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Earnings Summary 
JPMorgan Chase & Co. reported 2Q10 EPS of $1.09, compared to our estimate of $0.71 (excluding our estimate of the negative 
influence from UK bonus tax). The reported number was significantly higher than our expectations almost entirely due to much better 
than anticipated credit performance in the quarter in the form of a $1.5 billion after-tax reduction to loan loss reserves. The reserve 
release came in three lines of business: $350 million pre-tax in the Investment Bank, $1.5 billion in Credit Card Services and $400 
million in the Commercial Bank segment. The lower provisioning from the reserve release accounted for $0.36 of the beat, while the 
UK bonus tax led to a $0.14 reduction. On an apples-to-apples basis, we calculate JPM reported core EPS of $0.87 relative to our core 
estimate of $0.71.   

We view the results on the whole as positive as credit trends continued to improve, but slowing operating revenue stemming from  
1) continued loan portfolio shrinkage, 2) net interest margin (NIM) contraction, and 3) reduced investment banking revenues from 
lower principal transactions, raised questions with investors. We believe the trifecta of lower loan loss provisioning, lower net charge-
offs and reduced nonperforming assets in 2Q10 represent a turning point for JPM in which investors will become more concerned with 
revenue generation rather than credit performance.  

In an effort to provide a high level summary analysis, here are the salient points from the quarterly results and earnings call that drove 
second quarter results: 

• Net interest income was modestly lower than we expected as the NIM fell 26 bps to 3.06% versus our expectation for a 5 bps 
sequential decline to 3.27%.  Average earning assets declined only modestly – about in line with our model. 

• The total provision for credit losses was less than expected at $3.4 billion compared to $7.0 billion in the prior quarter. 
Excluding the one-time effects of the reserve release in the three lines of business, the provision was approximately $5.7 
billion (approximately in line with net charge-offs) which compared to our estimate of $6.2 billion.   

• Noninterest income was better than we expected due to better results in mortgage fees, credit card income and resilient 
deposit service fee income that more than offset the lower-than-anticipated principal transactions results. 

• We believe securities gains of $1.0 billion, higher than the $610 million in 1Q10, were taken to offset the $850 million pre-
tax UK bonus tax. 

• Noninterest expenses, excluding the $850 million pre-tax reduction for the UK bonus tax implications, were slightly better 
than our expectations.  

• Credit: NPAs declined by 3.2% relative to the prior quarter. In our calculation for the NPA ratio we include TDRs reported at 
4Q09 and 90+PD at 1Q10 (significant at approx. $5.5 billion) as a proxy since JPM does not provide in the earnings release. 

• Capital: Capital levels at the end of 2Q10 were ahead of our estimates. We believe the company is over-capitalized today and 
will effectively manage this excess capital. Management revealed that JPM has bought back about $500 million in stock at 
prices around $37-38, with approximately one-third purchased at the end of the second quarter and two-thirds of that amount 
purchased in the third quarter. If dividends are not politically in order, then we would expect more buybacks in 2010. 

 

The company made some additional comments with respect to the complexity surrounding providing estimates for the negative 
influence of the Financial Reform Bill. CEO Jamie Dimon and CFO Mike Cavanagh were quick to point out JPM has no estimates for 
how each provision of the Bill will affect earnings and in fact providing any projections would be premature and fruitless. As detailed 
in our initiation report published on July 12, we have made some initial assumptions for losses and detail our thought process. 

Estimates 
We revise our 2010 and 2011 EPS estimates to $3.99 and $4.83 from $3.12 and $4.58, respectively, to reflect the second quarter 
performance and our expectation the JPM credit quality will continue to improve faster than originally forecast. As we stated in our 
initiation report earlier this week, estimates are prone to adjustments throughout the year due to the volatility of the company’s 
investment banking business.  Driving our estimates are the following assumptions: 

• Provision for credit losses will be significantly lower in 2010 and 2011 from 2009 levels and is the predominant driver of year-
over-year earnings growth. RFS and CS will recover, for the most part, in 2011. 

• Weak revenue growth will still be an issue for the company as loan demand is expected to remain weak into 2011. 

• Derivatives and Interchange legislation will affect 2011 estimates because we anticipate the bill will be implemented by the third 
quarter of 2011 and that the company would make necessary adjustments to its business prior to the effective date of 
implementation to facilitate a smooth transition.  

• Increase in FDIC assessment with offsetting initiatives (ending free checking, etc.) resulting in $0.05 EPS loss to occur in 2011.  

• Home Lending portfolio runoff will cost $1 billion in 2010 and $1.5 billion in 2011, gross of tax. 
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• Loan repurchase expense will reach $1.75 billion in 2010 and $2.0 billion in 2011 gross of tax. 

• Reg E will reduce net income by $500 million per year. 

• The Credit Card Act and portfolio runoff will lower net income by $850 million per year. 

• The economy will improve steadily although employment will remain sluggish during 2010. 

• NIM to remain flat or slightly decrease due to higher yielding portfolio runoff.  

• Investment banking will continue to have good years, although not at the same level as 2009 and growth will be less robust. 

• Basel III will not be implemented for some time, and following its implementation, we do not believe that it will have a material 
effect on the company. (We assume some of the most onerous requirements will not be in the final draft.) 

Line of Business Overview 

Exhibit 1: Quarterly EPS by Line of Business 
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Exhibit 2: Revenue by Line of Business 
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Investment Bank (IB) Review 
Exhibit 3 shows the year-over-year and quarter-over-quarter changes in the P&L for the IB. The major change from the prior quarter 
comes from a 24% decline in overall revenues. The year-over-year change was driven by a 13% decline in overall revenues, partially 
offset by the provision reversal in the current quarter of ($325) million versus the year-ago quarter of $871 million. The overall 
decline led to the unit contributing $0.34 to firm-wide EPS versus $0.62 in the prior period and $0.38 in the year-ago period. 

Exhibit 3: IB P&L 

INVESTMENT BANK ($M except per share) 2Q10A 1Q10A % $Chg 2Q09A % $Chg

Revenues 6,332   8,319   -23.9% 7,301   -13.3%

LESS: PCL (325)     (462)     -29.7% 871      -137.3%

LESS: Compensation Expense 2,923   2,928   -0.2% 2,677   9.2%

LESS: Noncompensation Expense 1,599   1,910   -16.3% 1,390   15.0%

LESS: Amortization Expense -       -       NA -       NA

LESS: Merger Costs -       -       NA -       NA

Pre-Tax Income 2,135   3,943   -45.9% 2,363   -9.6%

Tax Expense/(Benefit) 754      1,472   -48.8% 892      -15.5%

Income before extraordinary 1,381   2,471   -44.1% 1,471   -6.1%

Extraordinary gain/(loss) -       -       NA -       NA

Net Income/(Loss) 1,381   2,471   -44.1% 1,471   -6.1%

Avg FD Common Shares 4,006   3,995   0.3% 3,824   4.7%

Core EPS 0.34     0.62     -44.3% 0.38     -10.4%
 

Source: Company reports 

 

Exhibit 4 gives the breakout of revenues by IB business. The quarterly and year-over-year drop in revenues is primarily attributable to 
revenue declines of 35% and 28%, respectively, in the fixed income unit. The equity markets unit also declined by 29% from the prior 
quarter, but increased 47% from the year-ago quarter. 
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Exhibit 4: IB Revenue by Line of Business 

INVESTMENT BANK BY BUSINESS ($M) 2Q10A 1Q10A % $Chg 2Q09A % $Chg

Advisory 355      305      16.4% 393      -9.7%

Equity underwriting 354      413      -14.3% 1,103   -67.9%

Debt underwriting 696      728      -4.4% 743      -6.3%

Total investment banking fees 1,405   1,446   -2.8% 2,239   -37.2%

Fixed income markets 3,563   5,464   -34.8% 4,929   -27.7%

Equity markets 1,038   1,462   -29.0% 708      46.6%

Credit portfolio 326      (53)       -715.1% (575)     -156.7%

Total non-investment banking 4,927   6,873   -28.3% 5,062   -2.7%

Total Revenues 6,332   8,319   -23.9% 7,301   -13.3%
 

Source: Company reports 

 

Geographically, approximately 62% of 2Q10 revenues came from the Americas, 24% from Europe, Middle East and Africa (EMEA) 
and 14% from Asia-Pacific. This compared to 55% Americas, 35% EMEA and 10% Asia-Pacific in 1Q10. Revenues from EMEA 
declined significantly in the quarter due to a decline in market share following a slight artificial increase in the prior quarter results.  

