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JPMorgan Chase & Co. (“JPMorgan Chase” or the “Firm”) restated its previously-filed interim financial statements for the
quarterly period ended March 31, 2012. The restatement related to valuations of certain positions in the synthetic

credit portfolio held by the Firm’s Chief Investment Office (“CIO”) and reduced the Firm’s reported net income by $459
million for the three months ended March 31, 2012. The restatement had no impact on any of the Firm’s Consolidated
Financial Statements as of June 30, 2012, and December 31, 2011, or for the three and six months ended June 30,

2012 and 2011. In addition, the restatement had no impact on the Firm’s basic and diluted earnings per common share

for the three and six months ended June 30, 2012 and 2011.
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JPMorgan Chase & Co.
Consolidated financial highlights
(unaudited)

(in millions, except per
share, headcount and ratio
data)

As of or for the period
ended,

Selected income
statement data

Total net revenue $22.180
Total noninterest expense 14,966
Pre-provision profit 7,214
Provision for credit losses 214
Income before income tax

2Q12

7,000
expense
Income tax expense 2,040
Net income $4,960
Per common share data
Net 'income per share: $1.22
Basic

Diluted 1.21

Cash dividends declared

0.30
per share@
Book value per share 48.40
Tangible book value per 3571
share®
Common shares
outstanding
Average: Basic 3,808.9
Diluted 3,820.5
Corpmon shares at 3.796.8
period-end
Share price©
High $46.35
Low 30.83
Close 35.73
Market capitalization 135,661

Selected ratios
Return on common equity 1
(“ROE”)
Return on tangible
common equity
(“ROTCE®)
Return on assets (“ROA”)0.88
Return on risk-weighted

1.52
assets
Overhead ratio 67

15

1Q12

$26,052
18,345
7,707
726

6,981

2,057
$4,924

$1.20
1.19
0.30
47.48
34.79

3,818.8
3,833.4

3,822.0

$46.49
34.01
45.98
175,737

11

15

0.88
() 1.57
70

%

4Q11

$21,471
14,540
6,931
2,184

4,747

1,019
$3,728

$0.90
0.90
0.25
46.59
33.69

3,801.9
3,811.7

3,772.7

$37.54
27.85
33.25
125,442

11

0.65
() 1.21
68

3Q11

$23,763
15,534
8,229
2411

5,818

1,556
$4,262

$1.02
1.02
0.25
45.93
33.05

3,859.6
3,872.2

3,798.9

$42.55
28.53
30.12
114,422

%9

13

0.76
1.40
65

2Q11

$26,779
16,842
9,937
1,810

8,127

2,696
$5,431

$1.28
1.27
0.25
44.77
32.01

3,958.4
3,983.2

3,910.2

$47.80
39.24
40.94
160,083

P12

17

0.99
1.82
63

%

Six months ended June

30,

2012

$48,232
33,311
14,921
940

13,981

4,097
$9,884

$2.41
241
0.60
48.40
35.71

3,813.9
3,827.0

3,796.8

$46.49
30.83
35.73
135,661

11

15

0.88
1.55
69

2011

$52,000
32,837
19,163
2,979

16,184

5,198
$10,986

$2.57
2.55
0.50
44.77
32.01

3,970.0
3,998.6

3,910.2

$48.36
39.24
40.94
160,083

%13 %

18

1.03
1.86
63
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Deposits-to-loans ratio 153 157 156 157 152 153 152

Tier 1 capital ratio 11.3 M 11.9 M 12.3 12.1 124 11.3 12.4
Total capital ratio 14.0 M 14.9 M 15.4 15.3 15.7 14.0 15.7

Tier 1 leverage ratio 6.7 7.1 6.8 6.8 7.0 6.7 7.0

Tier I common capital g ™ 938 ™ 10.1 9.9 10.1 9.9 10.1
ratio(®

Selected balance sheet

data (period-end)

Trading assets $417,324 $455,633 $443,963 $461,531 $458,722 $417,324 $458,722
Securities 354,595 381,742 364,793 339,349 324,741 354,595 324,741
Loans 727,571 720,967 723,720 696,853 689,736 727,571 689,736
Total assets 2,290,146 2,320,164 2,265,792 2,289,240 2,246,764 2,290,146 2,246,764
Deposits 1,115,886 1,128,512 1,127,806 1,092,708 1,048,685 1,115,886 1,048,685
Long-term debt 239,539 255,831 256,775 273,688 279,228 239,539 279,228
ec;lgltr;"“ stockholders™ g3 77, 181,469 175,773 174,487 175079 183,772 175,079
Total stockholders’ equity 191,572 189,269 183,573 182,287 182,879 191,572 182,879
Headcount 262,882 261,453 260,157 256,663 250,095 262,882 250,095
Credit quality metrics

Allowance forcredit ¢, 555 $26,621 $28282  $29,036  $29,146  $24,555  $29,146

losses

Allowance for loan losses
. 3.29 % 3.63 % 3.84 % 4.09 %4.16 % 3.29 %4.16 %

to total retained loans

Allowance for loan losses

to retained loans

. 2.74 3.11 3.35 3.74 3.83 2.74 3.83
excluding purchased
credit-impaired loans®
Nonperforming assets® $11,397 $11,953 $11,315 $12.468 $13,435 $11,397 $13,435
Net charge-offs 2,278 2,387 2,907 2,507 3,103 4,665 6,823
Net charge-off rate 1.27 % 1.35 % 1.64 %1.44 9% 1.83 % 1.31 %2.02 %

On March 13, 2012, the Board of Directors increased the Firm’s quarterly stock dividend from $0.25 to $0.30 per
share.

Tangible book value per share and ROTCE are non-GAAP financial ratios. ROTCE measures the Firm’s earnings
as a percentage of tangible common equity. Tangible book value per share represents the Firm’s tangible common
equity divided by period-end common shares. For further discussion of these ratios, see Explanation and
Reconciliation of the Firm’s Use of Non-GAAP Financial Measures on pages 16—17 of this Form 10-Q.

Share prices shown for JPMorgan Chase’s common stock are from the New York Stock Exchange. JPMorgan
Chase’s common stock is also listed and traded on the London Stock Exchange and the Tokyo Stock Exchange.
Return on Basel I risk-weighted assets is the annualized earnings of the Firm divided by its average risk-weighted
assets.

Basel I Tier 1 common capital ratio (“Tier 1 common ratio”) is Tier 1 common capital (“Tier 1 common”) divided by
risk-weighted assets. The Firm uses Tier 1 common capital along with the other capital measures to assess and
monitor its capital position. For further discussion of Tier 1 common capital ratio, see Regulatory capital on pages
60-62 of this Form 10-Q.

Excludes the impact of residential real estate purchased credit-impaired (“PCI”) loans. For further discussion, see
Allowance for credit losses on pages 93-95 of this Form 10-Q.

Prior to the first quarter of 2012, reported amounts had only included defaulted derivatives; effective in the first
(g)quarter of 2012, reported amounts in all periods include both defaulted derivatives as well as derivatives that have
been risk rated as nonperforming.

These ratios have been revised. For further information see Regulatory developments on pages 11-12 and
Regulatory capital on pages 60-62.

(a)

(b)

(©)
(d)

(e)

®

(h)
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INTRODUCTION

This section of the Form 10-Q provides management’s discussion and analysis (“MD&A”) of the financial condition and
results of operations of JPMorgan Chase. See the Glossary of terms on pages 212-218 for definitions of terms used
throughout this Form 10-Q.

The MD&A included in this Form 10-Q contains statements that are forward-looking within the meaning of the
Private Securities Litigation Reform Act of 1995. Such statements are based on the current beliefs and expectations of
JPMorgan Chase’s management and are subject to significant risks and uncertainties. These risks and uncertainties
could cause the Firm’s actual results to differ materially from those set forth in such forward-looking statements. For a
discussion of such risks and uncertainties, see Forward-looking Statements on page 111 and Part II, Item 1A: Risk
Factors, on pages 219-222 of this Form 10-Q, and Part I, Item 1A, Risk Factors, on pages 7-17 of JPMorgan Chase’s
Annual Report on Form 10-K for the year ended December 31, 2011, filed with the U.S. Securities and Exchange
Commission (“2011 Annual Report” or “2011 Form 10-K”), to which reference is hereby made.

JPMorgan Chase & Co., a financial holding company incorporated under Delaware law in 1968, is a leading global
financial services firm and one of the largest banking institutions in the United States of America (“U.S.”), with
operations worldwide; the Firm has $2.3 trillion in assets and $191.6 billion in stockholders’ equity as of June 30,
2012. The Firm is a leader in investment banking, financial services for consumers and small businesses, commercial
banking, financial transaction processing, asset management and private equity. Under the J.P. Morgan and Chase
brands, the Firm serves millions of customers in the U.S. and many of the world’s most prominent corporate,
institutional and government clients.

JPMorgan Chase’s principal bank subsidiaries are JPMorgan Chase Bank, National Association (“JPMorgan Chase
Bank, N.A.”), a national bank with U.S. branches in 23 states, and Chase Bank USA, National Association (“Chase
Bank USA, N.A.”), a national bank that is the Firm’s credit card—issuing bank. JPMorgan Chase’s principal nonbank
subsidiary is J.P. Morgan Securities LLC (“JPMorgan Securities”), the Firm’s U.S. investment banking firm. The bank
and nonbank subsidiaries of JPMorgan Chase operate nationally as well as through overseas branches and

subsidiaries, representative offices and subsidiary foreign banks. One of the Firm’s principal operating subsidiaries in
the United Kingdom (“U.K.”) is J.P. Morgan Securities plc (formerly J.P. Morgan Securities Ltd.), a subsidiary of
JPMorgan Chase Bank, N.A.

JPMorgan Chase’s activities are organized, for management reporting purposes, into six major business segments. In
addition, there is a Corporate/Private Equity segment. The Firm’s wholesale businesses comprise the Investment Bank,
Commercial Banking, Treasury & Securities Services and Asset Management segments. The Firm’s consumer

businesses comprise the Retail Financial Services and Card Services & Auto segments. A description of the Firm’s
business segments, and the products and services they provide to their respective client bases, follows.

Investment Bank

J.P. Morgan is one of the world’s leading investment banks, with deep client relationships and broad product
capabilities. The clients of the Investment Bank (“IB”) are corporations, financial institutions, governments and
institutional investors. The Firm offers a full range of investment banking products and services in all major capital
markets, including advising on corporate strategy and structure, capital-raising in equity and debt markets,
sophisticated risk management, market-making in cash securities and derivative instruments, prime brokerage, and
research.

Retail Financial Services

Retail Financial Services (“RFS”) serves consumers and businesses through personal service at bank branches and
through ATMs, online and mobile banking and telephone banking. RFS is organized into Consumer & Business
Banking and Mortgage Banking (including Mortgage Production and Servicing, and Real Estate Portfolios).
Consumer & Business Banking offers deposit and investment products and services to consumers and lending, deposit
and cash management, and payment solutions to small businesses. Mortgage Production and Servicing includes
mortgage origination and servicing activities. Real Estate Portfolios comprises residential mortgages and home equity
loans, including the PCI portfolio acquired in the Washington Mutual transaction. Customers can use more than 5,500
bank branches (third largest nationally) and more than 18,100 ATMs (largest nationally), as well as online and mobile
banking around the clock. More than 33,300 branch salespeople assist customers with checking and savings accounts,

8
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mortgages, home equity and business loans, and investments across the 23-state footprint from New York and Florida
to California. As one of the largest mortgage originators in the U.S., Chase helps customers buy or refinance homes
resulting in approximately $150 billion of mortgage originations annually. Chase also services approximately 8
million mortgages and home equity loans.

Card Services & Auto

Card Services & Auto (“Card”) is one of the nation’s largest credit card issuers, with nearly $125 billion in credit card
loans. Customers have nearly 64 million open credit card accounts (excluding the commercial card portfolio), and
used Chase credit cards to meet nearly $183 billion of their spending needs in the six months ended June 30, 2012.
Through its Merchant Services business, Chase Paymentech Solutions, Card is a global leader in payment processing
and merchant acquiring. Consumers also can obtain loans through more than 17,300 auto dealerships and 2,000
schools and universities nationwide.
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Commercial Banking

Commercial Banking (“CB”) delivers extensive industry knowledge, local expertise and dedicated service to U.S. and
U.S. multinational clients, including corporations, municipalities, financial institutions and not-for-profit entities with
annual revenue generally ranging from $10 million to $2 billion. In addition, CB provides financing to real estate
investors and owners. Partnering with the Firm’s other businesses, CB provides comprehensive financial solutions,
including lending, treasury services, investment banking and asset management to meet its clients’ domestic and
international financial needs.

Treasury & Securities Services

Treasury & Securities Services (“TSS”) is a global leader in transaction, investment and information services. TSS is
one of the world’s largest cash management providers and a leading global custodian. Treasury Services (“TS”) provides
cash management, trade, wholesale card and liquidity products and services to small- and mid-sized companies,
multinational corporations, financial institutions and government entities. TS partners with IB, CB, RFS and Asset
Management businesses to serve clients firmwide. Certain TS revenue is included in other segments’ results.
Worldwide Securities Services (“WSS”) holds, values, clears and services securities, cash and alternative investments
for investors and broker-dealers, and manages depositary receipt programs globally.

Asset Management

Asset Management (“AM”), with assets under supervision of $2.0 trillion, is a global leader in investment and wealth
management. AM clients include institutions, retail investors and high-net-worth individuals in every major market
throughout the world. AM offers global investment management in equities, fixed income, real estate, hedge funds,
private equity and liquidity products, including money-market instruments and bank deposits. AM also provides trust
and estate, banking and brokerage services to high-net-worth clients, and retirement services for corporations and
individuals. The majority of AM’s client assets are in actively managed portfolios.

In addition to the six major reportable business segments outlined above, the following is a description of
Corporate/Private Equity.

Corporate/Private Equity

The Corporate/Private Equity sector comprises Private Equity, Treasury, Chief Investment Office, corporate staff
units and expense that is centrally managed. Treasury and CIO manage capital, liquidity and structural risks of the
Firm. The corporate staff units include Central Technology and Operations, Audit, Executive, Finance, Human
Resources, Corporate Marketing, Internet & Mobile, Legal & Compliance, Global Real Estate, General Services, Risk
Management, and Corporate Responsibility & Public Policy. Other centrally managed expense includes the Firm’s
occupancy and pension-related expense that are subject to allocation to the businesses.

10
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EXECUTIVE OVERVIEW

This executive overview of the MD&A highlights selected information and may not contain all of the information that
is important to readers of this Form 10-Q. For a complete description of events, trends and uncertainties, as well as the
capital, liquidity, credit and market risks, and the critical accounting estimates affecting the Firm and its various lines
of business, this Form 10-Q should be read in its entirety.

Economic environment

The global economy continued to expand in the first half of 2012, but the pace of activity slowed somewhat in
response to stress in Europe’s economies. Asia’s developing economies continued expanding, although growth slowed
significantly. Overall, the slowdown eased inflationary pressures and allowed policy makers to relax earlier tightening
moves. During the second quarter there was some moderation in U.S. economic growth. U.S. labor market conditions
continued to improve albeit at a slower pace in the second quarter, and the unemployment rate was unchanged from
the first quarter. Household spending continued to advance but slowed in the spring. The U.S. housing sector showed
promising signs of improvement, with housing starts up and surveys of home builders growing increasingly upbeat.
The multifamily and rental sector continued to benefit from robust demand. Business

fixed investment, although soft in recent months, also remained solid. Inflation eased and longer-term inflation
expectations remained stable, as oil and gasoline prices eased during the second quarter.

Strains in the global financial markets eased following measures taken by the European Central Bank in the fourth
quarter of 2011 to support bank lending and money market activity. Relief was short-lived, however, as there were
renewed worries, including concerns about Spain and Italy. Later in the second quarter, concerns again eased
somewhat as Europe’s leaders laid out a roadmap to deal with their fiscal and banking strains and to continue to
strengthen the integration of their economies. Although fears that the monetary union might break up receded,
Europe’s financial crisis continued to weigh on investor confidence.

Looking forward, the U.S. economy is likely to be affected by the fiscal debate over taxes and spending expected to
occur later in 2012. The Board of Governors of the Federal Reserve System (the “Federal Reserve”) maintained the
target range for the federal funds rate at zero to one-quarter percent and guided that economic conditions are likely to
warrant exceptionally low levels for the federal funds rate, at least through late 2014.

Financial performance of JPMorgan Chase

Three months ended June 30, Six months ended June 30,
(in millions, except per share ), 2011 Change 2012 2011 Change
data and ratios)
Selected income statement
data
Total net revenue $22.180 $26,779 (17 V% $48,232 $52,000 (7 )%
Total noninterest expense 14,966 16,842 (11 ) 33,311 32,837 1
Pre-provision profit 7,214 9,937 27 ) 14,921 19,163 22 )
Provision for credit losses 214 1,810 (88 ) 940 2,979 (68 )
Net income 4,960 5,431 © ) 9,884 10,986 (10 )
Diluted earnings per share 1.21 1.27 (5 Y% 2.41 2.55 ® )%
Return on common equity 11 % 12 % 11 % 13 %
Capital ratios
Tier 1 capital 11.3 12.4
Tier 1 common 9.9 10.1

Business Overview

JPMorgan Chase reported second-quarter 2012 net income of $5.0 billion or $1.21 per share, on net revenue of $22.2
billion. Net income declined by $471 million, or 9%, compared with net income of $5.4 billion, or $1.27 per share, in
the second quarter of 2011. ROE for the quarter was 11%, compared with 12% for the prior-year quarter. Results in
the second quarter of 2012 included the following significant items: $4.4 billion pretax loss ($0.69 per share after-tax

11
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reduction in earnings) from the synthetic credit portfolio held by the Firm’s CIO — see Recent developments on pages
10-11 of this Form 10-Q; $1.0 billion pretax benefit ($0.16 per share after-tax increase in earnings) from securities
gains in CIO’s investment

securities portfolio; $2.1 billion pretax benefit ($0.33 per share after-tax increase in earnings) from a reduction in the
allowance for loan losses, mostly for mortgage and credit card; $0.8 billion pretax gain ($0.12 per share after-tax
increase in earnings) from debit valuation adjustments (“DVA”) in the Investment Bank; $0.5 billion pretax gain ($0.09
per share after-tax increase in earnings) reflecting the expected recovery on a Bear Stearns-related subordinated loan

in Corporate. The tax rate used for each of the above significant items is 38%; for additional information, see the
discussion at the end of this section on pages 8-9.

The decrease in net income from the second quarter of 2011 was driven by lower net revenue, largely offset by

12
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lower noninterest expense and a lower provision for credit losses. The decrease in net revenue as compared with the
prior year was due to $4.4 billion of principal transactions losses from the synthetic credit portfolio held by CIO and
lower investment banking fees, partially offset by higher mortgage fees and related income. Net interest income
decreased compared with the prior year, reflecting the impact of low interest rates, as well as lower average trading
asset balances, higher financing costs associated with mortgage-backed securities, and the runoff of higher-yielding
loans, largely offset by lower other borrowing and deposit costs.

Results in the second quarter of 2012 reflected positive credit trends for the consumer real estate and credit card
portfolios. The provision for credit losses was $214 million, down $1.6 billion, or 88%, from the prior year. The total
consumer provision for credit losses was $171 million, down $1.8 billion from the prior year. The decrease in the
consumer provision reflected a $2.1 billion reduction of the related allowance for loan losses predominantly related to
the mortgage and credit card portfolios as delinquency trends improved and estimated losses declined, and to a lesser
extent, a refinement of the Firm’s incremental loss estimates with respect to certain mortgage borrower assistance
programs. Consumer net charge-offs were $2.3 billion, compared with $3.0 billion in the prior year, resulting in net
charge-off rates of 2.14% and 2.74%, respectively. Excluding the PCI portfolio, the consumer net charge-off rates
were 2.51% and 3.25%, respectively. The wholesale provision for credit losses was $43 million compared with a
benefit of $117 million in the prior year. The current quarter provision primarily reflected loan growth and other
portfolio activity. Wholesale net charge-offs were $9 million, compared with $80 million in the prior year, resulting in
net charge-off rates of 0.01% and 0.14%, respectively. The Firm’s allowance for loan losses to end-of-period loans
retained was 2.74%, compared with 3.83% in the prior year. The Firm’s nonperforming assets totaled $11.4 billion at
June 30, 2012, down from the prior-year level of $13.4 billion and down from the prior-quarter level of $12.0 billion.
Loans increased $37.8 billion from the second quarter of 2011; this increase was due to a $54.0 billion increase in the
wholesale loan portfolio, mainly in CB, IB and AM, partly offset by a $16.2 billion decrease in the consumer loan
portfolio, reflecting net runoff, primarily in the real estate portfolios.

Noninterest expense decreased from the prior year driven by lower noncompensation expense. The prior year
noninterest expense included a total of $2.3 billion of litigation expense, predominantly for mortgage-related matters,
and expense for the estimated costs of foreclosure-related matters.

While several significant items affected the Firm’s results, overall, the Firm’s underlying business performance in the
second quarter was solid. IB maintained its #1 ranking in

Global Investment Banking Fees for the quarter and reported a 29% increase in loans retained compared with the prior
year. Consumer & Business Banking within RFS increased average deposits by 8% compared with the prior year;
Business Banking loan originations were up 14% compared with the prior year. Mortgage Banking (also within Retail
Financial Services) origination volume increased 29% from the prior year, including record retail channel
originations, up 26% from the prior year. In the Card business, credit card sales volume (excluding Commercial Card)
was up 12% compared with the second quarter of 2011. CB reported record revenue and its eighth consecutive quarter
of loan growth. TSS reported assets under custody of $17.7 trillion, up 4%, and AM reported its thirteenth consecutive
quarter of positive net long-term product flows into assets under management.

Net income for the first six months of 2012 was $9.9 billion, or $2.41 per share, compared with $11.0 billion, or $2.55
per share, in the first half of 2011. The decrease was driven by a decline in net revenue, partially offset by a lower
provision for credit losses. The decline in net revenue for the first six months of the year was driven by lower
principal transactions revenue, reflecting $5.8 billion of principal transactions losses from the synthetic credit
portfolio held by CIO, and lower investment banking fees, largely offset by higher mortgage fees and related income.
The lower provision for credit losses reflected an improved credit environment. Noninterest expense was flat
compared with the first six months of 2011.

The Firm continued to strengthen its balance sheet, ending the second quarter with Basel I Tier 1 common capital of
$130 billion, or 9.9%, compared with $121 billion, or 10.1%, from second quarter of 2011. The Firm estimated that its
Basel III Tier 1 common ratio was approximately 7.9% at June 30, 2012, taking into account the impact of final Basel
2.5 rules and the Federal Reserve’s recent Notice of Proposed Rulemaking (“NPR”). (The Basel I and III Tier 1 common
ratios are non-GAAP financial measures, which the Firm uses along with the other capital measures, to assess and
monitor its capital position. For further discussion of the Tier 1 common capital ratios, see Regulatory capital on

13
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pages 60-62 of this Form 10-Q.)

JPMorgan Chase serves clients, consumers and companies, and communities around the globe. During the first half of
2012, the Firm provided credit and raised capital of approximately $890 billion for its commercial and consumer
clients. This included more than $10 billion of credit to U.S. small businesses in the first six months, up 35%
compared with the prior year; and nearly $29 billion of capital raised for and credit provided to more than 900
nonprofit and government entities in the first six months of 2012. The Firm originated over 425,000 mortgages in the
first six months of 2012 and remains committed to helping struggling homeowners. Even in this difficult economy, the
Firm added thousands of new employees across the country — over 62,000 since January 2008. In 2011, the Firm

14



Edgar Filing: JPMORGAN CHASE & CO - Form 10-Q

founded the “100,000 Jobs Mission”, a partnership with 54 other companies to hire 100,000 U.S. veterans by the year
2020. The Firm has hired more than 4,000 veterans since the beginning of 2011, in addition to the thousands of
veterans who already worked at JPMorgan Chase.

Investment Bank net income decreased from the prior year as lower net revenue and a provision for credit losses,
compared with a benefit in the prior year, were largely offset by lower noninterest expense. Net revenue included a
$755 million gain from DVA. Fixed Income and Equity Markets revenue, excluding DVA, decreased compared with
the prior year and reflected the impact of weaker market conditions, with solid client revenue. Investment banking
fees also decreased compared with prior year, reflecting lower industry-wide volumes. Lower compensation expense
drove the decline in noninterest expense from the prior-year level.

Retail Financial Services net income increased compared with the prior year, driven by higher net revenue and a
benefit from the provision for credit losses. The increase in net revenue was driven by higher mortgage fees and
related income, partially offset by lower net interest income and lower debit card revenue. The provision for credit
losses was a benefit in the second quarter of 2012, compared with an expense in the prior year, and reflected a $1.4
billion reduction in the allowance for loan losses, primarily due to lower estimated losses as mortgage delinquency
trends continued to improve, and to a lesser extent, a refinement of the Firm’s incremental loss estimates with respect
to certain mortgage borrower assistance programs. The prior-year provision for credit losses reflected higher net
charge-offs. Noninterest expense decreased compared with the prior year which included approximately $1.0 billion
of incremental expense related to foreclosure-related matters.

Card Services & Auto net income decreased compared with the prior year driven by a lower reduction in the
allowance for loan losses. The current-quarter provision reflected lower net charge-offs and a reduction of $751
million in the allowance for loan losses due to lower estimated losses. The prior-year provision included a reduction of
$1.0 billion in the allowance for loan losses. The decline in net revenue was driven by narrower loan spreads and
higher amortization of direct loan origination costs, partially offset by higher net interchange income and lower
revenue reversals associated with lower net charge-offs. Credit card sales volume, excluding the Commercial Card
portfolio, was up 12% from the second quarter of 2011. The increase in noninterest expense was due to additional
expense related to a non-core product that is being exited.

Commercial Banking net income increased, driven by a benefit from the provision for credit losses and an increase in
net revenue, partially offset by higher expense. Record net revenue for the second quarter of 2012 reflected higher net
interest income driven by growth in liability and loan balances, partially offset by spread compression on loan and
liability products, compared with the prior year. The

increase in noninterest expense reflected higher headcount-related expense and regulatory deposit insurance
assessments.

Treasury & Securities Services net income increased compared with the prior year reflecting higher net revenue.
Growth in TS net revenue was driven by higher deposit balances, higher trade finance loan volumes, and spreads.
WSS also contributed to the increase in net revenue due to higher deposit balances.

Asset Management net income decreased, reflecting lower net revenue and higher provision for credit losses, partially
offset by lower noninterest expense. The decline in net revenue was primarily due to lower performance fees, lower
valuations of seed capital investments and the effect of lower market levels, largely offset by higher net interest
revenue reflecting higher deposit and loan balances and net product inflows. Assets under supervision at the end of the
second quarter of 2012 were $2.0 trillion, including assets under management of $1.3 trillion, both relatively flat
compared with the prior year and prior quarter as net inflows to long-term products were offset by the effect of lower
market levels and net outflows from liquidity products. Noninterest expense decreased compared with the prior year,
due to the absence of prior-year non-client-related litigation expense and lower performance-based compensation.
Corporate/Private Equity reported a net loss in the second quarter of 2012 compared with net income in the second
quarter of 2011. Net income and revenue in Private Equity declined, primarily due to lower gains on sales and lower
net valuation gains on private investments, partially offset by higher gains on public securities. Treasury and CIO
reported a net loss, compared with net income in the prior year. The quarter’s net loss reflected $4.4 billion of principal
transactions losses from the synthetic credit portfolio held by CIO, partially offset by securities gains of $1.0 billion.
Net interest income was a minimal loss, compared with income in the prior year, reflecting higher financing costs
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associated with mortgage backed securities. Other Corporate reported net income, compared with a net loss in the

prior year, including a $545 million pretax gain reflecting the expected recovery on a Bear Stearns-related
subordinated loan. Noninterest expense declined compared with the prior year. The current quarter included $335
million of litigation expense. The prior year included $1.3 billion of additional litigation expense, which was
predominantly for mortgage-related matters.

Note: The Firm uses a single U.S.-based, blended marginal tax rate of 38% (“the marginal rate”) to report the estimated
after-tax effects of each significant item affecting net income. This rate represents the weighted-average marginal tax
rate for the U.S. consolidated tax group. The Firm uses this single marginal rate to reflect the tax effects of all
significant items because (a) it simplifies the presentation and analysis for management and investors; (b) it has

proved to be a reasonable estimate of the marginal tax effects; and (c) often
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there is uncertainty at the time a significant item is disclosed regarding its ultimate tax outcome.

2012 Business outlook

The following forward-looking statements are based on the current beliefs and expectations of JPMorgan Chase’s
management and are subject to significant risks and uncertainties. These risks and uncertainties could cause the Firm’s
actual results to differ materially from those set forth in such forward-looking statements. See Forward-Looking
Statements on page 111 and Risk Factors on pages 219-222 of this Form 10-Q.

JPMorgan Chase’s outlook for the remainder of 2012 should be viewed against the backdrop of the global and U.S.
economies, financial markets activity, the geopolitical environment, the competitive environment, client activity
levels, and regulatory and legislative developments in the U.S. and other countries where the Firm does business. Each
of these linked factors will affect the performance of the Firm and its lines of business.

In the Consumer & Business Banking business within RFS, the Firm estimates that deposit spread compression, given
the current low interest rate environment, will negatively affect 2012 net income by approximately $400 million. It is
possible that this decline may be offset by strong deposit balance growth. Although, the exact extent of any such
deposit growth, cannot be determined at this time. In addition, the effect of the Durbin Amendment will likely reduce
annualized net income in RFS by approximately $600 million.

In the Mortgage Production and Servicing business within RFS, management expects to continue to incur elevated
default and foreclosure-related costs, including additional costs associated with the Firm’s mortgage servicing
processes, particularly its loan modification and foreclosure procedures. (See Mortgage servicing-related matters on
pages 89-91 and Note 16 on pages 184—186 of this Form 10-Q.) In addition, management believes that the high
production margins experienced in the second quarter of 2012 will not be sustainable over time. In Mortgage
Production and Servicing, management expects continued elevated levels of repurchases of mortgages previously
sold, predominantly to U.S. government-sponsored entities (“GSEs”). However, based on current trends and estimates,
the existing mortgage repurchase liability is expected to be sufficient to cover such losses.

For Real Estate Portfolios within RFS, management believes that total quarterly net charge-offs are likely to be below
$750 million and will continue to trend down thereafter, subject to economic uncertainty. If positive credit trends in
the residential real estate portfolio continue or accelerate and economic uncertainty does not increase, the related
allowance for loan losses will be reduced over time. Given management’s current estimate of net portfolio runoff
levels, the residential real estate portfolio is expected to

decline by approximately 10% to 12% in 2012 from year-end 2011 levels. This reduction in the residential real estate
portfolio is expected to reduce net interest income by approximately $500 million in 2012. However, over time, the
reduction in net interest income is expected to be more than offset by an improvement in credit costs and lower
expenses. In addition, as the portfolio continues to run off, management anticipates that up to $1 billion of capital may
become available for redeployment each year, subject to the capital requirements associated with the remaining
portfolio.

In Card, the net charge-off rate for the credit card portfolio could decrease in the third quarter of 2012 to
approximately 3.75%. The Firm expects that further reductions in the allowance for loan losses for the credit card
portfolio may be at or near an end in light of the current stage of the credit cycle within the credit card business.

The currently anticipated results for RFS and Card described above could be affected by adverse economic conditions,
including, as applicable, further declines in U.S. housing prices or increases in the unemployment rate. Given ongoing
weak economic conditions, management continues to closely monitor the portfolios in these businesses.

In Private Equity, within the Corporate/Private Equity segment, earnings will likely continue to be volatile and
influenced by capital markets activity, market levels, the performance of the broader economy and investment-specific
issues.

For Treasury and CIO, within the Corporate/Private Equity segment, management currently expects quarterly net
losses of approximately $200 million, which may vary positively or negatively by approximately $200 million and
will depend on decisions related to the positioning of the investment securities portfolio. Also, in connection with the
Firm’s redemption of approximately $9 billion of trust preferred capital debt securities on July 12, 2012, management
expects to record a pretax extinguishment gain of approximately $900 million related to adjustments applied to the
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cost basis of the securities during the period that the securities were in a qualifying hedge accounting relationship.
With respect to the trust preferred capital debt securities that have been redeemed, management also expects to realize
a gross reduction in net interest expense of approximately $300 million for the remainder of 2012 and approximately
$650 million for 2013. These savings could be partially offset by the cost associated with other funding alternatives.
For Other Corporate, within the Corporate/Private Equity segment, management expects quarterly net income
(excluding litigation expense) to be approximately $100 million, which is likely to vary each quarter.
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The Firm’s net yield on interest earning assets is expected to be under modest pressure in the third quarter of 2012,
reflecting the continued low interest rate environment.

