card facilities to a lower-cost location; and, to a lesser extent,
severance related to the anticipated merger with Bank One. CFS s overhead ratio was 59%, compared with 49% for the
first quarter of 2003 and 52% for the fourth quarter of 2003, reflecting a decline in revenue and the higher level of
expenses. Savings generated by Six Sigma and other productivity efforts continued to partially offset the growth in
expenses.

Credit costs of $748 million were down 15% from the first quarter and 13% from the fourth quarter of 2003. The
declines reflected lower net charge-offs of 5% and 3% compared with the first and fourth quarters of 2003,
respectively, and a reduction in the allowance for loan losses, reflecting improved credit quality. Delinquency rates in
the consumer loan portfolios decreased compared with the first and fourth quarters of 2003.

The following table sets forth certain key financial performance measures of the businesses within CFS:

(in millions) First quarter change
4Q 1Q
Operating revenue 1Q 2004 4Q 2003 1Q 2003 2003 2003
Home Finance(@ $ 813 $ 867 $ 1,148 (6)% 29)%
Cardmember Services 1,562 1,620 1,461 )] 7
Auto Finance 166 207 198 (20) (16)
Regional Banking 635 653 630 3) 1
Middle Market 343 359 362 @) (5)
Other consumer services(®) (105) 97) (107) ®) 2
Total operating revenue $ 3414 $ 3,609 $ 3,692 ) €))
Operating expense
Home Finance $ 478 $ 484 $ 382 (1) 25
Cardmember Services 605 561 539 8 12
Auto Finance 81 77 68 5 19
Regional Banking 635 645 576 2) 10
Middle Market 219 211 216 4 1
Other consumer services(®?) (19) (113) 17 83 NM
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Credit costs

Home Finance
Cardmember Services
Auto Finance

Regional Banking

Middle Market

Other consumer services(®)

Total credit costs

Operating earnings (losses)
Home Finance

Cardmember Services

Auto Finance

Regional Banking

Middle Market

Other consumer services(®)

Total operating earnings
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$ 1,999

$ (€))
706

36

28

13)

$ 748

$ 221
162
30
15)
80
(51

$ 427

$ 1,865

$ 13
792

41

18

&)

$ 855

$ 237
172
53

)
10

$ 559

$ 1,798

$ 107
695
68

(1)

$ 877

$ 424
146

37

27

87

(73)

$ 648

(a) Includes Mortgage fees and related income, Net interest income and Securities gains.
(b) Includes the elimination of revenues and expenses related to the shared activities with Treasury Services, and

support services.
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Outlook: CHF revenues and operating earnings are expected to decline for the remainder of the year as higher interest
rates are likely to depress mortgage originations; however, management expects expenses at CHF to moderate in
future quarters to reflect the reduced origination volume. CFS credit quality in consumer lending is expected to remain
stable for the next several quarters.

Chase Home Finance

The following table sets forth key revenue components of Chase Home Finance s business:

(in millions) First quarter change
1Q 4Q 4Q 1Q
Revenue 2004 2003 1Q 2003 2003 2003

Home Finance:
Operating revenue (excluding MSR hedging

revenue) $ 820 $ 950 $ 1,062 (14H)% 23)%
MSR hedging revenue:

MSR valuation adjustments(® (685) 229 (473) NM (45)
Hedging gains (losses)® 678 (312) 559 NM 21
Total MSR hedging revenue 7) (83) 86 92 NM
Total revenue(©) $ 813 $ 867 $ 1,148 (6) (29)

(a) See MSR valuation adjustment table on page 46 of this Form 10-Q.

(b) Hedging gains (losses) includes SFAS 133 qualifying hedges of $546 million, $(465) million and $386 million
for the first quarter of 2004, fourth quarter of 2003 and first quarter of 2003, respectively.

(c) Includes Mortgage fees and related income, Net interest income and Securities gains.

After a record performance in 2003, Chase Home Finance ( CHF ) reported operating earnings of $221 million, a
decrease of 48% and 7% from the first and fourth quarters of 2003, respectively. For the first quarter of 2004, total
revenue of $813 million decreased by 29% and 6% from the first and fourth quarters of 2003, respectively. During the
first quarter, CHF operating revenue declined by 23% and 14% from the first and fourth quarters of 2003,
respectively, as higher interest rates and a smaller refinance market lowered mortgage originations and margins. As
described below, MSR hedging revenue declined relative to the first quarter of 2003 but increased by 92% relative to
the fourth quarter of 2003.