Looking forward, we anticipate IB revenues in line with the current quarter as we do not believe fixed income revenue will be 
reaching its elevated levels in the prior quarter and year-ago quarter.  We also anticipate the equity and debt underwriting business will 
be tepid as the financial markets are currently not as receptive to debt and equity offerings as they once were in the prior quarters. 
However, we believe there will be large growth in the advisory business as we anticipate M&A advisory to pick up substantially in the 
second half of 2010 through 2011. 

Retail Financial Services (RFS) Review 
The second quarter 2010 marked the turnaround quarter for RFS as the unit returned to profitability after two consecutive quarters in 
the red.  In our recent initiation report on JPM, we had anticipated the unit would return to profitability this quarter, driven largely by 
improving credit costs.  Exhibit 5 shows the unit exceeding our original provision estimate of $2.7 billion with the reported $1.7 
billion provision for the quarter and beating our EPS estimate for the unit of $0.12 by $0.14. The $1.7 billion provision represented a 
54% decline from the prior quarter of $3.7 billion and a 55% decline from the year-ago quarter of $3.8 billion. 

Exhibit 5: RFS P&L 

RETAIL FIN'L SERVCS ($M except per share) 2Q10A 1Q10A % $Chg 2Q09A % $Chg

Revenues 7,809   7,776   0.4% 7,970   -2.0%

LESS: PCL 1,715   3,733   -54.1% 3,846   -55.4%

LESS: Compensation Expense 1,842   1,770   4.1% 1,631   12.9%

LESS: Noncompensation Expense 2,369   2,402   -1.4% 2,365   0.2%

LESS: Amortization Expense 70        70        0.0% 83        -15.7%

LESS: Merger Costs -       -       NA -       NA

Pre-Tax Income 1,813   (199)     -1011.1% 45        3928.9%

Tax Expense/(Benefit) 771      (68)       -1233.8% 30        2470.0%

Income before extraordinary 1,042   (131)     -895.4% 15        6846.7%

Extraordinary gain/(loss) -       -       NA -       NA

Net Income/(Loss) 1,042   (131)     -895.4% 15        6846.7%

Avg FD Common Shares 4,006   3,995   0.3% 3,824   4.7%

Core EPS 0.26     (0.03)    -893.3% 0.00     6531.9%
 

Source: Company reports 
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Driving down the provision were strong improvements in almost all of areas within RFS. Exhibit 6 gives the net charge-offs for the 
three subunits within RFS. The majority of the NCOs are from the mortgage portfolio.  NCOs for the mortgage portfolio declined 
from 3.35% in the prior period to 2.11% for the current quarter.  These are stark improvements; however, the company still anticipates 
a slight uptick in losses in the home lending portion of the portfolios with Home Equity losses anticipated to reach $1.0 billion, Prime 
Mortgage $0.4 billion and Subrprime Mortgage $0.4 billion.   

Exhibit 6: RFS Subunit NCOs 

RFS Subunit NCO Rates RFS 2Q10 Subunit NCOs 
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Improving credit will be the primary driver of earnings recovery for RFS as we expect there will be a continual decline in the overall 
loan portfolio at RFS. Average loans have declined 8% from the year-ago quarter of $378 million to $350 million, with a quarter-over-
quarter decline of 3% from $360 million. We anticipate the portfolio to exhibit continual contraction of around 10% annually into 
2011, which will put added pressure on net interest income. In addition, the company’s loan repurchase losses reached $667 million in 
the current quarter, which at the current run-rate, could exceed the $2.0 billion we had originally estimated.   

Card Services (CS) Review 
Similar to RFS, 2Q10 is a turnaround period for the group, which finally recorded a net profit after six consecutive quarters of net 
losses. Exhibit 7 gives the P&L for the unit. The turnaround is primarily attributable to a $1.3 billion decline in provisions from the 
prior quarter (a 37% decline). The provision decline was driven by 90-day and the early-stage delinquency rates dropping in the 
quarter. The 90+ day delinquencies declined to 2.76% in the current quarter from 3.59% in the prior quarter, while 30+ day 
delinquencies declined to 4.96% in the current quarter from 6.28% in the prior quarter (Exhibit 8).   

Revenues, however, showed continual decline, as expected, due to the continued portfolio runoff. Year-over-year, the credit card 
portfolio has decline by 16% from an average balance of $174 billion to $146 billion in the current period. The $146 billion also 
represents a decline of 6% from the prior quarter balance of $156 billion. We believe this portfolio will continue to experience 
contraction through 2010 primarily driven by the Credit Card Act of 2009. As a result, net interest income will be pressured further 
from this portfolio shrinkage.   
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Exhibit 7: CS P&L 

CARD SERVICES ($M except per share) 2Q10A 1Q10A % $Chg 2Q09A % $Chg

Revenues 4,217   4,447   -5.2% 4,868   -13.4%

LESS: PCL 2,221   3,512   -36.8% 4,603   -51.7%

LESS: Compensation Expense 327      330      -0.9% 329      -0.6%

LESS: Noncompensation Expense 986      949      3.9% 873      12.9%

LESS: Amortization Expense 123      123      0.0% 131      -6.1%

LESS: Merger Costs -       -       NA -       NA

Pre-Tax Income 560      (467)     -219.9% (1,068)  -152.4%

Tax Expense/(Benefit) 217      (164)     -232.3% (396)     -154.8%

Income before extraordinary 343      (303)     -213.2% (672)     -151.0%

Extraordinary gain/(loss) -       -       NA -       NA

Net Income/(Loss) 343      (303)     -213.2% (672)     -151.0%

Avg FD Common Shares 4,006   3,995   0.3% 3,824   4.7%

Core EPS 0.09     (0.08)    -212.9% (0.18)    -148.7%
 

Source: Company reports 

 

Exhibit 8: Early-Stage Delinquency Rates 
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Commercial Banking (CB) Review 
CB’s net income jumped 78% from the prior quarter and 88% in the year-ago quarter driven by the reversal of provisions of ($235) 
million versus the prior quarter of $214 million and year-ago quarter of $312 million (Exhibit 9). Revenues increased 4.9% from the 
prior quarter and 2.3% from the year-ago quarter. Compensation expense also declined by 4.9% from the prior quarter; however, it 
was offset by non-compensation expense of 4.0% from the prior quarter. Average loan balance of $96 billion for the unit remained flat 
from the prior quarter; however, it represented a 12% decline from the year-ago quarter of $109 billion. NCOs dropped to $176 
million (0.74% of average loans), down 23% from the prior quarter of $229 million (0.96%).   