The Firm’s total noninterest expense for the second half of 2012, excluding Corporate litigation expense, compensation
expense for the IB and expense for foreclosure-related matters, is expected to be flat relative to the level for the first
half of 2012. This is higher than previously expected predominantly due to higher costs in Mortgage Banking as a
result of higher production costs associated with strong origination volumes and higher default-related servicing costs,
including costs associated with the Consent Orders entered into with banking regulators relating to its residential
mortgage servicing. See Mortgage servicing-related matters on pages 89-91 of this Form 10-Q for a discussion of the
Consent Orders. The Firm’s noninterest expense is also expected to reflect higher costs associated with compliance and
legal fees, and higher regulatory deposit insurance assessments.

The Firm intends to resubmit its capital plans to the Board of Governors of the Federal Reserve under the Federal
Reserve's Comprehensive Capital Analysis and Review (CCAR) process and hopes to recommence its equity
repurchase program in the first quarter of 2013, subject to the Board's completion of its work on CIO and the Firm's
receiving no objection from the Federal Reserve to the re-submitted capital plan. The Firm will continue to pay a
quarterly common stock dividend of $0.30 per share.

Recent developments

On July 13, 2012, the Firm reported that it had reached a determination to restate its previously-filed interim financial
statements for the quarterly period ended March 31, 2012. The restatement had the effect of reducing the Firm’s
reported net income for the three months ended March 31, 2012 by $459 million. The restatement relates to valuations
of certain positions in the synthetic credit portfolio of the Firm’s CIO. The Firm’s year-to-date principal transactions
revenue, total net revenue and net income and the year-to-date principal transactions revenue, total net revenue and net
income of the Firm’s CIO have remained unchanged as a result of the restatement. The Firm reached the determination
to restate on July 12, 2012, following management review of the matter with the Audit Committee of the Firm’s Board
of Directors on the same day.

The restatement resulted from information that came to the Firm’s attention in the days preceding July 12, 2012, as a
result of management’s internal review of activities related to CIO’s synthetic credit portfolio. Under Firm policy, the
positions in the portfolio are to be marked at fair value, based on the traders’ reasonable judgment as to the prices at
which transactions could occur. As an independent check on those marks, the CIO’s valuation control group (“VCG”), a
finance function within CIO, verifies that the trader marks

are within pre-established price testing thresholds around external “mid-market” benchmarks and, if not, adjusts trader
marks that are outside the relevant threshold. The thresholds consider market bid/offer spreads and are intended to
establish a range of reasonable fair value estimates for each relevant position. At March 31, 2012, the trader marks,
subject to the VCG verification process, formed the basis for preparing the Firm’s reported first quarter results.
Specifically, information that came to management’s attention raised questions about the integrity of the trader marks,
and suggested that certain individuals may have been seeking to avoid showing the full amount of the losses being
incurred in the portfolio for the three months ended March 31, 2012. As a result, the Firm was no longer confident that
the trader marks used to prepare the Firm’s reported first quarter results (although within the established thresholds)
reflected good faith estimates of fair value at March 31, 2012. The Firm consequently concluded that the Firm’s
previously-filed interim financial statements for the quarterly period ended March 31, 2012, should no longer be relied
upon. On August 9, 2012, the Firm filed an amendment to its Quarterly Report on Form 10-Q for the quarter ended
March 31, 2012, which included restated financial statements reflecting adjusted valuations of the positions in the
synthetic credit portfolio held by CIO as of March 31, 2012, based on external “mid-market” benchmarks, adjusted for
liquidity considerations. While there are a range of acceptable values for such positions, the Firm believes this
approach represented an objective valuation and was reasonable under the circumstances. The information in this
Form 10-Q reflects the restated amounts for the first quarter of 2012.
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Management also determined that a material weakness existed in the Firm’s internal control over financial reporting at
March 31, 2012. During the first quarter of 2012, the size and characteristics of the synthetic credit portfolio changed
significantly. These changes had a negative impact on the effectiveness of CIO’s internal controls over valuation of the
synthetic credit portfolio. Management has taken steps to remediate the internal control deficiency, including
enhancing management supervision of valuation matters. The control deficiency was substantially remediated by

June 30, 2012, although the remedial processes remain subject to testing. For information concerning the remedial
changes in, and related testing of, the Firm’s internal control over financial reporting, see Part I, Item 4: Controls and
Procedures on page 219 of this Form 10-Q.

As part of its internal review, management also concluded that CIO’s governance and risk management had been
ineffective in dealing with the growth in the size and complexity of the synthetic credit portfolio during the first
quarter of 2012; CIO risk limits were not sufficiently granular; and the approval and implementation during the first
quarter of 2012 of the CIO VaR model related to the

10
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synthetic credit portfolio had been inadequate. The Firm has taken several steps to remediate these issues, including:
Q) revamping CIO’s leadership, by appointing a new management team, and enhancing talent and resources in key
support functions;
(i) instituting new committees to improve risk governance and controls and ensure tighter linkages between
CIO, Treasury and other activities in the Corporate sector;
(iii) refocusing CIO on its core mandate of managing the Firm’s investment portfolio;
(iv)introducing more granular risk limits for the CIO portfolio; and
(v)improving CIO’s internal controls around valuation and enhancing key business processes and reporting in CIO.
In addition, the Firm has clarified the roles among the Model Risk and Development Group within the Risk function,
the line of business risk management function and front office personnel in connection with the development,
approval, implementation and monitoring of risk models. The Firm has also enhanced oversight by the Model Risk
and Development Group of implemented models, including establishing a new team within the Model Risk and
Development Group to review model usage and the soundness of the line of business model operational environment.
For further information on model risk oversight and review, see “Market Risk Management” on pages 96-102 of this
Form 10-Q.
Management discussed the matters described above with its Board of Directors, and with the special committee of the
Board of Directors that is reviewing management’s internal review of CIO activities.
The Firm continues to actively manage the risks in the CIO synthetic credit portfolio. The synthetic credit portfolio
was a portfolio of credit derivatives, including short and long positions, intended to protect the Firm in a stressed
credit environment. The portfolio performed as expected between 2007 through 2011, generating approximately $2.0
billion in gains during that period. As noted above, during the first quarter of 2012, the size and characteristics of the
portfolio changed significantly, thereby significantly increasing the associated risks. During the three and six months
ended June 30, 2012, the synthetic credit portfolio held by CIO incurred losses of $4.4 billion and $5.8 billion,
respectively. As of July 13, 2012, management’s stress testing of the synthetic credit portfolio indicated that it is
possible that the portion of the portfolio that was transferred to the IB (see below for further information on the
transfer) could, under certain extreme, simulated scenarios, incur additional losses of between approximately $800
million and $1.7 billion.
The new CIO management team actively reduced the net notionals of the portfolio and appreciably reduced the risk
profile of the portfolio during the second quarter. As of July 2, 2012, substantially all of the synthetic credit portfolio
(other than a portion aggregating to approximately $12 billion of notionals as further discussed

below) was transferred to the Firm’s IB, which has the expertise, trading platforms and market franchise to manage
these positions to maximize their economic value. The synthetic credit trading group within CIO has been closed.

As part of its refocused asset-liability management mandate, CIO will continue to invest in high quality securities that
are generally accounted for as available-for-sale. In June 2012, CIO identified a limited number of index credit
derivatives within the synthetic credit portfolio aggregating to approximately $12 billion of notionals to offset
potential losses in a portion of the available-for-sale (“AFS”) securities portfolio in a stressed credit environment. As of
July 13, 2012, these positions retained by CIO aggregated to $11 billion of notionals, and will continue to be reduced
further over time based on the Firm’s view of changes in the macro economic environment. For further information
regarding the CIO, see Corporate/Private Equity on pages 49-52 of this Form 10-Q.

All CIO managers based in London with responsibility for the synthetic credit portfolio have been separated from the
Firm. The Firm is seeking to claw back certain compensation from these individuals.

Management’s internal review of the CIO-related matters is ongoing. If the Firm obtains additional information
material to its periodic financial reports, it will make appropriate disclosure.

The reported trading losses have resulted in litigation against the Firm, as well as heightened regulatory scrutiny, and
may lead to additional regulatory or legal proceedings. Such regulatory and legal proceedings may expose the Firm to
fines, penalties, judgments or losses, harm the Firm’s reputation or otherwise cause a decline in investor confidence.
For a description of the regulatory and legal developments relating to the CIO matters described above, see Note 23
on page 198 of this Form 10-Q. See also Part II, Item 1A, Risk Factors, beginning on page 219 of this Form 10-Q.
Regulatory developments
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JPMorgan Chase is subject to regulation under state and federal laws in the U.S., as well as the applicable laws of
each of the various other jurisdictions outside the U.S. in which the Firm does business. The Firm is currently
experiencing a period of unprecedented change in regulation and supervision, and such changes could have a
significant impact on how the Firm conducts business. The Firm continues to work diligently in assessing and
understanding the implications of the regulatory changes it is facing, and is devoting substantial resources to
implementing all the new rules and regulations while meeting the needs and expectations of its clients. In June 2012,
the U.S. federal banking agencies published final rules on Basel 2.5 that will go into effect on January 1, 2013 and
result in additional capital requirements for trading positions and securitizations. Also, in June 2012, the U.S. federal
banking agencies published for comment a

11
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Notice of Proposed Rulemaking (the “NPR”) for implementing the Capital Accord, commonly referred to as “Basel III”, in
the United States. For further information on these rules, see Capital Management on pages 60—63 of this Form 10-Q.
The Firm expects heightened scrutiny by its regulators of its compliance with new and existing regulations, such as
the Unfair and Deceptive Acts and Practices act, Anti Money Laundering regulations, the Real Estate Settlement
Procedures Act (RESPA), the Truth in Lending Act, and regulations promulgated by the Office of Foreign Assets
Control, among others. As a result, the Firm expects that it will more frequently be the subject of more formal
enforcement actions for violations of law, rather than such matters being resolved through informal supervisory
processes. While the Firm has made a preliminary assessment of the likely impact of this heightened regulatory
scrutiny and anticipated changes in law , the Firm cannot, given the current status of regulatory and supervisory
developments, quantity the possible effects on its business and operations of all the significant changes that are
currently underway.

On August 8, 2012, the Firm was informed by the Office of the Comptroller of the Currency (“OCC”) and the Federal
Reserve Bank of New York that they had determined that the Firm and JPMorgan Chase Bank, N.A. should amend
their respective Basel I risk weighted assets (“RWA”) at both March 31, 2012 and June 30, 2012. The determination
relates to an adjustment to the Firm’s regulatory capital ratios to reflect regulatory guidance regarding a limited number
of market risk models used for certain positions held by the Firm during the first half of the year, including the CIO
synthetic credit portfolio. The Firm believes that, as a result of portfolio management actions and enhancements it will
be making to certain of its market risk models, these adjustments will be significantly reduced by the end of 2012.

As a result of the banking regulators’ determination, the Firm’s consolidated Basel I Tier I common ratio, its Basel I
Tier I capital ratio, and its Basel I total capital ratio have been revised to 9.9%, 11.3% and 14.0%, respectively, at June
30, 2012, compared to 10.3%, 11.7%, and 14.5%, respectively at such date; and have been revised to 9.8%, 11.9%,
and 14.9%, respectively, at March 31, 2012, from 10.3%, 12.6%, and 15.6%, respectively at such date. In addition, the
JPMorgan Chase Bank, N.A.’s Basel I Tier 1 capital ratio and Basel I Total capital ratio have been revised to 9.2%,
and 12.5%, respectively, at June 30, 2012, and have been revised to 9.0% and 12.4% respectively, at March 31, 2012.
For additional information see Regulatory capital on pages 60-62 of this Form 10-Q.

Subsequent events — Business segment changes

On July 27, 2012, the Firm announced that it will be reorganizing its business segments to reflect the manner in which
the segments will be managed. As a result, Retail Financial Services and Card Services & Auto businesses will be
combined to form the Consumer & Community Banking segment. The Investment Bank and Treasury & Securities
Services businesses will be combined to form the Corporate & Investment Bank segment. Asset Management and
Commercial Banking will remain unchanged. In addition, Corporate/Private Equity will not be affected.

12
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CONSOLIDATED RESULTS OF OPERATIONS

The following section provides a comparative discussion of JPMorgan Chase’s Consolidated Results of Operations on
a reported basis for the three and six months ended June 30, 2012 and 2011. Factors that relate primarily to a single
business segment are discussed in more detail within that business segment. For a discussion of the Critical
Accounting Estimates Used by the Firm that affect the Consolidated Results of Operations, see pages 107—109 of this
Form 10-Q and pages 168—172 of JPMorgan Chase’s 2011 Annual Report.

Revenue

Three months ended June 30, Six months ended June 30,
(in millions) 2012 2011 Change 2012 2011 Change
Investment banking fees $1,257 $1,933 (35 Y% $2.,638 $3,726 (29 )%
Principal transactions 427 ) 3,140 NM 2,295 7,885 (71 )
Lending- and deposit-related fees 1,546 1,649 (6 ) 3,063 3,195 4 )
Asset management, administration and commissions 3,461 3,703 (7 ) 6,853 7,309 (6 )
Securities gains 1,014 837 21 1,550 939 65
Mortgage fees and related income 2,265 1,103 105 4,275 616 NM
Credit card income 1,412 1,696 (17 ) 2,728 3,133 (13 )
Other income 506 882 (43 ) 2,018 1,456 39
Noninterest revenue 11,034 14,943 (26 ) 25,420 28,259 (10 )
Net interest income 11,146 11,836 (6 ) 22,812 23,741 4 )
Total net revenue $22,180 $26,779 (17 Y% $48,232 $52,000 (7 )%

Total net revenue for the second quarter of 2012 was $22.2 billion, a decrease of $4.6 billion, or 17%, from the second
quarter of 2011. For the first six months of 2012, total net revenue was $48.2 billion, a decrease of $3.8 billion, or 7%,
from the first six months of 2011. In both periods lower principal transactions revenue, net interest income and
investment banking fees were partially offset by higher mortgage fees and related income.

Investment banking fees for both the second quarter and first six months of 2012 decreased compared with the prior
year due to lower industry volumes. For additional information on investment banking fees, which are primarily
recorded in IB, see IB segment results on pages 20-24 of this Form 10-Q.

Principal transactions revenue decreased compared with both the second quarter and first six months of 2011. The
decrease was largely driven by principal transactions losses in the synthetic credit portfolio held by CIO of $4.4
billion in the second quarter and $5.8 billion for the first half of 2012, and to a lesser extent, lower private equity
gains. These factors were partially offset by higher market-making revenue in IB and a $545 million gain in Other
Corporate representing the expected recovery on a Bear Stearns-related subordinated loan. Principal transactions
revenue in IB included a $755 million gain from DVA on certain structured and derivative liabilities, resulting from
the widening of the Firm’s credit spreads. Excluding the impact of DV A, principal transactions revenue was slightly
above prior periods, reflecting solid client revenue in IB’s market-making businesses. For additional information on
principal transactions revenue, see IB and Corporate/Private Equity segment results on pages 20-24 and 49-52,
respectively, and Note 6 on pages 144—145 of this Form 10-Q.

Lending- and deposit-related fees decreased slightly in both the second quarter and first six months of 2012 compared
with the prior year. The decrease was spread across the wholesale and consumer businesses of the Firm. For additional
information on lending- and deposit-related fees, which are mostly recorded in RFS, CB, TSS and IB, see RFS on
pages 25-34, CB on pages 38—40, TSS on pages 41-44 and IB segment results on pages 20-24 of this Form 10-Q.
Asset management, administration and commissions revenue decreased from the second quarter and first six months
of 2011. The decrease for both periods was largely driven by lower performance fees and the effect of lower market
levels in AM, as well as lower brokerage commissions in IB. For additional information on these fees and
commissions, see the segment discussions for AM on pages 45—-48 and TSS on pages 41-44 of this Form 10-Q.
Securities gains increased from both the second quarter and first six months of 2011. Results in both comparable
periods were primarily due to the repositioning of the CIO AFS portfolio. For additional information on securities
gains see the Corporate/Private Equity segment discussion on pages 49-52 of this

Form 10-Q.
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Mortgage fees and related income increased compared with the second quarter of 2011, driven largely by higher
production revenue, reflecting wider margins, driven by market conditions and mix, and higher volumes, due to a
favorable refinancing environment, including the impact of the Home Affordable Refinancing Programs (“HARP”), as
well as higher net mortgage servicing revenue. Mortgage fees and related income increased compared with the first six
months of 2011, driven largely by higher production

13
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revenue, as well as a favorable swing in the MSR risk management results (reflecting a gain of $426 million for the
first six months of 2012, compared with a loss of $1.2 billion for the first six months of 2011). For additional
information on mortgage fees and related income, which is recorded primarily in RFS, see RFS’s Mortgage Production
and Servicing discussion on pages 29-31, and Note 16 on pages 184—187 of this Form 10-Q. For additional information
on repurchase losses, see the Mortgage repurchase liability discussion on pages 5659 and Note 21 on pages 192—-196 of
this Form 10-Q.

Credit card income decreased in both the second quarter and first six months of 2012. The decrease for both periods
was largely driven by the impact of lower debit card revenue, reflecting the impact of the Durbin Amendment, and to

a lesser extent, higher amortization of direct loan origination costs, partially offset by higher net interchange income
associated with higher customer transaction volume on credit and debit cards. For additional information on credit

card income, see the Card and RFS segment results on pages 35-37, and pages 25-34, respectively, of this Form 10-Q.

Other income decreased compared with the second quarter of 2011, driven by lower gains and valuation adjustments
on certain assets in IB, and lower valuations of seed capital investments in AM. Other income increased compared
with the first six months of 2011, driven by a $1.1 billion benefit recognized in the first quarter of 2012 from the
Washington Mutual bankruptcy settlement, partially offset by the aforementioned items in IB and AM.

Net interest income decreased in the second quarter and first six months of 2012 compared with the prior year. The
declines in both periods were driven by the impact of lower interest rates, as well as lower average trading asset
balances, higher financing costs associated with mortgage-backed securities, and the runoff of higher-yielding loans,
largely offset by lower other borrowing and deposit costs. The Firm’s average interest-earning assets were $1.8 trillion
for the second quarter of 2012, and the net yield on those assets, on a fully taxable-equivalent (“FTE”) basis, was 2.47%,
a decrease of 25 basis points from the second quarter of 2011. For the first six months of 2012, average
interest-earning assets were $1.8 trillion, and the net yield on those assets, on a FTE basis, was 2.54%, a decrease of
26 basis points from the first six months of 2011.

Provision for credit losses

Three months ended June 30, Six months ended June 30,
(in millions) 2012 2011 Change 2012 2011 Change
Wholesale $43 $(117 ) NM% $132 $(503 ) NM%
Consumer, excluding credit card (424 ) 1,117 NM (423 ) 2,446 NM
Credit card 595 810 (27 ) 1,231 1,036 19
Total consumer 171 1,927 91 ) 808 3,482 (77 )
Total provision for credit losses $214 $1,810 (88 )% $940 $2,979 (68 )%

The provision for credit losses decreased compared with the second quarter and first six months of 2011. The decrease
in the second quarter of 2012 was largely due to a higher reduction in the consumer-related allowance of $2.1 billion
compared with $1.1 billion in the prior year. The decrease from the first six months of 2011 also reflected a higher
reduction in the consumer-related allowance of $3.9 billion compared with $3.1 billion in the prior year. These
allowance reductions predominantly reflected the impact of improved delinquency trends across most consumer

portfolios, notably residential real estate and credit card. The decrease in the provision for credit losses was offset
partially by the impact of wholesale loan growth and other portfolio activity. For a more detailed discussion of the

loan portfolio and the allowance for credit losses, see the segment discussions for RFS on pages 25-34, Card on pages
35-37, IB on pages 20-24 and CB on pages 38—40, and the Allowance For Credit Losses section on pages 93-95 of this
Form 10-Q.
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Noninterest expense

Three months ended June 30, Six months ended June 30,
(in millions) 2012 2011 Change 2012 2011 Change
Compensation expense $7.427 $7,569 (2 Y% $16,040 $15,832 1 %
Noncompensation expense:
Occupancy 1,080 935 16 2,041 1,913 7
Technology, communications and equipment 1,282 1,217 5 2,553 2,417 6
Professional and outside services 1,857 1,866 — 3,652 3,601 1
Marketing 642 744 (14 ) 1,322 1,403 (6 )
Other® 2,487 4,299 42 ) 7,319 7,242 1
Amortization of intangibles 191 212 (10 ) 384 429 (10 )
Total noncompensation expense 7,539 9,273 (19 )y 17,271 17,005 2
Total noninterest expense $14,966 $16,842 (11 Y% $33,311 $32,837 1 %
@ Included litigation expense of $323 million and $1.9 billion for the three months ended June 30, 2012 and 2011,

respectively, and $3.0 billion for each of the six months ended June 30, 2012 and 2011.

Total noninterest expense for the second quarter of 2012 was $15.0 billion, down by $1.9 billion, or 11%, compared
with the second quarter of 2011. The decrease in the second quarter of 2012 was predominantly due to lower
noncompensation expense, in particular, litigation expense. Total noninterest expense for the first six months of 2012
was $33.3 billion, up by $474 million, or 1%, compared with the first six months of 2011. The increase in the first six
months of 2012 was due to higher compensation as well as noncompensation expense.

Compensation expense decreased from the second quarter of 2011 predominantly due to lower compensation expense
in IB, partially offset by investments in the businesses, including sales force and new branch builds in RFS. The
increase for the first six months of 2012 was predominantly due to the aforementioned investments in the businesses,
partially offset by lower compensation expense in IB.

The decrease in noncompensation expense in the second quarter of 2012 was due to lower litigation expense,

primarily related to mortgage-related matters, in Corporate and RFS, as well as lower foreclosure-related expense in
RFS. Noncompensation expense for the first six months of 2012 increased generally due to continued investments in
the businesses, higher servicing expense (excluding foreclosure-related matters) in RFS, and higher regulatory deposit
insurance assessments in IB and CB. Other items included lower foreclosure-related expense in RFS offset partially
by higher litigation expense in Corporate, reflecting the significant litigation reserves recognized in the first quarter of
2012. For a further discussion of litigation expense, see Note 23 on pages 196-205 of this Form 10-Q. For a discussion
of amortization of intangibles, refer to the Balance Sheet Analysis on pages 54-55, and Note 16 on pages 184—187 of
this Form 10-Q.

Income tax expense

) iy Three months ended June 30,  Six months ended June 30,
(in millions, except rate)

2012 2011 2012 2011
Income before income tax expense $7,000 $8,127 $13,981 $16,184
Income tax expense 2,040 2,696 4,097 5,198
Effective tax rate 29.1 % 33.2 % 29.3 % 32.1 %

The decrease in the effective tax rate during the three months and six months ended June 30, 2012, compared with the
prior-year periods was primarily the result of lower reported pretax income in combination with changes in the mix of
income and expenses subject to U.S. federal and state and local taxes as well as greater benefits associated with the
resolution of tax audits, and the impact of tax-exempt income and business tax credits. In addition, the six

month period of 2012, was partially offset by the tax effect of the Washington Mutual bankruptcy settlement, which is
discussed in Note 2 on pages 117-118 and in Note 23 on pages 196-205 of this Form 10-Q. The current and prior year

27



Edgar Filing: JPMORGAN CHASE & CO - Form 10-Q

periods include deferred tax benefits associated with state and local income taxes. For additional information on
income taxes, see Critical Accounting Estimates Used by the Firm on pages 107-109 of this Form 10-Q.
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EXPLANATION AND RECONCILIATION OF THE FIRM’S USE OF NON-GAAP FINANCIAL MEASURES

The Firm prepares its consolidated financial statements using accounting principles generally accepted in the U.S.
(“U.S. GAAP”); these financial statements appear on pages 112—116 of this Form 10-Q. That presentation, which is
referred to as “reported” basis, provides the reader with an understanding of the Firm’s results that can be tracked
consistently from year to year and enables a comparison of the Firm’s performance with other companies’ U.S. GAAP
financial statements.

In addition to analyzing the Firm’s results on a reported basis, management reviews the Firm’s results and the results of
the lines of business on a “managed” basis, which is a non-GAAP financial measure. The Firm’s definition of managed
basis starts with the reported U.S. GAAP results and includes certain reclassifications to present total net revenue for
the Firm (and each of the business segments) on a FTE basis. Accordingly, revenue from investments that receive tax
credits and tax-exempt securities is presented in

the managed results on a basis comparable to taxable investments and securities. This non-GAAP financial measure
allows management to assess the comparability of revenue arising from both taxable and tax-exempt sources. The
corresponding income tax impact related to tax-exempt items is recorded within income tax expense. These
adjustments have no impact on net income as reported by the Firm as a whole or by the lines of business.
Management also uses certain non-GAAP financial measures at the business-segment level, because it believes these
other non-GAAP financial measures provide information to investors about the underlying operational performance
and trends of the particular business segment and, therefore, facilitate a comparison of the business segment with the
performance of its competitors. Non-GAAP financial measures used by the Firm may not be comparable to similarly
named non-GAAP financial measures used by other companies.

The following summary table provides a reconciliation from the Firm’s reported U.S. GAAP results to managed basis.
Three months ended June,

2012 2011
Fully Fully
(in millions, except ratios) Reported taxable—equivalegtlapaged Reported taxable-equiValelg/t[a.naged
results . asis results . asis
adjustments® adjustments®
Other income $506 $ 517 $1,023 $882 $ 510 $1,392
Total noninterest revenue 11,034 517 11,551 14,943 510 15,453
Net interest income 11,146 195 11,341 11,836 121 11,957
Total net revenue 22,180 712 22,892 26,779 631 27,410
Pre-provision profit 7,214 712 7,926 9,937 631 10,568
Income before income tax expense 7,000 712 7,712 8,127 631 8,758
Income tax expense $2,040 $ 712 $2,752 $2,696 $ 631 $3,327
Overhead ratio 67 % NM 65 % 63 % NM 61 %
Six months ended June,
2012 2011
Fully Fully
(in millions, except ratios) Reported taxable—equivale%{I apaged Reported taxable—equivale%{I apaged
results . asis results . asis
adjustments® adjustments®
Other income $2,018 $ 1,051 $3,069 $1,456 $ 961 $2,417
Total noninterest revenue 25,420 1,051 26,471 28,259 961 29,220
Net interest income 22,812 366 23,178 23,741 240 23,981
Total net revenue 48,232 1,417 49,649 52,000 1,201 53,201
Pre-provision profit 14,921 1,417 16,338 19,163 1,201 20,364
Income before income tax expense13,981 1,417 15,398 16,184 1,201 17,385
Income tax expense $4,097 $ 1417 $5,514 $5,198 $ 1,201 $6,399
Overhead ratio 69 % NM 67 % 63 % NM 62 %

(a) Predominantly recognized in IB and CB business segments and Corporate/Private Equity.
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Tangible common equity (“TCE”), ROTCE, tangible book value per share (“TBVS”), and Tier 1 common under Basel I
and III rules are each non-GAAP financial measures. TCE represents the Firm’s common stockholders’ equity (i.e.,
total stockholders’ equity less preferred stock) less goodwill and identifiable intangible assets (other than MSRs), net

of

related deferred tax liabilities. ROTCE measures the Firm’s earnings as a percentage of TCE. TBVS represents the
Firm’s tangible common equity divided by period-end common shares. Tier 1 common under Basel I and III rules are
used by management, along with other capital measures, to assess and monitor the Firm’s capital position. TCE,
ROTCE,

16
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and TBVS are meaningful to the Firm, as well as analysts and investors, in assessing the Firm’s use of equity. For
additional information on Tier 1 common under Basel I and III, see Regulatory capital on pages 60—62 of this Form
10-Q. In addition, all of the aforementioned measures are

useful to the Firm, as well as analysts and investors, in facilitating comparisons with competitors.

Average tangible common equity
Three months ended June 30, Six months ended June 30,

(in millions) 2012 2011 2012 2011
Common stockholders’ equity $181,021 $174,077 $179,366 $171,759
Less: Goodwill 48,157 48,834 48,188 48,840
Less: Certain identifiable intangible assets 2,923 3,738 3,029 3,833
Add: Deferred tax liabilities® 2,734 2,618 2,729 2,607
Tangible common equity $132,675 $124,123 $130,878 $121,693
@ Represents deferred tax liabilities related to tax-deductible goodwill and to identifiable intangibles created in

nontaxable transactions, which are netted against goodwill and other intangibles when calculating TCE.

Core net interest income

In addition to reviewing JPMorgan Chase’s net interest income on a managed basis, management also reviews core net
interest income to assess the performance of its core lending, investing (including asset-liability management) and
deposit-raising activities, excluding the impact of IB’s market-based activities. The table below presents an analysis of
core net interest income, core average interest-earning assets, and the core net interest yield on core average
interest-earning assets, on a managed basis. Each

of these amounts is a non-GAAP financial measure due to the exclusion of IB’s market-based net interest income and
the related assets. Management believes the exclusion of IB’s market-based activities provides investors and analysts a
more meaningful measure to analyze non-market related business trends of the Firm and can be used as a comparable
measure to other financial institutions primarily focused on core lending, investing and deposit-raising activities.

Core net interest income data®

Three months ended June 30, Six months ended June 30,
(in millions, except rates) 2012 2011 Change 2012 2011 Change
Net interest income — managed basi$) $11,341 $11,957 G )% $23,178 $23,981 B %
.Impact of market-based net interest 1,345 1.829 26 ) 2914 3.663 20 )
income
Core net interest income® $9,996 $10,128 a1 ) $20,264 $20,318 —
Q;eigage interest-earning assets —managed¢ ) g43 677 g1 764822 4 $1,832,570 $1,725973 6
Impact of market-based earning assets 505,282 543,458 (7 ) 498,016 532,253 o6 )
Core average interest-earning assets $1,338,345 $1,221,364 10 % $1,334,554 $1,193,720 12 %
Net interest yield on {nterest—earmng 247 %272 % )54 %280 %
assets — managed basis
Net interest yield on market-based activity 1.07 1.35 1.18 1.39
Core net interest yield on core average 3.00 %333 % 3.05 %343 %

interest-earning assets

Includes core lending, investing and deposit-raising activities on a managed basis, across RFS, Card, CB, TSS, AM
(a) . . : .

and Corporate/Private Equity, as well as IB credit portfolio loans.
(b)Interest includes the effect of related hedging derivatives. Taxable-equivalent amounts are used where applicable.
Quarterly and year-to-date results
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Core net interest income decreased by $132 million to $10.0 billion and by $54 million to $20.3 billion for the three
and six months ended June 30, 2012, respectively. Core average interest-earning assets increased by $117.0 billion to
$1,338.3 billion and by $140.8 billion to $1,334.6 billion for the three and six months ended June 30, 2012,
respectively. The decrease in net interest income was primarily driven by higher financing costs associated with
mortgage-backed securities, runoff of higher-yielding loans, and was partially offset by lower deposit and other
borrowing costs. The increase in average interest-earning assets was driven by increased levels of loans, higher
deposits with banks and other short-term investments due to wholesale and retail client deposit growth, and an

increase in investment securities. The core net interest yield decreased by 33 basis points to 3.00% and by 38 basis
points to 3.05% for the three and six months ended June 30, 2012, respectively. The decrease in yield was primarily
driven by higher financing costs associated with mortgage-backed securities, runoff of higher-yielding loans as well as
lower customer loan rates, and was slightly offset by lower customer deposit rates.

Other financial measures

The Firm also discloses the allowance for loan losses to total retained loans, excluding residential real estate PCI

loans. For a further discussion of this credit metric, see Allowance for Credit Losses on pages 93-94 of this Form 10-Q.
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BUSINESS SEGMENT RESULTS

The Firm is managed on a line-of-business basis. The business segment financial results presented reflect the current
organization of JPMorgan Chase. There are six major reportable business segments: the Investment Bank, Retail
Financial Services, Card Services & Auto, Commercial Banking, Treasury & Securities Services and Asset
Management. In addition, there is a Corporate/Private Equity segment.

The business segments are determined based on the products and services provided, or the type of customer served,
and reflect the manner in which financial information is currently evaluated by management. Results of the lines of
business are presented on a managed basis. For a definition of managed basis, see Explanation and Reconciliation of
the Firm’s Use of Non-GAAP Financial Measures, on pages 16—17 of this Form 10-Q.

Description of business segment reporting methodology

Results of the business segments are intended to reflect each segment as if it were essentially a stand-alone business.
The management reporting process that derives business segment results allocates income and expense using
market-based methodologies.

For a further discussion of those methodologies, see Business Segment Results — Description of business segment
reporting methodology on pages 79-80 of JPMorgan Chase’s 2011 Annual Report. The Firm continues to assess the
assumptions, methodologies and reporting classifications used for segment reporting, and further refinements may be
implemented in future periods.