CHF manages and measures its results from two key perspectives: its operating businesses (Production, Servicing and
Portfolio Lending) and revenue generated through managing the interest rate risk associated with MSRs. The
following table reconciles management s perspective on CHF s results to the reported GAAP line items shown on the
Consolidated statement of income and in the related Notes to consolidated financial statements:

Operating basis revenue
Operating MSR hedging Reported
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1Q 4Q 1Q  1Q 4Q 1Q 1Q 4Q 1Q

(in millions) 2004 2003 2003 2004 2003 2003 2004 2003 2003
Net interest income $539 $ 634 $ 485 $38 $ 8 $ 134 $577 $ 714 $ 619
Securities gains ) 13 96 ) 13 96
Mortgage fees and related

income 281 316 577 41) (176) (144) 240 140 433
Total $820 $ 950 $ 1,062 $ (7)) $ (83) $ 8 $813 $ 867 $ 1,148

On an operating basis, Net interest income of $539 million declined from the fourth quarter of 2003, as CHF s average
loans declined. Offsetting the decline and driving the increase in Net interest income over the first quarter of 2003 was
an increase in home equity balances, driven by origination growth of 60% over the first quarter of 2003. Home equity
originations were down 8% compared with the fourth quarter of 2003, although applications were up 36%. Mortgage
fees and related income were down compared with the first and fourth quarters of 2003, driven by lower origination
volume of $38 billion versus $62 billion and $51 billion, respectively, in the first and fourth quarters of 2003. The
declines reflect the smaller refinance market and price competition. Increases in servicing revenues of 7% and 14%
over the first and fourth quarters of 2003, respectively, partially offset the decline in production revenue. Servicing
balances as of March 31, 2004, were $475 billion, an increase of 10% from March 31, 2003, and 1% from
December 31, 2003, the result of lower prepayments.

In its risk management activities, CHF uses a combination of derivatives and AFS securities to manage changes in the
market value of MSRs. The intent is to offset any changes in the market value of MSRs with changes in the market
value of the related risk management instrument. During the first quarter of 2004, negative MSR valuation
adjustments of $685 million were partially offset by $678 million of aggregate derivative gains and net interest earned
on AFS securities. Unrealized losses on AFS securities were $71 million at March 31, 2004, and $144 million at
December 31, 2003. The decline in the Net interest income and Securities gains components of MSR revenue from the
first and fourth quarters of 2003 is primarily due to a lower level of AFS securities used to
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manage the interest rate risk associated with MSRs. The improvement in the Mortgage fees and related income
component of MSR revenue from the first and fourth quarters of 2003 reflects the mix of instruments used to manage
the interest rate risk associated with MSRs at any point in time and the impact of market conditions on those
instruments rather than a particular trend. For a further discussion of the most significant assumptions used to value
MSRs, please see MSRs and certain other retained interests in the Critical Accounting Estimates used by the Firm
section and in Notes 13 and 16 on pages 100 103 and 107 109 of JPMorgan Chase s 2003 Annual Report.

The following table reconciles the amounts shown as MSR valuation adjustments of CHF s business:

Three months ended March

MSR Valuation Adjustments 31,
(in millions) 2004 2003
Reported amounts:

SFAS 133 hedge valuation adjustments $ (586) $ (175)
SFAS 140 impairment (recovery) adjustments (34) (130)
Purchased servicing acquisition losses(@ 9 (44)
Management accounting adjustments(®) (56) (124)
MSR valuation adjustments $ (685) $ (473)

(a) Reflects valuation adjustments on purchased servicing, through the settlement date, that are included in MSR
additions in the table in Note 14 on pages 17 18 of this Form 10-Q.

(b) Reflects management accounting adjustments to properly attribute MSR hedging revenue between CHF s
operating business and management of the mortgage servicing asset.

Operating expense of $478 million increased by 25% from the first quarter of 2003 and decreased by 1% from the
fourth quarter of 2003. The increase compared with the year-ago quarter was due to higher home equity production, as
well as increases in the sales force for home equity and other higher-margin distribution channels. In the first two
months of the first quarter of 2004, application volumes dropped dramatically but then rebounded in March; expenses,
however, remained stable throughout the quarter. Higher expenses coupled with lower operating revenues increased
CHF s overhead ratio to 59%, as compared with 33% in the first quarter of 2003. Lower operating revenues drove the
increase in CHF s overhead ratio as compared with 56% in the fourth quarter of 2003.