JPMorgan Chase & Co.July 16, 2010

33



8 

Exhibit 9: CB P&L 

COMMERCIAL BANKING ($M except per share) 2Q10A 1Q10A % $Chg 2Q09A % $Chg

Revenues 1,486   1,416   4.9% 1,453   2.3%

LESS: PCL (235)     214      -209.8% 312      -175.3%

LESS: Compensation Expense 196      206      -4.9% 197      -0.5%

LESS: Noncompensation Expense 337      324      4.0% 327      3.1%

LESS: Amortization Expense 9          9          0.0% 11        -18.2%

LESS: Merger Costs -       -       NA -       NA

Pre-Tax Income 1,179   663      77.8% 606      94.6%

Tax Expense/(Benefit) 486      273      78.0% 238      104.2%

Income before extraordinary 693      390      77.7% 368      88.3%

Extraordinary gain/(loss) -       -       NA -       NA

Net Income/(Loss) 693      390      77.7% 368      88.3%

Avg FD Common Shares 4,006   3,995   0.3% 3,824   4.7%

Core EPS 0.17     0.10     77.2% 0.10     79.8%
 

Source: Company reports 

Treasury & Securities Services (TSS) Review 
TSS reported revenue growth of 7.2% to $1.9 billion from the prior quarter of $1.7 billion (Exhibit 10). The revenue increase was 
driven by a 7% increase in asset management revenue and 19% increase in other income from the prior quarter. In addition, the unit 
recorded another quarter of provision reversals ($16 million), which contributed to the bottom line.  Offsetting the revenue gains were 
increases in compensation and noncompensation expenses of 6.1% and 5.2%, respectively.   

Exhibit 10: TSS P&L 

TREASURY & SEC. SERVCS ($M except per share) 2Q10A 1Q10A % $Chg 2Q09A % $Chg

Revenues 1,851   1,726   7.2% 1,870   -1.0%

LESS: PCL (16)       (39)       -59.0% (5)         220.0%

LESS: Compensation Expense 697      657      6.1% 618      12.8%

LESS: Noncompensation Expense 684      650      5.2% 650      5.2%

LESS: Amortization Expense 18        18        0.0% 20        -10.0%

LESS: Merger Costs -       -       NA -       NA

Pre-Tax Income 468      440      6.4% 587      -20.3%

Tax Expense/(Benefit) 176      161      9.3% 208      -15.4%

Income before extraordinary 292      279      4.7% 379      -23.0%

Extraordinary gain/(loss) -       -       NA -       NA

Net Income/(Loss) 292      279      4.7% 379      -23.0%

Avg FD Common Shares 4,006   3,995   0.3% 3,824   4.7%

Core EPS 0.07     0.07     4.4% 0.10     -26.4%
 

Source: Company reports 

Asset Management (AM) Review 
The AM unit recorded flat earnings growth from the prior quarter with net income of $391 million.  Revenues decline 3% from the 
prior quarter to $2.1 billion, but was offset by declines in the provision from $35 million in the prior quarter to $5 million in the 
current quarter.  Compensation expense declined 5.4% from the prior quarter of $910 million to $861 million in the current quarter, 
but represented a 6.3% jump year-over-year.   
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Exhibit 11: AM P&L 

ASSET MANAGEMENT ($M except per share) 2Q10A 1Q10A % $Chg 2Q09A % $Chg

Revenues 2,068   2,131   -3.0% 1,982   4.3%

LESS: PCL 5          35        -85.7% 59        -91.5%

LESS: Compensation Expense 861      910      -5.4% 810      6.3%

LESS: Noncompensation Expense 527      514      2.5% 525      0.4%

LESS: Amortization Expense 17        18        -5.6% 19        -10.5%

LESS: Merger Costs -       -       NA -       NA

Pre-Tax Income 658      654      0.6% 569      15.6%

Tax Expense/(Benefit) 267      262      1.9% 217      23.0%

Income before extraordinary 391      392      -0.3% 352      11.1%

Extraordinary gain/(loss) -       -       NA -       NA

Net Income/(Loss) 391      392      -0.3% 352      11.1%

Avg FD Common Shares 4,006   3,995   0.3% 3,824   4.7%

Core EPS 0.10     0.10     -0.5% 0.09     6.0%
 

Source: Company reports 

Corporate/Private Equity (CP) Review 
CP recorded revenues of $1.9 billion, down 22% from the prior quarter of $2.4 billion and down 18% from the year-ago quarter of 
$2.3 billion. The primary driver to the decline was due to a loss of ($69) million from principal transactions compared to the prior 
quarter of $547 million and year-ago quarter of $1.2 billion. Offsetting the principal transactions loss was a securities gain of $990 
million, which we consider abnormally high for the unit. We believe the larger-than-normal gain on sale was primarily driven by the 
UK tax, which is approximately $850 million gross of tax.   

Exhibit 12: CP P&L 

CORP/PRIV EQUITY ($M except per share) 2Q10A 1Q10A % $Chg 2Q09A % $Chg

Revenues 1,850   2,357   -21.5% 2,265   -18.3%

LESS: PCL (2)         17        -111.8% 9          -122.2%

LESS: Compensation Expense 770      475      62.1% 655      17.6%

LESS: Noncompensation Expense 1,468   3,041   -51.7% 1,319   11.3%

LESS: Amortization Expense -       -       NA -       NA

LESS: Merger Costs -       -       NA 143      -100.0%

Subtotal (386)     (1,176)  -67.2% 139      -377.7%

Intercompany Adjustments (1,192)  (1,180)  1.0% (1,253)  -4.9%

Pre-Tax Income 806      4          20050.0% 1,392   -42.1%

Tax Expense/(Benefit) 153      (224)     -168.3% 584      -73.8%

Income before extraordinary 653      228      186.4% 808      -19.2%

Extraordinary gain/(loss) -       -       NA (1,112)  -100.0%

Net Income/(Loss) 653      228      186.4% (304)     -314.8%

Avg FD Common Shares 4,006   3,995   0.3% 3,824   4.7%

Core EPS 0.16     0.06     185.6% 0.21     -22.8%
 

Source: Company reports 
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Consolidated Revenue Overview 
Exhibit 13: Revenue Breakdown  
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Net Interest Income:  

• JPM reported total 2Q10 FTE net interest income of $12.8 billion compared to $13.8 billion in the prior quarter. The 7.4% 
decline was primarily a result of a lower NIM and a $13 billion decline in average earning assets.  

• The NIM declined to 3.06% from 3.32% in the prior quarter and 3.07% in the year-ago quarter as higher yielding loans are 
being allowed to run off and the investment securities portfolio yield shrinks. The average yield on securities fell to 3.14% in 
2Q10 from 3.54% in 1Q10 as management likely replaced runoff in the portfolio with shorter-term assets in an effort to 
position the balance sheet for rising interest rates, in our opinion.   

• Going forward, we anticipate NIM performing flat to slightly down assuming that interest rates remain unchanged and 
trending upward with a rate hike. JPM is only 25% of the way through changes from the Credit Card Act and volume 
declines across the higher-yielding consumer loan portfolios will put additional pressure on NIM going forward.  

• Average loans in the second quarter 2010 totalled $705 billion or 35% of average total assets compared to $725 billion or 
36% in 1Q10. The loan portfolio continued to shrink as runoff in both home lending and credit card portfolios remained 
elevated in the period.  

• On the interest-bearing funding side, JPM has $888 billion of total deposits in 2Q10, compared to $925 billion in the prior 
quarter. Non-US office interest-bearing deposits made up the majority of the decline, falling 11% to $237 billion from $267 
billion in the prior quarter.  

Noninterest Income:  

• Total noninterest income in 2Q10 was $12.4 billion, down 11% from $14.0 billion in the prior quarter due to the expected 
decline in principal transactions primarily in the IB line of business.  

