Memo on the 2012 gains made by Jp Morgan thanks to theLlondon Whale » event

Introduction

It will be one thing to show thahe bank did make huge gains right whkafi L o n d o n evafitsargeel 0
Still it could have been a coincidendeis anotherthing to prove that those gains were done thanks to this
fi L o nd o nLoS¥ataCl@eeventspecifically The suspicion then would be easy if that was a crime novel:
fsee who profitsBewametbé& ¢thememokEegh td&dnomsswaso r s
to showwhatthe close connectiowasbetween the CIO loss and thdargan massive gaingt would be quite
anotherachievemento show that the bank top executives did so that the loss at CIO would &g big as
possible on well targed positionsEven then once this fact is ascertained, this would not prove that the bank
senior managememlonedeliberatelywanted ¢ crashthe CIO so scandalouslyit would even less suggest that
the bankwas the one thanisled investors and the nkats on the wad . I f t he Dbaatualy did soe ¢
t hen and @i nthehdemathly begriathuge respamsibdityThey might no be alone in that case
though.Yet even if that had happened, it may still be possible that this course of events had indeed run o
their controland theyhad just tried theirvery best to save the bank hewend one must wonder how the
regul ators woul d & the tine giverstseeiniensé@ schutiny that they would profess with
regards to their subsequent investigatidriee bank executiverayhavebeenheroes actually for the country or
the markets orboth acti ng as per the Asup e rng diatated to thedr. Ehe t
purpase of this document is meatat address those points ganulaly as possibleln particular the emphasis
will be placed on the fact that this loss at CIO was under full control afidapte for the bank right through
the events themselvesSome things indeed went out of conteolr ound | ksi |l 6s c¢commu.l
reactions among other thingslot the least, the bank created as many distractions as pdssiltie public
while observers tried tanderstand how profible or un-profitable the whole operation had beerCarl Levin
loudly complained that the light had not been made at all on the matter in September 2013. This carficlusic
Levin prevails in September 2017 actuallyit too late?

This document may sounde r y i t feom tha stactlai$ n@ededunfortunately son order to reconcile the
facts with the accounting ledgers of the ban#t dissolve the crowd of decoys thetd beerplantedhereon the
front stage all alongFor the sake of completenes® treader will first findbelow the many topics that have
been analyzed. Yet, on what follows, not all of those items will be developed as otherwise the document we
have taken really hundreds of pages. heSeaperts lpsaedhe w
overall framework that led to thisemorandum on the gains that Jpfglan did make in the course of the
ALondon Whal e0 e beamdtailed tescription bf hwleat happemédlahd how thigoeed with

key inferences to ledth a salient conclusiol.he r eader next should useful
Thus a full picture will be accessible as to the last key pbattis to determinerhether the bank top executives
did construct all this manipulation on purpossida from the bits and pieces that went out of their control in the
processas they say

SummarizedPlan: the essentials (they will not be all depicted here)

1- How to read through the 1Q and 16K reports?
a. 6i denti cal under | yiamp&a,ntGr, o0 HF ad mo wratl u,e 6n e
i. What is audited(net interest incomegnd what is not auditg@rading related income)
1. Main reference tablgzresent in the XD reports
a. GCB, DCM, CIO, treasury, liquidity reser{eot developed much)
i. Mark to marké Measuring Fair value and fair value election



2- What is the actual bonanza brought wup by the
a. Clearing the legend: Table on gross P&L balances
I. Tangible equity historythe Ariane Thread since 1999
1. SFAS107 hi stcoalyl aaheatrotabhase forehe scandal
a. PWC vs JPM: the ongoing mismatittat cleared in 2012
i. Cost of assets and liabiliti¢éisat eased in 2012
1. Aot her thaashrank in 8042
How did the loss spread into the book in 202& well organized way &aally
a. Effect of Dec 182011, next Feb'§ March 12", April 6", May 10" 2012
i. Balance of losses during H1 201Re trades were scrutinized
1. Drift of IG9 forward spread in 2012he trades were well executederall
a. Long term history of skewthetrades were sensible
i. Simulated Recoverythe trades were NOT flawed
How did the bank report the event itself?
a. The actual $6 billion loss attributioh00% senior management subjectivity
i. RFS complete distraction
1. Def erred t axwhdauwmiguedportingerror r i ¢ k
a. Maiden Laneplaying with calendars
i. Provisionsincreased not released
Conclusion: the bank made huge gains, acted on purpose all along and hid them as much as possibl
a. The year 201 2Adanmgaocdyearlot her s é.
i. Initial descriptiors of the firm: misleading at best
1. Restated numbers (through the restatemertt about 2011 then?
a. Final comment on descriptions and restatementt h a t was a
a teapotd when all is tol dé
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Devel oped plan nowéé

1- How to read through the 100 and 18K reports?
a. 60i denti cal underl vi ngo, Gross amount s, ne

The reference document here is the 1Q report filed on may 10" 2012 for the first quarter of 2012

The very start of this document is tough but necessaryaspgihe picturef the backboneof theA L ond o
Wh a | seandal. These are just 4 lingght below here that one should really take the time to
under sThaing éwi | | open the way to addr efghefittrhaen qghues s
of CIO (the SCP apparently for the bank) enter thefiimnd e v al uati on process?«
pictured on the foll ow: the Agross notional 0 st
underlyingoOotrep,enheo r Atepal hecaegiaimiires ar® describing the root of all the
scandal that wil/l surface under the banner fthe
and the reader is invited to revert as often as necessarydneor t o see that those 4

The fiskew risko is what bot her e dhadpawedthe vayal JpMdigan r
the legendary Investment Bank for a decade alrdadythe risk that is inherent theé CDS markets from their
very start back in 1994. It is what will induce the creation of @Q005 It is what will spark the birth of the
future Atr anchia2006yetkis bigodichuildMOTChawe a name. This was also due to the
very ndure of thef s kew ri sko that is actually described c
issue). Thi s A swha will beithe dommon denofinagoDbehind just all the hedging strategie:
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that will be depl oyxekdd tdaifteZDOTD |t he sAital amc hdeb fis ke
financi al crisis in 2008 predictably so. It ins
201Q It is whatwill delay forfew moremonthsin 2012t he qui te seamless tran
towards the IB as preliminary stego finalizet hi s A wi n d Thit delay bere mhdahe skevere

known as such by all the regulatorsinlate 20111 t i s t he pri ce o069 10vhindexim s |
2012 that will determine thimstantr e por t ed fitangi bl e capital gai no
201 2. The Askew risko while being so truly cent
will keep avay from the public sighdll along thoseyear®ne has just these basic

Thereis just oneKeywordi n t he AL ondo nthatwhaftdrse 0 i 4 achinmddriihgo :

o(c) Represents the total notional amount of protection purchased where the underlying reference instrume
identical to the reference instrument on protection sold; the notional amount of protection purchased for e:
individual identical underlying refrence instrument maxbe greater or lower than the notional amount o
protection soldi

Total credit derivatives and credit-related notes

Maximum payout/N§tional amount
T

Net protection Other

Protection Protect) with (sold)/ protection
March 31, 2012 (in millions) sold identical underlyings'™ urchased purchased'®
S —

Credit derivatives

Credit default swaps® % (3,072,113) % 2,942,724 % (129,389) $ 32,018
Other credit derivatives™ (84,042) 7,327 (76,715) 25,674
Total credit derivatives (3,156,155) 2,950,051 (206,104) 57,692
Credit-related notes [—ﬁiﬂh\ - (510 4,157
Total ( $ (3,156,665) $ ) 2,950,051 $ 06,614) $ 61,849
Maximum payout/Notional amoun
/ Net protection Other
S Protectio Protection purchased with (sold)/ protection

December 31, 2011 (in millions) sold identical underlyings™ purchased" purchased
Credit derivatives

Credit default swaps'® /)4‘402) % 2,798,207 % (41,285) % 29,139
Other credit derivatives™ (79,711) 4,954 (74,757) 22,292
Total credit derivatives (2,919,203) 2,803,161 (116,042) 51,431
Credit-related notes / - (742) 3,944
Total / C  $(2919945) § ) 2803161 §  (116784)$ 55375

The table above shows that abou trilliomiocd r edi t deri vati veodo ( oprotectiors f

is purchased on one type say fAAO0 of CDS andonian
sold on a different CDS typea | | e d Thkeaey$3 tiill®mexposures are to sit one in front of the other every
day at JpMorgan. Tlyeare NOT tobe i f u n gim grihcipl@ ie to becollapsed altogether in the form of a
much reducedhet exposure any time soamreal life Yes theybotht ype A A0 and type i
called the same @refiédemdas gdb |AuwgthaapisecetMOTalways legally
fungible For examplghey are NOTallmechani cal |l y fAenf or c e aHol ezanpldom A
indices and their related tranches are sepdraliees and their single name constituents are also sepHhnate.
very same CDS contracnay as wel | be either held in an | SD/
| SDA agreement o, or in specific Aclniaestandaloseesynthetic i
securitization vehicl¢SPEs or VIEs injargom) r elAsedé .0 t he so called o6bes
be considered at times as O6credit rel ated notes:i
from index tranches, indices, or the single name @D8 a pure legal standpoint as they involved the firm
fi ¢ r erdaiveryopeculiar way

All this may sound like another alphabet soup. It is more than that as every contract gives way to diverse cl
that may not be reconciled so smoothly in crisis times. The case of the Russian CDS on GKOs and the dem
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LTCM are strong reminders of thate;m1998T he <contract ual ibasis risko
and economic crisis as the year 2008 showed.we really out of the woods in that regard in 2017? See the
central bank rates, see the public dglwings i ze and make Yaialrthese differert forsns o
of CDS contract may refer to the ver yand thermoblgmi d
remains In day-to-day practice it means thaharketcourterparties do NOT aggregate dllose categories of
CDS holding say under a series of one single name CDS anohthuse pricdbb ased on a comm
i nstr.dmerst & s not il egally enforceabl ed and tinher
light of 1998 and 20®to say the leasBut the risk modeling systems of Jp Morgan do make the aggre@géation
one stage if onlyo processa comprehensive attribution of performanheoughthe valuation process of the
bankacross the diverse business units involusihg allkinds of contractsWhy is that? Well simply because
the bank has to measure its aggregate risks per
risk managemertt-0-1 and ALSO a requirement of regulators to daagway

Buteachconr act has a specific price despika@vindglylseThuso m
the bank has to account for the fAbasis r iThekarkett h
counterparties to the bank Jp Morgan, dpdviorgan itselfthushave separate pricing sourcsthe starand,
although the positionsan be compensatéa-housethrough risk models based on their common reference to
t he same fr ef  ghediverseeCDS Wislialyg &t INOMTO A & e die givgatewall hase to
be reported at their o6fair v a linucenipliance witahe firin pbolicy of ma
valuationinforce Thi s i mpl i es di fferent AfAconsensThs mandateg e s
stringent reconciliation process if only to avoid a Ponzi Scheme-bpiWghereby lasting price differences on
the very same contract generate a fictitious gain inside the sameThismALSO implies on the follow a
Anettingod pr oc ethebark can egss ahatlity netsempostirdr ia per contract and next per
Aidentical WPreake moticg that theé $3 trillion Kigure is shrunk down to $129 billion ditee
nettingg .The reduction in size of such magnitud&e times over $3 trillionyvould bringup a significant but
undue economic result anytime one price difference is missed.

What happens heia practicethrough the netting proced8vhati s t he fAval ued involyv
differences inhered from t he | egal IlceothGs amakial hébasias qui
example tograsph ow mu c h t h er ary liradgeipisce differenkedmattarthe accuracy of a netting
proces®f this magnitudelt will be based on these $3llion of notional amount that once netted get reduced to
$100 billiLenber i maghb dgMorganhad sayt$l williof dbnenstandalonB basi s |
potentially. In practice the bank sold $3 trillion of protectmm i ¢ o n andpurchasedA$2.9 trillion of
protection based onthheudh da&nif ¢ c aitAoda caichedB diiyBt Oh Dasr et
that havethe very same guotes since they have the very same wording. BUT they are not stored in leg
enforceable@et t i ng agreements. Thus the bank get Andzhes o
counterpartiesre different one for AAO0 and one for ABO0. The be
and the price for iisBavu ltanatters dritecallefor dpnviorigam at heastthe vewy ifinest
detailsso that the $3 trillion notional amount is shaved down to $100 billion or less

The bank after netting is left thus with a net $100 billion of outright exposure sellingtwoter the sake of
thisexample Let 6s assume that the average spread is
These are typical feature$ what the bank exposure is in general. Iingde simple agaiherefor the sake of
clarity Let 6 s now i magine t haetweeriAbeand &Ba&bpiemgniraptaa b
are not held in a common netting agreement that is legally enforceable. In simple terms, the bank has to ma
assessmenfA 1 BP has showed up by accident. Fortunately in the example there is just one price difference
assess. What would happen if this tiny 1Bp is not properly assdssed?6 s assume that t}
hereis thusNOT reconciled properlyhroughthe netting procesisetween the price of the protection sold and
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the price of the protection purchaseldewhere in the banHhis unchecked 1 Bp sayin favor of the bank
here A gross <calcul ation based on ttoa poiitBdrevenaefar the e
bank oformMm$8 8 rx | 0. 01 %@ baokprofuted & $5 Imat prdfitiper quarter. Thuutidsie
gain weighs30% of the reported quarterly profit(low much would the bank expect to make on the net $100
billion at 100 bps if the position swasalready at avery significant gain of20 bpin mark to market As such

this wouldbe quite an achievement in tradingtermssn ot her gr oss <cal cul ati on
0.2%0 or $1 bitlyodoodbpThfisunkkheckedsfibasi s risko
or loss directly resulting from massive market mowepacting trading performance forréal Thi s i s
unaceptable. This example just showed how critit@ stringent remndliation of pricesis INSIDE JpMorgan
when netting the derivatives expossieonsidering thathe magnitudes at play are this big at $3 trillion and
$100 billion o6netd.