Business segment capital allocation changes

Each business segment is allocated capital by taking into consideration stand-alone peer comparisons, regulatory
capital requirements (under Basel III) and economic risk measures. The amount of capital assigned to each business is
referred to as equity. Effective January 1, 2012, the Firm revised the capital allocated to certain businesses, reflecting
additional refinement of each segment’s estimated Basel III Tier 1 common capital requirements and balance sheet
trends. For further information about these capital changes, see Line of business equity on page 63 of this Form 10-Q.
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Segment Results — Managed Basis

The following table summarizes the business segment results for the periods indicated.
Three months ended June

30,
(in millions)
Investment Bank®

Retail Financial Services 7,935

Card Services & Auto
Commercial Banking
Treasury & Securities
Services

Asset Management
Corporate/Private
Equity®@

Total

Three months ended
June 30,

(in millions)
Investment Bank®
Retail Financial
Services

Card Services & Auto
Commercial Banking
Treasury & Securities
Services

Asset Management
Corporate/Private
Equity®@

Total

Six months ended June
30,

(in millions)
Investment Bank®

Retail Financial Services 15,584

Card Services & Auto
Commercial Banking
Treasury & Securities
Services

Asset Management
Corporate/Private
Equity®@

Total

Six months ended June
30,

(in millions)
Investment Bank®
Retail Financial
Services

Total net revenue

2012 2011 Change 2012
$6,766 $7,314 (7 )% $3,802
7,142 11 4,726
4,525 4,761 (5 ) 2,096
1,691 1,627 4 591
2,152 1,932 11 1,491
2364 2537 (7 ) 1,701
(2,541 )2,097 NM 559

$22,892 $27,410 (16

Provision for credit losses

2012 2011 Change
$21 $(183 YNM%
(555 ) 994

734 944 (22
(17 )54

8 (2 )

34 12 183
(11 )9 )(22
$214 $1,810 (88

Total net revenue

2012 2011 Change 2012
$14,087 $15,547 (9 )% $8,540
12,608 24 9,735
9,239 9,552 (3 ) 4,125
3,348 3,143 7 1,189
4,166 3,772 10 2,964
4,734 4943 4 ) 3,430
(1,509 )3.636 NM 3,328

$49,649 $53,201 (7

Provision for credit losses

2012 2011 Change
$16 $(612 YNM%
(651 )2,193

Noninterest expense

)% $14,966 $16,842 (11

Pre-provision profit/(loss)

2011 Change 2012 2011 Change
$4,332 (12 )% $2,964 $2982 (1 )%
5,271 (10 ) 3,209 1,871 72
1,988 5 2,429 2,773 (12 )
563 5 1,100 1,064 3
1,453 3 661 479 38
1,794 (5 ) 663 743 (11 )
1,441 (61 ) (3,100 )656 NM
)% $7,926 $10,568 (25 )%
Net income/(loss)
2012 2011 Change
$1,913 $2,057 (7 )%
NM 2,267 383 492
) 1,030 1,110 (7 )
NM 673 607 11
NM 463 333 39
391 439 (11 )
) (1,777 )502 NM
)% $4,960 $5,431 C )%

Noninterest expense

)% $33,311 $32,837 1

Pre-provision profit/(loss)

2011 Change 2012 2011 Change
$9,348 (9 )% $5,547 $6,199 (11 )%
10,171 4 ) 5,849 2437 140
3905 6 5,114 5,647 (9 )
1,126 6 2,159 2,017 7
2,830 5 1,202 942 28
3454 (1 ) 1,304 1,480 (12 )
2,003 66 (4,837 )1,633 NM
% $16,338 $20,364 (20 )%
Net income/(loss)
2012 2011 Change
$3,595 $4,427 (19 )%
NM 4,020 (16 ) NM
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Card Services & Auto 1,472 1,297 13 2,213 2,644 (16 )
Commercial Banking 60 101 41 ) 1,264 1,153 10

Tregsury & Securities 10 ) 400 314 649 75

Services

Asset Management 53 17 212 777 905 (14 )
Corporate/Private

Equity® (20 )(19 )(5 ) (2,799 )1,224 NM
Total $940 $2,979 (68 Y% $9,884 $10,986 (10 )%

Corporate/Private Equity includes an adjustment to offset IB’s inclusion of a credit allocation income/(expense) to
(a) TSS in total net revenue; TSS reports the credit allocation as a separate line item on its income statement (not
within total net revenue).
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INVESTMENT BANK

For a discussion of the business profile of IB, see pages 81-84 of JPMorgan Chase’s 2011 Annual Report and the
Introduction on page 4 of this Form 10-Q.

Selected income statement data

Three months ended June 30, Six months ended June 30,
(in millions, except ratios) 2012 2011 Change 2012 2011 Change
Revenue
Investment banking fees $1,245 $1,922 (35 Y% $2,620 $3,701 (29 )%
Principal transactions® 3,063 2,309 33 6,273 5,707 10
Asset man.age‘:ment, administration 499 543 © ) 1.064 1,167 © )
and commissions
All other income® 235 454 (48 ) 503 834 (40 )
Noninterest revenue 5,042 5,233 4 ) 10,460 11,409 (8 )
Net interest income 1,724 2,081 (17 ) 3,627 4,138 (12 )
Total net revenue(© 6,766 7,314 (7 ) 14,087 15,547 © )
Provision for credit losses 21 (183 ) NM 16 (612 ) NM
Noninterest expense
Compensation expense 2,011 2,564 (22 ) 4,912 5,858 (16 )
Noncompensation expense 1,791 1,768 1 3,628 3,490 4
Total noninterest expense 3,802 4,332 (12 ) 8,540 9,348 9 )
Income before income tax expense 2,943 3,165 (7 ) 5,531 6,811 (19 )
Income tax expense 1,030 1,108 (7 ) 1,936 2,384 (19 )
Net income $1,913 $2,057 (7 Y% $3,595 $4,427 (19 )%
Financial ratios
Return on common equity 19 % 21 % 18 % 22 %
Return on assets 0.97 0.98 0.91 1.08
Overhead ratio 56 59 61 60

Compensation expense as a
percentage of total net revenue(@
Principal transactions included DV A related to derivatives and structured liabilities measured at fair value, DVA
(a) gains/(losses) were $755 million and $165 million for the three months ended June 30, 2012 and 2011, and $(152)

million and $119 million for the six months ended June 30, 2012 and 2011, respectively.

All other income included lending- and deposit-related fees. In addition, IB manages traditional credit exposures
(b)related to Global Corporate Bank (“GCB”) on behalf of IB and TSS, and IB and TSS share the economics related to
the Firm’s GCB clients. IB recognizes this sharing agreement within all other income.

Total net revenue included tax-equivalent adjustments, predominantly due to income tax credits related to
affordable housing and alternative energy investments as well as tax-exempt income from municipal bond
investments of $494 million and $493 million for the three months ended June 30, 2012 and 2011, and $1.0 billion
and $931 million for the six months ended June 30, 2012 and 2011, respectively.

Compensation expense as a percentage of total net revenue excluding DVA was 33% and 36% for the three months
(d)ended June 30, 2012 and 2011 respectively, and 34% and 38% for the six months ended June 30, 2012 and 2011

30 35 35 38

(©)

respectively.
The following table provides IB’s total net revenue by business.
Three months ended June 30, Six months ended June 30,
(in millions) 2012 2011 Change 2012 2011 Change
Revenue by business
Investment banking fees:
Advisory $356 $601 41 )% $637 $1,030 (38 )%
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Equity underwriting 250
Debt underwriting 639
Total investment banking fees 1,245
Fixed income markets® 3,734
Equity markets® 1,243
Credit portfolio©/d 544
Total net revenue $6,766

(a)

20

including foreign exchange, interest rate,

455 (45
866 (26
1,922 (35
4,280 (13
1,223 2
(111 ) NM
$7,314 (7

~— O N

)% $14,087
Fixed income markets primarily include revenue related to market-making across global fixed income markets,

526
1,457
2,620
8,398
2,537
532

834 (37
1,837 @1
3,701 (29
9,518 (12
2,629 3
(301 ) NM
$15,547 (9

~— N O N

)%
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credit and commodities markets. Includes DVA gains/(losses) of $241 million and $64 million for the three months
ended June 30, 2012 and 2011, and $(111) million and $159 million for the six months ended June 30, 2012 and 2011,
respectively.
Equity markets primarily include revenue related to market-making across global equity products, including cash
instruments, derivatives, convertibles and Prime Services. Includes DVA gains of $200 million and $78 million for
the three months ended June 30, 2012 and 2011, and $70 million and $6 million for the six months ended June 30,
2012 and 2011, respectively.
Credit portfolio revenue includes net interest income, fees and loan sale activity, as well as gains or losses on
securities received as part of a loan restructuring, for IB’s credit portfolio. Credit portfolio revenue also includes the
© results of risk management related to the Firm’s lending and derivative activities. Includes DV A gains/(losses) of
$314 million and $23 million for the three months ended June 30, 2012 and 2011, and $(111) million and $(46)
million for the six months ended June 30, 2012 and 2011, respectively. See pages 73-95 of the Credit Risk
Management section of this Form 10-Q for further discussion.
) IB manages traditional credit exposures related to GCB on behalf of IB and TSS, and IB and TSS share the
economics related to the Firm’s GCB clients. IB recognizes this sharing agreement within all other income.
Quarterly results
Net income was $1.9 billion, down 7% from the prior year. These results reflected lower net revenue and a provision
for credit losses compared with a benefit in the prior year, largely offset by lower noninterest expense.
Net revenue was $6.8 billion, compared with $7.3 billion in the prior year. Investment banking fees were $1.2 billion
(down 35%), which consists of debt underwriting fees of $639 million (down 26%), equity underwriting fees of $250
million (down 45%), and advisory fees of $356 million (down 41%). Combined Fixed Income and Equity Markets
revenue was $5.0 billion, down 10% from the prior year. Credit Portfolio reported revenue of $544 million.
Net revenue included a $755 million gain from DVA on certain structured and derivative liabilities resulting from the
widening of the Firm’s credit spreads; this gain was composed of $241 million in Fixed Income Markets, $200 million
in Equity Markets and $314 million in Credit Portfolio. Excluding the impact of DVA, net revenue was $6.0 billion
and net income was $1.4 billion.
Excluding the impact of DVA, Fixed Income and Equity Markets combined revenue was $4.5 billion, down 15% from
the prior year, reflecting the impact of weaker market conditions, with solid client revenue. Excluding the impact of
DVA, Credit Portfolio net revenue was $230 million, driven by net interest income on retained loans and fees on
lending-related commitments.
The provision for credit losses was $21 million, compared with a benefit in the prior year of $183 million. The ratio of
the allowance for loan losses to end-of-period loans retained was 1.97%, compared with 2.10% in the prior year.
Noninterest expense was $3.8 billion, down 12% from the prior year, driven by lower compensation expense. The
ratio of compensation to net revenue was 33%, excluding DVA.
Return on equity was 19% (15% excluding DVA) on $40.0 billion of average allocated capital.

(b)

Year-to-date results

Net income was $3.6 billion, down 19% from the prior year, reflecting lower net revenue and a provision for credit
losses compared with a benefit in the prior year, offset by lower noninterest expense.

Net revenue was $14.1 billion, compared with $15.5 billion in the prior year. Investment banking fees were $2.6
billion (down 29%), consisting of debt underwriting fees of $1.5 billion (down 21%), equity underwriting fees of
$526 million (down 37%), and advisory fees of $637 million (down 38%). Combined Fixed Income and Equity
Markets revenue was $10.9 billion down 10% from the prior year. Credit Portfolio reported revenue of $532 million.
Net revenue included a $152 million loss from DV A on certain structured and derivative liabilities resulting from the
tightening of the Firm’s credit spreads; this was composed of a loss of $111 million in both Fixed Income Markets and
Credit Portfolio, partially offset by a gain of $70 million in Equity Markets. Excluding the impact of DVA, net
revenue was $14.2 billion and net income was $3.7 billion.

Excluding the impact of DVA, Fixed Income and Equity Markets combined revenue was $11.0 billion, down 8% from
the prior year, reflecting the impact of weaker market conditions, primarily in the second quarter of 2012, with solid
client revenue. Excluding the impact of DVA, Credit Portfolio net revenue was $643 million, compared with a loss of
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$255 million the prior year, reflecting the absence of negative credit-related valuation adjustments in the prior year, as
well as higher net interest income on retained loans and fees on lending-related commitments.

The provision for credit losses was $16 million, compared with a benefit of $612 million in the prior year. Net
recoveries were $45 million, compared with net charge-offs of $130 million in the prior year.

Noninterest expense was $8.5 billion, down 9% from the prior year, driven primarily by lower compensation expense.
The ratio of compensation to net revenue was 34%, excluding DVA. Noncompensation expense increased by 4% from
the prior year, primarily reflecting higher regulatory deposit insurance assessments.

Return on equity was 18% (19% excluding DVA) on $40.0 billion of average allocated capital.
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Selected metrics
As of or for the three months ended June As of or for the six months ended June

30, 30,
(in millions, except headcount) 2012 2011 Change 2012 2011 Change
Selected balance sheet data
(period-end)
Total assets $829,655 $809,630 2 % $829,655 $809,630 2 %
Loans:
Loans retained® 72,159 56,107 29 72,159 56,107 29
anns held-for-sale and loans at 2,278 3.466 (34 ) 2278 3.466 (34 )
fair value
Total loans 74,437 59,573 25 74,437 59,573 25
Equity 40,000 40,000 — 40,000 40,000 —
Selected balance sheet data
(average)
Total assets $792,628 $841,355 6 ) $791,099 $828,662 5 )
Trading assets-debtand equity - 304 503 374604 (19 ) 308735 371841 (17 )
instruments
Trading assets-derivative 74,965 69,346 8 75,595 68,409 11
receivables
Loans:
Loans retained® 70,837 54,590 30 68,774 53,983 27
anns held-for-sale and loans at 3.158 4.154 24 ) 2.963 3.995 26 )
fair value
Total loans 73,995 58,744 26 71,737 57,978 24
Adjusted assets® 560,356 628,475 (11 ) 559,961 619,805 (10 )
Equity 40,000 40,000 — 40,000 40,000 —
Headcount 26,553 27,716 4 )% 26,553 27,716 4 )%

(a)Loans retained included credit portfolio loans, leveraged leases and other held-for-investment loans.

Adjusted assets, a non-GAAP financial measure, equals total assets minus: (1) securities purchased under resale
agreements and securities borrowed less securities sold, not yet purchased; (2) assets of consolidated variable
interest entities (“VIEs”); (3) cash and securities segregated and on deposit for regulatory and other purposes; (4)
goodwill and intangibles; and (5) securities received as collateral. The amount of adjusted assets is presented to
assist the reader in comparing IB’s asset and capital levels to other investment banks in the securities industry.
Asset-to-equity leverage ratios are commonly used as one measure to assess a company’s capital adequacy. IB
believes an adjusted asset amount that excludes the assets discussed above, which were considered to have a low
risk profile, provides a more meaningful measure of balance sheet leverage in the securities industry.

(b)
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Selected metrics

As of or for the three months ended

June 30,
(in millions, except ratios) 2012
Credit data and quality statistics
Net (recoveries)/charge-offs $(10

Nonperforming assets:

Nonaccrual loans:

Nonaccrual loans retained® 657
Nonaccrual loans held-for-sale and

loans at fair value 158
Total nonaccrual loans 815
Derivative receivables® 451
Assets acquired in loan satisfactions 68
Total nonperforming assets 1,334
Allowance for credit losses:

Allowance for loan losses 1,419
Allowance for lending-related 533
commitments

Total allowance for credit losses 1,952
Net (recovery)/charge-off rate(© (0.06
Allowance for loan losses to 197
period-end loans retained ’
Allowance for loan losses to 216

nonaccrual loans retained®
Nonaccrual loans to period-end loans 1.09
Market risk-average trading and

credit portfolio VaR — 95% confidence
level

Trading activities:

Fixed income $66
Foreign exchange 10
Equities 20
Commodities and other 13
Diversification benefit to IB trading (44
VaR@

Total trading VaR(®) 65
Credit portfolio VaR® 25
Diversification benefit to total other as

VaR(@
Total trading and credit portfolio VaR$75

@) 2012 and 2011, respectively.

)

)%

2011

$7

1,494
193

1,687
213
83
1,983
1,178
383

1,561
0.05

2.10

79
2.83

$45
25
16
(37

58
27

8
$77

%

Change

NM %

(56
(18

(52
112
(18
(33
20
39

25

47
11
(20
(19

(19

12
7

(88
€]

)
)

As of or for the six months ended June

30,
2012

$(45

657
158

815
451
68
1,334
1,419
533

1,952
0.13

1.97

216
1.09

$63
11
19
17

(46

64
29

s

)% $78

)

)%

2011

$130

1,494
193

1,687
213
83
1,983
1,178
383

1,561
0.49

2.10

79
2.83

$47
10
27
15

(38

61
27

8
$80

%

Change
NM %
(56 )
(18 )
(52 )
112

(18 )
(33 )
20

39

25

34

10

(30 )
13

21 )
5

7

(88 )
3 )%

Allowance for loan losses of $201 million and $377 million were held against these nonaccrual loans at June 30,

Prior to the first quarter of 2012, reported amounts had only included defaulted derivatives; effective in the first
(b)quarter of 2012, reported amounts in all periods include both defaulted derivatives as well as derivatives that have

been risk rated as nonperforming.

(c)Loans held-for-sale and loans at fair value were excluded when calculating the net charge-off/(recovery) rate.
Average value-at-risk (“VaR”) and period-end VaR were less than the sum of the VaR of the components described
(d)above, due to portfolio diversification. The diversification effect reflects the fact that the risks were not perfectly

correlated.
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Trading VaR includes substantially all market-making and client-driven activities as well as certain risk
management activities in IB, including the credit spread sensitivities of certain mortgage products and syndicated
lending facilities that the Firm intends to distribute; however, particular risk parameters of certain products are not
fully captured, for example, correlation risk. Trading VaR does not include the DVA on derivative and structured
liabilities to reflect the credit quality of the Firm. See VaR discussion on pages 96-99 and the DV A sensitivity table
on page 100 of this Form 10-Q for further details.
Credit portfolio VaR includes the derivative credit valuation adjustments (“CVA”), hedges of the CVA and the fair
(f)value of hedges of the retained loan portfolio, which are all reported in principal transactions revenue. This VaR
does not include the retained loan portfolio, which is not reported at fair value.

(e)
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Market shares and rankings®
Six months ended June 30, 2012 Full-year 2011

Market Share ~ Rankings Market Share ~ Rankings
Global investment banking fees® 7.6% #1 8.0% #1
Debt, equity and equity-related
Global 7.1 1 6.7 1
U.S. 11.3 1 11.1 1
Syndicated loans
Global 9.9 1 10.8 1
U.S. 18.2 1 21.2 1
Long-term debt©
Global 7.0 1 6.7 1
U.S. 11.2 1 11.2 1
Equity and equity-related
Global@ 8.2 3 6.8
U.S. 11.1 4 12.5 1
Announced M&A®©
Global 20.0 2 18.2 2
U.S. 20.7 2 26.7 2

Source: Dealogic. Global Investment Banking fees reflects ranking of fees and market share. Remainder of
rankings reflects transaction volume rank and market share. Global announced M&A is based on transaction value
(a)at announcement; because of joint M&A assignments, M&A market share of all participants will add up to more
than 100%. All other transaction volume-based rankings are based on proceeds, with full credit to each book
manager/equal if joint.
Global Investment Banking fees rankings exclude money market, short-term debt and shelf
deals.
Long-term debt rankings include investment-grade, high-yield, supranationals, sovereigns, agencies, covered
(c)bonds, asset-backed securities (“ABS”) and mortgage-backed securities; and exclude money market, short-term debt,
and U.S. municipal securities.
(d)Global Equity and equity-related ranking includes rights offerings and Chinese A-Shares.
(e)U.S. announced M&A represents any U.S. involvement ranking.
According to Dealogic, the Firm was ranked #1 in Global Investment Banking Fees generated during the first six
months of 2012, based on revenue; #1 in Global Debt, Equity and Equity-related; #1 in Global Long-Term Debt; #1 in
Global Syndicated Loans; #3 in Global Equity and Equity-related; and #2 in Global Announced M&A, based on
volume.

(b)

International metrics Three months ended June 30, Six months ended June 30,

(in millions) 2012 2011 Change 2012 2011 Change
Total net revenue®

Europe/Middle East/Africa $2,106 $2,478 (15 Y% $4,506 $5,070 (11 V%
Asia/Pacific 662 762 (13 ) 1,420 1,884 25 )
Latin America/Caribbean 304 337 (10 ) 643 664 A3 )
North America 3,694 3,737 (1 ) 7,518 7,929 (5 )
Total net revenue $6,766 $7,314 (7 ) $14,087 $15,547 9 )
Loans retained (period-end)®

Europe/Middle East/Africa $18,804 $15,370 22 $18,804 $15,370 22
Asia/Pacific 8,268 6,211 33 8,268 6,211 33

Latin America/Caribbean 4,195 2,633 59 4,195 2,633 59

North America 40,892 31,893 28 40,892 31,893 28

Total loans $72,159 $56,107 29 % $72,159 $56,107 29 %

(a)Regional revenue is based primarily on the domicile of the client and/or location of the trading desk.
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(b)Includes retained loans based on the domicile of the customer.
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RETAIL FINANCIAL SERVICES
For a discussion of the business profile of RFS, see pages 85-93 of JPMorgan Chase’s 2011 Annual Report and the
Introduction on page 4 of this Form 10-Q.

Selected income statement data Three months ended June 30, Six months ended June 30,

(in millions, except ratios) 2012 2011 Change 2012 2011 Change
Revenue

Lending- and deposit-related fees ~ $777 $813 4 Y% $1,525 $1,549 2 )%
Asset man.age‘:ment, administration 522 499 5 1,049 934 7

and commissions

Mortgage fees and related income 2,265 1,100 106 4,273 611 NM
Credit card income 344 572 40 ) 659 1,109 41 )
Other income 126 131 4 ) 252 242 4
Noninterest revenue 4,034 3,115 30 7,758 4,495 73

Net interest income 3,901 4,027 @3 ) 7,826 8,113 4 )
Total net revenue 7,935 7,142 11 15,584 12,608 24
Provision for credit losses (555 ) 994 NM (651 ) 2,193 NM
Noninterest expense

Compensation expense 2,298 1,937 19 4,603 3,813 21
Noncompensation expense 2,378 3,274 27 ) 5,031 6,238 (19 )
Amortization of intangibles 50 60 (17 ) 101 120 (16 )
Total noninterest expense 4,726 5,271 (10 ) 9,735 10,171 4 )
Income before income tax expense 3,764 877 329 6,500 244 NM
Income tax expense 1,497 494 203 2,480 260 NM

Net income $2,267 $383 492 % $4,020 $(16 ) NM%
Financial ratios

Return on common equity 34 % 6 % 31 % — %

Overhead ratio 60 74 62 81

Overhead ratio excluding core 59 73 62 30

deposit intangibles®
RFS uses the overhead ratio (excluding the amortization of core deposit intangibles (“CDI”)), a non-GAAP
financial measure, to evaluate the underlying expense trends of the business. Including CDI amortization
expense in the overhead ratio calculation would result in a higher overhead ratio in the earlier years and a
lower overhead ratio in later years; this method would therefore result in an improving overhead ratio over
time, all things remaining equal. This non-GAAP ratio excluded Consumer & Business Banking’s CDI
amortization expense related to prior business combination transactions of $50 million and $60 million for
the three months ended June 30, 2012 and 2011, respectively, and $101 million and $120 million for the six
months ended June 30, 2012 and 2011, respectively.

Quarterly results

Retail Financial Services reported net income of $2.3 billion, an increase of $1.9 billion compared with the prior year.
Net revenue was $7.9 billion, an increase of $793 million, or 11%, compared with the prior year. Net interest income
was $3.9 billion, down by $126 million, or 3%, driven by the impact of lower deposit spreads and lower loan balances
due to portfolio runoff, largely offset by higher deposit balances. Noninterest revenue was $4.0 billion, an increase of
$919 million, or 30%, driven by higher mortgage fees and related income, partially offset by lower debit card revenue.
The provision for credit losses was a benefit of $555 million compared with a provision expense of $994 million in
the prior year. The current-quarter provision reflected a $1.4 billion reduction in the allowance for loan losses due to
lower estimated losses as mortgage delinquency trends continued to improve, and to a lesser extent, a refinement

(a)
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of incremental loss estimates with respect to certain borrower assistance programs. The prior-year provision for credit
losses reflected higher net charge-offs. See Consumer Credit Portfolio on pages 82-92 of this Form 10-Q for the net
charge-off amounts and rates.

Noninterest expense was $4.7 billion, a decrease of $545 million, or 10%, from the prior year.

Year-to-date results

Retail Financial Services reported net income of $4.0 billion, compared with a net loss of $16 million in the prior year.
Net revenue was $15.6 billion, an increase of $3.0 billion, or 24%, compared with the prior year. Net interest income
was $7.8 billion, down by $287 million, or 4%, driven by the impact of lower deposit spreads and lower loan balances
due to portfolio runoff, largely offset by higher deposit balances. Noninterest revenue was $7.8 billion, an increase of
$3.3 billion, driven by higher mortgage fees and related income, partially offset by lower debit card revenue.
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The provision for credit losses was a benefit of $651 million compared with a provision expense of $2.2 billion in the

prior year. The current-year provision reflected lower net charge-offs and a $2.4 billion reduction in the allowance for
loan losses, due to lower estimated losses as mortgage delinquency trends continued to improve, and to a lesser extent,
a refinement of incremental loss estimates with respect to certain borrower assistance programs. The prior-

year provision for credit losses reflected higher net charge-offs. See Consumer Credit Portfolio on pages 82-92 of this
Form 10-Q for the net charge-off amounts and rates.
Noninterest expense was $9.7 billion, a decrease of $436 million, or 4%, from the prior year.

As of or for the three months ended

Selected metrics

June 30,
(in millions, except headcount) 2012
Selected balance sheet data
(period-end)
Total assets $264,320
Loans:
Loans retained 222,773
Loans held-for-sale and loans at fair 14,054
value®
Total loans 237,027
Deposits 413,571
Equity 26,500
Selected balance sheet data (average)
Total assets $268,507
Loans:
Loans retained 225,144
Loans held-for-sale and loans at fair 17.694
value®
Total loans 242,838
Deposits 409,256
Equity 26,500
Headcount 134,380
(2)

As of or for the three months ended

Selected metrics

June 30,
(in millions, except ratios) 2012
Credit data and quality statistics
Net charge-offs $795
Nonaccrual loans:
Nonaccrual loans retained 7,835
Nonaccrual loans held-for-sale and 08
loans at fair value
Total nonaccrual loans @®(©)(d) 7,933
Nonperforming assets@®)(©)d) 8,645
Allowance for loan losses 12,897
Net charge-off rate(® 1.42 %

2011

$283,753

241,127
13,558

254,685
378,371
25,000

$287,235

244,030
14,613

258,643
378,932
25,000

122,728

2011
$1,069

8,088
142

8,230
9,175
15,479

1.76 %

Change

@

¢
5

@
9
6
@

¢
21

6
8
6

9

Change

(26

€
(31

4
6
17

As of or for the six months ended June

30,
2012

$264,320

222,773
14,254

237,027
413,571
26,500

$270,240

227,657
16,658

244,315
404,408
26,500

% 134,380
Predominantly consists of prime mortgages originated with the intent to sell that are accounted for at fair value and
classified as trading assets on the Consolidated Balance Sheets.

2011

$283,753

241,127
13,558

254,685
378,371
25,000

$292,557

247,218
16,058

263,276
375,379
25,000

122,728

Change

7

(8

O\@Q

(8

(8
4
(7
8
6

9

)%

%

As of or for the six months ended June

30,
2012

$1,699

7,835
98

7,933
8,645
12,897

1.50 %

2011
$2,268

8,088
142

8,230
9,175
15,479
1.85

Change

(25

3
(31

4
6
17

)%

~— N ~ ~
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Net charge-off rate excluding PCI
loans(©
Allowance for loan losses to ending 579

1.98 2.46 2.09 2.59

. 6.42 5.79 6.42
loans retained
Allowance for loan losses to ending
loans retained excluding PCI loans® 49 6.12 449 6.12
Allowance for loan losses to
nonaccrual loans retained®@® 2 130 2 130
Nonaccrual loans to total loans@ 3.35 3.23 3.35 3.23
Nonaccrual loans to total loans 455 443 455 4.43

excluding PCI loans@(@

@ Excludes PCI loans. Because the Firm is recognizing interest income on each pool of PCI loans, they are all
considered to be performing.

(b)Certain of these loans are classified as trading assets on the Consolidated Balance Sheets.

At June 30, 2012 and 2011, nonperforming assets excluded: (1) mortgage loans insured by U.S. government

agencies of $11.9 billion and $9.1 billion, respectively, that are 90 or more days past due; and (2) real estate owned

insured by U.S. government agencies of $1.3 billion and $2.4 billion, respectively. These amounts were excluded

from nonaccrual loans as reimbursement of insured amounts is proceeding normally. For further discussion,

(©)
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see Note 13 on pages 153175 of this Form 10-Q, which summarizes loan delinquency information.
For more information on the reporting of performing junior liens that are subordinate to senior liens that are 90

(d)days or more past due based on regulatory guidance issued in the first quarter of 2012, see Consumer Credit
Portfolio on pages 82-92 of this Form 10-Q.

(e)Loans held-for-sale and loans accounted for at fair value were excluded when calculating the net charge-off rate.
An allowance for loan losses of $5.7 billion and $4.9 billion was recorded for PCI loans at June 30, 2012 and 2011,

® respectively; these amounts were also excluded from the applicable ratios.

Consumer & Business Banking

Selected income statement data

Three months ended June 30, Six months ended June 30,
(in millions, except ratios) 2012 2011 Change 2012 2011 Change
Noninterest revenue $1,646 $1,889 (13 Y% $3,231 $3.646 (11 )%
Net interest income 2,680 2,706 (1 ) 5,355 5,365 —
Total net revenue 4,326 4,595 (6 ) 8,586 9,011 (5 )
Provision for credit losses @ ) 42 NM 94 161 42 )
Noninterest expense 2,742 2,713 1 5,608 5,512 2
Income before income tax expense 1,586 1,840 (14 ) 2,884 3,338 (14 )
Net income $946 $1,098 (14 Y% $1,720 $1,991 (14 )%
Overhead ratio 63 % 59 % 65 % 61 %
Overhead ratio excluding core 62 53 64 60

deposit intangibles®
Consumer & Business Banking uses the overhead ratio (excluding the amortization of CDI), a non-GAAP financial

(a)measure, to evaluate the underlying expense trends of the business. See footnote (a) to the selected income
statement data table on page 25 of this Form 10-Q for further details.

Quarterly results

Consumer & Business Banking reported net income of $946 million, a decrease of $152 million, or 14%, compared

with the prior year.

Net revenue was $4.3 billion, down 6% from the prior year. Net interest income was $2.7 billion, down 1% compared

with the prior year, driven by the impact of lower deposit spreads, predominantly offset by higher deposit balances.

Noninterest revenue was $1.6 billion, a decrease of 13%, driven by lower debit card revenue, reflecting the impact of

the Durbin Amendment.

The provision for credit losses was a benefit of $2 million, compared with a provision expense of $42 million in the

prior year. The current-quarter provision reflected a $100 million reduction in the allowance for loan losses due to

lower estimated losses as delinquency trends continued to improve. Net charge-offs were $98 million, compared with

$117 million in the prior year.

Noninterest expense was $2.7 billion, up 1% from the prior year, including the benefit of certain adjustments in the

current quarter.

Year-to-date results

Consumer & Business Banking reported net income of $1.7 billion, a decrease of $271 million, or 14%, compared
with the prior year.

Net revenue was $8.6 billion, down 5% from the prior year. Net interest income was $5.4 billion, relatively flat
compared with the prior year, driven by the impact of lower deposit spreads, predominantly offset by higher deposit
balances. Noninterest revenue was $3.2 billion, a decrease of 11%, driven by lower debit card revenue, reflecting the
impact of the Durbin Amendment.