• The decline in IB revenues was headlined by $1.9 billion lower revenues in fixed income markets, which are highly 
unpredictable and challenging to accurately forecast. The most volatile component of non-interest income is principal 
transactions, which consists of revenue from trading and private equity investing. Principal transactions revenue was $2.09 
billion in 2Q10, compared to $4.55 billion in 1Q10. 

• IB revenues declined in part due to a decline in market share as competitive pressures have increased given the continued 
easing of pressure on capital markets. Revenues from EMEA declined significantly in the quarter due to a decline in market 
share following a slight artificial increase in the prior quarter results. 

• Securities gains of $1.0 billion compared to $610 million in the prior quarter were likely used as an offset to the one-time 
$850 million expense associated with the UK bonus tax costs. 
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• Mortgage banking and other consumer lending fees increased in the second quarter due to higher net mortgage servicing 
revenues and higher auto loan and lease balances. 

• JPM will undoubtedly be negatively affected by the debit and credit card legislation and the Regulatory Reform Bill. For 
debit card transactions, Regulation E came into effect July 1, 2010 and requires customers to opt in for the overdraft 
protection service. A debit transaction will be denied if the banking customer does not opt in and attempts to execute a debit 
transaction with insufficient funds. JPM now anticipates Regulation E will cost approximately $700 million in net income per 
year, an upwards revision to the $500 million estimate provided prior to the second quarter 2010 earnings conference call.  

• For credit cards, the Credit Card Act of 2009 restricts a card issuer’s ability to change rates and prohibits several practices 
that were not deemed consumer friendly, such as double-cycle billing, which calculates interest due on the current billing 
cycle as well as the prior billing cycle. Ultimately, JPM estimates that about $750 million in net income will be lost from this 
legislation. We believe that it could be closer to $850 million. In addition, due to the inflexibility to adjust rates, the company 
estimates that approximately 15% of its credit card customers will no longer be offered credit cards due to the high risk they 
pose, and it will reduced or eliminated credit lines for those customers with inactive usage.  

Exhibit 14: Net Interest Margin  
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Consolidated Expense Overview 

Exhibit 15: Non-Interest Expense  
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Noninterest Expense: 

• For the second quarter 2010, the company saw a decline in operating expenses primarily due to lower other expenses despite 
an increase in compensation costs.  

• In 1Q10, JPM recorded a one-time $2.3 billion charge for litigation reserves related to pending class-action lawsuits on 
mortgage-backed security (MBS) and related products. While this charge artificially increased the other expense line item in 
the first quarter, on the 2Q10 earnings call management referenced the fact that litigation-related costs will remain elevated in 
the near term. 

• The increase in compensation expenses came in RFS, CP and TSS businesses. Higher marketing costs associated with 
promotion of newer credit card related products and higher professional and outside services related costs should continue in 
2010, in our opinion. 

• We calculate the efficiency ratio was 62% in the second quarter 2010 compared to 60% in the prior quarter and 54% in the 
year-ago quarter. The sequential increase was attributable to lower operating revenues despite the quarter-over-quarter 
decline in litigation related costs.  

Asset Quality 
We continue to maintain that the most critical metric in determining the turning point for longer-term bank stock performance is when 
investors have confidence that asset quality has reached a peak in credit deterioration. We believe that credit deterioration peaked for 
the banking industry as a whole in 1Q10 and in JPM’s case, in 4Q09. As we analyze credit quality at this stage of the credit cycle it is 
important for investors not to lose sight of the 90+ days and still accruing and troubled debt restructuring (TDRs) categories. Data on 
90+ past due loans and still accruing is reported only in regulatory filings, so we have included 1Q10 results in our estimate for 2Q10 
results. Though JPM’s TDR disclosure is limited to once a year, we have estimated the TDR component of NPAs for the periods 
where it is unavailable, using the most recent available data from 4Q09.  

Utilizing our calculation for NPAs, total consolidated nonperforming assets decreased 3.2% to $26.4 billion, or 3.77% of loans plus 
OREO from $27.3 billion or 3.82% in the prior quarter. Net charge-offs were $5.7 billion or 3.24% of average loans compared to $7.9 
billion in the prior quarter, or 4.36%. Loan loss reserves decreased in the quarter to $36.7 billion or 5.25% of total loans from $38.2 
billion or 5.35% of total loans in the prior quarter. However, the loan loss reserve coverage ratio (loan loss reserve divided by 
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annualized net charge-offs) increased to 1.6 times from 1.2 times in both the prior quarter and the year-ago quarter. We expect this 
ratio to remain relatively flat in 2010 as net charge-offs may continue to decline with reserving following suit. 

In the second quarter 2010, JPM released reserves in three lines of business: $350 million pre-tax in the Investment Bank, $1.5 billion 
in Credit Card Services and $400 million in the Commercial Bank segment. The lower associated loan loss provisioning is detailed in 
Exhibit 16. Interestingly, provisioning in the RFS LOB declined by $2.0 billion in 2Q10 reflecting improved delinquency trends and 
moderating loss severities leading to reduced net charge-offs in the real estate portfolios. However, despite the outstanding net charge-
off performance in Home Equity ($796 million), Prime Mortgage ($264 million) and Subprime Mortgage ($282 million), JPM 
provided an outlook that projects quarterly losses to approximate $1.0 billion, $400 million and $400 million, respectively. 

Exhibit 16: Quarterly Provision for Credit Losses by Line of Business 

Quarterly Provision for Credit Losses by Line of Business
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Source: RBC Capital Market estimates 

We believe that 2Q10 results provide credence to our hypothesis that the NPA ratio appears to have peaked in the 4Q09 at a level that 
is below many of its competitors. We expect the NPA ratio to steadily decline over the next two years due to a strengthening in the 
economy and stronger loan underwriting which should lead to lower credit costs, in our opinion. 
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Exhibit 17: NPAs (including TDRs & 90PD) / Loans + REO 

NPAs + 90PD / Loans + REO
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Exhibit 18 shows the breakout in non-performing assets by portfolio. We can see that NPAs excluding TDRs and loans 90+ days past 
due have declined for three consecutive quarters, with most segments experiencing reduced balances – Option ARMs and prime 
mortages being the notable exceptions.  

Exhibit 18: NPAs excluding TDRs & 90PD 
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Exhibit 19 shows the NPA breakout as a percentage of the portfolio exposure. Not surprisingly, the largest non-performers relative to 
the portfolio are in subprime and prime mortgages. At 2Q10, nonperforming subprime mortgages were 17.06% of the portfolio, down 
from 17.47% in the prior quarter. Prime mortgage represents the next highest category at 5.48%, an increase from 5.24% at the end of 
1Q10. We expect these levels to remain flat but elevated because unemployment remains high. Once unemployment subsides for a 
few quarters, we can expect these elevated levels to come down, in our opinion. 

Exhibit 19: NPAs/Portfolio 
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Breaking down the non-performers by business lines, Exhibit 20 shows a disproportionate amount of the NPAs residing in RFS, which 
is not a surprise. The positive takeaway from 2Q10 results is that consumer NPAs in the RFS portfolio declined in the period, falling 
to $11.7 billion from $12.0 billion in the prior quarter. However, it’s important to keep in mind that these statistics do not include 
90+PD or TDRs, which likely represent a higher proportion of RFS nonperformers, in our opinion. 

Exhibit 20: NPAs excluding TDRs & 90PD by LOB 
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Focusing more on the consumer portfolio, Exhibit 21 displays the net charge-off rates for RFS and CS. As one can see, the net charge-
offs fell in the second quarter. RFS NCOs fell to the lowest level since 1Q09 at 4.49%, while CS NCOs fell to 10.2% from at 11.75% 
in 1Q10 representing the largest sequential decline since the beginning of the cycle. As we stated earlier, lower unemployment is a 
main factor that is needed to consistently reduce the absolute level of net charge-offs, in our opinion. 