One may argue that the bank has many hundreds of different basis risks at tierstarh t e dé Thus
riskaloneas such would not be a big impact on earnir
basis risk that is worth $1.5 billion at Jp Morganu3tite many hundreds of basis risks only require Jp morgan
to assesstringently all of them as the order of magnitude for the ultimate inaccuracy on the earnings rema
the same, ie about $1.5 billioAnd the bank JpMorgan reports about $5 billion earnings per quarter then.

This basis riskii v a | u etbereforabe aisessed AND scrutinize®therwise the earnings at Jp Morgan are
going to be pretty inaccurate from the very start of the valuation prddgssmust be done NOT ONLY by the
bank BUT ALSO by regulators arte clearing entities like ICE day after dayce the early days of 201&0

at some stag@ndeed the bank reconciles the different prices for the different contracts that refer to the sar
ii denti cal vAmd chextr the yoank nguét scrutinizekevery corresponding basidtrislattersa lotto
notice how much the $3 trillion notional figure is redudegtause the performanoé the bankis critically
measured@nd impactedrom the changef the netfigureyuar t er after quarter ba:
of thosegrossnotional amountgsee the example abovd)o r each thi s wul ti mate i
contract, the bank has started waihmany notional amounts, with as many different prices and had shrunk al
this into one standal one n dskusiagaptiingentreancijiagonprofessd e n
eliminate any undue price difference andvédueat best he basi s ri sk itself. H
basis risk inordertoprper | 'y dApri caentheal eswmldtkeiAll this ftage is based k
aganupon a proper assessment of the inherent Apri

The bank provides 2 other key footnotes on the matter set above with reference to the table displayed here.
the f oot not efdfiDoesna take inta dceosnt thelair value of the reference obligation at the tim:
of settlement, which would generally reduce the amount the seller of protection pays to the buyer of protec
in deter mi ni ng Thissnieank thathe ndionalvamdunte areONOT computed based upon the
price of the ficommon nawghdeft g mmgo p aisuswlly pricenl gabdd pn €
ar@f er enc e Thelshoit explanatiafon this choice described in the footnote fdre usally is that
the price and liquidity of t he desofthesimlkename @IS ltselly a
This can only mean that the aggregatioodel at Jp Morgan is inferring this notional amount based on the CDS
contractof eithert ype A A0 @mrboth actpadly whilB dhese CDS pricddfer in generalby their
differentnature and therefore in quantayintrinsic liquidityy. ~Thi s means t hat there
anywaybet ween the price tofondhendr &fher epnrciec eo bolfi gtah
o b | i g &hts differeiice in price does affect the associated outstanding net exddsreis no clarity as to
which price among the diverse CDS contract prevBils.t t he pr i cfeerietnsced fo bolfi gta
appliedfor sure

Thus the net notional amouanhd the reported performanciependalso on the price differencesexisting
between the CDS contracts themselve©ri s means t hat the Obasisd ris
and t he NOTCUBeland theseforassn ot f ul |.yWhaf is Usedais tieecc@mpounded effect that



shows from one CDS contract to another CDS contract and is oftena&élledkée w i sk exi sting
f type @GBS a@amdtAapes uidBlo.t he fdAvalued of the nett
nderl yingo wild/l still be just a proxy since i
ref er eh ¢ eBasedh Upongtldormer example above one has the magnitude of the impact of the
basiso and the Askewd on earnings THhertehfeoyr earae
wi || still be | eft pendi mgobatnwe eerh et hcer ofwde foef r ed
gravitating around it all along. And senior management shall have to make a decision on the matter every

guarter at least.

o i N el o]

The footnote A( enpiddifferentwsouces mivbiasitarsd skedkse single name CDS (type
0A0Q) , Acredit indicesd (say type nABo), and #dcre
tranches based either on single name CDS or <cr e
Askewarsi 9Kksd ncludes the 6bespoked transactions.
fi(e) Represents protection purchased by the Firm through singéne and index CDS or credielated
notes ol t remains that some contraate ot tHhhatgaddbriyv

The gr oss fireceivabl eso and ipayabl eso t hat ar
contracts are disclosed in the 18D reports

A few pages beforéhe first table displayed here (go to page i0#his10Q of May 1¢" 2012 one can see
anothersynthetic table confirming the collapse of the skew and basis risk and the absence of designatio
fhedgeo ifnorg eSS al (see t htpMérganiedi t & deri vati ve |
Free-standing derivative receivables and payables®

Gross derivative receivables Gross derivative payables
Not Total Met Not Total Net
March 31, 2012 designated  Designated derivative derivative designated Designated derivative derivative
(in millions) as hedges as hedges  receivables receivables' as hedges as hedges payables payables®

Trading assets and liabilities

Interest rate $1,259,472 $ 7,063 $ - 9 0 $1,222,353 $ 2,171 $1,224,524 % 24,235
Credit 126,555 - @ 124,986 - 124,986 6,703
Tar: 056

Foreign exchange™ 139,071 2,544 151,841 1,544 153,385 15,534
Equity 49,371 - 49,371 8,995 49,786 - 49,786 12,909
Commodity 57,240 1,135 58,375 15,181 59,134 1,350 60,484 15,093
Total fair value of trading assets

and liabilities $1,631,709 % 10,742 $1,642,451 $ 85377 $1,608,100 $ 5,065 $1,613,165 % 74,474

One could see that from the formiable in the blue circled figures one had to 206614 million and
$61849 million to get to the net fiprotectionodo s
incorporatng the basis risks in an undis@dsfashionHow much money was involvédder e i n t he
Who knows?The net amount was $1445 as a poterdi | Agr oss r alamount Bubon thétableo t
right abovehereas circl ed i n, t he net a m &55 mitlion.oThe differeaae é&si v
likely dueto trades which are deep in logsd still alive for whatever reasonltdough they should provide

fi r e c e i theaurénensaik to market prider these positionbrings up a loss that is larger than the tota
expected from the receivables in questinleast thisis one sensible assumption to make for want of choice.
That is worth of $18as pointed outomtiée filsteexampde al®vdénénlone fsalls
protection on CDS cien dveaebd ,e s@n e ne x pheodstdee fferofegprendums v e
similar to what an insurer would get from his cliertigre in the table right above, one can see that Jp Morgar
has A o n35mnilliors Thi & close to an $18 billion reductilom thegrossinet t ed o r ec e
of $144765 million. This ismost likely due to some price changes that occurred between the inception of sor
trades and the curr enftmialp pdrhisesde @anfestation of real meaket lprice ¢
changeswhenapplied to many opentrades.nd t he question remains: i wh
here?o0.



One could not telindeedwhether this is a simple price change occurring on a standard single trade or whett
thisisajustibasi so0 risk effect, i e small price change
same fAunderl ying instrument Oltceutd ebath atuallyho knows? f f e r

But what is even more interestiriggre is that theultimatefi n e t derivadi Vver recedit
$6625 nillion.Pf ew! From $3 t r i | IThesensitidty of JpMdrgan t&$any pode tiffeierce «
is just bigger than described befoieedless to make another example based ore thgnitudes here to
emphasize further the need to make quite stringent reconciliations #woeoswmny internal prices sources to
estimate at best nexttiieb asi s r ieswk 4 s&krsd fo:k @ne e notice al ther botwra af they
table thathis$66 25 mi I | i on amount enters as part of Thée
number goes straight into Qnhee wiiooksnoanidc er etchoartd st
amount for credit derivatives is $®3 milion. If one added the net receivables and the net payabless fi n
farval ueo for credit (tten $6626-86703%FFSmillore ld mamé $aomeb ec o mm
few |ines aboveé.

Thus one has gone down from a $3 trillion figure to a®iBon netf i gur e where | i kely
mar k et for soraeltrades s at Therefole ®rde.may sumnizg saying that the banghrinks $3
trillion down to $78 million net on credit derivativdsy me ans of A n e tohtiagtsgging mdny
di fferent price sources for the very same contr
nexgé At the very least every price difference has to be scrutinized, reconciled and adibstekBp for an
average credit spad of 100 Bps worth $1.5 billion at JpMorgan. Is that equivalent to 30% of the quarterly
earnings of the big US Bank® there ay liquidity reserve fothe uncertaintycarried through all these prices
There is pobably notsuch a big reserve to taks in fact this uncertaintig NOT supposed tbe left unchecked
normally. It does NOT have to exist IF the reconciliations are admmmally.

Yetal t hougshi & hrei siikbsad |, isis updisdasedlhis regative $78 mikiometfigure isreally

to be contrastefirstwi t h t he 6 b as mixed with the rmakket prite chdndibhat orte can grossly
proxy as being worth something like $18 billion here (difference between ZbAillion and $12655
million). The net-$78 million itself conveys the same mix f Abasi s rwistkhdo tbhuet i
enf orceabWhatneatbioiungt hose other contracts that a

It matters now to remember that this78 million will be restated iduly 2012 by some $660 million due

all egedly to unknown internal i pr i c eOndwohders mow theye s
could ever have been miss&ut although the bank shall statet this was a pure price difference spotted a
the ClI O London, one wi |l |l not ma k e t h ein all thig Ihremaiosf t

undi scl os®nde isnurfeultlhéi ng i s that t h eeitherdy undidcked pricev e
differences on the very santontractoby t hose many fbasis redkesm fisd
under isywh hhgfdn-ab | e 0 orrvhbusegpmeeduranust address any price difference in the first
pl ace for aggregat i oas.a redunmpactd tha performared af the firtiwoluigh thg e
fibooks and recordsThus amy price di fference does i mpact t ho
process. | f one shrinks $3 trillion down to $7
attention, anyriginal price difference mandates tiaery same stringergcrutiny.

Given the orders of magnitude at play, it matters to look deeper into how the different CDS contracts are ne
The firm provides a (c)Aypgemmitted uider U.S. GAAPT thelFirnt hasceteated to aet
derivative receivhles and derivative payablesd the related cash collateral received and paid when a legally

enforceable master netting agreement existdThis sentence provides a straight reference to the actua
valuation policy of the firm itself, under the US GAAPrstdar d s . The footnote po



amount 0 0625 naillioo that is $o6nuch lower than the $B55 million amount.This is a massive
reduction of money fowedo or ito be receivealdgo.
enforceable masteret t i ng agreement 0.

This valuation procesinvolves the view of the many market counterparties facing Jp Morgan on its cred
derivatives traded he bank first netted the similar contracts altogether, obtained a net value and next netted
first net value with the value of the collateral holdings. the original example tried to show, the order of
magnitude involved mandae very accurate poess It is meantto apply only one price per CDS contract
across the whole firm, irrespective of whether the different business units selected initially different prices
their sideMore the price of the collateral holdings are to be checked as vidjesitly. Counterparties post and
receive collateral daily with JpMorgan in the critical context of the margin Celtlis. clearly indicates that
market counterpartiecaLSOh ave t heir say h eoaren eweny otleerpeige diffefetc@hs i s
sentenceghus unveils a critical stage of the mark to market that has always lisssd upora fi ¢ 0 nds e n
valuation.

The counterpartiedo have their say in the internal reconciliation procéisdpMorgan ever was complacent
towards its price differences existing between CIO and the IB, its counterparties werél&l®There is just
NO room for ficompl acencyo, fdeficient control o,
money is at stake day after dés pat of the consensus building, the market players pledge some assets to th
counterparty to compensate for some money they owe regiket counterpartie®on their tradesvhile they
want to keep the derivative trade aliVéhat is their starting pointfa | 1| ? A AconsensuG mi
course the value of thosmllateralassets are realued as often as the derivatives positions are, ie daily for
index and tranche CDS in 201&lmost & | the ClI O positions and thiscaaed e ¢
This netting occurs actually right after a mark from the mapkiee has been set to every positionghis is
when one price for all business units is applied for the nepmgcontracto proceed across the whole firm
according notonlyté he i nternal fiw it neostlpis fimdlizedatcerding fo thenclaimB of the
market counterparties of the firm. As such the latter claims define a consensus that usually is challenge
other consensuses like thaebuilt by ICE or/and thene built by MarkIT and Totem. This is when the price
differences are reconciled and flattened out through the means of many adjustrheritent office staff
usually never seethese adjustments in mark to market. Here the process opesgpesscribedby the SEC
(1992), the OCC (1993), Jp Morgan and Paul Vol ck

This stage of nettinghus happens before the risk models of Jp Morgan revalue entirely every single crec
derivatives based upowni hgé8 wgr Db @ltodnie peffarnearce dgairstother u
assets and liabilities like loans, debt, pension fund, health care contribution, deferred compensations, ec

forex, commodi ty, real est at e Hereghe ifirm diUST nale uts dwy
confidenti al assessment as to what the average i
o bl i g.arheifionmbSO then determisev h a t its view is on the fiskew

types of CDS contractsaded by the business units in the filhmd if one wonders whether actually the firm
actuallydoesifone must consider the cases of bankruptc
different CDS contracts related to it altogether. When amtelike this occurs, ie a bankruptcy, or when a

company restructures its debt, the price of the
its original value. The different CDS contracts have other prices thatiffar a lot. This induces big price
di fferences in the | iqui da tndeedyalotdebaliseenarids becdme possible f

in a context where a lot of uncertainties still prevail. Anduhienateliquidation price depends on the contract
itself at the end of the dawith all associated costs being included

The bank has the legal obligation to know its contractual exposure then for sure. Lawyers are involved wi
the firm. One can imagine elsthat the bank ALSO must trp preempt any surprise looking forward with all
its other exposures based on the diverse dArefer
indirectly. In the course d2008 and2009,many bankruptcie occurredthe Jp Morgan lawyers were involved
and they would set the rules between CIO and the IB who had different ways to project their respecti
exposures to evesdf bankruptcy or restructuringhey were directly involved in the assessment ofyelsasis

risk standing between CIO and the Bomeone like Jeremy Barnum (Jp Morgan MD at the IB at the time)
could well testify on that. In late 2010 tfieestructuring of Thomso® s  Pmved that the basis risk and

8



therefore the skew risk were danges even for a standalone event as it may induce an unwanted exposure c
to thisinternalbasis riskat Jo Morgan Ther ef ore the bank was scrutin
the legal team at Istiof Jp Morgan with a clear avemess of theénmediate ad massive economic impatiat
the basis risk conveyed. So it is clear that th
dalynot only to set the net tot al e X p 0 s uvatwes altogether A |
beyond the crude market quotes or consensuspriges.