The provision for credit losses was $94 million, compared with $161 million in the prior year. Net charge-offs were
$194 million, compared with $236 million in the prior year.
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Noninterest expense was $5.6 billion, up 2% from the prior year, due to investments in sales force and new branch
builds.
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Selected metrics

As of or for the three months ended As of or for the six months ended June

(in millions, except ratios and where

otherwise noted) June 30, 30,

2012 2011 Change 2012 2011 Change
Business metrics
Business banking origination $1.787 $1.573 14 % $3.327 $2.998 11 %
volume
End-of-period loans 18,218 17,141 6 18,218 17,141 6
End-of-period deposits:
Checking 156,449 136,297 15 156,449 136,297 15
Savings 203,910 182,127 12 203,910 182,127 12
Time and other 34,403 41,948 (18 34,403 41,948 (18 )
Total end-of-period deposits 394,762 360,372 10 394,762 360,372 10
Average loans 17,934 17,057 5 17,800 16,972 5
Average deposits:
Checking 151,733 136,558 11 149,594 134,269 11
Savings 202,685 180,892 12 199,942 178,028 12
Time and other 35,096 43,053 (18 35,608 44,039 (19 )
Total average deposits 389,514 360,503 8 385,144 356,336 8
Deposit margin 2.62 % 2.83 % 2.65 % 2.86 %
Average assets $30,275 $29,047 4 $30,566 $29,227 5
Credit data and quality statistics
Net charge-offs $98 $117 (16 $194 $236 (18 )
Net charge-off rate 2.20 % 2.74 % 2.19 % 2.80 %
Allowance for loan losses $698 $800 (13 $698 $800 (13 )
Nonperforming assets 597 784 (24 597 784 (24 )
Retail branch business metrics
Investment sales volume $6,171 $6,334 @3 $12,769 $12918 (1 )
Client investment assets 147,641 140,285 5 147,641 140,285 5
% managed accounts 26 % 23 % 26 % 23 %
Number of:
Branches 5,563 5,340 4 5,563 5,340 4
Chas.e Private Client branch 738 16 NM 738 16 NM
locations
ATMs 18,132 16,443 10 18,132 16,443 10
Personal bankers 24,052 23,330 3 24,052 23,330 3
Sales specialists 6,179 5,289 17 6,179 5,289 17
Client advisors 3,075 3,112 (1 ) 3,075 3,112 (1 )
Active online customers (in 17.929 17.083 5 17.929 17.083 5
thousands)
Active mobile customers (in 9.075 6.580 38 9.075 6.580 38
thousands)
Chase Private Clients 50,649 5,807 NM 50,649 5,807 NM
Checking accounts (in thousands) 27,384 26,266 4 % 27,384 26,266 4 %

28

51



Edgar Filing: JPMORGAN CHASE & CO - Form 10-Q

Mortgage Production and Servicing
Selected income statement data

Three months ended June 30,

(in millions, except ratios) 2012
Mortgage fees and related income ~ $2,265
Other noninterest revenue 110
Net interest income 194
Total net revenue 2,569
Provision for credit losses 1
Noninterest expense 1,572
Income/(loss) before income tax 996
expense/(benefit)

Net income/(loss) $604
Overhead ratio 61

Functional results

Production
Production revenue $1,362
Production-related net interest & 199
other income
Production-related revenue,

i 1,561
excluding repurchase losses
Production expense 620
Income, excluding repurchase losses 941
Repurchase losses (10
Income before income tax expense 931
Servicing
Loan servicing revenue 1,004
Servicing-related net interest & other 108
income
Servicing-related revenue 1,112
MSR asset modeled amortization (327
Default servicing expense®@ 705
Core servicing expense®@ 248
Income/(loss), excluding MSR risk (168
management
MSR risk management, including
related net interest income/(expense)
Income/(loss) before income tax 65
expense/(benefit)
Net income/(loss) $604

(a)

29

%

2011
$1,100
106
124
1,330

2

2,187
(855

$(649
164

$767
199

966

457
509
(223
286
1,011
29

1,040
(478
1,449
279

(1,166
25

(1,141
$(649

Change

106 %
4

56

93

) NM

(28 )
) NM
) NM

78

62

36
85
) 96
226
a )
272

(51 )
(11 )

) 86
NM

) NM
) NM%

Six months ended June 30,

2012
$4,273
233
371
4,877

1

3,296
1,580

$1,065
68

$2,794
386

3,180

1,193
1,987
(312
1,675
2,043
220

2,263
(678
1,595
509

(519
424

(95
$1,065

%

)

2011
$611
210
395
1,216

2

3,933
2,719

$(1,779
323

$1,446
417

1,863

881
982
(643
339
2,063
185

2,248
(1,041
2,527
527

(1,847
(1,211

(3,058
$(1,779

)
)

%

)

)
)

Change
NM%
11

6

301

(50

(16
NM
NM

93
(7

71

35
102
51
394

¢!
19

1
35
(37
3

72
NM

97
NM%

Default and core servicing expense include an aggregate of approximately $200 million and $1.7 billion for
foreclosure-related matters for the six months ended June 30, 2012 and June 30, 2011, respectively.
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Selected income statement data

Three months ended June 30, Six months ended June 30,
(in millions) 2012 2011 Change 2012 2011 Change
Supplemental mortgage fees and related
income details
Net production revenue:
Production revenue $1,362 $767 78 % $2,794 $1,446 93 %
Repurchase losses (10 ) (223 ) 96 (312 ) (643 ) 51
Net production revenue 1,352 544 149 2,482 803 209
Net mortgage servicing revenue:
Operating revenue:
Loan servicing revenue 1,004 1,011 (1 ) 2,043 2,063 (1 )
Changes in MSR asset fair value due to
modeled amortization (327 ) (478 ) 32 (678 ) (1LOAL ) 35
Total operating revenue 677 533 27 1,365 1,022 34

Risk management:

Changes in MSR asset fair value due to
market interest rates

Other changes in MSR asset fair value due to
inputs or assumptions in model®

(1,193 ) (932 ) (28 ) (549 ) (553 ) 1

76 (28 ) NM 28 (1,158 ) NM

Derivative valuation adjustments and other 1,353 983 38 947 497 91
Total risk management 236 23 NM 426 (1,214 ) NM
Total net mortgage servicing revenue 913 556 64 1,791 (192 ) NM
Mortgage fees and related income $2,265 $1,100 106 % $4,273 $611 NM%

Represents the aggregate impact of changes in model inputs and assumptions such as costs to service, home prices,
(a)mortgage spreads, ancillary income, and assumptions used to derive prepayment speeds, as well as changes to the

valuation models themselves.
Quarterly results
Mortgage Production and Servicing reported net income of $604 million, compared with a net loss of $649 million in
the prior year.
Mortgage production reported pretax income of $931 million, an increase of $645 million from the prior year.
Mortgage production-related revenue, excluding repurchase losses, was $1.6 billion, an increase of $595 million, or
62%, from the prior year, reflecting wider margins, driven by market conditions and mix, and higher volumes, due to
a favorable refinancing environment, including the impact of the Home Affordable Refinance Programs (“HARP”).
Production expense was $620 million, an increase of $163 million, or 36%, reflecting higher volumes. Repurchase
losses were $10 million, compared with $223 million in the prior year. The current-quarter reflected a $216 million
reduction in the repurchase liability. For further information, see Mortgage repurchase liability on pages 56—59 of this
Form 10-Q.
Mortgage servicing reported pretax income of $65 million, compared with a pretax loss of $1.1 billion in the prior
year. Mortgage servicing revenue, including mortgage servicing rights (“MSR”) amortization, was $785 million, an
increase of $223 million, or 40%, from the prior year. This increase reflected reduced amortization as a result of a
lower MSR asset value. Servicing expense was $953 million, a decrease of $775 million, or 45%, from the prior year.
The prior-year servicing expense included approximately $1.0 billion of incremental expense related to
foreclosure-related matters. MSR risk management income was $233 million, compared with $25 million in the prior
year. See Note 16 on pages 185—186 of this Form 10-Q for further information regarding changes in value of the MSR
asset and related hedges.

Year-to-date results
Mortgage Production and Servicing reported net income of $1.1 billion, compared with a net loss of $1.8 billion in the
prior year.
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Mortgage production reported pretax income of $1.7 billion, an increase of $1.3 billion from the prior year. Mortgage
production-related revenue, excluding repurchase losses, was $3.2 billion, an increase of $1.3 billion, or 71%, from
the prior year, reflecting wider margins and higher volumes, due to a favorable rate environment and the expansion of
the HARP. Production expense was $1.2 billion, an increase of $312 million, or 35%, reflecting higher volumes and a
strategic shift to the retail channel, including branches, where origination costs and margins are traditionally higher.
Repurchase losses were $312 million, compared with $643 million in the prior year. For further information, see
Mortgage repurchase liability on pages 56-59 of this Form 10-Q.

Mortgage servicing reported a pretax loss of $95 million, compared with $3.1 billion in the prior year. Mortgage
servicing revenue, including MSR amortization, was $1.6 billion, an increase of $378 million, or 31%, from the prior
year. This increase reflected reduced amortization as a result of a lower MSR asset value. Servicing expense was $2.1
billion, a decrease of $1.0 billion, or 31%, from the prior year. The prior-year servicing expense included
approximately $1.7 billion related to foreclosure-related matters. MSR risk management income was $424 million,
compared with a loss of $1.2 billion in the prior year. The prior year MSR risk management loss included a $1.1
billion decrease in the fair value of the MSR asset for the estimated impact of increased servicing costs. See Note 16
on pages 185-186 of this Form 10-Q for further information regarding changes in value of the MSR asset and related
hedges.
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Selected metrics

As of or for the three months ended As of or for the six months ended June
June 30, 30,
(in millions) 2012 2011 Change 2012 2011 Change
Selected balance sheet data
End-of-period loans:
Prime mortgage, including option 17 454 g14960 22 % $17,454  $14260 22 %
ARMs®@
Loansbheld-for—sale and loans at fair 14,254 13,558 5 14,254 13,558 5
value®
Average loans:
Prime mortgage, including option 15 47014583 94 17,358 14060 23
ARMs®@
Loansbheld-for—sale and loans at fair 17.694 14,613 71 16,658 16,058 4
value®
Average assets 60,534 58,072 4 59,698 59,704 —
Repurchase liability (ending) 2,997 3,213 (7 Y% 2,997 3,213 (7 )%

Predominantly represents prime loans repurchased from Government National Mortgage Association (“Ginnie Mae”)
(a)pools, which are insured by U.S. government agencies. See further discussion of loans repurchased from Ginnie
Mae pools in Mortgage repurchase liability on pages 56-59 of this Form 10-Q.
(b)Predominantly consists of prime mortgages originated with the intent to sell that are accounted for at fair value and
classified as trading assets on the Consolidated Balance Sheets.
Selected metrics

As of or for the three months ended As of or for the six months ended June
June 30, 30,
(in millions, except ratios and where
. 2012 2011 Change 2012 2011 Change
otherwise noted)
Credit data and quality statistics
Net charge-offs/(recoveries):
irllznl\l/fsmortgage, including option $1 $2 ) NM% $1 $2 (50 Y%
Net charge-off/(recovery) rate:
Prime mortgage, including option 002 % (0.06 Y% 0.01 % 0.03 %
ARMs
30+ day delinquency rate® 3.00 3.30 3.00 3.30
Nonperforming assets® $708 $662 7 $708 $662 7
Business metrics (in billions)
Origination volume by channel
Retail $26.1 $20.7 26 $49.5 $41.7 19
Wholesale(©) 0.2 0.1 100 0.2 0.3 (33 )
Correspondent(© 16.5 10.3 60 30.7 23.8 29
CNT (negotiated transactions) 1.1 2.9 (62 ) 1.9 4.4 (57 )
Total origination volume $43.9 $34.0 29 $82.3 $70.2 17
Application volume by channel
Retail $43.1 $33.6 28 $83.1 $64.9 28
Wholesale(©) 0.1 0.3 (67 ) 03 0.6 (50 )
Correspondent(© 23.7 14.9 59 434 28.5 52
Total application volume $66.9 $48.8 37 $126.8 $94.0 35

Third-party mortgage loans serviced

(ending) $860.0 $940.8 ¢ ) $860.0 $940.8 ¢ )
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Third-party mortgage loans serviced

866.7 947.0 (8 ) 879.6 952.9 (8 )
(average)
MSR net carrying value (ending) 7.1 12.2 42 Y% 1.1 12.2 42 )%
Ratio of MSR net carrying value
(ending) to third-party mortgage 0.83 % 1.30 % 0.83 % 1.30 %
loans serviced (ending)
Ratio of annualized loan servicing
revenue to third-party mortgage 0.47 0.43 0.47 0.44
loans serviced (average)
MSR revenue multiple@ 1.77x 3.02x 1.77x 2.95x

At June 30, 2012 and 2011, excluded mortgage loans insured by U.S. government agencies of $13.0 billion and
$10.1 billion, respectively, that are 30 or more days past due. These amounts were excluded as reimbursement of
insured amounts is proceeding normally. For further discussion, see Note 13 on pages 153—175 of this Form 10-Q
which summarizes loan delinquency information.
At June 30, 2012 and 2011, nonperforming assets excluded: (1) mortgage loans insured by U.S. government
agencies of $11.9 billion and $9.1 billion, respectively, that are 90 or more days past due; and (2) real estate owned
(b)insured by U.S. government agencies of $1.3 billion and $2.4 billion, respectively. These amounts were excluded
from nonaccrual loans as reimbursement of insured amounts is proceeding normally. For further discussion, see

Note 13 on pages 153—175 of this Form 10-Q which summarizes loan delinquency information.

Includes rural housing loans sourced through brokers and correspondents, which are underwritten and closed with
(c)pre-funding loan approval from the U.S. Department of Agriculture Rural Development, which acts as the
guarantor in the transaction.

Represents the ratio of MSR net carrying value (ending) to third-party mortgage loans serviced (ending)
divided by the ratio of annualized loan servicing revenue to third-party mortgage loans serviced (average).

(a)

(d)
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Real Estate Portfolios
Selected income statement data

Three months ended June 30, Six months ended June 30,
(in millions, except ratios) 2012 2011 Change 2012 2011 Change
Noninterest revenue $13 $20 (35 Y% $21 $28 (25 )%
Net interest income 1,027 1,197 (14 ) 2,100 2,353 (11 )
Total net revenue 1,040 1,217 (15 ) 2,121 2,381 (11 )
Provision for credit losses (554 ) 954 NM (746 ) 2,030 NM
Noninterest expense 412 371 11 831 726 14
Income/(loss) before income tax
expense/(benefit) 1,182 (108 ) NM 2,036 (375 ) NM
Net income/(loss) $717 $(66 ) NM% $1,235 $(228 ) NM%
Overhead ratio 40 % 30 % 39 % 30 %

Quarterly results

Real Estate Portfolios reported net income of $717 million, compared with a net loss of $66 million in the prior year.
The increase was driven by a benefit from the provision for credit losses, reflecting continued improvement in credit
trends.

Net revenue was $1.0 billion, down by $177 million, or 15%, from the prior year. The decrease was driven by a
decline in net interest income, resulting from lower loan balances due to portfolio runoff.

The provision for credit losses reflected a benefit of $554 million, compared with a provision expense of $954 million
in the prior year. The current-quarter provision benefit reflected lower charge-offs as compared with the prior year and
a $1.25 billion reduction in the allowance for loan losses due to lower estimated losses as delinquency trends
continued to improve, and to a lesser extent, a refinement of incremental loss estimates with respect to certain
borrower assistance programs. See Consumer Credit Portfolio on pages 82-92 of this Form 10-Q for the net charge-off
amounts and rates.

Nonaccrual loans were $6.7 billion, compared with $6.9 billion in the prior year. Based upon regulatory guidance
issued in the first quarter of 2012, the Firm began reporting performing junior liens that are subordinate to nonaccrual
senior liens as nonaccrual loans. For more information on the reporting of performing junior liens that are subordinate
to senior liens that are 90 days or more past due based on regulatory guidance, see Consumer Credit Portfolio on
pages 82-92 of this Form 10-Q.

Noninterest expense was $412 million, up by $41 million, or 11%, from the prior year due to an increase in servicing
costs.

Year-to-date results

Real Estate Portfolios reported net income of $1.2 billion, compared with a net loss of $228 million in the prior year.
The increase was largely driven by a benefit from the provision for credit losses, reflecting an improvement in credit
trends.

Net revenue was $2.1 billion, down by $260 million, or 11%, from the prior year. The decrease was driven by a
decline in net interest income, resulting from lower loan balances due to portfolio runoff.

The provision for credit losses reflected a benefit of $746 million, compared with a provision expense of $2.0 billion
in the prior year. The current-year provision benefit reflected lower charge-offs as compared with the prior year and a
$2.25 billion reduction in the allowance for loan losses due to lower estimated losses as delinquency trends continued
to improve, and to a lesser extent, a refinement of incremental loss estimates with respect to certain borrower
assistance programs. See Consumer Credit Portfolio on pages 8292 of this Form 10-Q for the net charge-off amounts
and rates.

Noninterest expense was $831 million, up by $105 million, or 14%, from the prior year due to an increase in servicing
costs.

PCI Loans
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Included within Real Estate Portfolios are PCI loans that the Firm acquired in the Washington Mutual transaction. For
PCI loans, the excess of the undiscounted gross cash flows expected to be collected over the carrying value of the
loans (the “accretable yield”) is accreted into interest income at a level rate of return over the expected life of the loans.
The net spread between the PCI loans and the related liabilities are expected to be relatively constant over time, except
for any basis risk or other residual interest rate risk that remains and for certain changes in the accretable yield
percentage (e.g., from extended loan liquidation periods and from prepayments). As of June 30, 2012, the remaining
weighted-average life of the PCI loan portfolio is expected to be 8.0 years. The loan balances are expected to decline
more rapidly over the next three to four years as the most troubled loans are liquidated, and more slowly thereafter as
the remaining troubled borrowers have limited refinancing opportunities. Similarly, default and servicing expense are
expected to be higher in the earlier years and decline over time as liquidations slow down.
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To date the impact of the PCI loans on Real Estate Portfolios’ net income has been negative. This is largely due to the
provision for loan losses recognized subsequent to its acquisition, and the higher level of default and servicing
expense associated with the portfolio. Over time, the Firm

expects that this portfolio will contribute positively to net income.
For further information, see Note 13, PCI loans, on pages 172173 of this Form 10-Q.

Selected metrics

(in millions)

Loans excluding PCI
End-of-period loans owned:
Home equity

Prime mortgage, including option
ARMs

Subprime mortgage

Other

Total end-of-period loans owned
Average loans owned:

Home equity

Prime mortgage, including option
ARMs

Subprime mortgage

Other

Total average loans owned

PCI loans

End-of-period loans owned:
Home equity

Prime mortgage

Subprime mortgage

Option ARMs

Total end-of-period loans owned
Average loans owned:

Home equity

Prime mortgage

Subprime mortgage

Option ARMs

Total average loans owned
Total Real Estate Portfolios
End-of-period loans owned:
Home equity

Prime mortgage, including option
ARMs

Subprime mortgage

Other

Total end-of-period loans owned
Average loans owned:

Home equity

As of or for the three months ended

June 30,

2012 2011 Change
$72,833 $82,751 (12
42,037 46,994 (11
8,945 10,441 (14
675 767 (12
$124,490 $140,953 (12
$74,069 $84,065 (12
42,543 47,615 (11
9,123 10,667 (14
684 785 (13
$126,419 $143,132 (12
$21,867 $23,535 @
14,395 16,200 (11
4,784 5,187 (8
21,565 24,072 (10
$62,611 $68,994 C
$22,076 $23,727 @
14,590 16,456 (11
4,824 5,231 (8
21,823 24,420 (11
$63,313 $69,834 C
$94,700 $106,286 (11
77,997 87,266 (11
13,729 15,628 (12
675 767 (12
$187,101  $209,947 (11
$96,145 $107,792 (11
78,956 88,491 (11

)%

— N N N ~— N ~ ~ ~— N ~"

— N N N

~— N ~" [

As of or for the six months ended

June 30,

2012 2011 Change
$72,833  $82,751 (12 )%
42,037 46,994 (11 )
8,945 10,441 (14 )
675 767 (12 )
$124,490 $140,953 (12 )
$75,334  $85,478 (12 )
43,122 48,439 (11 )
9,304 10,875 (14 )
696 807 (14 )
$128,456 $145,599 (12 )
$21,867  $23,535 @ )
14,395 16,200 (11 )
4,784 5,187 (8 )
21,565 24,072 (10 )
$62,611  $68,994 C )
$22,282  $23,947 @ )
14,783 16,714 (12 )
4,869 5,266 (8 )
22,109 24,765 (11 )
$64,043  $70,692 C )
$94,700 $106,286 (11 )
77,997 87,266 (11 )
13,729 15,628 (12 )
675 767 (12 )
$187,101 $209,947 (11 )
$97.616 $109,425 (11 )
80,014 89,918 (11 )
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Prime mortgage, including option
ARMs

Subprime mortgage

Other

Total average loans owned
Average assets

Home equity origination volume

33

13,947
684
$189,732
$177,698
360

15,898
785
$212,966
$200,116
307

12
(13
(11
(11
17

R N e

%

14,173 16,141
696 807
$192,499 $216,291
$179,976 $203,626
672 556

(12
(14
(11
12
21

~— N N

%
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Credit data and quality statistics

(in millions, except ratios)

Net charge-offs excluding PCI loans:

Home equity

Prime mortgage, including option
ARMs

Subprime mortgage

Other

Total net charge-offs

Net charge-off rate excluding PCI
loans:

Home equity

Prime mortgage, including option
ARMs

Subprime mortgage

Other

Total net charge-off rate excluding
PCI loans

Net charge-off rate — reported:
Home equity

Prime mortgage, including option
ARMs

Subprime mortgage

Other

Total net charge-off rate — reported
30+ day delinquency rate excluding
PCI loans®

Allowance for loan losses
Nonperforming assets®)(©)
Allowance for loan losses to ending
loans retained

Allowance for loan losses to ending
loans retained excluding PCI loans

As of or for the three months ended

June 30,
2012
$466
114

112
4
$696

2.53 %
1.08

4.94
2.35

2.21

1.95 %
0.58

3.23
2.35
1.48

5.16 %

$12,179
7,340

6.51 %

5.20

2011

$592
198

156
8
$954

2.83
1.67

5.85
4.01

2.67

2.20
0.90

3.94
4.01
1.80

5.98

$14,659
7,729

6.98

6.90

%

%

%

Change

(21
(42

(28
(50
27

17
5

)%

(SN — ~—

)
)%

As of or for the six months ended June

30,
2012
$1,008
245

242
9
$1,504

2.69
1.14

5.23
2.60

2.35

2.08
0.62

3.43
2.60
1.57

5.16

$12,179
7,340

6.51

5.20

2011

$1,312
359

342
17
$2,030

%3.09
1.50

6.33
4.29

2.81

%2.42
0.81

4.26
4.29
1.89

%5.98

$14,659
7,729

%6.98

6.90

Change

(23
(32

(29
47
(26

%

%

%

17
(&

%

(a) The delinquency rate for PCI loans was 21.38% and 26.20% at June 30, 2012 and 2011, respectively.

(b)

considered to be performing.

Excludes PCI loans. Because the Firm is recognizing interest income on each pool of PCI loans, they are all

For more information on the reporting of performing junior liens that are subordinate to senior liens that are 90
(c)days or more past due based on regulatory guidance issued in the first quarter of 2012, see Consumer Credit
Portfolio on pages 82-92 of this Form 10-Q.
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CARD SERVICES & AUTO
For a discussion of the business profile of Card, see pages 94-97 of JPMorgan Chase’s 2011 Annual Report and the
Introduction on page 4 of this Form 10-Q.
Selected income statement data
Three months ended June 30, Six months ended June 30,

(in millions, except ratios) 2012 2011 Change 2012 2011 Change
Revenue

Credit card income $1,015 $1,123 (10 )% $1,963 $2,021 € )%
All other income 231 183 26 534 332 61
Noninterest revenue 1,246 1,306 (5 ) 2,497 2,353 6

Net interest income 3,279 3,455 5 ) 6,742 7,199 (6 )
Total net revenue 4,525 4,761 (5 ) 9,239 9,552 @3 )
Provision for credit losses 734 944 22 ) 1472 1,297 13
Noninterest expense

Compensation expense 490 448 9 976 907 8
Noncompensation expense 1,512 1,436 5 2,959 2,788 6
Amortization of intangibles 94 104 (10 ) 190 210 (10 )
Total noninterest expense 2,096 1,988 5 4,125 3,905 6

Income before income tax expense 1,695 1,829 (7 ) 3,642 4,350 (16 )
Income tax expense 665 719 (8 ) 1,429 1,706 (16 )
Net income $1,030 $1,110 (7 Y% $2,213 $2,644 16 Y%
Financial ratios

Return on common equity 25 % 28 % 27 % 33 %

Overhead ratio 46 42 45 41

Quarterly results

Net income was $1.0 billion, a decrease of $80 million, or 7%, compared with the prior year. The decrease was driven
by a lower reduction in the allowance for loan losses compared with the prior year.

Net revenue was $4.5 billion, a decrease of $236 million, or 5%, from the prior year. Net interest income was $3.3
billion, down $176 million, or 5%, from the prior year. The decrease was driven by narrower loan spreads, partially
offset by lower revenue reversals associated with lower net charge-offs. Noninterest revenue was $1.2 billion, a
decrease of $60 million, or 5%, from the prior year. The decrease was driven by higher amortization of direct loan
origination costs, partially offset by higher net interchange income.

The provision for credit losses was $734 million, compared with $944 million in the prior year. The current-quarter
provision reflected lower net charge-offs and a $751 million reduction in the allowance for loan losses due to lower
estimated losses. The prior-year provision included a $1.0 billion reduction in the allowance for loan losses. The
Credit Card net charge-off rate! was 4.32%, down from 5.81% in the prior year; and the 30+ day delinquency rate!
was 2.13%, down from 2.98% in the prior year. The net charge-off rate! for the quarter would have been 4.03% absent
a policy change on restructured loans that do not comply with their modified payment terms, based upon an
interpretation of regulatory guidance communicated to the

Firm by the banking regulators. These loans will now charge-off when they are 120 days past due rather than 180 days
past due. This change resulted in a one-time acceleration of $91 million in net charge-offs in the current quarter only,
and a permanent reduction in the 30+ day delinquency rate which is 0.10% for the current quarter. The one-time
acceleration of net charge-offs is offset by a reduction in the allowance for loan losses. The Auto net charge-off rate
was 0.17%, up from 0.16% in the prior year.

Noninterest expense was $2.1 billion, an increase of $108 million, or 5%, from the prior year, due to additional
expense related to a non-core product that is being exited.

Year-to-date results
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Net income was $2.2 billion, a decrease of $431 million, or 16%, compared with the prior year. The decrease was
driven by a lower reduction in the allowance for loan losses compared with the prior year.

Net revenue was $9.2 billion, a decrease of $313 million, or 3%, from the prior year. Net interest income was $6.7
billion, down $457 million, or 6%, from the prior year. The decrease was driven by narrower loan spreads and lower
average loan balances, partially offset by lower revenue reversals associated with lower net charge-offs. Noninterest
revenue was $2.5 billion, an increase of $144 million, or 6%, from the prior year. The increase was driven by higher
net interchange income and lower partner revenue-sharing, reflecting the impact of the Kohl’s portfolio sale on April 1,
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2011, partially offset by higher amortization of direct loan origination costs.

The provision for credit losses was $1.5 billion, compared with $1.3 billion in the prior year. The current-year
provision reflected lower net charge-offs and a $1.5 billion reduction in the allowance for loan losses due to lower
estimated losses. The prior-year provision included a $3.0 billion reduction in the allowance for loan losses. The
Credit Card net charge-off rate! was 4.34%, down from 6.32% in the prior year. The net charge-off rate! would have
been

4.20% absent the policy change on restructured loans that do not comply with their modified payment terms. The
Auto net charge-off rate was 0.23%, down from 0.28% in the prior year.

Noninterest expense was $4.1 billion, an increase of $220 million, or 6%, from the prior year, due to expense related
to a non-core product that is being exited.

' Includes loans held-for-sale, which are non-GAAP financial measures. Management uses this as an additional

measure to assess the performance of the portfolio.

. As of or for the three months ended As of or for the six months ended June
Selected metrics

June 30, 30,
Egig:l)lhons’ except headcountand ), 2011 Change 2012 2011 Change
Selected balance sheet data
(period-end)
Total assets $198,805 $197915 — % $198,805 $197,915 — %
Loans:
Credit Card 124,705 125,523 (1 ) 124,705 125,523 (1 )
Auto 48,468 46,796 4 48,468 46,796 4
Student 12,232 14,003 (13 ) 12,232 14,003 (13 )
Total loans $185,405 $186,322 — $185,405 $186,322 —
Equity $16,500 $16,000 3 $16,500 $16,000 3
Selected balance sheet data (average)
Total assets $197,301 $198,044 — $198,375 $201,225 (1 )
Loans:
Credit Card 125,195 125,038 — 126,405 128,767 2 )
Auto 48,273 46,966 3 47,989 47,326 1
Student 12,944 14,135 8 ) 13,146 14,272 8 )
Total loans $186,412 $186,139 — $187,540 $190,365 (1 )
Equity $16,500 $16,000 3 $16,500 $16,000 3
Headcount 27,563 26,874 3 27,563 26,874 3
Credit data and quality statistics
Net charge-offs:
Credit Card $1,345 $1,810 (26 ) $2,731 $4,036 (32 )
Auto 21 19 11 54 66 (18 )
Student 119 135 (12 ) 188 215 (13 )
Total net charge-offs $1,485 $1,964 (24 Y% $2,973 $4,317 (31 V%
Net charge-off rate:
Credit Card® 4.35 % 5.82 % 4.37 % 6.40 %
Auto 0.17 0.16 0.23 0.28
Student 3.70 3.83 2.88 3.04
Total net charge-off rate 3.22 4.24 3.20 4.61
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As of or for the three months ended As of or for the six months ended

Selected metrics

June 30, June 30,
(in mill'ions, except ratios and where 2012 2011 Change 2012 2011 Change
otherwise noted)
Delinquency rates
30+ day delinquency rate:
Credit Card® 2.14 % 2.98 % 214 % 2.98 %
Auto 0.90 0.98 0.90 0.98
Student(© 1.95 1.70 1.95 1.70
Total 30+ day delinquency rate 1.80 2.38 1.80 2.38
90+ day delinquency rate — Credit 1.04 155 1.04 155
Card®
Nonperforming assets@ $219 $233 6 Y% $219 $233 6 )%
Allowance for loan losses:
Credit Card $5,499 $8,042 (32 ) $5,499 $8,042 (32 )
Auto and Student 1,009 879 15 1,009 879 15
Total allowance for loan losses $6,508 $8,921 27 ) $6,508 $8,921 27 )
Allowance for loan losses to period-end
loans:
Credit Card® 441 % 6.41 % 441 % 6.41 %
Auto and Student 1.66 1.45 1.66 1.45
Totgl allowance for loan losses to 351 479 351 479
period-end loans
Business metrics
Credit Card, excluding Commercial
Card
Sales volume (in billions) $96.0 $85.5 12 $182.9 $163.0 12
New accounts opened 1.6 2.0 (20 ) 33 4.6 (28 )
Open accounts 63.7 65.4 3 ) 637 65.4 3 )
Merchant Services
Bank card volume (in billions) $160.2 $137.3 17 $313.0 $263.0 19

Total transactions (in billions) 7.1 59 20 13.9 11.5 21
Auto and Student
Origination volume (in billions)

Auto
Student

$5.8

$5.4

7

%

$11.6
0.1

$10.2
0.1

14
— %

Average credit card loans include loans held-for-sale of $782 million and $276 million for the three months ended
(a)June 30, 2012 and 2011, respectively, and $801 million and $1.6 billion for the six months ended June 30, 2012

and 2011, respectively. These amounts are excluded when calculating the net charge-off rate.

Period-end credit card loans include loans held-for-sale of $112 million at June 30, 2012. No allowance for loan
(b)losses was recorded for these loans. This amount is excluded when calculating delinquency rates and the allowance

for loan losses to period-end loans. There were no loans held-for-sale at June 30, 2011.

Excludes student loans insured by U.S. government agencies under the Federal Family Education Loan Program
(¢)(“FFELP”) of $931 million and $968 million at June 30, 2012 and 2011, respectively, that are 30 or more days past

due. These amounts are excluded as reimbursement of insured amounts is proceeding normally.

Nonperforming assets exclude student loans insured by U.S. government agencies under the FFELP of $547
(d)million and $558 million at June 30, 2012 and 2011, respectively, that are 90 or more days past due. These

amounts are excluded as reimbursement of insured amounts is proceeding normally.

Card Services supplemental information
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(in millions)
Noninterest revenue
Net interest income
Total net revenue

Provision for credit losses
Total noninterest expense
Income before income tax expense

Net income

37

Three months ended June 30,

2012
$953
2,755
3,708

595
1,703

1,410
$860

2011
$1,016
2911
3,927

810
1,622

1,495
$911

Change
(6
5
(6

27
5

(6
(6

2012
)% $1,902
) 5,683
) 7,585
) 1,231

3,339
) 3,015
)% $1,839

2011
$1,798
6,111
7,909

1,036
3,177

3,696
$2,254

Six months ended June 30,

Change

6 %
(7 )
(4 )
19

5

(18 )
(18 )%
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COMMERCIAL BANKING

For a discussion of the business profile of CB, see pages 98—100 of JPMorgan Chase’s 2011 Annual Report and the

Introduction on page 5 of this Form 10-Q.

Selected income statement data

(in millions, except ratios)
Revenue

Lending- and deposit-related fees
Asset management, administration
and commissions

All other income(®

Noninterest revenue

Net interest income

Total net revenue®

Provision for credit losses
Noninterest expense
Compensation expense
Noncompensation expense
Amortization of intangibles
Total noninterest expense
Income before income tax expense
Income tax expense

Net income

Revenue by product

Lending

Treasury services

Investment banking

Other

Total Commercial Banking net
revenue

IB revenue, gross©

Revenue by client segment
Middle Market Banking
Commercial Term Lending
Corporate Client Banking
Real Estate Banking

Other

Total Commercial Banking net
revenue

Financial ratios

Return on common equity
Overhead ratio

(a).

mcome.