Credit costs of negative $9 million decreased from both the first and fourth quarters of 2003. The decline from the
prior-year quarter was primarily a result of weakness in the manufactured housing market in the beginning of 2003.
The decrease from the fourth quarter of 2003 was due to a lower overall level of both actual and expected net
charge-offs, which drove a reduction in the allowance for loan losses. Credit quality remained strong as the net
charge-off rate for the first quarter of 2004 was 0.16%, down from 0.20% and 0.19% in the first and fourth quarters of
2003, respectively.

Chase Cardmember Services

Operating earnings at Chase Cardmember Services ( CCS ) of $162 million increased by 11% from the first quarter of
2003 and decreased by 6% from the fourth quarter of 2003. The increase from the first quarter of last year was driven
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by higher revenue, partly offset by higher marketing and severance-related costs. The decrease from the fourth quarter
of last year was attributable to seasonally lower purchase volume and higher marketing and severance-related costs,
partly offset by lower credit costs.

CCS s operating results exclude the impact of credit card securitizations on revenue, the provision for credit losses, net
charge-offs and receivables. Securitization does not change CCS s reported net income versus operating earnings;
however, it does affect the classification of items on the Consolidated statement of income. The financial information
presented below reconciles reported basis and managed basis to disclose the effect of securitizations.

1Q 2004 4Q 2003 1Q 2003
Effect of Effect of Effect of
(in millions)  Reported securitizationOperating Reported securitizationOperating Reported securitizationOperating

Revenue $ 1,089 $ 473 $ 1,562 $ 1,158 $ 462 $ 1,620 $ 1,004 $ 457 $ 1461

Expense 605 605 561 561 539 539
Credit costs 233 473 706 330 462 792 238 457 695
Operating

earnings 162 162 172 172 146 146
Average loans $ 18,216 $ 33,357 $ 51,573 $ 17,610 $ 33,445 $51,055 $ 19,024 $ 31,834 $ 50,858
Average

assets 18,524 33,357 51,881 18,171 33,445 51,616 19,763 31,834 51,597
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Operating revenue was $1.6 billion, up 7% from the first quarter of 2003 and down 4% from the fourth quarter of
2003. The increase in revenue from last year reflected growth in both net interest and noninterest revenue. Net interest
revenue increased by 5%, reflecting lower funding costs and growth in average managed loans. Average managed
loans increased by 1% from a year ago, due partly to lower balance transfer volume and to higher payment rates,
which reflected high consumer liquidity. Consumer liquidity remained high because of increased use of home equity
products as well as lower tax rates. As a consequence, the volume of purchases increased during the quarter, and the
rate of payments was high. Noninterest revenue increased by 10%, reflecting higher interchange fees primarily due to
15% growth in purchase volume. The increase in purchase volume also reflects the continued strategic shift in the
portfolio towards higher-volume, rewards-based products, as well as organic growth. CCS added more than one
million new accounts in the first quarter, the sixth consecutive quarter of account additions at this level. The decline in
revenue from the fourth quarter of 2003 was due to seasonally higher fourth quarter consumer purchases associated
with the holiday season.

Operating expense of $605 million increased by 12% from the first quarter and 8% from the fourth quarter of 2003.
The increase in expenses from both periods primarily reflected higher marketing expenses and higher severance and
related costs, including expenses related to moving certain operations to lower cost locations. The overhead ratio
increased to 39% from 37% and 35% in the first and fourth quarters of 2003, respectively. The increase in the
overhead ratio from the first quarter of last year was primarily attributed to increased marketing costs to attract and
retain customers. The increase from the fourth quarter of last year primarily reflects lower seasonal revenue as well as
increased marketing costs.

Credit costs increased by 2% from the first quarter of 2003 and declined by 11% from the fourth quarter of 2003.
Credit quality improved, with the managed net charge-off rate declining to 5.80% in the first quarter of 2004 from
5.95% in the first quarter of 2003. The decline in credit costs from the fourth quarter reflected a decrease in the
allowance for loan losses. The managed net charge-off rate increased from 5.76% in the fourth quarter of 2003, due
primarily to seasonality associated with higher delinquencies in the second half of last year. The 30+ day delinquency
rate improved from first and fourth quarter levels.