Of course this meanthat a t this quite e debreyanysnhoasg enode fpplidanderight i n
AFTER a markhas been performed cevery position,all the parties mushave agreel both on the CDS
Aconsenorcesamntd e Acol |l ateral 0 pri ce asothat@'erydaydanya |
CDS price difference is reconciled along withyAi c o | | at er al 0so that the tetalsthicH i fallr e n
This is real money here transiting from one bank to the athery bef or e any mater i e
bankruptcy or a restructuring or else. Thisha e a | direct impact on every
runs.No party woutl accept to be owed some money or just on a very short Iik@la day or twoWhat is
certain behind this footnote here is that counterparties could reconcile CDS prices differences against
revaluation of the ass et astapdfa thgfatare. Bhas nd pricel diffeseiten r a |
escape the scrutiny o based bntre marketocbuntarpasias aieéws. e treferemce) tc
filelgly enforceabl e master netting agr eatagedng dn ap o
consensual valuation for CDS prices then it is violating the fewless Almost dl the trades and positions
contained in the Atranche booko of Cl O where ir
netting aAgnrde etnheinst shor e a c h bkéthd daywvafter s fenf orceabl eo

This reconciliaibn is thus pretty mandatory, and is done daily for indices and related traliaghatiers really

to repeat thatlh(except forreally few small exceptionsthe CDS tradesft he fAt r an ClOeverd 0 0
governed by a Al egally enforceabl e master nefntin
a day andmore than 99% of themmwould spark adjuste nt s t hrough the HAcoll a
mandatorythrough the netting procesbaus those price differences at CIO London could not have been misse
for longer than one dayad the control functions at JpMorgan been failing all of a sudden

Ul ti mate fAFair Valueodo for credit derivatives

It remains to see how the risk models at Jp Morgan process this performance attribution theedaome
Aunder | yi nogrl hii rss ti rsu mehnetnv atl huee si afsosre sfslbeadsdi s r i skso
firm as per its internal modelRight through this process, quite logically, the firm ALSO determihesprice
uncertainty that it faces. This assessment naturally gives wé#yetdiquidity reserve requirements and the
capital provisionasneededOne can turn then to page 91 to look at how the firm discloses what it calls itsel
fAssets and | iabilities measurt Erdreqlatorsfaad bankingandustey
standards have defined a protocol here tooa A f ai r  visatb beequahtified msapercwelly difined
rul ese.

Hereonec an see that the firm breaks down its #Afair
These are just 3 categories wherebyval e giguidiAdpei | s
the firm policy (see the exhibits of the US Senate regparts c | osi ng t he fiymbésheal
20 requi r ewssassment af thhaureqnoired liquality provision since the positions are NOT liquid eve
though theyareNOT plainly il-liquid. They are in between the two extremiésr credit derivativeseceivables

the firmdiscloses $112 59 mi I I i on f o79 & | mivlel i @l Heemrk oftlladlv ed f 3
Al evel 30 is585 mkbecoerdf 8426he fAr e@eCDS aan beedsetnedo
Al evel 10 i e Likewise gha codq¥nding repboreed T pt a | Fai r625alllou hé i
figuresare consistent, absent the liquidity reserves that should be set anyway in some other places in the lec
The fAnettingd amount :thissugyestthatbiquidity provisich® avenconiphted iy dn
aggregate basis for credit derivativagporting the view that both level 2 and level 3 amounts require a reserv
altogether

The tableon page 9below provides some details:
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The following table presents the asset and liabilities reported at fair value as of March 31, 2012, and December 31, 2011, by
major product category and fair value hierarchy.

Assets and liabilities measured at fair value on a recurring basis

Fair value hierarchy

March 31, 2012 (in millions) Level 10 Level 20 Level 3™ Netting Total fair value
Federal funds sold and securities purchased under resale agreements § - % 26,259 1 - $ - % 26,259
Securities borrowed - 12,519 - - 12,519

Trading assets:
Debt instruments:
mortgage-backed securities:

L.5. government agencies™! 23,458 5,712 79 - 29,249
Residential - nonagency - 2,753 699 - 3,452
Commercial - nonagency - 833 1,451 = 2,284

Total mortgage-backed securities 23,458 9,298 2,229 - 34,985

.5, Treasury and government agencies'™ 20,011 6,948 - - 26,959
Obligations of 1.5, states and municipalities - 15,809 1,747 - 17,556
Certificates of deposit, bankers' acceptances and commercial paper - 4,456 - - 4,456
Non-U.5. government debt securities 24,780 39,654 81 - 64,515
Corporate debt securities - 36,309 5,463 - 41,772
Loans™ - 21,361 11,144 - 32,505
Asset-backed securities = 3,939 7,434 = 11,373
Total debt instruments 68,249 137,774 28,098 - 234,121
Equity securities 111,450 3,339 1,248 - 116,037
Physical commodities™ 11,604 5,565 - - 17,169
Other - 2,303 993 - 3,296
Total debt and equity instruments'? 191,303 148,981 30,339 - 370,623

Derivative receivables:

Interest rate JBz 1,259,624 6,129 - 41,520
Credit - 114,759 11,796 w 6,625
Foreign exchange 718 136,858 4,039 . 13,056

Equity - 44,317 5,054 (40,376) 8,995
Ccmmsdil].' 367 55496 2,512 (43,194) 15,181

Total derivative receivables” 1.867 1,611,054 29,530 (1,557,074) 85,377
Total trading assets 193,170 1,760,035 59,869 {1,557,074) 456,000

Yetone cannot know how the «col btageiebeiagl opefatede g a il ¢ v e
ver sus what i s fodexampleldf ppa r thiLcewlear 2tohe firm does n.
coll ater al requi r anchdhattitgi vbat tot it eceiowenst er part
reqguirement so amae thealildeg oo ms imihs firm dravideshoweverheye inr e <
footnote MfAeod s ome(e)lAs pefmitted udderslcS: GAAP,i tleenFem hagi elected to net
derivative receivables and derivative payables and the related cash collateral received and paid when a leg
enforceable master netting agreement exists. For purposes of the tables abovEmtlaoes not reduce
derivative receivables and derivative payables balances for this netting adjustment, either within or across
levels of the fair value hierarchgs such netting ii0t relevant to a presentation based on the transparency
of inputsto the valuationof an asset or liability. Therefore, the balances reported in the fair value hierarchy
table are gross of any counterparty netting adjustmemiswever, if the Firm were to net such balances within
level 3, the reduction in the level 3rifative receivable and payable balances would be $10.4 billion and $11.7
billion at March 31, 2012, and December 31, 2011, respectively; this is exclusive of the netting ben

\

associated with cash collateral, which would further reduce the level 3baasn . 0

The phrasing again is cryptiBut the bold sentencesagt 2 things. One isthat thisl t i mat e Af ai
does NOTt hefvalciatii on ofbasmnedssertbasi ¢idabal uatidoc
Indeed the reserves awther fair value adjustments are missing in flillwo i s t hat at | e
disclosed here in the tabbetween level 2 and level 3 amounts do NOT reflect specific netting adjustment
Thus this ultimate oOfairsiwsval dBRNIRAEFNIwith regardsotcimaeket A r
pricest o fAbasi s r i soknscessasyriquiditprhmamdatdgoovigons.Thus t hi s #Af ¢
NOT the fAdémark to mar ket 0 vsetlbyihe SEHCesihce 1982dn itammal epont  t
orbythe OCCin1®3 or by the fAgroup of 300 that ¢ hosganr e c
(1993 too).The breakdown of t hi s dndlavel3 igheforewstinditatve of ehe n
share oft h eotall§i il-liquido CDS positions in the firmv er sus HAnot l iquido ot h
val ue o p aig NOT what thee @durteyparties of Jp morgan would see for examgleeir side of these
very same CDS trad¢batthey hae against JpMorga®ne could have guessedticonclusion alreadywhen

the bank had specifiedhat it was NOT basing its aggregation
di verse CDS cont r akotweverthisnigithisi b a § r $igura dbsevitieabdtlé firm reports

for itselfin its books and records.n8l the text mentioned hepeovides some clues as to how the bprdceeds
despite the admitted lack of transparency.

10
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Justthat note here shows that the July 2012 $&€ilion restatement was NOT transparent structurallynso
many aspec6ss.Fundament al | vy, gi ven what Aimar k to mar ket
the whole banking industry, this fpr iwagjustdanihvergiane n
since it would be cleared once at the Al egally
and margin call associated postings, and ultimately completely erased through the assessment of every
basisrisk o0 per f or nievelBlee viiellevee IHli er ar chi cal breakdown

The firmironically enougrexplains how to staftom market prices and how, from thistial A gr os s f ai
(which is the step where CIO Londdmad contributedand was overridden already through the routine
enforceable netting procgsst lands onto its ultimatélON TRANSPARENT nefi f ai r v al ubeo .
explained nowthisi u |l t f ma t e vaaywayN@T thie sne that will be used in the earnings dedfirm
explains a little bit why but in a twisted way that indeed is NOT transpanestagainThis simply shows that,
whatever the price difference that may have lasted between CIO and the IB, ithaoelbdeemverridden once

by the inhouse models ks i n their assessment of HAbasis ri sk
second time before the firm actually set the fair value on these credit derivatives that would qu
mathematically determine the earnings.

But first it matters tospend some timeeadng in full howthe banlar r i ves at this ul ti
the use of mathematical risk models and performance attribptamedures that are rimet ween t he
assets and the derivatiegposures across the operatingsiof the banking group.

The first concept i s Valuatierd wh dd"bdy grl2ie@anrsialrépartfpage 87) 3
and as fAFair Value Measur e me-Kteport.PleaseNeep im mid hera that F
everyriib&kdi and Askew risko ar e amo nidisted br guotedapecess
are_not_available, fair value is based on internally developed models that consider relevant transactio
data &.

See first the page 97 of the May"1201210-Q report.

fiValuation

The Firm has an established angll-documented proced®r determining fair value Fair value is based on
guotedmarket prices, where availablé. listed or guoted prices arenot available, fair value is based on
internally developednodels that consider relevant transaction daach agnaturity and use as inputs market
based or independently sourced mar ket parameter
and a detailed discussion of the determinatioraofvalue for individual financial instrumentsge Note 3 on
pages184. 98 of JPMor gan Ch a s.&d imstrinerisiclasaified withirl levét & qf the fair
value hierarchy judgments used to estimate fair value may be significantarriving at an estimate of fair
value for an instrument within level @ianagement must first determine the appropriate model to. @seond

due to the lack of observability of significant inputeasnagement must asseal relevant empirical data in
deriving valation inputs- including, but not limited to, transaction details, yield curves, interest rates,
volatilities, equity or debt prices, valuations of comparable instruments, foreign exchange rates and cre
curves. Finally, management judgment must be appdi to assess the appropriate level of valuation
adjustmentst o r ef |l ect counterparty <credit qgual ity the
unobservable parameters, where relevdiie judgments made are typically affected by the typgraiduct

and its specific contractual termsnd the level of liquidity for the product or within the market as a whole. The
Firm hasnumerous controlsin place to ensure that its valuations are approprigk®. independent model
review group reviewsthe Ain6é s val uati on model s and appr(zamment he
here:seethd@ Va R Hi st or y o d o c)uAlieauatioronmdels fothe Firmnaeebssbjedt ® this
review processA price verification group, independent from thesk-taking functions, ensures observable
market prices and markétased parameters are used for valuation whenever possible. For those products wi
material parameter risk for which observable levels do not exist, an independent review of the assumpt
made on pricing is performeddditional review includes deconstruction of the model valuations for certain
structured instruments into their componentbenchmarking valuations, where possible, to similar products;

11
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validating valuation estimates througlactual cash settlementand detailed review and explanation of
recorded gains and losses, which arelyzed daily and over time

Valuation adjustments, which are also determined by the independent price verification gayephased on
established polies and applied consistently over time. Any changes to the valuation methodology are reviev
by management to confirm the changes are justified. As markets and products develop and the pricing
certain products becomes more transparent, the Firm coesito refine its valuation methodologies.