Three months ended June 30,

2012 2011 Change
$264 $281 (6
34 34 —
264 283 (7
562 598 (6
1,129 1,029 10
1,691 1,627 4
17 ) 54 NM
235 219 7
349 336 4

7 8 (13
591 563 5
1,117 1,010 11
444 403 10
$673 $607 11
$920 $880 5
603 556

129 152 (15
39 39 —
$1,691 $1,627 4
$384 $442 (13
$833 $789 6
291 286 2
343 339 1
114 109 5
110 104 6
$1,691 $1,627 4
28 % 30 %

35 35

)%

%

Six months ended June 30,

2012

$540
70

509
1,119
2,229
3,348
60

481
694

14
1,189
2,099
835
$1,264

$1,812
1,205
249

82

$3,348

$723

$1,658
584
680
219
207

$3,348

27
36

%

2011

$545
69

486
1,100
2,043
3,143
101

442
668

16
1,126
1,916
763
$1,153

$1,717
1,098
262

66

$3,143

$751

$1,544
572
629
197
201

$3,143

29
36

%

Change

4

3 W — 00 N

CB client revenue from investment banking products and commercial card transactions is included in all other

(b) Total net revenue included tax-equivalent adjustments from income tax credits related to equity investments in
designated community development entities that provide loans to qualified businesses in low-income communities,
as well as tax-exempt income from municipal bond activity, totaling $99 million and $67 million for the three
months ended June 30, 2012 and 2011, respectively, and $193 million and $132 million for the six months ended

)%

%
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June 30, 2012 and 2011, respectively.
(c)Represents the total revenue related to investment banking products sold to CB clients.

38
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Quarterly results

Net income was $673 million, an increase of $66 million, or 11%, from the prior year. The improvement was driven
by a benefit from the provision for credit losses and an increase in net revenue, partially offset by higher expense.
Record net revenue was $1.7 billion, an increase of $64 million, or 4%, from the prior year. Net interest income was
$1.1 billion, up by $100 million, or 10%, driven by growth in liability and loan balances, partially offset by spread
compression on loan and liability products. Noninterest revenue was $562 million, down by $36 million, or 6%,
compared with the prior year, driven by lower investment banking revenue and deposit- and lending-related fees.
Revenue from Middle Market Banking was $833 million, an increase of $44 million, or 6%, from the prior year.
Revenue from Commercial Term Lending was $291 million, an increase of $5 million, or 2%. Revenue from
Corporate Client Banking was $343 million, an increase of $4 million, or 1%. Revenue from Real Estate Banking was
$114 million, an increase of $5 million, or 5%.

The provision for credit losses was a benefit of $17 million, compared with provision for credit losses of $54 million
in the prior year. There were net recoveries of $9 million in the current quarter (0.03% net recovery rate), compared
with net charge-offs of $40 million (0.16% net charge-off rate) in the prior year. The allowance for loan losses to
period end loans retained was 2.20%, down from 2.56% in the prior year. Nonaccrual loans were $917 million, down
by $717 million, or 44%, from the prior year, largely due to commercial real estate repayments and loan sales.
Noninterest expense was $591 million, an increase of $28 million, or 5%, from the prior year, reflecting higher
headcount-related expense and regulatory deposit insurance assessments.

Year-to-date results

Net income was $1.3 billion, an increase of $111 million, or 10%, from the prior year. The improvement was driven
by an increase in net revenue and a decrease in the provision for credit losses, partially offset by higher expense.

Net revenue was a record of $3.3 billion, an increase of $205 million, or 7%, from the prior year. Net interest income
was $2.2 billion, up by $186 million, or 9%, driven by growth in liability and loan balances, largely offset by spread
compression on liability and loan products. Noninterest revenue was $1.1 billion, up by $19 million, or 2%, compared
with the prior year, predominantly driven by increased community development investment-related revenue, and other
fee income, largely offset by lower investment banking revenue. Additionally, prior year results included gains from
investments held at fair value.

Revenue from Middle Market Banking was $1.7 billion, an increase of $114 million, or 7%, from the prior year.
Revenue from Commercial Term Lending was $584 million, an increase of $12 million, or 2%. Revenue from
Corporate Client Banking was $680 million, an increase of $51 million, or 8%. Revenue from Real Estate Banking
was $219 million, an increase of $22 million, or 11%.

The provision for credit losses was $60 million, compared with $101 million in the prior year. Net charge-offs were
$3 million (0.01% net charge-off rate) compared with net charge-offs of $71 million (0.14% net charge-off rate) in the
prior year.

Noninterest expense was $1.2 billion, an increase of $63 million, or 6% from the prior year, primarily reflecting
higher headcount-related expense.

39

70



Edgar Filing: JPMORGAN CHASE & CO - Form 10-Q

Selected metrics

(in millions, except headcount and
ratios)

Selected balance sheet data
(period-end)

Total assets

Loans:

Loans retained

Loans held-for-sale and loans at fair
value

Total loans

Equity

Period-end loans by client segment
Middle Market Banking
Commercial Term Lending
Corporate Client Banking

Real Estate Banking

Other

Total Commercial Banking loans

Selected balance sheet data (average)
Total assets

Loans:

Loans retained

Loans held-for-sale and loans at fair
value

Total loans

Liability balances

Equity

Average loans by client segment
Middle Market Banking
Commercial Term Lending
Corporate Client Banking

Real Estate Banking

Other

Total Commercial Banking loans

Headcount

Credit data and quality statistics
Net (recoveries)/charge-offs
Nonperforming assets

Nonaccrual loans:

Nonaccrual loans retained®
Nonaccrual loans held-for-sale and
loans held at fair value

Total nonaccrual loans

Assets acquired in loan satisfactions

As of or for the three months ended
June 30,

2012 2011 Change
$163,698 $148,662 10
119,946 102,122 17
547 557 2
$120,493  $102,679 17
9,500 8,000 19
$47,638 $40,530 18
40,972 38,012 8
18,839 13,097 44
8,819 7,409 19
4,225 3,631 16
$120,493 $102,679 17
$163,423 $143,560 14
117,835 100,857 17
599 1,015 (41
$118,434 $101,872 16
193,280 162,769 19
9,500 8,000 19
$46,880 $40,012 17
40,060 37,729 6
18,588 13,062 42
8,808 7,467 18
4,098 3,602 14
$118,434 $101,872 16
5,862 5,140 14
$O ) $40 NM
881 1,613 (45
36 21 71
917 1,634 (44
36 197 (82

%

)
)

As of or for the six months ended June

30,
2012

$163,698

119,946
547

$120,493
9,500

$47,638
40,972
18,839
8,819
4,225
$120,493

$162,249

115,357
740

$116,097
196,729
9,500

$45,964
39,454
18,051
8,575
4,053
$116,097

5,862

$3

881
36

917
36

2011

$148,662

102,122
557

$102,679
8,000

$40,530
38,012
13,097
7,409
3,631
$102,679

$141,989

99,849
886

$100,735
159,503
8,000

$39,114
37,769
12,720
7,537
3,595
$100,735

5,140

$71

1,613
21

1,634
197

Change

10

17
2

17
19

18

44
19
16
17

14

16
(16

15
23
19

18

42
14
13
15

14

(96

(45
71

(44
(82

%
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Total nonperforming assets
Allowance for credit losses:
Allowance for loan losses
Allowance for lending-related
commitments

Total allowance for credit losses
Net (recovery)/charge-off rate®

Allowance for loan losses to
period-end loans retained
Allowance for loan losses to
nonaccrual loans retained®

Nonaccrual loans to total period-end

loans
Allowance for loan losses of $143 million and $289 million was held against nonaccrual loans retained at June 30,

(a)

(b)Loans held-for-sale and loans at fair value were excluded when calculating the net (recovery)/charge-off rate.

40

2012 and 2011, respectively.

953

2,638
209

2,847
(0.03

2.20
299

0.76

1,831

2,614
187

2,801
)% 0.16

2.56
162

1.59

%

(48

1
12
2

)

953

2,638
209

% 2,847
0.01

2.20
299

0.76

1,831

2,614
187

2,801
% 0.14

2.56
162

1.59

%

(48

12

%
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TREASURY & SECURITIES SERVICES
For a discussion of the business profile of TSS, see pages 101-103 of JPMorgan Chase’s 2011 Annual Report and the
Introduction on page 5 of this Form 10-Q.

Selected income statement data Three months ended June 30, Six months ended June 30,

(in millions, except ratio data) 2012 2011 Change 2012 2011 Change

Revenue

Lending- and deposit-related fees $287 $314 ¢ )% $573 $617 (7 )%

Asset mgnagement, administration and 708 726 @ ) 1362 1.421 “ )

commissions

All other income 156 143 9 283 282 —

Noninterest revenue 1,151 1,183 3 ) 2,218 2,320 4 )

Net interest income 1,001 749 34 1,948 1,452 34

Total net revenue 2,152 1,932 11 4,166 3,772 10

Provision for credit losses 8 (2 ) NM 10 2 400

Credit allocation income/(expense)® 68 32 113 71 59 20

Noninterest expense

Compensation expense 717 719 — 1,449 1,434 1

Noncompensation expense 760 719 6 1,488 1,366

Amortization of intangibles 14 15 (7 ) 27 30 (10 )

Total noninterest expense 1,491 1,453 3 2,964 2,830 5

Income before income tax expense 721 513 41 1,263 999 26

Income tax expense 258 180 43 449 350 28

Net income $463 $333 39 $814 $649 25

Financial ratios

Return on common equity 25 % 19 % 22 % 19 %

Pretax margin ratio 34 27 30 26

Overhead ratio 69 75 71 75

Pre-provision profit ratio 31 25 29 25

Revenue by business

Worldwide Securities Services

Investor Services $835 $782 7 $1,618 $1,527 6

Clearapce, CollaFeral Management and 243 220 10 422 424 o

Depositary Receipts

Total WSS revenue $1,078 $1,002 8 $2,040 $1,951 5

Treasury Services

Transaction Services $917 $785 17 $1,810 $1,550 17

Trade Finance 157 145 8 316 271 17

Total TS revenue $1,074 $930 15 % $2,126 $1,821 17 %
IB manages traditional credit exposures related to GCB on behalf of IB and TSS, and IB and TSS share the

(a) economics related to the Firm’s GCB clients. Included within this allocation are net revenue, provision for

credit losses and expenses. IB recognizes this credit allocation as a component of all other income.
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Quarterly results

Net income was $463 million, an increase of $130 million, or 39%, from the prior year.

Net revenue was $2.2 billion, an increase of $220 million, or 11%, from the prior year. TS net revenue was $1.1
billion, an increase of $144 million, or 15%. The increase was primarily driven by higher deposit balances, higher
trade finance loan volumes, and spreads. WSS net revenue was $1.1 billion, an increase of $76 million, or 8%,
compared with the prior year, driven by higher deposit balances.

TSS generated firmwide net revenue of $2.8 billion, including $1.7 billion by TS; of that amount, $1.1 billion was
recorded in TS, $603 million in Commercial Banking, and $68 million in other lines of business. The remaining $1.1
billion of firmwide net revenue was recorded in WSS.

Noninterest expense was $1.5 billion, an increase of $38 million, or 3%, from the prior year. The increase was driven
by continued expansion into new markets.

Year-to-date results

Net income was $814 million, an increase of $165 million, or 25%, from the prior year.

Net revenue was $4.2 billion, an increase of $394 million, or 10%, from the prior year. TS net revenue was $2.1
billion, an increase of $305 million, or 17%. The increase was primarily driven by higher deposit balances, higher
trade finance loan volumes, and spreads. WSS net revenue was $2.0 billion, an increase of $89 million, or 5%,
compared with the prior year, driven by higher deposit balances.

TSS generated firmwide net revenue of $5.5 billion, including $3.5 billion by TS; of that amount, $2.1 billion was
recorded in TS, $1.2 billion in Commercial Banking, and $137 million in other lines of business. The remaining $2.0
billion of firmwide net revenue was recorded in WSS.

Noninterest expense was $3.0 billion, an increase of $134 million, or 5%, from the prior year. The increase was driven
by continued expansion into new markets.

As of or for the three months ended As of or for the six months ended June

Selected metrics June 30, 30,

(in millions, except headcount data and

where otherwise noted) 2012 2011 Change 2012 2011 Change
Selected balance sheet data

(period-end)

Total assets $67,758 $55,950 21 % $67,758 $55,950 21 %
Loans® 42,558 34,034 25 42,558 34,034 25

Equity 7,500 7,000 7 7,500 7,000 7

Selected balance sheet data (average)

Total assets $66,398 $52,688 26 $65,479 $50,294 30
Loans® 42,213 33,069 28 41,376 31,190 33
Liability balances 348,102 302,858 15 352,533 284,392 24

Equity 7,500 7,000 7 7,500 7,000 7
Headcount 27,462 28,230 3 ) 27,462 28,230 3 )

WSS business metrics
Assets under custody (“AUC”) by assets
class (period-end) (in billions)

Fixed income $11,302 $10,686 6 $11,302 $10,686 6

Equity 5,025 5,267 5 ) 5,025 5,267 (5 )
Other® 1,338 992 35 1,338 992 35

Total AUC $17,665 $16,945 4 $17,665 $16,945 4

Liability balances (average) 121,755 90,204 35 123,421 86,485 43

TS business metrics
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TS liability balances (average) 226,347 212,654 6 229,112
Trade finance loans (period-end) 35,291 27,473 28 % 35,291
(a)Loan balances include trade finance loans and wholesale overdrafts.

197,907
27,473

16
28

(b)Consists of mutual funds, unit investment trusts, currencies, annuities, insurance contracts, options and

nonsecurities contracts.
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Selected metrics

(in millions, except ratio data, and

where otherwise noted)

Credit data and quality statistics
Net charge-offs

Nonaccrual loans

Allowance for credit losses:
Allowance for loan losses
Allowance for lending-related
commitments

Total allowance for credit losses
Net charge-off rate

Allowance for loan losses to
period-end loans

Allowance for loan losses to
nonaccrual loans

Nonaccrual loans to period-end
loans

International metrics

Net revenue®

Europe/Middle East/Africa
Asia/Pacific

Latin America/Caribbean
North America

Total net revenue

Average liability balances®
Europe/Middle East/Africa
Asia/Pacific

Latin America/Caribbean
North America

Total average liability balances

Trade finance loans (period-end)®

Europe/Middle East/Africa
Asia/Pacific

Latin America/Caribbean

North America

Total trade finance loans

AUC (period-end)(in billions)®
North America

All other regions

Total AUC

As of or for the three months ended June As of or for the six months ended June

30,
2012

$—
4

79
9
88

0.19
NM

0.01

$777
345

72

958
$2,152

$127,173
50,331
10,453
160,145
$348,102

$9,577
18,209
5,754
1,751
$35,291

$10,048
7,617
$17,665

2011

$—
3

74
41

115
% —

0.22
NM

0.01

$691
299

80

862
$1,932

$125911
42,472
13,506
120,969
$302,858

$6,184
15,736
4,553
1,000
$27,473

$9,976
6,969
$16,945

%

Change

NM%
33

7
(78
23

12
15
(10
11
11

1
19
23
32
15

55
16
26
75
28

1
9
4

30,
2012

$—
4

79
9
88

0.19
NM

0.01

$1,445
698
154
1,869
$4,166

$127,484
50,264
11,153
163,632
$352,533

$9,577
18,209
5,754
1,751
$35,291

$10,048
7,617
% $17,665

2011

$—
3

74
41

115
9% —

0.22
NM

0.01

$1,321
575
156
1,720
$3,772

$117,501
40,807
13,115
112,969
$284,392

$6,184
15,736
4,553
1,000
$27,473

$9,976
6,969
$16,945

%

Change

NM%
33

7
(78
(23

9
21
(1
9
10

8
23
15
45
24

55
16
26
75
28

1
9
4

)

%

Total net revenue, average liability balances, trade finance loans and AUC are based on the domicile of the client.
(a)In the second quarter of 2012, the methodology for allocating the data by region was refined. Prior period was not

revised due to immateriality.
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. As of or for the three months ended As of or for the six months ended June
Selected metrics

June 30, 30,
(in millions, except where otherwise
noted) 2012 2011 Change 2012 2011 Change
TSS firmwide disclosures®
TS revenue — reported $1,074 $930 15 % $2,126 $1,821 17 %
TS revenue reported in CB 603 556 8 1,205 1,098 10
TS revenue reported in other lines of 68 65 5 137 128 7
business
TS firmwide revenue® 1,745 1,551 13 3,468 3,047 14
WSS revenue 1,078 1,002 8 2,040 1,951 5
TSS firmwide revenue® $2.823 $2.553 11 $5,508 $4,998 10
TSS totatl) foreign exchange (“FX”) 147 165 (11 ) 284 35 (13 )
revenue®)
TS firmwide liability balances 419,806 375432 12 426,053 357436 19
(average)©
TSS firmwide liability balances 541382 465,627 16 549262 443894 24
(average)©
Number of:
U.S.$ ACH transactions originated 1,020 959 6 2,039 1,951 5
Total U.S.$ clearing volume 33,980 32074 5 66.676 63.245 5

(in thousands)
International electronic funds transfer

. 76,343 63,208 21 151,430 124,150 22
volume (in thousands)@
Wholesale check volume 602 608 (1 ) 1,191 1,140 4
Wholesale cards issued 25346 23,746 7 % 25346 23746 7 %

(in thousands)(®©

TSS firmwide metrics include revenue recorded in CB, Consumer & Business Banking and AM lines of business

and net TSS FX revenue (it excludes TSS FX revenue recorded in the IB). In order to capture the firmwide impact

of TS and TSS products and revenue, management reviews firmwide metrics in assessing financial performance of

TSS. Firmwide metrics are necessary in order to understand the aggregate TSS business.

IB executes FX transactions on behalf of TSS customers under revenue sharing agreements. FX revenue generated

by TSS customers is recorded in TSS and IB. TSS total FX revenue reported above is the gross (pre-split) FX

revenue generated by TSS customers. However, TSS firmwide revenue includes only the FX revenue booked in

TSS, i.e., it does not include the portion of TSS FX revenue recorded in IB.

(c)Firmwide liability balances include liability balances recorded in CB.

) International electronic funds transfer includes non-U.S. dollar Automated Clearing House (“ACH”) and clearing
volume.

Wholesale cards issued and outstanding include stored value, prepaid and government electronic benefit card

products.

(a)

(b)

(e)
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ASSET MANAGEMENT

For a discussion of the business profile of AM, see pages 104—106 of JPMorgan Chase’s 2011 Annual Report and the
Introduction on page 5 of this Form 10-Q.

Selected income statement data

Three months ended June 30, Six months ended June 30,
(in millions, except ratios) 2012 2011 Change 2012 2011 Change
Revenue
Asset man.age‘:ment, administration $1.701 $1.818 © V% $3.322 $3.525 © )%
and commissions
All other income 151 321 (53 ) 417 634 (34 )
Noninterest revenue 1,852 2,139 (13 ) 3,739 4,159 (10 )
Net interest income 512 398 29 995 784 27
Total net revenue 2,364 2,537 (7 ) 4,734 4,943 4 )
Provision for credit losses 34 12 183 53 17 212
Noninterest expense
Compensation expense 1,024 1,068 4 ) 2,144 2,107 2
Noncompensation expense 655 704 (7 ) 1,241 1,303 5 )
Amortization of intangibles 22 22 — 45 44 2
Total noninterest expense 1,701 1,794 5 ) 3,430 3,454 (1 )
Income before income tax expense 629 731 (14 ) 1,251 1,472 (15 )
Income tax expense 238 292 (18 ) 474 567 (16 )
Net income $391 $439 (11 ) $777 $905 (14 )
Revenue by client segment
Private Banking $1,341 $1,289 4 $2,620 $2,606 1
Institutional 537 694 (23 ) 1,094 1,237 (12 )
Retail 486 554 (12 ) 1,020 1,100 (7 )
Total net revenue $2,364 $2,537 (7 Y% $4,734 $4,943 4 )%
Financial ratios
Return on common equity 22 % 27 % 22 % 28 %
Overhead ratio 72 71 72 70
Pretax margin ratio 27 29 26 30

Quarterly results

Net income was $391 million, a decrease of $48 million, or 11%, from the prior year. These results reflected lower net
revenue and higher provision for credit losses, partially offset by lower noninterest expense.

Net revenue was $2.4 billion, a decrease of $173 million, or 7%, from the prior year. Noninterest revenue was $1.9
billion, down by $287 million, or 13%, primarily due to lower performance fees, lower valuations of seed capital
investments and the effect of lower market levels, partially offset by net product inflows. Net interest income was
$512 million, up by $114 million, or 29%, primarily due to higher deposit and loan balances.

Revenue from Private Banking was $1.3 billion, up 4% from the prior year. Revenue from Institutional was $537
million, down 23%. Revenue from Retail was $486 million, down 12%.

The provision for credit losses was $34 million, compared with $12 million in the prior year.

Noninterest expense was $1.7 billion, a decrease of $93 million, or 5%, from the prior year, due to the absence of
non-client-related litigation expense and lower performance-based compensation.

Year-to-date results

Net income was $777 million, a decrease of $128 million, or 14%, from the prior year. These results reflected lower
net revenue and a higher provision for credit losses, partially offset by lower noninterest expense.
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Net revenue was $4.7 billion, a decrease of $209 million, or 4%, from the prior year. Noninterest revenue was $3.7
billion, down by $420 million, or 10%, due to lower performance fees, lower loan-related revenue and the effect of
lower market levels, partially offset by net product inflows. Net interest income was $995 million, up by $211 million,
or 27%, due to higher deposit and loan balances.

Revenue from Private Banking was $2.6 billion, up 1% from the prior year. Revenue from Institutional was $1.1
billion, down 12%. Revenue from Retail was $1.0 billion, down 7%.
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The provision for credit losses was $53 million, compared with $17 million in the prior year.
Noninterest expense was $3.4 billion, a decrease of $24 million, or 1%, from the prior year, due to the absence of

non-client-related litigation expense and lower performance-based compensation partially offset by higher
headcount-related expense.

. As of or for the three months ended As of or for the six months ended June

Selected metrics
June 30, 30,

(in millions, except headcount,
ranking data and where otherwise =~ 2012 2011 Change 2012 2011 Change
noted)
Number of:
Client advisors® 2,739 2,719 1 % 2,739 2,719 1 %
Retirement planning services 1,960 1,613 2 1,960 1,613 2
participants (in thousands)
% of customer assets in 4 & 5 Star 43 % 50 % 43 % 50 %
Funds®
% of AUM in 15t and 2" quartiles:(©)
1 year 65 56 65 56
3 years 72 71 72 71
5 years 74 76 74 76
Selected balance sheet data
(period-end)
Total assets $98,704 $78,199 26 $98,704 $78,199 26
Loans@ 70,470 51,747 36 70,470 51,747 36
Equity 7,000 6,500 8 7,000 6,500 8
Selected balance sheet data (average)
Total assets $96,670 $74,206 30 $93,126 $71,577 30
Loans 67,093 48,837 37 63,202 46,903 35
Deposits 128,087 97,509 31 127,811 96,386 33
Equity 7,000 6,500 8 7,000 6,500 8
Headcount 18,042 17,963 — % 18,042 17,963 — %
@ Effective January 1, 2012, the previously disclosed separate metric for client advisors and JPMorgan Securities

brokers were combined into one metric that reflects the number of Private Banking client-facing representatives.
Derived from Morningstar for the U.S., the U.K., Luxembourg, France, Hong Kong and Taiwan; and Nomura for
Japan.

Quartile ranking sourced from: Lipper for the U.S. and Taiwan; Morningstar for the U.K., Luxembourg, France and

(b)

© Hong Kong; and Nomura for Japan.
(d)Includes $6.7 billion of prime mortgage loans reported in the Consumer loan portfolio at June 30, 2012.

. As of or for the three months ended As of or for the six months ended June
Selected metrics

June 30, 30,

(in millions, except ratios) 2012 2011 Change 2012 2011 Change
Credit data and quality statistics
Net charge-offs $28 $33 (15 )% $55 $44 25 %
Nonaccrual loans 256 252 2 256 252 2
Allowance for credit losses:
Allowance for loan losses 220 222 (1 ) 220 222 (1 )
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Allowance for lending-related

commitments 6
Total allowance for credit losses 226
Net charge-off rate 0.17
Allowance for loan losses to

) 0.31
period-end loans
Allowance for loan losses to 26

nonaccrual loans
Nonaccrual loans to period-end loans 0.36

46

9

231
% 0.27

0.43

88
0.49

%

33
2

) 6

)% 226
0.18

0.31

86
0.36

9

231
% 0.19

0.43

88
0.49

%

(33
2

)%
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Assets under supervision

Assets under supervision were $2.0 trillion, an increase of $44 billion, or 2%, from the prior year. Assets under
management were $1.3 trillion, an increase of $5 billion, as net inflows to long-term products were offset by the effect

of lower market levels and net outflows from liquidity products. Custody, brokerage, administration and deposit

balances were $621 billion, up by $39 billion, or 7%,

due to custody and deposit inflows.

Assets under supervision

June 30, (in billions)

Assets by asset class

Liquidity

Fixed income

Equity and multi-asset
Alternatives

Total assets under management
Custody/brokerage/administration/deposits
Total assets under supervision
Assets by client segment
Private Banking

Institutional

Retail

Total assets under management
Private Banking

Institutional

Retail

Total assets under supervision
Mutual fund assets by asset class
Liquidity

Fixed income

Equity and multi-asset
Alternatives

Total mutual fund assets

(in billions)

Assets under management rollforward
Beginning balance

Net asset flows:

Liquidity

Fixed income

Equity, multi-asset and alternatives
Market/performance/other impacts
Ending balance, June 30

Assets under supervision rollforward
Beginning balance

Net asset flows
Market/performance/other impacts
Ending balance, June 30

Three months ended June

30,
2012

$1,382

(25

5

9

(24
$1,347

$2,013
(6

(39
$1,968

2012

$466
359
401
121
1,347
621
$1,968

$297
702
348
$1,347
$816
702
450
$1,968

$408
119
160
7
$694

2011
$1,330

) (16
12
7

) 9
$1,342

$1,908
) 12
) 4
$1,924

2011

$476
319
430
117
1,342
582
$1,924

$291
708
343
$1,342
$776
709
439
$1,924

$421
105
176
9
$711

Change

2 )%
13
(7 )

— [N

D W W

3 )
13

© )
(22 )
2 )%

Six months ended June 30,

2012
$1,336

(50

16

15

30
$1,347

$1,921
2

45
$1,968

2011
$1,298

(25 )
28

18

23

$1,342

$1,840
43
41
$1,924
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) ) As of or for the three months ended
International metrics

June 30,
(in billions, except where otherwise 2012 2011 Change
noted)
Total net revenue (in millions)®@
Europe/Middle East/Africa $379 $478 (21
Asia/Pacific 230 257 (11
Latin America/Caribbean 166 251 (34
North America 1,589 1,551 2
Total net revenue $2,364  $2,537 (7
Assets under management
Europe/Middle East/Africa $261 $298 (12
Asia/Pacific 103 119 (13
Latin America/Caribbean 41 37 11
North America 942 888 6

Total assets under management $1,347 $1,342 —
Assets under supervision

Europe/Middle East/Africa $315 $353 (11
Asia/Pacific 144 161 (11
Latin America/Caribbean 101 94 7
North America 1,408 1,316 7
Total assets under supervision $1,968 $1,924 2

(a)Regional revenue is based on the domicile of the client.
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As of or for the six months ended June

30,
2012
)% $784
) 466
) 341
3,143
) $4,734
) $261
) 103
41
942
$1,347
) $315
) 144
101
1,408
% $1,968

2011

$917
503
416
3,107
$4,943

$298
119

37

888
$1,342

$353
161

94
1,316
$1,924

Change

(15
@
(18
1
4

12
13
11

(11
(11

)%

%
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CORPORATE/PRIVATE EQUITY

For a discussion of Corporate/Private Equity, see pages 107-108 of JPMorgan Chase’s 2011 Annual Report and the
Introduction on page 5 of this Form 10-Q.

Selected income statement data

As of or for the three months ended As of or for the six months ended June
June 30, 30,
(in millions, except headcount) 2012 2011 Change 2012 2011 Change
Revenue
Principal transactions $(3,576 ) $745 NM% $(4,123 ) $2,043 NM%
Securities gains 1,013 837 21 1,462 939 56
All other income 159 265 (40 ) 1,270 343 270
Noninterest revenue (2,404 ) 1,847 NM (1,391 ) 3,325 NM
Net interest income (205 ) 218 NM (189 ) 252 NM
Total net revenue® (2,609 ) 2,065 NM (1,580 ) 3,577 NM
Provision for credit losses (11 ) 9 ) (22 ) (20 ) (19 ) (5 )
Noninterest expense
Compensation expense 652 614 6 1,475 1,271 16
Noncompensation expense® 1,317 2,097 (37 ) 4,645 3,240 43
Subtotal 1,969 2,711 (27 ) 6,120 4,511 36
Net expense allocated to other 1410 ) (1270 ) (11 ) 2792 ) (2508 ) (11 )
businesses ’ ’ ’ ’
Total noninterest expense 559 1,441 (61 ) 3,328 2,003 66
Income/(loss) b.efore income tax (3.157 ) 633 NM (4.888 ) 1.593 NM
expense/(benefit)
Income tax expense/(benefit) (1,380 ) 131 NM (2,089 ) 369 NM
Net income/(loss) $(1,777 ) $502 NM $(2,799 ) $1,224 NM
Total net revenue
Private equity $410 $796 (48 )  $664 $1,495 (56 )
Treasury and CIO (3,434 ) 1,426 NM (3,667 ) 2,249 NM
Corporate 415 (157 ) NM 1,423 (167 ) NM
Total net revenue $(2,609 ) $2,065 NM $(1,580 ) $3,577 NM
Net income/(loss)
Private equity $197 $444 (56 ) $331 $827 (60 )
Treasury and CIO (2,078 ) 670 NM (2,305 ) 1,026 NM
Corporate 104 (612 ) NM (825 ) (629 ) (31 )
Total net income/(loss) $(1,777 ) $502 NM $(2,799 ) $1,224 NM
Total assets (period-end) $667,206 $672,655 (1 ) $667,206 $672,655 (1 )
Headcount 23,020 21,444 7 % 23,020 21,444 7 %

Total net revenue included tax-equivalent adjustments, predominantly due to tax-exempt income from municipal
(a)bond investments of $118 million and $69 million for the three months ended June, 2012 and 2011, respectively,
and $217 million and $133 million for the six months ended June 30, 2012 and 2011, respectively.

(b)Includes litigation expense of $332 million and $1.3 billion for the three months ended June 30, 2012 and 2011,
respectively, and $2.8 billion and $1.6 billion for the six months ended June 30, 2012 and 2011, respectively.

Quarterly results

Net loss was $1.8 billion, compared with net income of $502 million in the prior year.

Private Equity reported net income of $197 million, compared with net income of $444 million in the prior year. Net

revenue of $410 million was down from $796 million in the prior year, primarily due to lower gains on sales and

lower net valuation gains on private investments, partially offset by higher gains on public securities. Noninterest
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expense was $102 million, unchanged from the prior year.

Treasury and CIO reported a net loss of $2.1 billion, compared with net income of $670 million in the prior year. Net
revenue was a loss of $3.4 billion, compared with net revenue of $1.4 billion in the prior year. The current quarter loss
reflected $4.4 billion of principal transactions losses from the synthetic credit portfolio held by CIO, partially offset by
securities gains of $1.0 billion. Net interest income was negative $30 million, compared with a positive $450 million
in the prior year, primarily reflecting higher financing costs associated with mortgage-backed securities.

49

86



Edgar Filing: JPMORGAN CHASE & CO - Form 10-Q

Other Corporate reported net income of $104 million, compared with a net loss of $612 million in the prior year.
Noninterest revenue was $552 million including a $545 million gain reflecting the expected recovery on a Bear
Stearns-related subordinated loan. Noninterest expense of $335 million was down $736 million compared with the
prior year. The current quarter included $335 million of litigation expense. The prior year included $1.3 billion of
additional litigation expense, which was predominantly for mortgage-related matters.

Year-to-date results

Net loss was $2.8 billion, compared with net income of $1.2 billion in the prior year.

Private Equity reported net income of $331 million, compared with net income of $827 million in the prior year. Net
revenue of $664 million was down from $1.5 billion in the prior year, primarily due to lower gains on sales and lower
net valuation gains on private investments, partially offset by higher gains on public securities. Noninterest expense
was $146 million, down from $215 million in the prior year, primarily due to lower compensation expense.

