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which has been taken longer risk. . . .). [JPM-CIO-PSI 0000141-145] ......

42. JPMorgan Chase internal email, dated January 2012, re:CIO VaR (FYI.
Dual plan . . . as discussed keep the pressure on our friends in Model
Validation and QR.). [JPM—CIO-PSI 0000151] ...cccccoevverrenieienieienerrenienns

43. JPMorgan Chase internal emails, dated January 2012, re: CIO VaR
heads up and update (Importantly, for the same COB 26 January, the

*new /full revaluation methodology* shows VaR decreased ($1.3MM) from
70.8mm to 69.5mm. I estimate that this would make CIO global VAR
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calculation which we need to discuss. This means our reported standalone
var for the five business days in the period 10-16th April was understated
by apprx $10mm.). [JPM—CIO—-PSI 00012051 .....ccocovevevrererrereereereerereeereerenns
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c. Excerpt from transcript of audio recording produced to the Permanent
Subcommittee on Investigations, call between Peter Weiland and Pat-
rick Hagan, dated March 22, 2012. [JPM-CIO-PSI-A 0000091] ............

52. JPMorgan Chase internal emails, dated April 2012 (We haven’t made
the case of how this book runs off and whether risk can be managed
effectively. . . .). [JPM—=CIO—PSI 0000497—498] ....c.ccoeevveveeeecreereecreereeireenens

Credit Spread Risk Metrics and Limits:

53. JPMorgan Chase internal email, dated January 2012, re: there is more
loss coming in core credit book (I reckon we have another 50M coming
from CDX IG9 exposure. The guys have a huge skew trade on and they
will defend it as much as we do.). [JPM—CIO-PSI 0001225] .............cceuuuee.

54. JPMorgan Chase internal emails, dated February 2012, re: Csbpv limit—
please read (We have a global credit csbpv limit. It was set up at the
initiation of the credit book. Unfortunately we have been breaching for
most of the year. * * * [ have no memory of this limit. In any case
it need to be recast with other limits.). [JPM—CIO-PSI-H 0002936] ...........

55. JPMorgan Chase internal email, dated February 2012, re: CIO Global
Credit spread BPV limit breach-COB 02/09/2012 (Since mid-January
CIO has been in breach of its global csbpv limits, driven primarily by
position changes in the tranche book.). [JPM-CIO-PSI 0001823-825, 832]

56. JPMorgan Chase internal emails, dated April 2012, re: CIO DAY 1 (CIO’s
10% CSW by my group’s model estimate is long 245mm of risk; their
own models (run by Weiland) quote $145mm. I don’t understand the
difference in the models and dont know how good a measure of risk
10% CSW is for their book. But I spoke to Ashley and we agree that
10% CSW has been trending up for CIO, by either their model or ours.).
[JPM—CIO—PST 0000449—451] ....oortiiiiiiiiiiiiienieeee ettt

57. JPMorgan Chase internal email, dated May 2012, re: CSBPV History
(Early in 2012 net CSBPV increased dramatically as IG positions were
added and offset between HY and IG grew). [JPM-CIO-PSI-H 0000810—
BLd] ittt ettt e b e e bt e e be e abe e bee et e enbeeeateetteeabeensaeenne

Documents Related to OCC Oversight:

58. OCC internal email, dated January 2012, re: CIO Quarterly Meeting
(The MTM Book is decreasing in size in 2012.). [OCC-SPI-00004695] .......
59. OCC internal emails, dated April 2012, re: CIO deck ([H]ave you still
been getting the CIO deck? I don’t recall seeing it lately.). [OCC-
000047207 o.eeeeeiie ettt ettt ettt et et e ettt et e e be e ate e bee st e e bt e eateenaeeebeenaaeenne
60. JPMorgan Chase/OCC email, dated April 2012, re: materials for Fed/
OCC/FDIC call at noon today, attaching Synthetic Credit Book Review
for Briefing by CIO to OCC. [OCC—SPI-00009712-724] .....ccceeeververvrrenenanne
61. JPMorgan Chase/OCC emails, dated April 2012, re: CIO January 2012
valuation memo and metrics (Apologies for not distributing the February
valuation work. I just sent the February and March reports.). [OCC—
00004735=T36]  ..cnveeniieiiiniieeeeete ettt sttt sttt st
62. JPMorgan Chase/OCC emails, dated April 2012, re: Quick questions pp
4 and 5 of yesterday’s presentation (I believe there is modest long credit
risk sensitivity to the portfolio now.). [OCC-SPI-00023815] .......ccccovvvvnnennn.
63. OCC internal email, dated April 2012, re: JPM CIO |/ IG9 "whale” trade
(JPM’s CIO has been using a synthetic credit (credit derivative) portfolio
since 2007. It was initially set up to provide income to mitigate other
significant credit losses that would surface under a broad credit stress
scenario.). [OCC—00012521-523] .ooeeeeeeeeeeeeeeeeeeeeeeeeeeeeee s
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64.

65.

66.

67.

68.

69.

70.

71.

72.

73.

74.

75.

76.

77.

78.

IX

JPMorgan Chase/OCC emails, dated April 2012, re: CIO EMR? (Does
the CIO still produce an EMR? It wasn’t included in the January Treas-
ury EMR, which is where I used to see it. I'm looking for the balance
sheet information that was in it.). [OCC—00004723] .....ccccceevvveeevcrreeecreeennen.
JPMorgan Chase/OCC emails, dated April 2012, re: Info on VaR, CSBPV,
and stress status and limits (We are working on a new set of limits
for synthetic credit and the current CS01 will be replaced by something
more sensible and granular.). [OCC—SPI-00022340—-341] ......cccccceevverrieennnnn.
OCC internal emails, dated April 2012, re: Weekly Market Summary
period ending 4/13 (The Whale Trade issue is considered closed—email
went out to Senior Management yesterday). [OCC-SPI-00023057-060] ......
OCC internal email, dated April 2012, re: Weekly Market Summary period
ending 4/20 (For the second consecutive week, CIO is breaching its $1.0bn
stress limit. . . .). [OCC—SPI-00023753—755] ....c.ccccerrrverrrerrrerreerreiresreesrenieens
OCC internal emails, dated May 2012, re: CIO Synthetic Position (Doug
Braunstein and John Hogan called to provide an update on the CIO
position. * * * Current losses are approximately $1.6 billion.). [OCC—
SPI-00021853] .oeeieiiieieiieeiiiieeeiiteeeiteeesiteeesteeeseereeessreeessaeesssseesesseesnssseeennnes
OCC internal email, dated May 2012, re: CIO information for Wednesday
(However I asked James to first, put in a request for more granular
daily P&L on the synthetic credit. . . . Bank will likely object to this.
. o ). [OCC—SPI=0001373T7] .ceeeeeeeiuieiiieniieeiteeieesite ettt et ettt
OCC internal emails, dated May 2012, re: My opinion on yesterday’s
meeting (I wasn’t satisfied with the comments made about valuation proc-
ess and thresholds yesterday, and so we have some followup here. * * *
In addition to reserve, there were likely problems with the thresholds
themselves. * * * Valuation was one of the things Hogan said they are
looking at). [OCC—00005302—304] ......cccceiiiriiiriiiiiieieeieeee et
OCC internal emails, dated May 2012, re: J.P. Morgan Chase (We re-
ceived a lot of pushback from the bank, Ina Drew in particular, regarding
our comments. In fact, Ina called Crumlish when he was in London
and "sternly” discussed our conclusions with him for 45 minutes. Basically
she said that investment decisions are made with the full understanding
of executive management including Jamie Dimon.). [OCC-00001746] ........
Morgan Chase/OCC emails, dated May 2012, re: CIO P&L reporting
(We'd like to get the synthetic credit P&L for the past five weeks broken
out on at least a weekly basis.). [OCC—00004759] ......ccccvvvveevveeeecieeeerieeeenens
OCC internal emails, dated May 2012, (Does not add up. Collateral
dispute of $700 mil versus a double digit reserves amount?). [OCC—SPI-
00009335] ...ttt ettt ettt et e nate b ate et
OCC internal emails, dated May 2012, re: Not Getting CIO daily P&L
after only one day (I got one CIO daily P&L distribution and then didn’t
yesterday.). [OCC—00004540] .....ccocvererrieieiieieieeeecte et see e seeeeees
OCC handwritten notes, dated May 2012, re: SBC Staff Briefing (JPMC
transactions at issue involved an effort to hedge the bank’s credit risk.
Hedging credit risk is not uncommon, and if done properly, reflects sound
management risk.). [PSI-OCC—10-000001] .........cccoeecueeieescueeieeeiienieecreenennnn
OCC internal emails, dated May 2012, re: CIO call with Mike Brosnan
(I told Mike B that the Joe Sabatini emails with selected position informa-
tion were sent by the bank after initial OCC and FRB enquiries. We
concluded that this information was pretty much useless, as it did not
tell us what was happening risk wise.). [OCC-SPI-00021628-631] .............
OCC internal emails, dated May 2012, re: cio var change (Here are
a few comments from the days preceding the synthetic credit VaR model
change that became effective 1/27/12. Note the reduction of CIO VaR
by 44% to $57mm.). [OCC—SPI-00021932] ....c.ccevvmrirrevrererrereereerereeeerereerennas
OCC internal emails, dated June 2012, re: 2nd Wilmer Hale Call (I
then followed with a question relating to what I described as mismarked
books to which Hogan forcefully stated JPM books were not mismarked;
leaving both Elwyn and me left puzzled over how a collateral dispute
could be resolved by agreeing to the counterparties marks, without admit-
ting your own marks were incorrect.). [OCC—SPI-00071386] ........cccccuvenen.
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Documents Related to Misinformation to Investors, Regulators, and
the Public:

79.

80.
81.
82.
83.

84.

85.

86.

87.

88.

89.

a. JPMorgan Chase internal email, dated January 2012, re: JPMC
Firmwide VaR—Daily Update—COB 01/19/2012 (The impact of the
new VaR model based on Jan. 18 will be a reduction of CIO VaR
by 44% to $57mm.). [JPM—CIO—-PSI 0002457] ......ceeveveevvrierresrereieiareenans

b. JPMorgan Chase internal email, dated January 2012, re: JPMC 95%
10Q VaR—Limit Excession Notification (COB 1/19/12) (. . . reduction
of CIO VaR by 44% to $57mm.). [JPM-CIO-PSI 0001890] .....................

c. JPMorgan Chase internal email, dated January 2012, re: APPROVAL
NEEDED: JPMC 95% 10Q VaR One-Off Limit Approval (. . . reduc-
tion of CIO VaR by 44% to $57mm.). [JPM-CIO-PSI 0004660-661] .....

d. JPMorgan Chase internal emails, dated January 2012, re: APPROVAL
NEEDED: JPMC 95% 10Q VaR One-Off Limit Approval (Jamie
Dimon: I approve.) [JPM—CIO-PSI 0001337—338] ....ccccveevevvevrerreereennanns

e. JPMorgan Chase internal email, dated January 2012, re: : JPMC
Firmwide VaR—Daily Update—COB 01/26/2012 (. . . reduction of
CIO VaR by 44% to $57mm.). [JPM—CIO-PSI 0003346] .......ccccceveeerenen..

f. JPMorgan Chase internal email, dated January 2012, re: : JPMC
Firmwide VaR—Daily Update—COB 01/26/2012 (. . . reduction of
CIO VaR by 44% to $57mm.). [JPM—CIO-PSI 0003715] ....c.ccccevemerrenneee

g. JPMorgan Chase internal emails, dated January 2012, re: : JPMC
Firmwide VaR—Daily Update—COB 01/26/2012 (A CIO model
change is planed to go in this week-end. New VaR methodology ap-
proved (and now the same methodology as IB) reduces standalone
Credit VaR by approx $30 mio.). [JPM-CIO-PSI-H 0001675] ...............

h. JPMorgan Chase internal emails, dated January 2012, re: JPMC
Firmwide VaR—Daily Update—COB 01/27/2012 (The Firm’s 95%
10Q VaR as of cob 01/27/2012 is $108mm of the $125MM limit,
a decrease of $53mm from the prior day’s revised VaR, driven by
CIO (implementation of newly approved VaR model for synthetic cred-
1t).). [JPM—CIO—PSI 0001339] ...cociiiiiiiiiiniiiiieiieeieeieestee e

JPMorgan Chase internal email, dated February 2012, re: CIO Business

Review Materials. [JPM-CIO-PSI 0001940-942, 949-951, 958-961, 963] ..

J.P.Morgan Directors Risk Policy Committee—CIO 2012 Opportunities

and Challenges, March 2012. [JPM-CIO-PSI 0015015-018, 023] ...............

JPMorgan Chase Audit Department Report, dated March 2012, Audit

Rating: Needs Improvement. [JPM—-CIO-PSI 0009289—-296] ........c..ceeevvveennnee

JPMorgan Chase internal emails, dated April 2012, re: Jamie’s fine with

this (Here are some revised points based on your comments.). [JPM—

CIO—-PSI 0000543544 ..coeevuieieereeiienteeienieetente et et seeeee e st et e saee e sseeseneeas

a. JPMorgan Chase internal email, dated April 2012, re: CIO (Post De-
cember as the macro scenario was upgraded and our investment activi-
ties turned pro risk, the book was moved into a long position.). [JPM—
CIO—PSI 0000539] ..eeeiiieiiieiteet ettt ettt

b. JPMorgan Chase internal email, dated May 2012, (WHAT HAP-
PENED?). [JPM—CIO-PSI 0001212-214] ....ccceecveviivieienieienereeneeeeneene

JPMorgan Chase internal email, dated April 2012, re: Synthetic Credit

Summary (In @4, we decided to neutralize the risk profile of this book.).

[JPM—CIO—-PST 0001588—589] ....cccueeriiiiiiiriiiiiieieenieeieeeie et

JPMorgan Chase internal emails, dated April 2012, re: Deliverables for

meeting tomorrow (Doug had the question of why we just didn’t reduce

the HY position to reduce our risk rather than going long the IG 9

(we discussed carry (ie associated p&l). . . .). [JPM-CIO-PSI 0001646—

BAT] ettt ettt e bt e bt e e ate e bt e e ateebeeenbe e bteenbeensaeenne

JPMorgan Chase internal emails, dated April 2011, re: Credit risk limits

(This is the governance used in the IB to control what is currently going

on in CIO. We (obviously) need to implement this in CIO as soon as

possible.). [JPM—CIO—PST 0001086] .......cccceoerierrinrerierierienieneenieeeeneeeeeneennes

JPMorgan Chase internal emails, dated April 2012, re: Single names

CDS basis relative to IG 9 CDS—URGENT update (. . . the market

is quiet today. Tolo] early to tell but so far about flat P/L. The tension

has stopped now. The bank’s communications yesterday are starting to
work.). [JPM—CIO-PSI-H 0002340, 342] ......ccccoereerrerrreiesreeienieeeesreeeenaenns

JPMorgan Chase internal email, dated April 2012, re: updated (We are

working on Jamie’s request for Correlation of the credit book against

the portfolio. . . .). [JPM—CIO-PSI 0001077—078] ....cccevrrrerrrrrerrerrrenreseeenns
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92.

93.

94.
95.

96.
97.

98.
99.

100.

100.
101.

102.

XI

JPMorgan Chase internal email, dated April 2012, re: synthetic credit
information for April 13 earnings call, including SCP P&L scenarios.
[JPM—CIO-PSTI 0001701—709] ...ccoctiiitiieiiiiieeieeiieeiteeteeie et
JPMorgan Chase internal email, dated April 2012, re: Synthetic Credit
Materials (The way that we at CIO have book-run the Core Book to
balance the negative carry cost of High yield Book overtime has been
using Investment Grade strategies that gave us some carry or buying
optionality (or both). . . .). [JPM—CIO-PSI 0001100-106] .....c.cceeeverurenes
JPMorgan Chase internal email, dated April 2012, re: If asked about
London | CIO and Volcker (We do not believe that our activity in
any way goes against the law as passed by Congress, nor the spirit
or proposed rule as written.). [JPM—CIO-PSI-H 0002418] .........ccccccvvernnens
JPMorgan Chase internal emails, dated April 2012, re: CIO (Doug and
I asked that the first day. Answer was it most "efficient” way to do
it. I would say they just wanted to improve the carry on the book
by selling protection and taking in some premium.). [JPM-CIO-PSI
Q00LTE3=TETT ettt ettt ettt et e st e et e e st e e aeesabeesseesnseaanas
Excerpt from April 13, 2012, JPM—Q12012 JPMorgan Chase & Co.
Earnings Conference Call [JPM—CIO-PSI 0001151-160] ....c..cccovveeecvveennns
JPMorgan Chase internal email, dated May 2012, re: 10-Q call—Buyside
and sellside comments (2) (Have a lot of contacts in Washington who
said this is going to be a big deal for Volcker; need to manage this
in DC because the hit there is going to be a lot bigger than the hit
on earnings). [JPM—CIO—PSI 0017754—T58] ...cccccevveeerreeeeireeeeiieeeereeeeenn
JPMorgan Chase & Co. (JPM) Business Update Call, 10-May-2012 ..........
Correspondence from Douglas L. Braunstein, Vice Chairman, JPMorgan
Chase & Co. to the Permanent Subcommittee on Investigations, dated
February 4, 2013 (. . . my statements on April 13 regarding those hedg-
ing characteristics were references to the portfolio’s design and historical
performance as a hedge. I was not commenting on the hedging effective-
ness of the portfolio as of April 13.). [PSI-JPMC-35-000001] ....................
Report of JPMorgan Chase & Co. Management Task Force Regarding
2012 CIO Losses, January 16, 2013 .......cccccceieeeieeeriiieeeniieensreeencireeeeieeennns
Response provided by The Honorable Thomas Curry, Office of the Comp-
troller of the Currency, to question raised at the March 15, 2013 hear-
TTEE ettt ettt ettt ettt ettt ettt a et e e h e teeh e et e e aeen s e naeen s e bt entenbeennennean
a. Responses to supplemental questions for the record from Douglas

Braunstein and Michael Cavanagh, JPMorgan Chase & Co., with

attachment ...t
b. SEALED EXHIBIT: Attachments to supplemental questions for the

record from JPMorgan Chase & CO .....ccocevviieviieiieniiceeeeeeeeeee e
Responses to supplemental questions for the record from The Honorable
Thomas Curry, Scott Waterhouse and Michael Sullivan, Office of the
Comptroller of the Currency, with attachments ...........ccccccoviiiiiiiinnnne.

VOLUME 2

Documents cited in footnotes to JPMorgan Chase Whale Trades: A Case
History of Derivatives Risks & Abuses, the Report released in conjunc-
tion with the Subcommittee hearing on March 15, 2013. A Document
Locator List provides bates numbers and document descriptions of the
documents cited in the Report. Not included are documents related
to Subcommittee interviews, which are not available to the public, and
widely available public documents ............ccccceviieiiiniiiinieieee e,



DOCUMENT LOCATOR LIST

The following Document Locator List references documents cited
in footnotes to JPMorgan Chase Whale Trades: A Case History of
Derivatives Risks & Abuses, the Report released in conjunction
with the Subcommittee hearing on March 15, 2013, as well as
documents released at the Subcommittee’s hearing. Not included
are documents related to Subcommittee interviews, which are not
available to the public, and widely available public documents.