Level 3 financial instruments

The following table presents the Firmbés primary
measure the fair value of those financial instruments, and the significant unobservable inputs and the rang
values for those inputs. Whithe determination to classify an instrument within level 3 is based on the
significance of the unobservable inputs to the overall fair value measuremienel 3 financial instruments
typically include observable components (that is, components that @aelwacuoted and can be validated to
external sources) in addition to the unobservable components. The level 1 and/or level 2 inputs are not inclt
in the table. In addition, the Firm manages the risk of the observable components of level 3 financ
instruments using securities and derivative positions that are classified within levels 1 or 2 of the fair val
hierarchy. The range of values presented in the table is representative of the highest and lowest level input
to value the significant instrments within a classification. The input range does not reflect the level of inpu
uncertainty, instead it is driven by the different underlying characteristics of the various instruments within t
classification. For more information on valuation inpuasd control, see Note 3 on pages 11Bd8 of
JPMorgan Chasedéds 2011 Annual Report.

fithe determination to classify an instrument within level 3 is based on the significance of the unobservabls
inputs to the overall fair value measuremernit € That is what tfs is all about in the overriding stage that

follows the Alegally enforceabled netting stage
teamsoftheIBi Management 0 sets the adjustments hel fored
the risk metrics. Valuation is certainly the number oneafskll risk measuresiBasi s ri sko i s

risk on valuation that involvesltogethers e ni or ma n a g e maf tegal teafiga m d g nied mtt de
devel op e dThismeldoel lofscommon sense for derivatives risks heralded by the SEC, Volcker,
JpMorgan and the OCC since 1993is 1-0-1 of the actual danger conveyed by credit derivattheswas
amply confirmed in 1998 after the demise of LT(BAIt other risks must absbe checked as they will definitely
serve to make the performance attribution betweerother assets, th@ther hedges, and the other trading
positions in the firm as a whole. The stages are summarily desaritiéd 10K report above.

At this stage the valuation process of JpMorgan has been pictured.t matters now to unearth where
exactly the mismarking occurred at Jp Morgan it was done a.tThet20ilé& aniudl BRC O
reportprovides a bit more description§the whole firm processn page 184And one will understand that this
Aifair valueod sophisticated procéssaldsoce sc aNNOTe dpsr foa
senior management wildda last minute adjustment lay& conwey thevery finalfi c ar r yierdg uv d li 1
in the books and records. This last adjustmeriiaisedfor exampleu pon t he Af air val

coll ateral o for assets that are carried at #Afair
indeed senior magement rénstill a dos e ofd famals ias droi ssekhere fand therk a the r
ultimatestage This is the AALCO st aged mentioned just

Note 3i Fair value measurement

JPMorgan Chase carries a portion of its assets and liabilitiesfait value. These assets and liabilities are
predominantly carried at fair value on a recurring basi€ertain assets and liabilities are carried at fair value
on anonrecurring basis including mortgage, home equity and other loans, where the carrying isbased
on the fair value of the underlying collateral

The Firm has an established and waticumented process for determining fair valiesr value is defined as
the price that would beeceived to sell an asser paid to transfer a liabilityin an orderly transaction
between market participants at the measurement date. Fair value is based on quoted market prices, w
available. If listed prices or quotes are not available, fair value is based on internally developed models t

12
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consider relevat transaction data such as maturity and use as inputs, mhdsstd or independently sourced
market parameters, including but not limited to yield curves, interest rates, volatilities, equiy or debt price
foreign exchange rates and credit curves.

Valuation adjustmentsmay be made to ensure that financial instruments are recorded at fair value. Thes
adjustments include amounts to reflect counterp:
liquidity and unobservable parameters. Vdloa adjustments are applied consistently over time.

ACredit valuat i on aradecessary whemthesnarkefip@ioé fodparameter) is not indicative
of the credit quality of the counterparty. As few classes of derivative contracts are listad exchange,
derivative positions are predominantly valued using internally developed models that use as their be
observable market parameters. An adjustment is necessary to reflect the credit quality of each deriva
counterparty to arrive at fair alue. The adjustment aldakes into account contractual factordesigned to
reduce the Firmds cr ed.iduchasxcolatealandlegal oghteciafffet count e
ADebit valuati on aretpkerstd neflect the creditfolaMyld the Firm in the valuation of
liabilities measured at fair value. The methodology to determine the adjustmaisistent with CVAand
incorporates JPMorgan Chasebs cr efallistvapsnprkeead as o
ALiquidity valuation adjustments are necessawhen the Firm may not be able to observe a recent market
price for a financial instrument that trades imactive (or less activelnarkets or to reflect theost of exiting
larger than- normal marketsize risk positiongliquidity adjustments are not taken for positions classified
within level 1 of the fair value hierarchy; see beloive Firm estimates the amount of uncertainty in the
initial valuation based on the degree of liquidity the market in which the financial instrument trades and
makes liquidity adjustments to the carrying value of the financial instrument. The Firm measures the liquic
adjustment based on the following factors: (1) the amount of time since the last reigesy point; (2)
whether there was an actual trade or relevant external quote; and (3) the volatility of the principal ris
component of the financial instrumer@osts to exit largethan-normal marketsize risk positions are
determined based on thezs of the adverse market motheat is likely to occur during the period requiréal
bring a position down to a nofoncentrated level.

AUnobservable parameter valuation adjustmerdge necessary when positions are valusing internally
developed modelhat use as their basis unobservable paraméteatst is, parameters that must be estimated
and are, therefore, subject to management judgment. Unobservable parameter valuation adjustments
applied to mitigate the possibility of error and revision e testimate of the market price provided by the
model.

The Firm has numerous controls in place intended to ensure that its fair values are appropriate. An indepent
mo d e | review group reviews the Fir mb6s cificgptoduas Allo n
valuation models within the Firm are subject to this review process. A price verification group, independ
from the risktaking function, ensures observable market prices and mhbdssd parameters are used for
valuation wherever patble. For those products with material parameter risk for which observable marke
levels do not exist, an independent review of the assumptions made on pricing is performed. Additional re
includes deconstruction of the model valuations for certaincaired instruments into their components and
benchmarking valuations, where possible, to similar products; validating valuation estimates through actt
cash settlement; and detailed review and explanation of recorded gains and losses, which are dadyyzed
and over time. Valuation adjustments, which are also determined by the independent price verification grc
are based on established policies and applied consistently over time. Any changes to the valuation method
are reviewed by managementcanfirm that the changes are justified. As markets and products develop and tt
pricing for certain products becomes more or less transparent, the Firm continues to refine its valuati
methodologies.

The methods described above to estimate fair value prajuce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. Furthermore, while the Firm believes i
valuation methods are appropriate and consistent with other market participants, the usHerntd
methodologies or assumptions to determine the fair value of certain financial instruments could result ir
different estimate of fair value at the reporting date.

Valuation Hierarchy

13
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A threelevel valuation hierarchy has been established undeB. (GAAP for disclosure of fair value
measurements.

The valuation hierarchy is based on the transparency of inputs to the valuation of an asset or liability as of
measurement date. The three levels are defined as follows.

A L evieplts td thevaluation methodology are quoted prices (unadjusted) for identical assets or liabilitie:
in active markets.

A L eivieplts t@ the valuation methodology include quoted prices for similar assets and liabilities in actiy
markets, and inputs that are olpgable for the asset or liability, either directly or indirectly, for substantially
the full term of the financial instrument.

A L evamé or Bore inputs to the valuation methodology are unobservable and significant to the fair val
measurement. Afinn c i al i nstrumentds categorization withi
of input that is significant to the fair value measurengent.

L e tnéwsascertain one important thinge | at ed t o fAmarkso versus Aliqu
parts of the fAmarkthe fmhakretwval med hpoirge i s an
fifconsensus pricesoOo are perceiavneyd fAtnootb ep.e rHcerc tfAlye
MUST therefore assess at senior management level which liquidity reserves are mandated to account fo
di fference between the fAexi Bupritbtad asdNOhRel @aé& by

figures that were inherited from the Al egally el
transparent way as the firm statddh e process i s non transpar enthe an
associated liquidity reservesr € s pread t hroughout ot her items b

muc ho i s s e Thusafor éxaniplefi ma e & g e meeGVA-DVA tLiguiity adjustments or other
inkhousedevel oped model s to arrive aterminésdahe hcaourkssanduHe t
information to markets, regulators and investors. The bolded parts remind that on just all those points CIO
elevated the issues that all called for massive resérees t he At r a Asdhisgartisimwskad tlsea | o
reserves and provisions were taken AFTER the @l e
stage where CIO prices were mechanically overridden alr@dgysenior margement knew better in any way
howthose reserves had to be takercs onlythe net exposure of the bawkuld mattelin the very first place.

t remains to eeantealyikepwot shéehéi pmrformance attri
numerous contr ol Here ihamours thad seni@@ mandgenent chposds to adopt or not th
f ai relestiadd ua&s a me as ur asefplained ip this Extradtrisanat @leays the same even
hough credit derivatives themselves allep | aced wunder me uBually.There areaekceptiains, r

ut not for the Atranche bookod of CI O for which

= ot v —

(op

The second concept that drives a lot of the performance attribution is betledlyt he A f @aipt | v a
There are many more consi dernatidend rtolmati bfamarsaqgsd
from Amid to ewnxifreomi édeseodoformance attr i bbuSemnia n
management shall also care abouini t i gantee sit md e me(this is NOT lequitalemt to tsnpodthing
the earnings quarter on quarter njo éfiaccounting for hybrid instrume
at the | B that was just b e iinnlage 201), amdedlireg rwithe 1B relatedr
istructured notesd or other securitizatilosherttieag
other consideratiofurtherr e | at e t o ei t herorfnfaalkied rsto erx qileaettci anrissoh
nonconsolidated or Hereisthe exwactnofithisgptionampacba the acsounts for the
2011 16K annual repor{page 198) i

fi N o tiéairdalue option

The fair value option provides an option to elect fair value agl@mnative measurement for selected financial
assets, financial liabilities, unrecognized firm commitments, and written loan commitments not previou
carried at fair value.

Elections

Elections were made by the Firm to:

14



15

AMitigate income statement volatilitgaused by the differences in the measurement basis of elected instrumel
(for example, certain instruments elected were previously accounted for on an accrual basis) while

associated risk management arrangements are accounted for on a fair vakie basi

A Eliminate the complexities o fhedaepapcoutingar bifareatioh a i
accounting for hybrid instruments and/or

A Better reflect those instruments that are mana
Elections include the followg:

A Loans purchased or originated as part of s e
accounting, or managed on a fair value basis.

A Securities financing arrangements with apBarembe
A Owned beneficial interests in securitized fin
would otherwise be required to be separately accounted for as a derivative instrument.

A Certain investment s tduatyinvesenentsiacqeredtas part af thes Waishington:
Mutual transaction.

AStructured notes i s-driven dctiviies. ($tractuted notés afe Brarsial mdtrunemts
that contain embedded derivatives.)
A L termgbeneficial interests ssued by |1 Béds consolidated securi

are carried at fair value o

About the Afair val uewhenalhigsisatl he fcarrying valuebo

Thus the bank does state that fbtai akvendholpletbey sheuldt s
Here tens of $billion are under consideratibhe order of magnitude is impressive but not so big when sized a
the dimension of JpMorgan itselfhe CIO investments alone weighed $350 billion or more. The bank tota
assets were worth more than $2 trillion. And t h
in case of a global shortage of liquidhgving the ability to generate $2 to $5 billion gains in a &isiSome
assets or liabilitiesrethusn ot A atdarvalu@ don a Arecurring basiso w
depends upon the fair value of the collaténat is controlled by third parties, not by the bafhkis is typical of
fof§horedd skew sk mbbkxpaswdheldby thisdgpartes vehicles (called VIEs generically
in the 10Q reports of JpMorganpBut the bank Jp Morgan would not make this clear in an§ 10 16K report
despite the $3 trillion potential exposwget at ed as A i d#atshrinksadwn to aldostrzéadter n g
nettings

On the face of it,te root cause for this distinctitme t we en Af ai r v al abmeseans tb be c
related to APCI O | oans i e Theyaaregroblematit in that their future tashe
fl ows ar e s o melhdsaare assetntitaethetfiraningeds.to fifdcar bedd®tfor in generalas

t hey cteditb kp & iinrjaegdndAs such, whichever class they had belonged to they sbeaafme part of
Aot her assetsodo once t heyAntae shduleaetuallytdke @ breader Viey upoi |
what drives the | asthoadjeu dtameret viad tuveee ma ntdh & hiei m
to credit derivativesOne can refer to the definition on page 170 of theQlPublished in May 2012:
fiPurchased credi mpai r ed ( ARR@dsends lodns that were acquired in the Washington Mutual
transaction and deemed to be creidifpaired on the acquisition date atcordance with FASB guidance. The
guidance allows purchasers &mgregate creditmpaired loansacquired in the same fiscal quarter into one or
more pools, provided that the loans have common risk characteristics (e.g., product type, LTV ratios, Fl
scores, past due status, geographic locatign)yool is then accounted for as a single asset witlsiagle
composite interest rate and an aggregate expectation of cash floivs

Those loans require hedging and projections, therefore a lot of modeling based upon assumptions and cor
Aunderl yindsreéeher emcesd®f t he 0thiopodesswasNOA liméted toPLle |
loans as far as the whole valuation of the firm is conce@ed.may assuniedeedt hat t he fAtr a
CIO wasat leastin part devoted to buildomemacr o ficredit hedgeso amgléghe ns
liked € .Dimon or Drew could certainly tell whether the assumption is coamdto which extentités. €y h

should concur gi ven t hthatfhdyNantedtoHaveint2@6 it r anche bo
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There were manyther liability-relatedr i sks | i ke ACVAO, ADVAO, VaR,
required the same need to fipool 0 t hetriusmemthastieh s
firm could alsoprotect itself for the future at the minimum cost of course. One dypisk in particular was the
lack of liquidity of some existing exposures that were NOT necessarily consolidated in full in the balance st
andwere DT auditedé Agethasamenassumptiog asmoale | e t hat t he i
ClO wasexpected to play for the whole firm here. And a similar question shoulddesresked to Drew or

Di mon o Unlessalt the énvestigation teams already had the answers.

The picture below shows that some derivatives trades are precisely meant tthbedgisks.