Exhibit 21: Consumer Net Charge-Offs 
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Regulatory Capital 
We believe that the JPM management team has done a very good job preserving capital in light of the financial events and compared 
to its peers. Exhibit 22 shows JPM’s current capital position. JPM well surpasses the minimum standard for ‘well capitalized’ status, 
with a Tier 1 Leverage ratio of 6.9%, Tier 1 Common ratio of 9.6%, Tier 1 Equity ratio of 12.1%, and a Total Capital ratio of 15.8% 
for the second quarter 2010.  

Exhibit 22: Latest Four Quarters Regulatory Capital 

3Q09 4Q09 1Q10 2Q10

Tier 1 Leverage 6.52% 6.88% 6.63% 6.90%

Tier 1 Common 8.19% 8.79% 9.06% 9.60%

Tier 1 Equity 10.22% 11.10% 11.45% 12.10%

Total Capital 13.88% 14.78% 15.11% 15.80%

Total GAAP equity / assets 7.95% 8.14% 7.71% 8.50%

Tangible common / tangible assets 5.14% 5.33% 5.04% 5.68%
 

Source: SNL Financial, LC 

 

Out of all the ratios, we continue to believe that the Tier 1 Common ratio is perhaps the most followed ratio currently in terms of 
assessing adequate capitalization. The ratio was created as a result of the 2009 Supervisory Capital Assessment Program test, which 
was conducted by the Fed and applied to the largest-19 banks in the US. Tier 1 Common capital starts with Tier 1 equity and strips out 
all non-common equity forms of capital, such as preferred equity and hybrids like trust preferred securities. Many investors view this 
capital as ‘pure, quality’ capital. The only issue thus far is that it still is somewhat murky because regulators have not explicitly stated 
a well capitalized threshold. Presently, in the regulatory statutes and as a result of the SCAP Test, ‘well capitalized’ is defined as 4% 
Tier 1 Common and 6% Tier 1, but we believe that for the largest US banks, the Tier 1 Common Ratio will be increased to 7% or 8% 
and the Tier 1 Equity Ratio will be increased to 10% to 12%. The vagueness, however, leaves many banks unclear of the risks, and 
therefore they tend to err on the conservative side by not deploying their capital in an efficient way. 
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With the current Tier 1 Common ratio at 9.6%, we believe the company is currently well capitalized assuming the unofficial threshold 
for Tier 1 Common is 8%. We believe that the earnings power of the company will continue building capital at a rate of approximately 
50 basis points every quarter. The second quarter results were influenced by the reserve release, but we now expect JPM will likely 
break a 10% Tier 1 Common by the end of 3Q10. We anticipate that management recognizes this as evidenced by the revelation of a 
$500 million stock buyback. We believe that management will continue to do stock buybacks with the excess capital before making 
the decision to increase the dividend, to a level closer to the historical norm of 30% of earnings, in early 2011. Interestingly, we do not 
believe there is the same stigma attached to pausing a stock buyback program relative to a dividend cut, even though both theoretically 
create shareholder value. 

Valuation Analysis 
In valuing the company, we first estimated JPM’s normalized earnings by analyzing the returns on each line of business, both on a 
historical basis and on management stated targets. We then valued the company under two methods: 1) standard application of a price-
to-earnings multiple to the estimated normalized earnings; and 2) dividend yield method driven off of the estimated normalized 
earnings.  

Exhibit 23 gives the derivation to our estimated normalized earnings. Each line of business (LOB) is allocated a portion of the firm’s 
equity, thereby setting a reference point to assess the performance of each LOB (return on average equity). For each LOB, we 
calculated the median quarterly ROAE going back to the first quarter of 2005. In addition, management also stated its targeted ROAE 
in a normalized environment. We anticipate that higher capital standards will be required at some point in the future, although we 
anticipate that the higher capital standards will most likely affect the returns to equity at the firm level (excess firm-level capital) not 
the individual LOBs. 

We first estimated equity balances in 2012 using an 8% annual growth rate off of 2010 equity. We then applied our median historical 
ROAE and management’s targeted ROAE to the estimated 2012 allocated equity for each LOB, and thereby imputed two sets of 
normalized earnings, our median historical and management’s targeted. We then summed up each LOB earnings to derive the firm-
wide earnings and then deducted preferred shareholders to reach earnings to common shareholders, which came out to $6.43 per share 
based on our median historical LOB ROAE and $6.95 per share based on management’s targeted ROAE. We then adjusted our 
normalized earnings for the anticipated effect from the recent legislations as well as other known effects to earnings (Exhibit 24) 
resulting in estimated normalized earnings of $5.18 and $5.68 per share.  

Exhibit 23: Estimated Normalized Earnings  

Median 2010 2012 2012 Normlz Earns ($M)

Historical Targetted Allocated LOB3
Est. Alloc'd Eq Historical Targetted

Line of Business ROAE1
ROAE Equity ($M)2 Equity/Assets 8.0% CAGR ROAE ROAE

Investment Bank 18% 17% 40,000          5.92% 46,656              8,319           7,932         

Retail Financial Services 18% 30% 28,000          7.11% 32,659              5,879           9,798         

Card Services4 17% 20% 15,000          9.56% 17,496              3,023           3,499         

Commercial Banking 18% 20% 8,000            6.01% 9,331                1,680           1,866         

Treasury & Securities Services 46% 35% 6,500            16.98% 7,582                3,488           2,654         

Asset Management 39% 35% 6,500            10.40% 7,582                2,957           2,654         

Corporate/Private Equity 2% 0% 49,000          NA 57,154              1,001           -            

Total LOB 153,000        178,459             26,345         28,402       

Excess Capital 4,200            4,899                NA NA

Total Company 157,200        8.06% 183,358             26,345         28,402       

Less Preferred Equity 8,152            8,152                648              648            

Total Common Shareholders 149,048       175,206           25,697        27,754      

Implied ROACE 153,248       180,105           14.7% 15.8%

Implied ROAA (Avg Assets of $2.3 trillion at 4Q12) 1.13% 1.22%

Imputed Earnings 25,697         27,754       

Average Diluted Common Shares 3,994.7        3,994.7      

2012 Imputed Earnings per Share ($) 6.43            6.95          
 

1) Median historical ROAE based on quarterly ROAE for each LOB from 1Q05 to 1Q10 
2) Per management guidance 1Q10. 
3) Based on average equity and average assets. 
4) Based on average equity and average managed assets. 
Source: Company financials, RBC Capital Market estimates 
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Exhibit 24: Normalized Earnings per Share Net of Legislative & Other Effects 

Historical Targetted

Initial Normalized 2012 Earnings 6.43            6.95            

% Redux

Legislative & Other Impact in Rev

Derivatives Legislation 4.0%

+ Interchange Fees 3.0%

= Gross Reduction in Revenue from Deriv & Interch 7.0%

x Tax Effect (35% tax) 65%

= Net Inc Redux from Derivatives & Interchange 4.6% 4.6%

+ Net Inc Redux from Change in FDIC Assessment Base ($194M net tax) 0.8% 0.7%

+ Net Inc Redux from Home Lending Runoff ($975M net tax) 3.8% 3.5%

+ Net Inc Redux from Loan Repurchase ($1.3B net tax) 5.1% 4.7%

+ Net Inc Redux from Reg E for Debit Cards ($500M net tax) 1.9% 1.8%

+ Net Inc Redux from Credit Card Legislation & Runoff ($850M net tax) 3.3% 3.1%

= After-Tax Earnings Reduction 19.4% 18.3%

Normalized 2012 Earnings Net of Legislative & Other Impact 5.18           5.68           
 

Source: RBC Capital Market estimates 

 

A detailed breakout of our assumptions and calculations with respect to the earnings reduction calculations can be found in our 
initiation report dated July 12, 2010. With estimated normalized earnings net of legislative and other effects, we then looked at two 
valuation methods. The first method we used was the standard application of a price-to-earnings multiple. The second valuation 
method we used was based off of a dividend yield valuation. 
 