Chase Auto Finance

Results at Chase Auto Finance ( CAF ) consist of the Auto Finance and Education Finance businesses. CAF s operating
earnings of $30 million decreased by 19% from the first quarter and 43% from the fourth quarter of 2003. The
decrease in operating earnings was driven primarily by a $40 million write-off of prepaid premiums for residual risk
insurance, which resulted in a reduction of leasing revenue recognized during the current quarter, and higher operating
expenses, partially offset by lower credit costs. The write-off was a result of a review in which it was determined that
there was an accelerated pace of lease payments and terminations. CAF s operating revenue declined by 16% from the
first quarter and 20% from the fourth quarter of 2003, due to the reduction in leasing revenue mentioned above and
lower portfolio spreads, partially mitigated by higher average loans outstanding. Despite an extremely competitive
marketing environment, CAF s auto origination volume increased by 24% compared with the fourth quarter of 2003,
and market share remained stable to year-end 2003 at 6.1%.

Operating expense of $81 million was up 19% from the first quarter and 5% from the fourth quarter of 2003. The
increase from the year-ago quarter was driven by higher compensation expense, due to volume growth and
corresponding increases in staff, and higher performance-based incentives. The increase from the fourth quarter of
2003 was driven primarily by continued portfolio growth, higher compensation expense and slightly higher
technology costs. The overhead ratio increased to 49% in the first quarter, up from 34% and 37% in the first and
fourth quarters of 2003, respectively, primarily due to the reduction in leasing revenue and higher expenses.
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Credit costs of $36 million decreased by 47% from the first quarter and 12% from the fourth quarter of 2003, due to
lower net charge-offs and a lower allowance for loan losses as a result of improved credit quality. The net charge-off
rate was 0.36% in the first quarter of 2004, down from 0.48% in the first quarter and 0.39% in the fourth quarter of
2003. The 30+ day delinquency rate decreased to 1.10% in the first quarter of 2004, from 1.27% in the first quarter
and 1.46% in the fourth quarter of 2003. The 30+ day delinquency rate was the lowest since June 30, 2002.

Chase Regional Banking

Chase Regional Banking ( CRB ) reported an operating loss of $15 million in the first quarter, down from operating
earnings of $27 million in the first quarter of 2003 and an operating loss of $5 million in the fourth quarter of 2003.
The decrease from the year-ago quarter primarily resulted from higher expense and credit costs, partially offset by
slightly higher revenue. The decrease from the fourth quarter of 2003 was primarily due to lower revenue and higher
credit costs, partially offset by lower expense.

Operating revenue of $635 million increased by 1% from the first quarter of 2003 and decreased by 3% from the
fourth quarter of 2003. Despite lower spreads, growth in average deposits of 10% from the first quarter of 2003
resulted in Net interest income being up slightly. The decline in revenue from the fourth quarter of 2003 was due to
narrower spreads and lower noninterest revenue
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related to seasonal declines in deposit service fees, and lower debit card and investment revenues. Average deposits
increased by 4% from the fourth quarter of 2003.

Operating expense was up 10% from the comparable 2003 period and down 2% from the fourth quarter of 2003. The
increase from the prior-year quarter reflected higher severance and related costs primarily due to restructuring, and
higher compensation costs. The decrease from the fourth quarter of 2003 was primarily related to the timing of
marketing and professional services expenses. The overhead ratio for the quarter was 100%, up from 91% and 99% in
the first and fourth quarters of 2003, respectively. The increase from the first quarter of 2003 was due to higher
expenses, while the increase from the fourth quarter was due to lower revenue.

Credit costs of $28 million were up from $8 million and $18 million, respectively, in the first and fourth quarters of
2003. The increase from the prior-year quarter was the result of a higher allowance for loan losses. The increase from
the fourth quarter of 2003 was due to a higher allowance for loan losses, partially offset by lower net charge-offs.

As of March 31, 2004, CRB s deposit mix was 18% demand, 14% interest checking, 47% savings, 11% money market
and 10% time (CDs). At March 31, 2003, the deposit mix was 18% demand, 14% interest checking, 46% savings, 9%
money market and 13% time (CDs). As of March 31, 2004, core deposits (total deposits less time deposits) grew by
13% from March 31, 2003, and 4% from December 31, 2003.