Impact of netting adjustments on derivative receivables and payahles

Derivative receivables Derivative payables
(in millions) March 31, 2012 December 31, 2011 March 31,2012 December 31, 2011
Gross derivative fair value $ 1,642,451 $ 1,884,499 $ 1,613,165 $ 1,837,256
Netting adjustment - offsetting receivables/payables® (1,483,439) (1,710,523) (1,483,439) (1,710,523)
Netting adjustment - cash collateral received/paid® (73,635) (81,499) (55,252) (51,756)
Carrying value on Consolidated Balance Sheets % 85,377 % 92,477 % 74,474 % 74,977
Total derivative collateral
Collateral held Collateral transferred
(in millions) March 31,2012 December 31, 2011 March 31,2012  December 31, 2011
Netting adjustment for cash collateral® 3 73,635 ¢ 81,499 % 55,252 $ 51,756
Liquid securities and other cash collateral® 18,401 21,807 18,680 19,439
Additional liquid securities and cash collateral'® 19,616 17,613 10,643 10,824
Total collateral for derivative transactions $ 111,652 §$ 120,919 & 84,575 $ 82,019
To be sure the amount $857 7 mi | I i on i s the one that i s the
S h e astthe firm specifies here in thistable And t his fAconsolidated Bal ai

for disclosing the earning8ut where is this figure showing actually the 10Q reports and howan one
reconcilethe way in whichthis figure has impacted other business units thrabhghmodeling internal to Jp
Morgan? The short answer is: one simply cannot do that exercise. To stashevithust notice that to arrive at
this figure here of $8377 million, the firm proceeds IN FACT to 2 netting processesi e i s Ot r an:
standard on the face ofiitf one excuses the total absence of. di
Thust i's thdodlceqadllley ommdé deal ing with all Thebteer pc
oneismuch |l esstdtranspat & ieg alieityis NON fully consolaldiedit is NOT
audited, and the consolidation of which is NOT transpaaeptvay But it adds to the first one to produce this
figure here of $ 85 377 million.

The f ootaeaneistvary udetulagaiit o under st and wh(a)tAs pesnittegl arider ¢.S.o r
GAAP, the Firm has elected to net derivative receivables and derivative payables and the related c
collateral received and paid when a legally enforceable mastéiing agreement exists. Ok t his
operation that was referred to so far. Here one can see a bit better how thisouettirs: derivatives aretted
mostly between 0payfarkeace €05 typensdparatebmdcaesinallen fictioe is further
reduced with the net outstanding amounts of collateral routinely pledged or rec@d®dype per CDS type.
This ratiobetween$1 483439 million versus $ 7835 million showthat counterparties depend mostly at 95%
on CDS price accuracyn each typef CDS contracto net theirhugeoutstanding positions one with each
other One can see that the revaluation of collateral bears only upon 5% or so of the gross notional amou
risk. There really was very little room for complacency fromarket counterparties about the consensus mid
prices, es pe cOfelr$eypuctoaccurécl ie impoksiblg t achieve for Level 3 assets which are
liquid o r even for 6really | ess | ihglGli4d1b46 irdieey the ItraZx Mais s €
S9 index, the financigbUB indices, the HY 8-10-11-14-15-16 series, and all the tranches referring to these
indices when availablider e about 80% of the total outstandir
just beelnhulsi satbeodué&t 80% of t he tr an-bghicor doseoThay wereo t i
NOT in Level 3 though, even if Hogan brought up the idea in mid to late April 2012. As teibe3 assets
they were overcollateralized or subject to additional didity reserves for that reasaf that they were
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officially il -liquid. Thatovercollateralizatiorshould havehereforealso applied to mankevel 2 exposures like
the 1G9index onesand actually like 80% f t he fitr anche b oolkThe IGOfindegNa®d s
indeed hera mong most of the other indices and tr alhec he
matter had been raised in 2008 already at CIO. idAmdhs raised again in 2008iving way already to a $30
million liquidity reserve for the tranche book of CIO alreadihe CDS marketwere getting notoriously less
and less liquid since 2007. And thdasver and lower liquidityusuallycalls for liquidity reserves aside fromeh
collateral operationgnyway This was just meant to predate the dangers ddeetbasiclack of accuracy in
priceswhet her they were fAmido, fexito, HAbidso or fi o

More, the table below the top orshowsthat other collateratources do exist butaMOT f act or ed
valued that is al so the Aicsomeinstancedlereiathelagkoof trarspartericye
showing about the valuation procesb.& f oot not eagvidddetalls and fAcd pr

i(b) Represents cash colnotstubea @k legally erdorceablel maater dettipga
agreementand liquid securities collateral held and transferred.

(c) Represents liquid securities and cash collateral held @adsferred at the initiation of derivative
transactions, which is available as security against potential exposure that could arise should the fair valu
of the transactions moveys well as collateral held and transferred related to contracts that havelaity call
frequency for collateral to be posted, and collateral that the Firm or a counterparty has agreed to return k
has not yet settled as of the reporting ddieese amounts were not netted against the derivative receivables
and payables in theables above, because, at an individual counterparty level, the collateral exceeded the fal
value exposure t both March 31, 201 2, and December 31, ‘

| f one computes quickly the net of t hoseapaar®d nt
billion of collateral This is collaterat hat the firm Ahol dsd in net and
balance sheeHoweverit does offset losses thatay well bereported on the consolidated balance sheet. How is
the bank settinghe line in the sand helwtween what is reonsolidated and what is ratVell 10-Q report
does NOT shovinow the bank does set this lineinthesardlr ough t he &édcarrying v
earnings reports that will make the headline news. iBis here somewhersitting in part outside of the
Aconsobadtaned sheet 0. The firm specifies by tI
i un a u dSo nceatheé can certify that the ultimate earnings figure is or is not impacted bycthiaseral
changes here.

Yet, even though some parts of the derivative overall performance that is bundled with the collateral opers
do NOT show in the Acarrying valuedo of the deri
other rinning units of the firmTherefore the very last stage of the valuation process that is determined by tl
seni or management (ALCO stage) may or may not r
theultimateh est i mated fair valuedo thené.

On page 100, the firm discloses per the rule SFAS 10® h a t i s | abel s Addittorsale | f
disclosures about the fair value of financial instruments that are not carried on the Consolidated Balance
Sheets at fair valuélhe following tablepresents the carrying values and estimated fair values at March 31,
2012, of financial assets and liabilities, excluding financial instruments which are carried at fair value on
recurring basis, and information is provided on their classification withime f ai r val ue hi e

A table follows:
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March 31, 2012 December 31, 2011

Carrying Estimated carrying Estimated
(in billions) value fair value value fair value
Financial assets
Cash and due from banks $ 554 $ 554 % 3 59.6 % 59.6
Deposits with banks 115.0 1150 ” 85.3 85.3
Accrued interest and accounts receivable 64.8 64.8 61.5 61.5
Federal funds sold and securities purchased under resale agreements 214.2 2142 ™ 210.4 210.4
Securities borrowed 1231 1231 127.2 127.2
Loans 692.8 692.0 “ 694.0 693.7
Other 47.7 482 © 49.8 50.3
Financial liabilities
Deposits $ 1,232 ¢ 11238 ” ¢ 1,1229 $ 1,123.4
Federal funds purchased and securities loaned or sold under repurchase agreements 237.2 2372 @ 204.0 204.0
Commercial paper 50.6 50.6 51.6 51.6
Other borrowed funds 17.1 171 ™ 12.3 12.3
Accounts payahle and other liahilities 168.6 1685 166.9 166.8
Beneficial interests issued by consolidated VIEs 66.7 67.0 © 64.7 64.9
Long-term debt and junior subordinated deferrable interest debentures 220.4 2222 ¥ 222.1 219.5

In the past Jp Morgan used to provide the net effect on assets and on ligbitittes1998 at leastThe bank
does notdo itany longer in 2012 but one can run the computation. This last minute change is performed by
other than the senior management through what the OCC would call the ALCO. ALCO stands for As:s
Liability Committee. One can easily find a definition on thdowe\ss@tLiability Committee Also called ALCO.

A committee at a bank charged with ensuring the bank has enough assets to pay for its lihilgssthis by
monitoring the risk of the bank's investments as well as its capital strutituegorts tothe board of directors
and generallymust also provide information to regulatorso

What is thishALCO stag® here that checklsowt he f i rm has enough assets t
imagine that a firm ends a quarter with assets value matpleirigctlythe liabilities value One should really
expect thatAt the end of the following quarter, the prices of the liaksitwill have changed. And the prices of
the assets will have changed. The chance is almost nil that all prices will have finawadniously across
liabilities and assets altogethdpMorga® top managemergroject gains, observe slightly different uéés and
nextwonder AWhat happened in hindsi gt sverssudei miutl iea
big compani es, not Il imited to big b aThds shére willhbe a e
mismatchbetween the new valud the assets and the new value of the liabilitiesd Ahe question shall be for

t he AL Ghere truiyia shortfall here or therer should the assets bedenover stated, or should the

' iabilities beThisis likely theomoment whehdtee diod her coll ater a
derivatives exposures that are NOT il eg &iheryactesn f
come into play as well | ike projecti ons xopfe nfAwetou.r

last ALCO adjustment will impact as much the ultimate earnings fifora the gross first estimatdhe
adjustment will beaf aillmd f i gure for which the determinat.
such.Hereas of May 18 2012Jp morgarat the ALCO stageverstated the value of its assets by $0.3 billion
and understated the value of its liabilities by some $2.5 billion. ditasgemade the assets value match with
the liability value buval ue @ lomstiecfirstagdadgtemof 201y attdiab$2.8 e t
billion.Di d t hese ALCO member s, Aireporting to the bo
gain based on their personal assessment of the-anliteralization being worth of $8illion and being
unconsolidated and unaudited®@n-one can tell apart from the watchdogs and the ALCO members themselve
The only fAconsolidated balance sheets (unaudited
valueo f t hureagdetse dio  ebxep ot shuart e stestimated bair Valdmadre t he AThwsna vy i
one can reconcile this.

But still the firm discloses its final fair value for derivatives oratethe adjustments have been made on
Aunobservable inputso |ike the ones that enter
firm explains what those numbers may mean:

fiChanges in level 3 recurring fair value measuremenke following tables include aroll-forward of the
Consolidated Balance Sheatnounts (including changes in fair valdey financial instruments classified by
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the Firm within level 3of the fair value hierarchy for the three months ended March 31, 2012 and 2011. Whe
a determination is made to classify a financial instrument within level 3, the determination is based on
significance of the unobservable parameters to the overall fair value measurement. However, level 3 finan
instruments typically include, in addin to the unobservable or level 3 components, observable componen
(that is, components that are actively quoted and can be validated to external sources); accordingly, the g
and losses in the table below include changes in fair value due in paivs&wvable factors that are part of the
valuation methodology. Also, the Firm riskanages the observable components of level 3 financial instrument
using securities and derivative positions that are classified within level 1 or 2 of the fair valuectyeras
these level 1 and level 2 risk management instruments are not included thedoggins or losses in the
following tablesdo not reflectt he ef f ect of the Firmds risk manse
instruments 0

The table bellowths gi ves what i s the wultimate number onc
the Level 1 and level 2 performances that are already factored in.

Fair value measurements using significant unobservable inputs

Change in
unrealized gains/
) . Transfers (losses) related
Three months ended Fair value at  Total realized/ into and/ to financial
March 31, 2012 January 1, unrealized or out of Fair value at instruments held
(in millions) 2012 gains/(losses)  Purchases'™ Sales Settlements  level 3% March 31,2012  at Mar. 31, 2012
Assets:
Trading assets:
Debt instruments:
Mortgage-backed securities:
.S, gOVErNment agencies $ 86 $% (12) % 5 % - $ - % - $ 79 % (5)
Residential - nonagency 796 32 92 (163) (36) (22) 699 23
Commercial - nonagency 1,758 a7 112 (240) (11) (91) 1,451 (79)
Total mortgage-backed securities 2,640 (57) 209 (403) (47) (113) 2,229 (61)
Obligations of .5, states and
municipalities 1,619 (7 320 (181) (4) - 1,747 (9)
Non-1.5. government debt securities 104 8 205 (231) (5) - 81 1
Corporate debt securities 6,373 258 2,316 (1,269) (1,967) (248) 5,463 115
Loans 12,209 156 901 (673) (945) (504) 11,144 129
Asset-backed securities 7,965 230 824 (1,261) (326) 2 7,434 198
Total debt instruments 30,910 588 4,775 (4,018) (3,294) (863) 28,098 373
Equity securities 1,177 (7) 22 (27) (13) 96 1,248 (12)
Other 880 153 35 (44) (31) - 993 159
Total trading assets - debt and equity - -
instruments 32,967 734 4,832 (4,089) (3,338) (767) 30,339 520 ¥

Net derivative receivables:

Interest rate 3,561 1,328 109 (68) (1,344) (348) g 580
Credit 7732 (2,354) 78 as) (630) (2.228)
Foreign exchange (1,263) 127 19 (158) 218 (3) L060) 89

Equity (3,105) (720) 333 (383) (9) 1,055 (2,829) (880)
Commodity (687) 6 53 (&) 23 11 (600) 1
Total net derivative receivables 6238  (1,613) ™ 592 (633) (1,742) 715 3,557 (2,438)

Thus the Aunobservabl eapparenyyhange @&l ahe mvgferimn vladW
$6625 million downto $8 08 mi | | i on. Still one wil/l not see
sheet s ( ormawitdmpacets the dther assets or liabildiesor what the level 3 related hedging costs
were

The pictue is quite incompletd s ex pl ai ned some pieces of the jig
Afair val ue o pétitisendughd @dalhtieitain éf keywords i dent i cal un
receivablegyross payablekegally enfe c eabl e net t i n gfar,valud hdgustraenisfa valaen a |
el ect i onFairvalfiedphtic€@imate Fair ValueCarrying valueOt her ¢ ol wil singly balveo .
to understand that the process is NOT isN@Idsgosed e n
at any stage, is NOT audited, is NOT fully consolidated, and is NOT reported as such although it impacts
trillion of notional amounts.