DOCUMENT LOCATOR LIST

Bates Number or D: Description Page #
3/9/2012 OCC Supervisory Letter, "Examination of FSI Stress "
Testing Framework" [Sealed Exhibit]
FDICPROD-0001783-831 1314
FDICPROD-0024274-275, 286 1363
FDICPROD-0036009 1370
FDICPROD-0039217-219 (0039218* is unprintable excel file** **
JPM-CIO 0000546-547 1383
JPM-CIO 0000576 1385
JPM-CIO 0000987 1386
JPM-CIO 0003424-442 1387
JPM-CIO 0003443 1406
JPM-CIO 0003445-456 1407
JPM-CIO 0003457-459 1419
JPM-CIO 0003475 (Printed as Exhibit 29) 648
JPM-CIO 0003476-477 1422
JPM-CIO 0003481 1424
JPM-CIO 0003489-491 1425
JPM-CIO 0003492 1428
JPM-CIO 0003493-504 1429
JPM-CIO 0003507-508 1441
JPM-CIO 0003515-541 1443
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DOCUMENT LOCATOR LIST

Bates Number or Document Description Page #
JPM-CIO 0003543-554 1470
JPM-CIO 0003555-561 1482
JPM-CIO 0003562-563 1489
JJPM-CIO 0003564-565 1491
JPM-CIO 0003567-569 1493
JPM-CIO 0003570-576 (Printed as Exhibit 33) 668
JPM-CIO 0003582-3587 (Printed as Exhibit 34b) 679
JPM-CIO 0003590-591 1496
JPM-CIO 0003590-596 [Sealed Exhibit] *
JPM-CIO 0003597-598 1498
JPM-CIO 0003603-605 1500
JPM-CIO 0003631-636 (Printed as Exhibit 32d) 662
JPM-CIO 0003637-654 1503
JPM-CIO-E 00004695 1521
JPM-CIO-E 00013052 1522
JPM-CIO-E 00014689-691 1523
JPM-CIO-E 00033939-941 1526
JPM-CIO-PSI 0000032-034 (Printed as Exhibit 46) 778
JPM-CIO-PSI 0000039 1529
JPM-CIO-PSI 000004 1-047 1530
JPM-CIO-PSI 0000073-074 1537
JPM-CIO-PSI 0000075-078 (Printed as Exhibit 7) 556
JPM-CIO-PSI 0000083-086 1539
JPM-CIO-PSI 0000093-097 (Printed as Exhibit 40) 758
JPM-CIO-PSI 0000098-101 (Printed as Exhibit 8) 560
JPM-CIO-PSI 0000105-106 (Printed as Exhibit 9) 564
JPM-CIO-PSI 0000141-145 (Printed as Exhibit 41) 763
JPM-CIO-PSI 0000146-149 1543
JPM-CIO-PST 0000151 (Printed as Exhibit 42) 768
JPM-CIQ-PSI 0000152~153 1547
JPM-CIO-PSI 0000157-158 1549
JPM-CIO-PSI 0000159-173 (Printed as Exhibit 10) 566
JPM-CIO-PSI 0000177-179 (Printed as Exhibit 43) 769
JPM-CIO-PSI 0000187-191 (Printed as Exhibit 44) 772
JPM-CIO-PSI 0000221-223 (Printed as Exhibit 14) 584
JPM-CIO-PSI 0000338-339 (Printed as Exhibit 47) 781
JPM-CIO-PSI 0000371-372 (Printed as Exhibit 49) 786
JPM-CIO-PST 0000373-375 1551
JPM-CIO-PSI 0000378-380 1554
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DOCUMENT LOCATOR LIST

Bates Number or Document Description Page #
JPM-CIO-PSI 0000386 1557
JPM-CIO-PSI 0000387-388 1558
JPM-CIO-PSI 0000410-412 (Printed as Exhibit 19) 606
JPM-CIO-PSI 0000415 1560
JPM-CIO-PSI 0000416 (Printed as Exhibit 30) 649
JPM-CIO-PSI 0000449-451 (Printed as Exhibit 56) 802
JPM-CIO-PSI 0000497-498 (Printed as Exhibit 52) 794
JPM-CIO-PSI 0000539 (Printed as Exhibit 84a) 892
JPM-CIO-PSI 0000543-544 (Printed as Exhibit 83) 890
JPM-CIO-PSI 0000546 1561
JPM-CIO-PSI 0000571-573 1562
JPM-CIO-PSI 0000944 1565
JPM-CIO-PSI 0000960 1566
JPM-CIO-PS1 0001021-023 1567
JPM-CIO-PSI 0001024 1570
JPM-CIO-PSI 0001026-027 (Printed as Exhibit 26) 642
JPM-CIO-PSI 0001066 1571
JPM-CIO-PSI 0001077-078 (Printed as Exhibit 89) 903
JPM-CIO-PSI 0001086 (Printed as Exhibit 87) 900
JPM-CIO-PSI 0001093 1572
JPM-CIO-PSI 0001100-106 (Printed as Exhibit 91) 914
JPM-CIO-PSI 0001137-139 1573
JPM-CIO-PS10001151-160 (Printed as Exhibit 94) 927
JPM-CIO-PSI 0001200-204 1576
JPM-CIO-PSI 0001205 (Printed as Exhibit 45) 777
JPM-CIO-PSI 0001212-214 (Printed as Exhibit 84b) 893
JPM-CIO-PST 0001219 (Printed as Exhibit 15) 587
JPM-CIO-PSI 0001220-222 (Printed as Exhibit 23) 633
JPM-CIO-PST 0001223 (Printed as Exhibit 11) 581
JPM-CIO-PSI 0001225 (Printed as Exhibit 53) 796
JPM-CIO-PSI 0001226 1581
JPM-CIO-PS10001227-228 1582
JPM-CIO-PSI 0001229 (Printed as Exhibit 13) 583
JPM-CIO-PSI 0001234-235 1584
JPM-CIO-PST 0001236 1586
JPM-CIO-PSI 0001240-246 (Printed as Exhibit 20) 609
JPM-CIO-PSI 0001247-258 1587
JPM-CI0O-PSI 0001259-260 1599
JPM-CIO-PSI 0001267 (Printed as Exhibit 22) 632
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DOCUMENT LOCATOR LIST

Bates Number or Document Description Page #
JPM-CIO-PSI 0001337-338 (Printed as Exhibit 79d) 860
JPM-CIO-PSI 0001339 (Printed as Exhibit 79h) 865
JPM-CIO-PSI 0001429 (Printed as Exhibit 31) 650
JPM-CIO-PSI 0001582-583 1601
JPM-CIO-PSI 0001588-589 (Printed as Exhibit 85) 896
JPM-CIO-PSI 0001645 1603
JPM-CIO-PSI 0001646-647 (Printed as Exhibit 86) 898
JPM-CIO-PST 0001701-709 (Printed as Exhibit 90) 905
JPM-CIO-PSI 0001719 1604
JPM-CIO-PSI 0001753-757 (Printed as Exhibit 93) 922
JPM-CIO-PSI 0001766 (Printed as Exhibit 12) 582
JPM-CIO-PSI 0001784-814 1605
JPM-CIO-PSI 0001815-816 1636
JPM-CIO-PSI 0001823-825, 832 (Printed as Exhibit 55) 798
JPM-CIO-PSI 0001826-831 1638
JPM-CIO-PSI 0001875-876, 879-880, 885 (Printed as Exhibit 2) 522
JPM-CIO-PST 0001890 (Printed as Exhibit 79b) 857
JPM-CIO-PSI 0001940-942, 949-951, 958-961, 963 266
(Printed as Exhibit 80)
JPM-CIO-PSI 0002457 (Printed as Exhibit 79a) 856
JPM-CIO-PSI 0003346 (Printed as Exhibit 79¢) 862
JPM-CIO-PST 0003715 (Printed as Exhibit 79f) 863
JPM-CIO-PST 0004660-661 (Printed as Exhibit 79¢) 858
JPM-CIO-PST 0005264 1644
JPM-CIO-PSI 0005996 1645
JPM-CIO-PSI 0007884-887 1653
JPM-CIO-PSI 0008773-775 1657
JPM-CIO-PSI 0008878 1660
JPM-CIO-PSI 0009289-296 (Printed as Exhibit 82) 882
JPM-CIO-PSI 0011025-026 (Printed as Exhibit 50) 788
JPM-CIO-PSI 0013270-336 1661
JPM-CIO-PSI 0013563-566 1728
JPM-CIO-PSI 0013890-891, 903 1732
JPM-CIO-PSI 0014195 1735
JPM-CIO-PSI 0014779 1736
JPM-CIO-PSI 0014783-784 1737
JPM-CIO-PSI 0014797 1739
JPM-CIO-PSI 0014803-804 1740
JPM-CIO-PSI 0014833-836 1742
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DOCUMENT LOCATOR LIST

Bates Number or Document Description Page #
JPM-CIO-PSI 0015015-018, 023 (Printed as Exhibit 81) 877
JPM-CIO-PSI 0016487-489 (Printed as Exhibit 16a) 588
JPM-CIO-PSI 0016499-501 (Printed as Exhibit 18) 603
JPM-CIO-PSI 0017022-027 1746
JPM-CIO-PSI 0017427 1752
JPM-CIO-PST1 0017712 1753
JPM-CIO-PSI 0017754-758 (Printed as Exhibit 95) 937
JPM-CIO-PSI 0017987-988 1754
JPM-CIO-PSI 0017989 1756
JPM-CIO-PSI 0018046, 067-071 1757
JPM-CIO-PSI 0018241-244 1763
JPM-CIO-PSI 0018281 1767
JPM-C10-PST 0019474-486 (Printed as Exhibit 16b) 591
JPM-CIO-PSI 0020168-170 1768
JPM-CIO-PSI 0021879-917 (Printed as Exhibit 38) 709
JPM-CIO-PSI 0021953-974 1771
JPM-CIO-PSI 0023061-079 1793
JPM-CIO-PSI 0032235 1812
JPM-CIO-PSI 0032406-424 1813
JPM-CIO-PSI 0036179-181 1832
JPM-CIO-PST 0036342-344 (Printed as Exhibit 48) 783
JPM-CIO-PSI 0037501 (unprintable excel file**) *k
JPM-CIO-PS1 0037534 (unprintable excel file**) *k
JPM-CIO-PSI 0037609 (Printed as Exhibit 6) 555
JPM-CIO-PSI-0002050-063 1835
JPM-CIO-PSI-A 00000018 (Audio File**) *k
JPM-CIO-PSI-A 00000054 (Audio File**) *
JPM-CIO-PSI-A 00000055 (Audio File**) *k
JPM-CIO-PSI-A 00000060 (Audio File**) **
JPM-CIO-PSI-A 00000069 (Audio File**) *k
JPM-CIO-PSI-A 00000164 (Audio File**) *k
JPM-CIO-PSI-A 0000076.wav (Printed as Exhibit 32¢) 659
JPM-CIO-PSI-A 0000089 (Printed as Exhibit 51a) 790
JPM-CIO-PSI-A 0000090 (Printed as Exhibit 51b) 791
JPM-CIO-PSI-A 0000091 (Printed as Exhibit 51¢) 793
JPM-CIO-PSI-A 0000140 1849
JPM-CIO-PSI-H 0000108-109 (Printed as Exhibit 35) 685
JPM-CIO-PSI-H 0000141-146 1862
JPM-CIO-PSI-H 00002812 (Printed as Exhibit 28) 647
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DOCUMENT LOCATOR LIST

Bates Number or Document Description Page #
JPM-CIO-PSI-H 0000546-556 1868
JPM-CIO-PSI-H 0000627-636 (Printed as Exhibit 39) 748
JPM-CIO-PSI-H 0000810-811 (Printed as Exhibit 57) 805
JPM-CIO-PSI-H 0001142-145 1879
JPM-CIO-PSI-H 0001354-402 1883
JPM-CIO-PSI-H 0001577-579, 582-584 1932
JPM-CIO-PSI-H 0001675 (Printed as Exhibit 79g) 864
JPM-CIO-PSI-H 0002093 1938
JPM-CIO-PSI-H 0002204-213 1939
JPM-CIO-PSI-H 0002276 (Printed as Exhibit 25) 641
JPM-CIO-PSI-H 0002340, 342 (Printed as Exhibit 88) 901
JPM-CIO-PSI-H 0002418 (Printed as Exhibit 92) 921
JPM-CIO-PSI-H 0002712-717 1949
JPM-CIO-PSI-H 0002740-741 1955
JPM-CIO-PSI-H 0002742-743 1957
JPM-CIO-PSI-H 0002744-45 1959
JPM-CIO-PSI-H 0002746-792 1961
JPM-CIO-PSI-H 0002799-801 2008
JPM-CIO-PSI-H 0002813-814 2011
JPM-CIO-PSI-H 0002815 2013
JPM-CIO-PSI-H 0002880 2014
JPM-CIO-PSI-H 0002897-898 2015
JPM-CIO-PSI-H 0002936 (Printed as Exhibit 54) 797
JPM-CIO-PSI-H 0003798-819 2017
JPM-CIO-PSI-H 0003815-819 (Printed as Exhibit 32b) 654
JPM-CIO-PSI-H 0003820-822 (Printed as Exhibit 32a) 651
JPM-CIO-PSI-H 0006022-023 (Printed as Exhibit 5) 553
JPM-CIO-PSI-H 0006392-400 (Printed as Exhibit 17) 594
JPM-CIO-PSI-H 0006401-407, 412-432 2039
JPM-CIO-PSI-H 0006438, 450-464 (Printed as Exhibit 21) 616
JPM-CIO-PSI-H 0006636-639 (Printed as Exhibit 34a) 675
JPM-CIO-PSI-H 0006730-747 (Printed as Exhibit 36) 687
JPM-CIO-PSI-H-BEP 0006817-899 [Sealed Exhibit] *
JPMC-Senate/Levin 000026-035 2067
JPMC-Senate/Levin 000155-156 2077
JPMC-Senate/Levin 000157-163 2079
JPMorgan Chase & Co. Business Update Call, 10-May-2012. 942
(Printed as Exhibit 96)
OCC-000012521-523 (Printed as Exhibit 63) 825
0CC-00001361 2086
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DOCUMENT LOCATOR LIST

Bates Number or Document Description Page #
OCC-00001746 (Printed as Exhibit 71) 843
0OCC-00001746-748 2087
0OCC-00001826-829 2090
OCC-00002135-136 2094
0OCC-00002263-264 2096
0CC-00003507-510 2098
0CC-00003917-918 2102
0OCC-00004035 2104
0OCC-00004087-089 2105
0OCC-00004227 2108
OCC-00004540 (Printed as Exhibit 74) 846
OCC-00004720 (Printed as Exhibit 59) 808
OCC-00004723 (Printed as Exhibit 64) 828
0OCC-00004730-731 2109
OCC-00004735-736 (Printed as Exhibit 61) 822
0OCC-00004746 2111
OCC-00004759 (Printed as Exhibit 72) 844
OCC-00005121-122 2112
OCC-00005302-304 (Printed as Exhibit 70) 840
OCC-00005405-406 2114
0OCC-00005554-555 2116
OCC-0005509 2118
OCC-SPI1-00000018-020 2119
OCC-SPI-00000031-032 2122
OCC-SPI-00000250-259 2124
OCC-SPI-00000298-304 2134
OCC-SPI1-00002481-485 2141
OCC-SPI-00003247-256 2146
OCC-SP1-00004164-169 2156
OCC-SPI-00004177 2162
OCC-SPI-00004312-313 2163
OCC-SPI-00004695 (Printed as Exhibit 58) 807
OCC-SPI-00004734-735 2165
OCC-SPI-00009335 (Printed as Exhibit 73) 845
OCC-SPI1-00009712-724 (Printed as Exhibit 60) 809
OCC-SPI-00010490-492 2167
OCC-SPI-00010657-659 2170
OCC-SP1-00011198-200 2173

OCC-SPI-00011201-203 [Sealed Exhibit]
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DOCUMENT LOCATOR LIST

Bates Number or Document Description Page #
OCC-SP1-00013737 (Printed as Exhibit 69) 839
OCC-SPI-00013762-763 2176
OCC-SPI-00021381-382, 386 2178
OCC-SP1-00021602-04 (Printed as Exhibit 27) 644
OCC-SPI1-00021700 2181
OCC-SPI-00021723-725 2182
OCC-SPI-00021853 (Printed as Exhibit 68) 838
OCC-SPI-00021894-895 2185
OCC-SPI1-00021932 (Printed as Exhibit 77) 852
OCC-SPI-00021996-002 2187
OCC-SP1-00022340-341 (Printed as Exhibit 65) 829
OCC-SPI-00022350-352 2194
OCC-SPI-00023057-060 (Printed as Exhibit 66) 831
OCC-SPI1-00023753-755 (Printed as Exhibit 67) 835
OCC-SPI-00023815 (Printed as Exhibit 62) 824
OCC-SPI-00023929-932 2197
OCC-SPI-00025835-836 2201
OCC-SPI-00026410 2203
OCC-SPI-00032575-576, 580-582 2204
OCC-8PI1-00033116-119, 123-125 2209
OCC-SPI-00033162, 165, 170 2216
OCC-SPI-00033688-693 2219
OCC-SPI1-00035319-321 2225
OCC-SP1-00035322-324 2228
OCC-SPI1-00036145-166 [Sealed Exhibit] *
OCC-SPI1-00038895 [Sealed Exhibit] *
OCC-SPI1-00052685 2231
OCC-SPI-00055687 2247
OCC-SPI-00056794 2248
OCC-SPI-00065656 2267
OCC-SPI-00065657 {Sealed Exhibit] *
OCC-SPI-00070715 2268
OCC-SPI-00071386 (Printed as Exhibit 78) 853
OCC-SPI1-00074914 2271
OCC-SPI-00081266 2284
OCC-SPI-00081611 (Printed as Exhibit 4) 531
OCC-SPI-00081631 (Excerpt) (Printed as Exhibit 4) 532
OCC-SPI1-00085027 2285
OCC-SPI-00088644 2287
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DOCUMENT LOCATOR LIST

Bates Number or Document Description Page #
OCC-SPI-00089239 2314
OCC-SPI-00089295 2341
OCC-SPI-00089351 2368
OCC-SPI-00089407 2395
OCC-SPI-00114068 2421
OCC-SPI-00117682 (Printed as Exhibit 37) 705
OCC-SPI-00132363 (unprintable excel file**) **
OCC-SPI-00134805 (unprintable excel file**) **
OCC-SPI-00134832 (unprintable excel file**) *x
OCC-SPI-00134902 (unprintable excel file**) *x
OCC-SPI-00135422 2446
OCC-SPI-0033162, 165, 170 2451
PSI-DTCC-01-000001-003 2454
PSI-JPM-30-000001-026 2457
PSI-JPMC-24-000001-002 2483
PSI-JPMC-33-000001 2485
PSI-JPMC-35-000001 (Printed as Exhibit 97) 962
PSI-JPMC-37-000001 2486
PSI-OCC-06-000001-018 2487
PSI-OCC-06-000019-033 2505
PSI-OCC-10-000001 (Printed as Exhibit 75) 847
PSI-OCC-13-000001-126 {Sealed Exhibit] *
PSI-OCC-17-000001-002 [Sealed Exhibit] *
PSI-OCC-17-000003-004 [Sealed Exhibit] *
PSI-OCC-17-000005-007 [Sealed Exhibit] *
PSI-OCC-17-000015-018 [Sealed Exhibit] *
PSI-OCC-17-000019-024 [Sealed Exhibit] *
PSI-OCC-17-000025-028 [Sealed Exhibit] *
PSI-OCC-17-000029-032 [Sealed Exhibit] *
PSI-OCC-18-000001-004 [Sealed Exhibit] *
PSI1-OCC-22-000001-018 2520
PSI-OCC-23-000001 2538
Report of JPMorgan Chase & Co. Management Task Force
Regarding 2012 CIO Losses, January 16, 2013. (Printed as 963
Exhibit 98)
Testimony of Jamie Dimon, Chairman & CEO of JPMorgan
Chase & Co., before the Senate Committee on Banking, 527

Housing and Urban Affairs, June 13, 2012 (Printed as
Exhibit 3)
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DOCUMENT LOCATOR LIST
Bates Number or Document Description Page #
Transcript of Audio Recording of JPMorgan Chase Earnings 2539

Call with Media on April 13, 2012

* SEALED EXHIBITS retained in the files of the Subcommittee.