Price-to-Earnings Multiple Method: We believe that a 9x P/E multiple is warranted based on JPM’s historical data and the 
assumption that a PEG (price-to-earnings-to-growth) ratio of 1 signifies fair value. Therefore, 9x P/E would denote a 9% growth rate. 
Exhibit 25 shows JPM’s historical core EPS from 2003-2007 (normalized years) and calculates the compounded annual growth rate 
(CAGR) for each year using our two normalized EPS values for the final year, which we believe would be 2012 when normalized 
earnings are assumed to return. We then calculated the average CAGRs for the 2003-2007 period. We can see that the CAGRs ranged 
between 7.9% and 9.4% with an average of 8.7%. Therefore, we feel that a 9x P/E multiple is warranted given the company’s strong 
performance in the current quarter, which may accelerate the timeline to normalized earnings. We then applied the multiple to our 
normalized earnings, which gave us a valuation of $47 and $51 per share. The table on the left side in Exhibit 26 gives the valuation 
data for the two imputed earnings at various pricing multiples. The table on the right side gives the implied price to first quarter 2010 
book value multiples based on the left-side table. 

Exhibit 25: Historical CAGRs Using Normalized EPS in 2012E 

Average

CAGR Core EPS & CAGR to 2012

'03 - '07 2003Y 2004Y 2005Y 2006Y 2007Y 2012Y

Core EPS with 2012 Normalized EPS of $5.18 2.81      2.24    3.04      3.58      3.65      5.18   

CAGR for Selected Year to 2012 7.9% 7.0% 11.1% 7.9% 6.4% 7.3%

Core ROAE (%) 13.17    9.32   10.25    11.54    10.94    

Core EPS with 2012 Normalized EPS of $5.68 2.81      2.24    3.04      3.58      3.65      5.68   

CAGR for Selected Year to 2012 9.4% 8.1% 12.3% 9.3% 8.0% 9.2%

Core ROAE (%) 13.17    9.32   10.25    11.54    10.94    

2003 - 2007 CAGR Average 8.7%
 

Source: SNL Financial, LC, RBC Capital Market estimates 
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Exhibit 26: Valuation Range Based on Various P/E Multiples of Estimated Normalized Earnings 

Imputed Price per Share Based on P/E Implied Price/Book 
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Source: RBC Capital Market estimates 

 

Dividend Yield Valuation Method: In this method, we first calculated a normalized dividend by applying a normalized payout ratio 
of 33% to our normalized earnings (historically, the company’s payout ratio has averaged approximately 38% of earnings). We then 
imputed the value using our normalized dividend calculation and JPM’s historical yield, and discounted the imputed 2012 valuation as 
well as our estimated dividends from present through 2012 at a 10% discount rate, which we believe is appropriate. Exhibit 27 
provides our calculations using our $5.18 normalized 2012 EPS estimate and the table at the bottom using our $5.68 normalized 2012 
EPS estimate. In both scenarios, we have assumed a quarterly dividend stream of $0.05 per share through 1Q11, followed by $0.20 per 
share through 4Q11. For 2012, the dividend stream is dependent upon our two sets of normalized 2012 earnings and our assumed 33% 
payout ratio.  The valuation ranges between $43.49 and $47.55 under this method. Exhibit 28 gives three data tables showing the 
valuations at various normalized earnings, payout, yield and discount rate scenarios.  
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Exhibit 27: Valuation Based on Historical Dividend Yield, 33% Payout of Normalized Earnings and 10% Discount Rate 

Valuation Based on Estimate Normalized 2012 EPS of $5.18 

Assumptions

Discount Rate 10%

Historical Dividend Yield 3.26%

Payout Ratio 33%

Imputed 2012 Price Based on Historical Dividend Yield

FY12 1Q12 2Q12 3Q12 4Q12

2012 Dividend 1.71     0.43     0.43     0.43     0.43     

/ Historical Yield 3.26%

= Imputed 2012 Price 52.56   

Valuation Based on Future Cash Flows

3Q10 4Q10 1Q11 2Q11 3Q11 4Q11 1Q12 2Q12 3Q12 4Q12

Est Quarterly Dividend per Share 0.05     0.05     0.05     0.20     0.20     0.20     0.43     0.43     0.43     0.43     

+ Imputed 2012 Price -       -       -       -       -       -       -       -       -       52.56    

= Total Cash Flow 0.05     0.05     0.05     0.20     0.20     0.20     0.43     0.43     0.43     52.98    

x Present Value Factor 0.98     0.95     0.93     0.91     0.89     0.87     0.85     0.83     0.81     0.79     

= Present Value of Future Cash Flows 0.05     0.05     0.05     0.18     0.18     0.17     0.36     0.35     0.35     41.75    

Sum of Present Value of Future Cash Flows for 2012 Est Normalized EPS of $5.18 43.49   
 

 

Valuation Based on Estimate Normalized 2012 EPS of $5.68 

Assumptions

Discount Rate 10%

Historical Dividend Yield 3.26%

Payout Ratio 33%

Imputed 2012 Price Based on Historical Dividend Yield

FY12 1Q12 2Q12 3Q12 4Q12

2012 Dividend 1.87     0.47     0.47     0.47     0.47     

/ Historical Yield 3.26%

= Imputed 2012 Price 57.54   

Valuation Based on Future Cash Flows

3Q10 4Q10 1Q11 2Q11 3Q11 4Q11 1Q12 2Q12 3Q12 4Q12

Est Quarterly Dividend per Share 0.05     0.05     0.05     0.20     0.20     0.20     0.47     0.47     0.47     0.47     

+ Imputed 2012 Price -       -       -       -       -       -       -       -       -       57.54    

= Total Cash Flow 0.05     0.05     0.05     0.20     0.20     0.20     0.47     0.47     0.47     58.01    

x Present Value Factor 0.98     0.95     0.93     0.91     0.89     0.87     0.85     0.83     0.81     0.79     

= Present Value of Future Cash Flows 0.05     0.05     0.05     0.18     0.18     0.17     0.40     0.39     0.38     45.71    

Sum of Present Value of Future Cash Flows for 2012 Est Normalized EPS of $5.68 47.55   
 

Source: RBC Capital Market estimates 
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Exhibit 28: Valuation at Various Yield, Payout, Earnings and Discount Rate Scenarios 

Imputed Price at Various Payout Ratios and 
Earnings1 

Imputed Price at Various Yields and Earnings2 Imputed Price at Various Discount Rates and 
Earnings3 

Payout Ratio

43.49   27% 30% 33% 36% 39%

4.82    33.21   36.83   40.44   44.06   47.67   

4.94    34.04   37.75   41.46   45.17   48.87   

5.06    34.87   38.67   42.47   46.27   50.07   

5.18    35.70   39.60   43.49  47.38   51.27   

5.31    36.53   40.52   44.50  48.49   52.47   

5.43    37.36   41.44   45.52  49.59   53.67   

5.55    38.19   42.36   46.53  50.70   54.87   

5.68    39.02   43.29   47.55  51.81   56.07   

5.80    39.85   44.21   48.56   52.91   57.27   

5.92    40.69   45.13   49.58   54.02   58.47   

6.04    41.52   46.05   50.59   55.13   59.67   
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Dividend Yield