Whyi s t he emphasi s the®Whydthis tosueeniiting the fecusron asviluation process
where clearly the fibasis risko is centr aBecause tha i :
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ifitranche booko a@atow@l @st hdte WISICPObe nkthe fALondor
deployedadj ust ed al | along since 2006 by Dimon and

r i sTki® series of observations was made to emphasize that the valuatioh aft it r anche bo
ALSO spread across just all the stages of the valuation process of Jp Morgan. It therefore could not be the
t hat the quite early fnestimate P&L pricesod comn
records of lte firm at any stage, even the earliest one. To be sure here, even the initial prices coming from
festi mate P&LO wo ulbetaubeeh iosv efrtrri adlrdeeme ilfo coknd ywas he
ri sko at JpMorgan. 8i hee asbBbesBbdsionl yi sakdewotlhe
collateral postings, ths e fAesti mate P&LO prices would be ovel
Thereafter these prices would be erased by othemslyfbecauseat t h e efi fhaierr avraclhy 0 6
the tranche book position may have @verlappingmark to market price for the firmbevel3 risks And even

t hen, since some unaudited, feli mMcoasedi dat edna
st a g e pricas ivaild e overridden again, and maybe again for the SFAS 107 purpose.

The bank never provided the needed transparency

booko and the #A$3 trillion basis ri20Radtissadanthist hr
woul d have showed how this #fAtranche b dhskséadigmiss C
t hat i s .fihestmisaaloregyill explain why later in this document the restatement of August 2012

should not betrusted anyway. This is the root cause forthe inconsistencies that will be described later
about the restated figures themselvesThe parts below that are not developed here would only documen
further that the firm had deployed a genuine infrastructtreart t $i si siba@ast hat CI O \
firm-wide quite strategibedging purpose.

i. What is audited and what is not audited
1. Main reference tables
a. GCB, DCM, CIO, treasury, liquidity reserve
i. Mark to market, Measuring Fair value and fair vadlextion

2 What is the actual bonanza brought wup by the
a. Clearing the legend: Table on gross P&L balanceand Tangible equity gains

How to reconstruct at best the path of the performance of the credit derivatives at Jp Morgan?

As thepart onthe valuation process showed through the wérdsd e nt i ¢ a | underl ying
amo u restimatedéai r val ue 6, 0the vauationypronegs atetlirm dobodvs grossly 4 stages.
First there isa markconsensuadelection(CIO London is already overridden at this stagmdla stringent penny
pinchingreconciliation. Second there a@scollateral netting mcessnvolving market playerand first liquidity
reservesThird there isa performance allocation process tbrought he use of |dyiidnegndt irced

in risk terms. Aud fourth there isa final ALCO stagave r e t hestimfitednaailr 6val ued i s
Acarrying valueodo by thte tslkeeiloas tmasntagegenenh e aAbGO
Afoptionso and a | ast adjust ment \Regslatdos| aed the hoawl wfg I

directors are informed of the ALCO adjustmebysmandatelnvestors are NOT informed in a granular way as
it was shown, ie they cannot reaile the process followed by the ALCO.

It was also seen that many types of CDS, or credit derivatives in a broader wording, could exist. They may r
in part to t haskuatmewoddhaw diiffefing priceg. dhose diffleces constitue a 6 b
r i orktibe valuation that is NOT disclosed anywhere in the reports in a transparent fashion. Thus one ca
monitor the O6cash asset to relevant CDS® basi s
index based positionfer example or between indices and their single hame constitpentsise All one can
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know i s t hat rigkbhears poténtialgnia aotiohdd ameunt of arousd trillion at Jp Morgarand
ona massive netting thereaftdat shrinkghe $3trillion figure down almost to zero

Now thesdormerremarks all suppoedt he f act t hat the gross notional
do reflect price changes the finest detailsat least at the start of the valuation proc¥es$ CIO London prices

are already overridden at this stage.very stringent reconciliation between the different price sources is
mandated right after the price collection sthge f or e t he gross HAreceivabl es
Otherwise, as shown the first example, no valuation can be expectedtobeos e t o fAaccur a
no performance is close toe reliable. Missing a price differencenders the earnings report at JpMorgan

themselves quite unreliabdles s hown wi tmadédeuperegxdmplsd 0

So better catch every little price difference on the same CDS contract inside the firm BEFORE netting all th
exposures per contract Ay pto amhle Nndemremori cadbluad e
fine tunedpric e s , one can only rely upon the @he#tege2dgb
level30 breakdown and subsequenn al ysi s. Yet one cannot rely wupor
since this is NOT transparent and allegedly NOTe@aresentation oéll thefi v al uat i iavolved Asp u t
explained the #Aliquidity reservesoO associated t
Aconsensual mid pricesoumref NtOAe dii s @i reaadihtegmljartd le
of the valuation process. TDhveA 0 b eompke r@x p loaisn sd etah «
reserves separately sthus one has to rely on the $12%5 figure(page 104Jor the amount for gross notional
6r ecei v ahe ($219 830)afigute oh page 92 to best proxy what the actual price variations had on |
firmds per fAnd orne widl BOT know what h basigh tohl ekewd s w e theeprcésrused in the
valuation at this stage

This fair value measure is already opaque and deviated from the original price séurdedsoone will NOT
know what the valwuation change was for those po
beenpartly reincluded through the IACO ultimate adjustmeniThis fair value is thus also heepresentative
anyway of what the market price changes have induced in the actuarivatide positions of the firmas a
wholeThus one fair argument i s t hcae dihfef ebraennkc ecoo uilto
July 2012.It could correct it afterwards via the ALCO staagewell No one could check on that based on the
sole 16Q report informationBut this is as good as it can be to aeéeastvh at t he f i r méns s
actually Asawd then when r ecei vabaoutthe lose that wasnswballing u t
at ClO since January"2012.0ne sure thing indeed is that this i

If one wonders how the firm itselfaovul d fAseed mar k t o mar XOtthe@atualc e
restatement is quite good guideas towhat hadapparentlynappened among thiiel egal |y enf or
contracts | t is key to remind that at |l east 99% of t
enforceabl 80 thetsacusiny about the Atranche bo
this book had NO AbasssuchAgako @mids nios iwhkatw t hekl
what it had fAseend. This may not be what counter

Thus on page 104 of the-@report disclosed on May $@012, one can see the following figures:
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Free-standing derivative receivables and payahles®
Gross derivative receivables

22

Gross derivative payables

Not Total Net Not Total Net

March 31, 2012 designated  Designated derivative derivative designated Designated derivative derivative
(in millions) as hedges as hedges receivables receivables'® as hedges as hedges payables payables®™
Trading assets and liabilities
Interest rate $1,259,472 % 7,063 $1.266,535 % 41,520 $1,222,353 % 2,171 $1,224524 % 24,235
Credit 126,555 6,625 124,986 - 124,986 6,703
Foreign exchange™ 139,071 2,544 41,615 13,056 151,841 1,544 153,38 15,534
Equity 49,371 - 49,371 8,995 49,786 - 49,786 12,909
Commodity 57,240 1,135 58,375 15,181 59,134 1,350 60,484 15,093
Total fair value of trading assets

and liabilities $1,631,709 % 10,742 $1,642,451 % 85377 $1,608,100 % 5,065 $1,613,165 §% 74,474

Gross derivative receivables Gross derivative payables
Not Total Net Not Total Net

December 31, 2011 designated  Designated  derivative derivative designated Designated derivative derivative
(in millions) as hedges as hedges receivables receivables'® as hedges as hedges payables payables'©
Trading assets and liabilities
Interest rate $1,433,900 % 7,621 $1,441,521 % 46,369 $1,397,625 % 2,192 $1,399,817 % 28,010
Credit 169,650 - 169,650 6,684 165,121 = 165,121 5,610
Foreign exchange™ 163,497 4,666 168,163 17,890 165,353 655 166,008 17,435
Equity 47,736 - 47,736 6,793 46,366 = 46,366 9,655
Commodity 53,894 3,535 57,429 14,741 58,836 1,108 59,944 14,267
Total fair value of trading assets

and liabilities $1,868,677 % 15,822 $1,884,499 % 92,477 $1,833,301 % 3,955 $1,837,256 % 74,977

And in the resited 16Q as disclosed in August 2012, the firm provides figures that differed, only based ¢

Amar k differenceso between CIO and the | B:
Free-standing derivative receivables and payables®
Gross derivative receivables Gross derivative payables
Not Total Net Not Total Net

March 31, 2012 designated  Designated  derivative derivative designated Designated derivative derivative
(in millions) as hedges as hedges receivables receivahles™® as hedges as hedges payables payables'®
Trading assets and liabilities
Interest rate $1,259,472 % 7,063 $1,266 $ 41,520 $1,222,353 % 2,171 $1.224524 % 24,235
Credit 126,258 - 6,258 125,349 — 6,996
Foreign exchange™ 139,071 2,544 141,615 13,056 151,841 1,544 153,385 15,534
Equity 49,371 - 49,371 8,995 49,786 - 49,786 12,909
Commodity 57,240 1,135 58,375 15,181 59,134 1,350 60,484 15,093
Total fair value of trading assets

and liabilities $1,631,412 % 10,742 $1,642,154 % 85010 $1,608,463 % 5,065 $1,613,528 § 74,767

Gross derivative receivables Gross derivative payables
Not Total Net Not Total Net

December 31, 2011 designated  Designated  derivative derivative designated Designated derivative derivative
(in millions) as hedges as hedges receivables receivables™ as hedges as hedges payables payables'®
Trading assets and liabilities
Interest rate $1,433,900 % 7,621 $1,441,521 3 46,369 $1,397,625 $ 2,192 $1,399,817 % 28,010
Credit 169,650 - 169,650 6,684 165,121 = 165,121 5,610
Foreign exchange™ 163,497 4,666 168,163 17,890 165,353 655 166,008 17,435
Equity 47,736 - 47,736 6,793 46,366 = 46,366 9,655
Commodity 53,894 3,535 57,429 14,741 58,836 1,108 59,944 14,267
Total fair value of trading assets

and liabilities $1,868,677 $ 15,822 $1,884,499 ] 92,477 $1,833,301 $ 3,955 $1,837,256 § 74,977

A table summarizing those differences shows below:
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Fair Value determination process at JPM

Stage 1: marks
Gross derivative receivables and payables
Gross derivative receivables Gross derivative payables
Total Total
Mot designated Designated as derivative  Net derivative Mot designated Designated derivative Net derivative
Q1 2012 figure as hedges hedges receivables receivablesic) as hedges as hedges payables payables(c)
Credit  10th May 2012 126 555 - 126 555 6625 124 986 - 124 986 6703
Credit  8th August 201 126 258 - 126 258 6258 125 349 - 125 349 6 996
Difference -297 0 -297 -367 363 0 363 293 Total -660
-119 930 -118 283
Stage 2 netting, other collateral adjustments, and risk model allocation
Receivables Payables
Q12012 figure Level 1 Level 2 Level 3 Netting Level 1 Level 2 Level 3 Netting
Credit 10th May 2012 114759 11796 -119930 117598 6988 -118283
Credit 8th August 2012 114462 11796 -120000 118631 6988 -118353
Stage 3: Dimon and senior management adjustments
Fair value adjustment using significant unobservable inputs
Change in unrealized
transfersinto  FV asof gains/(losses{ to financial
Q2012 FV asofJanuary Total Unrealized/&ealized and foroutof March 31st  instruments held at March
figures 1st 2012 gains/(losses) Purchases sales Settlements  level 3 2012 31st 2012
Credit 10th May 2012 7732 -2354 78 -18 -630 4308 -2228
Credit 8th August 201 7732 -2354 78 -18 -630 4808 -2228
As one can seghe price differences only affectedthegr oss o f i gures inferred |

t he or i gi n atedfrommaarkétss The lefgature iach at t he & nehangedhsweb This o t
is mechanical indeed. Yetasggeh e t heory deployed by the bank, h
in the bankthey could not have been missed by the counterparties of CIO. One can gobble that JpMor
maybe was Acompl acent about CIl O0, entechsaries oflcortta failgrasn
all at the same outside of CIO then, that JpMorgan had noticed no warnings from ICE, that JpMorgan also
carried for 20 years a valuation loophole in a standard process that JpMorgan had imposed to the regulator
thewhol e US Banking industryéOne could gobble al s
booko at CI O weighing 40% of the firmbs total Ve
the whole US banking industry and the whalorld industry in Credit derivatives did miss that $660 million in
price differences about what was then Aone if n
really does not hold wateA lot of money was missing here actually mot so many positiong\rtajo would
state to Pinto and Macris on March™22 012 t hat fone positiono al on
millioné. I t wa s vdrexisted. Tthefigumei waisssturining the tondioa @O ehief and the UK
CEO of PM altogether.

Actually Pintodi d not bother being assert.lvsech priceaifferedcplsadvo r
really perssted more than just one sessibh ey shoul d have i mpacted the
e nf or cirethebdyes @f the counterpartiesnd they should have sparked disputes in late March 2012
already. he amount was pretty significant. The price differences in questawa NOT triggering disputes
theré .One should readgainthe march 28 2012 call between Pinto, Macris and Artajo were Pinto isrthese
theeydo not have disputes at the |B. And CI O was t
coll ater al i ssuesé.