** On CD retained in the files of the Subcommittee and available for public

review.
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JPMC & COMPANY
Cl0 Synthetic Credit Portfolio

CONFIDENTIAL: This document is strictly privilsged and confidential and refiects ratlons of the. tnsurance
Corporation, Thess matenals may not ba capied or distributod withoul Uha witten permission of th FDIC or a3 aflowsd undar applicable law.

FDICPROD-0001783
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CI0 Ldate Provided By the Firm

As far back as 2006, CIO’s mandate was to act as a traditional ALM function with muitipie
YT Y 3 g P rEpnar S

priorities, including investin irm’s-excess cash, managing- thaﬁtuensmn fund and

capltal hedgmg (mitigatmg stress events).

= From inception through year-end 2011, the CIQ activities indicated that the firm was acting under\x
this mandate. o

~Going into 2012 the firm had short high yield credit posmons and as the rmarket cundlhuns were
lmpruvmg‘ ClO sought to lift these hedges. ™ T

* To achieve the goal of reducing the short high yield positions, the CIO desk entered into a
significant Jong credit position via investment grade indices (1G-8). From a notional perspective, the
firmwas net long credit,

+ The firm believed that due to the historical correlation {beta) of the tranches of the 1G-9 index, they
were getting into a neutral position by going {ong 4-5 times the high yield short positions.

*The firm concedes that at this point, the CIO desk was no jonger hedging its book and had real
exposure to high yield verses investment grade as the historic relationship between them changed.
Essentiatly, the macro hedge no longer represented a hedge against their bank portfolio once the
desk was net long credit. JP senior management has described the trade as mismanaged and poorly
executed.

CONFIDENTIAL: This documnentis stricdly po and confidantial and teflacts the rismal defiberations of the Federal Dapanit Insutance
Corparation. Thest materiais may not ba copied or disirbidad without (ho writin permiasion of the FOIC of a3 sllowed under applcabie .

FDICPRQD-0001784
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Clit Jpdate Cont’'d

«  Inlate March, the firm started to see days of significant lasses in the hundreds of millions
of doflars. ina Drew { CEO of CIO) first explained to management that the dislocation of
the markets was an anomaly and the historic relationship would eventually revert to the
mean. She expected that the CIO desk wouid end the quarter between ~150mm and up
250mm in pt.

+  On Aprit 5, the "Landon whale" story ran and the position continued to experience
significant losses. Losses totaled approximately $415 million on April 10, 2012,

» The feeling inside the firm was that the trade was too big, the market knew their holdings
and that they were being attacked or targeted causing the positions to continue to
deteriorate. At this point they still befieved that the price levels would revert to the mean.

: Thia document a sirctly dentiat and reflects the ations of the Insurance
Corporation. Theee materaks may nol be copled of distribuled without the wittlan permivsion of the FDIC or a3 allowsd uedar apphtable law.

FDICPROD-0001785
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- weme = Redacted by the Permanent
Subcommitiee on Investigations

Tinseline

April, 4-6; News reports that in recent weeks investors have been puzzied by
unusual movements in credit markets citing a JPM-UK trader with “deep pockets”
puiting on large credit trades and dubbed "the London Whale”. Bloomberg reports
of the “London Whale”, a JP Morgan trader amassing a large positions in the CDX
|G Series 9 and the European ITRAXX Series 9 Indices.

FDIC onsite staff contact the OCC and NY Fed to inquire about the news reports .

April 9: OCC and NY Fed meet with ina Drew to discuss the reioned tradii -

Aprit 12: Pre-earnings release meeting with Regulators ( including the FDIC) with
CFO Doug Braunstein. Mr. Braunstein reports that there are no problems within
the CIO book.

Aprit 13: Jamie Dimon fofd analysts that the media attention on the big bets taken
by one of the bank’s fraders in London, dubbed the London Whale, was "a
complete fempest in a teapot. " The Wall Street Joumnal reported that trader Bruno
Miche! Iksil, who is part of the bank's chief investment office, has a very large
position in credit defauit swaps in corporate bonds and some hedge funds are
betting against him. Asked about the trades by an analyst on a conference call,
Dimon said: "Every bank has a major portfofio.”

CONFIDENTIAL This document ks atricy priviiegad and confdential aod he intomat deilbaralions of the Federal Deposit nsursrnce 4
e e e e B s oL o i oo, o he BT ot s ahwd ot applcati o

FDICPROD-0001786
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wwerewe = Redacted by the Permanent
) Subcommittee on Investigntions

Tinseline Gont'd

April 13: Bloomberg runs story regarding the credit trades and states that CiO is being used
as a proprietary book.

Aprit 16: FDIC, OCC and NY Fed meet with ina Drew who provides an overview of the
synthetic credit baok and its recent rebatancing. P&L scenarios were presented and discussed
at this time. Analysis indicates high stress loss of hundreds of millions of doliars.

Aprit 19: FDIC onsite team attends regularly scheduled monthly meeting with the NY Fed.
Team raises topic of CIO and synthetic credit book and told that there were no issues with
which they should be concerned.

May 4. Firm discusses the $2 billion loss with the OCC and the NY Fed.

May 10: JPMC announces unrealized losses of $2 billion in their synthetic credit position in the
C1O portfolio in the past six weeks. The firm continues to announce changes in strategy and
management for the CIO portfolio. FDIC learns of ioss with the public announcement.

May 21; SEC begins investigations into the appropriateness and completeness of IPMC’s
financiat reporting, specifically addressing the value-at-iisk (VaR) model for C1O and whether it
was applied in a way that allowed the portfolio to appear safer.

May 21: JPMC suspends repurchases of its stock, but intends to continue dividends
payments.

May 24: The chairman of the Senate Banking Committes request s that Jamie Dimon testify
before the panel .

CONFIDENTIAL: This document ls sirictly pivleged and refects the T rations of the Insumnee
Corporation. Thesa malerials may el be copied of distibuted wihout the wWIiien pamTiaskon of e FDIC of B aliawed under applicabla fzv.

FDICPROD-0001787



1319

Obse ations Prior to Loss Announcement

in 2010, the OCC issued an MRA addressing issues in CIO investment policies and pertfolio decisions.
fn particutar, the OCC noted a need o ciearly define the processes used to manage investments and
to identify objectives and investment parameters.

JP Internat Audit reviewed EMEA C1O Credit-Market Risk and Valuation Practices and noted “needs
improvement” on March 30, 2012. Deficiencies noted include:

-~ Use of unapproved models
. Insufficient consideration of potentially applicable fair value adjustments
.. Lack of formally documented/consistently applied price testing threshoids

.. Exclusion of strategic asset allocation book from the firm wide market fisk limits framework

- This document s sircl privfege: 5 fects erations of the # insusance
Corparaion, These mafedars may Shsirbutad withou! the ek i FDIC or s abowed op! .

FDICPROD-0001788
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Cl0 L..ck of Transparency

Minimal reporting to the regulators. FDIC only received guarterly Executive Management Report for
ClO which contained mostly bafance sheet information,

No reporting of VaR, limit utilization or CIO P&L to the regulators.

FDIC did not attend regular meetings fo discuss CIO. 1t is our understanding that only quarterly
meetings were held between the OCC and the firm, :

Other areas of the firm, such as the investment bank, provide much greater transparency. Evidenced
by weekly, monthly and quarterly meetings with the firm to discuss credit and market risk issues, as
well as Treasury issues. P&L reported to the regulators on a daily basis together with periodic
reporting regarding limits and exposures.

CONFIDENTIAL: Thix documen ks siricty privieged and confideatial and refiect.the [aterhal deliberaiions of e Federal Deposh (psuvmncs T
Caorporation. Th ot be copi the p ofthe FOIG o83 i

FDICPROD-0001789
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Firm If Assessment

Special team led by Mike Cavanagh to evaluate transaction timefine and the risk management controis
in place, including reporting and fimits.

Outside counsel engaged to review all supporting documentation including emails and other
correspondence.

.

Firm focused on what jssues were escalated, fo whom and when.

Review of the two VaR modeis used from January 2012 to date, including governance around the
models.

Evaluate the history and role of compensation in ClO's trading strategy.

JPMC Board of Directors has established an independent committee to assess the situation.

Firm would like to complete its work so that it can disclose results to the public at its July 19 analyst
meeting.

CONFIDENTIAL: This document is strictly pi r i reflecls ations of nsuranca ©
Comoration, may oot be Copied 1he wiiter parmission of 1he FUIC o 53 afowed undr appicable lew.
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Regui. .or Work Pian Focus

Firm’s current financial and funding profile.

CIO mandate and operations of individual business fines.
Potential risk of synthetic credit trading portfalic to the firm.
CIO models and valuation methods.

Potentia! range of Josses in portfolio and impact on tead bank's ability fo continue dividends to the
holding company.

Strength of risk management, governance and controf framewark.

Volcker Rule implications.

CONFIDENTIAL: Thvis document s trictly pivieed and canfidontial and reflacts the lntamal debaraions of fhe Federst Depost insurance.
Corparation. Thess materiais may 0ot ba copied weihout the wrkien pemmia: the FOIC o as aliowsd undsr applicable law.

FDICPROD-0001791
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ClO Overview

CONFIDENTIAL: Tris document is strictly prfvieged and confidential and reflects ibetations of the tnsursnoe
Comporation. These matorials may nat be copied o distributad without Iha writtzn permission of the FDIC or as alfowed unser appcable law.

FDICPROD-0001792
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Firm Summary of CiO

ClO is responsible for managing the firm's structurai
risks (e.g., interest rate risk, macro credit risk, FX €10 Net inc. $Mn
capital risk, MSR hedging). 36,000

Traditional asset / liability management (e.g., invest 5000

excess liabilities). 54,000
« Focus on long-term risk management and vaiue, not  $3.000
short-term profits. 52,000
= Reported mark-to-market gains for the CIO AFS $1,000
investment portfolio are ~$8B (reflects ~$18B of 0l
securities gains realized in 2Q12). 2009 2010 2031
« Since 1Q07, CIO has generated ~$218 in
cumutlative revenue — associated with ~$11.5B X
cumnuiative net income. CIO % of Firms Total Net Inc.
S0% 4 a5.51%
5% l
0% 4
35% 4
30% §
25% 1 23.21%
0%
5% .
10% B11%
5%
0% +
. 2009 2010 2011

* Information provided by JP Megan 100 012012

CONFIDENTIAL: This docyrmsrl s strictly privilepad uad confidential and reflects the intemal deliberations of (e Federal fieposi tnsyranca "
Corporstion. Thase materials ey Hot ba copied of distritied withau! the wiitten permission of e FDIC of as afiowed under applicshie faw.

FDICPROD-0001793
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Por lio Mix (as of 1Q12)

1 investment Portfolio: primary tool for traditional asset / iabiliity management (e.g., investing firm's excess
liquidity)

SRS
Redacted by the ;
Per t Sub ittee on Investigations

2. Synthetic Credit Book: fool for managing the firm's credit risks, primarily those arfsing from the CIO
Investment Portfolio

«Revenue recognized as mark to market
-$157B of notional net exposure {$78B Blil RWA)

3, Other Portfolios: additional portfolios used to manage the fir’s aggregate franchise balance sheet and
structural risks (e.g., FX capital hedging, MSR hedging, other MTM position)

“Revenue primarily recognized as mark-to-market

* information pravided by 4P Morgan IO, Fed 0O discission

CONFIDENTIAL: This dobument i strly prisheged snd confdentisl and rfiecs e & ations of the Fedarsl Dapost
Corporation. Thee malerials may nol be Copied or distibuted) WHRDL the wiiten permiasion of the FDIC o as sliowod urder appficabie low.
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Chief Invéstment Office — Direct Reports

ina Drew
Chief Investment Officer

Gina Sarpioa o John Hogan
Executive Assietant T
-
| i I 1 ] ] )
Norms Richrard Achilion \
kepe Tse Carla Sabo 1 rcrin Jahn Wilmot Phlievis || v Goidman
CIONAZ Crer sk
o0 Special oo 1ot GO
Hosag Invesimant Retromont ‘ Europe aad okl CFO j | o Officer
Group Pl Asia
CONFIDENTIAL: s alricty privieged nd rollects the ttons of the Feders) Depcsl insurance u
Coxporation, T it be copied or distd jthoul the wifizn perminsion of the FDIC or 28 afiowed under applicable Jew.
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International CIO

Achilies Macris
internationat Chief Investment Cfficer

Phiflipa Adam
Javier Martin-Artajo Chris Ghan Paut Bates* Allgoh Giovarmetti
Head of Eyrope and i Imesationst CFO
e Eoy Head of Asia Istemational COO

George Polychronopouios Rayson Chung
Hesd of Furope Rates Head of Asia Rates

“Fepens Lo Pl Lewts — GIO Giokqt COQ
~Repofts to Jotm Wiknat - CIO Gicbal CFO

.  This document js strictty privi s Tefincts the ibaritions of the Federal Deposit knstrance
Corporsiion, Thess meteiats Moy nol ba capied or dhstibided wilscu the wiiien pemission o Tne FOIC o 28 afwed under gpplicabie law.
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International Chief Investment Office

Equity and Credit

Javier Martin-Artajo
Head of Eurape and Credit & Equity

Etan Rowa .
Laura Qent

i T

—be
i I !
/’;mm Yesit Tolga Uniner Anthony Brown Pat Hapan Andy Barner
RY - Sttegic Crans A Stneiured Tradas Quantatsiive Ressarch Single Nama Trades

LE“':_*E'E“.’_‘J - acendeteye ] | Froncois Brochara | [ “samipaa |

it Gl i 1 [ Swon vicoex | [T

[ v Bwoye [ emic sicksic | [ Androw Poryman | [ roisen |
.

Ashish Gayal .

CONFIDENTIAL: This document s strcty privaged ard confidential and reRects the lntemal
Corparation. Thess materials may ot be copad or diatributed wihout the wiitlen permiasion

deeralions o the Fedetst Deposit Insurance
of the FIIIC of as afioweet Undar appficabs faw.
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CIO " 3presents the Majority of the Firm’s AF ~ Portfolio

Redacted;by the
Permanent Subcommittee on Investigations

e s e s

ST

CONFIDENTIAL: Thés dosument is strictly priviegad and cunfentis! and rfiects the interid detberations of the Fsdsral Daposi insurance
Corporation. Thess mataraks may nat be Copied or dlzibuied withoul the wiitten parmiresion of the FDIC of as allewed under applicable law.
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| e » Redacted by the Permanent
Subremmittee on lavestigations

CIO Balance Sheet

«Current Amortized Gast Totals $344Bn
«Portfolio provides:

+ 30 day stress buffer of
« 360 day stress buffer of
fntarnal Liquidity Stress

CIO AFS Positions as of 3/31/2002 - Avallabie Collateral

Market Value [AOCH

Non-US Governments

RMBS, ABS & CLO.

GONFIDENTIAL: This doctment s sticlly priviisged and confidential and refiects tha & éeations of the Federsi D
Corparallon, Thess meterials may not be copied or dismEntad without 1he wriier pamizsion of ifie FOIC or na siowed under sppiicable aw.
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Somse = Redacted by the Permanent
Subcommittee on Investigations

The firm sold $24.5Bn in securities that realized
approximately $1 Bn in gains.

{CTO AFS Assets Update-2Q12 Sales

Amontized Cost Market Value

{Agency MBS

ICMBS

iCorporate Bonds
Marketable CDs

onis

lon-US Governments
IRMBS, ABS & CLO
[US Agency Debentures
[US Treasuries

[Total -23 =243
Profit -13

Amoriized Cost: price as adjusted over time for
accounting changes in any discount or premium.

CONFIDENTIAL: This document & sirictly priviaged snd confidentiat and rfiects the Intemal defibsrations. of the Fodarel Depoett Insursnce b
Corporation, teriate istri e writis us Lha FDIC or 35 afiowed under appiicabia taw,
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Summary of the Synthetic Credit Position in the C1O Portfolio

: This docurment Y nd i reflects sberations of the Federa! Deposi insuranca
Comporation. Thase matorizis May, not be copied of distibuiad withont the written permivsion of he FDIC or as alowed under applicabis tow.
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Syntheuc Credit Book Issue Overview

JPMC buys and seifs various synthetic credif indexes as a ftool for managing the firm's credit
risks arfsing from CIO securities investments and the firm actively invests in various index
relationships.

200,000,000,000

450,000,000,000

400,000,000,000

50,000,000,000
o :
g 2 E g 2 2
2 8 2 = B 8 s
T ——a—z %3 § 8 & & § 8
Py pary ey ey - - = EX) ~N ~N » B
(50.000.000.00) i Foral ™ S westment Grade S High Yield P ligh Vield
CONFIOENTIAL: This document s sticlly pri o and refincts rellons of the Fedarat Depost Insurance B
Corporation. s ay not be copied or dis it of the FDIC of as afiowed unos applicatie law.
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Ove, .iew of Synthetic Credit Book Repositic..ing

Late in 2011, the synthetic credit busitiun was fong credit protection in high yield (MY}

Early in 2012, CIO sought to be short credit protection in investment grade (1G)

12/30/11 5/4/12
Net notional (factored*} $51B $1558
High Yield indices; - Net short $325mm $631mm
investment Grade indices — Net long {$177)mm {$304)mm
Total book @ @

Late 2011, Synthetic Credit Spread Book

’ Early 2012, the CIO sought fa implement a
provided net protection from credit spread strategy to reduce protection and to short HY
widening

b striclly prvhegsed and reflacts the internal datibecations ot the Faderal Depostt insuranca n
Corporation, Th ot be eopied of

The witten parmission of e FDIG or 35 atiowsd under applicable aw.
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Position Qverview Balance provided by the fimn (May 13, 2012}

GISCUSSION MATERIALS

1335

Negative = Buying Credit Protection
Positive= Selling Credit Protection

Gommentary

Oher IG vs High Yield

“ovestmeni Grade Gevee B B2AB0 w Risks: Diractional, curve, off-the sun, forward
i"ve‘;‘:‘,em Othet investment Grade defauit expasure when lnvestment Grade S 09
Grade vs, High Yield § yrs matures in December 2012,
High Yield OtertighYeld . 23 » Contributes to Investment Grade vs. High Yield
position as well
\ Burope s e  Long Investment Grade risk and shart high
vestment . AN
E',ZZ';“ :: Traxx CrossOver 5754 yield risk

High Yield Other High Yiatd (1,988)

Tatal _ Eqity  Mem _Senior "
s e Greds SereT S B 540 (1358 (a0, Z8AE " Long investment Grade and shart lower quality
imvestmant Grade @en)  (195) @ 100 names in Europe
High Yield 17768 4291 4483 5288
TTravet Matin 36305 (3230 a0 39,185

Tranche

positions

Investment Grade Seves ¢ Nobional
e Maturty BGL723)
7 yesur Maturty 34,193
10 year Maturty 60,980
Sublotat §2480

Themo:
Investment
Grade Series §
(oy maturity)

INTERNAL USE ONLY 1 JPMorgan
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ClIO nistorical Profit and Loss

+ PAL for Synthetic Credit Book began to show significant
fosses at the end of March 2012

5 TR PR 57 3

B i £ ST ek
30-Mar $ (318,192 503)
+ Total Year to Date Loss is $3.7Bn as of May 15" 10-Apt $ (415,342,048}
+ Qf $700Mn 0-Apt $ (222 070,242)
+ Q23%3.08n 11-Ma $ (670,158,849}
14-Ma § (227,592 775)
Historieal PAL. B e
S0.0Ms $100,Mda
Fog [ - e § %8 58§ % 58§
S100Me e g e e -—‘—--r‘h 1“ oM
-§1,00000n
A -$100.0Mn.
- msmms
i ! L] ] | S
: i
“s20000 2
§ \\ E
~$300.0Mn
-m2500.0Mn
~$400. 0.
~33,000.0Mn
-53,500.0Mn
34,000, G -
CONFIDENTIAL: This sfocurtant &s strictly privileged and confidential snd mfiecis tha intemal deliberntions of the Faderal Depostt insurance 2
Gorporation. Thase ks notbe copied br dn tha wiitten permission of the FDIC of as aliowed umder sppicable law.
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Firm Stress Losses for Synfhetic Credit Portfolio

CONFIDENTIAL: s siictly prh and reflact rations of tha it Insarance
Corporation, These materlals may not be copiad or distrbutod withoud the writen pemmission of the FDIC o 25 aliowod under Bpphcable lsw.
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Fi. /s extreme tail loss estimate for 1 Yea .s over $12Bn

PRET

v ® ax 2eenar

Porifolio tail risk based on econemic capital model

aax

Srraer 5

tution of retams!