43.49   2.76% 3.01% 3.26% 3.51% 3.76%

4.82    47.43   43.64   40.44   37.70   35.32   

4.94    48.62   44.74   41.46   38.64   36.21   

5.06    49.81   45.84   42.47   39.59   37.09   

5.18    51.00   46.93   43.49  40.53   37.97   

5.31    52.20   48.03   44.50  41.48   38.86   

5.43    53.39   49.13   45.52  42.42   39.74   

5.55    54.58   50.22   46.53  43.37   40.63   

5.68    55.78   51.32   47.55  44.31   41.51   

5.80    56.97   52.42   48.56   45.26   42.39   

5.92    58.16   53.51   49.58   46.20   43.28   

6.04    59.35   54.61   50.59   47.15   44.16   
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Discount Rate

43.49   8.00% 9.00% 10.00% 11.00% 12.00%

4.82    42.31   41.36   40.44   39.55   38.69   

4.94    43.38   42.40   41.46   40.54   39.66   

5.06    44.44   43.44   42.47   41.54   40.63   

5.18    45.50   44.48   43.49  42.53   41.60   

5.31    46.56   45.52   44.50  43.52   42.57   

5.43    47.63   46.55   45.52  44.51   43.54   

5.55    48.69   47.59   46.53  45.50   44.51   

5.68    49.75   48.63   47.55  46.50   45.48   

5.80    50.81   49.67   48.56   47.49   46.45   

5.92    51.87   50.71   49.58   48.48   47.42   

6.04    52.94   51.74   50.59   49.47   48.39   
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1) Assumes dividend yield of 3.26%, discount rate of 10% for 10 quarters. 
2) Assumes payout ratio of 33%, discount rate of 10% for 10 quarters. 
3) Assumes dividend yield of 3.26%, payout ratio of 33% and 10 quarters discounted. 
Source: RBC Capital Market estimates 

 

Finally, to get to our price target of $47, we averaged the valuations under the two methods using both our historical median 
normalized earnings and management’s targeted normalized earnings. Exhibit 29 provides a valuation summary with the valuation of 
$47.19 per share. 

Given the company’s current price of $40.46 per share and our new price target of $47 per share, we feel that there is still meaningful 
upside for investors who are willing to look beyond the near-term noise. Our price target of $47 per share is 1.15x second quarter 2010 
book value and 1.68x second quarter 2010 tangible book value. 

Exhibit 29: Valuation Summary 

Price/ Price/

Valuation Book Tng Book

P/E Method @ 9x

$5.18 46.66       1.14x 1.66x

$5.68 51.08       1.25x 1.82x

Yield Method @ 33% Payout

$5.18 43.49       1.06x 1.55x

$5.68 47.55       1.16x 1.70x

Average: 47.19       1.15x 1.68x
 

Source: RBC Capital Market estimates 
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Valuation
We believe JPM's stock is undervalued relative to its book value and "normalized" earnings potential. The stock trades at 99% of its
$40.99 book value per share. Our new target price is $47 which is 1.15 times 2Q10 book value and 1.68 times 2Q10 tangible book
value. We expect the stock valuation will eventually reach the top 50 bank group average valuation of 1.3-1.5 times book.

Price Target Impediment
Our target price will not be reached if the US enters a double-dip recession which would lead to an acceleration in nonperforming
assets and lower revenues.

Company Description
JPMorgan Chase & Co. is a leading global financial services firm headquartered in New York, NY, and is the second-largest banking
institution in the US in assets with $2.0 trillion in assets, more than 5,100 branches nationwide and operations in more than 60
countries as of June 30, 2010. The company markets under two brands: 1) Chase and 2) J.P. Morgan. The Chase brand focuses on the
consumer and commercial clients, offering a wide range of financial products and services from retail banking and traditional
mortgages to credit card products and equipment finance. The J.P. Morgan brand targets affluent individuals, major corporations,
governments and institutional investors, offering investment banking products and services, cash management and clearing services,
and asset management products and services. The J.P. Morgan brand is a leader in its space, often ranking in the top-three positions in
many categories.
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JPMorgan Chase & Co. JPM
($ millions, except per share data) Gerard Cassidy (207) 780-1554

INCOME STATEMENT FY07A FY08A 1Q09A 2Q09A 3Q09A 4Q09A FY09A 1Q10A 2Q10A 3Q10E 4Q10E FY10E FY11E

Net Interest Margin (FTE) 2.39% 2.87% 3.29% 3.07% 3.10% 3.02% 3.12% 3.32% 3.06% 3.03% 3.01% 3.09% 2.99%

Net Interest Income (FTE) 26,783                  39,358                  13,463            12,757             12,826             12,436            51,482            13,800            12,783            12,330            11,932            50,846            47,601            

Provision for Credit Losses 6,864 20,979 8,596 8,031 8,104 7,284 32,015 7,010 3,363 3,455 3,217 17,045 10,435

Total Noninterest Income 44,966                  28,473                  11,658            12,953             13,885             10,786            49,282            13,961            12,414            12,377            12,462            51,213            54,063            

Total Revenues 71,372                  67,252                  25,025            25,623             26,622             23,164            100,434          27,671            25,101            24,611            24,298            101,681          101,280          

Total Noninterest Expenses 41,703                  43,500                  13,373            13,520             13,455             12,004            52,352            16,124            14,631            13,976            14,106            58,837            59,376            

Pretax Income 22,805                  2,773                    3,056              4,072               5,063               3,876              16,067            4,537              7,107              7,180              6,975              25,799            31,469            

Taxes 7,440                    (926)                      915                 1,351               1,551               598                 4,415             1,211              2,312              2,369              2,302              8,194             10,385            

Pref  Div, Min Int & Other -                        863                       622                 537                  348                  326                 1,842             352                 432                 432                 432                 1,648             1,728              

Discontinued Operations -                        -                        -                  -                  -                  -                  -                 -                  -                  -                  -                  -                 -                  

Extraord. Gain/(Loss) -                        1,906                    -                  (1,112)              76                    -                  (1,036)            -                  -                  -                  -                  -                 -                  

Reported NI to Common 15,365                 4,742                   1,519             1,072              3,240              2,952             8,774            2,974             4,363             4,378             4,241             15,957          19,356           

One-time Gain/(Loss) -                        -                        -                  -                  -                  -                  -                 -                  (30)                  -                  -                  (30)                 -                  

Core NI to Common 15,365                 2,836                   1,519             2,184              3,164              2,952             9,810            2,974             4,393             4,378             4,241             15,987          19,356           

Reported EPS $4.37 $1.36 $0.40 $0.28 $0.82 $0.74 $2.25 $0.74 $1.09 $1.09 $1.06 $3.99 $4.83

Core EPS $4.37 $0.83 $0.40 $0.57 $0.80 $0.74 $2.52 $0.74 $1.10 $1.09 $1.06 $3.99 $4.83

Yr/Yr Change 14% -81% -40% 7% -1146% -354% 202% 84% 92% 37% 43% 59% 21%

Avg FD Common Shares 3,445                    3,522                    3,759              3,824               3,962               3,974              3,880             3,995              4,006              4,006              4,006              4,003             4,006              

Net Share Repurchases (Issuance) -                        -                        -                  -                  -                  -                  -                 -                  -                  -                  -                  -                 -                  

Dividends Per Share 1.44                      1.52                      0.38                0.05                 0.05                 0.05                0.53               0.05                0.05                0.05                0.05                0.20               0.65                

Book Value Per Share $36.59 $36.15 $36.78 $37.36 $39.12 $39.88 $39.88 $39.38 $40.99 $42.04 $43.06 $43.06 $47.28