Treasury and CIO reported a net loss of $2.3 billion, compared with net income of $1.0 billion in the prior year. Net
revenue was a loss of $3.7 billion, compared with net revenue of $2.2 billion in the prior year. The current year loss
reflected $5.8 billion of principal transactions losses from the synthetic credit portfolio held by CIO, partially offset by
securities gains of $1.5 billion. Net interest income was $162 million, compared with $697 million in the prior year,
primarily reflecting higher financing costs associated with mortgage-backed securities.

Other Corporate reported a net loss of $825 million, compared with a net loss of $629 million in the prior year.
Noninterest revenue of $ 1.7 billion was driven by a $1.1 billion benefit from the Washington Mutual bankruptcy
settlement and a $545 million gain for the expected recovery on a Bear Stearns-related subordinated loan. Noninterest
expense of $2.9 billion was up $1.6 billion compared with the prior year. The current year included $2.8 billion of
litigation expense, predominantly for mortgage-related matters, up from $1.6 billion in the prior year.
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Treasury and CIO

Treasury and CIO overview

Treasury and CIO are responsible for measuring, monitoring, reporting and managing the Firm’s liquidity, funding,
capital, interest rate and foreign exchange risks, and other structural risks. The risks managed by Treasury and CIO
arise from the activities undertaken by the Firm’s six major reportable business segments to serve their respective
client bases, which generate both on- and off-balance sheet assets and liabilities.

Treasury is responsible for, among other functions, funds transfer pricing. Funds transfer pricing is used to transfer
interest rate risk and foreign exchange risk of the Firm to Treasury and CIO and allocate interest income and expense
to each business based on market rates. CIO, through its management of the investment portfolio, generates net
interest income to pay the lines of business market rates. Any variance (whether positive or negative) between
amounts generated by CIO through its investment portfolio activities and amounts paid to or received by the lines of
business are retained by CIO, and are not reflected in line of business segment results. Treasury and CIO activities
operate in support of the overall Firm.

CIO achieves the Firm’s asset-liability management objectives generally by investing in high quality securities that are
managed for the longer-term as part of the Firm’s AFS investment portfolio. Unrealized gains and losses on securities
held in the AFS portfolio are recorded in other comprehensive income. For further information about securities in the
AFS portfolio, see Note 3 and Note 11 on pages 119-133 and 148-152, respectively, of this Form 10-Q. CIO also uses
securities that are not classified within the AFS portfolio, as well as derivatives, to meet the Firm’s

asset-liability management objectives. Securities not classified within the AFS portfolio are recorded in trading assets
and liabilities; realized and unrealized gains and losses on such securities are recorded in the principal transactions
revenue line of the income statement. For further information about securities included in trading assets and liabilities,
see Note 3 on pages 119—133 of this Form 10-Q. Derivatives used by CIO are also classified as trading assets and
liabilities. For further information on derivatives, including the classification of realized and unrealized gains and
losses, see Note 5 on pages 136-144 of the Form 10-Q.

CIO’s AFS portfolio consists of U.S. and non-U.S. government securities, agency and non-agency mortgage-backed
securities, other asset-backed securities and corporate and municipal debt securities. At June 30, 2012, the total CIO
AFS portfolio was approximately $323 billion; the average credit rating of the securities comprising the AFS portfolio
was AA+ (based upon external ratings where available and, where not available, upon internal ratings which
correspond to ratings as defined by S&P and Moody’s). See Note 11 on pages 148—152 of this Form 10-Q for further
information on the details of the AFS portfolio.

For further information on liquidity and funding risk, see Liquidity Risk Management on pages 66—72 of this Form
10-Q. For information on interest rate, foreign exchange and other structural risks, and CIO VaR and the Firm’s
nontrading interest rate-sensitive revenue at risk, see Market Risk Management on pages 96—102 of this

Form 10-Q.

Selected income statement and balance sheet data
As of or for the three months ended As of or for the six months ended June

June 30, 30,
(in millions) 2012 2011 Change 2012 2011 Change
Securities gains® $1,013 $837 21 % $1,466 $939 56 %
Investment securities portfolio 359,130 335.543 7 360.366 324.492 11
(average)
Investment securities portfolio 348,610 318237 10 348,610 318237 10
(ending)
Mortgage loans (average) 11,012 12,731 (14 ) 11,824 12,078 2 )
Mortgage loans (ending) 10,332 13,243 (22 )% 10,332 13,243 (22 )%

(a)Reflects repositioning of the Corporate investment securities portfolio.
CIO synthetic credit portfolio
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As noted above, CIO’s synthetic credit portfolio incurred losses of $4.4 billion and $5.8 billion for the three and six
months ended June 30, 2012, respectively. On July 2, 2012, CIO transferred the synthetic credit portfolio, other

than a portion aggregating to approximately $12 billion of notional, to IB. For further discussion on the synthetic
credit portfolio held by CIO, see Recent developments on pages 10—11 of this Form 10-Q.
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Private Equity Portfolio

Selected income statement and balance sheet data

Three months ended June 30, Six months ended June 30,
(in millions) 2012 2011 Change 2012 2011 Change
Private equity gains/(losses)
Realized gains $(116 ) $1,219 NM% $(50 ) $1,390 NM%
Unrealized gains/(losses)® 589 (726 ) NM 768 (356 ) NM
Total direct investments 473 493 4 ) 718 1,034 (31 )
Third-party fund investments 9 ) 323 NM 74 509 (85 )
Total private equity gains/(losses)®  $464 $816 (43 Y% $792 $1,543 (49 )%

Private equity portfolio information(¢)
Direct investments
December 31,

(in millions) June 30, 2012 2011 Change
Publicly held securities

Carrying value $863 $805 7 %
Cost 436 573 (24 )
Quoted public value 909 896 1

Privately held direct securities

Carrying value 4,931 4,597 7

Cost 6,362 6,793 6 )
Third-party fund investments(d)

Carrying value 2,113 2,283 (7 )
Cost 1,952 2,452 (20 )
Total private equity portfolio

Carrying value $7,907 $7,685 3

Cost $8,750 $9,818 (11 )%

@ Unrealized gains/(losses) contain reversals of unrealized gains and losses that were recognized in prior periods and
have now been realized.

(b)Included in principal transactions revenue in the Consolidated Statements of Income.

© For more information on the Firm’s policies regarding the valuation of the private equity portfolio, see Note 3 on
pages 119-133 of this Form 10-Q.

( d)Unfunded commitments to third-party private equity funds were $524 million and $789 million at June 30, 2012,
and December 31, 2011, respectively.

The carrying value of the private equity portfolio at June 30, 2012, was $7.9 billion, up from $7.7 billion at

December 31, 2011. The increase in the portfolio is predominantly driven by new investments and net valuation gains,

partially offset by sales of investments. The portfolio represented 5.5% of the Firm’s stockholders’ equity less goodwill

at June 30, 2012, down from 5.7% at December 31, 2011.
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INTERNATIONAL OPERATIONS

During the three and six months ended June 30, 2012, the Firm recorded approximately $2.0 billion and $7.5 billion,
respectively, of managed revenue derived from clients, customers and counterparties domiciled outside of North
America. Of those amounts, approximately 4% and 47%, respectively, were derived from Europe/Middle East/Africa
(“EMEA”); approximately 69% and 38%, respectively, from Asia/Pacific; and approximately 27% and 15%,
respectively, from Latin America/Caribbean.

During the three and six months ended June 30, 2011, the Firm recorded approximately $6.7 billion and $13.5 billion,
respectively, of managed revenue derived from clients, customers and counterparties domiciled outside of North
America. Of those amounts, approximately 69% and 68%, respectively, were derived from EMEA; approximately
21% and 23%, respectively, from Asia/Pacific; and approximately 10% and 9%, respectively, from Latin
America/Caribbean. For additional information regarding international operations, see Note 32 on pages 299-300 of

JPMorgan Chase’s 2011 Annual Report.

International wholesale activities

The Firm is committed to further expanding its wholesale business activities outside of the United States, and it
continues to add additional client-serving bankers, as well as product and sales support personnel, to address the needs
of the Firm’s clients located in these regions. With a comprehensive and coordinated international business strategy
and growth plan, efforts and investments for growth outside of the United States will continue to be accelerated and
prioritized.

Set forth below are certain key metrics related to the Firm’s wholesale international operations, including, for each of
EMEA, Asia/Pacific and Latin America/Caribbean, the number of countries in each such region in which they operate,
front-office headcount, number of clients, revenue and selected balance-sheet data.

(in millions, EMEA Asia/Pacific Latin America/Caribbean
Exczpt t and Three months Six months ended Three months Six months Th;e(el 1Jnonths Sl)é rganths
cadcount an ended June 30, June 30, ended June 30, ended June 30, chded June ended June
where 30, 30,
ﬁgzg‘;”se 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011 2012 2011

Revenue® $74 $4,557 $3.461 $9,036 $1,358 $1,414 $2,876 $3,151 $549 $668 $1,155%$1,237
Countries of

operation 33 34 33 34 16 16 16 16 9 8 9 8
E:;?llcount(b) 16,087 16,595 16087 16,595 20,558 20,304 20,558 20,304 15370 1,262 15370 1,262
E;jgggjfjf © 5078 6154 5978 6154 4279 4481 4279 4481 606 530 606 530
Sllige‘;‘tfsl(‘;f‘m 940 928 940 928 471 470 471 470 161 142 161 142
gi‘;?:lgtes)(d) $165,879$172,218 $166,722$163,872 $59,507$56,884 $60,539$54,648 $4,60855,685 $4.693$5,588
Loans

(period-end)© 41,391 33,496 41,391 33,496 30,969 25,400 30,969 25,400 28,51321,172 28,51321,172

Assets under

management 261 298 261 298 103 119 103 119 41 37 41 37
(in billions)

Assets under

supervision (in 315 353 315 353 144 161 144 161 101 94 101 94
billions)

Assets under 5,925 5,412 5,925 5,412 1,434 1,396 1,434 1,396 258 161 258 161
custody (in
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billions)

Note: International wholesale operations is comprised of IB, AM, TSS, CB and Treasury and CIO, and prior-period

amounts have been revised to conform with current allocation methodologies.

@ Revenue is based predominantly on the domicile of the client, the location from which the client relationship is
managed, or the location of the trading desk.

(b) Total headcount includes all employees, including those in service centers, located in the region.

© Significant clients are defined as companies with over $1 million in revenue over a trailing 12-month period in the
region (excludes private banking clients).

(d)Deposits are based on the location from which the client relationship is managed.

e Loans outstanding are based predominantly on the domicile of the borrower and exclude loans held-for-sale and
loans carried at fair value.
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BALANCE SHEET ANALYSIS

Selected Consolidated Balance Sheets data
(in millions)

Assets

June 30, 2012

December 31, 2011

Cash and due from banks $44.866 $59,602
Deposits with banks 130,383 85,279
Federal funds sold and securities purchased under resale 255.188 235.314
agreements

Securities borrowed 138,209 142,462
Trading assets:

Debt and equity instruments 331,781 351,486
Derivative receivables 85,543 92,477
Securities 354,595 364,793
Loans 727,571 723,720
Allowance for loan losses (23,791 (27,609
Loans, net of allowance for loan losses 703,780 696,111
Accrued interest and accounts receivable 67,939 61,478
Premises and equipment 14,206 14,041
Goodwill 48,131 48,188
Mortgage servicing rights 7,118 7,223
Other intangible assets 2,813 3,207
Other assets 105,594 104,131
Total assets $2,290,146 $2,265,792
Liabilities

Deposits $1,115,886 $1,127,806
Federal funds purchased and securities loaned or sold under 261.657 213.532
repurchase agreements

Commercial paper 50,563 51,631
Other borrowed funds 21,689 21,908
Trading liabilities:

Debt and equity instruments 70,812 66,718
Derivative payables 76,249 74,977
Accounts payable and other liabilities 207,126 202,895
Beneficial interests issued by consolidated VIEs 55,053 65,977
Long-term debt 239,539 256,775
Total liabilities 2,098,574 2,082,219
Stockholders’ equity 191,572 183,573
Total liabilities and stockholders’ equity $2,290,146 $2,265,792

Consolidated Balance Sheets overview

For a description of each of the significant line item captions on the Consolidated Balance Sheets, see pages 110-112
of JPMorgan Chase’s 2011 Annual Report.

JPMorgan Chase’s total assets and total liabilities increased by 1% from December 31, 2011. The increase in total
assets was predominantly due to higher deposits with banks, and federal funds sold and securities purchased under
resale agreements, partially offset by lower trading assets, cash and due from banks, and securities. The increase in
total liabilities was predominantly due to higher securities sold under repurchase agreements, partially offset by lower
long-term debt, deposits, and beneficial

interests issued by consolidated VIEs. The increase in stockholders’ equity was predominantly due to the Firm’s net
income.

93



Edgar Filing: JPMORGAN CHASE & CO - Form 10-Q

The following is a discussion of the significant changes in the specific line item captions on the Consolidated Balance
Sheets from December 31, 2011.

Cash and due from banks and deposits with banks

The net increase in cash and due from banks and deposits with banks reflected the placement of the Firm’s excess
funds with various central banks, including Federal Reserve Banks. For additional information, refer to the Liquidity
Risk Management discussion on pages 66—72 of this Form 10-Q.

Federal funds sold and securities purchased under resale agreements; and securities borrowed

The net increase in securities purchased under resale agreements and securities borrowed was predominantly due to
increased client financing activity in IB, and the deployment of excess cash by Treasury.

Trading assets and liabilities — debt and equity instruments

Trading assets - debt and equity instruments decreased related to lower levels of equity and corporate debt securities,
and physical commodities. These decreases were partially offset by an increase in U.S. government securities. For
additional information, refer to Note 3 on pages 119-133 of this Form 10-Q.

Trading assets and liabilities — derivative receivables and payables

Derivative receivables decreased primarily related to foreign exchange and credit products. These decreases were
partially offset by increased equity derivative balances. Derivative payables increased slightly. For additional
information, refer to Derivative contracts on pages 80-81, and Note 3 and Note 5 on pages 119-133 and 136-144,
respectively, of this Form 10-Q.

Securities

Securities decreased, largely due to paydowns and maturities, as well as repositioning of the CIO AFS portfolio.
These factors decreased the levels of corporate debt securities and U.S. government agency issued mortgage-backed
securities (“MBS”), partially offset by increases in non-U.S. government debt and residential MBS as well as obligations
of U.S. states and municipalities. For additional information related to securities, refer to the discussion in the
Corporate/Private Equity segment on pages 49—52, and Note 3 and Note 11 on pages 119-133 and 148-152, respectively,
of this Form 10-Q.
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Loans and allowance for loan losses

Loans increased slightly, due to a higher level of wholesale loans, which was driven by increased client activity across
all regions and most businesses. The $19.8 billion increase in wholesale loans was offset largely by a combined $16.0
billion decline in the level of consumer, excluding credit card, and credit card loans. The decline in consumer,
excluding credit card loans was due to paydowns, portfolio run-off and charge-offs, and the decline in credit card
loans was due to seasonality and higher repayment rates.

The allowance for loan losses decreased as a result of a reduction in the consumer, excluding credit card and the credit
card allowances, predominantly related to the continuing trend of improved delinquencies across most consumer
portfolios, notably residential real estate and credit card. The wholesale allowance for loan losses was relatively
unchanged from December 31, 2011. For a more detailed discussion of the loan portfolio and the allowance for loan
losses, refer to Credit Portfolio and Allowance for Credit Losses on pages 73-95, and Notes 3, 4, 13 and 14 on pages
119-133, 133-135, 153-175 and 176, respectively, of this Form 10-Q.

Accrued interest and accounts receivable

Accrued interest and accounts receivable increased, predominantly due to higher receivables from securities
transactions pending settlement and an increase in IB customer margin receivables due to changes in client activity.
Mortgage servicing rights

MSRs decreased slightly, as the combined effects of changes in market interest rates and modeled amortization were
partially offset by new MSR originations. For additional information on MSRs, see Note 16 on pages 184—186 of this
Form 10-Q.

Other intangible assets

Other intangible assets decreased, due to amortization. For additional information on other intangible assets, see Note
16 on pages 186—187 of this Form 10-Q.

Deposits

Deposits decreased, predominantly due to a decline in client balances in the wholesale businesses, particularly in CB
and TSS; partially offset by growth in retail deposits. For more information on deposits, refer to the RFS and AM
segment discussions on pages 25-34 and 45-48, respectively; the Liquidity Risk Management discussion on pages 66—72;
and Notes 3 and 17 on pages 119-133 and 188, respectively, of this Form 10-Q. For more information on liability
balances in the wholesale businesses, which includes deposits, refer to the TSS and CB segment discussions on pages
41-44 and 38-40, respectively, of this Form 10-Q.

Federal funds purchased and securities loaned or sold under repurchase agreements

Securities loaned or sold under repurchase agreements increased predominantly in IB, reflecting higher client
financing activity and a change in the mix of liabilities. For additional information on the Firm’s Liquidity Risk
Management, see pages 66—72 of this Form 10-Q.

Commercial paper and other borrowed funds

Commercial paper decreased slightly due to a decline in the volume of liability balances in sweep accounts related to
TSS’s cash management product, partially offset by an increase in commercial paper liabilities sourced from wholesale
funding markets. Other borrowed funds remained relatively unchanged. For additional information on the Firm’s
Liquidity Risk Management and other borrowed funds, see pages 66—72 of this Form 10-Q.

Beneficial interests issued by consolidated VIEs

Beneficial interests issued by consolidated VIEs decreased primarily due to a reduction in outstanding conduit
commercial paper held by third parties and credit card maturities, partially offset by new credit card issuances and
consolidations of new municipal bond vehicles. For additional information on Firm-sponsored VIEs and loan
securitization trusts, see Off-Balance Sheet Arrangements on pages 56-59, and Note 15 on pages 177-184 of this Form
10-Q.

Long-term debt

Long-term debt decreased, due to net redemptions and maturities of long-term borrowings. For additional information
on the Firm’s long-term debt activities, see the Liquidity Risk Management discussion on pages 66—72 of this Form
10-Q.

Stockholders’ equity
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Total stockholders’ equity increased, predominantly due to net income; a net increase in accumulated other
comprehensive income (“AOCI”) reflecting net unrealized market value increases on AFS securities driven by the
tightening of spreads across the portfolio, partially offset by sales of mortgage-backed securities and non-U.S.
government debt; and to net issuances and commitments to issue under the Firm’s employee stock-based compensation
plans. The increase was partially offset by the declaration of cash dividends on common and preferred stock and
repurchases of common equity.
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OFF-BALANCE SHEET ARRANGEMENTS

JPMorgan Chase is involved with several types of off-balance sheet arrangements, including through unconsolidated
special-purpose entities (“SPEs”), which are a type of VIE, and through lending-related financial instruments (e.g.,
commitments and guarantees). For further discussion, see Off-Balance Sheet Arrangements and Contractual Cash
Obligations on pages 113—118 of JPMorgan Chase’s 2011 Annual Report.

Special-purpose entities

The most common type of VIE is a SPE. SPEs are commonly used in securitization transactions in order to isolate
certain assets and distribute the cash flows from those assets to investors. SPEs are an important part of the financial
markets, including the mortgage- and asset-backed securities and commercial paper markets, as they provide market
liquidity by facilitating investors’ access to specific portfolios of assets and risks. The Firm holds capital, as deemed
appropriate, against all SPE-related transactions and related exposures, such as derivative transactions and
lending-related commitments and guarantees. For further information on the types of SPEs, see Note 15 on pages
177-184 of this Form 10-Q, and Note 1 on pages 182—183 and Note 16 on pages 256267 of JPMorgan Chase’s 2011
Annual Report.

Implications of a credit rating downgrade to JPMorgan Chase Bank, N.A.

For certain liquidity commitments to SPEs, JPMorgan Chase Bank, N.A., could be required to provide funding if its
short-term credit rating were downgraded below specific levels, primarily “P-1,” “A-1" and “F1” for Moody’s, Standard &
Poor’s and Fitch, respectively. These liquidity commitments support the issuance of asset-backed commercial paper by
both Firm-administered consolidated and third-party-sponsored nonconsolidated SPEs. In the event of a short-term
credit rating downgrade, JPMorgan Chase Bank, N.A., absent other solutions, would be required to provide funding to
the SPE, if the commercial paper could not be reissued as it matured. The aggregate amounts of commercial paper
outstanding, issued by both Firm-administered and third-party-sponsored SPEs, that are held by third parties as of
June 30, 2012, and December 31, 2011, was $11.6 billion and $19.7 billion, respectively. In addition, the aggregate
amounts of commercial paper outstanding could increase in future periods should clients of the Firm-administered
consolidated or third-party-sponsored nonconsolidated SPEs draw down on certain unfunded lending-related
commitments. JPMorgan Chase Bank, N.A. had unfunded lending-related commitments to clients to fund an
incremental $13.0 billion and $11.0 billion at June 30, 2012, and December 31, 2011, respectively. The Firm could
facilitate the refinancing of some of the clients’ assets in order to reduce the funding obligation.

Off-balance sheet lending-related financial instruments, guarantees, and other commitments

JPMorgan Chase provides lending-related financial instruments (e.g., commitments and guarantees) to meet the
financing needs of its customers. The contractual amount of these financial instruments represents the maximum
possible credit risk to the Firm should the counterparty draw upon the commitment or the Firm be required to fulfill its
obligation under the guarantee, and should the counterparty subsequently fail to perform according to the terms of the
contract. Most of these commitments and guarantees expire without being drawn or a default occurring. As a result,
the total contractual amount of these instruments is not, in the Firm’s view, representative of its actual future credit
exposure or funding requirements. For further discussion of lending-related commitments and guarantees, see
Lending-related commitments on page 79, and Note 21 on pages 192—-196 of this Form 10-Q, and Lending-related
commitments on page 144, and Note 29 on pages 283-289 of JPMorgan Chase’s 2011 Annual Report.

Mortgage repurchase liability

In connection with the Firm’s mortgage loan sale and securitization activities with Fannie Mae and Freddie Mac (the
“GSEs”) and other mortgage loan sale and private-label securitization transactions, the Firm has made representations
and warranties that the loans sold meet certain requirements. The Firm may be, and has been, required to repurchase
loans and/or indemnify the GSEs and other investors for losses due to material breaches of these representations and
warranties. For additional information regarding loans sold to the GSEs, see Mortgage repurchase liability on pages
115-118 of JPMorgan Chase’s 2011 Annual Report.

The Firm also sells loans in securitization transactions with Ginnie Mae; these loans are typically insured or
guaranteed by another government agency. The Firm, in its role as servicer, may elect, but is typically not required, to
repurchase delinquent loans securitized by Ginnie Mae, including those that have been sold back to Ginnie Mae
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subsequent to modification. Principal amounts due under the terms of these repurchased loans continue to be insured
and the reimbursement of insured amounts is proceeding normally. Accordingly, the Firm has not recorded any
mortgage repurchase liability related to these loans.

From 2005 to 2008, the Firm and certain acquired entities made certain loan level representations and warranties in
connection with approximately $450 billion of residential mortgage loans that were sold or deposited into
private-label securitizations. Of the $450 billion originally sold or deposited (including $165 billion by Washington
Mutual, as to which the Firm maintains that certain of the repurchase obligations remain with the Federal Deposit
Insurance
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Corporation (“FDIC”) receivership), approximately $193 billion of principal has been repaid (including $71 billion
related to Washington Mutual). In addition, approximately $108 billion of the principal amount of loans has been
liquidated (including $39 billion related to Washington Mutual), with an average loss severity of 59%. Accordingly,
the remaining outstanding principal balance of these loans (including Washington Mutual) was, as of June 30, 2012,
approximately $149 billion, of which $47 billion was 60 days or more past due. The remaining outstanding principal
balance of loans related to Washington Mutual was approximately $55 billion, of which $16 billion were 60 days or
more past due. For additional information regarding loans sold to private investors, see Mortgage repurchase liability
on pages 115-118 of JPMorgan Chase’s 2011 Annual Report.

There have been generalized allegations, as well as specific demands, that the Firm should repurchase loans sold or
deposited into private-label securitizations (including claims from insurers that have guaranteed certain obligations of
the securitization trusts). Although the Firm encourages parties to use the contractual repurchase process established
in the governing agreements, these private-label repurchase claims have generally manifested themselves through
threatened or pending litigation. Accordingly, the liability related to repurchase demands associated with private-label
securitizations is separately evaluated by the Firm in establishing its litigation reserves. For additional information
regarding litigation, see Note 23 on pages 196-205 of this Form 10-Q, and Note 31 on pages

290-299 of JPMorgan Chase’s 2011 Annual Report.

Estimated mortgage repurchase liability

The Firm has recognized a mortgage repurchase liability of $3.3 billion and $3.6 billion, as of June 30, 2012, and
December 31, 2011, respectively. The Firm’s mortgage repurchase liability is intended to cover losses associated with
all loans previously sold in connection with loan sale and securitization transactions with the GSEs, regardless of
when those losses occur or how they are ultimately resolved (e.g., repurchase, make-whole payment). While
uncertainties continue to exist with respect to both GSE behavior and the economic environment, the Firm believes
that the model inputs and assumptions that it uses to estimate its mortgage repurchase liability are becoming
increasingly seasoned and stable. Based on the seasoning and stabilization of the model inputs and taking into
consideration its projections regarding future uncertainty, including Agency behavior, the Firm has become
increasingly confident in its ability to estimate reliably its mortgage repurchase liability. For these reasons, the Firm
believes that its existing mortgage repurchase liability at June 30, 2012 is sufficient to cover probable future
repurchase losses arising from loan sale and securitization transactions with the GSEs. For additional information
about the process that the Firm uses to estimate its mortgage repurchase liability and the factors it considers in
connection with that process, see Mortgage repurchase liability on pages 115-118 of JPMorgan Chase’s 2011 Annual
Report.

The following table provides information about outstanding repurchase demands and unresolved mortgage insurance
rescission notices, excluding those related to Washington Mutual, at each of the past five quarter-end dates.
Outstanding repurchase demands and unresolved mortgage insurance rescission notices by counterparty type®

(in millions) June 30, March 31, December 31, §8ptember June 30,

2012 2012 2011 20’11 2011
GSEs $1,646 $1,868 $1,682 $1,666 $1,500
Mortgage insurers 1,004 1,000 1,034 1,112 1,093
Other® 981 756 663 467 326
Overlapping population(©) (125 ) (116 ) (113 ) (155 ) (145 )
Total $3,506 $3,508 $3,266 $3,090 $2,774

@ Mortgage repurchase demands associated with private-label securitizations are separately evaluated by the Firm in
establishing its litigation reserves.

(b)Represents repurchase demands received from parties other than the GSEs that have been presented to the Firm by

trustees who assert authority to present such claims under the terms of the underlying sale or securitization

agreement, and excludes repurchase demands asserted in or in connection with litigation. As of June 30, 2012,
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outstanding repurchase demands largely represent repurchase demands received in prior quarters.

Because the GSEs and others may make repurchase demands based on mortgage insurance rescission notices that
(c)remain unresolved, certain loans may be subject to both an unresolved mortgage insurance rescission notice and an

outstanding repurchase demand.

The following tables show the trend in repurchase demands and mortgage insurance rescission notices received by
loan origination vintage, excluding those related to Washington Mutual, for the past five quarters. The Firm expects
repurchase demands to remain at elevated levels or to increase if there is a significant increase in private-label
repurchase demands outside of litigation.
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Quarterly mortgage repurchase demands received by loan origination vintage®

(in millions) June 30, March 31, December 31, g(e)ptember June 30,
2012 2012 2011 20’11 2011
Pre-2005 $28 $41 $39 $34 $32
2005 65 95 55 200 57
2006 506 375 315 232 363
2007 420 645 804 602 510
2008 311 361 291 323 301
Post-2008 191 124 81 153 89
Total repurchase demands received $1,521 $1,641 $1,585 $1,544 $1,352

(a) Mortgage repurchase demands associated with private-label securitizations are separately evaluated by the Firm in
establishing its litigation reserves. This table excludes repurchase demands asserted in or in connection with litigation.
Quarterly mortgage insurance rescission notices received by loan origination vintage®

September

(in millions) June 30, March 31, December 31, 30 June 30,

2012 2012 2011 ’ 2011
2011

Pre-2005 $9 $13 $4 $3 $3

2005 13 19 12 15 24

2006 26 36 19 31 39

2007 121 78 48 63 72

2008 51 32 26 30 31

Post-2008 6 4 2 1 1

Total mortgage insurance rescissions $226 $182 $111 $143 $170

received

@ Mortgage insurance rescissions typically result in a repurchase demand from the GSEs. This table includes
mortgage insurance rescission notices for which the GSEs or others also have issued a repurchase demand.

Since the beginning of 2011, the Firm’s overall cure rate, excluding Washington Mutual, has been approximately 55%.

A significant portion of repurchase demands now relate to loans with a longer pay history, which have historically had

higher cure rates. Repurchases that have resulted from mortgage insurance rescissions are reflected in the Firm’s

overall cure rate. While the actual cure rate may vary from quarter to quarter, the Firm expects that the overall cure

rate will remain at approximately 50%-60% for the foreseeable future.

The Firm has not observed a direct relationship between the type of defect that allegedly causes the breach of

representations and warranties and the severity of the realized loss. Therefore, the loss severity assumption is

estimated using the Firm’s historical experience and projections regarding changes in home prices. Actual principal

loss severities on finalized repurchases and “make-whole” settlements to date, excluding Washington Mutual, currently

average approximately 50%, but may vary from quarter to quarter based on the characteristics of the underlying loans

and changes in home prices.

When a loan was originated by a third-party originator, the Firm typically has the right to seek a recovery of related

repurchase losses from the third-party originator. Estimated and actual third-party recovery rates may vary from

quarter to quarter based upon the underlying mix of third-party originators (e.g., active, inactive, out-of-business

originators) from which recoveries are being sought.

Substantially all of the estimates and assumptions underlying the Firm’s established methodology for

computing its recorded mortgage repurchase liability — including the amount of probable future demands from
purchasers, trustees or investors (which is in part based on historical experience), the ability of the Firm to cure
identified defects, the severity of loss upon repurchase or foreclosure and recoveries from third parties — require
application of a significant level of management judgment. Estimating the mortgage repurchase liability is further
complicated by historical data that is not necessarily indicative of future expectations and uncertainty surrounding
numerous external factors, including: (i) economic factors (for example, further declines in home prices and changes
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in borrower behavior may lead to increases in the number of defaults, the severity of losses, or both), and (ii) the level
of future demands, which is dependent, in part, on actions taken by third parties, such as the GSEs, mortgage insurers,
trustees and investors. While the Firm uses the best information available to it in estimating its mortgage repurchase
liability, the estimation process is inherently uncertain and imprecise.
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The following table summarizes the change in the mortgage repurchase liability for each of the periods presented.
Summary of changes in mortgage repurchase liability(@

Three months ended June 30, Six months ended June 30,
(in millions) 2012 2011 2012 2011
Ilj:r[i)z;chase liability at beginning of $3.516 $3.474 $3.557 $3.285
Realized losses® (259 ) (241 ) (623 ) (472 )
Provision(® 36 398 359 818
Repurchase liability at end of period $3,293 @  $3,631 $3,293 $3,631

Mortgage repurchase demands associated with private-label securitizations are separately evaluated by the Firm in
establishing its litigation reserves.

Includes principal losses and accrued interest on repurchased loans, “make-whole” settlements, settlements with
claimants, and certain related expense. Make-whole settlements were $107 million and $126 million for the three
months ended June 30, 2012 and 2011, respectively and $293 million and $241 million, for the six months ended
June 30, 2012 and 2011, respectively.

Includes $28 million and $10 million of provision related to new loan sales for the three months ended June 30,
(c)2012 and 2011, respectively, and $55 million and $23 million for the six months ended June 30, 2012 and 2011,
respectively.

Includes $17 million at June 30, 2012, related to future repurchase demands on loans sold by Washington Mutual
to the GSEs.

(a)

(b)

(d)

The following table summarizes the total unpaid principal balance of repurchases during the periods indicated.
Unpaid principal balance of mortgage loan repurchases®

Three months ended June 30, Six months ended

June 30,
(in millions) 2012 2011 2012 2011
Ginnie Mae® $1,619 $1,228 $3,126 $2,713
GSEs© 302 208 621 390
Other©() 47 39 107 73
Total $1,968 $1,475 $3,854 $3,176

This table includes: (i) repurchases of mortgage loans due to breaches of representations and warranties, and (ii)
loans repurchased from Ginnie Mae loan pools as described in (b) below. This table does not include mortgage
(a)insurance rescissions; while the rescission of mortgage insurance typically results in a repurchase demand from the

GSEs, the mortgage insurers themselves do not present repurchase demands to the Firm. This table excludes
mortgage loan repurchases associated with repurchase demands asserted in or in connection with litigation.

In substantially all cases, these repurchases represent the Firm’s voluntary repurchase of certain delinquent loans
from loan pools as permitted by Ginnie Mae guidelines (i.e., they do not result from repurchase demands due to
breaches of representations and warranties). The Firm typically elects to repurchase these delinquent loans as it
continues to service them and/or manage the foreclosure process in accordance with applicable requirements of
Ginnie Mae, the Federal Housing Administration (“FHA”), Rural Housing Services (“RHS”) and/or the U.S.
Department of Veterans Affairs (“VA”).