Assumes no management actions to
reduce risk over time

Primary risk is driven by the HY / IG spread
ratio

As this ratio declines, losses increase
Currentfy the ratio is roughly 5.5/1 while at

the 99.9% loss the ratio is roughly
estimated to be 3/1,

ey ey s2) am [ oo =0 )
- " Wewdain Sreeass fows) ot
PROAT 3 N, Fyo— Y . o e
mors s 0% ) T w
o m w0
o o Lm e sy
s @8 aarr o em
L B e Y
ma L L )
0% o w7 nw
FudEr, ) W e 2w
factagunz
T INTER¥AL L3E DNLY 12 JRMorgan

. =
Corporation. These materials may

sty
notbe

privlieged and refiacts the cators of tnse
o oo wAADAA the witton parTeGain o s FDIE of 85 allwed undes applcssi .

ufance
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Su..mary of Synthetic Credit Book Risk Fau.ors (May 30, 2012)

.

Primary strategies inciude the six listed below.

The firm leveraged its strategy by investing in combinations of credit indexes.

Est. Quarterly Loss Potential (Using 5yr Historic Data }

1. Directionality (exposure to spread widening ) $436Mn
2. Curve { fong vs. short) $10Mn
3. Decompression { 1G vs. HY} $2,037Mn
a. Crossover verses ltraxx $143Mn
b. Europe verse US $12Mn
4, Off- the-Run ( older vs. newer issues } $0.0Mn
5. Tranche { Senior vs. Equity) $505Mn
€, Individual Names Default $0.0Mn
Portfolio Worst 3 Months: $1.8Bn
Sum of without diversification $3.1Bn
- This docsmont & na i intaenal dsfiserations offr Insarance e
. Comaration. These materials may not bo copied or dhiributed whDoW the. e of e FDIC of &5 i
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Risk Arofile and Attribution

Reductions in risk contribution were in “Credit Spread Widening” and “On the Run Vs. Off the Run” but at
the-expense of an increase in basis between “High Yield vs. investment Grade

5/22 Risk Base Model Change

4,000

\f S
=~ 1 Totat 10ss No Corretation —a—(redit Spread Widening —re—Maturity Mismatch
—#—High Yietd vs. Investment Grade @US vs furope  ~-8- 01 the Runvs aff the Run e Tranthe Correlation

—e—individual Names

. M.vmkulmemaswdmmssxmmmmwmmmnmmmmucmum PAL Mesefore it
banef). ok § relation” ehak reaut 1o & StTUianGaus move n 8 fa factors o the S5% confilance hevel. Bases on JPWM vie of ek om st

Respactye Day.

CONFIDENTIAL: This document i stsicty privileged end confidsrilal and reflects the intarel delberalions of tha Federal Depost jsurance
Comoralion. Thess materiak may fiot be tamed o1 distrbuted withou e written permission of the FDIG of 03 sfiownd undes applicable law.
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VaR

i ety pir d confidential and refiects ations of the I =
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Changes in the VaR Model

in early January, CIO exceeded its Value at Risk (VaR) limits. These excesses were approved as CIO
argued that the VaR modet in use {(Model A} was overestimating risk in the CiQ portfolio.

«On January 20% 2012, the VaR limit was increased temporarity from $95 mm to $105 mm. Even after
this increase, the VaR utilization continued to remain over its new temporary limit of $105 mm with a
maximum utilization of $120 mm.

+On January 26%, a new VaR modet {Mode! B} was implemented. The firm betieved the new mode!
captured the risk of the synthetic credit portfolio mare effectively. After implementing the new model the
VaR utilization went down significantly. The VaR fimit was changed back to $95 mm.

»Qver the course of the next few months , the maximum VaR utitization increased from $58MM in -
February to approximately $95mm in Aprif:

«On May 10%, the finm realized that the Model B may be actually understating risk in the Synthetic Credit
portfolio and decided to revert back to Model A. As a result of this change, the VaR for CIO shot up from
$94 mm to $147 mm in one single day

«This increase in VaR caused both ClO and firm-wide limit breaches. Both limits were increased
temporarily — the C1Q limit was increased from $95 mm fo $180 mm and the firm wide VAR limit was
increased from $180 mm to $200mm.

«The firm recalculated the VaR for the 10Q filing for the first quarter.

»The firm has acknowledged that the weakness in Model B was due to flawed implernentation,

‘SONFIDENTIAL i documant i ikt prifegod an canoati an refcts (e torat deaton o e Federal Dasosk nsurnce =
rpoetion, Thse matsrals iy nct b4 Cogied or disibuted wihor! the witten penTission of fa FDIG or 55 alfowed tnde sppicabie kv,
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CIO Synthetic Credit VaR Model (New vs. uld)

12 0 Total - 10Q VaR {35 fimit)

210 Utiization
Crinal ===~ Restzied L «The dotted blue fine represents VaR estimates
180 o et il ‘\,f"""‘ restated using the old methodology.
t +The solid blue fine after January 2012
150 X _1' represents VaR under the new methodology.
ot}
;,.',J/ +The orange fine represents the established

120 ]« VaR limits.

WL 0N THRAT 12ANY A2 24012 N2 4hH2 BAN2

Limit increased to 3105 1201726
CONFIDENTIAL: Ths prenes and refincts the iberations of tha Federai Dapost Insurance 2
Corporalion. Thess malarisis may nat be capled of distribuled without the written permission af the FDIC or #s. allowsd undet applicable law.
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JPh.< 10Q for First Quarter 2012

—

The table below shows the resuits of the Firm’s VaR measure using a 5% configence level,

Totat 1B trading VaR by risk type, Credit portfoiio VaR and other Var
‘Three months endedMarch 33,

[ c10 VaR increases 238% { + §131Mn )

2012 2011 At Warch 31,
dia mitfions) Avg. in Max [ e in Max 2012 2011
1B VaR by risk type

Fixed income [

Foteign exchange 11

Enuities . 17

Commadities and otbes 21

Diversification benefit 10 18 rading VaR (asy ™

18 trading VaRk 53

Creditt portialio VaR )

Diversification fenefit to 1B trading and oredit
poriFolic VaR

O o ) N M MMM apw (e
“Total I8 irading and cradit portfotio VaR 81 70 j5e () 53 102 71 [
Other VaR . /
. Mozt . = 23 4 T pt T i 3
€ Chist fnvestment Office {"CI0") VaR® 129 a5 187 5 55 54 186 55
o » 5 L5 ik ey e
Totai othes VaR® 138 89 157 62 55 <59 1
iversitication benefit 10 total 18 and sther VaR ENE N TN S BHE T TR S e 5
Total i and other Var® $ 170 $ 111 $ 232 § 88 $ &7 § 104 % 201 $ 86

{2} Awerage VaR and peviod-end VaR were jess than the sum of the VaR of the components desciibed abave, which is due o portiolio divessitication. The
diversitication effect reflecrs the fact that the risks were not perfectly correiated. The risk of a portiolio of positions is tharetore usuakly less than the sum

o
©

of the risks of the positions termsetves,

Designated 25 no¢ meaningiul {"NM™}, becalSe the MinmIAT ANt MAXmUM may occur on diferert days for ditterent risk companents, and hence it is nat

‘meaningfut §o compute  partfolio-Berstficaion sffect.

£10 VaR presanied abuve for the period enfled Marth 31, 2012 supersedes the FIMm's VaR disciosures included in Jts Form 8-K fiied on &prit 13, 201 and
was ralcLdated using a imethodglogy consistert with the methadotogy wsed to Caitidate CHO0's VaR in 2011. including the st quarter of 2011 relieczed

abave,
73

Th o siriety privi sofiacis the ations Deposit insuranca
Corporatin. Thase maserials may not ba o distrinuted without the Witlzn parisakon of the FING o1 a5 atiowod Under applicatie \r.
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C!0 Reporting and Limits

Risk reporting was not comprehensive

Several of key risk matrices refevant to this portfolio were not reported.
+ Maturity-mismatch risk

«'High Yield vs. Investment Grade risk

« Hffiquidity of older indices or tranches {i.e. on-the-run vs. off the run)

« Correlation risk betwean Super senior and Equity tranche positions and the default risk of individual
names.

Limit Structure was weak

sBefore the loss announcement, the limit structure appiicable to the synthetic credit books consisted of a
refatively simple set of limits consisting of VAR, Stop Loss, Credit Spread BP01 and 10% Credit Spread
widening.

«VAR limit, one of the three element of the fimit structure, was not effective in controlling risks, as VAR
model in use understated risks of Synthetic credit book significantly.

«The limit structure in place was also deficient as it did not timit five key risks of the synthetic credit
portfolio (listed above) were not included.

CONFIDENTIAL: This dociment s sisiclly privilegod 3nd confulential and refiocts the intarmal deiibavalions of Ine Federat Depasit Insuranca b
Corporstion. These materiaks may not be copiad or disiriiad without tive wiitten permission of the. FOIG or a6 allowed under appicanle law.
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Weak Limit Governance

Trading positions exceeded existing limits

According to firm's risk policy, fimit excesses should resuit in nofification to market risk and fimit
approvers and a decision should be made whether positions should be cut or a temporary or

' permanent change to limit needs 1o be approved.

On March 30 2012, three out of four of the existing limits were breached. One of these fimits -
Credit Spread BPV was exceeded 937% for 58 frading days.

The Mark-to-Market Stop-Loss fimit was exceeded by 158% for 5 business days. However, this
excess was not escalated as this limit was only 'advisory’ {e.g. not a hard limit which would require
hedging or cufting of the positions).

The fimit on 10% Credit Spread Widening { CSW ) was in excess for over a month from March 22
to Aprif 30t 2012, with an average limit utilization.

Escalation procedures for limit excesses remain unclear. Some of these limits were increased
temporarily and fraders were not asked fo cut their positions.

CONFIDENTLAL: This documert is strictly privilegad and confidenal and reflects the intemal deiberations of the Federal Depoed insurancs: s
Comporalion. ‘may not ba copied ithout the wit of the FDIC o5 aficable tave.
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New Limits were established on May 1% 2012

29 new limits specific to the Synthetic Credit Book have been implemented to create consistency with the
JPMC's 1B approach. Some of key limits impiemented are:

«Maximum net notional exposure limits for 4 major indices
«95% VaR limit on Synthetic Credit Book — in addition to the existing 99% limits
»Limits on curve steepening by 10%,

«Limits on “higher-order” shocks - U.S. and EU compression { Extent to which Synthetic Credit Book is
exposed to differential performance of G and HY positions within a given geegraphy) and 10% correlation
shift { Sensitivity of the tranches fo a 10% shift of the correlation curve),

GONFIDENTIAL: This domurnent is ity priviegad and confdentia and refiocs the tons of the Eaderat »
Corporation. Thess materiats may nat be eopied of distrbuted without the wiillan permission of the FDIC of s allowed under applicabla iaw.
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Limit Utilization Under Old and New Limits

Avg New Temp Limit
CIO Limits Old Limit _Utilization Increase
1-16 TO 1~
ICIO Totat -10q VAR 19 g5 98 105
11470 1-
26 113
int 10g- Credit VAR 1-13t0 1-23 a5 a9 ) 110
26-Jan 113
CIO MTM Stress Losses 29-Mar 500 -859 1000
4-510 4-19 -1536
Global Credit 10% CSW 32210 200 278 200

« The firm stated that the protocols for limit excess approval were
followed. Some of these limits were increased temporarily without

asking traders to reduce their positions.
+ However positions continued to exceed some of the new temporary

fimits.

CONFIDENTIAL: Thi
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Voicker Rule

36

: Th . and confdontial and reects e i ations of e Federal Doposit Insurance
Comoration. There matetials may nol be coplad or distributed wthot the willlen pefmiission of the FDIC of s allowed under applicable lw,
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Over..ew

Rec:llcled by the
Permanent Subcommittee on Investigations

37
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Volcker Rule

Redactéd by the ]
Permanent Subcommittee on Investigations

7  This document s strictly ind confida riat and roBects ibe intermal deliberstions of the Feders] Depost insurance
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Redacted by the
Permanent Subcommittee on Investigations

: This donument & atrcly prvizged and refncts the rations of the Fedets! Depouit fsurance:
Corporation. These matertals may not bo topsed o distrlouled withoul the witien permsakon of thé FDIG or &5 siiowed under appicabie 1aw.
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Firm Financial Profile

a0

* CONFIDENTIAL: i siriclly priviaged and refiects the intemal dofibecation of the Federal Depost insuance
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rirm °.qicity Y

: Redacted by the
i Per Sub ittee on Investigations
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Firm Liquidity Cont'd

Redacted by the
Permanent Subcommittee on Investigations

CONFIDENTIAL: This dosument in sriclly priviaged and e the infarn rations of the Insurance N
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Capital Dashboard - JFM { 5-11-2012)

JPM- BANK HOLD
co

Redacted by the

Per on Investigations

et

|
i
i

JPM's §109h of Level 3 Assets (Fair Vatus} Ar
Largest vs Pears an Absolute Basis and As % of
TCE at B3%

Level 3 Assets As 9% of TCE
Level3 Assers A5 % of TCE' 1012

: ety Dty G, V6 g Mg ey risieen
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Pty
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JPM Dividend Contributions by Bank

»Div. contrib. JPM-Trust
1Div contrib. Chasa USA Bank
 Div contrib JPM-NA

2500 -2000 -1500 -1000 -500 [}

Redacted by the
Permanent Subcommittee on Investigations

< Trig LI siziaty privi 1 eanfidentlsl and rafiacts the intormal deliberatians of the Fedara! Depost Insurance
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Appendix

<Legal Structure
*Index Descriptions

CONFIDENTIAL: This docyrment i strsty privioged and confiontial 3nd refects the internat detberstions of the Foderal Depost tnsuranca bl
Gorporation, These malesials may not be copled or distrituted withaud the witilen pomissian of the FDIC or 15 allowed Hoder appficable law.
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10 Synthelic Credit Trades are booked in White s inc. London

Redacted by the
Permanent Subcommittee on Investigations
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Discretionary Return Portfolio ~ JCF {Chief Inves.nent Office)

Counterporty-fachg; At othay producss.

Courtarparty-facing: ssedit derbattves

JPMCB-LDN

Credit Synthetics Trades
Customer Counterparty face JPMCB London

Trades are internally booked with Whitefriars inc.

;
1

Redacted by the ¢
> . 0) i

Per t Sub ttee on Investigations ;

i

s This o sty ory i rBtions of the Insurance bl
Corporation. > not be copied of the witten pr the FOAC of as boweds under sppiicatia law.
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CDX and ITRAXX Indices

1361

- The CDX and ITRAXX are intended to répresent retums on pools of Credit Defauit Swaps
-~ The pocls are generally:

The more liquid names in the Credi Default Swap market
Shoutd have the same reference maturity {Syr, 7yr, 30yr being the most commonand liquid)
The credits should be of even weights at inception (if 100 credits each would be 1% of pool)
Segregated by credit quality of reference entity (separate High Grade and High Yieid indices}
Also, separatad by region US, Europe, Asta, Emerging Markets etc
The pools are generally issued in “Series” twicea year with fairly consistentreference credits

- The CDX are generaily North American and Emerging Market Indices and have the
characteristics provided beiow

tudex

# Eatities 1y Coupnn

Bates

Watusity in
years @)

Unuderlying

Sub dndices

3.8 North Amedcen First
Lien Senjor Seeured
1oans
) 75 a0 | 1.2.3.5.7,16 ] mwesimem Grave Fvo = 30 names i 16
i g Vamiy
Seciors
E3 e §s on Vet Y6, 7v.BB. 1B
. 320 - B ER-Tn =] Cross. Over (7B Olﬁs)m
T3 con vary = 326920 § 8 Emerging Madkets
o)
EM Div AT ki) E 2720 - 9720 5 Emerging Marhats
: Dversinad (Sove rergn
an Corporsis)
CONFIDENTIAL: This documén i sticty priviged und reflocts he i o ofthe tnauan A
erpotation. i ol b copled or distibule perm of the FDIC or 2 atiowsd under applicable inw.
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What 2= the CDX and ITRAXX Indices f"ranches) CFiMon’ _ ring Group

- Tranches of the CDX and ITRAXX allow leveraged and de-levered risk exposures to the
respective indices
- These tranches are generaily:
- Based on the more liquid indices

- Are quoted with the name of the index for which it is based and two numbers representing the
attachment and detachment points (these points wilt vary from pool to poot}

- Risk and return increase with lower tr: and less subordi

- Losses are always absorbed by the most subordinate tranche outstanding {ei. The first 10% of losses
,assuming 0% recovery, are taken by the equity tranche below)

Sample Transaction below would be CDX.NA.HY Series 9 5Y 15-25

Less Risk and
Ryt

Detachment Point
25%

Attachment Point
18%

Greater Risk and
Return

FDICPROD-0001831
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Microsoft Outlook

From: Reitz, Kart R.

Sent: Thursday, May 24, 2012 5:35 PM

To: Haas, James S.

Subject: Fw: Information previously provided to FSA

Attachments: FSA item 01 - Dally time series of position size and Pnl from June 30, 2011 to May 11,
2012.xisx; FSA ltem 02 - Daily time series of VaR for the portfolio from June 30, 2011 to May 11,
2012.xisx; FSA ftem 03 - Perlodic time series of Stress Loss size from June 30, 2011 to May 11,
2012.pdf; FSA ltem 04 - Detall of the composition of the loss on Mar. 30, 2012.pdf; FSA item 05 -
Explanation and breakdown 10% CSW changes fram Feb. 29, 2012 fo Mar. 30, 2012.xlsx; FSA
item 06 - Detail of Risk Parameters applied untif fate April 2012 and Re-assessment Risk
factors.pdf

From: Yao, James

Sent: Thursday, May 24, 2012 05:14 PM

To: Reitz, Karl R.

Subject: FW: Information previously provided to FSA

Karl,
Piease find attached the FSA information, 2s discussed on the cafl. Welcome to the SWAT team..

lames

From: Arya, Om P.

Sent: Thursday, May 24, 2012 3:13 PM
To: Yao, James; Charurat, Bob; Capsavage, Brian A.
Cc: Byars, Jessica P.