Chase Middle Market

Chase Middle Market ( CMM ) operating earnings of $80 million were down 8% from the first quarter and 13% from
the fourth quarter of 2003. The decrease from both periods was primarily attributable to lower revenues, partially
offset by improved credit quality.

Operating revenue of $343 million decreased by 5% from the first quarter and 4% from the fourth quarter of 2003.
The decrease from the year-ago quarter was primarily due to lower Net interest income, driven by a 4% decrease in
average loans and narrower loan and deposit spreads, partially offset by an 11% increase in average deposits. The
decrease from the fourth quarter was due to lower Net interest income, reflecting narrower loan and deposit spreads,
partially offset by a 2% increase in average loans and a 9% increase in average deposits.

Operating expenses of $219 million in the quarter were up 1% from the first quarter and 4% from the fourth quarter of
2003. The increase from the first quarter of 2003 was driven by higher performance-based incentives, partially offset
by lower severance and related costs. The increase from the fourth quarter was driven by higher incentives and higher
severance and related costs. The overhead ratio for the quarter was 64%, up from 60% and 59% in the first and fourth
quarters of 2003, respectively, due to the decline in revenue and increase in expenses.

Lower net charge-offs and a reduction in the allowance for loan losses compared with the first and fourth quarters of
2003 resulted in credit costs of negative $13 million.
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CHASE FINANCIAL SERVICES
QUARTERLY BUSINESS-RELATED METRICS

(in billions, except ratios and where otherwise noted)

Chase Home Finance

Origination volume by channel:
Retail, wholesale and correspondent
Correspondent negotiated transactions

Total

Origination volume by product:
First mortgage

Home equity

Total

Loans serviced

End-of-period outstandings

Total average loans owned
Number of customers (in millions)
MSR carrying value

30+ day delinquency rate

Net charge-off ratio

Overhead ratio

Chase Cardmember Services Reported Basis
Average outstandings

30+ day delinquency

Net charge-off ratio

Overhead ratio

Chase Cardmember Services Managed Basis
End-of-period outstandings
Average outstandings

Total volume(@

New accounts (in millions)
Active accounts (in millions)
Total accounts (in millions)
Credit cards issued

30+ day delinquency rate
Net charge-off ratio
Overhead ratio

Chase Auto Finance
Loan and lease receivables
Average loan and lease receivables

1Q
2004

$ 30.1 $
7.7

37.8

$ 311 $
6.7

37.8
475
75.0
72.1
4.1
4.2
1.32%
0.16
59

$ 172 3
3.18%
6.33

56

$ 51.0 $
51.6
22.0
1.0
16.5
30.8
354
4.43%
5.80
39

$ 440 3
44.3

4Q
2003

370 $
14.0

51.0

437 %
7.3

51.0
470
73.7
79.4
4.1
4.8
1.81%
0.19
56

166 $
3.34%
6.68

48

523  $
51.1
23.9

1.0
16.5
30.8
35.3
4.68%
5.76

35

432 %
43.5

1Q
2003

40.8
21.2

62.0

57.8
4.2

62.0
432
67.3
64.4
4.0
32
2.31%
0.20
33

19.0

3.41%

6.17
54

50.6
50.9
20.7
1.1
16.5
29.8
33.9
4.59%
5.95
37

41.1
39.6

First quarter change

4Q
2003

(19)%
(45)

(26)

(29)
®)

(26)

)
(13)
(49)bp

3)
300

4%
(16)bp
(35)
800
(2)%

®)

(25)bp

400

2%

1Q
2003

(26)%
(64)

(39)

(46)
60

(39)
10
11
12

31
(99)bp
4)
2,600

(9)%

(23)bp
16
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Automobile origination volume 6.8 5.5 7.4 24 (®)
Automobile market share (year-to-date) 6.1% 6.1% 6.7% bp (60)bp
30+ day delinquency rate 1.10 1.46 1.27 (36) (17)
Net charge-off ratio 0.36 0.39 0.48 3) (12)
Overhead ratio 49 37 34 1,200 1,500
Chase Regional Banking

Total average deposits $ 799 $ 771§ 726 4% 10%
Total client assets(®) 118.4 111.1 105.3 7 12
Number of branches/banking centers 532 529 527 1 1
Number of ATMs 1,718 1,730 1,870 ) €))
Overhead ratio 100 % 99% 91% 100bp 900bp
Chase Middle Market