Nonaccrual loans held-for-investment included $487 million and $477 million at June 30, 2012, and December 31,
2011, respectively, of loans repurchased as a result of breaches of representations and warranties.

Represents loans repurchased from parties other than the GSEs, excluding those repurchased in connection with
litigation.

(b)

(©)
(d)

For additional information regarding the mortgage repurchase liability, see Note 21 on pages 192—196 of this Form
10-Q, and Note 29 on pages 283-289 of JPMorgan Chase’s 2011 Annual Report.
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CAPITAL MANAGEMENT

The following discussion of JPMorgan Chase’s capital management highlights developments since December 31,
2011, and should be read in conjunction with Capital Management on pages 119-124 of JPMorgan Chase’s 2011
Annual Report.

The Firm’s capital management objectives are to hold capital sufficient to:

Cover all material risks underlying the Firm’s business activities;

Maintain “well-capitalized” status under regulatory requirements;

Maintain debt ratings that enable the Firm to optimize its funding mix and liquidity sources while minimizing costs;
Retain flexibility to take advantage of future investment opportunities; and

Build and invest in businesses, even in a highly stressed environment.

Regulatory capital

The Federal Reserve establishes capital requirements, including well-capitalized standards, for the consolidated
financial holding company. The OCC establishes similar capital requirements and standards for the Firm’s national
banks, including JPMorgan Chase Bank, N.A. and Chase Bank USA, N.A. As of June 30, 2012, and December 31,
2011, JPMorgan Chase and all of its banking subsidiaries were well-capitalized and each met all capital requirements
to which it was subject. For more information, see Note 20 on pages 191-192 of this Form 10-Q.

At June 30, 2012, and December 31, 2011, JPMorgan Chase maintained Tier 1 and Total capital ratios in excess of the
well-capitalized standards established by the Federal Reserve, as indicated in the tables below. In addition, the Firm’s
Tier 1 common ratio was significantly above the 5% well-capitalized standard established at the time of the
Comprehensive Capital Analysis and Review (“CCAR”) process. Tier 1 common, introduced by U.S. banking regulators
in 20009, is defined as Tier 1 capital less elements of Tier 1 capital not in the form of common equity, such as perpetual
preferred stock, noncontrolling interests in subsidiaries, and trust preferred capital debt securities. Tier 1 common, a
non-GAAP financial measure, is used by banking regulators, investors and analysts to assess and compare the quality
and composition of the Firm’s capital with the capital of other financial services companies. The Firm uses Tier 1
common along with other capital measures to assess and monitor its capital position.

The following table presents the regulatory capital, assets and risk-based capital ratios for JPMorgan Chase at June 30,
2012, and December 31, 2011. These amounts are determined in accordance with regulations issued by the Federal
Reserve.

Risk-based capital ratios

June 30, 2012 December 31, 2011
Capital ratios®@
Tier 1 capital 11.3 % 12.3 %
Total capital 14.0 15.4
Tier 1 leverage 6.7 6.8
Tier 1 common(® 9.9 10.1

The Firm’s capital ratios as of June 30, 2012 have been revised from those previously reported. The determination
relates to an adjustment to the Firm's regulatory capital ratios to reflect regulatory guidance regarding a limited
number of market risk models used for certain positions held by the Firm during the first half of the year, including
the CIO synthetic credit portfolio. The Firm believes that, as a result of portfolio management actions and
enhancements it will be making to certain of its market risk models, these adjustments will be significantly reduced
by the end of 2012.

(b)The Tier 1 common ratio is Tier 1 common capital divided by risk-weighted assets (“RWA”).

A reconciliation of total stockholders’ equity to Tier 1 common, Tier 1 capital and Total qualifying capital is presented
in the table below.

Risk-based capital components and assets

(in millions) June 30, 2012 December 31, 2011

Total stockholders’ equity $191,572 $183,573

(a)
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Less: Preferred stock 7,800 7,800

Common stockholders’ equity 183,772 175,773

Effect of certain items in AOCI excluded from Tier 1 common (2,361 ) (970 )
Less: Goodwill® 45,730 45,873

Fair value DV A on derivative and structured note liabilities

related to the Firm’s credit quality 2,047 2150
Investments in certain subsidiaries and other 878 993

Other intangible assets® 2,661 2,871

Tier 1 common 130,095 122,916
Preferred stock 7,800 7,800
Qualifying hybrid securities and noncontrolling interests® 10,530 19,668
Total Tier 1 capital 148,425 150,384
Long-term debt and other instruments qualifying as Tier 2 20,065 22,275
Qualifying allowance for credit losses 16,691 15,504
Adjustment for investments in certain subsidiaries and other 47 ) (75 )
Total Tier 2 capital 36,709 37,704
Total qualifying capital $185,134 $188,088
Risk-weighted assets $1,318,734 $1,221,198
Total adjusted average assets $2,202,487 $2,202,087

(a) Goodwill and other intangible assets are net of any associated deferred tax liabilities.
Primarily includes trust preferred capital debt securities of certain business trusts. Tier 1 capital and Total capital as
(b)of June 30, 2012, do not include approximately $9 billion of outstanding trust preferred capital debt securities,
which were redeemed on July 12, 2012.
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The Firm’s Tier 1 common was $130.1 billion at June 30, 2012, an increase of $7.2 billion from December 31, 2011.
The increase was predominantly due to net income (adjusted for DVA) of $10.0 billion and net issuances and
commitments to issue common stock under the Firm’s employee stock-based compensation plans of $1.1 billion. The
increase was partially offset by $2.7 billion of dividends on common and preferred stock and $1.6 billion (on a
trade-date basis) of repurchases of common stock and warrants. The Firm’s Tier 1 capital was $148.4 billion at June
30, 2012, a decrease of $2.0 billion from December 31, 2011. The decrease in Tier 1 capital is due to the exclusion of
approximately $9 billion of outstanding trust preferred capital debt securities which were redeemed on July 12, 2012,
partially offset by the increase in Tier 1 common.

Additional information regarding the Firm’s capital ratios and the federal regulatory capital standards to which it is
subject is presented in Regulatory developments on pages 11-12, Part II, Item 1A, Risk Factors on pages 219-222, and
Note 20 on pages 191-192 of this Form 10-Q.

Basel I

The minimum risk-based capital requirements adopted by the U.S. federal banking agencies follow the Capital Accord
of the Basel Committee on Banking Supervision (“Basel I’). In 2004, the Basel Committee published a revision to the
Accord (“Basel II’). The goal of the Basel II Framework is to provide more risk-sensitive regulatory capital calculations
and promote enhanced risk management practices among large, internationally active banking organizations. U.S.
banking regulators published a final Basel II rule in December 2007, which requires JPMorgan Chase to implement
Basel II at the holding company level, as well as at certain of its key U.S. bank subsidiaries.

Prior to full implementation of the new Basel II Framework, JPMorgan Chase is required to complete a qualification
period of four consecutive quarters during which it needs to demonstrate that it can meet the requirements of the rule
to the satisfaction of its U.S. banking regulators. JPMorgan Chase is currently in the qualification period and expects
to be in compliance with all relevant Basel II rules within the established timelines. In addition, the Firm has adopted,
and will continue to adopt, based on various established timelines, Basel II rules in certain non-U.S. jurisdictions, as
required.

“Basel 2.5

In June 2012 the U.S. federal banking agencies published final rules that will go into effect on January 1, 2013, that
would result in additional capital requirements for trading positions and securitizations. It is currently estimated that
implementation of these rules could result in approximately a 100 basis point decrease in the Firm’s current Basel I
Tier 1 common ratio, but the actual impact on the Firm’s capital ratios upon implementation could differ depending on
final implementation guidance from the regulators, as well as

regulatory approval of certain of the Firm’s internal risk models.

Basel III

In June 2012 the U.S. federal banking agencies published for comment a Notice of Proposed Rulemaking (the “NPR”)
for implementing the Capital Accord, commonly referred to as “Basel III”, in the United States. Basel III revised Basel
II by, among other things, narrowing the definition of capital, and increasing capital requirements for specific
exposures. Basel III also includes higher capital ratio requirements and provides that the Tier 1 common capital
requirement will be increased to 7%, comprised of a minimum ratio of 4.5% plus a 2.5% capital conservation buffer.
In addition, U.S. federal banking agencies have published proposed risk-based capital floors pursuant to the
requirements of the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) to establish
a permanent Basel I floor under Basel II and Basel III capital calculations.

The U.S. federal banking agencies also included as part of the NPR revised prompt corrective action treatment of the
existing U.S. leverage ratio and introduced as part of the NPR a new supplemental leverage ratio which includes
off-balance sheet assets, such as lending-related commitments and derivative exposures.

In addition, the Basel Committee announced in June 2011 an agreement to require global systemically important
banks (“GSIBs”) to maintain Tier 1 common requirements above the 7% minimum in amounts ranging from an
additional 1% to an additional 2.5%. The Basel Committee also stated it intended to require certain GSIBs to maintain
a further Tier 1 common requirement of an additional 1% under certain circumstances, to act as a disincentive for the
GSIB from taking actions that would further increase its systemic importance. The GSIB assessment methodology
reflects an approach based on five broad categories: size, interconnectedness, lack of substitutability,
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cross-jurisdictional activity, and complexity.

The following table presents a comparison of the Firm’s Tier 1 common under Basel I rules to its estimated Tier 1
common under Basel III rules, along with the Firm’s estimated risk-weighted assets and the Tier 1 common ratio under
Basel I1I rules, all of which are non-GAAP financial measures. Tier 1 common under Basel III includes additional
adjustments and deductions not included in Basel I Tier 1 common, such as the inclusion of AOCI related to AFS
securities and defined benefit pension and other postretirement employee benefit (“OPEB”) plans.

Including the impact of the final Basel 2.5 rules and the Basel III NPR, the Firm estimates that its Tier 1 common ratio
under Basel III rules would be 7.9% as of June 30, 2012. Excluding these impacts, the Firm estimates that its Tier 1
common ratio under Basel III rules would have been 8.3% as of June 30, 2012. Management considers the Basel 111
Tier 1 common estimate a key measure to assess
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the Firm’s capital position in conjunction with its capital ratios under Basel I requirements; this measure enables
management, investors and analysts to compare the Firm’s capital under the Basel III capital standards with similar
estimates provided by other financial services companies.

June 30, 2012

(in millions, except ratios)

Tier 1 common under Basel I rules $130,095

Adjustments related to AOCI for AFS securities and defined benefit pension and OPEB 2971

plans ’

All other adjustments (170 )
Estimated Tier 1 common under Basel III rules $132,196

Estimated risk-weighted assets under Basel III rules® $1,664,351

Estimated Tier 1 common ratio under Basel III rules® 7.9 %

Key differences in the calculation of risk-weighted assets between Basel I and Basel III include: (1) Basel III credit
risk RWA is based on risk-sensitive approaches which largely rely on the use of internal credit models and
parameters, whereas Basel | RWA is based on fixed supervisory risk weightings which vary only by counterparty
type and asset class; (2) Basel III market risk RWA reflects the new capital requirements related to trading assets
and securitizations, which include incremental capital requirements for stress VaR, correlation trading, and
re-securitization positions; and (3) Basel III includes RWA for operational risk, whereas Basel I does not.
The Tier 1 common ratio is Tier 1 common divided by RWA. Final Basel 2.5 rules include the addition of
a comprehensive risk measure (“CRM”) surcharge and revision of standardized risk weights, which
represents an estimated $40 billion increase in risk-weighted assets. The CRM surcharge may be
eliminated with the appropriate regulatory model approval no sooner than March 31, 2014.
The Firm’s estimate of its Tier 1 common ratio under Basel III reflects its current understanding of the Basel III rules
based on information currently published by the Basel Committee and U.S. federal banking agencies and on the
application of such rules to its businesses as currently conducted; it excludes the impact of any changes the Firm may
make in the future to its businesses as a result of implementing the Basel III rules.
In December 2010, the Basel Committee introduced the minimum standards for short-term liquidity coverage (the
liquidity coverage ratio (“LCR”)) and term funding (the net stable funding ratio (“NSFR”)). The Firm intends to maintain
its strong liquidity position in the future as the LCR and NSFR standards of the Basel III rules are implemented, in
2015 and 2018, respectively. In order to do so the Firm believes it may need to modify the liquidity profile of certain
of its assets and liabilities. Implementation of the Basel III rules may also cause the Firm to increase prices on, or alter
the types of, products it offers to its customers and clients.
The Basel III revisions governing liquidity and capital requirements are subject to prolonged observation and
transition periods. The observation periods for both the LCR and NSFR began in 2011, with implementation in 2015
and 2018, respectively. The transition period for banks to meet the revised Tier 1 common requirement will begin in
2013, with implementation on January 1, 2019. The Firm fully expects to be in compliance with the higher Basel III
capital

(a)

(b)

standards, as well as any additional Dodd-Frank Act capital requirements, as they become effective. The additional
capital requirements for GSIBs will be phased-in starting January 1, 2016, with full implementation on January 1,
2019.

The Firm will continue to monitor the ongoing rule-making process to assess both the timing and the impact of Basel
IIT on its businesses and financial condition.

Broker-dealer regulatory capital

JPMorgan Chase’s principal U.S. broker-dealer subsidiaries are J.P. Morgan Securities LLC (“JPMorgan Securities”) and
J.P. Morgan Clearing Corp. (“JPMorgan Clearing”). JPMorgan Clearing is a subsidiary of JPMorgan Securities and
provides clearing and settlement services. JPMorgan Securities and JPMorgan Clearing are each subject to Rule
15¢3-1 under the Securities Exchange Act of 1934 (the “Net Capital Rule”’). JPMorgan Securities and JPMorgan
Clearing are also each registered as futures commission merchants and subject to Rule 1.17 of the Commodity Futures
Trading Commission (“CFTC”).
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JPMorgan Securities and JPMorgan Clearing have elected to compute their minimum net capital requirements in
accordance with the “Alternative Net Capital Requirements” of the Net Capital Rule. At June 30, 2012, JPMorgan
Securities” net capital, as defined by the Net Capital Rule, was $11.8 billion, exceeding the minimum requirement by
$10.3 billion, and JPMorgan Clearing’s net capital was $7.3 billion, exceeding the minimum requirement by $5.3
billion.

In addition to its minimum net capital requirement, JPMorgan Securities is required to hold tentative net capital in
excess of $1.0 billion and to notify the U.S. Securities and Exchange Commission in the event that tentative net
capital is less than $5.0 billion, in accordance with the market and credit risk standards of Appendix E of the Net
Capital Rule. As of June 30, 2012, JPMorgan Securities had tentative net capital in excess of the minimum and
notification requirements.

Economic risk capital

JPMorgan Chase assesses its capital adequacy relative to the risks underlying its business activities using internal
risk-assessment methodologies. The Firm measures economic capital primarily based on four risk factors: credit,
market, operational and private equity risk. The growth in economic risk capital during the six months ended June 30,
2012, was predominantly driven by higher operational risk capital due to increased mortgage-related litigation and
certain model enhancements.
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Quarterly Averages

(in billions) 2Q12 4Q11 2Q11
Credit risk $49.1 $48.2 $47.6
Market risk 15.4 13.7 15.4
Operational risk 14.0 8.5 8.5
Private equity risk 6.0 6.4 7.3
Economic risk capital 84.5 76.8 78.8
Goodwill 48.2 48.2 48.8
Other® 48.3 50.0 46.5
Total common stockholders’ equity $181.0 $175.0 $174.1

(a)Reflects additional capital required, in the Firm’s view, to meet its regulatory and debt rating objectives.

Line of business equity

Equity for a line of business represents the amount the Firm believes the business would require if it were operating
independently, considering capital levels for similarly rated peers, regulatory capital requirements (under Basel III)
and economic risk measures. Capital is also allocated to each line of business for, among other things, goodwill and
other intangibles associated with acquisitions effected by the line of business. ROE is measured and internal targets

for expected returns are established as key measures of a business segment’s performance.

Line of business equity

(in billions) June 30, December 31,
2012 2011

Investment Bank $40.0 $40.0

Retail Financial Services 26.5 25.0

Card Services & Auto 16.5 16.0

Commercial Banking 9.5 8.0

Treasury & Securities Services 7.5 7.0

Asset Management 7.0 6.5

Corporate/Private Equity 76.8 73.3

Total common stockholders’ equity $183.8 $175.8

Line of business equity

Quarterly Averages

(in billions) 2Q12 4Q11 2Q11
Investment Bank $40.0 $40.0 $40.0
Retail Financial Services 26.5 25.0 25.0
Card Services & Auto 16.5 16.0 16.0
Commercial Banking 9.5 8.0 8.0
Treasury & Securities Services 7.5 7.0 7.0
Asset Management 7.0 6.5 6.5
Corporate/Private Equity 74.0 72.5 71.6
Total common stockholders’ equity $181.0 $175.0 $174.1

Effective January 1, 2012, the Firm further revised the capital allocated to certain businesses, reflecting additional
refinement of each segment’s estimated Basel III Tier 1 common capital requirements and balance sheet trends. The
Firm continues to assess the level of capital required for each line of business, as well as the assumptions and

methodologies used to allocate capital to the business segments, and further refinements may be implemented in

future periods.
Capital actions
Dividends

On March 13, 2012, the Board of Directors increased the Firm’s quarterly common stock dividend from $0.25 to $0.30
per share, effective with the dividend paid on April 30, 2012, to shareholders of record on April 5, 2012. The Firm’s
common stock dividend policy reflects JPMorgan Chase’s earnings outlook, desired dividend payout ratio, capital
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objectives, and alternative investment opportunities. The Firm’s current expectation is to return to a payout ratio of
approximately 30% of normalized earnings over time.

For information regarding dividend restrictions, see Note 22 and Note 27 on page 276 and 281, respectively, of
JPMorgan Chase’s 2011 Annual Report.

Common equity repurchases

On March 13, 2012, the Board of Directors authorized a new $15.0 billion common equity (i.e., common stock and
warrants) repurchase program, of which up to $12.0 billion is approved for repurchase in 2012 and up to an additional
$3.0 billion is approved through the end of the first quarter of 2013. The new program supersedes a $15.0 billion
repurchase program approved on March 18, 2011. During the three and six months ended June 30, 2012, the Firm
repurchased (on a trade-date basis) an aggregate of 45 million and 49 million shares of common stock and warrants
for $1.4 billion and $1.6 billion, respectively. As of June 30, 2012, $13.4 billion of authorized repurchase capacity
remained under the new program. The Firm did not make any repurchases after May 17, 2012. For additional
information regarding repurchases of the Firm’s equity securities, see Business outlook, on pages 9-10 of this Form
10-Q.

The Firm may, from time to time, enter into written trading plans under Rule 10b5-1 of the Securities Exchange Act
of 1934 to facilitate repurchases in accordance with the repurchase program. A Rule 10b5-1 repurchase plan allows
the Firm to repurchase its equity during periods when it would not otherwise be repurchasing common equity — for
example, during internal trading “black-out periods.” All purchases under a Rule 10b5-1 plan must be made according to
a predefined plan established when the Firm is not aware of material nonpublic information. For additional
information regarding repurchases of the Firm’s equity securities, see Part I, Item 2, Unregistered Sales of Equity
Securities and Use of Proceeds, on pages 222-223 of this Form 10-Q.
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RISK MANAGEMENT

Risk is an inherent part of JPMorgan Chase’s business activities. The Firm’s risk management framework and
governance structure are intended to provide comprehensive controls and ongoing management of the major risks
inherent in its business activities. The Firm employs a holistic approach to risk management to ensure the broad
spectrum of risk types are considered in managing its business activities. The Firm’s risk management framework is
intended to create a culture of risk awareness and personal responsibility throughout the Firm where collaboration,
discussion, escalation and sharing of information are encouraged.

The Firm’s overall risk appetite is established in the context of the Firm’s capital, earnings power, and diversified
business model. The Firm employs a formalized risk appetite framework to clearly link risk appetite and return
targets, controls and capital management. The Firm’s CEO and Chief Risk Officer (“CRO”) are responsible for setting
the overall firmwide risk appetite. The lines of business CEOs and CROs and Corporate/Private Equity senior
management are responsible for setting the risk appetite for their respective lines of business, within the Firm’s limits.
The Risk Policy Committee of the Firm’s Board of Directors approves the risk appetite policy on behalf of the entire
Board of Directors.

Risk governance

The Firm’s risk governance structure is based on the principle that each line of business is responsible for managing
the risk inherent in its business, albeit with appropriate corporate oversight. Each line of business risk committee is
responsible for decisions regarding the business’ risk strategy, policies and controls. There are nine major risk types
identified in the business activities of the Firm: liquidity risk, credit risk, market risk, interest rate risk, country risk,
private equity risk, operational risk, legal and fiduciary risk, and reputation risk.

Overlaying line of business risk management are the following corporate functions with risk management-related
responsibilities: Risk Management, Treasury and CIO and Legal and Compliance.

Risk Management operates independently of the lines of businesses to provide oversight of firmwide risk management
and controls, and is viewed as a partner in achieving appropriate business risk and reward objectives. Risk
Management coordinates and communicates with each line of business through the line of business risk committees
and CROs to manage risk. The Risk Management function is headed by the Firm’s Chief Risk Officer, who is a
member of the Firm’s Operating Committee and who reports to the Chief Executive Officer and is accountable to the
Board of Directors, primarily through the Board’s Risk Policy Committee. The Chief Risk Officer is also a member of
the line of business risk committees. Within the Firm’s Risk Management function are units responsible for credit risk,
market risk, country risk, private equity risk and the governance of operational risk, as well as risk reporting and risk
policy. Risk management is supported by dedicated risk technology and operations functions that are responsible for
building the information technology infrastructure used to monitor and manage risk.

Treasury and CIO are responsible for measuring, monitoring, reporting and managing the Firm’s liquidity, funding,
capital, interest rate and foreign exchange risks, and other structural risks.

Legal and Compliance has oversight for legal risk.

In addition to the risk committees of the lines of business and the above-referenced risk management functions, the
Firm also has a Finance Committee, an Asset-Liability Committee (“ALCO”) and an Investment Committee and four
other risk-related committees — the Firmwide Risk Committee, the Risk Governance Committee, the Global
Counterparty Committee and the Markets Meeting. All of these committees are accountable to the Operating
Committee. The membership of these committees is composed of senior management of the Firm, including
representatives of the lines of business, CIO, Treasury, Risk Management, Finance, Legal, Compliance and other
senior executives. The committees meet regularly to discuss a broad range of topics including, for example, current
market conditions and other external events, risk exposures, and risk concentrations to ensure that the effects of risk
issues are considered broadly across the Firm’s businesses.
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The Finance Committee, chaired by the Chief Financial Officer, oversees the Firmwide funding, liquidity, capital and
balance sheet management strategy, including targeted levels, composition and line of business allocations.

The Asset-Liability Committee, chaired by the Corporate Treasurer, monitors the Firm’s overall interest rate risk and
liquidity risk. ALCO is responsible for reviewing and approving the Firm’s liquidity policy and contingency funding
plan. ALCO also reviews the Firm’s funds transfer pricing policy (through which lines of business “transfer” interest rate
and foreign exchange risk to Treasury), nontrading interest rate-sensitive revenue-at-risk, overall interest rate position,
funding requirements and strategy, and the Firm’s securitization programs (and any required liquidity support by the
Firm of such programs).

The Investment Committee, chaired by the Firm’s Chief Financial Officer, oversees global merger and acquisition
activities undertaken by JPMorgan Chase for its own account that fall outside the scope of the Firm’s private equity
and other principal finance activities.

The Firmwide Risk Committee and the Risk Governance Committee, chaired by the Firm’s Chief Risk Officer, meet
monthly to review cross-line of business issues such as risk appetite, certain business activity and aggregate risk
measures, risk policy, risk methodology, risk concentrations, regulatory capital and other regulatory issues, and other
topics referred by line of business risk committees. The Risk Governance Committee is also responsible for ensuring
that line of business and firmwide risk reporting and compliance with risk appetite levels are monitored periodically,
in conjunction with the Firm’s capital assessment process. Line of business risk committees each meet at least on a
monthly

basis. Each line of business risk committee is chaired by the line of business CRO and is also attended by individuals
from outside the line of business. It is the responsibility of attendees of the line of business risk committees who are
members of the Firmwide Risk Committee (including individuals from outside the line of business) to escalate line of
business risk topics to the Firmwide Risk Committee.

The Markets Meeting generally convenes weekly, or more frequently as required, to discuss markets and significant
risk matters.

The Global Counterparty Committee, chaired by the Firm’s Wholesale Chief Credit Risk Officer, reviews exposures to
counterparties when such exposure levels are above portfolio-established thresholds. The Committee meets regularly
to review total exposures with these counterparties, with particular focus on counterparty trading exposures, to ensure
that such exposures are deemed appropriate and to direct changes in exposure levels as needed.

The Board of Directors exercises its oversight of risk management principally through the Board's Risk Policy
Committee and Audit Committee. The Board's Risk Policy Committee oversees senior management risk-related
responsibilities, including reviewing management policies and performance against these policies and related
benchmarks. The Board's Risk Policy Committee also reviews firm level market risk limits at least annually. The
CROs for each line of business meet with the Risk Policy Committee on a regular basis. In addition, in conjunction
with the Firm's capital assessment process, the CEO or Chief Risk Officer is responsible for notifying the Risk Policy
Committee of any results which are projected to exceed line
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of business or Firmwide risk appetite tolerances. The CEO or CRO will notify the Chairman of the Board's Risk
Policy Committee if certain firmwide limits are modified or exceeded. The Audit Committee is responsible for
oversight of guidelines and policies that govern the process by which risk assessment and management is undertaken.
In addition, the Audit Committee reviews with management the system of internal controls that is relied upon to
provide reasonable assurance of compliance with the Firm’s operational risk management processes.

Risk monitoring and control

The Firm’s ability to properly identify, measure, monitor and report risk is critical to both its soundness and
profitability.

Risk identification: The Firm’s exposure to risk through its daily business dealings, including lending and capital
markets activities, is identified and aggregated through the Firm’s risk management infrastructure. There are nine
major risk types identified in the business activities of the Firm: liquidity risk, credit risk, market risk, interest rate
risk, country risk, private equity risk, operational risk, legal and fiduciary risk, and reputation risk.

Risk measurement: The Firm measures risk using a variety of methodologies, including calculating probable loss,
unexpected loss and value-at-risk, and by conducting stress tests and making comparisons to external benchmarks.
Measurement models and related assumptions are routinely subject to internal model review, empirical validation and
benchmarking with the goal of ensuring that the Firm’s risk estimates are reasonable and reflective of the risk of the
underlying positions.

Risk monitoring/control: The Firm’s risk management policies and procedures incorporate risk mitigation strategies
and include approval limits by customer, product, industry, country and business. These limits are monitored on a
daily, weekly and monthly basis, as appropriate.

Risk reporting: The Firm reports risk exposures on both a line of business and a consolidated basis. This information
is reported to management on a daily, weekly and monthly basis, as appropriate.

Internal review of CIO’s synthetic credit portfolio

As part of its internal review of CIO’s activities, management concluded that CIO’s risk management had been
ineffective in dealing with the growth in size and change in characteristics of the synthetic credit portfolio during the
first quarter of 2012. The Firm has taken several steps to address risk management issues, including introducing more
granular risk limits for CIO; clarifying the roles among the Model Risk and Development Group within Risk
Management, the line of business risk management function and front office personnel in connection with the
development, approval, implementation and monitoring of risk models; enhanced risk management talent and
resourcing of key support functions in CIO; and enhancing the Firm’s risk governance, including establishing the joint
Treasury-CIO-Corporate Risk Committee co-chaired by CIO’s CRO and the Firm’s Chief Investment Officer. The
committee meets weekly to monitor risk and has enhanced membership from Treasury and Corporate, including Firm
senior management. See Recent developments on pages 10-11 of this Form 10-Q for further information on the internal
review of the CIO synthetic credit portfolio, as well all other steps taken to remediate the issues that had been
identified.

LIQUIDITY RISK MANAGEMENT

Liquidity risk management is intended to ensure that the Firm has the appropriate amount, composition and tenor of
funding and liquidity in support of its assets. The primary objective of effective liquidity management is to ensure that
the Firm’s core businesses are able to operate in support of client needs and meet contractual and contingent
obligations through normal economic cycles as well as during market stress.

The Firm manages liquidity and funding using a centralized, global approach in order to actively manage liquidity for
the Firm as a whole, to monitor exposures and identify constraints on the transfer of liquidity within the Firm, and to
maintain the appropriate amount of surplus liquidity as part of the Firm’s overall balance sheet management strategy.
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In the context of the Firm’s liquidity management, Treasury is responsible for:

Measuring, managing, monitoring and reporting the Firm’s current and projected liquidity sources and uses;
Understanding the liquidity characteristics of the Firm’s assets and liabilities;

Defining and monitoring Firmwide and legal entity liquidity strategies, policies, guidelines, and contingency funding
plans;

Managing funding mix and deployment of excess short-term cash;

Defining and implementing Funds Transfer Pricing (“FTP”) across all lines of business and regions; and

Defining and addressing the impact of regulatory changes on funding and liquidity.
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The Firm has a liquidity risk governance framework to review, approve and monitor the implementation of liquidity
risk policies, and funding and capital strategies, at the Firmwide, regional and line of business levels.

Specific risk committees responsible for liquidity risk governance include ALCO and the Finance Committee, as well
as lines of business and regional asset and liability management committees. For further discussion of the risk
committees, see Risk Management on page 64-66 of this Form 10-Q.

Management considers the Firm’s liquidity position to be strong, based on its liquidity metrics as of June 30, 2012, and
believes that the Firm’s unsecured and secured funding capacity is sufficient to meet its on- and off-balance sheet
obligations.

Funding

The Firm funds its global balance sheet through diverse sources of funding, including a stable deposit franchise as
well as secured and unsecured funding in the capital markets. Funding objectives include maintaining diversification,
maximizing market access and optimizing funding cost. Access to funding markets is executed regionally through
hubs in New York, London, Hong Kong and other locations which enables the Firm to observe and respond
effectively to local market dynamics and client needs. The Firm manages and monitors its use of wholesale funding
markets to ensure diversification of its funding profile across geographic regions, tenors, currencies, product types and
counterparties, using key metrics including: short-term unsecured funding as a percentage of total liabilities, and as a
percentage of highly liquid assets; and counterparty concentration.

Sources of funds

A key strength of the Firm is its diversified deposit franchise, through the RFS, CB, TSS and AM lines of business,
which provides a stable source of funding and limits reliance on the wholesale funding markets. As of June 30, 2012,
the Firm’s deposits-to-loans ratio was 153%, compared with 156% at December 31, 2011.

As of June 30, 2012, total deposits for the Firm were $1,115.9 billion (53% of total liabilities), compared with
$1,127.8 billion (54% of total liabilities) at December 31, 2011. At June 30, 2012, deposits were modestly lower
compared with the balance at December 31, 2011, predominantly due to a decrease in client balances in the wholesale
businesses, particularly in CB and TSS; this was partially offset by growth in retail deposits.

The Firm typically experiences higher customer deposit inflows at period-ends. Therefore, average deposit balances
are more representative of deposit trends. The table below summarizes by line of business average deposits for the
three and six months ended June 30, 2012 and 2011, respectively.

Average deposits

Three months ended Six months ended

June 30, June 30,
(in millions) 2012 2011 2012 2011
Retail Financial Services $409,256 $378,932 $404,408 $375,379
Commercial Banking 179,078 146,037 181,883 142,730
Treasury & Securities 35, 555 278,879 324,935 263,066
Services
Asset Management 128,087 97,509 127,811 96,386
Other® 54,270 78,546 56,827 77,718
Total Firm $1,093,246 $979,903 $1,095,864 $955,279

(a) Includes remaining lines of businesses (i.e., Investment Bank, Card and Corporate/Private Equity).

A significant portion of the Firm’s deposits are retail deposits (37% and 35% at June 30, 2012, and December 31,
2011, respectively), which are considered particularly stable as they are less sensitive to interest rate changes or
market volatility. Additionally, the majority of the Firm’s institutional deposits are also considered to be stable sources
of funding since they are generated from customers who maintain operating service relationships with the Firm. For
further discussions of deposit and liability balance trends, see the discussion of the results for the Firm’s business
segments and the Balance Sheet Analysis on pages 18-19 and 54-55, respectively, of this Form 10-Q.

Short-term funding
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Short-term unsecured funding sources include federal funds and Eurodollars purchased, which represent overnight
funds; certificates of deposit; time deposits; commercial paper, and other borrowed funds that generally have
maturities of one year or less.

The Firm’s reliance on short-term unsecured funding sources is limited. A significant portion of the total commercial
paper liabilities, approximately 70% as of June 30, 2012, as shown in the table below, were originated from deposits
that customers choose to sweep into commercial paper liabilities as a cash management product offered by the Firm
and are not sourced from wholesale funding markets.