Subject: FW: Information previously provided to FSA

- FYL

From: Genova, Diane M. [mz! nova diane@ipmorgan.com

Sent: Thursday, May 24, 2012 1:19 PM

To: Dianne.Dobbeck@ny. frb.cra; Waterhouse {Regulator), Scott X; Needham, Catherine; Arya, Om P,
Subject: Information previously provided to FSA

Attached are the documents previously requested and provided to the FSA refating to the CIO Core
Credit Book. The attached includes:

e item 1: Dajly time series of position size and P&L from june 30, 2011 to May 11, 2012
» item 2: Daily time series of VaR for the portfolio from June 30, 2011 to May 11, 2012
e ltem 3: Periodic time series of Stress Loss size from June 30, 2011 to May 11, 2012

e item 4: Detail of the composition of the loss on March 30, 2012

8/27/2012
PRIVILEGED FDICPROD-0024274
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itern 5: Explanation and break down 10% CSW changes from February 29, 2012 to
March 30, 2012
item 6: Detail of risk factors and stress parameters applied until fate April 2012 and re-

assessment of additional risk factors

This email is confidential and subject to important disclaimers and conditions including on offers for the
purchase or sale of securities, accuracy and completeness of information, viruses, confidentiality, legal
privilege, and legal entity disclaimers, available at http:www jpriorgan.com/pages/disciosures/email.

8/27/2012
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Date VaR 2011 Model [Var New Model
06/30/2011 31,338,508 -
07/01/2011 - -
07/04/2011 30,589,886 -
07/05/2011 30,587,033 -
07/06/2011 30,683,067 -
07/07/2011 30,580,642 -
07/08/2011 31,474,673 -
07/11/2011 30,500,550 -
07/12/2011 30,389,702 -
07/13/2011 30,237,788 -
07/14/2011 30,244,166 -
07/15/2011 29,468,672 -
07/18/2011 29,456,958 -
07/19/2011 28,174,434 -
07/20/2011 28,174,085 -
07/21/2011 28,150,466 -
07/22/2011 27,877,989 -
07/25/2011 27,908,472 -
07/26/2011 27,936,898 -
07/2712011 28,062,722 -
07/28/2011 27,398,853 -
07/29/2011 27,225,892 -
08/01/2011 26,514,898 -
08/02/2011 26,107,184 -
08/03/2011 26,058,601 -
08/04/2011 26,066,711 -
08/05/2011 26,105,509 -
08/08/2011 26,241,045 -
08/09/2011 26,348,602 -
08/10/2011 26,010,313 -
08/11/2011 25,800,342 -
08/12/2011 25,815,835 -
08/15/2011 52,912,468 -
08/16/2011 53,534,478 -
08/17/2011 53,500,336 -~
08/18/2011 55,516,312 -
08/19/2011 53,914,576 -
08/22/2011 53,546,037 -
08/23/2011 51,325,303 -
08/24/2011 50,431,939 -
08/25/2011 50,717,034 -
08/26/2011 50,699,310 -
08/29/2011 51,468,566 -
08/30/2011 51,690,246 -
08/31/2011 52,404,742 -
09/01/2011 52,883,600 -
09/02/2011 - -
09/05/2011 51,898,136 -
09/06/2011 51,942 463 -
09/07/2011 53,287,788 -
09/08/2011 54,321,543 -
08/08/2011 56,667,209 -
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08/12/2011 56,802,695
09/13/2011 57,226,187
09/14/2011 57,583,227
09/15/2011 58,553,854
09/18/2011 59,122,446
09/19/2011 58,617,726
09/20/2011 58,626,919
09/21/2011 58,241,615
00/22/2011 58,262,644
09/23/2011 56,674,658
09/26/2011 57,879,882
09/27/2011 59,176,446
09/28/2011 57,918,884
09/29/2011 58,900,427
09/30/2011 57,219,566
10/03/2011 56,313,141
10/04/2011 55,912,197
10/05/2011 57,341,678
10/06/2011 58,435,360
10/07/2011 -

10/10/2011 60,687,443
10/11/2011 59,198,110
10/12/2011 62,677 472
10/13/2011 62,189,919
10/14/2011 63,692,856
10/17/2011 62,084,711
10/18/2011 64,540,672
10/19/2011 64,770,248
10/20/2011 64,225,622
10/21/2011 65,683,420
10/24/2011 65,850,811
10/25/2011 65,062,135
10/26/2011 64,575,559
10/27/2011 69,667,426
10/28/2011 73,844,380
10/31/2011 68,599,657
11/01/2011 66,858,203
11/02/2011 67,627,873
11/03/2011 69,636,645
11/04/2011 69,664,779
11/07/2011 69,401,729
11/08/2011 69,742,061
11/09/2011 66,851,976
11/10/2011 -

11/11/2011 69,070,795
11/14/2011 68,260,963
11/15/2011 67,654,883
11/16/2011 67,979,297
11/17/2011 66,973,561
11/18/2011 66,980,368
1172172011 67,345,302
11/22/2011 69,550,770
11/23/2011 -

11/24/2011 68,149,159
11/25/2011 68,103,767
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11/28/2011 67,488,768 -
11/29/2011 67,787,758 -
11/30/2011 67,147,763 -
12/01/2011 67,086,213 -
12/02/2011 67,061,785 -
12/05/2011 67,031,741 -
12/06/2011 66,755,445 -
12/07/2011 70,791,029 -
12/08/2011 71,753,872 -
12/09/2011 72,585,368 -
12/12/2011 73,436,048 -
12/13/2011 72,731,525 -
12/14/2011 72,851,735 -
12/15/2011 71,206,169 -
12/16/2011 70,318,680 -
12/19/2011 70,322,118 -
12/20/2011 72,314,888 -
12/121/2011 71,825,878 -
12/22/2011 78,399,504 -
12/23/2011 78,401,167 -
12/27/2011 78,322,119 -
12/28/2011 81,157,926 -
12/29/2011 82,452 593 -
12/30/2011 82,270,218 -
01/02/2012 - -
01/03/2012 94,561,612 -
01/04/2012 94,892,531 -
01/05/2012 96,096,744 -
01/06/2012 95,372,685 -
01/09/2012 92,641,094 -
01/10/2012 96,516,439 -
01/11/2012 98,154,081 -
01/12/2012 99,771,149 -
01/13/2012 - -
01/16/2012 98,982,038 -
01/17/2012 94,427,628 -
01/18/2012 97,190,972 -
01/19/2012 100,838,403 -
01/20/2012 100,658,767 -
01/23/2012 101,631,432 -
01/24/2012 103,555,533 -
01/25/2012 106,417,378 -
01/26/2012 108,430,803 -
01/27/2012 125,711,990 62,560,584
01/30/2012 126,163,028 65,001,864
01/31/2012 126,039,349 61,839,252
02/01/2012 123,353,147 56,617,762
02/02/2012 124,186,108 56,193,368
02/03/2012 124,593,715 52,588,752
02/08/2012 122,544 351 51,046,872
02/07/2012 125,061,518 54,269,624
02/08/2012 125,181,484 53,448,820
02/09/2012 125,147,041 48,979,864
02/10/2012 125,524,820 48,807,880
02/13/2012 125,401,441 50,444 436
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02/14/2012 127,337,622 51,717,968
02/15/2012 126,908,301 51,706,496
02/16/2012 126,232,307 52,131,796
02/17/2012 - -

02/20/2012 125,496,566 48,707,460
02/21/2012 127,442,929 47,859,668
02/22/2012 127,943,468 47,803,892
02/23/2012 128,143,932 48,056,652
02/24/2012 128,197,993 48,501,808
02/27/2012 128,759,881 49,962,864
02/28/2012 129,003,016 50,142,140
02/29/2012 129,887,198 50,452,808
03/01/2012 129,771,936 51,055,536
03/02/2012 131,768,548 49,957,938
03/05/2012 134,611,026 48,875,644
03/06/2012 136,670,905 50,655,420
03/07/2012 137,399,706 49,544,876
03/08/2012 137,242,492 49,724,496
03/09/2012 135,867,233 49,248,324
03/12/2012 136,974,905 49,666,256
03/13/2012 134,927,272 49,146,444
03/14/2012 137,023,545 47,913,840
03/15/2012 137,926,901 48,085,788
03/16/2012 137,940,158 49,500,428
03/19/2012 138,833,530 48,946,504
03/20/2012 138,978,719 50,095,804
03/21/2012 154,304,951 52,542 480
03/22/2012 176,598,844 61,100,484
03/23/2012 178,937 377 60,525,240
03/26/2012 174,305,324 59,148,584
03/27/2012 175,372,249 58,114,248
03/28/2012 180,246,289 57,785.224
03/29/2012 180,617,205 58,992,360
03/30/2012 168,370,300 58,879,880
04/02/2012 181,518,641 57,819,958
04/03/2012 182,155,910 57,121,964
04/04/2012 184,322,182 60,482,140
04/05/2012 184,323,061 60,482,616
04/06/2012 184,006,468 60,216,886
04/09/2012 184,927 225 61,108,212
04/10/2012 184,530,965 71,853,320
04/11/2012 185,441,910 71,025,360
04/12/2012 185,398,279 68,785,480
04/13/2012 186,239,810 72,598,024
04/16/2012 187,034,251 73,376,576
04/17/2012 186,630,091 70,357,192
04/18/2012 187,663,989 72,906,072
04/19/2012 188,580,913 75,215,453
04/20/2012 188,408,744 75,276,095
04/23/2012 190,412,469 82,173,581
04/24/2012 188,644,884 81,456,263
04/25/2012 187,644,321 84,176,313
04/26/2012 188,059,782 87,996,439
04/27/2012 192,810,686 85,933,435
04/30/2012 191,311,240 91,061,626
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05/01/2012 186,683,923 88,887,431
05/02/2012 185,489,619 88,814,768
06/03/2012 182,696,518 89,511,682
05/04/2012 182,691,110 89,506,005
05/07/2012 177,151,245 91,468,679
05/08/2012 155,343,373 81,885,979
05/09/2012 146,738,714 -
056/10/2012 - -
05/11/2012 - -

1369

FDICPROD-0024286



CFl Monitoring Group

What Happened in JP Morgan’s CIO?
A Primer
(July 16, 2012)
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CFi Monitoring Group

- Background

- What happened to JP Morgan in the Markets?

- What happened to JP Morgan’s CIO Trading Portfolio?

- Directional Risk
- Investment Grade vs. High Yield Risk
- “On the Run” vs. “Off the Run” Risk

-  What Happened to JP Morgan’s ClO Controls?
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Background CFI Monitoring Group

- January — April 6t 2012

- JP Morgan commences selling protection (going long) the CDX investment grade Indices going from Net
protection buyers of $8 billion to Net protection sellers of $60 billion Net Notional by the end of March (The
largest of these positions is the CDX |G Series 9, which had a Net protection sell of nearly $75BIn.

- JP Morgan also increases its position in the European ITRAXX Investment Grade indices from Net protection
sellers of $76 billion to Net protection sellers of $115 billion by the end of March (The largest of these
positions is in the ITRAXX Series 9, which had a Net Protection Sale of $90 Billion by the end of March)

- Both Indices are considered “off-the-run” and liquidity in these markets can be limited
- JP Morgan had sold enough protection in these indices to.create a market disiocation

- As hedge funds saw the dislocation they attempted to purchase protection in anticipation of a market
correction, but the size of JPM’s trades dislocated markets further, creating paper losses for the hedge funds

- ltis suspected that these Hedge Funds begin to circulate news of the large JPM positions
- April 6th 2012

- Bioomberg reports of the “London Whale”, a JP Morgan trader amassing a large positions in the CDX IG
Series 9 and the European ITRAXX Series 9 Indices ’

- April 6% — May 10th 2012
- JP Morgan in separate statements indicates

- “The CIO unit is focused on managing the long-term structural assets and liabilities of the firm and is
not focused on short-term profits.”

- “Our CIO activities hedge structural risks and invest to bring the company’s asset and liabilities into
better alignment.”

- Markets reacts to reports and begins to trade against JP Morgan
- May 10th 2012 ’

- Jamie Dimon makes public announcement of potential losses and potential errors made by JPM and its C1O
group

n Purposes Only. FDICPROD-0036009
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What Happened to JP Morgan in the Markets? (A Simple Example) cr monitoring Group

| CDXIG Series 9, 5 Year |

Theoretical Spread

JP Morgan (CI0) ) (Cost of Buying Hedge Funds
Protection on Underlying
Trade MTM Result Credits) Trade MTM Resuit
Sell $1MM Prot CDX IG None, assuming initiai Buy $1MM Prot CDX iG None, assuming initiai
Series 9 @ 200 trade at Market Series 9 @ 200 trade at Market
Selt $1MM Prot CDX iG Made 10 Bps on Buy $1MM Prot CDX IG Lost 10 Bps on Original
Series 9 @ 190 Original $1MM Position Series 3 @ 190 $1MM Position
Sell $1MMProt CDX IG Made 20 Bps on 15t and Buy $1MMProt CDX IG Lost 20 Bps on 1% and
Series 9 @ 180 10 Bps on 2™ Position Series 9 @ 180 10 Bps on 2™ Position
Offer Seit $1MMProt No MTM ChangélSince«sl [ g, MO INTEREST No MTM Change Since
CDX IG Series 9 @ 180 no transacu"o‘ns}ii" i I eIy #TO BUY no transactions
Buy $1MM Prot CDX iG Lost 20bps on Original, 200 Bps (20 Skew) Sell Prot CDX IG Series Made 20bps on Original,
Series 9 @ 220 30bps on 279, 40bps on 3™ P 9@ 220 30bps on 27, 40hps on 3

The Simple Example Synopsis

- JP Morgan begins selling protection on the CDX I1G Series 9 at or near theoretical vaiue of the underlying credits and
continues to sell at lower spreads, which begins to drive the index below the theoretical value, creating a Negative Skew

. - Hedge Funds see an arbitrage opportunity and begin buying protection, waiting for spreads to return to theoretical
- JP Morgan continues selling protection, driving the spread down further and creating MTM losses for hedge funds
- Hedge Funds circuiate rumors of large positions held by JPM, and begin to realize that JPM needs to exit these positions

- Hedge Funds get the fast laugh, as the spreads finally do converge to theoretical and JPM is finding it very expensive to
Buy back their protection
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What Happened to JP Morgan’s CIO Trading Portfolio? CFl Monitoring Group

The CIO Trading Portfolio (Is an index an index?)
- The CIO had nearly 100 individual index positions of varying exposures, vintages, and tenors

- They severely underestimated the ability for these indexes to diverge from historical or assumed relationships and move
independently

- This problem was exacerbated by the fact that they became such a large participant in some specific indexes (CDX IG
Series 8 and the ITRAXX Main Series 9) that it caused greater market disiocation

What were the Major Risks to JPM? (Recall our earlier “Basis Risk” discussion)

- “Directional Risk” is the Risk that the spreads move against you, uniformly across indices and in parallel

Unexpected Parailel

SPRO1 of Portfolio Market Move —»1 Unexpected Loss/Gain Directional Risk

- “Investment Grade vs. High Yield” Is the Risk that Investment Grade Indices (ie. CDX IG and the ITRAXX Main)
dislocate from assumed relationships to the High Yield indices (ie. CDX HY and the ITRAXX XO)

CDX IG Series 17 Change in Relationship —»{  CDX HY Series 17 High Yield vs. investment Grade Risk

- “On the Run” vs “Off the Run” is the Risk that “Off the Run” Indexes perform in an unexpected manor in relation to
“On the Run” indexes

CDX G Series 9 Change in Relationship CDX IG Series 18 “On the Run” vs “Off the Run Risk”

Confidentisl - Eor Inteenal Discussion Purposes Only.  CONFIDENTIAL FDICPROD-00360095
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What Happened to JP Morgan’s ClO Trading Portfolio?

CFi Monitoring Group

How big are these Risks and how do they appear? (A Hypothetical Portfolio Loosely
based on JPM positions as of May 5th)

Beta Adjusted
Net Notional SPRO1 Assumed Beta* SPRO1

US High Yield (5,000,000,000) 8,000,000 50 40,000,000
US Investment Grade

CDX G Series 9 "Off the Run" 75,000,000,000 (40,000,000

CDX G Series 14 "Off the Run” {5,000,000,000} 2,000,000

CDXIG Series 15 "Off the Run" {20,000,000,000) 7,000,000

CDXIG Series 16 "Off the Run” {20,000,000,000) 7,000,000

CDXIG Series 17 "On the Run” 10,000,000,000 (5,000,000}

[ CDXIG Series 18 "On the Run” 20,000,060.000 {8,000,000)

Total US {nvestment Grade 60.000,000,000 138,000,000} 1.0 (38,000,000}
European High Yield {10,000,000,000} 3,000,000 5.0 15,000,000
European Investment Grade 115,000,000,000 {25,000,000) 1.0 {25,000,000}
Total 160,000,000,000 {52,000,000} {B,000,000}

) Assumed to be the Beta? Baseline

How big are these Risks and how do they appear? (Some Basic Definitions)

- SPRO1 Is the profit or loss from a 1 basis point widening of the underlying spread

- *Beta is the assumed relationship between the performance of two different Indexes, Beta's are based on the “On the

Run” CDX IG Series 18 and CDX IG Series 17

~ Beta Adjustment Is simply the SPRO1 for a given Index multiplied by it Beta

Confidenitial ~ For Internal Discussion Purposes Only.
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What Happened to JP Morgan’s ClO Trading Portfolio?

CF} Monitoring Group

Directional Risk — What is it? How Does it Work?

Beta Adjusted Basis Point Projected Profit &
Net Notionat SPRO1 Assumed Beta” SPRO1 Spread Move Loss
US High Yield (5,000,000,000 8,000,000 50 40,000,000 250 200,000,000
US Investment Grade
CDX{G Series 9 "Off the Run" 75,000,000,000 {40,000,000} 10 {40,000,000} 5.0 (200,000,000}
CDXIG Series 14 "Off the Run" {5,000,000,000} 2,000,000 10 2,000,000 50 10,600,000
CDX G Series 15 "Off the Run” {20,000,000,000) 7,800,000 .10 7,000,000 59 35,000,000
CDX IG Series 16 "Off the Run® {20,000,000,000) 7,000,000 10 7,000,000 50 35,000,000
CDX G Series 17 "On the Run" 10,000,000,000 15,000,000) 10 (5,000,000 50 (25,000,000
CDXG Series 18 "On the Run” 20,000,000,000 {2,000,000) 10 18,000,000 8 (45,000,000} ]
Total US Investment Crade 60,000,000,008 (38,000,000} 10 (38,000,000} 59 {190,000,000)
quropean High Yield (10,000,000,000) 3,000,600 50 15,000,000 250 75,008,000
European Investment Grade 115,000,000,000 (25,000,000} 10 (25,000,000} 50 {125,000,000,
Total 160,000,000,000 (52,000,000} {8,000,000) (40,000,000)

D Assumed to be the Beta1 Baseline

How can “Directional Risk” drive JP Morgan’s Losses

As indicated in the previous slide the “Directional” P&L results from a uniform widening of spreads, under predefined

Beta assumptions.

in the example above the Invesiment Grade indexes widen by 5 basis points and the High Yield Indexes move by 25

basis points, maintaining the original 5:1 Beta assumption.

We then multiply the SPRO1 by the basis point move, arriving at the Profit or Loss in each position

Summing those individual positions we come to a ($40,000,000) loss, purely from the 5 basis point “Directional” move

Confidentia
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What Happened to JP Morgan’s CIO Trading Portfolio?

CFi Monitoring Group

Investment Grade vs. High Yield Risk —~ What is it? How Does it Work?