Total average loans $ 13.8 $ 135 $ 144 2% 4%
Total average deposits 31.6 28.9 28.4 9 11
Nonperforming average loans as a % of total average

loans 0.91% 1.00% 1.41% )bp (50)bp
Net charge-off ratio (0.03) 0.16 0.75 (19) (78)
Overhead ratio 64 59 60 500 400

(a) Sum of total customer purchases, cash advances and balance transfers.
(b) Deposits, money market funds and/or investment assets (including annuities).
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SUPPORT UNITS AND CORPORATE

First quarter change

4Q 1Q
(in millions, except employees) 1Q 2004 4Q 2003 1Q 2003 2003 2003
Operating revenue $ (122) $ (@123) $ (119 1% 3)%
Operating expense 71 (35) 41 NM 73
Credit costs (83) 49) 71 (69) NM
Pre-tax loss (110) 39 (231) (182) 52
Income tax benefit (154) (215) (170) 28 9
Operating earnings (loss) $ 4 $ 176 % (61) (75) NM
Average allocated capital $ 6810 $ 4,498 $ (1,743) 51 NM
Average assets 20,321 20,130 21,325 1 ®))
Shareholder value added (122) 81 35 NM NM
Full-time equivalent employees 10,207 10,088 13,026 1 (22)

The Support Units and Corporate sector includes technology, legal, audit, finance, human resources, risk management,
real estate management, procurement, executive management and marketing groups within Corporate. For a further
discussion of the business profiles of these Support Units as well as a description of Corporate, see page 44 of
JPMorgan Chase s 2003 Annual Report.

Support Units and Corporate reflects the application of the Firm s management accounting policies at the corporate
level. These policies allocate the costs associated with technology, operational and staff support services to the
business segments, with the intent to recover all expenditures associated with these services. Other items are retained
within Support Units and Corporate based on policy decisions, such as the over/under allocation of average allocated
capital, the residual component of credit costs and taxes. Business segment revenues are reported on a tax-equivalent
basis, with the offset reflected in Support Units and Corporate; see Note 22 on pages 22 23 of this Form 10-Q.

For the first quarter of 2004, Support Units and Corporate reported operating earnings of $44 million, compared with
an operating loss of $61 million in the first quarter of 2003 and operating earnings of $176 million in the fourth
quarter of 2003. Operating earnings in the first quarter of 2004 were driven primarily by higher capital and lower
credit costs.

In allocating the allowance (and provision) for credit losses, each business is responsible for its credit costs. Although
the Support Units and Corporate sector has no traditional credit assets, the residual component of the allowance,
which is available for losses in any business segment, is maintained at the corporate level. For a further discussion of
the residual component, see Summary of changes in the Allowance for credit losses on pages 65 66 of this Form 10-Q.

Average allocated capital was $8.6 billion higher than in the first quarter of 2003 and $2.3 billion higher than in the

fourth quarter, reflecting a reduction in credit risk capital allocated to the business segments and an increase in
common stockholders equity.
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The Firm s operating expenses reflected a shift of $115 million from Compensation and Other expense to Technology
and communications expense due to the technology infrastructure outsourcing that took effect on April 1, 2003. For
additional disclosure, see Results of operations on page 28 29 of this Form 10-Q.

RISK AND CAPITAL MANAGEMENT

JPMorgan Chase is in the business of managing risk to create shareholder value. The major risks to which the Firm is
exposed are credit, market, operational, business, fiduciary, liquidity and private equity risk. For a discussion of these
risks and definitions of terms associated with managing these risks, see pages 45 74 and the Glossary of terms in
JPMorgan Chase s 2003 Annual Report.
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CAPITAL AND LIQUIDITY MANAGEMENT

CAPITAL MANAGEMENT

The following discussion of JPMorgan Chase s capital management focuses primarily on developments since
December 31, 2003, and should be read in conjunction with pages 46 47 and Note 26 of JPMorgan Chase s 2003
Annual Report.