The Firm’s sources of short-term secured funding primarily consist of securities loaned or sold under agreements to
repurchase. Securities loaned or sold under agreements to repurchase generally mature between one day and three
months, are secured predominantly by high-quality securities collateral, including government-issued debt, agency
debt and agency MBS, and constitute a significant portion of the federal funds purchased and securities loaned or sold
under purchase agreements. The increase in the balance at June 30, 2012, compared with the balance at December 31,
2011, and the average balance for the three and six months ended June 30, 2012, was predominantly due to higher IB
client financing activity, and
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to a change in the mix of the Firm’s liabilities. The balances associated with securities loaned or sold under agreements
to repurchase fluctuate over time due to customers’ investment and financing activities; the Firm’s demand for
financing; the ongoing management of the mix of the Firm’s liabilities, including its secured and unsecured financing
(for both the investment and market-making portfolios); and other market and portfolio factors.

At June 30, 2012, the balance of total unsecured and secured other borrowed funds remained flat, compared with

the balance at December 31, 2011. The average balance for the three and six months ended June 30, 2012, decreased
compared with the same period in the prior year, predominantly driven by maturities of short-term unsecured bank
notes and other unsecured borrowings, short-term Federal Home Loan Bank (“FHLB”) advances, and other secured
short-term borrowings.

For additional information, see the Balance Sheet Analysis on pages 54-55 and Note 12 on page 153 of this Form

10-Q.

The following table summarizes by source short-term unsecured funding as of June 30, 2012, and December 31, 2011,
and average balances for the three and six months ended June 30, 2012 and 2011, respectively.
Three months ended Six months ended

June 30, December June 30, June 30,
Short-term funding 2012 31,2011 Average Average
(in millions) 2012 2011 2012 2011
Commercial paper:
Wholesale funding $15228 $4,245 $13,569 $7,373 $10,692 $7,874
Client cash management 35,335 47,386 35,222 34,309 37,883 31,399
Total commercial paper $50,563 $51,631 $48,791 $41,682 $48,575 $39,273
Securities loaned or sold under agreements to
repurchase:
Securities sold under agreements to repurchase $241,931 $197,789 $228,043 $251,634 $222,696 $253,747
Securities loaned 18,733 14,214 19,872 25,777 17,355 20,547

Total securities loaned or sold under agreements to $260.664 $212.003 $247.915 $277.411 $240.051 $274.294

repurchase®(®)

Other borrowed funds $21,689 $21,908 $26,310 $36,859 $25,839 §35,241

(a)Excludes federal funds purchased

(b)Includes long-term structured repurchase agreements of $10.1 billion and $9.3 billion as of June 30, 2012 and
December 31, 2011, respectively.

Long-term funding and issuance

Long-term funding provides additional sources of stable funding and liquidity for the Firm. The majority of the Firm’s
long-term unsecured funding is issued by the parent holding company to provide maximum flexibility in support of
both bank and nonbank subsidiary funding.

The following table summarizes long-term unsecured issuance and maturities or redemption for the three and six
months ended June 30, 2012 and 2011, respectively. For additional information, see Note 21 on pages 273-275 of
JPMorgan Chase’s 2011 Annual Report.

Three months ended June

Long-term unsecured funding Six months ended June 30,

30,
(in millions) 2012 2011 2012 2011
Issuance
Senior notes issued in the U.S. market $— $12,875 $6,236 $19,880
Senior notes issued in non-U.S. markets — 1,400 2,050 4,130
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Total senior notes —
Trust preferred capital debt securities —

Subordinated debt —
Structured notes 2,579
Total long-term unsecured funding — issuance $2,579

Maturities/redemptions

Total senior notes $17,712
Trust preferred capital debt securities 452
Subordinated debt —
Structured notes 4,480

Total long-term unsecured funding — maturities/redemptions$ 22,644
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14,275

4,475
$18,750

$6,955

4,502
$11,457

8,286

8,792
$17,078

$21,837
452
1,000
11,239
$34,528

24,010

7,775
$31,785

$17,268
2,100
10,103
$29,471
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Following the Federal Reserve’s announcement on June 7, 2012, of proposed rules which will implement the phase-out
of Tier 1 capital treatment for trust preferred capital debt securities, the Firm announced on June 11, 2012, that it
would redeem approximately $9.0 billion of trust preferred capital debt securities pursuant to redemption provisions
relating to the occurrence of a “Capital Treatment Event” (as defined in the documents governing

those securities). The redemption was completed on July 12, 2012.

The Firm raises secured long-term funding through securitization of consumer credit card loans, residential
mortgages, auto loans and student loans as well as through advances from the FHLBs, all of which increase funding
and investor diversity.

The following table summarizes the securitization issuance and FHLB advances and their respective maturities or
redemption for the three and six months ended June 30, 2012 and 2011.

Three months ended June 30, Six months ended June 30,
Long-term secured funding  Issuance Maturities/Redemptionlssuance Maturities/Redemption
(in millions) 2012 2011 2012 2011 2012 2011 2012 2011
Credit card securitization $3,850 $1,000 $8,549 $3,039 $3,850 $1,000 $8,603 $9,602
Other securitizations® — — 127 116 — — 231 236
FHLB advances 6,100 — 1 5 6,100 4,000 4,512 2,546

Total long-term secured
funding

(a) Other securitizations includes securitizations of residential mortgages, auto loans and student loans.

The Firm’s wholesale businesses also securitize loans for client-driven transactions; those client-driven loan
securitizations are not considered to be a source of funding for the Firm and are not included in the table above. For
further description of the client-driven loan securitizations, see Note 15 on pages 177-184 of this Form 10-Q.

$9,950 $1,000 $8,677 $3,160 $9,950 $5,000 $13,346 $12,384

Parent holding company and subsidiary funding

The parent holding company acts as an important source of funding to its subsidiaries. The Firm’s liquidity
management is therefore intended to ensure that liquidity at the parent holding company is maintained at levels
sufficient to fund the operations of the parent holding company and its subsidiaries and affiliates for an extended
period of time in a stress environment where access to normal funding sources is disrupted.

To effectively monitor the adequacy of liquidity and funding at the parent holding company, the Firm uses three
primary measures:

Number of months of pre-funding: The Firm targets pre-funding of the parent holding company to ensure that both
contractual and non-contractual obligations can be met for at least 12 months assuming no access to wholesale
funding markets. However, due to conservative liquidity management actions taken by the Firm, the current
pre-funding of such obligations is significantly greater than target.

Excess cash: Excess cash is managed to ensure that daily cash requirements can be met in both normal and stressed
environments. Excess cash generated by parent holding company issuance activity is placed on deposit with or as
advances to both bank and nonbank subsidiaries or held as liquid collateral purchased through reverse repurchase
agreements.

Stress testing: The Firm conducts regular stress testing for the parent holding company and major bank subsidiaries as
well as the Firm’s principal U.S. and U.K. broker-dealer subsidiaries to ensure sufficient liquidity

for the Firm in a stress environment. The Firm’s liquidity management takes into consideration its subsidiaries’ ability
to generate replacement funding in the event the parent holding company requires repayment of the aforementioned
deposits and advances. For further information, see the “Stress testing” discussion below.

Global Liquidity Reserve

The Global Liquidity Reserve includes cash on deposit at central banks, and cash proceeds reasonably expected to be
received in secured financings of highly liquid, unencumbered securities, such as sovereign debt,
government-guaranteed corporate debt, U.S. government agency debt, and agency MBS. The liquidity amount
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estimated to be realized from secured financings is based on management’s current judgment and assessment of the
Firm’s ability to quickly raise funds from secured financings. The Global Liquidity Reserve also includes the Firm’s
borrowing capacity at various FHLBs, the Federal Reserve Bank discount window and various other central banks as
a result of collateral pledged by the Firm to such banks. Although considered as a source of available liquidity, the
Firm does not view borrowing capacity at the Federal Reserve Bank discount window and various other central banks
as a primary source of funding.

As of June 30, 2012, the Global Liquidity Reserve was estimated to be approximately $414 billion, compared with
approximately $379 billion at December 31, 2011. The Global Liquidity Reserve fluctuates due to changes in
deposits, the Firm’s purchase and investment activities and general market conditions.
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In addition to the Global Liquidity Reserve, the Firm has significant amounts of other high-quality, marketable
securities such as corporate debt and equity securities available to raise liquidity, if required.

Stress testing

Liquidity stress tests are intended to ensure sufficient liquidity for the Firm under a variety of adverse conditions.
Results of stress tests are therefore considered in the formulation of the Firm’s funding plan and assessment of its
liquidity position. Liquidity outflow assumptions are modeled across a range of time horizons and varying degrees of
market and idiosyncratic stress. Standard stress tests are performed on a regular basis and ad hoc stress tests are
performed as required. Stress scenarios are produced for the parent holding company and the Firm’s major bank
subsidiaries as well as the Firm’s principal U.S. and U.K. broker-dealer subsidiaries. In addition, separate regional
liquidity stress testing is performed.

Liquidity stress tests assume all of the Firm’s contractual obligations are met and also take into consideration varying
levels of access to unsecured and secured funding markets. Additionally, assumptions with respect to potential
non-contractual and contingent outflows include, but are not limited to, the following:

Deposits
For bank deposits that have no contractual maturity, the range of potential outflows reflect the type and size

of deposit account, and the nature and extent of the Firm’s relationship with the depositor.
Secured funding

Range of haircuts on collateral based on security type and counterparty.

Derivatives

Margin calls by exchanges or clearing houses;

Collateral calls associated with ratings downgrade triggers and variation margin;
Outflows of excess client collateral;

Novation of derivative trades.

Unfunded commitments

Potential facility drawdowns reflecting type of commitment and counterparty.

Contingency funding plan

The Firm’s contingency funding plan (“CFP”), which is reviewed and approved by ALCO, provides a documented
framework for managing both temporary and longer-term unexpected adverse liquidity situations. It sets out a list of
indicators and metrics that are reviewed on a daily basis to identify the emergence of increased risks or vulnerabilities
in the Firm’s liquidity position. The CFP identifies alternative contingent liquidity resources that can be accessed under
adverse liquidity circumstances.

Credit ratings

The cost and availability of financing are influenced by credit ratings. Reductions in these ratings could have an
adverse effect on the Firm’s access to liquidity sources, increase the cost of funds, trigger additional collateral or
funding requirements and decrease the number of investors and counterparties willing to lend to the Firm.
Additionally, the Firm’s funding requirements for VIEs and other third-party commitments may be adversely affected
by a decline in credit ratings. For additional information on the impact of a credit ratings downgrade on the funding
requirements for VIEs, and on derivatives and collateral agreements, see Special-purpose entities on page 56, and
Note 5 on pages

136-144, of this Form 10-Q. See “Risk Factors” on pages 219-222 of this Form 10-Q and pages 7—17 of JPMorgan Chase’s
2011 Annual report for additional discussion on the potential impact of credit ratings downgrades on the Firm’s
liquidity and funding.
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Critical factors in maintaining high credit ratings include a stable and diverse earnings stream, strong capital ratios,
strong credit quality and risk management controls, diverse funding sources, and disciplined liquidity monitoring
procedures.

The credit ratings of the parent holding company and certain of the Firm’s significant operating subsidiaries as of June
30, 2012, were as follows.

Short-term debt Senior long-term debt

Moody’s S&P Fitch Moody’s S&P Fitch
JPMorgan Chase & Co. P-1 A-1 F1 A2 A A+
JPMorgan Chase Bank, N.A. P-1 A-1 F1 Aa3 A+ A+
Chase Bank USA, N.A. P-1 A-1 F1 Aa3 A+ A+
J.P. Morgan Securities LLC NR A-1 F1 NR A+ A+

70

124



Edgar Filing: JPMORGAN CHASE & CO - Form 10-Q

On June 21, 2012, Moody’s downgraded the senior long-term debt ratings of the parent holding company from Aa3 to
A2, and the long-term deposit and senior long-term debt ratings of the Firm’s significant banking subsidiaries from
Aal to Aa3. All short-term ratings were affirmed. The outlook for the parent holding company was left on negative
reflecting Moody’s view that government support for U.S. bank holding company creditors is becoming less certain
and less predictable. Such ratings actions concluded Moody’s review of 17 banks and securities firms with global
capital markets operations, including the Firm, as a result of which all of these institutions were downgraded by
various degrees.

Following the disclosure by the Firm, on May 10, 2012, of losses from the synthetic credit portfolio held by CIO, on
May 11, 2012, S&P revised its outlook on the parent holding company and its banking subsidiaries’ ratings from stable
to negative, and affirmed their issuer credit ratings of A and A+, respectively. Additionally, on May 11, 2012, Fitch
downgraded the Firm’s senior long-term debt ratings from AA- to A+, its long-term deposit rating from AA to AA-
and its short-term debt ratings from F1+ to F1. Fitch also placed all parent and subsidiary long-term ratings on Ratings
Watch Negative.

The above mentioned rating actions did not have a material adverse impact on the Firm’s cost of funds and its ability to
fund itself. Further downgrades of the Firm’s senior long-term debt ratings by one notch or two notches could result in
a downgrade of the Firm’s short-term debt ratings. If this were to occur, the Firm believes its cost of funds could
increase and access to certain funding markets could be reduced. The nature and magnitude of the impact of further
ratings downgrades depends on numerous contractual and behavioral factors, (which the Firm believes are
incorporated in the Firm’s liquidity risk and stress testing metrics). The Firm believes it maintains sufficient liquidity
to withstand any potential decrease in funding capacity due to further ratings downgrades.

JPMorgan Chase’s unsecured debt does not contain requirements that would call for an acceleration of payments,
maturities or changes in the structure of the existing debt, provide any limitations on future borrowings or require
additional collateral, based on unfavorable changes in the Firm’s credit ratings, financial ratios, earnings, or stock
price.

Rating agencies continue to evaluate various ratings factors, such as regulatory reforms, rating uplift assumptions
surrounding government support, and economic uncertainty and sovereign creditworthiness, and their potential impact
on ratings of financial institutions. Although the Firm closely monitors and endeavors to manage factors influencing
its credit ratings, there is no assurance that its credit ratings will not be changed in the future.

Cash flows

As of June 30, 2012 and 2011, cash and due from banks was $44.9 billion and $30.5 billion, respectively. These
balances decreased by $14.7 billion and increased by $2.9 billion from December 31, 2011 and 2010, respectively.
The following discussion highlights the major activities and transactions that affected JPMorgan Chase’s cash flows
for the six months ended June 30, 2012 and 2011.

Cash flows from operating activities

JPMorgan Chase’s operating assets and liabilities support the Firm’s capital markets and lending activities, including
the origination or purchase of loans initially designated as held-for-sale. Operating assets and liabilities can vary
significantly in the normal course of business due to the amount and timing of cash flows, which are affected by
client-driven and risk management activities, and market conditions. Management believes cash flows from
operations, available cash balances and the Firm’s ability to generate cash through short- and long-term borrowings are
sufficient to fund the Firm’s operating liquidity needs.

For the six months ended June 30, 2012, net cash provided by operating activities was $46.2 billion. This resulted
from a decrease in trading assets—debt and equity instruments driven by lower levels of equity and corporate debt
securities, and physical commodities, partially offset by an increase in U.S. government securities; and a decrease in
derivative receivables, primarily due to foreign exchange and credit products, partially offset by increased equity
derivative balances. Net cash generated from operating activities was higher than net income, partially as a result of
adjustments for noncash items such as depreciation and amortization, stock-based compensation and the provision for
credit losses. Additionally, cash proceeds received from sales and paydowns of loans was higher than the cash used to
acquire such loans originated and purchased with an initial intent to sell, and also reflected a lower level of activity
over the prior-year period. Partially offsetting these cash proceeds was an increase in accrued interest and accounts
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receivables predominantly due to higher receivables from securities transactions pending settlement, and an increase
in IB customer margin receivables due to changes in client activity.

For the six months ended June 30, 2011, net cash provided by operating activities was $58.7 billion. This resulted
from a decrease in trading assets—debt and equity instruments, driven by client market-making activity in IB, primarily
due to declines in U.S. government agency MBS and equity securities, partially offset by an increase in non-U.S.
government debt securities; a decrease in trading assets—derivative receivables largely due to a reduction in foreign
exchange derivatives, partially offset by an increase in equity derivatives from IB’s market-making activity; and an
increase in accounts payable and other liabilities largely due to higher IB customer balances. Partially offsetting these
cash proceeds were a decrease in trading liabilities—derivatives payable largely due to the aforementioned
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reduction of foreign exchange derivatives, partially offset by the increase in equity derivatives; and an increase in
accrued interest and accounts receivable largely reflecting higher receivables from securities transactions pending
settlement. Net cash generated from operating activities was higher than net income, partially as a result of
adjustments for noncash items such as the provision for credit losses, depreciation and amortization, and stock-based
compensation. Additionally, cash provided by proceeds from sales and paydowns of loans originated or purchased
with an initial intent to sell was slightly higher than cash used to acquire such loans, and also reflected a higher level
of activity over the prior year period.

Cash flows from investing activities

The Firm’s investing activities predominantly include loans originated to be held for investment, the AFS securities
portfolio and other short-term interest-earning assets. For the six months ended June 30, 2012, net cash of $66.0
billion was used in investing activities. This resulted from a significant increase in deposits with banks reflecting the
placement of the Firm’s excess funds with various central banks, including Federal Reserve Banks; an increase in
securities purchased under resale agreements due to the deployment of excess cash by Treasury in the
Corporate/Private Equity segment; and an increase in loans due to a higher level of wholesale loans driven by
increased client activity across all regions and most businesses. Partially offsetting these cash outflows were a
decrease in securities, largely due to paydowns and maturities, as well as repositioning of the CIO AFS portfolio; and
a decline in the level of consumer, excluding credit card, loans due to paydowns, portfolio run-off, and credit card
loans due to seasonality and higher repayment rates.

For the six months ended June 30, 2011, net cash of $145.8 billion was used in investing activities. This resulted from
a significant increase in deposits with banks reflecting a higher level of deposit balances at Federal Reserve Banks
predominantly the result of an overall growth in wholesale clients’ cash management activities in the first six months
of 2011, as well as an increase in inflows of short-term wholesale deposits from TSS clients toward the end of June
2011, and an increase in wholesale loans reflecting growth in client activity in all of the Firm’s wholesale businesses.
Partially offsetting these cash outflows were a decline in securities purchased under resale agreements, predominantly
in IB, reflecting lower client financing activity; a decrease in credit card loans in Card reflecting lower seasonal
balances, higher repayment rates, continued runoff of the Washington Mutual portfolio and the sale of the Kohl’s
portfolio; and a decrease in loans in RFS reflecting paydowns, portfolio runoff and repayments.

Cash flows from financing activities

The Firm’s financing activities primarily reflect cash flows related to taking customer deposits, and issuing long-term
debt as well as preferred and common stock. For the six months ended June 30, 2012, net cash provided by financing
activities was $4.9 billion. This was driven by

securities loaned or sold under repurchase agreements predominantly in IB, reflecting higher client financing activity
and a change in the mix of liabilities. Partially offsetting these cash proceeds were a decrease in deposits,
predominantly due to a decline in client balances in the wholesale businesses, particularly in TSS and CB, partially
offset by an overall growth in retail deposits; net redemptions and maturities of long-term borrowings; and payments
of cash dividends on common and preferred stock and repurchases of common stock and warrants.

For the six months ended June 30, 2011, net cash provided by financing activities was $89.3 billion. This was largely
driven by a significant increase in deposits predominantly as a result of an overall growth in wholesale clients’ cash
management activities during the first six months of 2011, an increase in inflows of short-term wholesale deposits
from TSS clients toward the end of June 2011, and growth in the number of clients and higher balances in CB, AM
and RFS (the RFS deposits were net of the attrition related to inactive and low-balance Washington Mutual accounts);
an increase in commercial paper and other borrowed funds due to growth in the volume of liability balances in sweep
accounts related to TSS’s cash management product; and a modest incremental increase in commercial paper issued in
wholesale funding markets. Cash was used to reduce securities sold under repurchase agreements, predominantly in
IB, due to lower financings of the Firm’s trading assets as well as lower client financing balances; for net repayments
of long-term borrowings, including a decline in long-term beneficial interests issued by consolidated VIEs due to
maturities of Firm-sponsored credit card securitization transactions; for repurchases of common stock and payments
of cash dividends on common and preferred stock.
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For a further discussion of the Firm’s Credit Risk Management framework, see pages 132—134 of JPMorgan Chase’s
2011 Annual Report. For further information regarding the credit risk inherent in the Firm’s investment securities
portfolio, see Note 11 on pages 148—152 of this Form 10-Q and Note 12 on pages 225-230 of JPMorgan Chase’s 2011

Annual Report.

The following table presents JPMorgan Chase’s credit portfolio as of June 30, 2012, and December 31, 2011. Total
credit exposure was $1.8 trillion at June 30, 2012, an increase of $40.2 billion from December 31, 2011, reflecting
increases in lending-related commitments of $40.7 billion, loans of $3.9 billion and receivables from customers and
other of $2.6 billion. These increases were partially offset by a decrease in derivative receivables of $6.9 billion. The
$40.2 billion net increase in total credit exposure during the six months ended June 30, 2012, reflected an increase in
the wholesale portfolio of $52.3

billion partially offset by a decrease in the consumer portfolio of $12.2 billion.
The Firm provided credit to and raised capital of over $890 billion for its commercial and consumer clients during the
six months ended June 30, 2012; this included more than $10 billion of credit provided to U.S. small businesses, up
35% compared with the prior year and $29 billion to more than 900 not-for-profit and government entities, including
states, municipalities, hospitals and universities. The Firm also originated more than 425,000 mortgages and provided
credit cards to approximately 3.3 million consumers during the six months ended June 30, 2012. The Firm remains
committed to helping homeowners and preventing foreclosures. Since the beginning of 2009, the Firm has offered 1.4
million mortgage modifications of which more than 530,000 have achieved permanent modification as of June 30,

2012.

In the table below, reported loans include loans retained (i.e., held-for-investment); loans held-for-sale (which are
carried at the lower of cost or fair value, with changes in value recorded in noninterest revenue); and certain loans
accounted for at fair value. The Firm also records certain loans accounted for at fair value in trading assets. For further
information regarding these loans see Note 3 on pages 119—-133 of this Form 10-Q. For additional information on the
Firm’s loans and derivative receivables, including the Firm’s accounting policies, see Note 13 and Note 5 on pages
153-175 and 136-144, respectively, of this Form 10-Q.

Total credit
portfolio

Credit exposure

(in millions,  Jun 30,
except ratios) 2012

Loans retained $723,527

Loans
held-for-sale
Loans at fair
value

Total loans —
reported
Derivative
receivables
Receivables
from customers 20,131
and other

1,034
3,010
727,571

85,543

833,245

Dec 31,
2011
$718,997

2,626
2,097
723,720

92,477

17,561

833,758

Nonperforming®)(©)

Jun 30,
2012
$9,874

46
148
10,068

451

10,519

Dec 31,
2011
$9,810

110
73
9,993

297

10,290

Three months ended June

30,

Neo

charge-offs

2012

$2,278$3,103

2,278

NA

2,278

2011

3,103

NA

3,103

Average
annual net
charge-off

rate(®

2012 2011
1.27%1.83% $4,665%$6,823

1.27

NA

1.27

1.83

NA

1.83

Six months ended June 30,

Net
charge-offs

2012 2011

4,665 6,823

NA NA

4,665 6,823

Average
annual net
charge-off
rate®

2012 2011
1.31%2.02%

1.31 2.02
NA NA
1.31 2.02
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Total
credit-related
assets
Lending-related
commitments
Assets acquired
in loan
satisfactions
5;1163““6 NA NA 89 975 NA NA NA NA NA NA NA NA
Other NA NA 39 50 NA NA NA NA NA NA NA NA
Total assets
acquired in
loan
satisfactions
Total credit
portfolio
Credit Portfolio
Management
derivatives
notional, net®
Liquid
securities and
other cash
collateral held
against
derivatives
Represents the net notional amount of protection purchased and sold credit derivatives used to manage both
performing and nonperforming wholesale credit exposures; these derivatives do not qualify for hedge accounting
under U.S. GAAP. Excludes the synthetic credit portfolio held by CIO. For additional information, see Credit
derivatives on pages 80-81 and Note 5 on pages 136—144 of this Form 10-Q.
Nonperforming includes nonaccrual loans, nonperforming derivatives, commitments that are risk rated as
nonaccrual and real estate owned.
At June 30, 2012, and December 31, 2011, nonperforming assets excluded: (1) mortgage loans insured by U.S.
government agencies of $11.9 billion and $11.5 billion, respectively, that are 90 or more days past due; (2) real
estate owned insured by U.S. government agencies of $1.3 billion and $954 million, respectively; and (3) student
(c)loans insured by U.S. government agencies under the FFELP of $547 million and $551 million, respectively, that
are 90 or more days past due. These amounts were excluded from nonaccrual loans as reimbursement of insured
amounts are proceeding normally. In addition, the Firm’s policy is generally to exempt credit card loans from being
placed on nonaccrual status as permitted by regulatory guidance issued by

1,016,346 975,662 565 865 NA NA NA NA NA NA NA NA

NA NA 878 1,025 NA NA NA NA NA NA NA NA

$1,849,591 $1,809,420 $11,962 $12,180 $2,278$3,103 1.27%1.83% $4,665$6,823 1.31%2.02%

$(31,201 )$(26,240 )$35 )$38 )H)NA NA NA NA NA NA NA NA

(18,973  )(21,807 ) NA NA NA NA NA NA NA NA NA NA

(a)

(b)
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the Federal Financial Institutions Examination Council (“FFIEC”). Credit card loans are charged-off by the end of the
month in which the account becomes 180 days past due or within 60 days from receiving notification about a specified
event (e.g., bankruptcy of the borrower), whichever is earlier.
) Excludes PCI loans. Because the Firm is recognizing interest income on each pool of PCI loans, they are all
considered to be performing.
At both June 30, 2012, and December 31, 2011, total nonaccrual loans represented 1.38% of total loans. For
more information on the reporting of performing junior liens that are subordinate to senior liens that are 90
days or more past due based on new regulatory guidance issued in the first quarter of 2012, see Consumer
Credit Portfolio on pages 82-92 of this Form 10-Q.
Prior to the first quarter of 2012, reported amounts had only included defaulted derivatives; effective in the first
(f)quarter of 2012, reported amounts in all periods include both defaulted derivatives as well as derivatives that have
been risk rated as nonperforming.
For the three months ended June 30, 2012 and 2011, net charge-off rates were calculated using average retained
loans of $719.9 billion and $680.1 billion, respectively. These average retained loans include average PCI loans of
$63.3 billion and $69.9 billion, respectively. Excluding these PCI loans, the Firm’s total charge-off rates would
have been 1.40% and 2.04%, respectively.
For the six months ended June 30, 2012 and 2011, net charge-off rates were calculated using average retained loans
of $715.0 billion and $680.1 billion, respectively. These average retained loans include average PCI loans of $64.1
billion and $70.7 billion, respectively. Excluding these PCI loans, the Firm’s total charge-off rates would have been
1.44% and 2.26%, respectively.

(e)

(@

(h)

WHOLESALE CREDIT PORTFOLIO

As of June 30, 2012, wholesale exposure (IB, CB, TSS and AM) increased by $52.3 billion from December 31, 2011,
primarily driven by increases of $36.9 billion in lending-related commitments and $19.8 billion in loans due to
increased client activity across all regions and most businesses. These increases were partially offset by a $6.9

billion decrease in derivative receivables primarily related to foreign exchange and credit products, which were
partially offset by an increase in equity derivative balances.

Wholesale credit portfolio

Credit exposure Nonperforming(©@
(in millions) Jun 30, Dec 31, Jun 30, Dec 31,

2012 2011 2012 2011
Loans retained $298,888 $278,395 $1,804 $2,398
Loans held-for-sale 922 2,524 46 110
Loans at fair value 3,010 2,097 148 73
Loans — reported 302,820 283,016 1,998 2,581
Derivative receivables 85,543 92,477 451 297
Receivables from customers and other® 20,024 17,461 — —
Total wholesale credit-related assets 408,387 392,954 2,449 2,878
Lending-related commitments 419,641 382,739 565 865
Total wholesale credit exposure $828,028 $775,693 $3,014 $3,743
Credit Portfolio Management derivatives notional, net® $(31,201 )$(26,240 ) $(35 )$(38 )
Liquid securities and other cash collateral held against derivatives (18,973 )(21,807 ) NA NA

Predominately includes receivables from customers, which represent margin loans to prime and retail brokerage
(a) i o . . .

customers; these are classified in accrued interest and accounts receivable on the Consolidated Balance Sheets.
(b)Represents the net notional amount of protection purchased and sold credit derivatives used to manage both
performing and nonperforming wholesale credit exposures; these derivatives do not qualify for hedge accounting
under U.S. GAAP. Excludes the synthetic credit portfolio held by CIO. For additional information, see Credit
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derivatives on pages 80-81, and Note 5 on pages 136—144 of this Form 10-Q.
(c)Excludes assets acquired in loan satisfactions.
Prior to the first quarter of 2012, reported amounts had only included defaulted derivatives; effective in the first
(d)quarter of 2012, reported amounts in all periods include both defaulted derivatives as well as derivatives that have
been risk rated as nonperforming.

74

132



Edgar Filing: JPMORGAN CHASE & CO - Form 10-Q

The following table summarizes the maturity and ratings profile of the wholesale portfolio at June 30, 2012, and
December 31, 2011. The ratings scale is based on the Firm’s internal risk ratings, which generally correspond to the
ratings as defined by S&P and Moody’s.

Wholesale credit exposure — maturity and ratings profile

Maturity profile© Ratings profile
June 30, 2012 . Due after Investment-grad®oninvestment-grade

Duein 1 1 year Due after Total
(in millions, except year or through 5 5 years Total AAA/Aaato BB+/Bal & Total % of
ratios) less years BBB-/Baa3 below 1G
Loans retained $116,940 $112,717 $69,231 $298,888 $212,021 $ 86,867 $298,888 71 %
Derivative receivables 85,543 85,543
Less: Liquid securities
and other cash collateral (18,973 ) (18,973 )
held against derivatives
Total derivative
receivables, net of all 3,711 32,112 30,747 66,570 52,120 14,450 66,570 78
collateral
Lending-related 162,443 247821 9377 419,641 337,789 81,852 419,641 80
commitments
Subtotal 283,094 392,650 109,355 785,099 601,930 183,169 785,099 77
Loans hel@-for—sale and 3.932 3.932
loans at fair value®@
Receivables from 20,024 20,024
customers and other
Total exposure — net of
liquid securities and
other cash collateral $809,055 $809,055
held against derivatives
Credit Portfolio
Management
derivatives notional, $(2,007 )$(19,840)$(9,354)$(31,201 ) $(31,261 ) $ 60 $(31,201 )100 %
net®

Maturity profile(© Ratings profile
December 31, 2011 . Due after Investment-grad®oninvestment-grade

Due in 1 1 year Due after Total %
(in millions, except year or through 5 5 years Total AAA/Aaato BB+/Bal & Total of IG
ratios) less years BBB-/Baa3 below
Loans retained $113,222 $101,959 $63,214 $278,395 $197,070 $ 81,325 $278,395 711 %
Derivative receivables 92,477 92,477
Less: Liquid securities
and other cash
collateral held against (21,807 ) (21,807 )
derivatives
Total derivative
receivables, net of all 8,243 29,910 32,517 70,670 57,637 13,033 70,670 82
collateral
Lending-related 139,978 233396 9,365 382,739 310,107 72,632 382,739 81
commitments
Subtotal 261,443 365,265 105,096 731,804 564,814 166,990 731,804 77

4,621 4,621
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Loans held-for-sale and
loans at fair value®
Receivables from
customers and other
Total exposure — net of
liquid securities and
other cash collateral
held against derivatives
Credit Portfolio
Management
derivatives notional,
net®

(a)

17,461 17,461

$753,886 $753,886

$(2,034 )$(16,450)$(7,756 )$(26,240 ) $(26,300 ) $ 60 $(26,240)100 %

Represents loans held-for-sale primarily related to syndicated loans and loans transferred from the retained
portfolio, and loans at fair value.
Represents the net notional amounts of protection purchased and sold credit derivatives used to manage the credit
exposures; these derivatives do not qualify for hedge accounting under U.S. GAAP. The counterparties to these
positions are predominantly investment-grade banks and finance companies. Excludes the synthetic credit portfolio
held by CIO.
The maturity profiles of retained loans and lending-related commitments are based on the remaining contractual
maturity. The maturity profiles of derivative receivables are based on the maturity profile of average exposure. For
further discussion of average exposure, see Derivative receivables on pages 141-143 of JPMorgan Chase’s 2011
Annual Report.

(b)

(©)

Wholesale credit exposure — selected industry exposures

The Firm focuses on the management and diversification of its industry exposures, with particular attention paid to
industries with actual or p