Beta Adjusted Basis Point Projected Profit &
Net Notional SPRO1 Assumed Beta* SPRO1 Spread Move Loss
US High Yield {5,000,000,000} 8,000,000 50 40,000,000 150 120,000,000
US Investment Grade
CDXIG Series 8 "Off the Run" 75,600,000,000 {40,000,000} 10 {40,000,000) 50 {200,000,000)
CDX G Series 14 "Off the Run" {5,000,000,000) 2,000,000 10 2,000,000 5.0 10,000,000
CDXIG Series 15 "Off the Run" {20,000,000,000} 7,000,000 10 7,000,000 50 35,000,000
CDX G Serles 16 "Off the Run" {20,000,000,000) 7,000,000 1D 7,000,000 5.0 35,000,000
CDXIG Series 17 "On the Run” 10,000,000,000 (5,000,000} 10 {5,000,000) 50 (25,000,000
CDXIIG Series 18 "On the Run” 20,000,000,000 (3,000,000} 10 (3,000,000} 59 im0 )
Total US Investiment Grade 60,000.000,000 (38,000,000} 0 (33,800,000 50 1195,000,000}
Fumpean High Yield {10,000,000,000) 3,000,000 5.0 15,000,000 5.0 45,000,000
European | Grade 115,000,600,000 (25,000,600} 10 (25,000,000} 59 {125,000,
Total 160,000,000,000 {52,000,000) {8,000,000}

[T Assumed to be the Beta? Baseline

How can “Investment Grade vs. High Yield Risk” drive JP Morgan’s Losses

As indicated in the previous slide the “Investment Grade vs. High Yield” P&L resuits from spread movements of
Investment Grade positions that are not in fine the original projected relationships to High Yield positions (Beta’s).

in the example above the investment Grade Indexes widen by 5 basis points and the High Yield Indexes only move
by 15 basis points (implying a Beta of 3:1 vs. the assumed Beta of 5:1).

We then multiply the SPRO1 by the basis point move, arriving at the Profit or Loss in each position

Summing those individual positions we come to a total loss from the move in spreads of ($150,000,000).

Recall from the previous slide you can categorize ($40,000,000) of the loss from “Directional” moves and the
remaining ($110,000,000) as a “investment Grade vs. High Yield” loss.
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What Happened to JP Morgan’s CIO Trading Portfolio?

‘CFl Monitoring Group

“On the Run” vs, “Off the Run” Risk ~ What is it? How Does it Work?

D Assumed fo be the Beta? Baseline

g Beta Adjusted Basis Point Projected Profit&
Net Notional SPRO1 Assumed Beta* SPRO1 Spread Move Loss
US High Yield (5.000,000,000) 8,000,000 50 40,000,000 250 200,000,000
US Investment Grade
CDXIG Series 9 "Off the Run” 75,000,000,000 {40,000,000) 10 (40,000,000} 100 {400,000,000)
CDX IG Series 14 "Off the Run" {5,000,000,000} 2,000,000 10 2,000,000 50 10,000,000
CDX |G Series 15 "Off the Run” (20,000,600,000} 7,000,000 10 7,000,000 50 35,000,000
CDXIG Series 16 "Off the Run" {20,000,000,000) 7,000,000 1.0 7,000,000 5.0 35,000,000
CDX IG Series 17 “On the Run" 10,000,000,000 {5,000,000) 10 (5,000,000) 50 {25,000,000)
{{CCOXIG Series 18 "On the Run” 20,000,000.900 (2000000 10 3,000,000 50 (s 000000 )
Total US Investment Grade 60,000,000,000 (38,000,000} 10 (38,000,000} 50 (390,000,000}
FUVOPEHR High Yield {10,000,000,000) 3,000,000 5.0 15,000,000 250 75,000,000
European Investment Grade 115,000,000,000 (25,000,000} 10 (25,000,000} 50 (125,080,000
Total 160,000,000,000 {52,000,000} {8,000,000)

How can “On the Run” vs. “Off the Run” Risk drive JP Morgan’s Losses

As indicated on the initial slide the “On the Run” vs. “Off the Run” P&L results from spread movements of “On the
Run” positions that are not in line with or the original projected relationships to “Off the Run” positions. (It would
appear that JPM assumed that the relationship was 1:1 or movements would move in lockstep)

In‘the example above most of the Investment Grade Indexes widen by 5 bps and the High Yield Indexes move 25 bps
(the correct 5:1 Beta assumption) . However the CDX IG Series 9 “Off the Run” moves by 10 bps, which is not in line
with the “On the Run” Series 18.

We then multiply the SPR0O1 by the basis point move, arriving at the Profit or Loss in each position

Summing those individual positions we come to a total loss from the move in spreads of ($240,000,000).

Recall from the previous slide you can categorize ($40,000,000) of the loss from “Directional” moves and the
remaining ($200,000,000) as a “On the Run” vs. “Off the Run” loss.
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What Happened to JP Morgan’s ClO Trading Portfolio? v CFi Monitoring Group

“Basis Risk” Is it that Easy?
- In the previous slides we have demonstrated a very simple example and isolated the Basis risks individually
- With nearly 100 positions, the relationships and potential for market deviation increases significantly

- There are 6 primary indexes traded

- On average each Index has approximately 7-8 different Series

- There are up to 4 different Tenors (maturities) traded

- Some of the Index/Series/Tenors also have 4-5 tranche positions

- One can easily see how there can be a fairly complex matrix of Beta’s, which would need to be dynamically hedged
and adjusted

€OXiG CDXI0 CDXIG ©DXIO CPXIG CDXIG ODXIG CDXK cox v FIRAXX
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- To mange the process Indexes, Series, Tenors, or Tranches are sometimes grouped and assumed to have similar
performance, significantly simplifying the correlation matrix.

- However, this grouping can mask refationships as was the case in the CDX IG Series 9 “Off the Run” vs the CDX IG
Series 18 “On the Run”
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What Happened to JP Morgan’s CIO Controls? CFt Monitoririg Group

Letting Traders advise on closing prices without consistent Independent Price Verification
- The previous slides provided an indication of the potential P&L effects from spread changes in specific positions

- Depending on the liquidity of the specific indexes Bid/Offers can range from 5 or less bps under normal liquid market
dynamics for “On the Run” investment Grade Indices to easily 20-30+ bps on “Off the Run” High Yield or less liquid
tranche positions

- It appears that, although arguably “GAAP" approved, traders were marking their positions on the favorable side, and not
at Mid or on a consistent basis.

- Marking spreads on the tight (low) side for Net protection sold positions and,

- Marking spreads on the wide (high) side for Net protection bought positions

Poor Implementation and Governance of new trading models
- Poor and inconsistent new mode! testing and governance, as ClO itself had primary control of the process

- Anew model was put in place at the beginning of the year and it was discovered to contain errors and inconsistencies
that resulted in a period of poor risk controls, during this period traders continued increasing positions

- After discovery of the issues the old model was finally reinstated, but by then the positions were already on the books

Poor Risk Controls and Structure

- Failure to identify and set limits to increasing risks as market dynamics shifted

- An ability for CIO management to override existing Risk limit breaches

- C{0O had an insular structure with limited visibility and control from other groups within the firm

- ClO's trading successes bred an environment where risk mangers were not motivated to bring issues to the attention of
senior management

Potential incentive alignment issues, as CIO Senior Management {including traders) had significant input in CIO Risk
Manager bonus compensation. (Which can easily be multiples of an employees base salary)
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Microsoft Outlook

From: Charurat, Bob
Sent: Tuesday, June 05, 2012 11:09 AM
- To: Reitz, Kar R.; Bennett, Rosatind

Subject: FW: JPM Position Report, as provide to FSA
Attachments: JPM provided positions to FSA June 30 2011 to May 11 2012.x1sx

Bob Charurat

Sr. Large Bank Specialist
RMS Mid-Tier Bank Eranch
Blackberry:

From: Yao, James

Sent: Wednesday, May 30, 2012 11:03 AM )

To: Needham, Catherine; Arya, Om P.; Capsavage, Brian A.; Charurat, Bob
Cc: Ledbetter, Stephen L.

Subject: IPM Position Report, as provide to FSA

Catherine,

As reguested, please find attached a summary position report | prepared from the JPM information provided to
FSA. it shows the month end positions of the Indexes going back to June of 2011. It appeats that 1PM did not
significantly increase their positions until the beginning of this year, specifically in the US and European High
Grade indexes. That being said they-did have a Net Long of 50-7SBIn throughout the end of last year.

Please keep in mind that these are net notionals alone and may not represent risk profiles directly. Again, this
does not take into account things like maturity and teverage from tranches, that are represented in the CROL's

or SPRO1's, There is also a simple graph of the positions on the following tab for your reference.

Please let me know if you have any additional questions.

James

9/6/2012 .
PRIVILEGED AND CONFIDENTIAL . . FDICPROD-0039217
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Microsoft Qutiook

From: Arya, Om P.

Sent: Wednesday, June 06, 2012 8:36 AM

To: Yao, James; Charurat, Bob; Bennetf, Rosalind; Reitz, Karl R.; Burton, Steven
Ce: Byars, Jessica P,

Subject: FW: Synthetic Credit Report - June 6, 2012

Attachments: Synthetic Credit Risk Pack 8-6-12.pdf

From: Gillis, David KF {mailto:david.kf.gillis@jpmchase.com]

Sent: Wednesday, June 06, 2012 7:48 AM

To: Dianne.Dobbeck@ny.frb.org; Needham, Catherine; Arya, Om P.; "Scott Waterhouse"; Waterhouse
{Regulator), Scott X

Cc: Genova, Diane M.; Hill, Erin; Gunselman, Gregg B

Subject: Synthetic Credit Report - June 6, 2012

Confidential

As requested, attached please find a detailed daily P&L and Risk report refated to the Synthetic Credit
Book dated June 6, 2012 for COB June 5, 2012. These materials are in draft form and are subject to
continuing internal review.

Please contact me at 212-648-0362 with any questions.

David Gillis

David K.F. Giilis
Munaging Director & Associate General Counsel

J.P. Morgan

270 Park Avenve, 38% FI,, New York, New York 10017
davidklgitis@ipmorean.com B Tel: 212.648.0362 @ Cell: 917,359.8854 & Fax: 917.463.0170

This communication is for informational purposes anfy. ft is ot intended as an offer ar soliciiatian for the purchase or safe of any financial instrument or as
an official confirmation of any ransaction. Alf macket prices, data and other information ar: ot warmanted as to completeness or sccuracy end acc subject 10
change witfiou! Rotice, Any comments of statements 1pade herein do not necessarily reflect those of JPMorgan Chase & Co., its subsidiaries and alTiliates.
This ission wiay contain § on that is privileged, ial, begally privileged. snd/or exempt from disclosure under applicable law, I you sre
ot the intended recipient, you are hereby aotificd that any disclosute, copying, distribution, or use of Lhe infarmation contained hercin tincluding any
seliance thercon) is STRICTLY PROHIBITED. Although this transmission and any attachments are betieved 1o be free of any virus ot other defect that
might affect any compuer system into which i¢ is received and openied, it is the responsibitity of the recipient to ensure that it is virus free and no
respansibility is accopted by JPMorgan Chase & Co., its subsidiarizs and afflistes, 25 applicable. for any loss or damage arising in auy way from its use, if
you receised this transmissioh in ermor, please immediately contact the sender and destroy the material in its entircty, whether in clestronic or hard copy
Format. Thank you. Ploase refur to hupsiwiew.ipioran for disclosures relating to Eurapean legal entities

9/6/2012
PRIVILEGED AND CONFIDENTIAL FDICPROD-0038218
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From: Drew, Ina <Ina.Drew@jpmorgan.com>

Sent:  Thu, 05 Apr 2012 23:02:52 GMT

To: Braunstein, Douglas <Douglas.Braunstein@jpmorgan.com>
Subject: Re: Bloomberg and upcoming WSJ stories

"I will be on cell. T called you around 5 30

----- Qriginal Message ~---~

From: Braunstein, Douglas

Sent: Thursday, Aprit 05 2012 06:58 PM

To: Drew, Ina

Subject: Fw: Bioomberg and upcoming WSJ stories

If you are around tmrw would like to catch up around what we say next week on this topic

----- Original Message -=---
From: Evangelisti, Joseph
Sent: Thursday, April 05, 2012 06:52 PM
To: Executive Committee
Cc: Press Team 2012
" Subject: Bioomberg and upcoming WSJ stories

Below is the first version of a Bloomberg report related to hedging positions in our CIO group. The Wall
Street Journal is expected to run a front-page story on this tomonow as well. We've corrected some
information ?(stUt our CIO function and provided the following comments. Please refer any follow up calls
to me. Thanks, Joe

* The Chief lnvstment Office is responsub!e for managing and hedgvng the firm’s foreign exchange, interest
" rate and other structurai risks.

*ClOIs focused on managing the long-term structural assets and liabilities of the firm and is not focused
on short-term profits.

* Our CIO activities hedge structural risks and invest to bring the companys asset and fiabilities into better
alignment.

* Our CIO resuits are disclosed in our quarterly earnings reports and are fully transparent to our regulators.

BLOOMBERG
JPMorgan Trader Iksil's Heft Is Said to Distort Credit Indexes
2012-04-05 22:45:58.172 GMT

By Stephanie Ruhle, Brediey Keoun and Mary Chiids

April 6 (Bioomberg) -- A JPMorgan Chase & Co. trader of derivatives Jinked to the finandial health of
corporations has amassed positions so large that he’s driving price moves in the muiti-trillion-dollar market,
according to traders outside the firm.

The trader is London-based Bruno Iksil, according to five counterparts at hedge funds and rivai banks who
requested anonymity because they're not authorized to discuss the transactions. He spedalizes in credit-
derivative indexes, an off-exchange market that during the past decade has overtaken corporate bonds to
‘become the biggest forum for investors betting on the likefihood of company defaults.

Confidential T d By JPM-CIO 0000546
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Investors complain that Iksil’s trades may be distorting prices, affecting bondholders who use the
instruments to hedge hundreds of billions of dollars of fixed-income holdings.

Analysts and economists also use the indexes to help gauge interest rates that companies must pay for
new credit.

Though Iksif reveals little to other traders about his own positions, they say they've taken the opposite side
of transactions and that his orders are the biggest they've encountered. Two hedge-fund traders said they
have seen unusually large price swings when they were told by dealers that Iksi was in the market.

Joe Evangelisti, a spokesman for New York-based JPMorgan, declined to comment on Iksil’s specific
transactions. Iksi didn‘t respond to phone messages and e-mails seeking comment. '

Speculation Intensifying

Speculation about his positions intensified yesterday after the newest and most-active Index of investment-
grade credit, the Markit CDX North America Investment Grade Index of credit- default swaps Series 18
climbed 4.4 basis points to a mid-price of 97 basis points at 5:13 p.m. in New York, the biggest increase in
almost four months, according to Markit Group Ltd.

The credit indexes are finked to the default risk on a basket of 100 or more companies.

In some cases, ks is befieved to have “broken” the index -- Wall Street lingo for the market dysfunction
that occurs when a price gap opens up between the index and its underlying constituents, the people said.
The persistence of price disiocations has frusirated some hedge funds that were betting on the gap to dlose
over time, the people said. :

For Related News and Information:

RBS earnings: RBS LN <Equity> EM <GO>

More European banking stories: TNI BNK EUROPE <GO> Top stories about finance: FTOP <GO> Top U.K.
stories: TOP UK <GO>

--Editors: David Scheer, Peter Eichenbaum

To contact the reporter on this story:

Bradley Keoun in New York at +1-212-617-2310 or bkeoun@bicomberg.net; Stephanie Ruhle in New York
at +1-212-617-0784 or sruhle2@bloomberg.net; Mary Childs in New York at +1-212-617-6772 or
mchilds5@bloomberg.net.

To contact the editor responsible for this story:

David Scheer at +1-212-617-2358 or

dscheer@bloomberg.net;

Shannon D. Harrington in New York at +1-212-617-8558 or sharrington6@bloomberg.net.

Confi sal Tr d By JPM-CIO 0000547
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From: Wilmot, John <JOHN.WILMOT@)jpmorgan.com>

Sent:  Fii, 06 Apr 2012 19:08:40 GMT

To: Dimon, Jamie <ja:qie.d§mon@jpmchase.com>; Braunstein, Douglas
) <Douglas.Braunstein@jpmorgan.com>

CcC: Drew, Ina <Ina.Drew@jpmorgan.com>

Subjeet: synthetic credit tranche reserve

Jamie and Doug,

The CIO eredit book was fully marked at quarter end based on our estabiished pricing and valuation approach
(resulting in ${558)mm in synthetic book MTM offset by $183mm in positive credit securities revaluation). Given
the recent deterioration in market liquidity in series 9 synthetic credit tranche positions, we are proposing a
liquidity reserve of $155mm for 1012 for these positions. This reserve was estimated utifizing our established
VCG liquidity reserve framework. Let me know if you have any questions.

John
.com | & Work: {212) 834-5452 | R Cell: {917) 664-1650

John €. Wilmet | Chief In Office | D john.wilmot®jpmorg

Confi i T Req d By JPM-CIO 0000576
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From: Wilmot, John <JOHN. WILMOT@jpmorgan.com>

Sent:  Mon, 09 Apr 2012 21:52:47 GMT

To: B.mm.lstegn, Dougias <Douglas.Braunstein@jpmorgan.com>; Dimon, Jamie
’ <jamie.dimon@jpmchase.com>

Subject: FW: Series 9 tranche Jiquidity reserves

Below is detaii relative to the liquidity reserve taken on the Series 9 credit tranche positions. | will forward the related
notional expasures tomorrow merning as they are not included below and London is closed. John

John C. Wilmot { Chief Office | (3 fohn.wi jpmorgan.com | S Work: {212} B34-5452 | R Cell; (917} 664-1690

6 CREDIT TRANCHE POSITIONS IMPACTED
3 Maturities of ITRAXX Series 8 {Syr, 7yr, 10yr Maturity)
3 Maturities of CDX investment Grade {Syr, 7yr, 10yr Maturity}

CREDIT TRANCHES HQUIDITY RESERVE DETAILS

Total increase of approximately +5155Million

i!ATIONALE FOR ADDITIONAL TRANCHE LIQUIDITY RESERVES
As part of Ci0's recurring tiquidity review, Credit Index markets {post Series 8) are deemed liquid and are excluded from
C10’s Liquidity Reserve computation. Liquidity reserves are taken for the Series 6, 7, and 8 Credit index and Tranches.

Credit Tranche markets have always been considered fess liquid {compared to index markets} and Liquidity reserves are
therefore computed and taken. However, in the past, the Liquidity Reserve associated with these 6 Series-3 Tranche
positions was not taken because their markets were deemed sufficiently liquid. The additional +$155Million Liquidity
Reserve was taken due to the inclusion of these 6 Series-g tranche positions; this reflects the market's reduced liquidity.

CALCULATON METHODOLOGY (DEFINED BELOW} -

liquidity Reserve = [CS01] X Square Root {Holding Period] X {Spread Volatility}

[A] C501 (Credit Spread sensitivity to a 1bps change in market spreads relative to Position Size}

{B} Holding Period {IPM 1B suggested maximum 120days used by CiO}

[C} Spread Volatility {provided by JPM I8 VCG; varies by position in capital structure; highest volatility for Equity
tranches; lowest volatility for Super Senior tranches}

c ial T t Req d By JPM-CIO 0000987
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“
"JPMorganChase

CONTROLLERS
CORPORATE ACCOUNTING POLICIES

CATEGORY: 1-0100 General Accounting Policies POLICY NO: 1-0105
SUBJECT: Fair Value Measurement EFFECTIVE DATE: January I, 2012
ISSUE DATE: May 10,2012
Accounting Policies Contacts: Alistair Webster (primary)
Matt Gordon (secondary)
TABLE OF CONTENTS
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L INTRODUCTION

Accounting Standards Codification Topic 820, Fair Value Measurement (“Topic §207),
provides a single definition and framework for fair value measurements. In May 2011, The
FASB issued Accounting Standards Update No. 2011-4, Amendments to Achieve Common
Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs, to make
amendments to clarify or change previous guidance and to converge US GAAP and IFRS.
In summary, Topic 820:

Confidentlal Treatment Requested JFM-CIO 0003424
by JPMORGAN CHASE & CO.
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o Defines fair value;

» Establishes a three-level hierarchy for fair value measurements based upon the
transparency of inputs to the valuation of an asset or liability as of the measurement
date;

¢ Provides an exception to allow for portfolio based measurements for items managed on
a net basis and measured at fair value on the balance sheet.