Available versus required capital Quarterly Averages
1Q 1Q
(in billions) 2004 2003
Common stockholders equity $ 458 $ 419
Economic risk capital:
Credit risk 9.5 15.1
Market risk 5.6 42
Operational risk 34 35
Business risk 1.7 1.7
Private equity risk 4.6 54
Economic risk capital 24.8 29.9
Goodwill / Intangibles 9.5 8.9
Asset capital tax 39 4.0
Capital against nonrisk factors 134 12.9

Total capital allocated to business

activities 38.2 42.8
Diversification effect (5.3) (5.0
Total required internal capital $ 329 $ 378
Firm capital in excess of required capital $ 129 $ 41

Economic risk capital:

JPMorgan Chase assesses capital adequacy utilizing internal risk assessment methodologies. The Firm assigns
economic capital based primarily on five risk factors: credit risk, market risk, operational risk and business risk for
each business, and private equity risk, principally for JPMP. The methodologies quantify these risks and assign capital
accordingly. These methodologies are discussed in the risk management sections of JPMorgan Chase s 2003 Annual
Report.
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Capital also is assessed against business units for certain nonrisk factors. Businesses are assessed capital equal to
100% of any goodwill and 50% for certain other intangibles generated through acquisitions. Additionally, the Firm
assesses an asset capital tax against managed assets and some off balance sheet instruments. These assessments
recognize that certain minimum regulatory capital ratios must be maintained by the Firm. JPMorgan Chase also
estimates the portfolio effect on required economic capital, based on correlations of risk across risk categories. This
estimated diversification benefit leads to a reduction in required economic capital for the Firm.

The Firm s capital in excess of that which is internally required as of March 31, 2004, increased by $8.8 billion over
March 31, 2003. The change was primarily due to an increase in average common stockholders equity of $3.9 billion,
a $5.6 billion reduction in credit risk capital and a $0.8 billion reduction in private equity capital, partially offset by a
$1.4 billion increase in market risk capital. The decrease in credit risk capital from the prior year was primarily due to
a reduction in commercial exposures and improvement in the credit quality of the commercial portfolio. Private equity
risk decreased primarily as a result of the reduction in JPMP s private equity portfolio. Market risk capital increased,
due to growth in the MSR portfolio in CHF as well as higher average trading VAR in IB.

Regulatory capital

JPMorgan Chase s risk-based capital ratios at March 31, 2004, were well in excess of minimum regulatory guidelines.
At March 31, 2004, Tier 1 and Total capital ratios were 8.4% and 11.4%, respectively, and the Tier 1 leverage ratio
was 5.9%. At March 31, 2004, the total capitalization of JPMorgan Chase (the sum of Tier 1 and Tier 2 capital) was
$60.9 billion, an increase of $1.1 billion from December 31, 2003. This increase was principally driven by a $1.5
billion increase in Tier 1 capital, reflecting $1.2 billion in retained earnings (net income less common and preferred
dividends) generated during the period and net stock issuance of $0.5 billion related to employee benefit plans,
partially offset by a decrease in the allowance for credit losses component of Tier 2 capital.
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During 2003, the Firm adopted FIN 46 and, as a result, deconsolidated the trusts that issue trust preferred securities. If
banking regulators were to exclude these securities from Tier 1 capital, it could significantly reduce the Tier 1 capital
ratio of the Firm. On July 2, 2003, the Federal Reserve Board issued a supervisory letter instructing banks and bank
holding companies to continue to include trust preferred securities in Tier 1 capital. Based on the terms of this letter
and in consultation with the Federal Reserve Board, the Firm continues to include its trust preferred securities in Tier
1 capital.

Stock repurchase

The Firm did not repurchase any shares of its common stock during the first quarter of 2004 or all of 2003. At the time
the Firm and Bank One announced their proposed merger, managements at the two firms announced their intention to
repurchase shares in an aggregate amount of approximately $3.5 billion annually in 2004, 2005 and 2006 (in addition
to shares repurchased to provide common stock required for both firms respective dividend-reinvestment and
employee equity-based plans). The aforementioned repurchase program was made based on both firms respective
managements determinations that, based upon market conditions, current business plans and expectations for the
combined company, stock repurchases present an attractive use of excess capital. The actual amount of shares
repurchased will be subject to the discretion of the combined company s Board of Directors considering factors which
include: market conditions; legal considerations; the combined company s capital position (taking into account
purchase accounting adjustments); internal capital generation; and alternative potential investment opportunities over
that time frame.

Dividends

In the first quarter of 2004, JPMorgan Chase declared a quarterly cash dividend on its common stock of $0.34 per
share, payable April 30, 2004, to stockholders of record at the close of business April 6, 2004.