RATIOS

Core ROAA 1.06% 0.16% 0.29% 0.43% 0.63% 0.59% 0.48% 0.58% 0.86% 0.87% 0.86% 0.79% 0.98%

Core ROACE 12.9% 2.2% 4.5% 6.2% 8.5% 7.5% 6.7% 7.6% 11.0% 10.7% 10.1% 9.9% 10.8%

Efficiency Ratio2 58.3% 67.9% 56.4% 54.1% 51.6% 52.6% 53.6% 60.1% 62.0% 59.0% 59.9% 60.2% 60.4%

Op. Fees/Op. Revenues2 61.8% 37.7% 42.4% 48.3% 50.2% 44.6% 46.5% 48.1% 45.3% 47.5% 48.9% 47.5% 51.2%

BALANCE SHEET FY07A FY08A 1Q09A 2Q09A 3Q09A 4Q09A FY09A 1Q10A 2Q10A 3Q10E 4Q10E FY10E FY11E

EOP Loans 519,374 744,898 708,243 680,601 653,144 633,458 633,458 713,799 699,483 680,281 666,675 666,675 690,668

EOP Earnings Assets 1,369,933 1,932,930 1,853,384 1,778,665 1,815,971 1,790,565 1,790,565 1,907,456 1,769,747 1,846,586 1,797,992 1,797,992 1,779,115

EOP Total Assets 1,569,300 2,181,904 2,085,738 2,033,202 2,047,845 2,039,314 2,039,314 2,135,796 2,014,019 2,094,724 2,049,981 2,049,981 2,045,185

EOP Deposits 740,728 1,009,277 906,969 866,477 867,977 938,367 938,367 925,303 887,805 896,683 905,650 905,650 923,899

EOP Common Equity 123,221 134,945 138,201 146,614 154,101 157,213 157,213 156,569 162,968 167,148 171,190 171,190 187,962

EOP Intangibles 51,369 53,608 53,550 53,370 53,196 52,978 52,978 51,589 52,408 52,173 51,938 51,938 50,998

EOP Tangible Common Equity 71,852 81,337 84,651 93,244 100,905 104,235 104,235 104,980 110,560 114,975 119,252 119,252 136,964

EOP Total Equity 123,221 166,884 170,194 154,766 162,253 165,365 165,365 164,721 171,120 175,300 179,342 179,342 196,114

RATIOS

EOP Loans/Deposits 70.1% 73.8% 78.1% 78.5% 75.2% 67.5% 67.5% 77.1% 78.8% 75.9% 73.6% 73.6% 74.8%

EOP Common Equity/Assets 7.85% 6.18% 6.63% 7.21% 7.53% 7.71% 7.71% 7.33% 8.09% 7.98% 8.35% 8.35% 9.19%

TCE Ratio 4.73% 3.82% 4.17% 4.71% 5.06% 5.25% 5.25% 5.04% 5.64% 5.63% 5.97% 5.97% 6.87%

Tier 1 Common Ratio 7.01% 6.98% 7.28% 7.69% 8.19% 8.79% 8.79% 9.06% 9.57% 9.38% 9.54% 9.54% 10.98%

Tier 1 Ratio 8.44% 10.94% 11.36% 9.69% 10.22% 11.10% 11.10% 11.45% 12.12% 11.75% 11.87% 11.87% 13.32%

ASSET QUALITY FY07A FY08A 1Q09A 2Q09A 3Q09A 4Q09A FY09A 1Q10A 2Q10A 3Q10E 4Q10E FY10E FY11E

Net Charge-Offs 4,538                    9,835                    4,396              6,019               6,373               6,177              22,965            7,910              5,714              5,270              4,995              23,888            15,986            

Nonperforming Loans (incl 90PD) 5,333                    13,214                  16,316            19,981             22,493             24,696            24,696            25,338            24,467            24,051            23,785            23,785            22,652            

ORE 651                       3,761                    3,253              2,732               2,595               2,177              2,177             1,969              1,977              1,977              1,977              1,977             1,977              

Total NPAs (incl 90PD) 5,984                    16,975                  19,569            22,713             25,088             26,873            26,873            27,307            26,444            26,028            25,762            25,762            24,629            

Loan Loss Reserve 9,234                    23,164                  27,381            29,072             30,633             31,602            31,602            38,186            36,748            34,934            33,156            33,156            27,604            

RATIOS

Reserve/loans 1.78% 3.11% 3.87% 4.27% 4.69% 4.99% 4.99% 5.35% 5.25% 5.14% 4.97% 4.97% 4.00%

Reserve/NPAs 154% 136% 140% 128% 122% 118% 118% 140% 139% 134% 129% 129% 112%

NPAs/(loans+ORE) 1.15% 2.27% 2.75% 3.32% 3.83% 4.23% 4.23% 3.82% 3.77% 3.82% 3.85% 3.85% 3.56%

NCOs/Avg loans 0.95% 1.67% 2.42% 3.45% 3.83% 3.85% 3.36% 4.36% 3.24% 3.05% 2.95% 3.41% 2.37%

LLP/Avg Loans 1.43% 3.56% 4.73% 4.60% 4.87% 4.54% 4.69% 3.87% 1.91% 2.00% 1.90% 2.44% 1.55%

GROWTH RATES YR-to-YR YR-to-YR Q-to-Q Q-to-Q Q-to-Q Q-to-Q YR-to-YR Q-to-Q Q-to-Q Q-to-Q Q-to-Q YR-to-YR YR-to-YR

Average Loans 5.5% 22.7% -3.4% -4.0% -4.7% -3.5% 16.0% 12.9% -2.8% -2.0% -2.0% 2.5% -3.7%

EOP Loans 7.5% 43.4% -4.9% -3.9% -4.0% -3.0% -15.0% 12.7% -2.0% -2.7% -2.0% 5.2% 3.6%

Average Earning Assets 12.4% 22.8% -1.8% 0.5% -1.5% -0.4% 20.2% 3.2% -0.8% -2.6% -2.6% -0.3% -3.4%

EOP Deposits 16.0% 36.3% -10.1% -4.5% 0.2% 8.1% -7.0% -1.4% -4.1% 1.0% 1.0% -3.5% 2.0%

Operating Revenues 16.2% -5.8% 45.3% 2.4% 3.9% -13.0% 49.3% 19.5% -9.3% -2.0% -1.3% 1.2% -0.4%

Net Interest Income 24.7% 47.0% -3.4% -5.2% 0.5% -3.0% 30.8% 11.0% -7.4% -3.5% -3.2% -1.2% -6.4%

Total Non-Interest Income 11.9% -36.7% 243.5% 11.1% 7.2% -22.3% 73.1% 29.4% -11.1% -0.3% 0.7% 3.9% 5.6%

Total Non-Interest Expense 8.9% 4.3% 18.8% 1.1% -0.5% -10.8% 20.3% 34.3% -9.3% -4.5% 0.9% 12.4% 0.9%

Reported Net Income 6.4% -69.1% 554.7% -29.4% 202.2% -8.9% 85.0% 0.7% 46.7% 0.4% -3.1% 81.9% 21.3%

EPS  -  Reported 8.2% -69.0% 551.0% -30.6% 191.7% -9.2% 65.5% 0.2% 46.3% 0.4% -3.1% 77.5% 21.2%

EPS  -  Core 14.5% -80.9% -238.2% 41.3% 39.8% -7.0% 201.9% 0.2% 47.3% -0.3% -3.1% 58.7% 21.0%

Notes

1) Nonperforming assets include loans 90+ days past due

2) Operating revenues excludes gains on sale of loans and investments.  Operating expenses excludes intangible amortization.

Source: Company filings and RBC Capital Markets estimates
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