¢ Prohibits valuation adjustments when fair value is measured using a quoted price of an
identical asset or liability, and prohibits the application of pesition size-based
premiums and discounts to level 2 and level 3 instruments except where the asset or
liability being valued is considered single unit of account, and a sized-based adjustment
would be applied by market participants.

s Requires consideration of the Firm‘s own creditworthiness when valuing liabilities; and

» Expands disclosures about instruments measured at fair value,

II. DEFINITION OF TERMS

Fair value
Fair value is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date.

» Represents an exit price. The transaction price, or entry price, may in certain cases
represent the exit price but the entry price should not be presumed to represent the fair
value of an asset or liability at initial recognition.

Highest and best use (non-financial assets)

The highest and best use of a non financial asset is determined from the perspective of
market participants, even if the entity intends a different use. However, a reporting entity’s
current use of a nonfinancial asset is presumed to be its highest and best use unless market

~ or other factors suggest a different use by market participants would maximize the value of
the asset (e.g. where the maximum value of the instrument is derived principally through its
use in combination with other instruments.)

Inputs
Observable—-Observable inputs are inputs that reflect the assumptions that market

participants use in pricing the asset or liability developed based on market data obtained
from sources independent of the Firm. Characteristics of observable inputs include readily
available, not proprietary, regularly distributed, and transparent.

Unobservable—Unobservable inputs are inputs that reflect the Firm*s own assumptions
about the assumptions that market participants would use in pricing the asset or liability
developed based on the best information available in the circumstances.

Market participants
Buyers and sellers in the principal (or most advantageous) market. A market participant

must be independent (not a related party to JPMC), knowledgeable, able to transact (have
the legal and financial capacity to do so), and willing to transact (not forced or otherwise
compelled to do so).

Confidentia Treatment Requested | JPM-CIO 0003425
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Nonperformance risk

Nonperformance risk refers to the risk that the obligation will not be fulfilled and affects
the value at which a liability is transferred. Nonperformance risk includes the reporting
entity‘s credit risk as well as settlement risk and may include, in the case of commodities,
the risk related to physically extracting and transferring the asset to the delivery point.

Unit of account

The unit of account determines what is being measured by reference to the level at which
the asset or liability is aggregated or disaggregated for purposes of applying existing
accounting pronouncements.

III. SCOPE

Instruments/transactions for which a fair value or fair-value-based measurement may apply
but are not subject to this policy include:

e Share based payments accounted for in accordance with Topic 718 and Subtopic 505-
50. While certain measurements in that guidance are fair-value-based measurements,
they may exclude the effects of certain inputs such as conditions, restrictions and other
features that would be considered in a fair value measurement under Topic 820.

¢ Instruments, such as physical commodities, valued in accordance with Accounting
Research Bulletin No. 43, Inventory Pricing.

¢ Accounting pronouncements that permit measurements that are based on, or use,
vendor-specific objective evidence of fair value.

* Situations where U.S. GAAP provides a practicability exception to the application of
fair value, for example:

~  Guarantees accounted for in accordance with Topic 460 which allows for the use
of transaction price (an entry price) to measure fair value at initial recognition.
See also Corporate Accounting Policy #1-0108, “Guarantees.”

- Certain disclosures provided in accordance with Subtopic 825-10, Disclosure
about Fair Value of Financial Instruments, where it is not practical to measure
fair value. Corporate Accounting Policies must be consulted where this is
determined to be the case.

- Certain Asset Retirement Obligations accounted for in accordance with Subtopic
410-20 and Sections 440-10-50 and 440-10-35 , Accounting for Asset Retirement
Obligations, where fair value is not readily determinable.

~  Certain Contributions accounted for in accordance with FASB Statement No.116,
Accounting for Contributions Received and Contributions Made, where
contributions cannot be measured with sufficient reliability.

Note: Topic 805, Business Combinations, requires the use of fair value as the measurement
objective, at inception, for certain assets acquired and liabilities assumed in a business
combination {for example, intangible assets) and these assets and liabilities are therefore
subject to this policy. In certain circumstances, where the valuation techniques applied to
the asset or liability may be similar to a fair value measurement but fair value is not
explicitly the required measurement objective, this policy does not apply (for example,
receivables, notes payable, plant and equipment to be used).

Confidentiai Treatmant Requasted JPMCIO 0003426
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IV. ACCOUNTING POLICY

This policy describes JPMorgan Chase’s (JPMC) policy in consideration of Topic 820.
The focus of this policy is how to arrive at a fair value measurement. This policy does not
incorporate guidance regarding which instruments are required to be measured at fair value
or which instruments the Firm has made an optional election to measure at fair valye.

Fair value measurements

Fair value is the price to sell an asset or transfer a liability in the principal (or most
advantageous) market for the asset or liability. The sale or transfer assumes an orderly
transaction’ between market participants. The transaction to sell the asset or transfer the
liability is a hypothetical transaction at the measurement date, considered from the
perspective of a market participant that holds the asset or owes the lability. Therefore, the
objective of a fair value measurement is to determine the price that would be received to
sell the asset or paid to transfer the liability at the measurement date (an exit price).
Because that exit price objective applies for all assets and liabilities measured at fair value,
any fair value measurement requires identification of the following:

The particular asset or liability that is the subject of the measurement

The valuation premise appropriate for the measurement

The principal (or most advantageous) market for the asset or liability

The valuation technique(s) appropriate for the measurement, considering the
availability of data with which to develop inputs that represent the assumptions that
market participants would use in pricing the asset or liability.

apop

A. Valuation Premise

The valuation premise considers that an asset would be used either (a) in combination
with other assets or with other assets and liabilities (for example, a reporting unit or
business) or (b) on a standalone basis (for example, a financial instrument). Whether
the asset or liability is a standalone asset or liability or a group for recognition or
disclosure purposes depends on its “unit of account™. The unit of account is generally
determined in accordance with the Topic that requires or permits the fair value
measurement.

Financial instruments are generally valued using a standalone valuation premise.
However, Topic 820 provides an exception to allow for portfolio based measurements
for items managed on a net basis and measured at fair value on the balance sheet. A
reporting entity that holds a group of financial assets and financial liabilities is exposed
to market risks (that is, interest rate risk, currency risk or other price risk) and to the
credit risk of each of the counterparties. If the reporting entity manages that group of
financial assets and financial liabilities on the basis of its net exposure to either market
risk or credit risk, the reporting entity is permitted to apply an exception to Topic 820
for measuring fair value. The exception permits a reporting entity to measure the fair
value of a group of financial assets and financial liabilities on the basis of the price that
would be received to sell a net long position (an asset) for a particular risk exposure or
to transfer a net short position (a liability) for a particular risk exposure in an orderly
transaction between market participants at the measurement date under current market

Confidential Treatment Reguested JPM-CI0 0003427
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conditions. Accordingly, the “portfolio” is valued consistently with how market
participants would price the net risk exposure at the measurement date.

The exception may be applied under the following conditions:

» The group of assets and liabilities is managed based on the net exposure to a
particular market risk (or risks) or to the credit risk of a particular counterparty
in accordance with documented risk management or investment strategy

o Information is reported on that basis to management

* Assets or liabilities are required or have been elected to be carried at fair value
on the balance sheet at the end of each reporting period.

JPMorgan Chase has elected to apply the portfolio exception to its market making
derivative portfolios and related cash instruments within the Investment Bank.

B. Relevant Market

A fair value measurement should reflect an exit price in the principal market for the
asset or liability. The principal market is the market (a) with the greatest volume and
level of activity for the asset and liability and (b) to which the Firm has access .

e Ifthere is no principal market, the exit price should reflect the amount that would
be received or paid in the most advantageous market (the market in which the Firm
would maximize the amount that would be received for an asset or minimize the
amount that would be paid to transfer a liability).

s If there are muitiple markets for the same asset or liability, the most likely exit
market should be considered to determine the exit price and the other exit markets
do not need to be considered.

o For assets and liabilities where there is little or no trading, or a one-way market, the
Firm must make a determination of what a willing counterparty would offer to
purchase an asset or assume a liability. The determination of what a willing
counterparty would offer to purchase an asset or assunrve a Hability should consider
all available market information that the market participants would use to price the
asset or liability.

A discussion of the application of principal market to certain instruments has been
included in Appendix A

See also discussion of transaction costs below.
C. Valuation/Measurement

Valuation techniques® used to measure the fair value of an asset or liability should
maximize the use of observable inputs, including inputs that reflect the assumptions
market participants would use in pricing the asset or liability developed based on
market data obtained from independent sources. Valuations must consider current
market conditions and available market information and will therefore represent a
market-based, not entity specific, measurement.

If an asset or a liability measured at fair value has a bid price and an ask price (for
example, an input from a dealer market), the price within the bid-ask spread that is

Confldential Treatment Requestad JPM-CIO 0003428
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most representative of fair value in the circumstances shall be used to measure fair
value regardless of where the input is categorized within the fair value hierarchy. The
use of bid prices for asset positions and ask prices for lability positions is permitted but
is not required. Topic 820 also permits the use of mid-market pricing or other pricing
conventions that are used by market participants as a practical expedient for fair value
measurements within a bid-ask spread.

Fair value should be based on quoted market prices, where available. If listed prices or
quotes are not available, then fair value is based upon internally developed models that
use primarily market-based or independently-sourced market parameters, including
interest rate yield curves, option volatilities and currency rates. In certain
circumstances valuation adjustments must be made to ensure that financial instruments
are recorded at fair value, These adjustments should be applied consistently over time
and may include:

e Credit valuation adjustments (“CVA”) are necessary when the market prices (or
parameters) are not indicative of the credit quality of the counterparty.

» Debit valuation adjustments (“DVA”) are necessary to reflect the impact of the
Firm‘s own creditworthiness in the valuation of labilities that are carried at fair
value. See further discussion of DVA in Appendix B of this policy. See also
discussion of Liability considerations below.

« Liquidity valuation adjustments are necessary when the Firm may not be able to
observe a recent market price for financial instruments that trade in inactive (or less
active) markets or to reflect the cost of exiting larger-than-normal market-size risk
positions. Liquidity adjustments are based upon the following factors:

- The amount of time since the last relevant pricing point
~  Whether there was an actual trade or relevant external quote
- The volatility of the principal component of the financial instrument

e Valuation adjustments are prohibited when fair value is measured using a quoted
price of an identical asset or liability In addition, the application of position size-
based premiums and discounts to level 2 and level 3 instruments is prohibited
except where the asset or liability being valued is considered single unit of account,
and a sized-based adjustment would be applied by market participants.

o Costs to exit larger-than-normal market-size risk positions are determined based
upon the size of the adverse market move that is likely to occur during the
extended period required to bring a position down to a nonconcentrated level.
Size of position adjustments may be considered when applying the portfolio
exception (as described in Section IV.A), if such adjustments would be
considered by a market participant.

¢ Unobservable parameter valuation adjustments are necessary when positions are
valued using internally developed models that use unobservable parameters
(parameters that must be estimated and are therefore subject to management
judgment) as their basis. Risk-averse market participants generally seek

Confidential Treatment Requested JPM-CIO 0003429
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compensation for the uncertainty associated with the cash flows of an asset or
liability (risk premium).

« Uncertainties and customization related to loan securitization for loans that are
expected to be securitized, fair value is estimated based on observable pricing of
asset-backed securities with similar collateral and incorporates adjustments (i.e.,
reductions) to these prices to account for securitization uncertainties including
portfolio composition, market conditions and liquidity to arrive at a whole loan
value.

s Restrictions
There are generally two types of restrictions:

Restrictions on sale

Examples of a restriction on sale include restrictions on private placements,
underwriter lock-up, and volume restrictions. An adjustment must be made to
the value of the instrument to reflect the price adjustment that a market
participant would make due to the lack of marketability. An adjustment for a
restriction should be re-evaluated and adjusted appropriately as the time to the
expiration of the restriction decreases.

Note: When a publicly traded security position incorporates both restricted and
non-restricted securities, the adjustment for restrictions will be applied only to
the restricted shares. For example, securities subject to SEC Rule 144
restrictions may have portions of the position that are unrestricted depending
on trading volume. Additionally, SEC Rule 144 shares may be free to trade if
a shelf registration has been filed.

Restrictions on use

An example of a restriction on use would include a restriction on the use of a
physical asset such as land or a building. An adjustment cannot be taken as a
result of the restriction if it is deemed to be a restriction on use.

The determination of whether a restriction should be incorporated in the valuation
of an asset or liability requires judgment and consultation with Corporate
Accounting Policies.

e Liability considerations—a fair value measurement for a liability assumes (1) that
the liability is transferred to a market participant and the liability to the
counterparty continues (it is not settled), and (2) that the risk of nonperformance is
the same before and after the transfer. Nonperformance risk or the risk that the
obligation will not be fulfilled impacts the amount at which a liability would be
transferred.

The adjustment to a valuation for nonperformance risk (or the impact of the Firm's
own creditworthiness) is called the Debit Valuation Adjustment or “DVA.” See
further discussion of DVA in Appendix B of this policy.
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D. Valuation Hierarchy

All instruments measured at fair value are required to be classified within a three-level
hierarchy that is primarily used for external disclosure purposes. The fair value
hierarchy prioritizes inputs to the valuation of an instrument. When the inputs to the
valuation fall within different levels of the hierarchy, the level in which the instrument
is classified is based on the lowest level significant input to the valuation.

Detailed below is a description of the hierarchy levels, the Firm‘s policies associated
with the determination of classification, and exa.mples3 of products included within
" each of the levels: .

Note: Maintenance of documentation to support the level of classification for a product
within the fair value hierarchy is the responsibility of the Line of Business Controllers
and CFOs.

Level 1—inputs to the valuation methodology are quoted prices (unadjusted) for
identical assets or liabilities in active markets.

e Anactive market is defined as one in which an accurate daily price can be obtained
from multiple reliable sources and a fair value measurement (exit price) may be
arrived at without adjustment or the use of a model.

e  Where a quoted price in an active market is available for the identical asset but
pricing of the individual instruments is not practical/efficient, the Firm may use an
alternative pricing method (for example, matrix pricing), Where an alternative
pricing method is utilized as a practical expedient the instruments must be
classified in a lower level of the hierarchy.

Examples of Level | instruments:

Highly liquid government bonds, certain mortgage products (for example, residential
agency pass-through securities), exchange-traded equities, and exchange-traded
derivatives,

Level 2—inputs to the valuation methodology include:

s Quoted prices for similar assets or liabilities in active markets.

s Quoted prices for identical or similar assets or liabilities in markets that are not
active, that is, markets in which there are few transactions for the asset or liability,
the prices are not current, or price quotations vary substantially either over time or
among market makers (for example, some brokered markets), or in which little
information is released publicly (for example, a principal-to-principal market).

s Inputs other than quoted prices that are observable for the asset or liability, either
directly or indirectly, for substantially the full term of the financial instrument (for
instance, interest rates and yield curves observable at commonly quoted intervals,
volatilities, prepayments speeds, loss severities, credit risks, and defauit rates).

* Inputs that are derived principally from or corroborated by observable market data
by correlation or other means (market-corroborated inputs).
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There is generally evidence of two-way flow (purchases and sales in the market) for
instruments that are classified within Leve] 2.

Examples of Level 2 instruments:

Common stocks traded and quoted on an inactive market in an emerging country,
privately placed bonds whose vatue is derived from a similar bond that is publicly
traded, over-the-counter interest rate swaps valued based on a model whose inputs are
observable LIBOR forward interest rate curves, resale and repurchase agreements,
warehouse loans, and debt obligations, certain high-yield debt securities, as well as
certain structured liabilities where the inputs to the valuation are primarily based upon
readily observable pricing information.

Level 3—inputs to the valuation methodology are unobservable and significant to the
fair value measurement, Fair value for Level 3 instruments is based on internally
developed models in which there are few, if any, external observations. For
transactions in this category, there is rarely a two-way market, and typically there is
considerable structuring (making the product largely one-off and JPMC specific).

e Unobservable inputs should only be used when observable inputs are not available
(inputs are unobservable when they reflect the Firm*s own assumptions about the
assumptions market participants would use to price the instrument),

¢ The exit price measurement objective remains the same in Level 3; therefore, the
Firm‘s own data should be adjusted if there is contrary data indicating that market
participants would use different assumptions to price the instrument.

e In certain circumstances, an instrument that is classified within Level 3 at inception
may become more observable as it approaches maturity. In those cases, when the
unobservable component is no longer significant, the instrument will be transferred
to Level 2 at that time.

Instruments for which there is an unobservable input are generally classified within
Level 3. If there is evidence present to demonstrate that the unobservable inputs are
not significant to the valuation through evidence such as two-way market trades,
extensive pricing agency data, broker data or other relevant trade information, the
instrument may be classified within Level 2.

Examples of Level 3 instruments:

Long-dated commodity swaps where the relevant forward price curve is not directly
observable or correlated with observable market data, shares of a privately held
company, structured notes with significant unobservable inputs, mortgage servicing
rights, retained interests in securitizations, and goodwill.

E. Transaction Costs

The price in the principal (or most advantageous) market used to measure the fair value
of an instrument should not include transaction costs. Transaction costs represent
incremental direct (i.e., invoiced) costs to transact in the principal or most
advantageous market, are not an attribute of the asset or liability being measured, and
are reported as direct expenses in the Consolidated Statement of Income with limited
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exception (see Corporate Accounting Policy #1-0107, “Netting of Assets and
Liabilities and Related Income and Expense”). Transaction costs include, but are not
limited to, invoiced brokerage and commissions and certain due diligence costs.

Transaction costs which are incorporated within the bid offer spread (i.e., in-the-price
brokerage) are reported net within principal transactions and are not separately
identified for reporting purposes.

Transaction costs do not include the costs that would be incurred to transport an asset
or liability to (or from) the principal (or most advantageous) market. Where location is
an attribute of the asset or liability as may be the case for a commodity, the price in the
principal or most advantageous market used to measure fair value of the asset or
liability should be adjusted for the costs that would be incurred to transport the asset or
liability to (or from) its principa! (or most advantageous) market.

F. Other Considerations

Cut-off time

For instrurnents for which quotes are available prices must be obtained at the same time
each business day. This includes cases where products are valued using models even
though market prices are available in other time zones (for example, when trading
across different exchanges). In addition, prices for hedges and the items being hedged
must be sourced at the same time of day.

For intemal trades between portfolios based in different regions, each side may be
priced using the closing price obtained at the appropriate cut-off point in the relevant
region.

V. CROSS-REFERENCES

Corporate Accounting Policy #1-0106, “Fair Value Option”

Corporate Accounting Policy #1-0107, “Netting of Assets and Liabilities and Related
Income and Expense™

Corporate Accounting Policy #1-0108, “Guarantees”

Corporate Accounting Policy #1-0112, “Consolidation of Variable Interest Entities”

Corporate Accounting Policy #2-0301, “Repurchase/Reverse Repurchase Agreements and
Securities Lending and Borrowing™

Corporate Accounting Policy #2-0401, “Trading Securities”

Corporate Accounting Policy #2-0501, “Investment Securities”

Corporate Accounting Policy #2-0603, “Loan Securitizations”

Corporate Accounting Policy #2-0604, “Commercial Loans and Lending Facilities”

Corporate Accounting Policy #2-0605, “Consumer Loans”

Corporate Accounting Policy #2-0701, “Long-Lived Assets (Other than Internal Use
Computer Software/Web Site Development)

Corporate Accounting Policy #2-1001, “Foreclosed Assets”

Corporate Accounting Policy #2-1005, “Investments in Nonmarketable Equity Securities”

Corporate Accounting Policy #3-0701, “Long-Term Debt”

Corporate Accounting Policy #5-0101, "Accounting for Derivatives and Hedging
Activities” )

Corporate Accounting Policy #6-0101, “Accounting for Lending-Related Fees”
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Corporate Accounting Policy #6-0102, “Interest Income Recognition”
V1. REFERENCES TO AUTHORITATIVE LITERATURE

FASB Statement No. 107, Disclosure about Fair Value of Financial Instruments

FASB Statement No. 115, Accounting for Certain Investments in Debt and Equity
Securities

FASB Statement No. 123R, Share Based Payment

FASB Statement No. 141 Business Combinations

FASB Statement No. 143, Accounting for Asset Retirement Obligations

FASB Statement No. 157, Fair Value Measurements

FASB Statement No. 159, The Fair Value Option for Financial Assets and Liabilities

ASR No. 118, Accounting, Valuation and Disclosure of Investment Securities
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APPENDIX A

Fair Value Measurements for Certain Instruments Carried at Fair Value

This Appendix is intended to give further background regarding the fair value
measurements for certain instruments carried at fair value. The list is not meant to be all
inclusive.