For the purpose of the restatement allegedly causddsing price differences between CIO and the IB inside
JpMorgant he fAnetti ngo f i @utthecoumtarpartiesadid NAT aomplan at ad io late March
2012. This restatement story definitelgoes not hold wateiThis reconciliation table abe thusshows that
those price differences were internal to Jp Morgan and NOT an issue for the market counterparties ha
Al egally enforceabl ewmbahbht €t Oa § o e e m@hestwadhe caserfgp thoaec ¢
than 99% of the posiins of t he Atranche booko of CI O as sai
difference would be reconciled and adjustederasedAnd next the process is opaque as explained before.
Logically so, the otlr figures do not changas the nexstages are based on just one price anywée
restatement will be further commented later on. It is enough to see here that indeed price changes would
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the figrosso receivable and Afgrosso payablvatives i g
idesi gnat eatbngavgh nétteglaghneust® naturally

One may remember that the overall price difference was of $660 milliothdituthe restatement was of $459

million due to fAother adjustmentso maAdableonmpage IBef c
the August 2012 restated-fp provides some more details. It matters to see that the $660 million due to pric
changes impactedinfullatn cal |l ed Oo6prilnfcifpmdi naoiamaslacttn amBact i

trading transaction involving the market counterparties through the day to day collateral and margin calls,
again makes no sense. This is the same remark thatapgpl t o t he fAnettingo figul

As a further confirmation of the very early impact of those price differences on may go to page 109 in the N
10 2012 116Q report and page 112 for the restated 10

profile as of August 9th 2012 profile as of May 10th 2012
Total

March 31, <1 year 1-5 years =5 years notional amount Fair value(b)
Risk rating of reference
entity Restated entity

Investment § (375 391) § (1322 649) 5(454,882 )  §{2,152,922) § (27 564)| § (422)|Investment-grad $ (375 391) $(1322649) 5(454,882)  §(2,152,922) § (27 142),
Noninvestr -247 436 -602 887 (153.420) (1,003,743 ) —5? # gyl oninvestment-( -247 436 -602 887 (153.420) (1,003,743 ) 64 124

] 958)

Total 5 [(622827) § (1926 536) 5(608,302 )  $(3,156,665) § ({ (592)] T $ (622 827) $(1925 436) 5(608,302)  $(3,156,665) § (91 266)

Total
March 31, 2012 <1 year 1-5 years =5 years notional amount  Fair value(b)
Risk rating of reference

Here this was NOT $660 million but $692 milioH.er e i s t her ef or e a nrhetfime r
speci fies h e r e The amouht® are shown eon & drass basis, before the benefit of legall
enf orceabl e master netting agr ee me Ydt one aan dethat she h

out standing amounts are totally the same. |t i S
difference. Therefore the move down from $692 to $660 million impact was already the byproduct of collate
managemenbased onmastargr eement s t hat are Al egally enfor ce

So the Agrosso amounts and the finettingo amount
senior managers saw t hr ouThms istbhdsedbn marlenpdice rchangds effeetd
oveall, on CIO positions,on IB positions and othepositionsthat had been netted inside the firm and
coll ateralized through fAhtegal Wyt enfmar ket b L ebaseth 6 |
thereforeu p o n i ¢ 0 n s .eAndstheahlangarfiord $660 million to $692 million shows once again that
operations had been performed by the | B staff h
behalf of CIO. And this again shows that the IB staff was hunting for every tinydiffieeences to be adjusted
and ultimately flattened through the nettng And t hey had found $32 mill
restatements to be trustedbne must conclude that the IB collateral staff had missed $660 million of price
differenes between Apriland July 122012, but they ffoundodo $32 mi
thereafter. Does it make sense?

Thus if one summarizeshe bank displays an inconsistent reporting for the restatement as the changes
Anet,i inmrgionci pal transacti onodo and (table dbdve as ditcled)l thdt o
indicatest h at the I B staff would have annihilated th
their routine operations and matchiclyecks withc o u n't e r p a rThid iewhdt theldgia behirsd.the firm
wi de valuation process dictates. ThThusfoiths $660 railtion t h
of price difference to have persisted over one day, it must be thi& todlateral staff did NOT perform its job
as usual on behalf of the ficlientdo ClI O after Mar
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The actual path of credit derivatives performance of the CIO, of the IB and of Jp morgan

I't has been shown t hafitgrtohses fpgaryoasbsl ersedc erievfal bel cetsedd -

showed that the firm was not transparent on its
amount s. However the fAtranche b ook 0wepedasedtion indicas ata t
more than 99%. They were all quotes independently at the early stage of the valuation process. Thus there
no fAbasis risko or fAskew risko embedded in the ¢

CIO. A pice difference of $660 million has been alleged for what would be @ [$Bion total loss based on
market prices changes. This is material (like 12% of the total) but this is not changing the big picture anyw
Thus afair basis can b&und to observéhe actual impact of market price changes as seen both by Jp Morga
and its market counteapties. And one canthens ee what t he tiry ealldwas abouvith | e ¢
regards tdhisallegedicr edi t deri véati ves trading | osso

There is not a single doubt that CIO suffered a rillion loss based on credit indices and related trandies.
that | oss came from quoted prices i nanywayThenedsrnéta t s
single doubt as wellthab,ei ng under Al egally enforceabl ed net
day with its counterparties. There is therefore NO doubt that, as of Maf@03@ or April ¥ 2012, there was

NO dispute between Jp Morgan and its counterparties BBEF.T t he bank #@Ain hindsi
statea cause for dispute worth of $Bénillion or moreas of march 302012 The snag here thatdispute here
was allegedly visible as of March 3@012 or April 320126 fii n hi n d s istgténtedtaleiisfto be h e
trusted It does not have t o b eYetit matters te abmeaback w thig restatementw
one more time as it will show a bit more of what the collateral management entails on a day to day routine.

Is it simply posdile that just ALL the market players silenced this $660 million dispute then on Mafch 30
2012 against JpMorgan CIQ®, it is NOT possible.The magnitudes at stake as mentioned in the first part
were too big.More, there was actually NO risk that suct$@&60 million dispute on collateral netting and
subsequent valuation could exist within Jp Morgan because of CIO London estimate P&LTpwicé3itself
would have disputed CIO differences if it had hadltanatters to remind that the CIO had open trades on
almost all the products in direct with the IB of Jp Morgdrh e | B woul d NOT have t
actually, even in April 2012. The | B wa sceaas Pinta | |
pointed out on this crucial call of March'22012. It matters to remindlsothat almost all of CIO trades in
credit indices were cleared through ICE which acted as a clearing counterpatigtivaren CIO and the rest of
the world including the IB itself. IN any case CIO did not act inside JpMorgan as a level playing fielc
contender to the IB in the mark to market process.

It matters for that purpose remindalsothat CIO did NOT follow the industry standards and practices since
2007 ard knowingly so Namely ClOhadne | osing time for its fAtranche
tranche marks to the reference index closing price on thdtdags what the firm wanted CIO to dbhus CIO

did NOT provide marks that allowed a proper atdtal management and margin call proces€i@. did NOT
follow a process that would ever comply with some of the most basic US GAAP standards.

All this standardi mar k t o mar ket 0 on Cl O easaduslly pedsmed every dayh e
by the IB team that was dedicated to collateral management on behalf of the bank clients. The CIO was tre
internally as a client of the bank Jp Morghnough the IB Therefore price differencesith the ClIO were not

only the AfArout i jused by theuB everyhdayythrowghmeeessarykeconciliation process

i nvolving the mar ket counterpart i es throaghtoellBritself and fi |
ICEFor its own sake and the bankds sake, the | B |
the instruments being in use for this fitranche
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match to the $1 in P&LHad it notbeent he case Jp Morgan was Itjsunsthtat ar
context that the following tabdeand charts will be displaying the performance of CIO, of the IB and of the firm
guart er a fOheecan reglly Bongdt aboutmissing $660 millionha figures that will come.

The first table shows the quaren-quarterestimate® &L of the CI O fAitranche boc
Q2 2012. Its resultgp or downareof comparablescalet o t he ones of the ACVAO
RobOd6 Re hi | | it had a mirtbOirbp2act overall as the table shadve.t h acti viti es,
Cl O andDWACVhResko at the | B, fulfilled hedging
of fsetting i mpact et things changed rhdicallysoriewhere batweend)4 2011 and earl
2012 for the Atranche bookd at CI O which took a

Do
Ormiehkeimd . <L
Bt porfolio CUA and o VA) et AL

But as the next table will shovene sure things that the firm did NOT suffer such a dive as a whole and the
compensating gains did NOT come fr om intleedth€Creparted e <
net credit derivative fair value chamg& dmewrdt so
from Al egally enf or cAsailtledeobe sega satse rt haeg riora@aReIthssabe O
impact of credit derivatives overall was quite benign in comparison to the former quarters. There is
restatement here butette is the $4.4 billion loss at CIO embedded ialing with the gains that must have

occurred el sewhere within the Ha%%ofdtn a Al egal ly
periods 0 Qme |oan |o3an [ouu 012 V1 o+ 1 R Qo o409 03

(10 tranche book estimated P&L . 4 |- 1400 300 1 Bl 0 100 0 100 100 40 10

1B creqit partfalio CVA| and assac OVA) raported PAL wipE 9 1} %[ Wl 8 S W} Bl WMl W

Credit Y chge (Marks and reported Collateral) € |- wY) 1 55| Bl 16 |- 1m |- 17 M5 | 48 |- 07| 1108

The balancing gain at Jp Morgan of about $4 billion on credit derivatives may have been fordultzsssof
$385 millionistheresult foQ22012as t he banKhAsawasitt for the 0t
due to scrutinized price charggeccurring on CDS, in a period where the bank had allegedlypgtegued by

t he Al ondon baskdohtealegesligfiafnldaaw e d p & $sstofi $886 mibiah was therefore
the ultimate i mpact on the f i r ivblsthat ad EEenuwnoredia be u
Afguite hard to @@deGregory Zuskermdnagain dnghd mattgra As per the new version c
the legend burgeoning in early June 2012, the bank had been locked up with these trades that were so visit
targeted, andso illiquid all of a sudden. The bank was rumored in early June gDhavehad a $5 billion

loss already thamay grow to double that aoon as the firmvould really try to unwind them in the markets.
None of that occurred.

This lossof $385 million showed in Q2 when the bank had stated that it would NOT unwind anythingnmore
the markets. So that wasi.i mon had @ moded bfamrkwared/®.nue woul d h
over thescandal surroundingtheow di smamtt eat AIBLP wei gh e dwidaVaR foro d
years using the most trgXVhata sthallrwinddownicoitvas for the bamit as@ s
whole while the fAtranche .bookodo of CIO itself was
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One may doubt th&385 milion figure thinking that there may have been a loss elsewhere that was NO
reported in Acredit derivativeso. We | | t he bank
miraculous $5 billion earnings for Q2 2012. Not a single regulator waigé & point of that nature. Instead
they all loudly complained about the fact that bank never protidede fias s dittaschbeb bbbk ©® © h
was supposed to hedgd.a r k e t pl ayers observed that the bank
bok 6 of CI O actwually. All the risks remained in
There i s NO Swmifone actepts theevgryesiénple idea that the $6 billion loss at CIO was caused
price changes, hen t he uhgi masseofAfoadlpmorgan in Q2 20172
million at the worst. There is NO explanation provided by the bank or any regulator about the source of
other & billion of gains that occurred on credit derivatives in Q2 201Bt réiggainst the losses of CDi n s i
JpMor g a hhéreis no clue rightdnl ess t here was a fAhedgeo for tt
hedgedo had been |l ong prepamnesabsarfiyos Thhs sfipadgekyf
could ory be depbyed bythe IB.An d given that CI O notoriously ¢t
be the case that the I B was already dynamically
the £'2012.Thus the IB was very, very, very, very involved day to day 4 months before the seminal articles
the ALondon whal eoé.

The bank and every regulator would claim that ¢t
But no one has to beliewehat the bank and alhé regulators entertained on this line. There was NO such thing
as masdive | oss o0n ma statmaghave deatayed thesbtink & mME€Hl Pa md d
b o cékThe fact is that the bank did NOT unwind with exténmarket players and printed just $385 million
l oss on the second quarter 2012 while stating t1l
al one was quite fAbusiness as usual o in fact too.