LIQUIDITY MANAGEMENT

The following discussion of JPMorgan Chase s liquidity management focuses primarily on developments since
December 31, 2003, and should be read in conjunction with pages 47 48 of JPMorgan Chase s 2003 Annual Report. In
managing liquidity, management considers a variety of liquidity risk measures as well as market conditions, prevailing
interest rates, liquidity needs and the desired maturity profile of its liabilities.

Consistent with its liquidity management policy, the Firm has raised funds at the holding company sufficient to cover
maturing obligations over the next 12 months. Long-term funding needs for the parent holding company over the next
several quarters are expected to be consistent with prior periods. The Firm manages its liquidity through a
combination of short- and long-term sources of funds to support its balance sheet and its businesses. Under the Firm s
liquidity risk management framework, the Firm maintains sufficient levels of long-term liquidity through a
combination of long-term debt, preferred stock, common equity and core deposits to support the less liquid assets on
its balance sheet. The Firm s primary source of short-term funds, excluding unsecured borrowings, includes more than
$40 billion of securities available for repurchase agreements and approximately $30 billion of credit card, automobile
and mortgage loans available for securitization.

Credit ratings

The credit ratings of JPMorgan Chase s parent holding company and JPMorgan Chase Bank as of April 30, 2004, were
as follows:
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JPMorgan Chase JPMorgan Chase Bank
Short-term debt Senior long-term debt Short-term debt Senior long-term debt
Moody s P-1 Al P-1 Aa3
S&P A-1 A+ A-1+ AA-
Fitch F1 A+ F1 A+

Upon the announcement of the proposed merger with Bank One, Moody s and Fitch placed the ratings of the Firm
under review for possible upgrade, while S&P affirmed the Firm s ratings.

The cost and availability of unsecured financing are influenced by credit ratings. A reduction in these ratings could
adversely impact the Firm s access to liquidity sources, increase the cost of funds, trigger additional collateral
requirements and decrease the number of investors and counterparties willing to lend. If the Firm s ratings were
downgraded by one notch, the Firm estimates that the incremental cost of funds to be in the range of 5 basis points to
30 basis points, reflecting a range of terms from three to five years, and the potential loss of funding to be negligible.
Additionally, the Firm estimates the additional funding requirements for SPE and
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other third-party commitments to be relatively modest. In the current environment, the Firm believes the likelihood of
a downgrade is remote. For additional information on the impact of a credit ratings downgrade on funding
requirements for SPEs, and on derivatives and collateral agreements, see Off-balance Sheet Arrangements below and
page 61, respectively, of this Form 10-Q.

Balance sheet

The Firm s total assets increased by $30.2 billion from December 31, 2003, to $801.1 billion at March 31, 2004,
largely due to an increase in deposits placed with banks and investment securities. Debt and equity trading assets were
also higher due to growth in IB business activities. Commercial loans declined by $3.9 billion, mostly as a result of
the deconsolidation of a Firm-sponsored asset-backed commercial paper conduit which had been previously
consolidated on the Firm s balance sheet under the guidance of FIN 46. Consumer loans increased by $2.0 billion, led
by increases in home equity loans. Credit card loans declined modestly due to seasonal factors and lower volumes;
loan volumes in the quarter were affected by increased securitization activity, partially offset by strong purchase
volumes. Automobile loans increased slightly, helped by higher origination volumes over the fourth quarter of last
year. Effective January 1, 2004, the Firm elected to net cash paid and received under credit-support annexes to legally
enforceable master netting agreements; thereby reducing Derivative receivables by $28.7 billion and Derivative
payables by $19.7 billion. The Firm s liabilities also increased in an amount consistent with the above asset growth,
through a combination of continued growth in deposits, which contributed to the growth in investment securities, and
higher securities sold under repurchase agreements.

Issuance

During the three months ended March 31, 2004, JPMorgan Chase issued approximately $4.9 billion of long-term debt;
during the same period, $2.8 billion of long-term debt matured or was redeemed. In addition, the Firm securitized
approximately $2.7 billion of residential mortgage loans, $1.5 billion of credit card loans and $1.6 billion of
automobile loans, resulting in pre-tax gains (losses) on securitizations of $48 million, $10 million and $(3) million,
respectively. For a further discussion of loan securitizations, see Note 11 of this Form 10-Q and Note 13 on pages
100 103 of JPMorgan Chase s 2003 Annual Report.

Off balance Sheet Arrangements

Special-purpose entities ( SPEs ), special-purpose vehicles ( SPVs ) or variable-interest entities (  