1. Derivatives: IB Market-Making under portfolio exception
e Backeround
The Firm makes markets in derivative contracts, transacting with retail and
institutional clients as well as other dealers.

e  Valuation Premise
For the IB market making portfolio, JPM has elected to apply the portfolio
exception provided in Topic 820. As a result, the unit of account is the net
open position

e Relevant Market
In general, the dealer market is the Firm’s principal market for derivative
transactions as the greatest volume of derivatives activities occur in the dealer
market and the Firm’s IB market making businesses have access to that
market. In addition the dealer market is the most advantageous exit market for
the Firm.

e Valuation/Measurement
As a result of electing the portfolio exception, the unit of valuation for IB
market-making derivatives is the portfolio. The starting point for the valuation
of the IB market-making derivatives portfolio is mid market. As a dealer, the
Firm can execute at or close to mid market thereby profiting from the
difference between the retail and dealer markets. If the Firm cannot exit a
position at mid market certain adjustments are taken to arrive at exit price.
(See Section IV.C. of this policy for a discussion of valuation adjustments.)

1. Structured Notes/Repos/Resales

» Background :
The Firm issues structured notes* as a means to deliver derivative risk to retail
and institutional clients that wish to invest in derivative risk in a funded format.
Derivative risk, which may include credit risk, interest rate risk, foreign
exchange risk, commodity risk and equity risk, is embedded in a debt host
contract and issued in the Firm’s name. The derivative risk is the primary
driver of the profit and loss.

»  Valuation Premise
The valuation premise for structured notes is on a standalone basis. The unit of
account is the transaction.
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* Relevant Market
" There is no active secondary market for most structured note products and
sales to third parties are rare. Dealers (issuers) will provide indicative quotes
for their own paper and will repurchase or unwind with the original
counterparty (investor). A dealer generally will not buy instruments issued by
others. As such, not all market participants operate on both sides of the
structured notes market.

The principal market for the Firm is the primary (issuance) market for
structured notes. Market participants include other dealers (issuers) to whom a
liability could be transferred (who take positions on the liability side of their
balance sheets).

e  Valuation/Measurement
To estimate the fair value of structured notes, cash flows are evaluated taking
into consideration any derivative features and are then discounted using the
appropriate market rates for the applicable maturities. As the primary risk in
the “funded derivative™ is derivative risk, market participants that issue
structured notes use the same assumptions in valuation as those used in
deriving an exit price in the derivatives market. In the absence of actual data
for liability transfers for this product, the hypothetical transaction is based on
assumptions in active markets for similar risks (derivative market).

III. Mortgage Loan Warehouses
= Background i
The Firm purchases and originates mortgage loans for securitization. Types of
mortgages include: Agency mortgages (conforming mortgages sold to GNMA,
FNMA and/or Freddie MAC) Alt-A, Alt-B, subprime and commercial
mortgages.

o Valuation Premise
The unit of account is the mortgage loan. Mortgage warehouse loans are
valued on a standalone basis.

s Relevant Market
The principal market for a product or instrument is the market in which the
Firm transacts with the greatest volume or level of activity. The securitization
market is the principal market for mortgage warehouse loans as securitization
is the primary exit strategy for the Firm.

s  Valuation/Measurement
Fair value is based upon observable pricing of asset-backed securities with
similar collateral and incorporates adjustments (i.e., reductions) to these prices
to account for securitization uncertainties including portfolio composition,
market conditions and liquidity to arrive at a whole loan value.
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Valuation technique

All mortgage warehouse Joans should be priced using a mock securitization
(bond execution) basis, which is a market approach valuation technique.
Under this approach, structuring models (combined with Rating Agency
modeling approaches) are used to create representative deal structures,
including bond levels by rating with loss coverage amounts and reflect the
“offer” side of the market where the securitization take out occurs.

1V. Mortgage Servicing Rights
e Background :
Mortgage servicing rights (“MSRs”) represent rights to receive cash payments
in connection with performing the tasks required to service pools of previously
sold mortgage loans. These cash payments include, but are not limited to,
negotiated servicing fees, interest earned on escrow balances, late fees, and
float eamnings on principal/interest payments. )

e Valuation Premise
Pooling of MSRs maximizes value to the market participants by both creating
less uncertainty in the cash inflows and permitting the market participant to
benefit from cost synergies that occur in servicing more mortgage loans. Asa
result of these benefits, market participants see more value for MSRs that are
pooled in a portfolio than they would for individual servicing contracts,
Consequently, the highest and best use of MSRs from the perspective of
marketplace participants is in-use.

+ Relevant Market
MSRs are not traded actively with readily observable prices; sales are typically
negotiated and brokered privately between entities. Trading volume is
infrequent and unlike the brokering of a financial asset, the entities transacting
must have a servicing platform and be able to perform the required servicing.®
Sales of MSRs are also subject to approval by investors in the mortgage-~
backed securities issued when the underlying loans were securitized. Based on
the above, the principal market for MSRs, for the Firm, is a hypothetical
market where the market participants have extensive servicing capabilities and
benefit from certain cost economies of scale.

«  Valuation/Measurement
The valuation of MSRs is generally estimated by calculating the present value
of the estimated net future servicing cash flows to be received over the life of
the servicing contract. The net cash flows are comprised of servicing revenues
less related costs of servicing. The maximization of MSR value must either
increase the cash inflows or decrease the costs of servicing.

14
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APPENDIX B

JPMC Implementation of DVA

(See also discussion of liability considerations in Section IV.C. of this policy.)

In order to incorporate the effect of changes in the Firm’s creditworthiness in derivative
valuations, and because there is no industry standard for such calculations, the Firm
developed its DVA methodology utilizing assumptions that it believes other market
participants would use to value liabilities due by the Firm.

Specifically, the Firm leverages its current Credit Valuation Adjustment (CVA)
methodology used to calculate and record the effect of counterparty credit risk for
derivative receivables. The CVA is derived by calculating an expected positive
exposure (EPE) at time of counterparty default (including certain collateral
assumptions) and applying to it the counterparty’s credit spread or a proxy thereof and
a standard default recovery rate to arrive at an adjustment for credit. Similarly, DVA is
calculated as expected negative exposure (ENE) x JPMC’s market credit spread and a
standard recovery assumption. Details for each of these key inputs follow.

Expected Negative Exposure (ENE)

The basic building block for DVA is Expected Negative Exposure (ENE); that is, what
the Firm would expect to owe derivative counterparties at the time of its defauit. This
is computed by first generating possible scenarios® of underlying market factors and
averaging over all portfolio market-to-market values, treating positive values as zero.
These scenarios take into account the impact of legally enforceable netting agreements
and existing collateral agreements with the counterparty as well as coliateral
agreements which are probable of being enacted in the event of a significant
deterioration in the Firm’s credit standing.

Legally enforceable netting agreements
The Firm has master netting agreements in place with virtually all derivative
counterparties. Upon default or termination of any one contract, a master
netting agreement provides for the net settiement of all contracts with the
counterparty through a single payment in a single currency. The netting
provisions in the agreement are legally enforceable and as such would serve
as a mitigant (a reduction) to ENE to the extent that the Firm had positive
exposure to the respective counterparty for other derivative contracts. An
important assumption that the Firm makes for both CVA and DVA is that the
Firm would net settle all deals where possible. The Firm believes that this
assumption is well corroborated by its behavior and the behavior of other
market participants. The Firm also believes that the incorporation of netting
agreements into the DV A calculation is supported by paragraph 15 of
Statement 157 which indicates that the terms of credit enhancements related
to a liability should be incorporated in the value of that liability. Although it
deals with presentation, Paragraph 21 of FIN 39 also acknowledges that
credit risk is best reflected by net amounts under a master netting agreement.

15
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Existing collateral arrang ts with counterparties
Consistent with the Firm’s approach regarding master netting agreements,
the Firm incorporates the existence of collateral agreements in deriving the
ENE. The Firm assumes that a counterparty to which an assignment was
being made would demand credit protection comparable to that obtained by
the transferor, thus requiring reflection in the exit price.

Probable collateral arrangements
In an idiosyncratic default scenario, the Firm also considers the probability of
new credit enthancements being required at the time of the credit event.” This
assumption impacts the exposure (ENE) to the Firm’s counterparties as the
Firm’s credit deteriorates.

As the Firm heads to default idiosyncratically, in order to maintain its
derivatives franchise the Firm would likely be required by its counterparties
to either enter into unilateral collateral agreements where there are none, or
to renegotiate existing collateral agreements to terms more favorable to the
Firm’s clients. For modeling purposes, the assumption is that a unilateral
collateral agreement, in favor of the client, would be put into place.
Consideration of the impact of probable credit enhancements within the
valuation appropriately prevents the recognition of a gain that would not be
realized due to the imposition of a new collateral agreement.

While it is clear that derivative counterparties impacted by the Firm’s credit
deterioration would request additional credit support, there is also evidence
suggesting that market participants faced with a call for additional collateral
would also respond by posting collateral in order to protect their derivative
franchise. The Firm notes that several firms have established AAA-rated
entities to house their derivatives activity for precisely this reason.

JPMC Credit Spread

The second major component of the DVA calculation is the Firm’s credit spread. An
observable market indicator of the Firm’s creditworthiness, the credit spread is the sum
of (a) the market risk premium (reflecting the market’s perception of the Firm’s credit
risk or the systemic risk) and (2) the real probability of default (the idiosyncratic entity-
specific risk factor).

The Firm currently uses counterparty credit spreads from the credit default swap
market to calculate the CVA. Credit default swap spreads assume a recovery
assumption. Many of the Firm’s competitors also use credit spreads to assess the credit
risk associated with counterparty receivables. It is therefore reasonable to assume that
market participants would similarly include the Firm’s observable credit spread as a
key input in derivative valuations. ‘

The Firm’s CVA methodology is based on the best evidence of how sophisticated
market participants value the credit risk inherent in derivative transactions. The DVA
methodology applies the same logic where the Firm is in a payable (versus receivable)
position. In order to validate the reasonableness of the methodology and how credit
would be considered in the transfer of a liability, the Firm considered recent
transactions where the impact of the counterparty’s creditworthiness was clearly

16
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considered in the unwind price of a derivative receivable. The Firm believes that where
an entity is required to assess its own creditworthiness for }abilities which it records at
fair value, an adjustment similar to that applied for counterparty creditworthiness is
appropriate and, although based on limited historical evidence, supportable. The Firm
believes that this methodology will also be validated by the pricing of future
unwinds/assignments and as such, the Firm believes that its calculation of DVA—the
product of the ENE, the JPMC credit spread, and a standard recovery rate—produces
an exit price consistent with that derived by a market participant.

Other considerations - DVA for structured notes

In order to assess nonperformance risk for structured notes, the Firm leveraged the
current DV A methodology applied to derivatives with limited modification.
Modifications were based on the following:

o Cash flows on derivatives may be either positive (inflows) or negative
(outflows), whereas cash flows on a structured note are all outflows. Asa
result, for structured notes, the equivalent of the ENE (within the derivative
calculation) is the libor flat discounted cash flows for the note.

e Due to operational constraints, the DVA methodology for structured notes
assumes that there is only one cash outflow which happens at maturity, simitar
to a zero coupon note.

The DVA methodology for structured notes is based on readily available information
(data) for the underlying structured notes. The data required is: 1. fair value of the
structured note in its entirety (excluding the impact of the Firm’s credit) and 2. the
expected maturity of the instrument.® The methodology calculates an adjustment to the
fair value based upon the Firm’s survival probability at the expected maturity date of
the instrument. The formula is as follows:

DVA =FV * (1-SP(EM,RR))*(1-RR)

o FV:the model-based fair value of the instrument as reported on the Firm’s
books and records (exclusive of the Firm’s credit spread). The fair value
represents the expected negative outflows as described below.

s SP(EM,RR) is the Firm’s survival probability at the note’s expected maturity
EM, which is the equivalent of the JPMC credit spread X a recovery rate RR.

The Firm‘s use of CDS spreads to calculate the DVA for structured notes is principally
based on the substance of the instruments being valued. Structured notes can be
viewed as funded derivatives or hybrid instruments that are similar in many ways to
derivatives. As market participants within the hypothetical wholesale market for
structured notes would include other dealers; and as other dealers generally incorporate
an adjustment for credit risk into the fair value (exit price) of derivatives using
liquid/observable CDS spreads; the Firm has consistently used CDS spreads to value
similar risks within the structured note population. '
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APPENDIX C

Nonrecurring Fair Value Measurements

Certain assets, liabilities and unfunded commitments are measured at fajr value on a
nonrecurring basis; that is, the instruments are not measured at fair value on an ongoing
basis but are subject to fair value adjustments in certain circumstances (for example,
when there is evidence of an impairment or there is a lower of cost or fair value
adjustment.)

Examples of instruments that are subject to nonrecurring fair value adjustments
include:

e Held-for-sale loans or commitments carried at lower of cost or fair value; see
Corporate Accounting Policy #2-0604, “Commercial Lending Facilities.”

e Held-for-investment (accrual) loans that are impaired and are written down to
fair value based on the fair value of the underlying collateral, or based on an
observable market price; see Corporate Accounting Policy #2-0611,
“Allowance for Credit Losses.”

e Equity investments accounted for either at cost or under the equity method; see
Corporate Accounting Policy #2-1005, “Investments in Nonmarketable Equity
Securities.”

e Goodwill and other intangible assets; see Corporate Accounting Policy #2-
1004, “Intangible Assets and Goodwill.”

o Long-lived assets including real estate, fixed assets, assets under operating
leases, and capitalized software; see Corporate Accounting Policies #s 2-0701
to 2-0705, “Premises and Equipment.”

18
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ENDNOTES

' Anorderly transaction assumes exposure to the market for a period prior to the measurement
date to allow for marketing activities that are usual and customary for transactions involving
such instruments; it is not a forced transaction (for example, a forced liquidation or distress
sale).

? Valuation techniques may include:

Market approach

The market approach uses prices and other relevant information generated by market
transactions involving identical or comparable assets or liabilities and may include use of
matrix pricing or market multiples derived from a set of comparables.

Income approach

The income approach uses valuation techniques to convert future amounts (for example,
cash flows or earnings) to a single present amount (discounted). Valuation techniques
include present value techniques; option pricing models, such as Black-Scholes-Merton
formula (a closed-form model) and binomial model (a lattice model) which incorporate
present value techniques, and the multi-period excess earnings method, which is used to
measure fair value of certain intangible assets,

Cost approach
The cost approach is based on the amount that currently would be required to replace the
service capacity of an asset (otherwise known as current repiacement cost)

- The examples provided are generalized across asset classes. Classification within the valuation
hierarchy is based on a review of the products and the related facts and circumstances including
the significance of any unobservable inputs to the valuation methodology.

-~

Within this appendix, the term “structured note* is used to refer structured notes, structured
repo and structured resales.

»

Another consideration is that even for an entity with servicing capability, the size of the
servicing operations may not provide adequate economies of scale in its own servicing cost
structure.

&

The final ENE is a weighted average of the results from the two default scenarios (a systemic
default and an idiosyncratic defauit).

-

In the systemic default scenario it is much less clear that the Firm's counterparties will be able
to impose or change collateral agreements in their favor, thus incremental collateral has not
been considered.

=

Underlying data collected from the businesses include carrying value, expected maturity and
Legal Entity (to determine the application of the bank versus holding company spread).
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From: Iksil, Bruno M <bruno.m.iksil@jpmchase.com>
Sent:  Thu, 01 Mar 2012 05:44:04 GMT

.03 Stephan, Keith <keith.stephan@jpmorgan.com>
Subject: Fw: Core credit book update

--=-- Original Message -----

From; Iksii, Bruno

Sent: Wednesday, February 29, 2012 10:27 PM
To: Martin-Artajo, Javier X

Subject: Core credit book update

I have sold important amounts of protection In ig9 10yr (close to 7bin all day or 3.5m cs01) and this will
push the ¢s01 beyond the 25m limit. This is related to month end price moves that were all adverse
although we could limit the damage. ) :

¥ reckon the cs01 will jump to 28m ( I bough protection for approx 500k in hy and xover) from 25m this
morning. I went back inside the 25m (imit this moming initially but there was an insistent bid on ig9 10yr
later in the day. Among the other weird moves we observed toda%, I picked this one because this is the
most cbvious one when we analyze the lags we have in the core book.

I wilt correct the breach tomorrow buying back some protection on main s16 mostly and us hy. Initially, I
sold risk in hy in front of the risk 1 added in ig9 10yr but the hy market could not provide enough risk
versus the size I was trading in ig9.

the reason why ig9 10yr was well bid was that MBIA was reporﬂn? its earnings at the close. Hence, into
the us close, I could see good bids for risk in hy17 (that has mbia in it) but the protection became bid in
ig9 10yr ( while the ig9 5yr was tightening!). So I engaged In selling protection in ig5 10yr. It was modest
at first and became agressive as we drew towards ny close. Then the bids for risk in hy vanished and I
could net offset all the risks properly. I did not want to run after the market prices after the close in
equities.

1 bought a fittle ig17 Syr but In a very small amount. I apologize for the trouble it may cause. This would
not create a material long risk exposure in term of say 50pct credit spread widening ( 50m or so). It is
unfortunate that it happens at month end the day when mbia reports its earnings at the close. The
exposure to mbia default is not materially altered because the Syr cds trades at 27-28 pts upfront plus
500running. So, a lot is priced in. More I sold risk in hy17 that contains mbia.

This trade wilt also increase the rwa snapshot at month end I am afraid.

Best regards
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call #5601530708350439343

Custodian: 3Julian Grout

participants: Bruno Iksil, Julian Grout

MR. IKSIL: Hello.

MR. GROUT: Hello, Bruno.

MR. IKSIL: Yes.,

MR, GROUT: Are you doing well?

MR. IKSIL: Yes.

MR. GROUT: Very well. Are you
well rested this week?

MR. IKSIL: Yes.

MR. GROUT: Are you relaxed?

MR. IKSIL: Yes, yes, I don't want
to go back home, so I'm relaxed.

MR. GROUT: I know. This is a
radical change.

MR. IKSIL: Yes, this is very good
for me. You will see, jt’s a party over here.
Just one thing to clarify. 1In fact, Eric
updated the flight curve to around 12 noon.

MR. GROUT: Yes.

MR. IKSIL: And we didn't change it

since then because I must say that I am not very

3
much aware --
MR. GRQUT: Yes, yes, it seems’
Page 2
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4 MR, IKSIL: The year-to-date
5 overall when I see Atlas -- it is closer to the
6 one I see in the Atlas.
7 MR. GROUT: Yes, okay, very well.
8 MR. IKSIL: You see, by strategy
9 this is not it. I have negative 0.4 with regard
10 to Core and negative 0.5 on tactical, but I have
11 2.2 million in reserve.
12. MR, GROUT: S