One can argue that there were 2 consecutiveteyganere of losses respectively-$1 171 million and-$385
million in Q2 2012We | | if the bank had had this | oss in
then it had to be done by the IB and the bank had to say it in early April 2G1L2hl was the casthe bank
said none of this, and therefdree markets were totally misléden. Thugnany class actions should be started
against Jp Morgan. I 't wo ul ahthédpan & thédbarddot orsewoaldh woadern a
still why the emphasiswaset s o much Ai n hhefsecend guartérall albng.It iDthenficsin ¢
quarter of 2012 that deserves a better scrutiny mayhe.onecan see that this kind of outcorné-$1171
million plus $ 385 million would beanyway completely standard when one looks at figeires spanning
between Q2 2018nd Q3 2011 forexample.t i s even very benign if the

So, at this stagef the valuatior(price and collateral where CiOondon inputs were already supeded by 1B
staff) things had remaineg r e thdrnyab ifinot pretty nicefor the firm actually This is at odds with any
description that the firm itself would make of the eyente mphasi zi ng the #fAerror
failingbBiseseceém more at odds wi t h t hhes $385untilliom figure i e
strongly suggests that thisas NOT such a derivative trading loss at Jp Morgan.one may argue that, the
Al evel 30 f act or ntrdten and tiduid postions may hdveplayedoadisgusedrole in the
backyard¢ a ki nd of obscure and i mp.aMnenbtafedall?e r ol e du

Most of the valuation procesgas not dongetindeed.May be thaitwasn ot t he CI O fitr an:¢
at lossso muchbut the assets or risks that it was expected to pradtest. e x pl ai ned bef or e

priceo fixing and netting process, post t hneparenb | |
i nput where the firm confidentially based its p
Here the firm centrally assessed the price athe t h

very bestgiven the nassive magnitudes at play on credit derivatives (remember $3 trillion of notional amoun
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being shrunk to almost zero quarter after a quarter). And, next, the ALCO would anyway place its own mt

billion in $A v a |far aedfinal SFAS 107 relatedld j ust ment . Thus the $385 1
every chance to be massively alteveoen the firmwould arriveat 1t s fAcarrying val
But again, one has to rely on bankstatedn geheeal. And as Kar as thea t

bankdés own report are to be trust edThattrebud was bageshs |
credit derivatives given fAimark to marketo prices
as disclosed. So much for the At r Bydhe way whabveastheaself J
assessment of the ALCO on this pure Acredit deri

The table below will 398hewetmeat amdeedptelce ahfl gv e
play a role. Indeed the ALCO stagey haveworsened the picture for credit derivatives. But to which extent
exacty did the ALCO do thaand for which period exactly

periads Q2 Qan o jon [Qan QL Q400 QA0 022 Qo o400 Q32008

(10 tranche book estimated PRL - 440 |- 140 10 1 ] i 100 bl -100 100 40 il

1B credit partfolio CVA and assoc DVA| reported PAL mwr 9F 1} | Wl & T M| W W MWl B

Credit FV chge (Marks and reported Callateral) |- [ b B[ o1um| a5 | 453 | n0m | U0
, )

Reported Credit FV chge < 30 ) 2 15 A I S (1) S (N S 60 |- 1164 | 718 | I106¢

N,
T ——

Well the ALCOitself saw a pretty benign event for Q2 2012 as far as credit derivgtilceswere concerned
after all had been reviewed.h u s , | F the Atranche booko of CI O |
hedge fund shopo, its $6abll ki édmn odlp Vargdn. Togay ke leakto
the lossof ClIOinquestdmad been fAhedgedo i n adyvthewergfirsbdaysofiie |
2012 and this at very low cost anyway. Since emauittingthati $ 6 b i | | wooldhhavd beeraa gross
fraud on the part onfendtps Monrdg anr igtii@onegmusiiasssme fihahtleailB el
ifiteverddhad Ahedgedod the @Atr anch e arbady khosctodly thatlwas nb y
such AhtdhpidgasyategyfrunatthelB So unl ess the bank |lied gr
of CI O NEVER was a fApr ocspopt ras diissugwhdt thel 8385 millibnevatsysethef u
$4 400 figure say.

Ironically the ALCO saw a much larger loss for Q1 2012 and an even lower loss for Q1(#0%2$360
million was in their card r om a $3 85 mi |nedatwveperférmance.sGn@® card See feom tthe
former records that the figures were not altesedmuch in fact in general. Once aga@is the table above
shows, there would be some noticeable impaoti A Report ed GoughdfortQ4 EOU9, @lh g
2010,Q3Q4 2010 and maybe Q1 201w $ billions were at stakeotentiallywhich is NOT surprisingvhen

one recalls that the overall value of $1DbBOMore the 0
AL CO had mostlyiseem a $4 billion loss spanning between Q4 2011 and Q1 2012 that followed et %
billion gain i mis$33sszuinbldted in@A4 200laasd QL 2012 the mere anticipation of th

$4 |1 oss that would pop at Tais gaindf $4 bilich in B 2021¢howed up ¢ o
rightbef or e 0 c rweuldibe shuhdpvnrandeferéprice differencesvould emergeetween CIO and
the IB day after at the very first stage of the valuation process of theTinm $34 billion was equivalent to
just 23 bps for the whole $3 trillion basis risk of the bank if one uses the first exaAgpkuch this wasot
unexpected to have this kind of uncertainty at timete €an see that the losses of ZD4.1Q1 2012 were not
uncommon asvell sincethey had shown between Q3 2010 and Q1 2011, just as if there was a seasonal effec

From those results, mansthentrading part htdRMorgam eredii deBvatives, ®net |
cantherefore safelyproxy what the P&L for thelB u n i v evassimultaneouslya gain offsetting the CIO
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lossesat the time. And one Wiseein the table below thathe banklikely had offsetting positions, mostly
controlled by the IB:

il 111 VA1 VA 111 1 1 01 1 A 11
(0 okt A S RO UNI N N T | ff W & W0
Bredtpotiio0 sl el W0 B} 1p W Dy B T} WP Dy W} Mp M

Cedthioe M eored ol + M} AT B p M} By MEF M} W) M| B0 UM
Feored it S N U

i

s f Band el eoted el g4 5 R-®B-W DN i

The result is shown in a dark color to picture the fact that this massiveogainred in the shadow if the
il ondon whal ed inéhg@Bruwn invoedrtsecloink &1 wni versed to b
consolidated on the fAconsolidated bal ancelthastheert C
constantly overlooked since then by every public investigation repattthe inferene here leaves littleoom

for the doubt as the IB was the only one large entity trading on CDS at JpM@gammay remember the
March 2% c a | | bet ween Pinto, Macris and Artajo wher e
2011.TheIBviaPih o0 t he JPMorgan UK CEO had been mandat e
could have done that between Dimon or the watchd

Soit is safe to assume thilite IB exposures compensated almost fully the CIO lamgafter day all alondhe

first and second quarter of 2QIPhat was not such a big deal at the 1B which was historically a much large
player than the Atranche booko of Cl Dhepadtrecoods flomt i
2000 show thatthe IBhad mbc | ar ger swings in P&L tThalB wasmakingi C
profits in 2012 and likely could have gone even bigger if needed in front of CIO as the historical record tells.

One may argu¢hough that this is just an inferendbat such a benign outcome on credit derivatives in Q2
2012, ranging betweef#385 andb360 million, may have resulted from fortunate and timely gains coming from
other derivatives clustershe last table provides a broader picture including the othetleceterivatives (rates
and equity), all the derivatives and the earnings:

periods Q2 e [odan jaaad | an Qun MmN Q2N Qa0 042009 032009

(0 tranche book stimated P&L : |- 14 n il ] i 10 A0 100 10 40 m
B creditpartfolio CVA| and assoc DVA] reported PAL wpE 9} [ #| Wl 8 T W Wl Ml ™M} m
CraditFV chge (Marks and reported Collateral) |- ¥ | P R T Bl fo1mm W o (45 [ 1201 | 11068

Reported Credit FV chge : ¥0[- 29 15| 4 W13 [ 259 |- 1807 60 - 1164 |- 718 | 10068

Total derivatives incl. FXandcommodities-erksang- -~ 1645 [ 48 |- 10199 | 6%1 |- 07 408 | 8| 3 208 | 15 |- 00 | MEL

Reported Fairvalue chge - 268 |- M| 14| W 1| ar 18 a |- W[ 34| M
measured earmings from actual Fairvalueeha: 880 |- 126 | 2926 | 4Rl I | ST | S 5B J605 | 1036 | 3 |- 3m
Reported Eamings 450 | 44| 3B | W ML 55 481 | 41 47% 10 1588
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One can usefully look attHearkb | ue | i ne and vy eliraesE qfud nty dd treahedurakhd
cluster of derivatives f orreane stdsarontstamading prafitofde Q2 2012 kfe
$1713 million. The former records indicate that it was a rather small profit in a series of highly volatil
performances, positive or negative. It thus feels that in theexbof the scandathings wereactually pretty

well balanced on derivatives ajubt marginally profitable. This picture here goes straight opposite to what the
bank would keep entertaining during Q2 2012: the bank was actually much better balance that it had been i
past!Was this a coincidence?

The other lines about the reported fair value including other derivatives show that, irrespective of the hedq
strategy that the bank had, the ALondon whal eo
marketprice changes, or one includes the risk moddlllezation of the firm. Now if one looks at the line
imeasured earnings framdadtowxls FRai rt hwealluen ec hra mgoh
e a r n iome ges againthat the first quarer of 2012 was mdpe a problemBut Q2 2012 stood out again as
pretty profitable on derivatives overall.

The historical record seems to indicate tli&ait the SFAS 107 rule may suggest otherwigbat happened in

Q2 2012 in that regard too? As suggedietbre, the more one looks at Q1 2012 instead of Q2 2B&2nore

one senses that there was an issue for Q1 2&18uch the official blame of mismarking bore on Q1 284@
corroborates the suspiciom hi s woul d i nduce t o s andal lodkalike quite e 7
catharsis for JpMorgané. Just |l ooking at the ver

As mentioned before, the ALCO for Q1 2012liit ed t he A c a 2.8 Riliom ghilevitahbdu e ¢
understated this s ahibkonif @a201l.yThus the statad earmingys obcjose$0255 Illion
in Q1 2012 incorporated a total $5 billion positive adjustment made by the At@® Q4 2011 to Q1
2012éThatés quite an optimistic st arfa aywarchidognThd
regulators should have bealhconcerned AT THE TIME ie as per Aprif2012 and even more so as per April
132012 when this $5 billion ALCO t wé@hkekegupwrs svoulg u
scrutinize the price diffrences on these $3 trillion of basis risk, for sure.

From that standpoint,theartc | es on t he @ L perceivedas sisrdctom or evenra dibeesion
from the real issue her&he board was aware and regulators were involved. So when Damimo n st a
agree with you it is a tempest i n actualle ang mayke an t
invitation to dig h the books and records of the bafke CEO and board chairman knew what he was doing.
When the authorities reaéd that some price differences worth of $300 to $600 million had NOT been adjuste
as they should have been, they became suspiamasyone would béf one doubts that they had been told of
those differences no later than April™2012, it is enough to remember the Fed CCAR request of late
December 2011 and the March™2012 call between Pinto the UK CEO of JPM, Macris and Arfafm
regul ators already worried about pri ce aomcengatiana i
ri sko, Aisufficient documentation of the hierarcl
its index positionsBut they wouldNOTneed at al | to talk to th®e&heyLor
want ed t o trmeelnkt otéo. Thhneayn atgoeo k n e w :theylhdd ndirbderito hartg gey w

The $5 billion 100% ALCO-led profit that induced a $5 billion reported earnings @1 2012 echoedn
ongoing concern for regulatotisat had existedince Dimon had beehdé CEO of JpMorgams shown in this
table, Jp Morgan had a history of placing last minute ALCO adjustments that presented arseaootigs
path. How appropriateas itfor Q1 2012 no later than April £2012?When one looks now at the $8.8 billion
gain on derivatives for Q2 2012, one must ALSO wonder hoguratehe contrite statements of August and
July 2012 wlhe mank avastmalénbid nyogey it seems rather than avoid a cataclysm byira ha
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Regulates all alleged a high degree of unawareness in the aftermaths of the scandal befor® R218ut
they also clamored that next that had had quite a stringent look to all this mess right? There must have bee
guestion that they were asking themssthvihow much was the bank making actualyQ2 2012 versus what it
likely lostin Q1 201200ne has to recourse to the c oragetphe fullo f
answerthat they would find for themselvés .

The answer was plain vide for all the watchdogs to se@2 2012 looked damn good despite the losses of CIO
They must have thought fAthankso to the huge | 0s s
si nce Aadmte $385 million figure testifies: Iboked too good to be true as of Aprif 3012since Q1
2012 earnings looked too rody would bescrutinizedfor sure Yet just none of the regulators and none of the
bank top executives meeting so often together on the nolaitielg Q2 2012vould try to talk to Iksil. This must
have beed ul 'y unnecessary. But they would ALL try t
that would turn out to be flawed here or thst&ting in the end of Jurg®12

The complete answer about the acfua ai ns 0 ma d ebetbegn QL POUDandy@B 12012 was a matter
offocusThe coming concept of HAtangi bl e d@&quiiwiynd ido w
the programmed f at e o faltogether Tfitthreasifickhaes idbsodrkiDh e nids K ¢
market manipulation that led to the media manipulation.

How to define the O6tangi bl e?equityd based on Jp

The concept of the o6tangible equity6 orshéetaadwhatb |
is commonly understood to beh Elardt a pi t al 0 Yoefs tthhee rbeaniks. somehow a
of #Abrick and nilthe damtal of A bakkasdstormaailpobseraell through the lens of the share

price.But the shee price can vary a lot, fast, and usually people struggle to understand these changes. Yet t
changes matter a lot for a bamkdeed, as the share price rises, the bank is perceived to have more capital
vice versa i f t hangsbeinghree dp rehgdueaklitgaetcdived to hdve leds capBaine

banks do not have publicly quoted shar esaregaenemlisor
the cushion of money that a bank has in order to foot any last nhifiatee that a sudden catastrophderthat
amarket fallltisthe ef or e wsuivvallm@nlkdé s oncept t hat i's centr a
and actions

It is a well known fact that the traded share price is $atil®@that it is a poomeasure of the capital that a bank
has on a recurring basis. One had rather look at the balance sheet to assess a more stable and rational me:
this capital.The usefulfigure to look foris actuallyfirst inferredthrough acomputation that is run across the
consolidatedbalance sheet ashe di f ference between the total a s
payment claims that are .Asenisacht oht hei shaheholi &
anyway in that only the A con saspeitiiedALCOddjustments.the cagse ef t
JpMorgan it is unavoidable to rely on the consolidation as per senior managéngenttion of consolidation
applies toalmost allcomplex banks.ndeed big banks like Jp Morgan gather many sorts of businesses, son
being fully ingrained in the bankangdedrees tlependemcasa c t
one can guess. As to JpMorgame tbig complex firm thus has to assesdhalse degrees and make a sort of
Afwei ght ed sumo esthatgrdvitate arbuedsthe branigpMorgam®. $hss is what the concept of
Consolidation covers. This is by the means of thissolidation that regulators havedoeck whether the bank
has sufficient capitall he watchdogs though have muchremoonfidential information thatie public.

And things are always more complex than they shouldibe. may occur that S 0 me
fel i minated i n consol i chpital iobenset asde pydhe barie $his isengeneral e
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